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PHONE CH 3-6691

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, NEW MEXICO

BEFORE THE
OIL CONSERVATION COMMISSION
Santa Fe, New Mexico
June 7, 1961

EXAMINER HEARING

IN THE MATTER OF:

‘ Application of Pan American Petroleum Cor-
poration for two non-standard oil proration
units and two unorthodox oil well locations,
San Juan County, New Mexico. Applicant, in
the above-styled cause, seeks the establish-
ment of a 46.74-acre non-standard oil prora-
tion unit in the Cha Cha-Gallup 0Oil Pool con-
sisting of the E/2 NE/4 SE/L of Section 17,
Township 29 North, Range 14 West, San Juan
County, New Mexico, plus 20.73 acres in Lot
8 of said Section 17 and 6.0l acres lying
North of the mid-channel of the San Juan
River and along the South boundary of that
portion of said Lot 8 included in the unit.
Said unit is to be dedicated to the Frank L,
Wood Well No. 1 at an unorthodox location
990 feet from the South line and 660 feet from
the East line of said Section 17. Applicant
further seeks the establishment of a 57.31-
acre non-standard oil proration unit in said
pool consisting of Lots 3, 4 and 5 of said
Section 17 plus the S/2 of that portion of
the San Juan River channel lying in the W/2
of said Section 17 and along the North bound-
ary of Lots 3, 4 and 5. Said unit is to be
dedicated to the Navajo Tribal "G" Well No. 8
at an unorthodox location 1415 feet from the
South line and 335 feet from the West line of
said Section 17.

Case 2297
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BEFORE: Daniel S. Nutter, Examiner.
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L——the—ppesen;_application_bg_gnnzinne il such time as notice

MR, NUTTER: The hearing will come to order, please,
The first case this morning will be Case 2297.

MR. MORRIS: Application of Pan American Petroleum
Corporation for two non-standard oil proration units and two
unorthodox oil well locations, San Juan County, New Mexico.

MR. NUTTER: We would like to ask for appearances in

this case.

MR. BUELL: For Pan American, Guy Buell.

MR. SPANN: My name is Charles C. Spann of Grantham, |
Spann & Sanchez, in the Bank of New Mexico Building, Albuquerque,
appearing for El1 Paso Natural Gas Products Company, and also
John Mason, attorney from El1 Paso, is here appearing for the
Products Company.

Before you call the hearing to order.in this case, I would
like to make a motion, if I may, after all the other appearances
are in.

MR. NUTTER: Are there other appearancés for 22977

MR, SPANN: At this time, Mr. Nutter, I would like to
state that E1 Paso Products Company has, this morning, filed an
application to force-pool certain aéreage into a proration unit
which includes some of the land that is involved in the present
application. Since that application will have to be heard in the

ordinary course, and notice published, I would like to move that
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can be given of the present application and then the present

case be consolidated with the El1 Paso case and an order ulti-
mately issued which will dispose of both cases,

MR, NUTTER: Mr., Spann, I understand thatEl Paso has
actually filed the application with the Commission--

MR. SPANN: Yes, sir.

MR, NUTTER: -- to force certain acreage?

MR. SPANN: Yes, sir, it includes some of the acreage

' in the Pan American.
MR. NUTTER: Does it include acreage in both of the
. non-standard units sought by Pan American?

MR, SPANN: No, just the one. The acreage in the
Southeast Quarter of Section 17.

MR. NUTTER: Southeast Quarter of Section 17, Your
motion is to continue Pan American's application in its entirety
as regards both non-standard units?

MR, SPANN: Well, I couldn't properly, perhaps, object

to proceeding on the other non-standard unit. I would like,
2 certainly, that the hearing on the non-standard unit which
involves the same acreage thatts involved in our application be
continued, yes, sir,

MR, BUELL: May it please the Examiner, Pan American is

strenuously opposed to a continuation, either in whole or in

__part, of Case 2997. In my opinion there's no validity to the
RS

i
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motion. It simply appears to be a delay for delay's sake alone,
I think it would be completely proper for the_Commission to hear
our case here today and in the course of events, when El Paso's
application is heard, then the Commission can have both applica-
tions before them and properly make their decision., In my
opinion it will simply be a delay for delay's sake.

MR, NUTTER: Mr. Buell, do I understand you correctly -
that you have no objection to the Commission considering both

cases, the one that's under consideration here today as well as

the one that will be pending as a result of the application filed
% by E1 Paso for the forced pooling proceeding? TYou have no ob-
jection to the Commission considering both of those cases at

the same time?
MR. BUELL: Frankly, I dontt feel that I could properly

object, but I don't believe after the Commission hears our case

with respect to the hearing here today that El Paso's case might

not even be necessary.

Also, I must say this, there's some doubt in my mind as to
whether the Commission can consider forced pooling a non-
; standard unit, May I add one more thing, Mr, Examiner? We are
going to propose and recommend here today in connection with our

Frank Wood unit, that the Commission issue an order approving the

unit as we are requesting it, but also including within that

.__order an administrative procedure whereby the unit may be
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expanded administratively to include the acreage immediately to
the North of the Frank Wood unit, which would include El Pasot's
acreage., I don't know whether that would change Mr.’ Spann's

opinion with regard to his motion or not.

MR. SPANN: Well, that would seem to indicate that
there?s more basis than even I had for conpinuing this and
consoiidating the cases, If they'!re asking for the same thing
that we're asking for in our application, then certainly they
should be consolidated.,

MR, BUELL: By the same tone; the position that Mr.
Spann is taking is delay for delay!s sake alone.

MR, NUTTER: I believe, Mr. Spann, that the motion for
continuance of the case will be overruled and that they will
proceed to hear Case 2297.

MR. SPANN: Well, then, I would like to ask that the
Commission not enter an order in the present case until-such time
as a hearing can be had on the E1l Paso application, and that any
order that is ultimately issued dispose of both cases,

MR, NUTTER: Your request that the Commission not
enter an order in this case until after the hearing of the second
case will be referred to the Commission for its consideration,
Mr. Spann.

MR. SPANN: Thank you.
MR, BUELL: We have one witness.
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(Witness sworn.)

(Whereupon, Pan Americants Exhibits
Nos. 1, 2, 3 and 4 were marked for
identification,)

GEORGE W, EATON, . JR,

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

follows:

DIRECT EXAMINATION

BY MR. BUELL:

Q Mr., Eaton, state your complete name, by whom you are
employed, and what capacity, and at whét location, please,
| A George W, Eaton, Jr. I'm employed by Pan American
Petroleum Corporation in Farmington, New Mexico as a senior
petroleum engineer,

Q You have testified at prior Commission hearings, have

you not, Mr, Eaton, and your qualifications are a matter of

public record?
A Yes, sir, they are.
; MR, BUELL: Any questions, Mr. Examiner?
MR. NUTTER: No, sir, proceed.
Q (By Mr. Buell) I direct your attention to what has
% been marked as Pan Americants Exhibit 1. What does that

exhibit reflect?

| A Exhibit No. 1 is a map of a portion of the Cha Cha-

E

;—Ga}}ﬁp—Pee}—sh9wing_anmisopach_nfﬁihe_ﬁalluo sand thickness.
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The contour interval on Exhibit No. 1 is two feet.

Q What portion of the Cha Cha Pool is reflected by your
isopach, Mr, Eaton? |

A The isopach map covers only the northwestern portion
of the Cha Cha-Gallup Pool., Actually, the area that wetre inter-
ested in here today is the northwest portion of the map area.

Q Has that area been previously identified to the Com-

mission as a problem area, Mr. Eaton?

A Yes, sir, it has. The problem in this area is a
result of the meandering of the San Juén River and the fact that
the northern boundary of the Navajo Indian Reservation is the
center line of the San Juan River. Thus, the northern boundary
of the reservation is a meandering line,

Q Has the Commission granted previous authority for non-
standard units and unorthodox well locations in this particular
area?

A Yes, sir. Those previous non-standard units and un-
orthodox locations are colored on Exhibit No. 1 in various colors,
blue, yellow, brown and a darker blue,

Q How have you identified the two units which are the
subject matter of this hearing here today?

A The Navajo G-8 unit is colored in red. The Frank L.

Wood unit is colored in green. Also shown on Exhibit No. 1 by

—4muL4kRﬁLa:e_unorLhodQX_lQnaLlQn&JﬂmuﬂLJLJ&LJEEEL&HKEEHEEL_______
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previously by previous orders of the Commission or are the subJecd
of the'hearing here todaye.

Q Mr. Eaton, while we're looking at your isopach, I would
like for you to state for the record whether or not in your opiniogn
whether each and every acre in both of the units are inclusively
productive in the Cha Cha-Gallup Pool.

A Yes, sir, all the acreage in both thé Navajo G-8 unit
and the Frank L. Wood unit, as proposed, is proven production in
my opinion from the Cha Cha-Gallup Pool.

Q Let's talk.first about the frank Wood unit, and in
connection with that let me direct your attention to what has
been marked as Pan Americants Exhibit No. 2 as well as Exhibit
No. 3. Would you state what these two exhibits reflect, Mr., Eaton?

A Yes, sir. Exhibits 2 and 3 are actually copies of the
New Mexico 0il Conservation Commission form C-128 showing the
acreage in the subsection 17 in which the Frank L. Wood u;it is
located., Following the same color code as is shown on Exhibit
No. 1, the acreage to be dedicated to the Frank L, Wood No. 1 is
shown colored in green on Exhibit No. 2.

Q All right, how many acres are in the proposed Frank
Wood unit?

A The Frank Wood unit, as proposed and as shown on Exhibits

No. 2 and 3, contains 46.7L4 acres.
Q A1l right, sir, now what is the proposed location |
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for the well on this unit?

A The Frank L. Wood unit well has been staked 660 feet
from the East line and 990 feet from the South line of Section 17,
Township 29 North, Range 14 West.

Q Why is that location unorthodox, Mr. Eaton?

A That location is unorthodox because it just simply is
not a standard location on the Frank L. Wood lease. A standard
location under the Cha Cha-Gallup Pool rules would have to be
located within 150 feet of the center of the Southeast Quarter,
Southeast Quarter, Section 17.‘ In this particular case, not
only ﬁould that be in the river, but it would also be probably
off of the Frank L. Wood lease,

Q You made an on-the-ground inspection of the terrain
and the area of the Frank Wood lease?

A Yes, sir, I have,

Q Would you briefly describe for the record the terrain
there as you saw it?

A Yes, sir. The Frank L, Wood Well No. 1 location is
approximately 200 feet north of the San Juan River channel, The
location that is picked is on high enough ground that permits a
completely drillable location, but it could not be moved much to
the south because of the location of the river.,

Q Mr. Eaton, I'm sure you recall that in locating these

inorthodox lacations in the past, Pan American has always

ot
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attempted to follow a uniform pattern of locating the well., Will
you tell me whether or not this location blends in with that

overall desire?

A Yes, sir, it does. This location blends in with the
present development along the north boundary of the Reservation

and the contemplated development which may occur in there in the

future,
Q Does this location crowd  any other operator? ‘
A No, sir, it does not. ;

Q With regard to the Frank Wo§d unit, Mr. Eaton, why is
it non-standard?

A The Frank Wood unit is non-standard both because it is
considerably less than standard in size, and also because it is
non-standard in shape as well., It contains only 46.74 acres as
proposed in this hearing.

Q Mr. Eaton, looking at Exhibits 2 and 3, let me ask you
this question; would it be possible to form a standard unit
utilizing all acreage or any combination of that acreage.that lieg
north of the mid point of the channel of the San JUah River and
is in the Southeast Quarter of Section 177

A No, sir, it would not be possible to form a standard

unit in the Southeast Quarter of Section 17 consisting of

acreage north of the river,

Q This qQuestion may be a little moot, Mr. Eaton, in view
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of Mr. Spannts motion for El Paso Natural Gas rroducts Lompany,
but prior to that motion was it your understanding that negotia-
tions were under way between Pan American, El1 Paso and Humble to
include this acreage north of the Frank Wood lease in the Frank
Wood unit?

A Yes, sir, it was my understanding that negotiations were
in progress to include the acreage owned by both Humble and El
Paso in the Frank Wood unit.

Q I notice on your Exhibit 2 it shows that a portion of

that acreage north of the Frank Wood lease is not leased, is that

correct?

A That is correct. There is a 20-acre tract which would
be described as the West Half, Northeast, Southeast in Section 17
which is unleased, and there is an undivided one-half interest
in the El1 Paso tract in Lot 7 that is unleased.

Q Would you recommend to the Commission, Mr. Eaton, as I
stated to the Examiner, that the order, when they issue 1it,
approve the non-standard unit which we are requesting as well as
set up administrative procedures by which the unit could be ex-
panded to include all the acreage in the Southeast Quarter of
Section 17 North of the mid point of the river?

A Yes, sir. It would be my recommendation that the order

provide an administrative procedure to permit increasing the

?—¥?ank—ﬁ74&mxL4Hé4_incrementallx;mliuLJHiimgLe size of
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i

%__fee.g_f.pgm__t,he__w.est line.of Section 17, Township 29 North, |

approximately 180 acres which would includeé the remaiming acreage |
outside of the Navajo Indian Reservation in the Southeast Quarter
of Section 17.

Q Look at Exhibit 1, Mr, Eaton, and if it were possible
to form the unit that you have just outlined, would we then have
two wells on the Southeast Quarter of Section 17?7

A Yes, sir. Under Order R-1926, a non-standard unit was

approved for that portion of the Navajo Indian Reservation which
lies in the Southeast Quarter of Section 17. Another well in

the Southeast Quarter of Section 17 woﬁld still Jjust be two wells
on a quarter section that would permit formation of standard 80-
acre units to the north, that is in the Northeast Quarter of
Seetion 17.

Q All right, Mr, Eaton, let me direct your attention now
to what has been marked as Pan American's Exhibit No. h.' What is
that exhibit?

A Exhibit No. 4 is a copy of Commission Form C-128 showing
the acreage to be dedicated to the Navajo Tribal G No. 8. It also
shows the general terrain conditions which exist in the South-
west Quarter of Section 17.

Q Would you locate for the record the proposed well site
for Pan Americants Navajo Tribal G No. 87

A Yes, that location is 1415 feet from the South line and
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— @ ——Would—that same thing be true if you moved it east or
: .

Range 14 West.

Q Why is that location unorthodox, Mr. Eaton?

A That location is unorthodok becaﬁse it is more than 150
feet removed from the center of the quarter, quarter section in
which the well is located.

Q Would it be possible, I mean physically possible, to
point to a spot on that proposed unit that would be an orthodox
location?

A I don't believe that there actually is an orthodox
location in that unit because of its unusual odd shape.

Q Mr. Eaton, you have located that well very close to
the South line of the proposed unit. Why do you recommend crowd-
ing that line that much?

A The well is located very close to the South line, as
you pointed out, because that is the only drillable location
because of the meanderings of the San Juan River in this vicinity.
Actually, the location as it's shown on Exhibit No. 4 is on a
gravely peninsula which extends from the bank of the river out
into the water itself between the flow channel and some ﬁarshy
ground which lies between the peninsula and the highcut bank‘of
the river.

Q If you move the well north, what Wouid it be in?

A We would be in water.
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| west?

A Yes, sir, it would. To the north, to the east, to the
west, moving approximately, this varies a little bit depending
on direction, but approximately 150 to 200 feet in any direction,
that is to the north, to the east or to the west, would put the

location in water. Naturally, you couldntt move it south because

then it would not be on the proration unit, and further north it

would also move it into this rather marshy swamp land too.

! Q Are we crowding any other operator or royalty owner by
locating so close to the southefn boundary of the proposed pro-
ration unit?

A No, sir. The royalty owner to the south of the location
is the Navajo Tribe of Indians and Pan American Petroleum Cor=-
éoration has a lease on the Navajo tribal land in both Section
17 and in the section to the south. So, we're not really crowd=-

ing any other royalty owner nor another operator.,

Q With respect to the proposed non-standard unit, how
many acres are in that unit, Mr. Eaton?

A That non-standard unit would consist of 57.31 acres.
I might refer you back to Exhibit 2 to get an idea of the exact
acreage that would be included; I believe Exhibit 4 has got the
terrain material on it to where it becomes rather cluttered.

Q Is that why you prepared Exhibit 27%
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Q@  So, it would show the acreage with aistinction?

A Yes, sir.

Q Mr. Eaton, this has been é complicated problem along
this erratic San Juan River, Based on data that you have now, do
you feel that this might complete the development problem that
we have south of the river?

A Yes, sir. I think that it will. There's one more
point that i might mention at this time, heretofore in all of
our other non-standard units and our unorthodox locations we have
been able to make the unorthodox location blend in with a uniform
development pattern along this north boundary.

Q Have you done that here?

A In the particular case of the Navajo Tribal G-8, the
location does not blend in with the uniform development pattern.
It is just simply not possible to get a location that would fit

the development pattern that has been established.

Q If you move that well in any direction you would be
in water?
A ' Yes, sir,

Q To your knowledge would that be the first offshore
operation in New Mexico history?
A It would be the first to my knowledge, yes, sir.

Q Do'you feel that if the Commission approves the requests

tve ocutlined them here today, that conservation will be
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H

—available,drillable title situations insofar as those are

there was no possible place on that unit where you could get a

served and that tbe correlative rights of ail owners of imterest
will be protected?
A Yes, sir, I do.
MR. BUELL: That is all of our direct at this time, Mr.
Examiner. I would like to -formally offer Pan American's Exhibits

1 through 4 inclusive.

MR. NUTTER: Pan Americants Exhibits 1 through 4 will bd
admitted. Does anyone have any questions of Mr. Eaton?

MR. MORRIS: Yes, sir.

MR. NUTTER: Mr. Morris.

CROSS EXAMINATION

BY MR, MORRIS:

Q Mr. Eaton, on your Navajo Tribal Unit you stated that

standard location?

A Yes, sir.

Q Now, the same would not be true of your Wood unit,
though, would it?

A In the case of the Wood unit, to get a standard loca~-
tion on a drillable tract, I don't believe would be possible.
In other words, unleased acreage in the West Half of the North-
east, Southeast and the undivided half interest that is unleased

under the El Paso tract, I don't believe would constitute
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concerned, and a standard location would almost have to fall on

one of those two tracts.

Q You couldn't get a standard location on the 20 acres on:

the Gray lease there?

A Yes, sir, it coﬁld. Yes, sir, you are right. You could
get a standard location on the 20-acre Gray lease. Actually, we
wanted the well location physically on this Frank L. Wood lease
because it has an early expiration; that's the main purpose in
putting the well location physically on that particular tract.

Q If this were all a proratioﬁ unit and you had your well
up on the Gray lease, it would hold your Wood lease, would it not?

A Yes, sir, it would.

Q Mr, Eaton, in the event this administrative procedure
that youtve requested 1s granted in an order as used, and we have
an expansion of this unit that would be greater than this 46.47
acres, would you still coﬁtemplate to have this well at the pro-
posed location or would you want to move that well to a more
central location in the unit?

A Actually, I expect that the well will be dfilled prior
to the occasion occurring that will permit an enlargement of the
unit., So once it was drilled there wouldn't be much that could

be done by drilling it a little more centrally. In other words,

the Frank L., Wood lease needs to be protected because of its

early expiration. As I understand, the title situation on those
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unleased tracts is something that iIs a condition that only time

is going to cure and so very likely I would say the well will
probably be drilled prior to the insﬁance occurring where the unit
can be enlarged.

Insofar as those tracts that don't have any title problem, I
would imagine that the Frank L. Wood unit could be enlarged from
L6.47 acres to include, for example, the Humble tract within a
very short period of time,

Q Mr. Eaton, does Pan American have any plans at the
present time to bring a forced pooling.application of their own
as to any of this unleased acreage?

A No, sir. |

MR. BUELL: Perhaps,Mr. Eaton, I can better answer that.
We felt the way negotiations were going, Mr. Morris, up until this
morning, that forced pooling would not be necessary, and so from
that standpoint we had not contemplated forced pooling.

MR. MORRIS: I was referring, Mr. Buell, to the un-
leased acreage, being the 20 acres immediately to the west of
your Gray lease, and I didn't know that from the standpoint of
your title problems, I didntt know but what that might be the besy

way to handle it and thought maybe you were going to handle it

that way.

MR, BUELL: It might be a good way to handle it, The

title problem, as I understand it, and I'm certainly no expert
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on it, is that it is unleased and has a rather large federal tax

|

! lien against it. That's probably the reason itt*s unleased. Also

. our legal thinking at this time is to the effect under our
current interpretation of the forced pooling statute, is that the

Commission does not have authority to force pool a non-standard

unit.

MR, MORRIS: Be that as it may, Mr. Buell --

MR. BUELL: It?s obvious now that other people think
dif ferently. But for those reasons, Mr, Morris, we had not con-
templated forced pooling.

Q (By Mr. Morris) Mr, Eaton, going back to your Navajo
unit for a moment, in that area over there, is there any develop=-

ment planned by Pan American in the South Half of the Southwest

Quarter?
A Of Section 177
Q Of Section 17, yes.

A Yes, sir, there is a well already in the South Half,

Southwest Quarter, Section 17. It's the Pan American Navajo
Tribal G No. 4 which was completed in January, 1961,

Q Thatt's shown on Exhibit No. 1?

A That‘is shown on Exhibit No. 1.

Q I see.

A The South Half, Southwest Quarter of Section 17, being

—af£ull 80~acre tract, is dedicated to that well.
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MR, MORRIS: I have no further questions.
MR. NUTTER: Anyone have any further questions? Mr.
Spanﬁ.

BY MR, SPANN:

Q Mr. Eaton, the Cha Cha-~Gallup Pool has been developed on

what spacing or what pattern?

A A good portion of the northwest portion of the Cha Cha-
Gallup Pool being oﬁ the Navajo Indian land is on approximately ;
160 acres density, The pool rules call for 80 acres development.}
With almost no exception the acreage éoutheast of the Navajo
Indian Reservation is developed to an 80-acre density. If it
isn't developed to 80-acre density now, drilling is in progress so
that it ultimately will be apparently.

Q Did Pan American appear at the hearing that established
the 80-acre spacing rules for this field?

A I dontt believe so. At the time that the pool rules
were established, Pan American was not an operator in the Cha Cha-
Gallup Pool.

Q Has Pan American made any study or do you have any in-
formation as to the economics of drilling on less than 80 acres

in the Cha Cha-Gallup Pool?

A Yes, sir.

Q You do have such information?

A- G s _sir.
Generally, yes, -
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Q Well, would you just give us a little information about
that? Can you drill on less than 80vacres in the Cha Cha-Gallup

and have the wells pay out?

A Yes, sir. Actually a well in Cha Cha-Gallup, I am con=~
fident will drain far in excess of 80 acres, so a well that might
be drilled in the vicinity of an area where there is undeveloped
productive acreage will drain considerably in excess bf the

acreage that is assigned to it for proration purposes under the

assumption that the acreage that is productive and is undeveloped
never will be developed to 80-acre deﬁSity. For example, take
the case of the acreage to be dedicated to the Navajo Tribal

G-8, for example, while it?s true there's only 57.31 acres in
that oroposed non-standard unit, but in Section 18 there is
practically a full half section that is proven productive as
shown by this isopachous map, but yet it only has one well on it

at present and there is another unorthodox location which was

| approved by a previous order. So, it appears that at most that

Section 18 held two wellson it where it probably has 320 acres

of, that are productive.

Now, that well that the Navajo G-8 will be getting oil off

% of that undeveloped tract, it doesn't actually have to have oil

underneath the particular proration unit in order to estimate

what the ultimate recovery for any individual well might be,

—It might be considerably more than the oil in place.
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Q In other words, you would say that this well couldpay

out, I'm talking about your Navajo Tribal G-8, by draining adjoin-
ing acreage?

A Yes, sir., There's no qQuestion in my mind about it. I
mean I would have no hesitancy to think that that well would not
pay out.

Q = And you think that would protect the correlative rights

of those adjoining land ownerswe-

A Well --
Q —- by the Commission permitting that?
A Well, the adjoining land owners have an obligation to

their lessors just the same as Pan American has an obligation to
its lessor, namely the Navajo Indians, and it would behoove
those offset operators to immediately move in and protect their
acreage.

Q‘ And if they did, then you wouldn't have the drainage,
presumably necessary to make this a commercial well, is that
correct?

A No, sir, not exactly. For, as I pointed out, just
across that sectioh line, the section line doesnt't present any
deterrent at all to movement of oil., Theret's approximately, oh,
for purposes, say 200 acres in Section 18 that is not dedicated

to any well. It would get some of that oil, Navajo oil, not

necessarily oil from the tracts north of the river.
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! Q What I'm trying to get to here, and let's see if you cam

give me an answer on it, how many acres in that area would you say

is necessary to dedicate to a well to make that well economically

profitable to drill?
A It's a very difficult question to answer because of
the sparsity of development of a good bit of the acreage north of

the river, As a matter of fact, to my knowledge theret's only

one well north of the river and I don't believe itt's completed
f yet, so this Cha Cha-Gallup Pool might extend for many miles
north of the river.

Now, if that acreage is never developed, it wouldntt take
very much acreage to be dedicated to a well to achieve payout,
because, as I stated previously, I believe a well in this Cha Cha-
Gallup Pool will drain a tremendous area.

Q Well, presumably this additional acreage will ultimately

be developed on pattern as the rest of the field has been,

isntt that correct?

A Yes, sir.

Q So, presumably you will not be draining acreage that's
undedicated to wells eventually as the field is developed, would
f you?

A No, sir, not ultimately probably, but in the meantime,

until that occurs, that well might very well have paid out.

;______J1~w__snf_in_ggngigg;igg,whether this well will pay, we must
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presume that the additional acreage surrounaing It wiltl—be

developed and that it will only drain the acreage that's dedicated

!
|
|
{
|
| to it, isn't that correct?
j

{

A No, sir, not in total, but go ahead. I will explain

on that.,

Q What I'm trying to find out, assume all this happens

and the field is developed on pattern and the additional wells are

drilled and you ultimately have the 33 acres dedicated to the !

well you are proposing, would that well pay out?

A If the field was completely.developed right now down to

80-acre density except to this 33 acres?

Q Yes.
A Under those conditions, no, sir, probably not.
Q It will take more than 33 productive acres to pay out

a well in this acreage, is that correct?

A I think so.

g MR, BUELL: What 33 acres are we talking about?
MR, SPANN: I'm talking about 57.31, I'm sorry.
MR. BUELL: I think his answer would be the same.
Q (By Mr. Spann) Would it be the same?
A Yes.

5 Q Now, you haventt actually, yourself, or anyone in your

i

| company, sat down and figured the economics of any particular

well in this area, have you?
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A No, sir.

Q | And you are not prepared to give us that information
today?

A No, sir.

Q Direct your attention to Exhibit 4, Mr. Eaton, which
shows the acreage involved in the Navajo Tribal G-8.Well, you have
located the San Juan River on that map and, as I understand.your
map, the acreage that you are proposing to dedicate to that well
extends to the center of the San Juan River, is that correct?

A Yes, sir. That is true.

Q That aggregates 57.31 acres as you have it colored in
red on this Exhibit 4, is that correct?

A That is correct, yes, sir.

Q Was the location of the San Juan River determined from
actual surveys on the ground or was it determined from some maps
that had previously located the river?

A It was picked from the official survey of this area
accepted by the Public Land Office., I think the survey was dated
in 1882, but it is the most recent survey that has béen accepted.

Q So, what you have done is locate on this map the bed of
the San Juan River as it existed in 1882, is that correct?

A Yes, that is correct.

You also testified to the meandering of the river and

Q
the-fact that the northern boundary of the Navajo Reservation is

T—=x
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has, is that correct?

therefore a meandering line?

A Yes, sir,

Q So the river, as you have located it on this map, isn't

-

necessarily the river location as it exists today, is that correct
A That is correct.
Q So, even though Humble, with all its power, has been

unable to change the location of the San Juan River, Pan American

MR, BUELL: That isn't correct. Humble was going to

straighten it out, not change it.

Q At least Pan American has changed the location of the

San Juan River, is that correct, as it exists today?

A No, sir. Actually this map shows the location of the
northern boundary of the Navajo Indian Reservation as depicted
by the 1882 survey. I don't intend that it should show or
reoresent that is the center line of the river. That's how it
was defined in 1882, |

Q You said the northern boundary of the reservation
changed because of the meandering of the river, that's your
initial statement ==

A No, sir,

Q If that is true -~ oh, you say it does not change by

virtue of the meandering of the river?

A No. the point I intended to make was that it's an
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irregular line resulting from the meandering of the Sanm Juan
River. I didn't infer it had been changed at.all because I dontt
think it has.

Q You don't know whether by changing of the course of the
river which has perhaps occurred there and the accretion on the
other side of the river to other acreage there, that your‘acreage
has been reduced, you are not prepared to say whethef it has or
has not, is that correct?

A I'm advised by my attorneys --

MR. BUELL: \You are advised‘by your attorney right now
that you are not an attorney and you are qualified aé an engineer
and we are straying away from the field of engineering. If the
boundary of the Navajo lease is ever chahged, it will be in a
tribunal other than the New Mexico 0il & Gas Conservation Commis-
sion, I don't think wetre here to try at this time,

MR. SPANN: What I'm trying to get at, if the present
boundary of the Navajo Reservation is the San Juan River, you are
not prepared to say hgw many acres lies south of that river and
in the area described as being dedicated to your Navajo Tribal
G-8 Unit,

MR. BUELL: Let me answer that, Mr. Eaton. We will
state this for the record, Mr., Spann, if the proper form ever

changes our interpretation of the northern boundary of our

—lease;—we—will, of course, have to abide by it.
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Q Well, as a matter of fact, the reason you have lotated |
the well where you did, Mr. Eaton, is because it sits right on
the bank of the present course of the San Juan River, isntt that

right? That's why you can't move any farther north, as your map

P

would'indicate you could?
A That is true.
Q So, actually, the San Juan River cuts right across the

very southwest corner of that quarter, quarter section as itts

\

presently located?
A Yes, it covers quite an area in there. As a matter of
fact, it*s quite broad.

Q Could you move across’ the river to the north and drill

P

north éf the river as it's presently flowing? )

A I'm really not quite sure whether we could or not.

Q You possibly might?

A Possibly.

Q Which would certainly be a better location than the one
you are proposing, assuming you own any such acreage, isntt that
correct?

A It would be a lot more accessible, I'm sure, than this
location we're proposing. If, in truth, there is a portion of
that land out of water, as I say, I am not really sure because

we didn't have any way to measure the width of the river in there.

Q In any event, as_the river now flows, most of the
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acreage that you are dedicating to this well actually lies north

of the river?

A Most of the acreage that we propose to dedicate to this

well actually lies in the river.

Q In the river or north of the river, very small amount
of it south of the river?

A Very small amount of it south of the river,

MR. BUELL: Mr. Eaton, when you keep saying "river",
you mean water, don't you?

A Water, yes, sir.

Q But you haven't exactly made a survey north. Are you
prevared to state just how much of this acreage lies south of
the San Juan River at this time?

A No, sir, not in acres. You can tell from this little
plat on Exhibit 4, approximately how much of the acreage lies
above that water line south of the river. The things that I don'y
know and are not prepared to state at all is where the north
bank is. I feel pretty confident about the south bank if we
had a surveyor out there to staké the well location, but the
north side I dont't really know, we didn't have a surveyor go
over there.

Q Insofar as the Frank Wood tract is concerned, I assume

that there again you have placed the river where it was in 188272
A That is true, yes, sir.
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1 Q Kgain we have the same provlem that this doesnttreflect;

i
i

i

acreage north of the river as it presently flows?

A No, sir, but there is not very much difference there. I
measured the distance between that well location and the bank of
the river and found it to be 200 feet. Now, this map, which was
drawn from the 1882 survey, and the well location, is scaled off

and plotted on that map, would show that itt's approximately that

same distance from the 1882 location of the river. So, actually

in this particular case theret's not much difference. But, to

answer your question specifically, the location of the river as
shown in its entirety across the Section 17 was selected from
the 1882 survey accepted by the Public Land Office because,
again, that represents the boundary of the reservation and,
therefore, the boundary of those leases or tracts that lie north
of the channel.

Q As I understand it you are now proposing that some sort
of administrative procedure be set up in the order thatts
entered on this application whereby the Commission administrative-
ly force-pools this additional acreage assuming the people
involved can't agree?

A No, sir. My proposal is that administrative pro-
cedure be established by the order that would permit establish-

ment of an approximately 180-acre unit consisting of this

®

.

—acreage inmtheSoutheast- Quarter—of-
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! T mean outside of the Indian River, not forced pooling. 1 would

%

contemplate'that we could all get together.

All of us, Pan American, Humbel and El Paso have a common
problem in there, our acreage needs to be developed. I dontt see
any reason why we cantt get together and reach an agreement why
there should be any necessity for forced pooling action unless
it has to do with the unknown owners of those unleased tracts,
but as far as E1 Paso, Humbel and Pan American are concerned, I
don't see any reason why we couldn't reach agreement because our

problems are common.

Q Well, I understand that, but if you thought you could
get together, then why did you file the present application?

A We had this problem of lease expiration in here and we
want to move and get this Frank L. Wood Lease in shape to drill
immediately. In the meantime we intended and have negotiated
with E1 Paso and Humbel toward their placing their acreage in this
non-standard unit.

Q Well, then, the basis for this application is not the
things you have discussed here about the topography and all this
business, it's the fact that you wanted to maintain a lease in
effect by production, isn't that right?

A The unorthodox location for the Frank L, Wood No. 1 is

a result of topography and terrain simply because I dontt believe

;—undsn—the_ﬂha_ﬂha:ﬁallup Pool rules there is a standard location




R REPORTING SERVICE, Inc.

Al
v

DEARNLEY-MEIFE

PHONE CH 3-6691

ALBUQUERQUE, NEW MEXICO

'@i,{; cn L '§ PAGE 33

| on that tract.

Q Well, how about north, to the north phere it seems to
me like if you eventually agreed to pool your acreage that you
would locate the well somewhere nearer the center of the unit or
somewhere more nearly on pattern insofar as the form unit is con~
cerned?

A As I mentioned to Mr, Morris, you could put that well

on this N. L. Gray tract, Pan American's N. L, Gray tract.

Q Wouldntt that be better if it were there as far as

. drainage is concerned?

A But that wouldntt take care of the early expiring lease

? in the absence of a unit. We really want the well located on the

Frank L. Wood tract because of the lease problem.

Q What wetre doing here today is protecting Pan Americant's

lease now, isn't it?

A Yes, sir.

Q And without regard to correlative rights or anything

else?

A Oh, I don't think any correlative rights are going to

be violated,

Q Whents the expiration date on the lease?

A October 1lst, 1961.

]
i

Q Weil, then, we would have plenty of time, wouldn't we,

;_Mr- Eaton, to consider E1 Paso's application to force-pool this




R REPORTING SERVICE, Inc.

Al
4

DEARNLEY-MEIE

PHONE CH 3-6691

ALBUQUERQUE, NEW MEXICO

PAGE 34

|
i

—interest, to all offset operators,

acreage and consider their application after notice and then
locate and drill a well in a more desirable location and still
protect the expiration date on your lease, wouldn't we?

A Very likely you would. I don't know the exact subject
of E1 Pasots application, but I would personally doubt that El
Paso or Humble or Pan American, either one of thé three, would lik
to have that well located on one of those tracts that has the titl
question about it even if it were force-pooled. The point I'm
trying to make is you might wind,up with the well not being
physically located as near the center bf the non-standard unit as
you might think that it could be by just looking at the map.

Q Do you think that the Commission could administratively
expand this proposed unit of your so as to include this unleased
section that you described there, that 20-acre tract?

A Yes, sir, I think they could.

Assuming that the rest of you would agree?

Q

A Yes, sir, I think so.
Q You think they could?
A

Yes.
Q Without notice to the parties that own this interest
and all that business?
A I think administrative application would have to be

filed with cdpies, registered copies probably to all parties of
and then the Commission would

(4]
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nbrmally have twenty-one days or thirty days to wait Ior any ob-

Jection.

Q Well, objections come by and then you would have to go

ahead and have a hearing?

A Yes.

Q Just like El Paso is proposing in their application?

A Yes, sir.

Q Assuming you got approval now to drill your well, would

El Paso and Humble, for example, share in the proceeds from the
production from the date the well begaﬁ to produce?

§ A I would say that would have to be something that would

have to be worked out,.
Q Have to be negotiated?
A Yes, sir.
Q Assuming, of‘course, that this was included administra-
tively?
é A 'Yes, sir.
Q ' You do feel that a more desirable location from a

drainage standpoint could be found from that requested by you if

an administrative order was entered expanding the unit, is that
i right?
A I don't think it makes that much difference, really, as

{

' far as the location is concerned. This location we picked here

—is on a uniform development pattern. As far as the recovery is
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| concerned, I just don't think it would be that much difference.

Q On these isopach maps that have been introduced, how

did you determine the thickness of the pay north of the present

wells that have been drilled?

i A By extrapolation.
| Q You just extended the lines?
} A Yes, sir.
| .
Q Theret's actually no drilling been done or tests made or

§ anything else in that area?
A No, sir., Where the lines beéome dashed up there, it
means that it was actually extrapolated data with no control.
i I dontt have any lack of confidence in the map, though, because
theret's certainly adequate control immediately in the north part
of S?ction 20, 21, 22 that would permit an extrapolation over the

" small distance that's involved there with a great deal of confi-

dence.

g MR, SPANN: I believe that's all.
MR. NUTTER: Does anyone else have any questions of
Mr, Eaton? Mr. Morris,
- MR, MORRIé: I really have a question Mr. Buell would
want to answer,

MR, BUELL: I hope I can,

MR. MORRIS: Is it your understanding of this river

channel boundary business on the Navajo Reservation that the

TERTTITE
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boundary of the reservation stays as it 1s shown on the 1882

survey until such time as another official survey is adopted, or

do you lose a little bit of acreage every time a clump falls off

-

in the river,

MR. BUELL: Itt's a firm opinion of our Legal Depariment,
I will say that to give it a little more dignity than my opinion,

that we are not going to lose a bit of acreage as compared with

the 1882 survey.

MR, MORRIS: Are you still paying your rental on the
basis of 57.31 acres in this unit? |

MR. BUELL: We treat that entire lease as consisting of
how it was shown in 1882, and all of our actions, legal, admini-
strative, accounting-wise, bookkeepingwise, are on that basis.
It is their firm contention that that Navajo is as it was shown

in 1882.

MR, MORRIS: Thank you. No further questions.

MR, NUTTER: Any further questions?

MR. BUELL: I have one more brief one.,

REDIRECT EXAMINATION

BY MR, BUFLL:

§ Q So that the record will be unmistakably clear, I want

you to state again, and maybe we can get to it better this way:‘

Looking only to your Navajo Lease south of the river, and looking

F—paf%éeala#ly_tomyour~dazglgpment pattern adjacent to the river,
: <
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}

would you state for the record whether or not on a productive
acreage basis in this portion of our Navajo Tribal Lease, whether
or not we are developed or will be developed it the Commission
approves our request here today on the Navajo Tribal Lease to a
density below one well to 80 productive acres?

A No, sir. We're not developed to a productive acreage
density anywhere approaching the one well to 80 acres. In other
words, there are éonsiderably more than 80 productive acres per
location in that tier of short sections along the north boundary
of the Navajo Indian land.

Q So, making the assumption that you made for Mr. Spann
to the effect that each aﬂd every productive acre north of the riv
er was developed and assigned to the well, with that assumption
we would still have productive acres on our Navajo Lease in ex-
cess of 80 contributing to all our wells as shown on Exhibit 1?

A That is correct. |

MR, BUELL: That's all,
MR. NUTTER: Any further questions?

RECROSS EXAMINATION

BY MR. NUTTER:

Q Mr. Eaton, on your Exhibit 1 you show six red dots.

How many of those wells have actually been drilled or are

locations?

A Two wells have actually been drilled and completed.
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The other, the two that have already been approved, are locations,
The two that have been drilled is the Nava jo Tribal E«7 in the
Southwest, Southwest Section 16, and the Navajo Tribal G No. 5 in
the Northeast, Southeast of Section 18.

Q Order No. 1967 approved a non-standard location for the

other well in Section 18, is that correct?

A Yes, sir, that is correct.

Q Order No. 1926 approved the non-standard location for

the well in the Southwest, Southeast of Section 17?

A Yes, sir, thatt's correct.

Q But those wells have neither been drilled?

A No, sir.

Q When will those wells be drilled?

A T dontt know the answer to that question, Mr. Nutter,

Q How many rigs is Pan American running in the Cha Cha-

Gallup Pool?

A I believe we just have one rig in the Cha Cha-Gallup
Pool and one rig in the Totah-Gallup Pool. The rig in the Cha
Cha-Gallup Pool is drilling in the Southeastern end right now.

Q Is the well that it's working on almost complete or

what?s the status on it?

A I'm afraid I don't know the answer to that either,

{

| Q Assuming that your Wood location and your Wood unit
_ would be approved, is it your intention to move that rig up here
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to the Wood well in the very near future?

A I don't know that it would be in exactly that sequence,
we would like to drill the Wood well at an early date. The rig
is working in the Southeast end of Cha Cha, has several wells to
drill in that area. Now, I don't know whether Pan American would
want to move the rig up to the north end of the vool and drill

one well and immediately move it down to the Southeast to continue

its program or not, thatt!s the reason I may have scunded vague,
| but I just don't have any control. That's just out of my field,
I just don't know. |
Q What I'm wondering about is when your drilling program
contemplates drilling the two wells that have been approved by
the Commission, the brown unit and the dark blue unit.
A As I stated, I just don't have a schedule. The sequence
of drilling is just something that's not in my field at all,
Q They are on their drilling program though, are they not?

A Yes, Theytre budgeted.

| Q They are budgeted and they will be drilled?
A Yes, sir.
Q You stated that the well in the Northwest of the

| Soﬁthwest of Section 16 has not been completed yet, I believe?

A Actually it's in the Southwest, Southwest, Section 16,

| | . |
| Q No, I think on your direct you mentioned, I believe

thatt's Southwest Productse.
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MK, BUELL? North ol the river.

Q The one well north of the river, you'said drilling
hasn't been completed, would that be.the well ihere in Section
167

A Yes, sir. I dont't believe it's been completed., The day
I went out to the field to:look at these unorthodox locations it
was drilling at that time and looked like it had just started.
It's had time to about be down now too.

Q When that well is completed, the data on sand thickness
may either confirm or deny the accuracy of the isopach map as
shown here to some extent?

A Yes, it certainly would be a valuable data point.

Q Mr, Eaton, you said you had made some reservoir studies
of this area to determine the amount of acreage that was neces=-
sary to pay out a well. What recovery factor did you use for
primary recovery?

A We were using the recovery factor that was actually
developed by this Cha Cha-Gallup Pool Engineering Committee,
which amounts to about 14% of the oil in place. In some bf my

work I think I rounded that out to 15%. But it was either 14%

*

or 15%.

As a practical matter, primary recovery probably never will

be seen in the Cha Cha-Gallup Pool, because the plans are under
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and the recovery factor for primary may have little or no sige-
nificance because primary never will_be realized.

Q What recovery factor for a combination of primary plus
pressure maintenance or secondary recovery, what factor is used
there?

A I believe they had 38%.

Q Thatt's the pool Engineering Committee that derived those

figures?
A Yes, sir,
Q Mr. Eaton, you said it would be your recommendation that

an administrative procedure be-established whereby the acreage
assigned thé Wood Unit could be increased incrementally to an
ultimate of 108 acres. What would be the basis for such expan-
sion? I mean just how would you recommend that the Commission set
up such a procedure?

A The reason that I suggested that it be done incrementall
is because in all likelihood the various tracts involved in that
acreage in the Southeast Quarter of Section 17 are going to
become eligible, shall we say, for inclusion in a unit at differ-
ent times, For example, the Humble tract, it might be in a posi-
tion to be included in the very near future,

Q What makes the tract eligible to be included under

your procedure, communitization?

A Yes. These tracts that have that tax lien problem




R REPORTING SERVICE, Inc.

v
v

DEARNLEY-MEIFE

PHONE CH 3-6691

ALBUQUERQUE, NEW MEXICO

PAGE 43

effecting the title probably would not be eligible forenmtry—

into a unit because, for one reason, you really couldn't know who

the working interest is. You don't really know who the royalty
interest is, so until that problem is settled, I would say that
they would not probably be eligible for inclusion., But, the
order, to go back to it, Mr, Nutter, I would think, permit an

ultimate enlargement of the Frank L. Wood Unit to a size of 108

acres, approximately 108 acres, which would consist of that por-

f tion of the Southeast Quarter of Section 17 lying north of the

Nava jo Indian Reservation.

It really need not, well, it need not specify anything re-
garding sharing of development costs. It would just be a normal
. proration unit except that in this particular case there would be
an initial unit with provisions for subsequent enlargement to
include the rest of the entire acreage.

Q Would one of the basic requirements for inclusion of

any acreage there in the Wood Unit be the requirement that all
owners would have had to have signed the communitization documents?
A I would think that at least the owners of the tracg
that will be added to should have signed. Now, as subsequent
tracts would be added, then additional signatures would have to

be obtained on the unit agreement.,

Q You weren't advocating any kind of forced enlargement

—-at—a1l?
e P
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A No, sir. Our recommendation was based strictly omthe—

premise that the overators involved all recognized they have a
common problem and it would be voluntary, completely voluntary.

Q Have the owners of the Humble acreage, El Paso's
interest in their 39-acre tract and the owners of the unleased
20 acres, been given notice that they may be included by some
administrative procedure in the Wood Unit at this hearing?

A The owners that you speak of that we have talked to are
Humble and E1 Paso., We have not contacted Humble or El Paso's
lessors. We are aware of an inland mén who is attempting to
clear up the titles on those unleased interests, and, actually,
haven't talkéd to him in the very recent past. I dont't know just
what the status of the matter is, but he would probably be the
only one who knows who the owners of the unleased tracts are
since it has the tax lien against it.

Q But none of the owners in the Southeast Quarter of
Section 17 north of the river’outside of the proposed Wood Unit
have been given legal notice, by the advertisement of this case,
that their acreage could be included by administrative procedure

in the Wood Unit, have they?

A No, sir, with the exception of Humble and El Paso, who

are working interest owners.

Q Weil, did the advertisement of this case specify that

they might _be included by an administrative procedure?
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A NO, sir,

MR. NUTTER: Does anyone else have any questions of
Mr. Eaton? Mr, Spann.
MR. SPANN: If I could ask one more question.,

BY MR. SPANN:

Q Mr., Eaton, this may be something that Mr, Buell can
answer rather than you. This!s just for my own education. Is
there any reason why that Indian acreage can't be formed into a
unit with non-~Indian aqneage and an ordinary drilling unit or
80-acre unit established?

| MR. BUELL:  1 can answer the first part of that. I know
of no legal impediment to such a joinder, but Mr, Eaton has an
engineering objection., Would you like to hear it?
MR, SPANN: Yes,

A In the case of this acreage in the Cha Cha-Gallup Pool,
the engineering objection to it is not actually a hundred percent
engineering, but it involveé the formatioﬁ of this secondary
recovery or pressure maintenance unit operation. The unit people
of Humble and E1 Paso and Pan Americaq,are in accord'that.the
simplest way to form a unit and operate this property under
pressure maintenance type program most expeditiously would be to
hold this Indian acreage intact and operate under a joint operat-

ing agreement. You wouldn't have to have a fullfledged unit agree

ment.
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Now, then, how that affects this acreage here is something

I'm positive that Humble would object to, and I wouldntt blame
them, If we take this Federal acreage lying north of the river
and mix it in with the Navajo tract to form these standard units,
then it would not be possible to conduct this secondary recovery
or pressure maintenance operation under a joint operating unit.
It would have to be a fullfledged unit agreement., I am confident
that Humble and El1 Paso, I know Pan American doesn't want that
at all.

Q (By Mr. Spann) I was just wénting to determine why you
stopped at the edge of the Navajo Reservation and started forming
non-standard units across the river.

A That's the reason, in cooperation with the other work-
ing interest owners of the Navajo tracts to try to keep this
acreage from getting mixed in with state, Federal or patented
lands.

MR. SPANN: Thatts all I had.
MR, NUTTER: Any further questions? Mr. Eaton may be
excused, |
(Witness excused.)
MR. NUTTER: Do you have anything further, Mr. Buell?
MR. BUELL: No, sir, not at this time.

MR. NUTTER: Does anyone have anything further they wish

to offer in Case 22972

orie?
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MR. SPANN: Yes, we have some witnesses,

MR. NUTTER: We will take a fifteen-minute recess and we
will swear all the witnesses at the same time,

(Whereupon, a recess was taken,)

MR. NUTTER: The hearing will come to order, please.

You have a witness or two?

|
MR. SPANN: Yes, I have three witnesses, Roland L. Hamblib,
!

James P, Leese and Lee Ayers, to be sworn.

(Witnesses sworn.)

(Whereupon, El Paso's Exhi-
bit No., 1 was marked for
identification.)

ROLAND L, HAMBLIN

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

follows:

DIRECT EXAMINATION

BY MR, SPANN:

Q Would you state your position or employment with El
Paso Products?
A I'm manager of the Land Department of El Paso Natural

Gas Products Company.

Q How long have you been so employed?
A Aoproximately four years.
Q Have you previously testified before this Commission?

A Yes.
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Q Mr., Hambliﬁ, you‘are‘faﬁiliar with the application that
has been filed here by Pan American, I take it?

A Yes, I am.
’ Q Would you generally state to the Commission the basis
for El1 Paso's objection to this application as it has been filed?

A Yes., Although I was not directly involved, it was

some of my land men under my supervision with negotiations with

Pan American regarding the formation of this unit.

Q You are talking now about the Frank L. Wood -~

A The Frank L. Wood Unit., We ﬁere'under the impression
é that our acreage would be included in whatever unit was formed
and Humble was also involved in that negotiation, and I am in-
formed they were under the same impression and we were not aware
that Pan American proposed to go ahead with their unorthodox
spacing unit until we got a copy of the notice. At that time we

met again with Pan American and asked that our acreage be included

| in this drilling unit.

Approximately Tuesday morning we were informed that Pan
American wanted to go ahead with their application and their
present unit and that our acreage would be added later admini-
stratively.

Now, we feel that there would be several problems in con-

nection with this that would put us at a distinct dlsadvantage

/

__mixh_Ban_Amerlgan+_and also that the other parties that would
' 7R
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come in administratively would also be under the same diszdvantagel

One of the reasons would be when we would start participating in
production would it be the date of first produétion or would it
be the date that we entered. Another would be development costs,
how they would be shared and borne. The communitization undoubt-
edly, if that is what Pan American proposes as the instrument in
which these additional tracts would be added, would undoubtedly
be prepared by Pan American; as the operator of the well they
would have the producing well and be the operator and it would be
in effect a question of whether we could get in and participate in
it or not.

We feel that the only proper solution would be to force-pool
all of the acreage in the Southeast Quarter of Section 17 North
of the San Juan River into one proration unit. I think that
would take care of everybody and would protect correlative rights
and everyone would be pleased., That is the solution, the
eventual result which will go either way.

It avpears that the eventual result will be the entire South-
east Quarter north of the river will be included in one proration
unit., That's what we recommend be done by forced-pooling.

Q Have you filed such an application?

L.

Yes, we have,

That was done when?

> O

That was filed this morning.
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—American proposes to dedicate, and, additionally, the unleased

Q Have you prepared a map showing the area that you pro- |

pose to force-pool under your application?
A Yes, sir, we have prepared such a map. It's a rather
poor one, but we have it here at the present time,

Q Directing your attention to El Paso's Exhibit No. 1,

what does that show? ' ;

A El Paso's Exhibit 1 shows an area outlined in green which
is the Southeast Quarter of Section 17 north of the San Juan

River. It shows the owner of Pan American, E1 Paso and Humble,

v

It shows the unleased 20-acre tract and it shows the present courst

of the San Juan River,

Q Of course, that is the area that you propose to force-
pool under your application?

A Yes, sir, That is the area that we have asked to be
included in a non-standard proration unit to be accomplished by
force-pooling.

Q As a matter of fact, Exhibit 1, or copies of Exhibit 1,
were attached to your application as an exhibit to that applica-
tion, is that correct?

A That is correct.

Q Does this include the acreage that Pan American proposes
to dedicate to their well under their present application?

A Yes, sir, it includes all the acreage which Pan
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20-acre tract, EI PasoVs tract and Humblevs tract.

Q Directing your attention to the unorthodox location

i which they have proposed, would you feel that would be a proper

location in the event this unit that you provose is formed?
MR, BUELL: Pardon me, Mr. Spann, is this witness an
engineer or geologist? I thought you qualified him as a land man.
MR. SPANN: Well, if the answer I think he's entitled

to give ==

MR. BUELL: Can I ask now what is he other than the

general classification «-
MR, SPANN: For the record he is a land man, thatts
correct.
A I'm not qualified in Mr. Buell's opinion, to say

definitely what we recommend or where a definite location should

. be, I have had experience in the formation of the units that a

location should be one that is mutually acceptable to all the
operators. The one that Pan American may not be mutually accept-
able to us or to Humble or to youor anyone but Pan American.

Q Are there any other reasons other than what you have
just discussed?

A Well, we have been in agreement with Pan American re-~
garding the formation of thé unorthodox spacing units south of

the river for the reason, as they stated, the expediting of a
secondary recovery or pressure maintenance unit of the lease
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| south of the river, We have been concerned about thé fact that
some of them we feel have insufficient acreage_dedicated to them.
That's the only question we have had, but once we cross the San
Juan River we leave the San Juan, the Navajo Indian Reservation,
and we get into fee land and developed acreage, most of it which

is fee., It*'s cut up into small forms and tracts, a little town

of Kirtland sits right here, Fruitland is right up the river.

We are going to have many people involved, some tracts are going
to be leased, some unleased, some of the tracts are going to have |
title problems on them, éome are not.. There are going to be many
people involved, and the question of correlative rights seems to
be very important.

I think the only way we are going tq prevent drainage of some
of the small, unleased tracts and prevent all the problems that

might arise therefrom would be to set up an appropriate spacing

i or proration units and go ahead and form them by forced pooling.

| o CROSS_EXAMINATION

That should protect everyone and protect the correlative rights
and prevent drainage and waste,

MR, SPANN: I believe thatts all.

MR. NUTTER: Any questions of Mr, Hamblin?

MR. MORRIS: Yes, sir, I have one.

MR. NUTTER: Mr. Morris.
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Q Mr; Hamblin, as a land man, is it your opinion -~ well,
It1l ask it this way, do you agree with Mr, Buell's interpreta-
tion of the effect of this survey in this area in that the
acreage in both of the units would remain. according to the 1882
survey until changed by an official survey?

A Well, I haventt had the benefit of our Legal Department'
opinion, but I think a serious question has been raised as to
whether the acreage north of the present river is included in
the Navajo Reservation or belongs to the fee owners to the north
of the river who, I'm sure, are presenﬁly occupying and using
such land. I think a serious question has been raised which,
of course, can not be settled here,

Q Right. Thatt!s why I was trying to get as many differ-
ent ideas on this as possible, Do I understand that El Paso
Produéts objects to the location of the well on the Wood Lease?

A I dont't know that we do object to it. We have not had
sufficient time to study it and it will have to be studied by our
reservoir pebple and the recommendation made as to where the
location should be, This may or may not be, it may be satis-
factory. It may be objectionable, I do not know,

MR. MORRIS: Thank you.
MR, NUTTER: Mr. Buell.

BY MR, BUELL:
Q Mr, Hamblin, how much acreage would El Paso own
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within this 108-acre unit that both Pan Americam and Tow you tave

been talking about?

A At the present time we have an undivided one-half in-
terest in 29.4L4 acres. We are presently negotiating with the

unleased tract and may or may not acquire the interest in it,.

Q Right now you have only an undivided one-half interest

in and to a little over 29 acres?

A Thatts correct,

Q Actually, Mr. Hamblin, it seems to me the ultimate
objective of Pan American and El Paso,'as we have seen it ex-
pressed here today, the ultimate objective is just about the same?

A That is true.

Q The only real difference is method?

A That is correct.

Q We were recommending the voluntary cooperative method
among operators and you feel probably that maybe forced pooling
is better here?

A Well, we were negotiating to form such a cooperative
unit and then the next thing we knew Pan American filed the
application to leave us out. The ultimate objective, as you

state, is the same, I believe.

Q You feel that you are at such a disadvantage under the

|
i procedure that we've recommended here today that you would urge

—__the Commission to deny that part of our application that dealt

i
|

|
1
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with the Frank Wood Unit?

A We feel that all the tracts that would come in ad-
ministratively would be at a disadvantage to Pan American.

Q All of the problems that you mentioned, I believe you
stated develovpment costs when you would share in production, are
not those problems that are common to any voluntary cooperative
negotiation that you land people overcome those every day?

A Yes, buf when a unit has been formed and a well drilled
and a verson is operating it and somebody else has to come into
it het's under a distinct disadvantage fo the operator. That's a
different situation than when you say we are all cooperating
together to form another unit. This is not the case here,

Q I can't help but feel that perhaps your real basic ob-
jection, you feel there may be lack of good faith on the part of
Pan American in negotiating with you and Humble.

A No, I don't think there would be any lack of good faith.
I just say we would be at a disadvantage in negotiating with Pan
American., I didnt*t mean or intend to infer that there was any
lack qf good faith, if any.

Q Do you feel, Mr, Hamblin, that all of the working
interest owners in this 108 acres, I believe it's yourself, Humble

and Pan American, do you feel that they have all firmly refused to

voluntarily negotiate?

A Well, I don't think that they have. If anyone has, why
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Pan American would be the closest to 1t.

Q Well, I tell you right now in Court, not in Court, but
in this hearing, for the record, that we are¢ certainly willing to
negotiate, and I think our evidence that we presenped here today
shows that.

A We are too.

Q In view of your answer, then, I wonder if you are aware
that the Commissibn attaches a condition precedent to a forced
pooling hearing and that condition is that operators must firmly
refuse to voluntarily pool their acreage and form a unit.

A I was not aware of that. There is an unleased tract in
there which I think until we know who the ownership is I cantt
say whether they have agreed to join or refused to join. We don't
even know who the owner is, we can not say whether he has br has
not agreed or anything about him,

Q But you can say with respect to Humble and Pan American
that neither of those companies have firmly refused to voluntarily
negotiate?

A No, I couldntt say that they have.

Q If I am right and the Commission does attach such a
condition to the hearing of a forced pooling case, it would ap~
pear that your application we have been discussing is premature,

is it not?

A That's a legal conclusion which I would not be prepared
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— _would file such an application if they were in good faith in this

to statee.

Q I thought you were a lawyer, I'm sorry. Thatts all I
have,
MR, PORTER: Do you think it would be in order to have
a fifteen-minute recess while you get together on this thing?
MR. BUELL: Oh, that we could.
MR. NUTTER: Mr. Spann.

REDIRECT EXAMINATION

BY MR. SPANN:

Q Did the fact that while you were negotiating with Pan
American, and without any notice to you Pan American files this
application for a non-standard unit involving an area which you
were proposing to pool by agreement, did that indicate to you
that they might be refusing to further negotiate?

A It was very upsétting to everybody concerned, and it
appeared to us to indicate at that time that they definitely did
not want us included., It's only been within the last couple of
days they have agreed to let us come in. In fact, we met with
them right after the notice came out and asked that we be includ-
ed, Pan American said "Well, wetll let you know"™, and it took
about a week for them to give us an answer, and, as I say, we didn

get it until Tuesday.

Q Do you have any information or ideas as to why they
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| attempting to form a unit by agreement?

A I can see no good reason why they went ahead without

notice to the people who were negotiating with them to form the

unit., It appears that it should have been done by voluntary agree:

ment.

MR, SPANN: That's all.

MR. BUELL: May I interrupt to state this for the record%
it?s quite appareht that there has been a breakdown in communica- :
tions between Pan American and El Paso. They certainly should %
have been advised of our plans with regard to this hearing, and
I'm sincerely sorry that they weren't and apologize to their
representatives here today. I would also like to state for the
record that our filing of this application, which we did, we
filed it for the reasons which we put in the record, that we

have this lease that we feel we must have in all good conscience

protect, should not be construed that we are refusing to negotiate

L

That that is not the case, actually, I heard only this morning
that Humble is now agreeable to coming into our unit, so cer-
tainly negotiations have not broken down,communication,yeé, and
I'm humbly sorry.

MR. NUTTER: Thank you. Did you have any further
questions, Mr. Spann? |

MR. SPANN: No.

MR. NUTTER: I notice a discrepancy in the acreageyshown
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|

— A I am a registered surveyor.

on your Exhibit No. 1 as compared with Pan Americants Exhibit
No. 4.

A I think another witness, Mr. Leese, would be better
prevared to testify to that than I would.

MR. NUTTER: Mr. Leese is the surveyor who prepared
this plat? |

MR. SPANN: Yes,

MR. NUTfER: I*1]l defer questions regarding the acreage
to him, then. Anyone have any further questions of Mr. Hamblin?
He may be excused. |

. (Witness excused.)

MR. SPANN: I will call Mr. Leese now.

JAMES P, LEESE

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

follows:

DIRECT EXAMINATION

BY MR, SPANN:

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

A James P, Leese,

Q What business are you in?

A Co~owner of the San Juan Engineering Company in Farming-

ton, a surveyor,

Q You are a registered surveyor?
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Q How long have you been in that business?

A Almost ten years.

Q Now, handing you El Paso's‘Exhibit 1, Itll ask you if
you prepared that survey or plat.

A I did, yes, sir,

Q How did you prepare it, from their mavs or from actual

surveys on the ground? |

1
!
)

A We prepared it from actual surveys on the ground.

Q I see that this proposed unit that Mr. Hamblin described
!

and which is outlined in green on this.exhibit includes certain
tracts and an aggregate acreage. Is that the actual acreage in
the area north éf the San Juan River lying in the Southeast
Quarter of Section 177

A Thatts the actual acreage north of the present thread
of the San Juan River. The center line of the Sén Juan River,

Q That might be different than the acreage that would be
involved if a location of the river, as taken from an 1882 map wen
used, is that right?

A That is right.

Q Did you also survey the area involved south of the
river in what would be the Northwest of the Southwest Quarter?

A As outlined in red on that map, we didn*t actually

survey that. What we did out there was to locate the banks of

—the-river,-both the high banks, the low banks, and the water

Y -~
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-_aLe_supxeg‘__ﬂe_s_aﬁggglgg;the title at the mid point where he

lines and from that we arrived at a pretty definite location of
the’center line thread of the river,_which was then plotted on
the map and calculations were made from those plots.

Q And, using the center line of the river as you actually
found it out there, how much acreage is involved in the area
south of the river in that quarter, quarter section?

A Approximately G acres.

MR. BUELL: May it please the Examiner, I haven't
interrupted prior to now, but it appears that the only question
this witness is going into are those of title. I think the
Commission has enough problems in their day-to-day regulation of
the o0il and gas industry without taking on and assuming a new
jurisdiction. If all of the questions directed to this witness
are going to relate to title,and so far they have, I would like
to object because I dontt feel that it's pertinent or proper for
the Examiner to consider.

MR. NUTTER: Mr. Buell, we are interested in the acreage
and this man has surveyed the property and whether the title is
affected or not, we would like to know how many acres are in some
of the tracts.,

MR, BUELL: The only way to do that is to assume that a
Court, if it ever comes before a Court, says that the title starts

where Mr. Leese has started it. Only then do you have an accur-




R REPORTING SERVICE, Inc.

Al
4

DEARNLEY-MEIF

PHONE CH 3-6691

ALBUQUERQUE, NEW MEXICO

PAGE 62

~of the Indian Reservation at this hearing.

found the river., We contend that'¥s not the right place to Start,. |

You are trying title.

MR. NUTTER: We don't intend to change the boundaries

MR. BUELL: Thatts all his testimony relates to.
MR. NUTTER: We are interested in knoWing how many acres

he found in this acreage north of where he found the river,

MR. BUELL: I would like for the record to show that
Pan American feels that what he found is meaningless since he
started from the wrong stake,

MR, NUTTER: The record will show that you feel that way

MR. SPANN: For the record, I wanted to have Mr. Leese
explain this exhibit and what it shows and how it was proposed.

MR. BUELL: Could I just have a running objection so I
won't have to interrupt?

MR. NUTTER: Yes, sir. Your objection to them as
relating to the exhibit?

MR. BUELL: Any of his testimony that involves a ques-
tion of title, |

MR. NUTTER: Yes, sir.

Q (By Mr. Spann) Mr. Leese, were you personally on the

ground and observed the terrain and the topography--

A Yes.

e Q e-in the area? In your opinion could a well be located

!
|
|
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north of the river as 1t presently rflows, which would be more —

nearly in the center of the Northwest Quarter of the Southwest

Quarter--
A Yes, sir.
Q -- than that proposed by Pan American?
A Yes, sir.

MR, SPANN: I believe that's all I have,

MR. NUTTER: Be more nearly in the center of what?

MR. SPANN: Of the quarter, quarter section, located
north of the river, would be more nearly in the center of the
quarter, quarter section than the well which Pan American proposesj

Thatts all.

MR. NUTTER: Any qQuestions of Mr, Leese?

CROSS EXAMINATION

BY MR, NUTTER:

Q Mr. Leese, I want to ask you a couple of questions. 1In
the tract that is shown on Pan American's exhibit as being one-half

El Paso Products and one-half unleased, Pan American showed 27.92

acres?
A Yes,
Q You show 29.44 acres. How do you explain the difference

in the acreage shown in that tract? That's not affected by the

boundary of the river, is it?

A No, sir, I don't believe it is. Probably the reason
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| the difference in that. That's the way I arrived at that. I

is given here in that the 10,56 acres carried to the west of that,

which I actually surveyed, is carried down to the quarter, quarter

section, and the total quarter, quarter is 40 acres and we took

didntt survey all of these leases. I was hired to'survey only
Humble?'s lease and the river throughout the section. Some of the
other figures I have calculated may be a little rough, but they
are approximate, |

Q You took the 10.56 acres down to what line?

A Down to the quarter, quarterlline 1320 feet south of the
mid point of the section.

Q The line that would run right straight across the "4"
in the word flood?

A Yes, sir.

Q Then you subtracted 10.56 from 40?

b -

Yes.
Q And came up with 29.447?

A Yes, sir.

Q And you calculate that there is 117.53 acres within the

green line?

A Yes.
Q In the Southeast Quarter north of the river?
A That is correct.

Q You say in determining where you were running your lines
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you took the high lines and the low lines on the north and south

bank and took a mean between them?

A For the thread of the river we took a mean of the edge

' of the river as it is today, or the day we made the survey.

Q Was the river running high or low?
A It was running pretty high at that time and wetre having

spring runoff now,

Q So, actually, the line of the river could change from

" month to month depending on the flow in the river?

|

A Yes, sir.
MR. NUTTER: I believe thatt's all. Any further ques-~
tions? Mr, Buell,
MR. BUELL: Mr. Examiner, in view of our position that
his testimony was wholly improper, we have no questions.

MR, NUTTER: Does anyone have any questions? Mr, Leese.

may be excused.
(Witness excused.)
MR, SPANN: Mr. Lee Ayers,

(Whereupon, El Paso's Exhi-
bit No. 2 was marked for
identification.)

LEE AYERS

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

follows:

DIRECT EXAMINATION
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—ask you what that shows.

BY MR, SPANN:

Q Would you state your name for the record, please?
A Lee Ayers,

Q By whom are you employed and in what capacity?

A I am employed by El Paso Natural Gas Products as

engineer in charge of the Reservoir Engineering Section in El Paso.

Q How long have you been so employed? :
: |

A Four years. f

Q Have you previously testified before this Commission or

had your qualifications accepted?

A No, sir.

Q Would you give generally your educational background as
an engineer, and experience in the field?

A I was graduated from Texas A, and M. in 1949 with a B.S.
degree in mechanical and petroleum engineering. I worked four
years for the United States Bureau of Mines in Wichita Falls,
worked two and a half years for Gulf in Odessa, worked one and a
half years for Forrest 0il Corporation in Midland, and four years
for E1 Paso Products.

MR. SPANN: Any questions about the witness's qualifi-
cations?
MR. NUTTER: No, sir, please proceed,

Q (By Mr. Spann) Handing you El Paso's Exhibit 2, I will
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A This would bé EXhibit 2=A, fs that correct?
Q Yes, it will be Exhibit 2 and the pages identified A,
B, C and D, if that's all right.
A Exhibit 2-A is an exhibit entitled "Basic Reservoir
Data for the Cha Cha-Gallup Pool, San Juaﬁ County, New Mexico".
It shows the volumetric formula for calculating the original oil
in place, with the average porosity as 14.7%, the water saturation

as 35.9% and the oil volume factor, 1.392.

Then, using those data in the equation it shows the calcula-

tion for the original oil in place for one acre foot of Gallup
sand in the Cha Cha Field to be 532.53 barrels per acre foot.
Then, the estimated ultimate primary recovery is 13.7% of the ori-
ginal oil in pléce, which would amount to 72.9 barrels per acre
foot.

The ultimate primary plus secondary recovery is estimated at
38,3% of the original oil in place, or 203.8 barrels pef acre footf.

" Where did you get the percentage factor you used in calculat-
ing the ultimate or primary recovery and secondary recovery?

A All of the data shown on this exhibit and the recbvery
factors were obtained from an engineering subcommittee report that
Mr. Eaton referred to previously. The participating companies on
the engineering report were Pan American, Humble and El Paso

Products. Pan American was chairman of the study.

Q Now, referring to Exhibit 2-B, would you describe it,

T
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and what it shows? As a matter of fact, if you will just go

ahead, Mr. Ayers, and explain the entire exhibit, we can shorten

N
1

this verhavps.

A Exhibit 2-B is entitled the "Economics of Primary
Reserve for an Average 80-Acre Well, Proposed Northwest Cha Cha-
Gallup Unit, San Juan County, New Mexico."™ Taking the basic data
that was presented on the previous exhibit and applying that to
an 80-acre spaced well and an average well in the proposed unit
area, this is for the Navajo lease thatt's been referred to south
of the river as an average thickness of 6.25 feet. That would
give a reserve, then, a gross primary reservoir of 38,025 barrels.

Knocking out one~eighth royalty would leave a 33,272 barrel
reserve to the Qorking interest owner. The o0il sells for $2.75 in
this field, and theret's a nickle gathering charge and 20 cents
per barrel production and ad valorem tax, so the net revenue
would be $2,%, so the valueat $2,50 for the working interest would
be $83,180.00. The operating cost for an average well would be
$8,460.00.

The average development cost for a well is $60,000, and the
expected pumping equipment cost in the future is $8,500.00.
Subtracting these three cost items from the revenue to be genefate
would leave a net profit to the working interest owner of $6,220,0

from the oil production. In addition the casinghead gas will

soon be sold in the field and it will have a value of estimated
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of additional $b6,06L.00, So the total prolit on an average 80-acre]
well in the orimary should ultimately be $12,284.00.

The purpose in showing this exhibit is to show at the end of
primary for an average 80-acre well you do achieve payout, but
you obtain a very small profit considering the size of the invest-
ment,

Exhibit 2-C, again, is utilizing the basic data that we have
presented in the previous exhibits and applying it specifically
to the Pan American Wood No. 1 Well with the allocation of 46.7.4 g
acres as was in their application.

Taking the isopachous map that was included in the engineer-
ing report and eStrapolating those pay thickness lines, and in
determining the acre feet of pay that would exist under this
tract, we obtain 234 productive acre feet.

Q Would that be the isopach map that was intfoduced in
evidence by the applicant here?

A No, sir, it was a different isopach map.

Q Go ahead.

A On Exhibit 2-C we show primary and primary vlus second=-
ary reserves and economics for the Wood No, 1 Well on the small

allocation acreage. Again, the gross reserves are shown for

primary, 17,059 barrels. The primary plus secondary, 47,689

barrels. Knoking out the one-eighth royalty net to the working

Thterest owner Tor the primary would—be14;927 barrels;—ineduding

-
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secondary it would increase to 41,728 barrels. Applying the — ]

value of the oil at $2.50 per barrel, the well would generate on
the primary, $37,318; revenue including secondary, $104,320. The
lease overating costs under primary are estimated at $8,460; in-
cluding secondary the operating costs wouid increase, they would
be $27,180., The development cost would be the same in either
case, $60,000,

The future expenaiture for pumping equipment would be
$8500 on the primary, $11,237 on the secondary. Of course, under
primary you would not spend any money for secondary equipment,
but under secondary you would spend $7,900. Subtracting the
three cost items from the amount of revenue that would be gener-
ated by this weil at the end of primary, the working interest
owner would still suffer a loss of $39,642 on the oil. He would
get a value of the casinghead gas, $2,720. So, he would ultimatel
suffer a loss of $36,922 at the end of primary. At the end of
primary plus secondary he would have a profit of $335.00. Of
course, that appears ridiculous to us to spend $60,000 to drill a
well and ultimately derive a profit of $335.00.

Exhibit 2-D, again, is applying the reserves and economics
to the Wood No. 1 Well, but wetve expanded the amount of acreage
that would be allocated to that well to be the full Southeast

Quarter of Section 17, lying north of the San Juan River.

y

Q That would be the acreage that you propose in your
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avplication?

A That's correct. At the time this exhibit was prepared
we thought there was about 104 acres to be included in that pro-
posed area. I understand now it!s slightly more than that, but
going again to the isopachous map from the Engineering Subcommitte?f
revort and extrapolating north from the river the net pay thick-
ness line, the productive acre feet that would appoly to this
quarter section north of the river was determined to be 552 acre
feet.

Applying the same reserve figures and knocking out royalty
and applying the value of the oil at $2.50, under primary, this
larger well would generate $88,028, and under primary plus
secondary, $2h6;090. Deducting your operating cost, your develop-
ment cost and your pumping equipment cost and secondary recovery
equipment cost, and adding the value of the casinghead gas sales,

you would end up at the end of primary on this well with the
profit of $17,485. With primary plus secondary you would have a
profit of $145,275. This is a little more in line to our way of
thinking as to the way the economics should appear on the drilling
of wells, Even this one with only $17,00C profit at the end of
primary is not what we would consider a real strong incentive

for develooment drilling.

Q Was Exhibit 2 prepared by you or under your supervision?

A Yes, sir. .
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MR, SPARNT 1 would Iike to oifer Exhibits 2=k, B;,—fCand

D in evidence,

MR. NUTTER: We also haven't received Exhibit No. 1 yet.
MR. SPANN: I will offer that in evidence too.
MR. NUTTER: El Pasots Exhibits 1, 2-A through D will

be admitted.

CROSS EXAMINATION

BY MR, BUELL:

Q Mr. Ayers, you recognize that there's one big fallacy
in in the figures that you have presented to the Commission?

A I believe not.

Q Should I take it, then, that you, as a reservoir enginee
feel that a well drains its proration unit and no further?

A That depends on what the development situation is.
It's like Mr. Eaton stated, the first well drilled in an area may
drain offsetting acreage, but if the offset obligations are soon
met, then the wells are going to drain the acreage allocated to

them or be controlled by the allowable estimate or their

capacity to produce.
Q Since you dontt agree with my use of the word fallacy,
let me put it another way and perhaps you can agree. You have

assumed in all the work that you presented that a well drains

its proration unit and no further?

Ty

A That is correct, because the progress of development is
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indicated that such an assumption is correct.

Q Do you think that's the case in the Cha Cha-Gallup
reservoir at this time?

A Certainly do.

You really do? A Yes.

Q
Q You feel that each well is draining its proration unit?
A Essentially so.

Q When you have a portion of the field developed on 80

and a large portion of the field on 160ts?

A You are referring to the 160 as that's in the Navajo
Indian tract and that acreage is just about unitized. Pan Ameri-
can reservoir engineers are not worried about it, and I will
guarantee that the E1 Paso engineers are not worried about any
migration,

Q Qur engineers are not worried about it, but they will
agree with you to that extent, but they dont't agree with you in
your position that each well in this field is exactly draining
only its assigned acreage.

A I didn't say exactly, I said essentially.

Q Do you agree with Mr. Eaton that in the area of the
field we are concerned with here, I'm sure you heard his state-
ment that in the immediate area on the Navajo Tribal Lease we have

sufficient productive acreage unassigned such that our density
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acres?

A I haven't checked that and I can't answer it, but I will
say that in my opinion you have filed application for more wells
than I feel is needed at this time,

Q I think your actions show that, but, now, do you want
to go back and answer my question?

A I told you earlier that I had not actually taken your
map and determined how much acreage that you have assigned., If
you are speaking only of the first row of wells along the river
I'm rather doubtful. If you are including all of your Navajo
leases throughout the entire area, that's going to be unitized, I
think the statement Mr. -- |

Q 411 tﬁe Navajo leases, a child could look at the map and
see that the density wasnt't down to one well per acre.

A‘ Thatt's correct,

Q But all your economics are based on the assumption that

a well will drain its assigned acreage and none other.

A The only way to look at economics is to carry it all
the way through. We are interested in what kind of revenue the
well is going to generate when it's ready for vplugging.

Q With that being your objective and your goal, Mr.
Ayers, I'frankly can't understand your opinion that it will drain

only its proration unit when, as an engineer, you know it will

drain -a greater area.
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A If the offset obligations are not drilled that is
entirely right.
MR. SPANN: This is purely an argumentative line.

MR. BUELL: I don't want to argue. Let me just withe

draw the question.

MR. NUTTER: Very good.

MR. BUELL: Just withdraw it.

MR. NUTTER: Do you have any further qQuestions? Does
anyone have any questions of Mr. Ayers?

BY MR, NUTTER:

Q Mr. Ayers, in determining the reserves for the 46.76 acr
on the Wood No. 2 Well, what amount of pay did you use?
A 234, it*s the top figure.
Q What was the thickness there?
A The average thickness would be five feet.
Q Five feet?
A Approximately.
MR. NUTTER: Any further questions of Mr. Ayers?
He may be eicused.
(Witness excused.)
MR, SPANN: Thatt's all we have.
MR, NUTTER: You have nothing further, Mr. Spann?

MR. SPANN: Nothing further.
MR. NUTTER: Does anyone have anything further they
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L_iha;_;hey_haxenlmnmgr a condition that the Commission, to my

wish to offer in Case 2297? Wetll take the case under advisement.
MR, BUELL: I have a closing statement, Mr. Examiner,
I thought you were asking for the testimony.

MR. NUTTER: Go ahead.

MR, BUELL: Would you like to go first? Since we were
the apolicants I think we have a right to close last,

MR. SPANN: 1I'm not sure he's correct on that. I will
state for the record that we would like to renew our request in
view of the evidence developed here, and especially because of
Mr. Buellt's present position, that apparently, and E1 Pasots also,
that apparently with some time this matter can be negotiated, I
would like to urge that nothing be done in this case until the
application of El Paso that was filed today is heard, and that,
again, I would like to request that after that happens that the
cases be consolidated, insofar as final determination is concerned
and that a final order be entered, whatever order is appropriate
which applies to both cases,

MR. BUELL: May it please the Examiner, I would like to
urge that the Coﬁmission act on both phases of our request, both
on the Frank Wood Unit and the Navajo Tribal G No, 8 Unit. I feel
that the record made not only by Pan American but by admissions
and testimony in evidence on the part of El Paso clearly show that

their application for forced pooling is completely premature.
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knowledge without fail, insists on in any forced pooling case,

I have never been involved in a forced pooling, nor have I
sat through one where if the applicant did not affirmatively show
that all efforts for voluntary forming of the unit had been ex-
hausted that question was asked by the Coﬁmission. To my
knowledge this Commission has never approved a force-pool unit
where the applicant had not exhausted all reasonable means of
voluntarily forming the unit. |

The forced pooling statute, it's a harsh remedy, and it should
only be used when nothing else can be used. For that reason, and |
in #iew of the state of the record here that there have not been
firm refusals from all the working interest ownérs, I urge the
Commission to aét on both phases of our request. I know we're
here now in June, wefre looking at a lease expiration date of
October. It looks like a long period of time, but I'm sure the

\
Examiner and the Commission is familiar with the fact that trouble
can develop and it does take time, and we do want to protect that
lease, and we sinderely feel that the avenue we're taking, the
approach we are using, the method we are using is the right ap-
proach, and we feel that the same result can be achieved volun~
tarily as can be achieved through the harsh remedy of forced

pooling if it was applicable, of course, which we contend it

isn?t, the objectives are the same, 108 or 104 acre unit.

We feel that ours is the best way. I would, therefore, urge

®
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that the Commission act on both phases of our request, and cer-

tainly I feel that the Commission should act, and I hope affirma-

‘tively, on our request for Navajo Tribal G No. 8, even though the

Commission, and in view of the record, I don't see how they could,
but even if they do decide not to act on that portion of our

request that dealt with the Frank Wood Unit.

MR, NUTTER: Any further statements? We will take this

case under advisemént and call Case 2298.
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