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BEFORE THE 
OIL CONSERVATION COMMISSION 

SANTA FE, NEW MEXICO 
AUGUST 10, I960 

EXAMINER HEARING 

I N THE MATTER OP: 

CASE 20i;7 A p p l i c a t i o n of Tennessee Gas Transmission Com
pany f o r an order f o r c e - p o o l i n g a l l m i n e r a l 
i n t e r e s t s I n a 320-acre gas u n i t I n the West 
Kutz-Dakota Pool . A p p l i c a n t , i n the above-
s t y l e d cause, seeks an order f o r c e - p o o l i n g a l l 
Dakota Producing I n t e r v a l m i n e r a l i n t e r e s t s i n 
the 320 acres compr is ing the W/2 of Sec t ion 27, 
Township 29 Nor th , Range 13 West, West Kutz -
Dakota Poo l , San Juan County, New Mexico. The 
m i n e r a l i n t e r e s t owners i n the said 320-acre 
t r a c t i n c l u d e Hugh J . M i t c h e l l , Raimonda M i t 
c h e l l , Barbara Head G o u t u r i , Robert H. C l i f t o n , 
M i l d r e d C. Poutz , Dorothy C. M a l l o y , Martha 
Head, Lucy M. M a r c e l i n o , H a t t i e M. McClure, 
W i l l a r d H . Head, George J . Head, Helen C.Hayes, 
Harry T. Head, Mary E . Hodgson, Dorothy G.Head, 
Gladys Slaughter Smi th , F r e d e r i c k J . Head, Pan 
American Petroleum C o r p o r a t i o n , H. K. R i d d l e , 
Glenn H. Cal low, Arnold E. Ca r l e , I v a n Ots to t 
and Mabel O t s t o t . 

BEFORE: 

E l v i s A. U t z , Examiner 

T R A N S C R I P T 0 P P R O C E E D I N G S 

MR. UTZ: Case 201+7. 

MR. PAYNE: Case 201+7. A p p l i c a t i o n of Tennessee Gas 

Transmiss ion Company f o r an order f o r c e - p o o l i n g a l l m i n e r a l i n t e r -
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es ts i n a 320-acre gas u n i t i n the West Kutz-Dakota Poo l . 

MR. SETH: W i l l i a m F e d e r i c i and O l i v e r Seth of 

Seth , Montgomery, F e d e r i c i & Andrews, f o r Tennessee Gas Trans

mis s ion Company. We have two wi tnesses , Mr. J e r ry Lacey and Mr. 

Sanders. 

(Witnesses sworn) 

MR. UTZ: Any other appearances i n t h i s case? 

JOHN J . LACEY, 

c a l l e d as a w i t n e s s , hav ing been p r e v i o u s l y sworn, t e s t i f i e d as 

f o l l o w s : 

DIRECT EXAMINATION 

BY MR. SETH: 

Q W i l l you s ta te your name, please? 

A John J . Lacey. 

Q By whom are you employed? 

A Employed by an o p e r a t i n g d i v i s i o n of Tennessee Gas 

Transmiss ion as d i s t r i c t engineer i n t h i s d i s t r i c t o f f i c e i n Du-

rango, Colorado. 

Q You have p r e v i o u s l y t e s t i f i e d be fo re the New Mexico 

O i l Conservat ion Commission? 

A Yes, I have. 

Q I n your capac i ty w i t h Tennessee Gas, are you f a m i l i a r 

w i t h the a p p l i c a t i o n i n t h i s case? 

A Yes, I am. 

Q Does the area i n ques t i on come w i t h i n your j u r i s d i c t i o : i ' 



PAGE 3 

C*3" 

r 

> — i 

< 

A Yes, i t does. 

Q Would you state very b r i e f l y the purpose of the ap p l i 

cation? 

A The purpose of the application i s requesting a forced 

pooling of the west half of Section 27, 29 North, 13 West, San 

Juan County, New Mexico i n order that we might have a f u l l 320-

acre u n i t to d r i l l a Dakota w e l l . 

Q Do you have a plat prepared that shows this? 

A Yes, I do. 

Q Th i s area i n quest ion? 

A Yes, I do. 

(Whereupon, A p p l i c a n t s E x h i b i t 
1 marked f o r i d e n t i f i c a t i o n . ) 

Now, would you s t a t e f o r the Commission what t h i s p l a t Q 

shows? 

A Th is p l a t shows the l o c a t i o n of the acreage under d i s 

cuss ion , and the west h a l f of Sec t ion 27 i s o u t l i n e d i n r e d . 

Q Would you s t a t e , p lease , the i n t e r e s t owners i n t h i s 

west h a l f , as you know them? 

A 280 acres i n the west h a l f of Sec t i on 27 i s a work ing 

i n t e r e s t of 7 /8ths of Tennessee Gas and O i l Company, and l / 3 t h of 

B i g Chief D r i l l i n g Company. J4.O acres i n the nor theas t qua r t e r 

of the northwest qua r t e r i s a hundred percent work ing i n t e r e s t , 

Pan American Petroleum C o r p o r a t i o n . 

Q, Do you know the r o y a l t y i n t e r e s t s or o ther i n t e r e s t s 



PAGE 1+ 

i n the Pan American portion, do you know the names of the parties? 

A I don't know f o r sure. 

Q Have you been advised — 

A Yes, I have. 

Q -- from whatever information i s available as to Pan 

American's i n t e r e s t owners? 

A Yes, I have been advised. 

Q Would you state to the Commission who these i n t e r e s t 

owners are as you best know them? 

A Well, the royalty i n t e r e s t owners under the acreage 

controlled by Tennessee Gas and O i l and Big Chief D r i l l i n g Company 

are Hugh J. M i t c h e l l , Raimonda M i t c h e l l , Barbara Head Couturi, 

Robert H. C l i f t o n , Mildred C. Poutz, Dorothy C. Malloy, Martha 

Head, Lucy M. Marcelino, Hattie M. McClure, Willard H. Head, George: 

J. Head, Helen C. Hayes, Harry T. Head, Mary E. Hodgson, Dorothy 

G. Head, Gladys Slaughter Smith, Frederick J. Head. The Pan 

American ro y a l t y i n t e r e s t under the I4.O acres Is H. K. Riddle, 

Glenn H. Callow, Arnold E. Carle, Ivan Otstot and Mabel Otstot. 

Q Are you f a m i l i a r w i th the spacing rules of the Com

mission f o r the Dakota i n t e r v a l i n t h i s area? 

A Yes, I am. 320 acres, consisting of either two con

tiguous quarter sections of either the northerly half or south 

half or east half and west half of a governmental section. 

Q Under these e x i s t i n g rules, can a well be d r i l l e d on 

the Tennessee Gas Transmission t r a c t I n the west half? 
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A No, i t cannot. Tennessee's acreage i n the west ha l f of 

27 consists of 280 acres. 

Q That's too small a tract? 

A That»s too small a t r a c t t o d r i l l a Dakota well under 

the present spacing rules. 

Q, With the addition of the Pan American t r a c t , you w i l l 

have a f u l l 320, approximately? 

A Yes, w i t h i n the tolerance of the governmental half 

secti ons. 

Q. That w i l l be of s u f f i c i e n t size f o r a Dakota well? 

A Yes. 

Q What type of well do you contemplate? Do you contem

plate a single? 

A We contemplate d r i l l i n g a Dakota single completion 

located approximately i n the northwest quarter of Section 27. 

Q. Do you expect, as best you know now, t h i s entire west 

half to be productive of gas i n the Dakota formation? 

A Yes, the entire west ha l f of the Section 27 w i l l be 

productive from the Dakota. 

Q, I n your opinion, i f t h i s application I s not granted, 

w i l l Tennessee Gas Transmission be prevented from securing i t s 

f a i r share of o i l and gas? 

A Yes, i t w i l l , because we w i l l be unable to d r i l l a 

well i n the west half of Section 27 and drain the acreage. 

Q I s the Dakota gas prorated at the present time? 
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A No, at the present t ime the Dakota gas i s not p ro ra t ed 

by the Commission but i s sub jec t t o p i p e l i n e p r o r a t l o n i n g by the 

purchaser of the gas. 

Q I n the event the a p p l i c a t i o n i s g ran ted , do you have 

any recommendations as t o how t h i s should be p ro ra t ed between the 

Pan American and Tennessee Gas? 

A Since a l l the acreage i s p r o d u c t i v e , I would recommend 

I i t be p r o r a t e d on the bas i s of surface acreage c o n t r i b u t e d t o the 

320-acre d r i l l i n g u n i t p r o p o r t i o n a t e l y . l / 8 t h and 7 /Sths . 

MR. SETH: Tha t ' s a l l the d i r e c t examina t ion . We 

would l i k e , i f we may have pe rmis s ion , t o r e c a l l the wi tness a t 

the conc lus ion of Mr. Sanders' t e s t imony . 

MR. PAYNE: Your o ther wi tness w i l l t e s t i f y as t o this 

e f f o r t s of communit izat ion? 

MR. SETH: Yes, he w i l l . We wanted t o get t h i s f i r s t . 

MR. PAYNE: A l l r i g h t . 

WILL SANDERS, JR. , 

c a l l e d as a w i t n e s s , having been f i r s t d u l y sworn, t e s t i f i e d as 

f o l l o w s : 

DIRECT EXAMINATION 

BY MR. FEDERICI: 

Q W i l l you state your name? 

A W i l l Sanders, Jr., Denver, Colorado. I'm the d i v i s i o n 

attorney f o r Rocky Mountain area of Tennessee Gas Transmission Com

pany. 
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Q, Have you appeared before the Commission as a witness? 

A Never as a witness. I have appeared as counsel. 

Q ¥111 you state your educational background and some of 

your experience? 

A Yes. I am a graduate of Denver University Law School 

i n 19l;7. I practiced o i l and gas law most exclusively f o r t h i r 

teen years, f i v e years w i t h Continental O i l Company. General at

torney f o r Bay Petroleum Corporation, which was purchased by 

Tennessee Gas some f i v e and a half years ago, and have remained as 

t h e i r d i v i s i o n attorney i n the Rocky Mountain area. 

Q During that period of time, have you drafted operating 

agreements, and communitization agreements,and pooling agreements? 

A Considerable number, yes. 

Q What i s your present occupation? By whom are you em

ployed presently? 

A Tennessee Gas Transmission. 

MR. FEDERICI: Are the witness' q u a l i f i c a t i o n s accept

able? 

MR. UTZ: The witness i s q u a l i f i e d as a legal witness. 

Q. (By Mr. Federici) W i l l you state t o the Commission tho 

negotiations and attempts by Tennessee Gas Transmission Company to 

enter I n t o operating agreements or similar agreements w i t h Pan 

American Petroleum Corporation? 

A Yes. I n the summer of 1959 I t became obvious that the 

well under discussion to be located i n the west ha l f of Section 27; 
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Township 29 North, Range 13 West was a development well and should 

be d r i l l e d and produced as such from the Dakota formation. We, 

therefore, contacted the other working i n t e r e s t owners I n regard 

to an operating agreement and an appropriate communitization 

agreement as to enable us to continue t h i s d r i l l i n g program. In 

September of 1959 both Big Chief D r i l l i n g Company and Pan American 

agreed that they would d r i l l the said well,and Pan American asked 

that we submit to them an operating agreement and communitization 

agreement, which we did submit I n rough. After considerable ne

go t i a t i o n , we submitted t o them under date of January 22, i960 a 

communitization agreement and an operating agreement. Shortly 

a f t e r t h e i r receipt thereof, they informed us by telegram, a copy 

of xifhich I have with me, that due to t h e i r policies,a management 

policy , they did not intend to produce any Dakota gas unless i t 

was absolutely necessary, and, therefore, could not agree t o t i e 

d r i l l i n g of t h i s w e l l . After considerable f u r t h e r negotiations 

and contacting and t r i p s to Fort Worth and Farmington by our 

people from various segments of our organization, the Pan American 

people did execute an operating agreement, which was returned to 

us i n May of t h i s year, which operating agreement did s t r i k e there

from the provision which allows the operator, which i s Tennessee 

Gas i n t h i s s i t u a t i o n , to s e l l the gas i n the event that any of 

the non-operators'do not have a market or have not made some ar

rangements by which they could market t h e i r gas during the t h i r t y -

day period, which sale of the gas would be on the same basis as 



PAGE 9 

obtained by the ope ra to r . This agreement was submit ted w i t h a 

l e t t e r i n which they a l so i n f o r m e d us t h a t i n the event t h a t we 

d i d market any of t h e i r gas we would be held l i a b l e t o them f o r 

conver s ion . I t put us i n the p o s i t i o n of no t be ing ab le t o 

d r i l l the w e l l and market t he gas f o r f e a r of marke t ing Pan Ameri

can 's gas and be ing he ld l i a b l e f o r convers ion . That I s b a s i c a l l y 

the s i t u a t i o n as i t stands a t t h i s p o i n t . 

Q Did you subsequently submit an amending agreement, or 

was t h a t p r i o r the re to? 

A We then d id d r a f t an agreement a f t e r c e r t a i n other 

n e g o t i a t i o n s , which i s i n the nature of a s p l i t - s t r e a m type 

of agreement by which b o t h p a r t i e s could market t h e i r gas under 

d i f f e r e n t pe r iods ,and i n the event t h a t Pan American d i d not de

s i r e t o market i t s gas i n the near f u t u r e , they would be a l lowed 

t o take a g rea te r p r o p o r t i o n at a l a t e r date made up f r o m B i g 

C h i e f ' s and Tennessee's p o r t i o n of the gas. However, the agree

ment d i d p rov ide t h e r e i n t h a t each p a r t y would i n d e m n i f y the other 

p a r t y I n the event t h a t the r e s e r v o i r would be depleted p r i o r t o 

the t ime tha t each p a r t y would have obtained h i s p r o p o r t i o n a t e 

share t h e r e f r o m because of l ack of r e s e r v o i r pressure or des t ruc 

t i o n of the r e s e r v o i r , or c o l l a p s i n g of cas ing , any other reason 

t h a t might be cause f o r ceasing of the f l o w of the-gas . 

Q Was t h a t acceptable? 

A No, i t was no t , because they decided, as b e f o r e , t h a t 

they j u s t d i d n ' t care t o market t h e i r gas on any arrangement i n the 
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near f u t u r e . 

Q, Are these agreements which you submit ted t o Pan American 

the usua l and customary type used i n the o i l and gas i n d u s t r y ? 

A W e l l , the communi t iza t ion agreement c e r t a i n l y i s . The 

o p e r a t i n g agreement was on our usua l f o r m , and i t i s a type of 

agreement as t o t he p e r t i n e n t p o r t i o n s w i t h which we ' re concerned 

here , which p rov ides t h a t the opera tor w i l l operate the p r o p e r t i e s 

tha t the p a r t i e s t h e r e t o might take the product i n ' . k i n d , and p r o 

v ides out of necess i ty t h a t i n the event t h a t a non-operator does 

not des i re t o take h i s product i n k i n d , t h a t the opera tor w i l l be 

al lowed t o dispose of I t under the terms, under the same terms 

and c o n d i t i o n s as i t disposes of i t s own products f o r shor t i n t e r 

v a l s , which can be r e c u r r i n g I n t e r v a l s , so as t o make p o s s i b l e the 

marke t ing of the p r o d u c t . 

Q Did the n e g o t i a t i o n s and agreements c o n t a i n some p r o 

v i s i o n f o r reimbursement costs? 

A Yes, the usua l account ing procedures a t t a c h t o the 

ope ra t i ng agreement, and, as such, i s ever I n d i s p u t e . 

Q. I n f a c t , t h a t was a t tached t o t h e agreement? 

A Was a t tached t o the agreement, and apparen t ly agreed 

t o by Pan American. As I say, they apparen t ly have signed the 

ope ra t i ng agreement, a copy of which I have here , and only s t r u c k 

out the p r o v i s i o n concerning our marke t ing of the gas d u r i n g these: 

p e r i o d s , and i n i t i a l l y , i t would appear they had agreed t o a l l of 

the o ther terms and c o n d i t i o n s contained t h e r e i n . 
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Q. What was that method of reimbursement, I mean by time 

peri od ? 

A We — you mean reimbursement to them? 

Q Wel l , cos t s . 

A For a l l d r i l l i n g and operating costs , why, t h e y ' l l be 

submitted during the fo l lowing month and b i l l e d and paid at that 

time, by the 20th of the succeeding month. 

Q I n your opinion, should a provis ion f o r that be i n 

cluded i n the order? 

A I believe some provi s i on for reimbursement f o r costs 

should be included i n the order. 

Q I n your opinion and from your experience as to what i s 

customary, who do you bel ieve should be designated operator? 

A I bel ieve Tennessee Gas Transmission Company, being 

the larges t owner of the working i n t e r e s t i n the d r i l l i n g u n i t , 

should be the operator. 

Q I n your opinion, i s the forced pooling the only reason

able method of operating for t h i s p a r t i c u l a r unit? 

A I t would appear, from our knowledge of the s tatute , 

that i t would e i t h e r have to be forced pooling or a non-standard 

u n i t . V/e would prefer a non-standard u n i t . We are not submitting 

that as a proposal , as such, at t h i s time, but we would l i k e the 

Commission to consider i t I f i t could poss ibly be arranged. We're 

p e r f e c t l y w i l l i n g to take only 7/Bths a l l oca t ion from the unit and 

allow the other l / 8 t h to remain i n the ground,if necessary, so as to 
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enable us t o get the 7?8"ths out. 

Q Under a forced pooling order, would you propose to 

s e l l the gas, account f o r the proportionate shares of the gas? 

A Under the same terms and agreements as we would s e l l 

our own gas to the only l i n e that can hook up to t h i s p a r t i c u l a r 

f i e l d . 

Q, I n your opinion, should the order contain such a pro

vision? 

A I would believe so, due to the f a c t t h a t , as we a l l 

know, the sale of gas i n t o I n t e r s t a t e Commerce can only be 

accomplished as a r e s u l t of obtaining a C e r t i f i c a t e of necessity 

from the Federal Power Commission, and the Federal Power Commiss

ion has j u r i s d i c t i o n over a l l gas sales. So, therefore, the only 

way we can s e l l the gas I s t o obtain such a c e r t i f i c a t e . 

Q I n your opinion, without a forced pooling order and i n 

the absence of an operating agreement, would Tennessee Gas Trans

mission be able to f u l l y recover a l l i t s f a i r share of the o i l or 

gas i n the pool? 

A Wo, I do not believe i t ' s possible f o r Tennessee G-as to 

obtain i t s f a i r and equitable share of the gas from, t h i s pool, due 

to the f a c t that we have been threatened with a suit which w i l l , 

i n essence, charge us with conversion and make us l i a b l e f o r any 

gas taken from the reservoir which might be the property of Pan 

American or t h e i r r o y a l t y or overriding r o y a l t y i n t e r e s t owners. 

That makes i t impossible f o r us to determine at just which point 
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i n the o p e r a t i o n of t h i s w e l l we have l e f t i n the ground a s u f f i c i e n t 

amount of gas backed up by a s u f f i c i e n t amount of pressure t o a f 

f o r d Pan American the o p p o r t u n i t y of r e c e i v i n g I t s j u s t and e q u i t 

able share. The re fo re , the on ly way t h a t b o t h p a r t i e s can r ece ive 

t h e i r j u s t and e q u i t a b l e share f r o m t h i s w e l l i s t o s imul taneous ly 

produce a t the same r a t e and o ther than t h a t - - u n d e r s t a n d , I am 

not an engineer , of course, but Mr. Lacey w i l l t e s t i f y f u r t h e r i n 

regard t o t h i s m a t t e r . - - t h e r e I s no known d e f i n i t e method by which 

we can determine when Pan American 's share i s i n the ground, and or | ly 

t h a t share p l u s the r e s e r v o i r energy t h a t w i l l push i t o u t . 

Q, I t h i n k you have probably answered t h i s , but I ' l l ask 

you i f , I n your o p i n i o n , would a f o r c e d p o o l i n g order a f f o r d t o 

Tennessee Gas Transmiss ion Company the o p p o r t u n i t y t o r ece ive i t s 

j u s t and e q u i t a b l e share of the gas f r o m t h i s pool? 

A Only i f such a f o r c e d p o o l i n g order would p rov ide t ha t 

we could market the gas. 

Q Would a f o r c e d p o o l i n g order a f f o r d Pan American the 

o p p o r t u n i t y t o r ece ive i t s j u s t and e q u i t a b l e share of the gas? 

A Only w i t h the 3ame p r o v i s i o n , because i t would be pos

s i b l e t h a t a f o r c e d p o o l i n g would not p rov ide f o r the method, be

cause t h e r e ' s no means, as I have j u s t mentioned, of de te rmin ing 

when Pan American 's share on ly i s l e f t i n the ground, and I t w i l l 

take care of t h i s l / 8 t h p lu s t h e i r r o y a l t y and o v e r r i d i n g r o y a l t y 

i n t e r e s t owners. 

Q You have the same op in ion w i t h re fe rence to o ther mln-
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e r a l i n t e r e s t owners? 

A Correct. 

Q I n your opinion, would the forced pooling order i n t h i s 

case be i n the in t e r e s t of conservation? 

A I believe so, because my experience w i t h conservation 

practices i s that a reservoir or pool should be produced i n such a 

manner so as not to provide waste and to provide f o r the most 

economical ultimate recovery of the product, whether i t ' s gas or 

o i l I n place. I t would seem to me that Section &5-3-ll+(c) of the 

Hew Mexico O i l Conservation Commission law, which provides: " A l l 

orders requiring such pooling s h a l l be upon terms and conditions 

that are just and reasonable and w i l l afford to the owner of each 

t r a c t i n the pool the opportunity t o recover or receive his just 

and equitable share of the o i l or gas or both i n the pool as above 

provided so f a r as may be practicably recovered without waste." 

I believe that that sentence carries s u f f i c i e n t a u t h o r i t y t o allow 

the Commission to provide that a party who i s forced pooled should 

be allowed to recover h i s ju s t and equitable share, and that the 

Commission has the power to make the terms thereof which w i l l 

so allow. 

Q Does Tennessee Gas have any objection to Pan American 

taking t h e i r gas i n kind? 

A None whatsoever. As stated, we have submitted to them 

an agreement which w i l l allow them to do ju s t t h a t . 

Q, The designation of operator would imply, would i t not, 



PAGE 15 

t h a t they are i n charge of the d r i l l i n g ? 

A That Tennessee is? 

Q Yes. 

A Yes. 

Q And the p r o d u c t i o n and the sale - -

A Hi g h t . 

Q — of the gas? 

A Yes. 

MR. FEDERICI: T h a t ' s a l l . 

CR OSS-EXAMINATION 

3Y MR. PAYNE: 

Q Mr. Sanders, inasmuch as your communi t iza t ion was not 

succes s fu l w i t h the work ing i n t e r e s t owners, d id you contact the 

r o y a l t y owners on your communit izat ion? 

A No, we always leave t h a t u n t i l a f t e r the work ing I n 

t e r e s t owners have agreed. We had no t ime or eason t o do t h a t i n 

t h i s case. 

Q I t goes w i t h o u t say t h a t i f the Commission f o r c e s 

poo l s , you would be e n t i t l e d t o market your gas i n s o f a r as the 

Commission i n concerned? 

A Yes. 

Q That doesn ' t a l l e v i a t e your problem, you s t i l l have t o 

get your pe rmiss ion f rom the Federa l Power? 

A I mentioned t h a t we must set our c e r t i f i c a t e and have 
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our c o n t r a c t approved. 

MR. UTZ: The hea r ing i s adjourned u n t i l o n e - f i f t e e n . 

(Recess) 

AFTERNOON SESSION 

MR. UTZ: The hear ing w i l l come t o o rde r . 

MR. FEDERICI: I would l i k e t o ask the wi tness another 

que s t i o n . 

MR. UTZ: A l l r i g h t . 

REDIRECT EXAMINATION 

3Y MR. FEDERICI: 

Q Mr. Lacey had t e s t i f i e d w i t h respect t o the m i n e r a l 

i n t e r e s t ownership, and i t may have been i n c o r r e c t . Would you 

s ta te f r o m the i n f o r m a t i o n t ha t you have what the m i n e r a l i n t e r e s t 

ownership i s i n t h i s area? 

A I t was on ly i n c o r r e c t as f a r as th? o v e r r i d i n g r o y a l t y 

owners and the f ee lease owners or l e s so r s are concerned. The 

l e s so r under the 280-acre t r a c t , i n which Tennessee and B i g Chief 

are the work ing i n t e r e s t owners, is:G-lenn H . Callow i s the l e s sor 

and the owner of l / 8 t h r o y a l t y . The o v e r r i d i n g r o y a l t y i n t e r e s t 

owners are a l so Glenn H. Callow and Ruth E. Cal low, Arno ld E . 

C a r l e , C - a - r - l - e , H. K. R i d d l e . The iiO-aere Pan American t r a c t , 

the o v e r r i d i n g r o y a l t y i n t e r e s t owners a re : Hugh J . M i t c h e l l and 

Ralmonda, R-a - i -m-o-n-d-a M i t c h e l l . The s p l i t m i n e r a l ownership 

i n the f e e t r a c t there s t a r t s w i t h Barbara Head C o u t u r i , and as i t ; 
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shows i n our r e c o r d s , et a l . Those are a l l the o ther p a r t i e s set 

out i n the a p p l i c a t i o n . I can read them o f f i f you want me t o . 

MR. UTZ: They have been read i n t o the r e c o r d , I t h i n k , 

MR. FEDERICI: 1 b e l i e v e t h a t ' s a l l . 

RECROSS-EXA MI NATION 

BY MR. PAYNE: 

Q The forced pooling order that Tennessee seeks here, I f 

I understand your testimony c o r r e c t l y , you want i t t o provide that 

Tennessee i s to get t h e i r proportionate share of the cost of the 

well from Pan American and other working i n t e r e s t owners i n the 

event of production, plus a reasonable charge f o r operation and 

supervi si on? 

A Correct. 

Q Now, do you propose t o s e l l the gas t ha t presumably 

would be owned by Pan American, or are you asking f o r some k i n d 

of s t i p u l a t i o n i n the f o r c e d p o o l i n g order cover ing t h i s p o i n t ? 

A Ye s. 

Q "What i s t h a t ? 

A We b e l i e v e t h a t the order should be so phrased as t o 

make i t mandatory t ha t we s e l l p r o p o r t i o n a t e l y on an acreage bas i s 

every work ing i n t e r e s t owner 's share under the best poss ib l e 

market we can o b t a i n which , there only b e i n g one, be ing the hook

up w i t h E l Paso, t h e r e ' s on ly one way to get the gas t o marke t . 

We b e l i e v e the order should be so phrased as t o pe rmi t us t o marke 

the gas w i t h o u t t h r e a t of a s u i t f o r convers ion by Pan American 
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a t some l a t e r date because of t h e i r r e f u s a l t o s e l l , en ter i n t o a 

con t r ac t and s e l l the gas i n I n t e r s t a t e Commerce at t h i s t i m e . 

MR. PAYFE: I see. Thank you . 

QUESTION'S BY MR. UTZ: 

Q Do ' you know whether or not Pan American i s I n I n t e r 

s ta te Commerce a t the present t ime or not? 

A Yes, they a r e . I n o ther Dakota w e l l s i n the same gen

e r a l f i e l d . 

Q, Do you know of your own knowledge what the d i f f e r e n c e 

i s between t h i s and other t r a c t s t h a t they have i n the immediate 

area? 

A I t ' s been our unders tand ing , we have discussed t h i s 

w i t h them, not on ly f r o m t h i s w e l l , bu t f r o m o ther s i t u a t i o n s , 

t h a t there have been c e r t a i n o b l i g a t o r y \^e l l s t h a t they have had 

t o d r i l l themselves t o p r o t e c t t h e i r leasehold I n t e r e s t f r o m app l i ed 

covenants i n order t o h o l d the l ease . I n t h i s s i t u a t i o n they do 

not have t o h o l d the lease by p r o d u c t i o n . The re fo re , they want t o 

keep the gas I n the ground and at tempt t o s e l l i t at a l a t e r date 

at a b e t t e r p r i c e . 

Q Then, they do ob j ec t t o your s e l l i n g t h e i r gas? 

A Yes, s i r . They d o n ' t want t o take i t i n k i n d because 

t h e r e ' s no p lace t o s to re I t . T h e r e f o r e , i t makes i t , as I s a id , 

imposs ib le f o r us t o recover our j u s t and e q u i t a b l e share of the 

r e s e r v o i r w i t h o u t endangering ourselves w i t h a p rospec t ive law 

s u i t . 
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MR. PAYNE: Also makes i t r a t h e r rough on the r o y a l t y 

owner under the !|0-acre t r a c t ? 

A T h a t ' s c o r r e c t . That r o y a l t y owner, i f we d i d produce, 

would not r ece ive any r o y a l t y b e c a u s e , t h e o r e t i c a l l y , the amount of 

gas c r e d i t e d t o t h a t net acreage would r ece ive no r o y a l t y . 

Q, (By Mr. U tz ) Have you been i n touch w i t h the r o y a l t y 

owners under t h a t i+O-acre t r a c t at a l l ? 

A No, s i r , we haven ' t because t h e y ' r e Pan American 's 

r o y a l t y owners and not ou r s . 

Q Do you know whether or no t Pan American would ob j ec t 

t o your p roduc ing and s e l l i n g 7 /3 ths of an a l lowab le f r o m t h i s 

t r a c t ? W e l l , i n the event there i s an a l l o w a b l e , there w i l l be 

an a l lowable? 

A W e l l , Pan American has in formed us t h a t they w i l l h o l d 

us r e s p o n s i b l e , I f we do produce the w e l l , f o r convers ion of t h i s 

p r o d u c t . I n essence, they are s t a t i n g we can take our 7/8ths ou t , 

but we had b e t t e r leave t h e i r l / 8 t h i n . 

Q I n any event , I f you take 7 /3 ths a l lowab le f o r every 

ten-acre u n i t , i s n ' t t h a t what ;you would be doing, t a k i n g yours anc 

l e a v i n g t h e i r s in? 

A I t would I f we can determine when t h e i r s has been l e f t 

and when ours has been taken ou t , p l u s the r e s e r v o i r energy remain-

j I ng I n the ground t o push the l / 8 t h o u t . 

MR. UTZ: Are there o ther ques t ions of the witness? I f 

there are n o t , the wi tness may be excused. Do you have any th ing 
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more? 

MR. FEDERICI: Fo, not from t h i s witness. 

MR. UTZ: You may be excused. 

(Witness excused) 

MR. SETH: I would l i k e t o c a l l Mr. Lacey f o r a few 

que stions. 

MR. UTZ: A l l r i g h t . 

JOHN J. LACEY, 

recalled as a witness, having been previously sworn, t e s t i f i e d as 

follows: 

REDIRECT EXAMINATION 

3Y MR. SETH: 

Q, You have heard the tes t imony about t h i s proposa l or 

whatever term you want t o c a l l I t about leaving; l / 3 t h of the gas 

I n the ground, which presumably would be Pan American 's l / S t h , un

t i l the l a s t , to take I t out l a s t . As an engineer , i s t ha t a f ea s 

i b l e or p r a c t i c a l s o l u t i o n t o t h i s problem? 

A I would say no. You could never p r e c i s e l y determine 

what the t o t a l reserves a re . You could make approximat ions on i t , 

but the only t h i n g , you could set an a r b i t r a r y f i g u r e t h a t t h i s 

w e l l or t h i s 320-acre t r a c t has so many reserves and vie could t ake , 

we could produce i t u n t i l we had produced 7 /8 ths of those , and say 
f 
i 

i the remaining eishth belonged to Pan American. However, I t would 

be very conceivable that the well could have production beyond 

1 these a r b i t r a r y reserves that you might set. I t ' s conceivable that 
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something could happen to the w e l l , the p r o d u c t i v i t y of the wel l 

would change or decrease, and you may not be able to do t h a t . 

Q I f t h i s determination, the burden of making t h i s de

termination, were put on the operator, i t could be quite severe 

and create quite a r i s k , too, could i t not? 

A Yes. The f a c t that the Dakota formation produces not 

only gas but condensate, and that gas, the condensate that you 

would recover i s a continually changing f i g u r e . The gas conden

sate r a t i o w i l l be low at the beginning, early l i f e of the w e l l , 

and become higher and higher, less condensate recovery toward the 

end of the l i f e of the w e l l . You would also have to determine 

when we had produced 7/3ths of the condensate and leave an eighth. 

You could never get the gas and condensate at one time to come out 

so that we had produced 7/8ths and l e f t an eighth of each. 

Q What i s the p r a c t i c a l solution? 

A I would say the p r a c t i c a l solution i s Tennessee as an 

operator, the largest working interest,would be to d r i l l and com

plete the well and produce i t prudently and make the best arrange

ments i t could to market the gas and make an accounting to the 

various interests and r o y a l t y I n t e r e s t s , and pay them a proportion

ate share of what they received. 

Q. This i s the way i t i s customarily done? 

A This i s the normal way i t ' s done. 

MR. SETH: That's a l l . 

MR. PAYNE: As a matter of f a c t , that's the purpose 
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of the f o r c e d p o o l i n g , i s i t not? 

A Yes. I would say yes . 

R ECR OS S- EXAMINATION 

BXJSL^UTZ: 

Q Even i f you formed a non- sta nda.rd u n i t here and •pro

duced on ly ? /3ths of the 320-acre u n i t , at some p o i n t d u r i n g the 

comple t ion per iod of the poo l you or someone else i n the poo l 

would have produced t h a t o ther l / 3 t h of gas, would they not? 

A That '3 r i g h t . 

Q, So, t h e r e ' s no p r a c t i c a l s o l u t i o n to l e a v i n g l / 8 t h of 

tha t reserve i n the ground? 

A There ' s no way of d e t e r m i n i n g . Our share of the eras 

and t h e i r share of the gas i s so I n t i m a t e l y commingled or toge ther 

t h a t there i s no way you can make a reasonable way of separa t ing 

I t and t a k i n g a p o r t i o n out and l e a v i n g a p o r t i o n i n the ground. 

Q, Not unless they want t o b u i l d them an impermeable 

fence? 

A R i g h t . 

MR. UTZ: T h a t ' s a l l I have. 

MR. SETH: T h a t ' s a l l the tes t imony we have. We would 

l i k e t o o f f e r our E x h i b i t s i f we haven ' t a l r e a d y . I t h i n k we j u s t 

had the one, the p l a t . 

MR. UTZ: E x h i b i t No. 1 w i l l be entered i n t o the r e 

co rd . 

(Whereupon, A p p l i c a n t ' s E x h i b i t 
1 rece ived i n ev idence . ) 
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MR. UTZ: Any other statements I n t h i s case? 

MR. PAYNE: Mr. Examiner, we have rece ived communica

t i o n s f r o m Pan American Petroleum C o r p o r a t i o n and B i g C h i e f . B i g 

Chief does not o b j e c t t o be ing f o r c e d pooled i n t h i s u n i t . Pan 

American s ta tes t h a t they have no o b j e c t i o n t o be ing f o r c e d pooled 

but they put c e r t a i n l i m i t a t i o n s on I t , and w e ' l l p lace t h e i r en

t i r e communication i n t o the r e c o r d . 

MR. UTZ: Does t h a t l e t t e r s ta te t h e i r o b j e c t i o n t o a 

normal communit izat ion? 

MR. PAYNE: More or l e s s . 

MR. UTZ: Any other statements? The case w i l l be 

taken under advisement. 

C*3 

C*3 
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