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OFFICE QF

@il anh Guas Gonservation Commission
STATE OF ARIZONA

ROOM 202

1824 WEST ADAMS

Yhoentx, Arizonu 85007

. PHONE: 271-.5161

A GENTDA

{ ; Meeting

o January 15, 1969
] ‘ : Room 204, Arizona State Office Bldg.
4 J

z 1624 W. Adams, Phoenix

10:00 a.m. Call to order

_W&{/ Approval of minutes of meeting of December 11,
1968.

_'ﬁ r&f/rExecutive Secretary report
3. Geologist report
+4. 01d business

e . .
5., New business

& Adjourn
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IF YOU ARE UNABLE TO ATTEND THIS MEETING, PLEASE NOTIFY THE OFFICE _ o PR
AS SOON AS POSSIBLE. B e




¢ ¢

MEMO: COMMISSIONERS : 1-21-69
FROM: JOHN BANNISTER

RE: NAVAJO LEASE SALES

The Navajos have announced two lease sales in one advertise-
ment. This is a break from the norm. The sale will be
conducted in two blocks - Block 1 will be offered February
20, 1969 and contains among other land 143 tracts of Arizona
acreage comprising 200,401.93 acres; the second sale will be
‘held February 27, 1969 and among other land contains 140
tracts of Arizona land containing 213,497.05 acres.

As usual, a minimum bonus of $2.50 per acre is required, plus
a deposit of 25% of the total bonus paid. The usual filing

fee of $10 per bid, royalty in the amount of 16-2/3%, and
rental of $1.25 per acre is required. Approximately 95% of

all the acreage being offered in these twe sales in in Arizona.

As you know, these parcels are normally comprised of acreage
various operators have requested to be offered for lease.

Inasmuch as acreage in Arizona is being offered, this office
will be represented at both sales.

For your convenience, I am enclosing a small map showing
lJocation of Arizona acreage being offered.




. - oL £ en e won gt et e A et s e - . .,...i!l.....s...,..5.1,...‘_-.»..&.._“.@:.._wmma_,,_&, oty
e — 1 (S
T XL KA 3 ) 3IN3IUD 5T
B x... N 2 E4 - _!l : .\\\ ' |mr_._0.-
u.Mx.X. e A X = Baﬂﬂ.m_mmﬁmﬁuﬁﬁﬂm98165ﬂ mlm.ﬁtza,d,.:\\ , u_ﬂ -1 [
> R 118 L N R 4 L P P O e R R E N ERENERRY ~
3| o naps & aLAiel sl ARISNEIE) [T 4 [ R[ | o
R e WM. 4 < "~ S R 9
¢ R
. —eaan s O R O A S o o Lo B ST ) PR et = ‘“4 “a M
w H prs ) X o
- e i o P o H
lllllllllllllllllllllll Li T "1 T L w = .
o ] ! < : Y 1< -1
@ m ] .. I 0 ) e FL
@ 4 1 < rﬁ ~ I 1.0 O
= b ¥ ] 3 .ﬁl\nllm llllllll LAl d ol o nd e bal o . VJ
= « ! - / “ M : &. o -
= < 1A ! (L] s 1 N E Q-
L .. pat i " : e
llllllllllllllllll o Do Al e Il o il S T [P Sy Rt WUy Uy o R O 1 ] L] ﬁ. u...u.~
¥ r ﬂd A ] n o
T
, o] F b u 1 " -N. MU FDU N
’ Ll ¥ + e .
s P A | L] m : iR ] .
- - L) 1 LI ' . .
= . ¢ ' . - 1
= 1;1—'. r\ n = .. “ . % D
= ..”I e ! 2 HEp g l.v < . D
o ] o et : 5 = h ol e W
: H_ o B e SUPI
5 oo R R il =
g e = Tt L . - _ I~ ) ~
: .
- ; ; < R . _ g m,., M
b | , M 1 ~o 3 e
o[- ~ D D EOr o I e T AN
= N =1 < + - m £ _— ) 2 . )
= _. i < ] _? = 7 z; 1 a _ ‘
HEEN 1- ! 2 " L= i
ol [« FEEHEEEEE p =
I L . _ (1] ST -
< 4_..|_I_I__ 11T ] MmTaTers
n 2__&mﬂ ...& _IH.;_HHW_Q__QWT_OSA. ml o Z) ]l T
[ o RN o
~ VI O O A - _
Q gy o ¢ ﬂw
L # g T
L= ik bt
= - Lll ..M g | T—
o ~
=
% [
< =
> =K
0|, (~
o) Y
> 3
= N
N
4




, oy . (( AND GAS CONSERVATION cO¥M 'SSION
- : 1624 West Adams - Suite 202
Phoenix, Arizona 85007

BRI asanm

i : ' Minutes of Meeting
December 11, 1968

Present: Absent:

Mr. George T. Siler, Vice Chairman Mr. Lucien B. Owens, Chairman
Mr. Ralph W. Bilby, Member

Mr. Kenneth G. Bentson, Member

Mr. John Bannister, Executive Secretary

Mr. J.A. Lambert, Administrative Assistant

Pbr. Willard Pye, University of Arizona

Mr. Bill King, Arizona Republic

Vice Chairman Siler called the meeting to order at 10:00 a.m.
Minutes of the previous meeting were read and approved.

The Executive Secretary's report and the Geologist's réport vere
acknowledged as accepted.

Discussion was held on legislation needed to correct some weaknesses F ' '
in the Statutes. It was moved, seconded and passed that the Commission =

seek legislation substantially in accordance with that sought last year ‘

with the exception that the Commission would not seek legislation aimed
at securing monies in the form of a tax to cover cost of the Commission.
Otherwise, the items set forth in House Bill 176 concerning exemption

of oil well contractors and House Bill 177, housekeeping bills, would
be sought intact.

There being no further‘business, the Commission adjourned at 11:30 a.m. : T

APPROVED January@ 1969 ! r

= Lucien B. Owens, Chairman

i haehe e A Tk




OFFICE OF

@t and Gus onservation Commisaion

STATE OF ARIZONA
RDOM 202
1624 WEST ADAMS

Phoenix, Arizons 45007
PHONE: 271.51861

January 8, 1969

Memo to: Commissioners
From: John Bannister

Re: Report of Activity

I spoke to Mr. Turley, House of Representatives, and he has

agreed to introduce our suggested legislation. We are seeking
legislation substantially in accordance with that which we sought
last year, with the exception of the tax for the purpose of running
the Commission. I have advised Francis Ryley locally and Kerr
McGee our intention to seek this legislation. Mr. Val Connell has

acknowledged by letter and salid he will make suggestions at some
later date.

Mr. Francis Ryley has suggested that where we asked that logs be
filed within ten days in our suggested legislation the period be
made thirty days. He also suggested that our proposed fee of $50
for a hearing is high and suggests that this be changed to $25.
I am enclosing a copy of Mr. Ryley's letter for you to look at.

Since our last meeting we have, of course, been in the holiday
season. Activity has been slow, which is normal for this time of

the year. We have, of course, beern involved in the flurry of acti- ..

vity caused by the Hopkins well in Sedonma. Mr. Hopkins has
plugpged the big "discovery" well and is currently drilling an
offset to this. We are scrutinizing this well closely. As of
this date there has been no show of 0il or gas.

Indications are that Pacific Coal and Gas Company (Ponca City,
Oklahoma) will shortly begin a large exploration program within
the State. They are currently holding some 42,000 acres of Navajo
land and will initially begin exploration there. They plan to
construct a refinery with a minimum capacity of 7,500 barrels a
day provided sufficient reserves can be found. To date they have
expended in excess of $800,000 in seismic work in the area. They
currently have a $4,000,000 budget scheduled to be spent in
Ardizona within the years 1969 - 1970. However, the entire program
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is just out of the planning stage. This information must be
maintained in the strictest confidence and I request that it not

be discussed in open meeting if other than the Commission is
present.

There are rumors of a pending Navajo lease sale some time in
February but I have received no confirmation.

On December 27th I met with Dean Forrester, Dr, Wes Peirce and

Pr., Richard HMoore at the Bureau of Mines in Tucson. This matter
was concerning contract for new geology of o0il, gas, coal and
uranium which will be let through the Governor's 0Office from the
Four Corners Regional Committee. Mr. Womer and I will set ob-
jectives to be accomplished to be submitted to the Bureau of Mines.
They, in turn, will submit a detailed proposal concerning ac-
complishing these objectives, together with proposed price. This
price, of course, will be in the neighborhood of monies available.
After this, a contract will be let.

I am pleased to report that Mr. Lucien Owens is no longer in the
hospital and is doing well in spite of a little new medication and,
I understand, a very pleasant diet.

I have received no indication from the Governor's O0ffice of any
pending new appointments, though I am sure the matter of our

Commissioners will be settled durimg the current legislative
session.

I have not as yet received a time to appear before the Budget

Committees and I will advise you as soon as appointments have been
made.

I am most gratified to announce that Mrs. Ann vonBlume has joined
our staff to replace Marge. You will find Ann to be a most
attractive and efficient lady and I feel she will make a most
valuable addition to our staff. Please do not hesitate to call
on her for anything you may need.

I might mention here that Marge's wedding came off as scheduled
on December 27th and "Mrs. Arthur N. Talbott'" is now busily en-—
gaged in her nmew role as housewife. Marge is cooperating with
this office in helping Ann become familiar with our procedure.
She is, of course, doing this with no remuneration.

I would like to again remind you to please notify Ann as soon as
possible of your new license plate numbers in order that your
travel vouchexs may be kept up to date.
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New Permits:
Doherty #1-15 Navajo, SE SE 15-7N~7W, Apache County S |

Consolidated 0il & Gas #1 Navajo, SW SW 2-41N-28E, Apache
County

| : Hopkins #34~1Y Federal, SW NW 34-18N-3E, Yavapai County
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OFFICE OF

O andt Bus ouservation Commisston

STATE OF ARIZONMA
ROOM 202
1824 WEST ADAMS

Yhoenix, Arizong 85007

PHOME: 271.5161%

January 8, 1969

GEOLOGIST'S REPORT

James Scurlock
Commissioners

YAVAPAT COUNTY

Hopkins #34-1X Federal

Ti8N, RSE, G &% SRM

Sec. 34: B8W/4 NW/4

Permit #479
Total depth - 1138', Dry and abandoned. Devonian Dolomite
was subjected to acid treatment. Swabbed water,which was
believed by the operator to be acid water. " Operator
believes that cement had penetrated the potential pay Zone
£o such an extent that formation cil was blocked off from
the borehole. Thus he decided that another well was
warranted at this location,
Formation tops;

Supai - Surface
Mississippian (Red Wall Limestone) - 479"
Devonian Martin Formation (Dolomite) - 630"
Cambrian Tapeats Sandstone - 1128°
Granite Wash - 1135
Pre-Cambrian Granite - 1137
Total depth - 1138!*

Hopkins. #34-1Y Federal

T18N, R3SE, G & 3RM

Sec. 34: SW/4 NW/4 "TIGHT HOLE"M

Permit #482
Located 60" south of the #34-1X Federal. Well was drilled
by rotary (Circle A Drilling Company, Farmington) to 1032°'.
Set 7 inch casing at 1032 with 45 sacks. Operator then
brought in Childress Drilling Company cable tool rig and
drilled through the Devonian Dolomite to a depth of 1098°',
Operator has reported "rainbow show of o0il". This is
interpreted by us to mean essentially no show.
Well currently swabbing approximately 150 barrels fresh
water per day. Hole fills up to within 660' of the surface
during the night. Cannot swab below 970'. Operator plans

ey

CATREIN]




Page 2

Geologist's Report

1-8-69

to continue to swab for a number of days in an attempt to
dissipate what he believes might represent water which was
injected into the formation during the drilling of the
#34-1X well. Mr. Hopkins has indicated that his estimates
show that at this rate of swabbing it would take 16 days
to completely clean the formation of the contaminating
waters before natural formation fluids could reach the
borehole, If this swabbing proves unsuccessful, operator
plans to drill ahead.

Rumored:

Mr. Gordon Fleetwood, a Phoenix lease broker, is said to be
organizing a group of backers in order to drill another
test well in the old Harless area,

COCONINO COUNTY

i Potter #1 State 8219
3 T20N, R5E, G & SRM

Sec.

Permit #351

24; SwW/4 Sw/4

Perry Brothers {(Flagstaff) have pulled all of the pipe from
this well that they can. They report that in blasting with
dynamite they have caused the hole to be bridged at approxi-
mately 950", This is a 15 inch hole which will require
about one sack of cement per linear foot to £ill., Operator
has been informed that he is to plug the well by filling
the hole with cement., Thus it seems that we are finally to
be rid of this troublesome hole,

Pease #1 Pederal
T15H, R10E, G & SRM "TIGHT HOLE"

3ec.

21: 3SwW/4 sSw/4

. Permit #475

e
o

Total depth - 3601', Dry and abandeoned. No cores, no
tests, and no shows of 0il or helium. Well was drilled with
air and mist (mixture of detergent and water).

Formation tops:

Coconino - 212
Naco - 2595
Mclas - 2860°
Mississippian - 2890"
Devonian - 3000°
Cambrian - 355607
Pre~-Cambrian - 3505"

Total Depth - 3601"

e,

e e
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Page 3
Geologist's Report
1-8-69

Eastern Petrol #1 Fed Moqui Bardo
T14¥, R11E, G & SRM
Sec. 10: NW/4 3W/4 "TIGHT HOLE"
Permit #464
Drilling at 3397'.
Formation tops:
Mississippian - 3295"
Devonian - 3365!
No shows reported. Operator is now changing over from
rotary to cable tools becuase of problems with lost
circulation. Will run 5% inch casing to total depth.
Rig shut down for the holidays and crew should be re-
turning to the location any day now,.

APACHE COUNTY

Union #1-166 Navajo
T6N, R6W, G & SRM

Sec. 20: NW/4 NW/4 "TIGHT HOLE"
Permit #4777

Total depth - 2800'. Plugged and abandoned. Took three

D3T's, no show,
Formation tops:

Chinle -  Surface
Shinarump - 420"
De Chelly - 543
Supai - 1320
Hermosa - 189211
Molas -~ 2246"
Redwall - 0395
ouray ~ 2418
Elbert - 2428
McCracken - 2636
Aneth - 2680
'qf Metamorphics - 2754
‘ Total depth - 2800°

i Consolidated 0il & Gas #1 Navajo
i T41N, R28E, G & SRM
k Sec. 2: SW/4 SW/4
k Permit #481
i Set 9 5/8 inch casing at 320' with 200 sacks. Drilling
3 ahead.
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Geologist's Report
1-8-69
Doherty #1-15 Navajo
T7N, R7W, G & SRM
Sec, 15: SE/4 3E/4
Permit #480
Dry and abandoned at a total depth of 3001°',
Formation tops:
De Chelly - 230
Supai - 1112° 5
Hermosa - 1633" i
Mississippian - 2444° i
Elbert (Devonian) - 2607 i
McCracken - 2791
i Aneth - 2900°
Pre-Cambrian - 2983"
' : Total Depth - 3001°
1 - No shows reported, Well will be taken over as a water
: well by the Indians,
Little #1 ¥Navajo Tohotso
T35N, R29E, G & SRM
Sec., 25: SW/4 sSW/4 “TIGHT HOLE" .
Permit #478 o
Dry and abandoned. i
Formation tops:
Chinle - Surface
De Chelly - 970"
Supai - 1800°
Hermosa - 2780°
Molas - 33061
| Mississippian - 3388" , o
Elbert - 3600°
McCracken - 3730" B
Pre-Cambrian - 3838!
Total Depth - 3867"
_; Scuttlebutt: 1-7-69
Mr. A. J. Bauer of Texas and Pacific 0il and Gas, Incor-
porated, (Ponca City, Okliahoma) was in our office this
date. They have purchased two drilling blocks in Apache
County from Mobil 0il for a total purchase price of
$1,800,000[ each drilling block consisting of 42 sections) o - A
and plan to drill two tests. The first well will be located R e R
NW/4 SE/4 Section 13, Township 38 north, Range 23 east. S e e
Projected depth 6500°, S ARG
The second well is planned for NE/4 NW/4 Section 6, Township ' o B IR L
35 north, Range 27 east. Projected depth 3500°, 5 D Ha- o,
' Mr. Bauer reports that these wells are located on seismic
A3 anomalies, The first well should go by February 1, They
are setting up a temporary local office here in Phoenix
at 5333 North Central.




FRANCIS 5. RYLEY V 7
GEORGE REaD CARLOCK
JOSEPH P, RALSTON
SAM P, APRLEWHITE M1
JOHK C.ELLINWOOD
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WILLIAM ©.TaYLOR
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LAW QFFICES
RyYLey, CARLOCK & RALSTON
TITLE & TRUSY BUILDING
FHOENIX, ARIZONA 85003

AREA CORE 602
TELEPHONE 258-7701

SUN C1Ty OFFICC

PLAZA DEL SOL WEST
10771 WESYT PECRI&A AVEMUE

WILLIAM F. WILDER
JOHN H. RYLEY
ROBERT E.GUZIH

January 7, 1969

Mr. John Bannister

Executlive Secretary

0il and Gas Conservation Commission
Room 202 Capitol Building

Phoenix, Arizona 85007

Dear John:
) 7 : Thank you for your letter of December 26th.

When #.B. 177 was introduced last year, I commented on para-

graph A(2) of §27-516, which provision begins on line 6 of page

3 of the bill you sent me, and begins on line 5 of page 3 of the

printed bill, and suggested that ten days for filing of logs and

L”drilling records was not realistic and that the period be thirty
- days in lieu of the ninety days now provided in the law.

Will you please consider this and if you agree so advise i
Mr., Turley.

I also commented on the proposed amendment to §27-517, which
begins on line 15 of page 6 of the bill you sent me, and begins
on line 29 of page 5 of the printed bill, and suggested that the i
proposed fee of $50.00 appears high, and noted that Wyoming is
the only state in the Rocky Mountain area which requires a fee )
for filing an application for hearing, and that that fee is $25.00.
Will you also please give consideration to this point?

N*wﬁ- Have you ever given consideration to amending  paragraph B(4)
o of §27-515 by adding that the Commission is authorized to require
E R _ a filing fee for hearings in an amount to be determined by the

. Commission - doing this in lieu of amending §27-~517 A?

e e et et

Yours very trulyA

' Francis J. Ryley

" FJR/alw
cc: Hon. Stan Turley
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STANLEY LEARNED

Director and former President
and Chief Executive Officer
Phillips Petroleum Co.

Petroleum
conservation
—the myths

IN RECENT years a group of critics of
the petroleum industry has expounded
a number of what can be termed
myths about certain aspects of pe-
troleum conservation.

It is important that consumers of
petroleum products and people con-
cerned about our nation’s fulure
energy supply, as well as those con-
nccted with the petroleum industry,
clearly understand the realities of these
aspects” of conservation.

The group which expounds the
myths is a small one. However, ‘the
individuals in it are articulate and
influential. Their conclusions have
for the most part been derived on the
basis of abstract reasoning rather than
from operating experichce. This s
the real genesis of the disagreements

_between them and the experienced

pcople in the industry and regulatory
bodics. ) R .

- Copyright 1968 by Mauthew Bender & Co., -
Inc., and condensed with permission from

Exploration and Economics of Petroloum
Industry. L .

OPINION

and realities

This small group of critics devise
their theories largely from specula-
tions and conjectures. Some enter the
reaim of myth. They contrast sharply
from the realities which those who
work day by day in the industry and
the regulatory agencies must face.

First myth of the critics is that you
can disregard property rights. Their
conceplion is that property righis
amaunt to just a philosophy. _

Reality is that you cannot disrepard
most property rights upon which the
conservation system is based. These
rights are embedded in the laws of the -
land, including the U.S. and staie
constitutions,

Some critics refer to the rights of .
landowners as being a mere right of
access to the underlying oil, thus im-
plying that the landowner's right is

- mere privilege, and not ‘a property -
‘right.

Possibly, they have been misled by
“the term law of capture used in court

_ decisions and law books. That term Lo
-actually relates only to the legal re- - -

o s Fanmmn T s ab
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sults of the withdrawal of oil or pas
by a neighboring landowner by drain-
g,

It has nothing to do with the land-
aowner’s title to oil that fies in the rocks
which are part of his fand. This oil is
a part of his real estate and has the
same constitulional protection as any
uther real estate aguinst governmental
trking without just compensation.

It was within the framework of these
constitutional protections that the con-
servation faws had to be developed.

In my opinion, not many Americans
behieve we should disregard laws which
protect property rights with an aim of
achicving a mile more cconomic effi-
ciency over the short term, even if
we coukd.

Myth No. 2 involves unitization, the
conservation practicc most affected by,
and having the greatest effect on prop-
erty rights.

Critics claim that the petroléum in-
dustry generally opposes unitlzation.
They hold that unitization is desirable
in all instances and can and should
be compelled by governmental order
without concurrence of the majority
of the operators involved.

Like other myths, the unitization
one also is based on a simplificd
assumption. In this case, the major
assumption is that wnitization is such
a simple matter and that it is always
so successful, cven at the time of pool
discovery, that the indusiry opposes
such operations only because of its
unwillingness to concede to a govern-
ment authority the power 1o order
unitization withoul some concurrence
of the interest owners.

Reality is that where the facts and
advantages warranted, the petroleum
industey has strongly supported uniti-

~ zation, and valid, desirable legislation

1o accomplish unitization. But unitiza-
lion is not a panacea nor desirable or
feasible n ali instances. 1t must have
the concurrence of the majority of
operations involved 10 be feasible in
our system.

There are, neveriheless, some real
problems which prevent bringing about
unitization of a ficld in every instance
and at a particular time.

For instance, there is u]whys the
problem of how to cvaluate the various
properiics and interests in a given
ficld and convert them into a fair and
cgnitable share in the unit.

This may not be a scrious problein

" to the critics but it is a very real and
" difficult problem to the owners and
- to the courts. It is also of great im-

o

portance to the American people who
on the whole believe deeply that our
system  of protection and equitable
adjustment of property rights should
be carefully observed.

At the time of discovery of a pool,
not cnough is known of such faclors
as its limits, nature, reservoir charac-
teristics, and cnergy  mechanism  to
make such an evaluation.

Some critics recommend the forma-
tion, by povernmental order, of a unit
at the time of discovery with tentative
boundaries while a development pro-
gram is conducied to define the limits
and nature of the reservoir.

They also favor withholding income
until the extent and naturc of the
reservoir and purlicipation can be de-
termined. They do not recommend
how, in the absence of an agreement,
the development is to be financed,
directed, and conducted; who is to be
in charge; and how thosc without

C:

~ capacity might be excessive nor can
it be said that it results from any one
particular factor.

The productive capacity historically
has been cffected by such factors as
the level of exploration activity and
the quality of reserves found, rate of
development, new technology, govern-
ment policy such as the control of
imports. changes in demand for petro-
teum products, and prices (o producers
which arc the basis for attracting new
capital. These diverse factors wilh
others had varying effects at points in
time.

Now, iet’s consider the poor effi-
ciency charge. One critic put petro-
leum’s efficiency rating at 63.4%,
using productive capacity  estimates
made by the National Petroleum
Council. The nrc productive capacity
fipure, however, is somewhat theoret-
ical.

It is an instantancous fipure which

“Critics claim that the petroizum industry

ccncrally opposes uaitization.”

adequate finances are to pay their
share and live without income for an
indefiniie time.

More particularly, ihcy dom’t say
how the accounts of the joint ven-
ture, if it is agreed to, are to be
seltled in the event it is not successful.

Even after a ficld is developed and
the basic facts are known, the prob-
lem is not casy. No reservoir is so
homogeneous that there are no real

" questions regarding the evaluation of

the propertics for {uture recovery.
When there 5 some substantial
majority of agreement, say 65, 75, or
85% , coupled with a commission hear-
ing, the minority is usually willing to
recognize  that the procedures and
formulas agreed wpon must be reason-
ably fair and will go along with the

. majority.

It is not desirable or feasible to
compel unitization contrary to the will
of the majority and cmpower some
governmental ageney with no {inancial
interest to decide the difficult prob-
lems involved in unitization of a ficld.

The third myth advanced by critics
is that conscrvation regulation is

largely responsible for excess produc-
ing capacity and resultant inefficiency.
~ In reality, the reserve producing
capucity results from' many diverse
factors, -and the cfficiency rating- is
very pood. It is impossible to say to
what degrec the reserve” producing

could not be sustained. Tt could only
be realized if all the wells and res-
ervoirs wese in top shape at the same
time, which would require substantial
outkays for manpower and cquipmient.

The Independent Petroleum  Asso-
ciation of America atrives ai a pro-
ductive capacity figure which could be
sustained for a time at little or no
cxtra cost,

It also has the advantage of being
comparable with Burcau of Mincs
production which is usually considered
official. Thus, it 15 more realistic to
compare 1raa productive capacity with
Bureau of Mines production to mea-
sure ¢fficicncy. '

On this basis the cfficiency rating
of the petroleum industry in 1967
is 815, not 65.4%. In other words.
the actual rescrve capacity is less than
20% of the current capacity.

Considering national sccurity and
the uncertaintics of the business, some
reserve capacity is essential. The ap-
proximately 20% reserve capacity of
petroleum  production  estimated by
1PAA is certainly not too much to
maintain. :

Another myth of the critics is that
market-demand proration was specific-
ally designed as price  stabilization
“machinery and that this has been a
primary purpose of conservation regu-
lation in the proration states from the
beginning. . ’
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The reality is that the primary Ig"

pose of stite conservation regulation
is und always has been to prevent
waste of oil and gas and to protect
corrclative  rights—not ta stabilize
criude-oil markets and mainlain price.

The courts, including the US. Su-
preme Court, have consistently held
that although conservation laws and
regulations with respect to oil, includ-
ing market proration, may have an
incidental effect on price or markets,
as would any other regulation, that is
not their intent, purpose, or use.

The fanguape of the state statutes
and of the Inmterstate il Compact
Commission is contrary to such a pur-
pose. The court decisions not only
held 1hat the laws did not authorize
consideration of price but also found
no evidence that the regulatory agen-
cies were taking price into account.

None of these decisions has been
overruled or even criticized in any of
the many subscquent cases,

The fifth myth of the critics is that
market-demand proration not only has
a primary purpose of stabilizing crude
oil markels but also that in carrying
out this alleged purpose it has in fact
supported prices at high levels.

The principal reality which labels
this entire claim of the critics a myth
is simply that crude oil and petroleum
prices are too low, not high. For all
of the data in the critics’ presentations,
they never get around to substantiat-
ing that prices are high,

Average price of crude oil over the
period of real cffectiveness of our
present conservalion system, say since
1933, is lower, in terms of constant
dollars, than during the preconseva-
tion years.

thus benefit society.

The reality is that stripper wels
are chcup insurance for the nmation,
the consuming public, and the indus-
try, considering the unccrhmtms of
the Tuture,

Approximately two-thirds of pro-
ducing oil wells in the United States
are classified as stripper wells in the
Mational Stripper Well Survey by the
Interstate  Oil Compact Commission
and the National Stripper Well As-
sociation. The stripper wells are not
limited by proration allowables in
states which have proration regulation.

I know of no existing law, nor can
conceive of any law which could valid-
Iy be enacted by any state by which a
statc could arbitrarily deny to the
owner of a small producing well the
right to produce any oil from it.

The most that the state could legally
do would be to limit production of
the small welis on some basis similar
to the regulations imposed on the
larger wells.

The cost of such regulation to the
stalc and the owners of the small wells
would be enormous.

Phasing out of the stripper wells
and permiiting the big wells to take
over their production would not nieces-
sarily reduce costs significantly and
could even increase costs. Opcerators
in the field would still need about the
same pumber of operaling personnel
and aboul the same amount of equip-
ment to operate the remaining wells.

Now consider a field whick has
only stripper wells. Of course to shut
down the stripper wells is to shut down
the whole field.

The critics may argue that the re-
serves in this field are not lost forever,

Coilmen are

jnteresicd only o the status eou and resist change.”

As for comparison of @ more recent

~ period, using the 1957-1939 average

as a base, the average U.S. crude-oil

- price through 1967 has declined about

3% from $3 a barrel to $2.92,

During this same period, average
hourl) wages for production employces
in erude petrolcum and natural-gas
fields bave increased 30%, the cost
of oil-field machinery has risen 109,
the cost of oil-well casing is 3%
h:éhcr, and the wholesale commodll)
price fndex has increased 6%, °

New myth of the critics is that
stripper wells can be eliminated and

J:‘\NUARY 6, I‘)(:‘J

and could be produced cconomically
al some future time when further im-
provements in lechnology might be
developed.

This argument ignores the fact that
the fickd might have to be completely
redrilled to be made productive. This
would certainly involve additional
costs.

For that matter, the reserves in
some ficlds would be permanently lost -

because of water encroachment,
There are many. refinerics heavily

dependent for supplies on such strip- ..
per ficlds :md 1f thosc Imlds were

Abandoned and these supplies lost,
substantial expenditures would have
to be made In new transporiation fa-
cilitics to pick up new supplies from
other ficlls and arcas.

This would increase the cost of
crude oil luid down at the refinery
and thereby increase the cost of re-
fined producis {o the consumer. -

One atore myth of the critics is that
oilmen arc interested only in the
status quo and resist change.

The reality is that oitmen not only
support suggestions for construclive
changes, but originate and carry out
such constructive changes themselves.

The oil producing industry has been
outstanding in developing, adupting,
and using new technolopy to find, de-
velop, and produce its products more
efficiently. Every known science and
discipline are enlisted.

The industry has been the prime
force behind such changes as unitiza-
tion, wider spacing, maximum allowed
gas-oil ratios. And we are ready for
additional changes, if they are con-
structive ones.

In conclusion, | offer two supgges-
tions:

First, [ suggest greater communi-
cation belucen people in the oil in-
dustry and the conservation regulatory
agencies and the critics. We should get
together and exchange views with the
aim of not only eliminating some of
our differences, but also developing
practical, conmstructive ways to im-
prove the conservation system, and
there is room for improvement.

Second, 1 suggest that the critics
will be doing something especially con-
structive if they devote more of their
effort 1o getting some nceded changes
in the conservation regulation laws,
and better application of the laws.

For instance, there is no doubt in

- my opinion that we need better unit-

ization and spacing laws in some of
the states and we need help in getting
them formulated and passed.

We are entering an cra in which
the demands for energy are going to
be colossal,

Petroleum will be called upon to
- supply the bulk of these demands for

many, many years. I{ is imperative
that our nation use present petroleum
supplics wisely and prudently and dis-
cover sufficient additional supplics to
meet the huge future demand.

~ Lam confident that given the prbpcr ‘

_ incentives and public support the pe
troleum industey will do its part. in. .
'achlcvmg these vital goals - END . -
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