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CASE NO 1,000: 1

xppIieaﬁien of Saul A. Yager, et al, for an order

compulsorily pooling the NW/L NW/L Section 15 with the
SW/4, S/2 N¥/l, and the NE/IL NW/L of said Section 15,
All In Tewnshig 32 North, Range 10 West, Blanco-
Mesaverde Gas Pool, San Juan County, New Mexico.
Applicant, in the above-siyled cause, seeks an order
compulsorily peoling the NW/L NW/L of said Section
15 with the balance of the acreage lying within the
W/2 of Said Section 15, Township 32 North, Range 10
West. Applicant further desires for the Commiasion
to determine the proper costs of a well to be drilled
within the proposed W/2 of said Section 15 and to de=-
termine the reasonable charge for supervision of the
proposed well.

CASE NO 10004
pplication of El Paso Natural Gas Company for ape-
proval of an unorthodox drilling and proration unit

in the Blanco-Mesaverde Gas Pool, San Juan County,
New Mexico, or in the alternative an order compule
sorily pooiing the acreage in question.  Applicant,
in the abeve-styled cause, requests an order autho-
rizing an unorthodox drilling and gas proration unit
of 277 acres conaisting of the following described
acreage in Section 15, Township 32 North, Range 10
West, S,p J County, New Mexico: SW/i4 NW/L, E/2
NW/L, W/2 SW/L, SE/L SW/iL, all of the NE/L SW/i
cxcept 3 acres of land lying west of the right-of~-way
of U, S. Highway 550 as it runs on the south side of
the NE/4 of the SW/4L. In the alternative, applicant
rsguests that the Commission enter an order pooling
the W/2 of 3ection 15, Township 32 Nerth, Range 10
West, containing 320 acres into an arthoéox drilling
and proration unit. The above acreage lies within
the boundaries of the Blanco-Mesaverde Gas Pool, as
heretofore defined by the 0il Conservation Commigsion.
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BEFORE: Mr. E. S. (Johnny) Walker,
Mr. William B. Macey.

TRANSCRIPT OF HEARING

MR. MACEY: Thé hearing will come to order, please. First
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¢ase on the Docket this morning is Case 1000,
It is my understanding that there is a move for consolidation $f

Cagse 1000 and Case 1001.
MR. CAMPBELL: If the Commission please, Campbell & Russell,
representing the applicant in Case 1000; both the applicant in this

case and the applicants in Case 1001, have agreed to consolidate the

two cases for the purpose of hearing, and, if it is agreeable with kr.
Howell, I will dictate a stipulation to that effect into the record)

MR, HOWELL: Go ahead.

MR. CAMPBELL: It is stipulated and agreed by and between
the parties to Case No. 1000 and 1001, now pending before the 0Oil
Conservation Commission, by their respective attorneys that the sai&
cases may be, by the Commission, consolidated for all purposes of
hearing and any review or appeal therefrom.

Is that satisfactory, ¥r. Howell?

MR, HOWELL: That is satisfactory.

MRe. CAMPBELL: I dontt know how the Commission wants to
proceed; I have discussed with Mr. Howelli, so far as Case 1000 is
concerned, &nd our presentation of that. I have requested of Mr.
Howell that we stipulate on some basic facts that are apparently
agreed upon between the parties as evidenced by the implications
themselves, and, if it 1s agreeable with Mr. Howell, I will =zad wh%t
I have here. If he has any disagreement with it, of course, we can
either agree, or we can delete it, whichever he sees fit.

On behalf of the applicants in Case 1000, it is stipulated and
agreed between the parties to the consolidatsd cases by their re-

spective attorneys, as follows:

l, Saul A, Yager & Associates, shown and named in the applications,
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are the owners of the unieased oil, gas and mineral interests under
lying the NW/4 NW/L of Section 15, Township 32 North, Range 10W,
San Juan County, New Mexico}

2., El1 Paso Natural Gas Company, is owner of 160 acres of 1easbs

in the W/2 of Section 15, ==

MR, HOWELL: I will have to interrupt there; I am not willing
to stipulate on the ownership, «ad prefer to prove it. There ia a
three acre tract there that is involved in the situation, and to the
ownership of leases other than the forty acres, of which Mr. Yager
and his associates own the unleased minerals, we would prefer to put
on proof,

MR. CAMPBELL: All right, sir. Let me withdraw that, and
withdraw Ne. 2.

2, El1 Paso Natural Gas Company has asked Yager & Associates
if they would be agreeable to communitiging their interests tc form
a unit comprising the W/2 of Section 15, and pay their proportionatp
part of the drilling costs, which would be approximately $10,000;

3+ Yager has advised El Paso Natural Gas Company that he and
his associates are not in a poasition to pay their part of the drile-
ling costs, that they would be agreeable to communitising with their
proportionate part of the costs of drilling te be taken out of the
7/81s working interest under the forty acre tract owned by them; -

MR, HOWELL: I can't stipulate to that being a 7/8's work-
ing interest, sinece there is no lease on that tract, --

MR, CAMPBELL$ Strike out the word "working."

MR, HOWELL: - and the 7/8's attributed to that tract.

MR, CAMPBELL: 4. El Paso Natrual Gas Company has édvised

Yager that unless he and his associates pay their proportionate cost
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of the drilling costs, El Paso Natural Gas Company would seek forcef
poolings Tager has advised El Pasoc Natural Gas Company, again, he
and his associates are not in a position to advance cash, and re-
quested that the costs be taken out of the 7/8's of produetion, and
that is when El Paso Natural Gas Company has adviased Yager that the#
had declded to ask for a nonestandard 280 acre unit, rather than
forced pooling}

5« Yager then filed application now pending in Case No. 1,000
seeking compulsory pooling, a determination of the sstimated costs
of the well and an order that ==

MR, HOWELL: Mr. Campbell, I think the applicatiors in both

cases will speak for themselves. Let's just say the application wa
filed in Case 1,000, without us stipulating as to the exact contentt
of it, and you can do the same in 1,001, as they speak for themsalv?s.
MR, CAMPBELL3 I was trying to get them in the order, and
a statement to the Commission.
6. Yager filed his application in case 1,000, and El Paso
Natural Gas Company then filed its application in Case No. 1,001,
Are there any other facts, Mr. Howell, to which you would like
to request any stipulation as to the background leading up to the
applications?
MR. HOWELL: No.
MR. CAMPBELL: Are those requested stipulations of fact
agreeable to you?
MR, HOWELL: 7Yes.
MR. MACEY: One question, iir. Howell. I noticed Mr. Campb+11
mentioned the figure 280 acre non-standard unit; it is actually 277,
isntt it?
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MR, HOWELL: The letter which went to Mr, Yager was on the
assumption that we would be able to get that three acres, and the
actual request was for =~ or statement, was that we would seek for
280 acres, but the proof will show ==

MR, MACEY: The application will speak for itself.

MR, HOWELL: Yes. The proof will show that that three actres
is still outstanding.

MR, CAMPBELL: Now, for present purposes, if the Commission
please, based upon the stipulated facts here, we have no further
testimony at this time to offer. We believe that this, with the
possible exception of the cost of the well, is a question, basically,
of the extent of the authority of the Commission, and what the Cone
mission wants to do under the law with reference to the application|

We may wish to offer evidence, depending upon the nature of th#
testimony offered by El Paso Natural Gas Company, but we believe
that the simple refusal of a non-consenting werking interest owner,
which is established by these stipulated facts, is sufficient to
Justify the Commission in issuing the order requested in case 1,000}

MR. HOWELL: I have two witnesses to be sworn, Mr. Bittick
and Mr. Morrell.

(Witneases sworn.)

to use him, also.
To W. BITTICK,

called as a witness, having been first duly sworn, testified as

follows:
DIRECT SXAMINATION,

BY MR, HOWELLS

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691

If Mr. Anderson, of Pacific Northwest, should arrive, I intend



Q Will you state your name for the record, please?

A T, W, Bittick,

Qd By whom are you employed?

A El Pasc Natural Gas Company,

Q In what capacity?

A Division Land Man,

Q@ Covering what area?

A San Juan Basin.

Q@ How long have you been so employed?

A I have been employed in the leass department of E1 Paso

Natural Gas for three years, and position of Area Land Man for abou
a year and a half.

Q Is the tract of land under discussion here today within th
territory that you supervise for the El Paso Natural Gas Company's
Lease Dapartment? A Yes, sir,

Q Are you familiar with the tract of land, the condition of
titles and the‘negotiatiens towards drilling in this tract?

A Yes, sir.

Q Have you prepared, or had prepared, under your supervision
a plat showing the Section 15, T32N, R1OW?

A qu, sir, I havs had a plat prepared under my supervision.
Q@ Does that correctly reflect the tracts of land in the
saection? A Yes, air.

Q I might ask, with reference to a small triangular tract thit
is lettered in blue, as to whether or not that is drawn exactly to
scale, or an approximate representation,

A That is an approximate representation of a threeeacre tract

belonging to Dave Clark.
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MR. HOWELL: These exhibits have been marked by letters,
I believe. Do you have any desire to change those to numbers?
MR. MACEY: No, sir.

Q Referring, now, to &1 Paso Natural Gas Company's Exhibit
"A," will you state for the record the ownership of the various
tracts located in the W/2 of Section 15, as shown by all the infor-
mation which you have been able to accumulate?

A  There is a small tract, colored in blue, in the NE/L of the
SW/L, which belongs to Dave Clark, ==

Q Is there any oil and gas lease on that tract?

A No, sir, there i3 not. The NW/L of the NW/L is colored in
green, belongs to Mr. Saul Yager and his associates, and that is
also unleased. The red acreage in the W/2 of Section 15 belongs to
%l Paso Natural Gas Company, and that covers =

Q New, let's stop a minute there. By that, do you mean that

El Paso Natural Gas has ascquired from the owners of the minerals th

——

0il and gas leases on that land?

A Yes, sir, we have acquired oil and gas lsases on that land}
and the acroage colored 1n orange, or a -=-

Q w@il, letts call it orange, that is close enough.

A That 1s under lease to Pacific Northwest Pipeline Corpora=
tion, and that covers approximately 103 acres.

Q The raikvad right-of-way that goes through there is under
lease to whom?

A Pacific Northwest Pipeline Corporation.

Q Noew, do you also have a plat prepared which shows the relaf

| 4

tive locations of wells on the surrounding area?

A Yes, air, I do.
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MR. HOWELL: Will you mark this Exhibit ®*B"?
(E1 Paso Natural Gas Company Exhibit "B" marked for identi
fication.)
Q¢ Referring to Exhibit "B", I will ask you if that shows the
location of the wall drilled on the esast half of the section?
A Yes, sir, it does.

Q And what is the depth of that well?

A 5,265 feat,

Q And was it completed as a producing well?
A Yes, sir, 1t was.

Q VWhat was the initial potential?

A 1,917 MCF per day.

Q Was that well drilled on a unit with El1 Paso Natural Gas
Company as operator? A Yes, s8ir, it was.

Q Now, referring to Section 22, to the south, directly to th
south, what wells have been completed on that section?

A In the NE/4, Section 22, is a well drilled by Southern
Union, and it was complted at a total depth of 5550 feet, with an
initial potential of 1,329 MCFi{ in the S5W/4, Stanolind 0il and Gas
Company's Sullivan l-A well, complted at a total depth of 5,300
fest, with an initial potential of 1,755 MCF per day.

Q Now, is there any wells completed on Section 21, which is
diagonally to the southwest of Ssction 157

A Yes, #ir, there is two wells there, Stanolind's Sullivan
1-B in the NE/4, completed to a total depth of 5,610 feet, with an
initial potential of 3,720 MCF, and, in the SW/4, Southern Union's
Payne No, 2 Well, completed to a total depth of 5,608 feet, with an
initial potential of 6,980 MCF.

B 2
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Q Does El Paso Hatural Cas Company own any leasshold rights
in either Sections 21 or 22 to the south?

A No, sir, we do not.

¢ Are any wells drilled in Section 16, immediately to the
west? A Neo, air.

Q HNow, then, from your tastimony, then, it 18 apparent that
the W/2 of Section 15 is surrounded by producing wells, one located
directly to the east, one diagonally to the southeast, one directly
to the south, and one directly to the southwest as off-sat wells?

A TYes, sir, that's correct.

Q@ Now, has Pacific Northwest Pipeline Company been approache

s

with reference to communitizing this W/2 of Section 157

A Yes, air, they havs, and they agreed to communitize with
El Paso.

Q Do you know approximately the date at which the agreement
was entered by them to communitize?

A Negotiations was commenced with their land department in
July, 19553 they received the approval of their operating committee
on September 9th, 1955.

Q Are they willing to enter an 0p§ﬁating agreement substan-
tially the same as the one we shall introduce later on?

A Tes, 3ir, they are.

Q You have discussed that with Pacific Northwest?

A 'Yes,'tir, I have.

Q Now, the stipulations in this sase shows that Mr. Yager ani
his associates have been unwilling to contribute, in cash, ﬁhe s
of costs of drilling the well, and, I will ask you, also, if you hape

been able to get the consent of the owner of the three-acre tract?
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A No, sir, we have been unable to obtain his consent.

Q@ Have you, or persons under your supervision in your depart
ment, proposed in writing a communitization to Mr. Dave Clark, the
owner of that tract? A Yes, sir, we have

Q I believe the record shows that Mr, Dave Clark is the owne
of the minerals on that tract? A Yes, air.

Q Have you also approached him personally or through a sub=
ordinate of yours?

A Through a subordingte he haas been approached, yes, sir,

Q And Mr. Clark is not willing to enter into any communitize

ation agreement or communitize his three acres with the remaining

half , the remaining west half of the section? A No, sir, he is not

Q Now, have you compiled any figures showing the cost and
experience of E1 Paso Natural Gas Company in the average cost of
wells drilled to a depth of between 5,265 feet and 5,610 feet, come=
pleted in the Mesaverde Formation in the San Juan Basin?

A Ve do not have any average figures as such, Mr. Howell, we
do have the total costs of the Helzer P.U, No. 1, located in the
E/2 of Sectien 15,

Q That is the well which immediately joins this to the east?
Yes, sir.

What were the actual costs of completing that well?
The well cost $63,610.50.

Does that include the direct charges to the well, only?
That ingludes all the charzes.

Yes, sir.

O > 0 > H > 0 P>

Now, what experlicnce haa El Paso Natural Gas Company had a

That includes all charges, including charge for supervision?
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to the average cost of supervisicn, what we term overhead costs,
generally?

A  Throughout the San Juan Pasin, Bl Pasc, and most of the
other operaters ir the Basin, use the figure of $250.00 per month
per drilling well, and {L5.00 per month for precducing wells for
ovarhead charges, That Jdoes not include the charges for direct

supervision, it does rot include direct charges for that well,

Q@ That is, il the toolpusher spende a day on that well, it ik

custonarily charged as a direct charge to the well, and not carried
forward in overhead? A That's correct.

Q S0 that the average cosis which you have umentioned there

are generally used by Zi Paso Natural Ges Compauy and other eompanies

to reflect the supervisory coats that cannot bs pinpointed by direc

charges for time of an individual spent on that particular well?

A Yes, sir. That, also in ocur case, includes =-- would incluh

the charges for district and camp expenses.

Q Do you think those figures are fair and reasonable?

A Yes, sir, they are more than fair and reasonabla.

Q& What d¢ you mean by '"more than fair and reasonable%?

A Qur accounting departient feels we are losing money on tha
figure, i

Q Hd#, at my request, have you compiled a list of the unit
agreements that are in foree in the San Juar arsa, or a substantial
number cf them? A Yes, sir, I have.

Q Can you tell us which units you have there, that you have

inveatigated to determine certain provisionsa?

A San Juan 27-4j San Juan 27-5; San Juan 28-4; San Juan 285

A

il

San Juan 28=6; San Juan 28-7; San Juan 29~k; San Juan 29-53 3an Jua
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29«03 San Juan 29-7; San Juan 3043 San Juan 30-53 San Juan 30=63
San Juan 31-6; San Juan 32-5; San Juan 32-7; San Juan 32-8; San Jua
32-=9 Units, Allison Unit; Cedar desa Unit; Cox Canyon Unitj Huerfan
Unit; Huerfanite Unit; Lindrith Unit and the Rincon Unit.

Q Kow, do the operating agreements of sach of these units
contain provisions that cover the recovery which a drilling party
will make when a well is drilled to which one of the owners is not
willing to‘conscnt?

MKo CAMPBELL: If the Commission please, I am going to hav
to enter an objection to auy testimony based upon voluntary agreee
ments in other areas insofar as what the practice may be with regar
to charging the cost of wells; we are here concerned with a compuls
pooling application. What some people may desire to enter into as
a voluntary agreement depends upon their circumstances at that pare
ticular time, depends upon the nature of the area, depends upon a
great many factors that may or may not be present here, and I don't
believe that what El Paso has been able to do in other areas has
any bearing upon the case here.

MRe MACEY: HMr. Campbell, you have raised a very important
point, and I think probably we ought to take a short recess and dis
cuss it right now, get it settled,

MR. HOWBLL: If the Commission please, I would like to spe#k

a word before discussing it. It is our purpose, in offering this
testimony, to show what the majority of cperators in the San Juan
Basin regard ag a fair and customary practice when one party is re-
quired to drill a well and furnish costs to be recovered from tha
other party, and we expect to offer additional testimony in additio

to the unit agreements, out the unit agreements are offered as bein

;-

L]

=i
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one circumstance and one bit of evidence, which, together with othesgs,
will show what is fair and reascnable under a aituation such as exigts
here, a fair and reasenable method of proportioning the costs and
recoverys

Mii. CAMPBELL: iay I say that, based upon my objection, thkt
the statutes, with ragard to compulsory pooling, which we are involyed
in here, specifically provide that the costs shall be the lowest ace
tual expenditure plus reasonable supervision; it makes no reference
as8 to how that should be recovered. These voluntary agreements, I
realiss, provide for 150 per cent, and maybs some people signed up
fer 200 per cent, but I atill contend it is immaterlial and irrelevant
to the compulsory case now before this Cemmiseion.

MR, MACEY: We will take a short recess,
| {Short recess.)
MR, MACEY: The hearing will come to order.

Mr. Campbell, your objection is overruled; the Commission feelr
that the practice of the industry may bs a factor, and should be
included in any poeling order we might have.

MR, HOWBLLS: Shall I resume questioning?

MR, MACEY: Yes, sir.

Q Have you, at my request, excerptsd from the operating agreb-
ments coeening these uniﬁs that you have listed, the provisions re
lating to non-consent wells? A Yes, sir, I have.
G ¥Will you read the provisien that is customarily in the bldcke
type unit?

A You want the entire paragraph?
Q Yes, would you read that?

A "If lese than all of such partiss elect to join in the
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drilling of such well, Unit Operator shall, upon obtaining required
governmental approvals, procsed with due diligence to drill such
well at the sole cost and risk of the party or parties electing to

share in the costs thereof, hereinafter called the "driling partiesh®

In the event any such well is a dry hole (and is not taken over for
plug back or deepening), it shall be plugged and abandoned at the
sole cost of the drillirg parties. In the event such well is a pro:
ducer, it shall be tested, completed and eguipped to produce by the
Unit Operator at the sole cost of the drilling parties, and such
drilling parties sach in proportion to its contribution to the cost
of drilling, testing, completing and equipping the well shall be
entitled to recelve the proceeds ¢f production from the well, or, ij
it is capable of producing in paying quantities, shall be entitled
|to receive the proceeds of production allocabk to the interests ade
mitted to the partiecipating area on account of such well, after dee
ducting therefrom all royalties, overriding royalties, nproduetion

payments and one hundred per cent of the operating expensas attribut

able therato, until said drilling parties shall have received ther?-

from one hundred fifty per cent of the costs of drilling, testing,
completing and equipping said well to produce.”

Q Now, the block~type unit, I believe, is sometimes termed t?e

Township-type unit in the area? A Yes, sir, that is
Q And under the unit agreements which have bsen filed with
the Commigsion, a drilling unit or a drilling block is set up as
either the west half or the east half of a section, as a general
rule?
A As a general rule, yes, air,

Q So that the drilling block referred to in the excerpts, as

| 4

[ -

true,
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a general rule, would be sither the saszt half or west half of a
saction lying within the unit area? A Yes, sir.
& How, ‘o you know which is ths closcat township=-type unit

to this particular Sucticn 177

e

A Yes, e€ir. The San Juan 22=-9 Unit
Q Is the west lineg of ths 22-3 Unit running along the east
ling of Section 157 A Yes, sir, it does

w  Now, does Section 15 lie within the definad limits of the

Blanco-liepavarde ool? A TYes, sir, it does
Ale WOWELLS .7 it plieage the Commission and Mr. Campbell,

we have prepared excerpus herc, and I suggest, rather than taking
tie tise of the Cosuwissicrn Lo read tuew inte the record, that wve
merely introduce ticse exlcerpls.

I will ask this witnecs, !ir. 3ittick, if the list which I have

uarked "Eloeck Type Urite," which we shall mark as £l Paso ixhibit wgr

is a correct transcription of the unit operating provisions, relate
ing to the suveral units which ne has mentioned in his teatimony.

A Yes, sir, it is.

(Bl Paso Hatural Gas Company's Exhibit "CY" marked for iden:

fication.}

& Re HOWELL: It there is no objection, I suggest that in
the interest of time we merely file this as an exhibit rather than
take the time to read thesa provisions inte the record.

vlle CAMPSELL: well, my basie objection goes to the offerw

ing of any evidence with reference to other agreements between El P%so

Natural Gas Company and other pecple in other areas, =~
}Re HOWELL: Subject to thab,w~
File CAMPDELL3 - and also, that while I certainly don't

ics directly to the east.

]

[ ] -
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want to bring on the introductior of all these unit agreements, I
want to add to that, that I object to introducing portions of agrees

ments whicnh might contain other provielons having a bearing upon the
matter.
¢ Do you have available coples of the unit operating agree-
ments, !r. Bittick? A Yes, sir, I do,.
Q@ In photostatic form?
A No, sir, some of them are conformed copies. They are not 4=
Q  Are they copies which could be made available to Mr. Campe
bell? A Yes, sir,

MR, EOWELL: we would tender to Mr. Campbell conformed or
photoastatic copies of each of the unii agisements if he so desires.

Mile CAMPBELL: JMr. Howall, you ars rsferring to the unit
agreements, or —-

M, JOWELL3 Unit operatinz agreement.

MR. CAMPBELL: Are they identieal in form with other proe
visions, other than the nou=consenting owner provision?

MR. HOWELL: I think that by and large the block type or
township type units are identical in form, except, of course, with
refarence to the parties to the unit agreement and the description
of the property involved, and I think some of the unit agreements
and unit operating agreements contain provisions that are slightly
different, relating to irregular sections.

MR, CAMPBELL: Are there any differences with reference to
sharing of the production?

MR, HOWELL: I will ask the witness that, since I have not
recently read each of the agresments,

A Exaetly what do you mean, Mr. Campbell?

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




17

MR. CAMPBELL: I may not understand all I should about the
agreemants, but are they all on a particlpating area basis, or entH
unit basis, or are there variations?

A The blecke~type units are on a participating. Some of the

main, Rincon, Huerfano or Allison Units are on an entire-unit basis

ratner than a participating as far as working interest {8 eoncerned

mants as to the manner in which the preduction from a particular are
may be distridbuted?
A Those are covered separately in this excerpt.

MR, CAMPBELL: If the Commission please, I will withdraw
my objection to this on the proposition that it does not represent
the entire agreement. I want to call te the Cozmission's atwntion,
on the basis of the statement made by the witneass, that there are
fagtors present in these agreements that can have a bsaring upen
the agreemsnt which one of the parties desires to sign relative to
the costs of these wells, and, of course, that is the basis of my
original objection which was overruled, but I simply want to state
it for ths record.

MR, MACEY: This exhibit was offered, was it, Mr, Howell?

they have all been marked., At this time, I will offer Exhibits "A
"B," and "C,%
MR, CAMPBELL: Let my objection be reflascted at this point,
MR, MACEY: Mr. Campbell's objectien is overruled, and the
exhibits will be received.

Q How, Mr. Bittick, do you have a proposed typa of communi-
tization agreement that has been suggested to Pacific Northwest wit}h

MR, HOWELL: Nons of the exhibits have, as yet, been offbr¥d:
 J

MR. CAMPBELL: 3o there is a difference betwsen these agrepw

}

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




18

refersnee to this ¥/2 of Section 157

A %e have a propesed operating agreement.

2 A proposed operating agreement? A Yes, sir.

Q Is that agreement which you have\ono which El Paso Natural
Gas Company has enterod inte with arothar company in an instance
in which E1 Paso Hatural Gas Company did net desire to advance costh
for drilling a well? A Yes, sir, it is,

L Hag that typs of agreement actually been entered into with
another?

A Yes, sir. This 1s a photostatic copy of the executed agrep-
ment.

MR. HOWELL: We will mark this as Exhibit "D," and offer it

as substantially the cperating agresment which E1l Paso Natural Gas
Company propeses for this Section 15, this being a photostatic copy
of an agreerwnt which has actually been entered into with others
covering another traet of land in the vieinity.

(El Paso Katural Gas Company's Exhibit "D"™ marked for identie
fication,)

& Now, what provision does this proposed communitised operats

ing agreement have with reference teo recovery of costs when a party
elects not to pay its share of well coasts?

A It provides, in Article 20, beginning on page 9, under
f"EZlection as %o Joinder," provides for recovery of one hundred fifty
per cent of the costs of drilling a well if & party does not desice
to join and pay his share of the costs.

Q Has Paeifie Northwest Pipeline Company expressed its willinge
[ness to entar such agreement on this W/2 of Section 157

A Yes, sir, they have.
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MR, CAMPBELL: If the Commission please, I want my objectipn
renewed thers. The factors that may lead E1l Paso Natural Gas Come
pany and Paeifie Northwest Pipeline Corporation to sign could be
entirely different to factors that might or might not lead the
parties in this case to enter such agreement or the Commission to
enter an order under its powers.

MR, KITTS: For what purpose will this be offered, Mr.
Howell, for what bread purpose?

MR, HOWELL3 It is offerad to show the type of agreement
whih the two major owners of working interests are willing to enter
as an operating basis for this particulsar tract of land.

MR. KITTS: Is it the contentien of El Paso that the cone
ditions are identical or the same with conditions in the case here?

MR, HOWELLS No, it is the testimony of El Paso that Zl
Pase, in anﬁinntnnca in which it did not advance costs, cpccifically
that Great Western was willing to snter where the other party would
recover one hundred fifty per cent of drilling costs before El Paso
came in for recovery of its coats.

MR, CAMPBELL: If the Commission please, at this point I
think, obviously, this evidence is all going in, but I want to ex~
plain to the Cemmission the basis for my objection. The question o
whether E1 Pase Nasural G&s Company, for reasons of its own, the
reasons or basis for which E1 Paso Natw al Gas Company may we willing

M J

to pay one hundred fifty per cent of the drilling costs in a partic&lar
situation may be entirely different from what the Applicant here
wants to do., El Paso Natural Gas Company wants the gas, and that 1§
a facter; they may have a tax situation, there may be any number of

reasons, and our peint is this, that the Commission, if it hap any |
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authority at all to decide how the costa of this well is going %o be
paid, we think, under the statute, has to apply the standard of net
penalizing anybody who doesn't want to consent to the drilling of
& well, and that is why we are objecting toc evidence about what other
people may want to do in a particular situation; we are non-consentse
ing owners, seeking compulsory pooling and requesting the Commission
to have El1 Paso take it out of our share of preduction.

Frankly, I'm not sure whether the Commission has that power or
not, it may be able to enter compulsory pooling, ordering the well
and leave it there. If it enters any erder involving the cost of
this well and how it 18 going to bes allecated, we do not want the
Comminssion to rely upen what other people did.

MR, WALKER: If your application is granted, and you are
Leilling to take out your costs of the share in preduction, and ther%
iz no production, who is going to pay for it?

MR. CAMPBELL: £l Paso Natural Gas Company. There is nothing
wrong with that. As a matter of fact, many of the statutes provide
that if it is not a preducing well, that the producers shall pay foi

e |

it.

MR, WALKERg If this body doesn't hear evidence, we cantt
write an order. It takes evidence for us to write a reasonable and
Just order.

MR, CAMPBELLS TYou can write an order compulsorily pooling
the acreage, you can find what the present sstimated cost of the well
is whether you enter an order mguiring us to pay one hundred fifty
per cent out of productiocn or $10,000 in cash, or them to take it
out of 7/8's, but if you write one, I think it should be taken out
of the 7/8's, and that is what I have requested.
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MR, HOWELL: If the Commission please, I dontt care to go
into any extended argument at this time, but the position whieh El
Paso Natural Gas Company finds itself is that an owner of the minchls
and forty acres filed an application for sompulsory pooling.

Now, that owner says that he does not want to pay his share of
a well on a traet that he wants compulsorily pooled bLecause the
initial application in Case 1,000, for compulsory pooling, was file
by Mr. Yager and his associates, and we are offering in evidence th

custom of the industry and the history of our own opsrations as to
what is fair and reasonable and equitable in such a situation.

MR, CAMPBELL: If the Commission please, there is ons stat
&nnt I nust correet) we are not refusing te pay our costs of the well.
We are saying we should not be subject to penalties, because ws may
not, at this mement, for reasons of our own, desire to have the we
drilled, but we are in this unit and I donft think the Commission o
El Paso should or really wants to confisecate our preperty because
want tc¢ disagree with them about the well. We are perfactly willi
that our costs , share of this well, be taken out of the production}
We think the share is limited by the statute.

MR, KITTS: Mr. Campbell, is it yowr contention that you
are a non=consenting ewner?

MR. CAMPBELL: Right.

MR, KITTS: I want to ask lMr, Howell a question about thesb
exhibits} are they offered for the purpose, a, showing that this is
a reasonable typs of interest that the Yager interests should enter
into, or, b, are they offered as showing the custom of the industry
of determining ¢osts or share of costs where ons party is not able
or not willing to eome up with the cash? In effect, is that the
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purpose?
MR, HOWELL: It is offered for both purposes. I may state

this, that in the ardinary communitization operating agreement in
which parties having a location go together, you don't have none
consent features, bscausa usually the parties have agreed upon the
basia on which they are going to drill the well. That is what
happens ninety-nine times out of a hundred, so you don't find a
great many communitization operating agreements floating around
that cover a non-gonsent aituation. We are offering evidence to

we are offering a specific communitisation operating agreement as
indicating what eertainly this ecompany and another company have donT
It 18 a circumstance showing the custom of the industry, and it
shows the willingness of this company, in such a condition, to allow
the person or party advaneing the cost to recover a hundred fifty
pear cent of the drilling costs.

MR, GURLEY: You say the custom of the industry. Are all
these excerpts taken from your own contracts or your own agreements)
that 18, between you and other partiaes? |

MRe HOWELL: They are, they are taken, in operating agree-
ments, and a number of other parties within the San Juan Basin area
are also parties, and the Cemmission has in its filep, and has ap-
proved, the unit operating agreementa govering eaeh of these units
from which it is apparent that it is a reasonable cross section of
the industry that has entered into this type agreement,

MR, GURLEY: But you are party to each one of these agree=

ments?

MR, HOWELL: We & party to each one of these agreements,

show the custom of the industry generally upon a non~consent situatjon,
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is that correct, Mr. Bititick?
A Yes, sir. |

MR, HOWELL: That 1s all of Mr, Bittick's testimony.

MR. MACEY: Mr; Campbell, this Commission has befors it an
application for a forced pooling order; as I interpret the appli-
cation, you, as a none~consenting owner, desire to join the unit.
There, our statute, and I will quote 1t, "All orders requiring such
pooling shall be on terms and conditions that are just and reascnabﬁe,“
and the documents that El Paso has introduced, such as, I believe,
Exhibit "D", will help this Commission determine what is just and
reasonable, and I think we should take it in as evidenge, The fact
that there are a number of circumstances which may or may not have
prompted El Paso to enter this agreemsnt or to stay out of the thing,
we ars aware of that, and, of course, we have got to take that into
considaration.

Therefore, I will overrule the objection and accept the exhibiks,

I might clarify my point in that this last document may not try .
to determine whether Mr. Yager should have entered inte this cone
tract at all, «-

MR, CAMPBELL: r. Yager hagn't seen it, to my knowledge.

MR, KITTS: Or this type of agrecment,A

MR, HOWELL: There is another point I want to get from Mr.
Bittiek that I overleoked.

MR, MACEYs All right,

Q Mr. Bitticek, probably to aid the Commission to write its
order, we should identify the several tracts of land that are locatpd
in the W/2 of the sestion with more particularity than we have at the
pregent time. Will you resd into the record a description of the
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tracts, generally, and give as specific a description &s you can of
the three-acre tract owned by Dave Clark?

A All right, sir. The El Paso Natural Gas Company is ccne
tributing three fee leases to the terms, to the well to te drilled

on the W/2 of Section 15; the first one is an oil and gas lease,

leasors, to John F. Sullivan, lessee, embracing, among other lands,
32.5 acres in the SE/L NW/L of Section 15, and 47 acres in the N/2
of SW/i of Section 15, T32N R10OW, NMPM; the second lease, dated June

to John F. Sullivan, lessee, embracing, among other lands, the SE/4

of the SW/L4L and the East LO rods of the South 30 rods of the NE/L of

ing approximately 47 aecres. The third lease, dated June 27, 1950,
executed by Mary Catherine Heiser, as lessor, to John F. Sullivan,
lessee, covering, among other lands, the NE/4 of the NW/4, North
7.5 acres of the 3E/& of the NW/L of Seetion 15, T32N R1OW, NiPH,
covering 47.5 acres, more or less. o

The three leases contributed by El Paso covers -147 acres, more
or less, in the W/2 of Section 15.

Pacific Northwest Pipeline Corporation is contributing a lease
from the Denver & Rio Grand Western Railroad Company, as lessors, tg
Phillips Petroleum Company, as lessee, covering all of the Denver &
Rio Grand Western Railroad Company right-of-way in the W/2 of Sactigq

15. Do you want the description of each specific lease, or just

this three-acre tract.

tion of the Pacifiec Northwest leases?

dated June 26, 1950, from Robert J. Doughtie and wife, Edna DoughtiJ,

27, 1950, from Robert L. Gadston and wife, Edith Gadston, as lessorg,

the SW/k of Section 15, T32N R10OW, and containing that tract contain

Q Yes, will you go ahead and read into the record the descrip-

n
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A The second lease contributed by Pacific Northwest Pipeline

Corporation, a United States 0il and Gas Lease, bearing serial number

Santa Fe 079625, issued to Hasel L. Gentle, as leases, and covering
among other lands, the SW/L of the NW/4 of Section 15, T32N R1OW,

NMPM; the third lease contributed by Pacific Northwest is an oil ant

gas lease dated December 11, 1951, from Catherine Hendricks, a wido
et al, as lessors, to H. C. Wynne, as lesses, covering the SW/L SW/
of Section 15, T32N R10OW, NMFM; the fourth lease contributed by
Pacific Northwest, an oll and gas lease, April 22, 1954, from Edwar
E. Miller, and Lena A, Miller, lessors, to Phillips Petroleum Compal
lessea, covering a strip of land 30 rods wide over the south side o
the N/2 of the SW/4 of Section 15, T32N R1OW, NMPM, containing 30
acres, more or less, excepting the existing right-ofeway of the
Denver & Rlo Grand Railread Company, the righte-ofeway of State High
way 550, and excepting the Zast 4O rods in width of said 30 acres,

more or less, said East LO rods being a part of the NE/L of the SW/

of said Section 15, and excepting all that part of the above descriped

30 acres, more or less, lying wast of the right-of-way of said Stat

Highway 550, said tract containing 3 acres, more or less, and the

last exception covered -- degeribes the acreage owned by Dave Clarkl

Q Does that cover all of the several tracts cther than that
owned by Mr. Yager and associates?
A Yes, sir, it does.
MR, HOWELLs I think that is all.
MR. MACEY: Any questions of Mr, Bittick?
MR, CAMPBELL: Yes, sir.
MR, KITTS: Just a minute right here. I think the record

should show that Mr. Macey's statement as to what purpess Exhibit "p©
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was being considered in being received should go to the previous
exhibits, "A," "B," and "C¥" as well,
MR, MACEY: Well, more particularly, Exhibit "C," not mAn
and "B"™, but "C,"
CROSS EXAMINATION
BY MR. CAMPBELL:

Q Mr. Bittick, I want to be sure that I understand your figufes

correctly} am I correct that you stated that the total cost of the
Heigzer Well in the E/2 of Section 15, including the supervisory
charges for drilling, was $63,510.507 A Yes, sir,

Q And that the normal overhead cost of items which cannot be

specifically set up, that your company adopts $250.00 a month, during

drilling, and $45.00 a month after the well is completed?

A Yes, s8ir, that is correct.

Q Is it then your estimate, based upen that figure, that,
barring unforeseen difficulties, that the well in the W/2, if drill

——

would cost approximately the same amount?

A According to our engineers it would cost about §3,000 more|,
Mr. Campbell. We have a well-cost estimate prepared on that well,

Q Just state what the reason for that is for, the additional
estimates there by your engineers, is it deeper?

A I don't know. The estimate here is $66,972.00, and that
can be caused by additional road costs. There are many factors that
can enter intc that.

Q Is that $66,972.00 based upon the total cost in the same
manner of the cost of the Heiger Well? A Yeas, sir, it is,

Q Now, Mr, Bittick, if you drill that well, at whatever cost

is involved, the well is not going to cost El Paso Natural Gas Comphny
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any more or an? less whether the tract of Yager's is in it or not,
is it, it doesn't affect the baslc cost of drilling the well?

A It wouldn't affect the total cost; it will affect who pays
it.

Q@ So that if you take your share, the Yager share of the cosf
of that well out of production, it will cost El Paso less to drill
the well than if the Yager tract isn't in there, would it not?

A You are assuming that there will be production.

Q@ Didn't you testify‘that this well was off-set on all sides

A It is off-set to the south, yes, sir.

Q Do you consider this to be a wildecat well?

A Well, I'm not a geologist, and I don't know how far they
would go in saying it is a wildcat well.

Q@ Now, Mr. Bittick, this brings us down to the question of
these agreements that have been offered here with relation to the
perc:ntage of costs charged to a noneconsenting owner; all of those
that you offered here were, as I understand it, involved in Townshi)
or Block~type unit agreements in the San Juan Basin area?

A Yes, sir. |

Q@  Are those normally entered into before there is any drille
ing on the unlit?

A You can't make a general statement on that; some of those

would be entered into before there was drilling, some of them would

have a great deal of development on them before the unit was formed}

Q¢ Now, Mr, Bittick, as a land man, can't you say that it is

true, generally, that the determination of what a non-consenting

L8

owner must pay is pased, primarily, beyond the 100 per cent, obviou

on the riskthat is involved to the person that is drilling the well

ly,
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A Yes, sir, I feel that it is for the risk involved,

Q And a risk in a wildeat area is considerably different
than it is in an area which has been developed by offset wells, is
it not?

A Yes, sir, there is a difference in the risk.

Q So that you must, in each instance, I asaume, as a land
man, negotiate that with the people who are involved in that area,
isn't that correct? A Yes, sir.

Q And sach instance, generally, would have to stand on its
own, would it not?

A Not necessarily. You are going to have a similiarity of
factors there in almgst any instance. For instance, the 29-7 Unit
was highly developed before it was formed and it contains the 150
per cent provision. )
Q Now, let's persue that similiarity in these agreements a
little farther. Isn't it cerrect that in the area where these
unit agrcemontl‘arn involved that the acreage involved there is prid
marily Federal acreage, pereentage wise, isn't the majority of acres

age in moat_or these units involved actually Federal leases?

of Federal acreage involved, but as far as percentage wise, I wouldr
guess,

Q Now, inscfar as any unit agreement invelving Federal acre-
age is concerned, that unit agreement is on a form that has to be
approved by the Federal Government?

MR. HOWELL: If the Commission please, we object to that

because the agreements we have introduced are unit operating agree-

A I don't think I could say, off hand. There 1s a great deal

b

-

1t

ents, and does not require approval, and the ones that do require
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is immaterial in this case, because it doss not contain interests of

the working intemst and the porportionate costs betweer them.

leases, I assume? A Yes, sir.
Q Isn't it true that under a Federal lease that the working
interest owner, if the Government requests it, is required to enter

into unit operetions?

to enter into one.

Q It is a provision in the lease, you know that?

A Yes, sir,

Q Don't you think that the elements which lead a person not
only to join the unit agreement, but to go along on a form of oper=
Fting agreement that are present under a Federal lease might not be
Eresent under a fee?

A I think most Federal ownerships are well acquainted with
the fact that they are not required to on & «-

Q Mr. Bittick, what I am getting at is this, you know that
both the unit and operating agreement, where Federal acreage is ine
volved, have become more or less standardized, have they not?

A Yes, sir.

Q Do you think that the same factors that apply to your

age?
A Well, I don't see any material difference in the situation

Q Well, let me ask you this. You are acquainted with Federal

A That is what they say, but they have never required snybody

trading with people on Federal leases, with reference to their enter-

ing into these arrangements, is the same as the people with fee acrde

that we are discussing, as far as a provision for 150 per cent recoyery

i2 concerned, I don't see whether it is fee, State or Federal sntersg

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




30

into negotiations whether you are going to have te pay 100 per cent
or 150 per cent costs of the well.

Q Do you belkve that an operator, under these agreements,in
a proven area is entitled to recover 150 per cent of the costs of

the well?

the cash.
Q Upon what grounds do you base that?
A VWell, in any area there is still an element of rigk there,

depending on the area. You will have a varying amount of risk;ther

W

can be a dry hole in one half section and a good producer in the
other half. |

Q But where the risk is less, the penalty ought to be less,
isn't that correct?

A Wall, of course when you get into that, you are going to
get into a percentage problem there, how much less is the risk? how
me h greater? and I don't feel I am qualified to say whether it |
should be reduced by ten per cent, fifteen per cent. I do know
that tﬁia type of agreement has been used in a great many areas in
the San Juan Basin.

MR, CAMPBELL: That is all.
MR. MACEY: Does anyone else have a question of the witnesT
Mr. Utz.
CROSS EXAMINATION

BY MR. UTZ:
Q Do you know of any dry holes within the pool limits of the

Blanco~Megaverde?

A I don't know whether there are any or not, at this time,

4 Yes, sir, I do, if the other party is not willing to put uF

-~
{
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Mr. Uts.

Q  The $45.00 a month operating costs that you spoke of, for
operating the wells, does that include all costs and supervisory an&
office clerical halp, or --

A It includes ~- 1t does not include all costs, If a gas
engineer has to go out and spend time on that well, or if we have
a geologist out thers for some reason, his time is charged directly
to that well in addition to the 345.00 a month or the $250.00 a month,
@ Do you have a figure that would include all operating coat+?
A No, sir. That I don't believe you carn get one figure that
would cover it all, because the time that a geologist or petreoleum
engineer, or gas engineer, might spend on one well would vary, and
a gas englneer, for instance, might be out there one day or he may
be out there ten days, or it might not be out there at all one month
and ten daya the next, sc I don't believe you can reach any direct
figure and say, as far as direct charge is concerned, "This is what
it will be.” It is based strictly on what is done at the well,

Q It would be a montheto-month proposition?

A Yes, #ir.

MR. UTZ: That is all,

MR, MACEY: Does anyone else have a question of the witnesg?

CROSS EZXAMINAIION

BY MR. MACZY1
Q Mr. Bittick, on one of your exhibits, I believe Zxhibit mB "
fhat is the status of the well which is located in Section 10 of 32N
10W?
A That was a proposedwell, Tt has not been drilled, has not
been spudded.
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U In other words, the north snd of the proposed uailt is nob
of fget by production, either northwest or northeast?

A No, sir., Up in the northeast, in Colorado, I think it is
right above Section &, if I'm not mistaken, there is a dry hnla or
an abandoned hole 5,200 feet deep, I belisve, but there is no pro=-
duction north of there.

Q@ Turning to your Exhibit "C,™ which is this document that I
have in my hand, I note that after examining the various provisions
contained in that Exhibit, that the provisions vary to a certain
degree as to the percentage of the total that the drilling party
i8 to receive from the cost of the well, A Yes, sir, it doas)p

Q@ Now, briefly, in & block-type unit, what are the participat-
ing areas in a blocketype unit? In other words, when a well {is
drilled on a 320-acre drilling tract, do the people who own interests
under that tract, de they share just in that well, or in the entire
unit?

A  Thay share in the entire unit when that well is taken into
the perticipating area.

Q All right. DNow, simply, are there not unit agreements in
effect in the Basin which limit the person's interest solely to the
320 acres upon which the well is drilled?

A No, sir. If I understand your question, I dontt believe
there are any. !

Q@ In other words, in each of these agreements, when a person
puts his acreags inte a unit and thereby a well iz productive in that
acreage, he shares in a total of the unit in the proportion that hi*
acreage bears to the total? A Yes, sir,

Q In every instance?
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acreage basis on all of them, but in the Rincon Unit, the working
interest owners share in the entire share to the proportion that
they own in the unit.

¢ Now, when a man owns an intemst in a block, 320 acre unit,
under an agreement, and he agrees tc pay his proportiocnate share of
the well to be drilled in that tract, at that time, he knows that
Lhather that well is a good well or a poor well, is not going to
materially affect his overall income?

A No, sir, that 18 not correct. He =~ the well has to mest

¢ VWhat are the standard for the minimum?
A That varies. We have no ==

MR. HOWELL: Might I interrupt a minute and suggest that th
s right next to the 32-9 Unit, and that you ask questions as tc wh
the standards are for commercgial wells in the 32-~9 Unit area?

MR, MACEY: All right. That would be satigfactory.
A We. have adopted a standard of 1,500 MCF from Mesaverde.
Q Open flow? ' A Open flow,
Q@ Now, don't you think that it would be a little bit of a
ifferent situatien if a man knew that he had a reasonably good chan
bf sharing in a unit, where there wasn't any question as to whethsr
the well was going to make 1,500 MCF, because his intarest would be
in the tetal, and the fact that there might be 15- or 20-million foo
pells on that area that he is going to share in, don't you think tha
tould govern whether he might joirn in the drilling of a well or not?

A Yes, sir, that would affect the element of risk as far as

A In these block~type units. Now, he is going to si>- in aj

the standard of the unit participating area. If it does not, it willl
not be taken in, and if it does not, he will have his half sectlon -

ce
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he is concerned.
¢ I would like to ask you one question about that element of
risk business which I don't think you brought out. In addition to

the element of risk as to whether or not from a geological or resery
voir standpoint that gas is going to be productive under a certain
tract, isn't there a mechanical risk from the standpoint of losing
a well when you get about three quaters of the way down?

A Yes, sir, but the estimate on this well is if everything
goes right, it could be $150,000.00, you never know.

Q@ Has El Paso, in the Basin, experienced any amount of diffid

culty from a mechaniecal standpoint? Have they loat any wells purelj

2

from mechanical reasons, I'm talking about.
A  I'm not sure, Mr. Macey. I couldn't give you any specific

example. VWe have participated in some that other people were drile
ling that ran up to $150,000 or so, due to mechanical difficulties,
Or 80 ==~

MR, MACEY: That is all. Does anyocne else have a question
of the witness? If not, the witness may bes excused.

(Witness excused.)

MR. HOWELL: We will offer in evidence Exhibit "D.? T
think we have offered "A™ and "B® and "C," but not ®D,.,"

MR, CAMPBELL: What was "D®?

MR. HOWELL: This contraet.

MRe CAMFBELL: My objection goes to that also.

MR, MACEY: The objection wlill be overruled and the exhibit
will be received.

MR, HOWELL: Mr. iorrell, will you take the stand, please?
FOSTER MORRELL

— GG e sam  Swns e — o -t
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called as a witness, having been first duly sworn on ocath, testified
a8 follows:

2L ZIAX

&
-an i amm

INATIQON

BY MR. HOWELL:

Q State your name for the regord, pleass.

A My nama 18 Foster Morrell.

Q Where 1s your home, and what is your oecupation?
A

My home is in Roswell, New Mexico} I am a petroleum consuls

v

tant.

Q What experience have you had in the oll and gas industry
with reference te the San Juan Baain?

A iy experience in ths industry 18 25 years with the United
States Gsological Survey, and four years, and a majority of the timg
been spent in operations and adaministrative mattars in the San Juan
Basin.

Q Prior teo your becoming a petrolsum gonsultant, what positi¢:
did you have with the U.5.G.S.7

A Regional 01l and Gas Supervisor, Roswell, Southwestern
Region.

Q Is that the office that has jurisdiction of the San Juan
Basin? A 1t is.

Q@ Are you familiar with the development and many of the cone
tracts which have been made with reference to development and drile
ling of wells in the San Juan Basin? .

A I am personally familiar with them,

Q@ Did you participate in the preparation of the so-called
block-type unit? A I 4i4.

Q And have you been employed by El Paso Natural Gas Company

n
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&nd otler companies, to circulate agreements, unit operating agree-
ments and communitization agreements in the Can Juan Basin?
A( Z havce.
Q Would you make en ¢stimate ag to how much time you have
spent in discussion with both land owners, major sempanies, and
ndependent operators, the terms of communitization,operation agree=
hents and unit operating agreeuments?
A During the last four years?
% Juring the last fowr yeoars.
A T would say approximately thres years out of the four.
Q Are you familiar with the custom of the industry in the San
Juan Basin with reference to the recovery of costs in a drilling
block or a drilling unit wien one of the owners of the mineral inten-
ests or of the leasehold working interest does not care to put up
and pay in cash his share of the drilling costs?
A When a party does not putl up --

i¥ine CAMPBELL: If the Commission please, just befors he
answers that question, pleass show that I renew my objection to whag
the custom may be Iin other situations on the ground that the compulsory
pooling statute s2ts out the basis on which the costs of the well
ghall be established as the lowest actual expenditure and reasonable
cost of supervigion. Go ahead.
A When the party doss not desire to put up hias cost of the
drilling, it is a genaral préctica'in the San Juan Basin and include
ing the San Juan 32 dash unit agreement which offsels the tract which
is the subject of Case 1001, the unit operator is entitled to recoer
100 per cent of the operating costs, plus 150 per cent of the drile

1ing costs until the nonw-consenting party participatas.
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Q You say the unit operator is entitled to -~
A The working interest owners; the unit operators does it on
behalf of the owners who do zontribute.

Q What does the owner of the minerals who fails to contributg
cash receive out of production, as a custom of the industry?

A  Under the nen-conssnt provigion?

Q Yes.

A He receives nothing urfil the 150 per cent cost of it is re<4
covered.

Q That is 150 per cent of the drilling parties' coste of
drilling that would be attributable to the mineral owners acreage?
A His percentages.

Q That is the part of the blogck that is being drilled?

A Yes, sir.

Q Are you familiar with any other =~ in instances instead of
150 per cent, where there has been interest charged on the unpaid
balance?

A  Under the terms of the unit agreements, the unit operator
is entitled to receive the cost of each mineral owner's or working
interest share of the drilling of a well in advance. He may also
elact to receive six per cent interest on any unpaid balances that
are not received currently.

Q Now, if I understand that, that is that the unit opserator
that makes any expenditure in behalf of others in the unit, is entifled,
under the operating agreements, to be paild asix per cent interest on
any unpaid amounts? A That's right.

Q Now, with rafarence to the 150 per cent provision, in your

opinion, the provisions which permit drilling parties to recover 15(
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per cent of the drilling costs before the nen-consent or non-drillink

party receives his share of production, are those 150 per cent pro-

"y

risions solely connected with risk, or dees the value of the money,
the use of money, enter into that?

A The value of the use of money is a definite part of it, in
gddition to risk.

Q Have you actually negotiated agreements covering this 150
per cent with various owners of minaeral interssts or leasehold worke
hng interests?

A I have. A number of them.

Q Inywur opinion, is it & fair and reasonable provisioen?

A In my opinion it is a fair and reasonable -~ and, in fact,
it is based and included in maany federal contracts not on the basis
bf something that 1s pulled out of the air by the Federal Government)
hut on the recommendations from operaters from all over the United
States.

Q In your opinion, is such a provision customary throughout
the San Juan Basin in a situation in which one party who owns a
portion of the acreage pooled to form a drilling unit is not willing
Lo pay in aash his share of the costa?

A Iz is used throughout the San Juan Basin.

Q You haves heard the testimeny of Mr., Bittick as to the over-

nead coats that are customarily charged by Z1 Paso Natural Gas Compa

=]

Y
bn both drilling and operating wells, have you not?

A Yes, sir, I have,
Q In your opinion, are those overhead costs for supervision

Fair and reasonable?

A Thay are fair and reasonable and in general use throughout
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the San Juan Basin.
Q  Mew, with referance to this /2 of Section 15, the testimonp
shows, I believe, that there are a number of tracts invelved; we
have a sisuation here in which one party has a three aere tract who
has refused to participate in any fashicn, Will you tell the Commiq-
sion whether or not in youwr opinicn it would be proper to have an
unorthodox unit, excluding that thrse acrss, in order to permit the
owners of other tracts within the W/2 to recover their fair and
just snare of wvhe oil and gas underlying the W/2 of the section?

A It would certainly be my cpinion that it would be reasonable
to have an unorthodox unit in order to protect the intsrests of the
parties that have leases.

Q And in ths evant a falr and equitabe portion of the costs
cannot be achieved, and interests waich refuse to participate in
such costs by contributing cash, elect nct to joirn in the drilling,
would it te necessary to have a smaller unit than the 317 acrss, in
order to permit those who do desire to participate to get their faip
ghare and recover their fair share ol the oil and gas underlying
the land? A It wculd.

Q I believe that the record shows that this tract of land is
locaced within the Blanco-iigsaverde Pool; can you testify definitely
as to that?

A All of Section 15 is included in the Blanco-MesaverdePool
by New iexico Oil Conservation lommission Order 409, dated March
31, 1954.

Q@ Do you havs any other points in connection with this case

that you ~- statements you would like to make? You have investigat*d

it on behalf of the company.
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4 I think that the non-consent provision for the 150 per cent
recovery for the drilling costs is very reasonable. You come to a
matter of six per cent interestj six per cent will numerically
double in approximately sixtesn years, the payout on some of these
Mesaverde wdls, including wells of the low initial potentiality, as
vou have in the area of Section 15, may be in the neightorhood of
pight to fifteen years, so that even with the six percent, it eould
run more than 150 per cent of the driiling costa.
MR. CAMPBELL: I would like the record to show my obJection
to Mr. Morrell's testifying as to what is good for my client.
MR. HOWELL: That is all.
Mi. MACEY: Does anyone else have any queations of Mr,
Morrell?
MR, CAMPBELL: Yes, I have.

CROSS EXZANINAZIQX
BY MR, CAMPBELL:
Q Mr. Morrell, if the Yager acreage 18 excluded from this
unit, and you get a 27% or 280—aére nonstandard unit, this well that
you propose to drill is going to cost exaetly the same amount of
money, isn't 1t?

A A far &s the actual cost of the well, yes.

Q So that if you recover your share of the Yager costs of the
ell out of his gas, even 100 per cent, and get that additional gas
Erom the unit, isn't that to some advantage of E1l Paso Natural Gas
Company, or is this all a one-way propogition?
A I say it is no advantage to the El Paso Natural Gas Company
Q They are getting some Lelp in the payment of their well,

hre they not?
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A They are getting some help in payment of the well by your
non-consent ing?

o) If a compulsory pooling order is entered, Mr. Morrell, thaf
puts this forty acres in tiils unit and requires us to pay our share
of the costs out of somc portion of the production -- forget for thg
moment the hundred cr hundred fifty per cent, but if it 1s a hundred
per cent, H1 Pago is better off, is it not, to have that contributid
to the costa of the well than to have a nonestandard unit excluding
our acreage and paying the same amount for the well?

A No, because ol Paso is taking gas, and the gas that they
produce i3 paying you for your contribution.

Q Wgll ==

A Ttwould not be better for Ll Paso.

--1t 18 a payment out of our gas, is it not?

&2

A But you haven't get the gas to produce, and they drill a
well,

Q Another factor, Mr. Morrell, £l Paso Natural Gas Company
can use the gas, can they not, youwill get a larger allowable if
you get thau?

A Depends on who has the well.

Q  But you would get more production allocated if it wers a
217 acre and 260 ==

A That gets into the market situatiorn, and not what we are
involved in here,

Q If you were engaged in private negotiations as you frequen&
are, in connection with this, those would be factors you would cond

slder, would they not?

>

I would always enjoy getting a well paid on production that

289
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somebody else drilled.
Q It just depends on whoss foot thas shoe is on, doesntt it?
Well, yes.
MR, CAMPBELL: That is all.
MRs MACEY: Does anyone else have any questions of the
witness? Mr. Utsz,
CROS8 3 EXAMINAIION
BY MR. UTZ:
Q@ ir. Morrell, are you familiar with the geology of the
Blanco-lMesaverde Formation in this area and the wells in this pool?
A To a considerable extent.
Q In your opinicn, will one well efficlently and economically
drain 320 acres in this poeol? A It will,
Q@ Do you balieve that a well drilled in the Blanco~Mesaverdas
on three acres, which will serve three, or point nine three seven
per cent of a 320 acre allowable would be an unnecessary well and
khereby o
A A separate well on that three acres would definitely be
gn unnscessary well.
Q Do you believe that one well drilled through the Mesaverde
Formation on the west half of Section 15, 32N 10W would economically
Fnd efficiently drain that acreage?
A The three acres or the 3207
Q@ The 320.
A I think it would.
MR. UTZ:; That is all I have.
MR, MACEY: Does anyone else have a question of the witnessf

f not, the witness may be excused,.
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A If the Commigsion please, I might bring up one other point
that I think 48 rather direct to this particular case. We had a
similiar situation on a 320 tract that inveolved some unadvertised
land and some non-committed land and they did not seek to lease the
land to others or to Jjoin a non-consent propositlion, and was brough
out definitely at that time that an unorthodox unit was granted by
the Commission, The parties who did not consent and did not join

in that can join at any time by the payment of the share of the costs

of the well and enjoy benefits of production from that time on.
MR, CAMPBELL: #r. Morrell, are you proposing that?

A No, I'm saying it was a case that had some similar character-

iatics.

¥Mle. MACEYt: 1If there are no further questions of Mr. Morrel
he may be excused.

iMe KITTS: I would like the record to show whether or not
Mr. Clark has made &n appearance at any time this morning.

MR, MACEY: I don't balieve there is anyone here representd
ing Mr. Clark,

MR. KITT8: 1Is Mr. Clark in the hall now? Apparently not.

MR, HOWELL: If it please the Commission, Mr, Macey handed
me a telegram from Pacific Nerthwest which T ask be made a part of
the record, and, with that, we would rest our testimony.

MR, MACEY: Do you want to read it?

MR. GAMPBELL: I have no objection.

MR, MACEY: Please include that telegram in the record.

MR, KITTS: Do you want it read?

MR, MACEY: Go ahead and we can get rid of it.

MR, KITTS: "To W. B, Macey, Oil Conservation Commission,

1,
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Capitol Annex Building, Santa Fe., Re: Case No. 1,001 which is te
be heard before the 0il Conservation Commission this morning.
Pacific Nerthwestern Pipeline Cerperation, on September &, 1955,
agreed with El Pase Natural Gas Company to join in communitising anfi
developing west half of Section 15, T32N R1OW, San Juan County.
Pacific also agreed to bsar its proportionate share of development

ecosts. (Signed) R, N. Richey, Paecific Northwest Pipeline Corporatipn.n

The telegram was sent from Albuquerque at 8:40 a.m., January 20th.
MR, CAMPBELL: I have no objection.
If the Commission please, may I ask Mr, Morrell one question
to clarify a matter?
MR, MACEY: Yes, sir.
MR, CAMPBELL: Mr. Morrell, when you were referring to

arrangements by which a noneconsenting owner pays six per cent interest,

is that a situation where the recovery is up to 100 per cent, or is
that 150 per cent plus six per cent?

A That is a case where you might advance some, and at the unjt
operator's election, he may allow a deferred payment at six per cent.
That would be on the basis of a hundred per cent cost of the well.

»Re GURLEY: Mr. Morrell, you mean the six per cent is on
the money which nmust be paid in acmse like that?

A On the unpaid balance, yes.

MR, GURLEY: What I mean, in case the well were dry, the
proportionate C0#t, share, would be at six per cent?

A Yes.

MR, GURLEY: Where, in this other inatance, the operator
t akes all the risk and in case the well should be dry, the nen-eonaLnt-
ing interest owner pays nothing, is that correct?
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A  That's correct.

MR, MACEY: Does anyone else have anything further in this
case? Any statements?

MR, CAMPBELL: I think I would like to make a statement.
If the Commission please, in the first place, as I have stated
during the course of this hearing, the New Mexieco Statute with refe
erence to compulsory pooling, as the Commission well knows, has
never been tested in any manner or interpreted, actually, by this
Commission or by a Court,
Our statute differs in some respects from the statutes of a
number of other states that have compulsory pooling arrangements.
For example,the Statute of Oklahoma new contains specific provisions)
that in the event of a compulsory pooling order, the non-consenting
owner's share of the cost of the well shall be paid out of the 7/8!
or whatever the leases's interest is, and they define the leasee's
interests under a unleased mineral interest as the 7/8's.

I point that out because I don't want the Commission to get the
impression that we are completely unreasonable in suggesting that
the costs should be borne out of the 7/8's, because that is exactly
the situation that is followed under the Statute in Oklahoma.

Now, I must concede that our statute contains no such specific
provision, but it does indicate that that approach has been taken.
I believe I am cerrect in saying that the same general statutory
provisions are in effect in Colorado, but I know of no cases up
there where an order has been issued though there may have been somd.
In Oklahoma there have been a number of orders which either require
khe man to put up the cash or his share of the costs of the well will

be taken out of the working interest. In sows instances, those
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ordors provide for 125 per cent. The Oklahoma Statute contains the
lowest actual expenditure provision, and, to my knowledgs, that has
nevar been tested in Oklahoma, but I point that out to indicate tha

what approach this Commission takes on this matter, that the attitufle

and position of the applicant in this case, I don't believe, is an
unreasonable one under the circumstances.

Now, I think that this situation can be made an analogy in man
respects to a nonw-gonsenting tepnant in common under an oil and gas
lease whers one tennant in common wants to drill a well and the oth
doss not. I think it is a recognized principal in law that the own
who wants to drill a well may do so and he is entitled to recover
the non-consenting interost out of his share in production, but I
don't know of any arrangement in which somebody who does not want ti
take a risk in any particular situation is penalized for not going
along, and that, the question of whether he wants to go along can
depend at any particular time on any number of factora: He may not
have the money in cash; he may not want to spend money to drill
that year; his tax picture may be different from the other party's;
he may decide he wants to put his money in some better risk whereee
and he may want to walt a few years, hoping he will get a better
market price for his gas. Thers could be other reasons, but I
don't think the Comservation Laws contemplate that that owner who
is put into the drilling unit and who should be, because if he isnt
you have confiscated his property.

That that owner, because somebody slse in that unit wants to

drill a well at & particular time, should be penalized; certainly hp

should bear his costs in that well, but these questions of interast

L

r

and 150 per cent and so forth, I can't honestly see that that is the
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proper approach to noneconsenting arrangements in these pooled truc#sg
What they want to agree to under unit agreements, is, I think, an
entirely spearate matter.

So, if the Commission feels that under the general authority
to set fair terms and conditions, it éan, in its order, provide a
method of recovery of costs, I believe that the fair way to do it
is to apply it to the 7/8's interest on the 40 acre tract on the
basis of the 1ewtit actual expenditure and reasonable costs of supex=
Ysion,.

I*m not certain that the Commigsion has such power, because our
statute stops after it recites that the Commission, in the case of
dispute, may dcttrminerthn costs of the well and the reasonable
supervisory charge., It says nothing about determining how the
production shall be allocated or how that costs shall be borne, and
we may be in a situation where the Commission may want to issue its
order compulserily peoling the acreage, establishing the present
estimated costs of the well, retaining jurisdietion in the future
to determine the aectual costs if there is a dispute, and then leave
the parties to their own negotiations or litigations to determine
in an accounting action how the fair costs of that well is to be
borne, but the impression seems to be created here that the applicants
are taking hn unreasonable and unfair position. I don't think that
is true, I think they have the right to determine, at a particular
time, whether they will either make a cash investment or be cut out
of these units and be deprived of their gas. I think it is to the
advantage of the applicant, E1 Pase, here, where these nonaeonsentimg

owner situations arise, if they can't enter into voluntary agreements,

L : X : 1t ' :hey run
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into those situaticns, certainly it seems to me that it im to the
advantage of Il Paso Natural Gas Company to recovar part of the
coats of the well even if it is 100 per cent and to get the gas.
I believe that is all I have to say at this time.
MRo HOWELL: 1If it please the Commission. I shall try to

be very brief.

It is a pleasure to cencur with one statement of Hr, Campball'F

and I wish to make it quite clear that El Pasoc Natural Gas Company
doses not in this case or does not expect in tha future to take the
position that it quarrels with any individual who sayi, "l do not
care to put up in cash my share of the costs of drilling a well,."
I concur completely with Mr, Campball in saying that any individual
cr company has tha rigat to say that he does not or does want to
share the costs and pay the cash.

Where I differ from Fr, Cawpbell, and where E1 Paso Natural
Gas Company differs from }r. Campbel's clients, is the effect that
that position has upon the well that may or may not be drilled upon
the tract of lande I think the point at issue, generally, can be
clarified tc thess points: HMr. Campbell's clients contend that ale
though they are the owners of the minerals, and under the Statute o:
New Mexico, ars the parsons entitled to go upon and drill that part
forty acres, there is no lease outstanding, they own 8o many acres.
We cannot subscribe to their contention that having advanced for
them the costs of drilling the welli that they should receive 1/8 of

the gas attributable to that 40 acres free of charge and to expect

Mk ]

Lcula:

us to racover out of 7/8 of the gas attributable to that acreage th
money that we have advanced for their account, nor do we think that

it is fair and reasonable, as the statute suggests or specifies, th
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Commission shall determine with fair and reasonable manner, that
any company who Invests its funds, puts its cash into the drilling
of a well, should be limited to recovering out of preduction that
may or may not result from the drilling of that well, exactly the
amount of money it spent without regard to the value of the use of

its money during the time that it has been invested for the benefit

of another person or without regard to the risk taken by the drillipg

party in drilling the well.
We think that the atatute does not prevent the Commission from
making such a determination, and we suggast that the evidence in
this case, that the record overwhelmingly and without contradiction
supports the Commission in determining that it is the custom of the
industry and that it would be fair and reasonable in entering a
compulsory pooling order to permlt the parties either to pay their
gshare in cash of the costs of drilling the well, or failing to pay

theif share in cash, to have their entire share of production re-

tained by the drilling party or urtil the drilling party has recoverpd

all operating costs and 150 per cent of the dilling costs, at which
time the nonconsent party would then come intc the full share allo-
cated to that LO~acre tract. 1

We think that is the fair and equitable and reasonable solutioh
of a problem and is overwhelmingly supported by the records in this
case.,

Thank you.

MR MACEY:t Does anyone elae have anything further in these

cases?

If not we will take the cases under advisement.

{Recess. )
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STATE OF NEW MEXICO )
s 88

COUNTY OF BERNALILLO )
I, THURMAN J, MOODY, Court Reporter, do hereby certify that thq
foregoing and attached transcript ef procsedings befere the 0i1 Cond
servation Commbsion for the 3tate of New Mexico, is a true and corréct
;ecord tc the best of my knowledge, skill and ability.

WITNESS MY HAND, this, thejZZﬁ%L day of January, A, D. 1956,
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