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PROCEEDINGS

CHAIRMAN DOWNING: All right; now, that leaves
Adenas..

COMMISSIONER VAN TUYL: I will have to Dbe
disqualified on that, Judge.

CHAIRMAN DOWNING: Our very distingulshed member,
Dr. Van Tuyl, has to be disqualified; that leaves us with
only two commissioners present. Mr. Dillon is expected
to be here.

COMMISSIONER BRETSCHNEIDER: Here he 1s.

CHAIRMAN DOWNING: All right; tell us what it
is about. Who is preseunt heret?

MR. EPPERSON: George Epperson, Fort Morgan.
I represent the Goddard family, owners of half of the
minerals in this particular tract of land. This is
Mr. Earl Haffke of Fort Morgan. You might tell them
who you represent, Earl.

MR, HAFFKE: I represent my two minor somns,
my wife, myself, and Mr. Dolan, Mr. Dslaney, who are also
here, all of us being mineral and royalty ownsrs under
the sast half of 26, 1 North, 58, which I believe for
Adena purposes has been identified as Tract 81-B.

CHATRMAN DOWNING: Is anyoune slse here?

MR. KIRGIS: Frederic L. Kirgls, represeunting




Petroleum, Inc.

CHATRMAN DOWNING: Anyone elss?

MR. STQCKMAR: Mr. W. T. Butler, counsel for
Pure 0il Company, and Ted Stockmar of Dsnver, representing
the unit operator and speaking in bshalf of the partiles
to the unilt agresnment.

CHAIRMAN DOWNING: Aunyone elss? (No responss.;
All right, proceed.

MR. STOCKMAR: --~with the exception of
Petroleum, Iunc.

CHAIRMAN DOWNING: Make an openlng statement.

MR. EPPERSON: Gentlemen, I will make a brief
gstatement and tell you why we are here. This matter has
besn continusd a number of times. I think 1t might be
well to put the lower portion of this map so that you
can see 1t, ses whai is involved herse.

This 81-B, this east half of Section 26, which
was originally in the Adena unit and is now out of the
unit but still in the Adena Field (indicating). I think
a brief statement as to the history of that particular
tract of land might not be amiss so that you would know
what sort of a problem we have involved herea. This land,
this half section, was originally under lease t0 the

Lion 0il Companuy, with soms other acreage, and when the
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field was origidally defined the zero isopach 1line came
someplace over east of this (indicating), and down to
the south boundary of Scotions 25 and 26. And then, of
coursa, as the development cams aioung, the lines changed
and fivally the zero lisopach map showed just insids of
Qection 26. When the original Adena unit contract was

gsent out this particular itract, 81-B, had a iract factor

“of .00229 for primary recovery and .0036 for secoandary

recovery.

That would have meant, according to our calcu-
lations, that over the 1ife of the field the amount of
money that would have inurred to the royalty owners
would be about $600.00 for the primary production; that
would bs for the entire 1life of the field.

Well, ag a result of that the royalty owners
did not sign the unit agresment, and negotiations were
carried on with the Lion 0il Company looking to a release
of that particular lease, and our negotiations
with Lion resultsd in a relsase of this tract and also
the rest of the land in Section 26, which is not involved
here today, but thlis 160 and 40 acres was also released.

Now, thers may be some disagresment concerning
the details of that release. We were under the impres-

gion, of course, that we were released for all purposes,



@ but apparently that has not been true.

Now, we were assursd that there was no produc-
tiom undex that, no oll under that lease, and as late
as January 3rd we had & letter that came to the royalily
ovners from over the signature of W. M. Peak, who is
the Chairman of the Operator's Couwmities of the Adena
"J? Sand Unit, in which he gives or states this
language:

“This will advise you that as of December 22ud
1955 the Colorado 0il & Gas Commission following a
hearing before the Commission on December 20th 1955

@ entered its order approving ths Adena *J" Sand Unit
congieting of all tracts shown on Exhibit A of the
agreemsnt, excluding tracts numbered 7, 14, 32, 63
81 and 839 -~ 81-B, and 83.

#This lesser unit area was selected and
approved by a voie of the op rating parties December
7th 1955. Excluded tracts 7, 14, 62 and 83 are tracts
operated by Petroleum, Inc., who declined to jJjoin
the properties in the unit,” and ther he says, "Excluded
tracts 82, 81-B¥--which is the tract involved this

morning~-vand 83, are non~productive tracts in the 'J°'

“' sand. "

Now, after that release was obtained in December



of 1955 the royalty owners and the mineral owuers got
together with Pet Inc. and a very favorabls lease wWas
executed to the Petroleum, Inc., we think favorable to
both partiés, at.that time. Aund thev 2 well was drilled
1ﬁ the southeast southeast of the unorthsast quarter,
righf here (1nd;cat1ng on m&p), and this.well wa.8
completed in May of 1956. I have forgotten the date of
the order of 26-30; I think it was July 30th 1956,

This well was completed and tested at 12&
barrels, and then after the imposition of ths order of
26-130 it was under the formula announced then by the
Commigsion, and this well was reduced to nina barrels
a day, and that 1s the production under the well at ﬁhis
time,

I might add also that the lease with Petroleun,
Inc. is what we call a continuous drilling program.

In other words, they drill forty acres and théy have &
certain 1engt§ of time in which to drill ths second
lease. The well, of course, as we understaﬁd it, is o
commercial well under the terms of our leasse. We have
not as yet forfeited any provision of the lease because
we'are here today asking for an exception to this flank
acreage under the present formula that has 5een anuounced

by this Commigsion for the production of oil in the Adena




" Field.

Now, since the Order 26-30, and after Mr. Psak's
letter advising of Petroleum, Inc,'s non~-goucurreunce
in the unit, they have Jjoined the unit with their other
produecing properties. Now, we are not here today asking
that you change your order or formuls for the production
in that fleld. We say that without prejudice to our
rights at some future time, if it becomes necessary to
question the order, but we are here asking for an excep-
tion to that order so that we might put this well on a
profitable production and that Petroleum, Inc. can drill
a. gacoud well.

Now, Mr, Haffke will take it from here and give
you what our suggestions are and what the effect of this
order has done to this particular well that is not in the
unit.

MR. HAFFKE: Well, gentlemen---

CHAIRMAY DOWNING: 1Is yours a statement of
fact?

MR. HAFFEKE: I can state it as a fact or I
can bs sworn, aither way.

CHAIRMAN DOWNING: All right.

(Mr. Haffke was duly sworan by the Chairman.)

CHAIRMAN DOWNING: I don®t think that will



' make it any more true, but I think maybe it complies
i{th oﬁr rules.

- MR. HAFFKE?S I mugt admit my 1neptnass ia
appearing with so many experts here and being engaged
in p:actiee in a small community and repraseunting psople
who thought they had value in minsrals, as well as
mysell.

I can aobgerve geveral thiungs here that we
can't comprenend. We can't help but fesl that there has
rasulted here a terrific inequity that wasn®'t contem-
plated by your Yrder 26-30, and we believe might have
besn due to & lack of sufficient informatioun or meution
of this particular tract having been presented at the
time this was considered.

Now, my compreheusion is that the purpose of
consezrvation, of which we are all in whole~hearted
agreement, ig to encourage exploration and devselopment
aund theun conserve ths minarals, the natural resources
of our state, through an orderly productlon when we kuow
the ;eserves.

e are utterly confused from our previous
experiences with Adena going thiough the isopach maps
that from time to time have been distributed. We were

at one time of the comnviction that the east half of 26
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wasn’t involved at all. It was by coincidence included
in the fleld and the field definition at a very early
~date, the first well, I think, having been brought

in in the Adera Fisld some miles unorth in the fall of
1953. We were also discouraged by the hesitancy of the
then leaseholders to even attempt to further develop,
and it is a situation that is unforitunate, but the main
part of Adena hag been in production for two years or
better before our acreage could have a producing well
drilled on 1it.

Now, we think that it is the intent of the
Commission, as it would be ours, that conservation
mesgures, when you apply them to accomplish this result,
will also protect the 1nterests of the individual property
owners. It is entirely ﬁifficult and very hard to
eomprehénd how an order can take a well that has produced
124 barrels a day, apparently making no gas, and
approximately twenty-five to tweniy-seven percent watsr,
and reduce it from an economic asset to an sconomic
liability, from 124 barrels a day to a nine-barrel
allowable.

As far as we are concerned, it has effectively
condemned our mineral ownership. It 1s, in effect--and

we are sure that isn't the intention of the Commission--
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it has taken our properiy without any compsnsation,
apd perhaps not even by regular process.

There is another thing here, though, that also
bothers us from an overall standpoint, and larger than
a personal intsrest. In this particular area you will
note that south, ¥r. Downing, there are two very
productivse wells in Section 35 in what is defined as a
Adena South Fisld. We have a large area through hers
that has never bsen tested (indicating). It has pever
been explored by drilling. I think there is better thau
a mile in betwsen.

Now, I am not an expert; I can't question
englineering, but I believe those two wells in 35
have between twenty and twenty-five feet of beautiful *J*
pay sand. To me as a layman 1t 1s eutirely possibls
and maybe within the realm of probablility that there
might be & connection or other mineral deposits besyond
this particular adjacent area which has never besen
tegted. ‘

Now, gentlemen, we are confronted with this:

I think, ag anybody, as any prudent person would
observe, from every person I have bsen able to discuss
the matter with, in oil bperations there are very few of

them that are going to walk in and try to test an
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undeveloped acreage when they are confronted with a
losing economic proposition.

Now, as I am informed, and I think we will
have some evidence, the cost of this type of well on a
ninse-barrel allowable becomes an increasing liability.
Neoedless to say, the landowners when they are cut down
from a royalty to less than a twelfth of what it was
producing --but there is & greater situation here.

Had this order beeun imposed in March of 1955
there would have been at lsast three wells that would
never have bsen drliled, and if I were to rely on the
1sopach map attached t0 the order of 26-30 I would say
that from what ! have been informed the field limits
of the Adena Field would be coextensive with the zero
rating on that isopach map.

It is indicated to me, and I would make it as
a recommendation, that the prudent thing to do would be
to redefine the Adena Field as éoextensive with the
engineering showing a zero rating on the isopach map.
In thls particular instance I think there are less than
forty acres of the east half of 26 included within
that zeio rating. A re-definition of the Adena TFiseld
to include only the southeast of the northeast of 26

would adequately cover the existing oil.
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Now, gentlsmen, here is the thing that bothers
us beyound our own personal iﬁf%rast: I have never been
able to find, and maybe thers are such people, experts
that say you can positively tell whether there are
minerals under a piece of land without actually drilling
for them. I have talked to them; they may have well-
educated persouns with respect to that, but most of them
will concede, or at least have to me, that the actual
proof is if 1t is developed by drilling.

Now, in this sort of a situation when you have
ad jacent acrsage and the operation or exploration
activity 1g so discouraged as to practically destroy
any interest in devseloping it, you create a situation
which not only hurts the royalty owners, but I think is
also contrary to the best interests of true conserva-
tion to find out what we do have. It also has the
possibility of making a situation which may create
monopolies.

Now, in this instance, if they can defins by
thelir isopach and so discourags adjacent acreage from
testing, you will never kunow what is there; in this
instance, it might be the operator’s—:it might be to
the operator’s benefit by the ruling. 1In another arsa

in the Julesburg Basin they have flank or adjacent
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acreage that is untested and they may bs Just iun the
opposite position.

Now then, our thinking is that when an
operator has ventured and when the mineral ownsrs own the
minerals and you do have a flank or adjacent acreagse,
the effective way of accomplishing what this Commission
has apparently attempted to do in this particular typse
of ordsr, is to make an exception which will warrant and
encourage the development, at least the exploration and
testing of flaunk acreage.

We doun't kuow; I mean, you geutlemen are
probably in & better positiou to tell us what ls
economically correct if you were in the same position
that will allow and induce the exploration and allow a
fair returm.

| Now, I heard much testimony today on falr
return of investment. I think our evideunce will show
here that the cost of this original well was in the
neighborhood of $62,000. I think it will also show that
it is nearly impossible for them to expsct to recover
even their original investment.

(Chairman Downing withdrew from the room.}

MR. HAFFKE: We wefe wondering if we should

recess until there is a quorum.
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COMMISSIONER BRETSCHNEIDER: There 1s a guorum
here.

COMMISSIONER VAN TUYL: I am disqgualified.

COMMISSIONER BRETSCHNEIDER: I don't think you
need to, but if you want to recesg-~--

MR. JERSIN: Mr. Haffke, you are making this
as a statement; I know you are under oath. It 1s up to
you.,

MR. HAFFKE: A statement and testimony.

MR. JERSIN: Will it be up to him, Mr. Bret-
schneider, as to whether or notw==

COMMISSIONER DILLON: Unless someone has an
objection, you may proceed.

MR. EPPERSON: Counssl just asked whether we
should do that.

MR, STOCKMAR: We will waive any objection to
the absgence of Mr. Downing temporarily.

COMMISSIONER BRETSCHNEIDER: Go ahead; he
will be back in a few minutes.

MR. HAFFKE: And from the standpoint of this
economié gsituation as royalty owners we might comprehend
a reduction of fifty percent over what the production of
the well is, but it is exceedingly difficult for us to

know and comprehend a production allowable that reduces
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at asset to a liability.

Now, also from such studles as we have been
able to make it appears that in every instance that we
have been able to find where there has been allowables
or allocations there has also been exceptions mads. I
think that the experience of this Commission in different
areas where 1t has been considered on maybe not the exactly
gimilar situation, but exceptions have been made., I
believe Rangely has a number of those, or at leasi
gome where economic feasibility and practicality has
been consldsred for making an exception.

If we knew what our minerals were here, and the
only way we think we can know is by drilling, we might
be among the first to want to go into a unit; but, until
we do know we are dealing from a complste lack of know-
ledge and ignorance, and the only way we think that we
can know is by testing of our reserves; development for
the better comnservation of the State®s minerals and
natural resources can be handled by flank or adjacent
acreage of known production, which has not been
tested. .

An exception must be made to make ecounomically
feasible for the operator to cover the expense that he

has on existing wells in accordance with established good
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0il field practices, and also that he should have the
right to be encouraged that if he is willing to gamble
his money 1o go further %o test for these Teserves,
that should he find it he will be allowed to at least
have an economic operation.

Now, gentlemen, our recommasndations, I think,
can be summed up inm this: For the promotion of true
conservation, for the benefit of the state, and for the
individuals, in this particular instance the Adena Field
should probably be re~defined to be coextensive only
with the zero isopach line on the map that was last
submitted to the Cemmission, and if you go by Government
surveys that would only include the southsast quarter of
the northeast quarter of 26, 1 North, 58, and exclude
the rest of the acreage; two, that an economic excepiion
should be made with respect to the existing well so that
recovery can be had in conformance with good oil field
operating practices, and that the operator be allowed
to produce under that exception to recover his cost plus
a reasonable return on the investment.

I might say advisedly, I have not had an
opporitunity to check every place, bul as far as I know
most o0il and gas commissions, comparable bodies, have

made exceptions in other states. The amount seems to bhe



18

varied from time to time on the basis of the development
of production, and we are prepared to show what Kansas
does. Maybe sixty barrels is wrong, I don®t know, but
it is our belief that from what we have been able to
learn under an economic exception an allowable of no
less than forty barrels a day is Justified. Thank you.

CHAIRMAN DOWNING: Is there any test imony?

MR. EPPERSON: Yes, we have some testimouny.

GEORGE DOLL
called as a witness in behalf of the mineral interest
holders, Tract 81-B, being first duly sworn according
to law, upon hig oath testified as follows:
DIRECT EXAMINATION
BY MR. EPPERSON:
Q Will you state your name, reslidence, and
occupation, Mr. Dollf
A George A. Doll, Fort Morgan, Colorado. I am

a ratired lawyer and a reftired Angus breeder.

CHAIRMAN DOWNING: Retired what?

THE WITNESS: Retired lawyer and a retired
Angus bresder, and I am tired.

COMMISSIONER BRETSCHNEIDER: You are complietely
tired.

MR. STOCKMAR: Since Mr. Haffke elected to be
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sworn, may I reserve the right to ask a few questions
later on?

LR, EPPERSON: 7Ycu way do it now, if you liks,

4¥H, STOCKMAR: TWe may be able to avold it.

Q {By liv., Epperson) Mr. Doll, do you have an
interesi in ihis east half of Seciion 26, 1, 587

A Yes, 1 have an interest.

Q And how did that interest derive, would you
tell the Commission?

A i purchaéed that half section and consliderabls
other land adjaceni to it from a Mr. Matt Goddard, I thial,
about nine years ago, something like that. When Nr.
Goddard sold it to me he reserved one-half of the
minerals on the evutire tract which he owned, and a few
vears ago I sold this particular nalf ssction--in fact,
a total of 1,300 acres~--to Mr., and Mrs., Harold F,
Delaney, and again I reserved one-half of the minerals
which I ownsfl. Then later I disposed of a part of my
interesi in the minerals in this half section to my
daughter and her two sons, our itwo grandsons. Now,

1 doun’t know, did I incliude you in that?
MR. HAYFKE: No.
A I Just gave it to my daughter.

Q Mr. Doll, were you pregeunt at any oif the
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negotiations at the time you were being solicited to

sign the Adena unit agreement?

A Oh, ves.

Q And with the Lion 031 Company people who at
that time had a lsase on this land?

A That's correct.

Q Now, what was your understanding after we were
able 10 secure a relsase of this particular tract about
the effgct of such a releaset?

A Well, I was naive' enough to beliseve that when
this land was excluded from the Ademna unit and when Lion
agreed to release it from their leass, which I had
foolishly signed some years beforse in putting too much
land in the lease, that that eliminated the thing from
the so-called Ademna Field, and left us entirely free to
proceed to obtain & new lease and to develop any oil
that might be under this half section, which the Lion
people had claimed was practically non-existent.

Q ' Subsequent evenis proved you wrong in your
assumption?

A That*s right.

Q Now, I hand you Royalty Owner‘'s Exhibit 1 and
ask you if that is a photostatic copy of the lsase which

you and the other royalty owners signed granting lesasehold
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Tights to Pstroleum, Inc.?
A Yos, it 1is.

MR. EPPERSON: Do you gentlemen care 1o
examine this ieasel?

MR. STOCKMAR: 1Is that your ounly copy?

MR. EPPERSON: It's the only copy that we
have. Do you care to examine Mr. Doll?

MR. STOCKMAR: ©XNo, I believe not.

MR. EPPERSON: I ask that Exhibit 1 be admitted
in evidence.

CHAIRMAN DOWNING: .If there 1s no objection,
it will be admitted.

(Royalty Owner®s Exhibit 1 was received in
evidence,)

MR. EPPERSON: That'®s all, Mr. Doll.

(Witness excused.)
H. F. DELANEY
called as a witness in behalf of the mineral iunterest
holdsrs, Tract 8i-B, bsing first duly sworn according
to law, upon his oath testified as follows:
DIRECT EXAMINATION
BY MR. EPPERSON:
Q State your name and your residence and

occupation.
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A My name is H, F. Delaney, or Harold F. Delansey,
and my address is South Star Route, Fort Morgan, Colorado,
and at the present time I don®t really have an occu-
pation; I am not very well, and I don't work very much
anymore.

Q Harold, would you speak a little louder? Thesgse
gentlemen in the back can't hear you.

A Yeg, I will,

Q And will you tell the Commission what your
interest is in this Tract 81~BY

A I bought this 320 acres including some othser
land from Mr. Doll and at that time he owned a one-half
intersst in the royaliy or mineral rights under that half
section, and he assigned to me ong—half of his interests,
g0 I own one-fourth of the mineral interests under the
120 acres.

Q And you are still the owner of the surface
in addition thereto?

A Yes, I am,

Q Now, Mr. Delaney, did you participate in any
of the discusgsions with the Lion 0il Company lcooking to
the release of this particular tract of land?

A Yes, 1 4id.

Q Were you given any assuraunce as to whether or
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not this land overlaid any o0il and gas?

A Well, I was assured that it did not.

Q Did not; and what was your understanding
when the release of the o0il and gas was obiained?

A My understanding was that when the relsase on
the land was given to us that ithe pariicular tract was
no longer included in the Adena Field and was no longer
included in any possible extension of the unit, that
we were free to do with it as we chose; if we could get
someone {0 drill it and develop it, and if we wers for-
tunate enought to get some production on it that it was
ours; that we would not be interfered with.

0f course, that was just an assumpiion ou my
part, which I found out later was wroug.

Q ¥r. Delaney, did you receive any run chacks
from this well prior to July 3ist 19567

A Yes, I did.

Q Aund can you tell the Commission the differencs
between the amount of the checks that you received before
and after the imposition of 26-307

A The checks that were received after the order
was put into effect reducing the well to nine barrels a
day werezpproximately one~tenth of what they were

previous to that time.

a 4
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Q I also hand you Exhibit 1 and ask you if that
is a photostatic copy of the oil and gas lease which you
and the other royalty owners executed to Petroleum, Inc.?

A Yes, this is a copy of the leass.

Q Have you been advised whether anybody elsse
will develop this pfoperty under the sxisting order,
field rule?

A Petroleum, Inc. still has that leasse.

Q Well, will they develop it?

A They will develop it if we can get some kind
of an'adjustment or an exception to this nins-barrel a
day order so that it will be economically feasible.

Q Will they develop it under the nine-barrel
production?

A well, I presume not.

| MR. EPPERSON: Do you have any questions of
Mr. Delaney?
CROSS EXAMINATION
BY MR. STOCKMAR:

Q I noticed in the Ese which you and Mr. Doll
and the other royalty owners signed that there is a
coutinuous drilling requirement upon the lesssee?

A That is correct.

Q Now, the fact that only one well has apparently
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been drilled and much more than uinety days has passed
gince the completion of that well, it is obvious that
either they have not complied with the terms of the lease
or that the landowners have excused performance. May

we Iinquire as to what your position is with respect to
the failure 1o move along with the coutinuous drilling
program?

A The only thing I can say to that, Mr. Stockmar,
is that under the terms of the lesase we presumed that any
well that was a commercial well that was strong enough
to produce enough oil to pay out, if the well was
completed of that sort, then the Petroleum, Inc. would
go ahead and drill another well; but, under this existing
order of nine barrels & day we felt that we should go
along with Petroleum, Inc. and endeavor to get an
exception from the 011 & Gas Commission because they
were falr enough to take this lease after it had somewhat
been condemmed and drill a well oun it with the hope and
expectation of getting a well on it.

Q You have not demanded of Petroleum, Inc. that
they drill a second well tﬁen?

A Ag of now, no.

Q Do you recognize, Mr. ielansy, that should an

additional well be drilled which demounstrates an engineerlng
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bagis for changing the isopach lines or altering the
thickness or the oil in place determinations, that the
nine barrels could guite appropriately be raised?

A I understand that, Mr. Stockmar, but I would
also like to ask you a question-~~ _

Q Well, I think % will decline to answer it
before I hear it.

MR. EPPERSON: You may make a statement,

Mr. Delansey.

THE WITNESS: Well, the statement wouldn't
quite cover the question I wanted to ask Mr. Stockmar,
but I will make this statement: that Pure 011 Company
or any other oll company or any independent, no matter
how optimistic they might be or how willing to spend
their money they might be, would not under this existing
order go ahead and drill another well on that particular
acreage, and that even if Petrolesum, Inc. releasesd back
to.us that acreage we could not as of now under this
existing order with the situation that we have ito face
here, we could not get suy other company toc come in
there and take that acreage and drill a well.

In other words, we are condemned as of the

present time on any further development on that acreage.
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BY MR, JERSIN:

Q Have you approached other operators or other
people that might be interested in drilling, Mr. Delaney?

A No, I haven't. I am basing my statemeunt on
my own particular experiences with those kind of thiungs.
I have had more than just this one experiencs.

CHAIRMAN DOWNING: Any further guestions?
BY MR. STOCKMAR:

Q To clear that point, I gather you have not
approached anyone specifically to determine whether or
not they would be willing to drill a well?

A No, I haven®t. I will say this, that I have
talked to some people that were with other oil companies
about the sitvation, not with a view ito try to negotiate
anothar lease; but to find out their reaction on i%; and
they all throw up their hands and say, "Oh, my goodness,
no, we wouldn®t touch it." I think that answers that
guastion.

COMMISSIONER BRETSCHNEIDER: 1Is it a fact that
you are not in a position to make a deal with someone
8lse? You already are bound by your lease with Pstroleum,
Inc., aren®t you?
THE WITNESS: No, I suppose not. I presume--

I would rather have Mr. Epperson answer that question
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as an attorney. I feel that we are not bound if we wish
to go ahead and force them out, but I would rather you
would ask-~-

MR. EPPERSON: There might be some question
whether the lease is forfeited or not, because of some
of the terms that are contained in it. I wouldn't say
that we are completely free %o leagse 10 anybody elsse.

COMMISSIONER BRETSCHNEIDER: That's what 1
would suspect.

CHAIRMKN DOWNING: Any other questions?

(No response.)
(Witness excused.)

CHAIRMAN DOWNING: Any further testimouny,
Mr. Epperson?

MR. EPPERSON: Yes, Mr. Shivel,

CHAIRMAN DOWNING: Is this testimony purely
cumulative?

MR. EPPERSON: No, sir, this is financial
testimony that we are going to get into now.

PAUL B. SHIVEL
called as a witness in behalf of the mineral interest
holders, Tract 81-B, being first duly sworn according

to law, upon his oath testified as follows:
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DIRECT EXAMINATION
BY MR. EPPERSON:

THE WITNESS: Paul B. Shivel, vice-president
of preoduction, Petroleum, Inc.

Q You gave your title with Petroleum, Inc.,
didn*t you?

A Vice-president of production.

Q Now, Mr. Shivel, you are familiar with this
Delansy No. 1 which is the oll well iun question in the
southeast of the southeast of the northeast of 16, 1, 587

A 1 am, ves, sir.

Q Have you accumulated any cost analysis of this
particular well?

A We have a record of the developnent cosis up
to the present time.

(Royalty Owner's Exhibit B was marked for
identification.)

MR. EPPERSON: Would you gentlemen all liks
copies of this oil and gas lease? If you do we would
be glad to furnish themn.

CHATRMAN DOWNING: I don®t think we do, Mr,
Eppsrson.

Q I hand you Royalty Owner's Exhibit B, Mr.

Shivel, and will you tell the Commission what that is?
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A That contalng the total cost spent in the
drilling and development and equipping of the Delaney
No. 1, which expeunses are complete, and this is as of
July 31ist 1956, which represents a complete cost.

Q And what is the completed cost?

A The completed cost was $61,969.43, representing
an average per foot. drilled cost of $10.54.

Q Now, Mr. Shivel, have you made any computation
ag to the cost of the operation of your wells in
Colorado?

A Yes, we have defined cost on operations in
Colorado.

Q And can you give that cost per well, the
average cost per well?

A We would limit ihat only in the manner of wells
excluded from the unit, and taking the most recent 8ix
months, the last gix months of operation, up to
December 31ist for the ten wells that we have operated
of the unit operation we have an experience of $354.25
per well per month, which covers no unusual expenditurses.

Now, this fligure may not be precisely right;
it may be somewhat low due to the proximity to the unit
of three wells included in this list of ten, so our

average cost per well per month is excluding taxes, and
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that is §$354.25.
Q Do you have a statement made up showing
that average?
A Thig is the statement, yes (indicating).
(Royalty Owner'®s Exhibit C was marked for
identification.)
Q This statement is Exhibit C?
A Yos.
MR. EPPERSON: T uow offer in evidence
Exhibits B and C.
CHAIRMAN DOWNING: If there is mno objectiom,
they will be received.
(Hoyalty Owner's Exhibits B and C were
received in evidence.)
Q Now, Mr, Shivel, have you mads any calculation
88 to what the pay-out would be on this particular well,
assuming that you continued to produce it at nine barrels
of oil per day?
A Yes, sir, we have made a calculation on that.
(Royalty Owner's Exhibit D was marked for
identification.)
Q Will you explain that computation to the
Commlssion now?

A Petroleum, Inc.'s net interest in this Delaney
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lease 18 79.5 percent. We took the new posted price
for crude oil, applicable to this gravity, which
preosently is $3.08 per barrsl; we considered $354.25
per month, which is our average cost of operation over
ten wells in the area. Taxes we estimated on a nine-
barrel well would average $16.34 per month. ‘We have an
invested cost in the property, drilliing, completion and
aquipping and so forth, ﬁn expense of $61,969.43, which
gives us something in the order of 17.5~ysar pay-out on
& nine-barrel well, without considering federal incone
taxes. |

Q Now, you did not capitalize your investment
in this? 7You didn’t capitalize your investment at six
percent?

A We have considered six percent as an interest
figure.

Q Did you take that into consideration in this
computation?

A Yes.

Q And how many years would 1t take you to pay
tout on that basis?

A Approximately 17.5 years,

Q Do you know, Mr. Shivel, whether this well will

last 17.5 years at mine barrels?
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A It would be an assumption I could not make;
17.5 years is too far down the road.

Q Is it possible that you would never get your
money back on that baslis?

A Cn that basis 1 seriously doubt we ever would.

Q Now, have you made any other computations on
allowables on this particular well, say at twenty-five
and forty barrels per day?

A We have made othsr calculations to determine
it

(Royalty Owner‘*s Exhibits E and F were marked

for identification.)

Q All right; now, I hand you Exhibit F and ask
you what that is, Mr. Shivel?

A That reveals a calculation conceruning a pay-
out on twenty~five barrels of oil per well per day,
and using the same figures as previously used, with
the sxception of the return on twenty-five barrels per
day we find a net pay-out in 276 days of the fourth

year, nearly a four-year pay-out, on twenty-five barrels

per day.
Q Now, that 1is before federal income taxes?
A Yes.

Q@ - Now, will you take your mext exhibit, which is
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Exhibit B, and I wiil ask you what that is?t

A That is a return calculated on the basis of
forty barrels of oil per day and based on the same
determinations of costs it results in a pay-out of
twenty-four days in the third ysar.

Q On forty barrelst?

A On forty barrels psr day.

(Royalty Owner®s Exhibit G was marked for
identification.)

Q Now, will you explain Exhibit G to the
Commission?

A Exhibit G reveals the pay-out calculated
for sixty barrels of o0il per day and uses the same
comparative figures as the other rates of production,
and we find it nets a pay-out in 105 days of the second
year, one year pluag 105 days.

Q Mr. Shivel, what do you feel in this type of
drilling your company, for instance, feels this type of
drilling should have a pay-out in how long a period?

A I believe the accepted pay-out in the midcon-
tinent area, I think any oil pesople will consider three
years as an average pay-out. You are resluctant fo
accept less; we are in & hazardous business.

Q As short a time as you can get itf
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A As short a time as you can get it.
Q And have you made any computations as to
exceptlons that are made in Kansas?
A Yes, we are morxe familiar with Kansas than any
other area.
(Royalty Owner®s Exhibit H was marked for
identification.)
Q I hand you Exhibit H and I wish you would
explain to the Commission what that exhibit contains?
A This contains the use in Kausas of the minimum
well allowable for oil wells based on depth, and
carried to 6,000 feet. 1In the zero to 4,500 foot depth
in Kansas the statutory allowable is twenty-five barrels
per day. From 4,500 to 5,000 feet, by Commission order,
a minimum allowable ig established of thirty-seven
barrels per day. On the 5,000 to 5,500 foot depth the
Commission order establishes 4,400 barrels per day as
a minimum.
MR. HA¥FKE: Forty-four.,
THE WITNESS: Forty-four. On the 5,500 to
6,000 foot depth a forty-éeven barrel allowable is
established, minimum,
We compared drilling costs on these depths.

We took twelve wells drilled in the last six months,
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which is a comparable period for the drilling of the
Delaney, and we found a completed cost of drilling,
completion and equipping one well with a battery was
$10.42 per foot, which 1é about an average for the
zaro to 4,500 foot level. We have fourteen wells
drilled and completed in the same period representing
the 4,500 to 5,000 foot level, which averaged $11.89
per foot, costing $53,050 per well. We assume that the
cost of the 5,000 %o 5,500 foot depth of $11.89 would
apply, equalling that or exceeding it, as in Kansas
experience I am sure it would.

We had no experience oun the 5,500 to 6,000 foot
level. The Delaney well, which is at 5,880 feet depth,
cost us $10.54 per foot, which is $61,000.,

Q On this tabulation I would take it that using
the Kaunsas formule as a basis of comparison it would
be somethivng around forty-seven barrels per day that would
be the minimum allowable in Kansas, is that correct?
A Based on depth that is true, but realistically
I wouldsﬁy that it should probebly apply on linvested
cost, which is comparable to the 5,000 and 5,500 foot
well in Kansas, and 1 would assume that Kansas
allowables, the depth figure was used in lieu of costs;

but, I would say here that realistically probably the
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forty-~four barrel per day allowable would apply 1o &
well of thls depth and cost in Colorado.

Q Do you have anything else to tell the Commis-
sion, Mr. Shivel, concerning this matter? Let me go
back to those exhibits (looking through documents).

Mr. Shivel, there may be some confusion on this. 7You
did not consider the six percent on your investment in
this particular calculation?

A We did in all calculations.-

Q No, you didn®t in this one, I think, Mr.
Shivel, but you did in the subsequent ones, isn®t that
Tight?

A I am sorry; to put the six percent figure in
there eliminated any possible pay-out in this seventeen
yeaxr pay-out. I was in error. It would run on forever.

Q I Just'wanted the Commission to understand.
Do you have anything else that you might help the
Commission on this matter today, Mr. Shivel?

A Nothing other than what constitutes the
definition of a minimum well, and as comparsd to what
other oil companies ©f considerable sexperience have adopted
and, of course, Kansas® experiences, oh, roughly, we

will say, from 1925 on--about thirty-odd years, slightly
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over thiriy years in Westerp Kensas--and, of course, the
adoption of a minimum well figure is basged then on
cousiderable experience over a glven area, which is
roughly thirty years in Western Kansas, and they have
evidently reached the comclusion that costs increase in
depth and greater allowables are required in order to
give some adequate return of pay-out,

These pay-outs, of course, include nothing
for our effort other than~-no profit at all. These
are simply pay-out figurss.

COMMISSIONER BRETSCHNEIDER: How loung 1s this
pay-out in Kansas allowed to run?

THE WITNESS: Those are permanent by order.

COMMISSIONER BRETSCHNEIDHR: Permanent?

THE WITNESS: Yes, for the 1ife of the
propertiy.

COMMISSIONER BRETSCHNEIDER: After the pay-out
you don’t have to conform to the regular allowable of
twenty-five barrels per well?

THE WITNESS: No, becauss we have added cost
for depth in producing.

BY MR. EPPERSON:
Q Mr. Shivel, what is this Delaney No. 1 well

producing? I don't think that is in evidence yet.
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A Well, originally it was 124 barrels a day
and it rapidly climbed to twenty-seven percent water
and stabilized.

Q Stabiligzed at twenty~seven percent water?

A Yes; the well is approximately good for 125
barrels a day.

CHAIRMAN DOWNING: What 1s its presseunt
production or last production?
THE WITNESS: Nine barrels per day.
CHAIRMAN DOWNING: I mean beforef?
COMMISSIONER BRETSCHNEIDER: 125 barrels.
CHAIRMAN DOWNING: Originally 1257
THE WITNESS: 125, and then reduced to 85
until the order was applicable.
CHAIRMAN DOWNING: At the time of the order
"1t was producing 857
THE WITNESS: That®s right, yes, sir; that
would be restricted production, for it was capable of
prqducing somewhat more,
CHAIRMAN DOWNING: Any further question?
(No response.) If not, you are excused.

MR, STOCKMAR: Pardon me.

COMMISSIONER BRETSCHNEIDER: Mr. Stockmar wants

to ask a questiom,
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MR. STOCKMAR: Geutlemen, this matter is
extremely important from two distinet vieWpoints; one,
whatever is done here could have a very substantial
lmpact on the operation of the Adena unit; secondly,
what is being sought here is the establishment of what
may be a very far-reaching precedent in this state..

I, therefore, inteud to devote a substantial amount of
time to the cross examination of this witness.

It being 12:00 o'clock, I wanted to call that
to your attention and suggest an adjournment until after
lunch; however, we are ready to proceed.

CHAIRMAN DOWNING: How much longer will
this take? You want to examine him af lengih?

MR. STOCKMAR: I want to examiue him at
length, yes, sir.

CHAIRMAN DOWNING: And what about your case,
the defense?

MR. STOCKMAR: We are prepared.

CHAIRMAN DOWNING: How long will it take?

MR. STOCKMAR: We did mnot expect to have to
come here and put on evidence with respect to other
states in the union and so forth. We are prepared to
put on a case, 1f it is needed. Most of the testimony

to date, however, has not related to engineering as
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such. It has bsen argumentative testimony, and we may
be able to develop an argument on cross examination
plus & closing statement which will do.

We do have svidence that we will submit,
1f it seems necessary.

CHAIRMAN DOWNING: Well, I imagine this will
take an hour or two longer, won't it?

COMMISSIONER BRETSCHNEIDER: Do you think it
will take that much time?

MR. STOCKMAR: I intend to make & thorough
cross examination, yes, sir.

CHATRMAN DOWNING: Well, lot*s adjourn then
until what tims, 1:307

COMMISSIONER BRETSCBNEIDER: I would rather
go ahead, but I will have to conform with the
ma.jority.

MR, STOCKMAR: I will say that if 1 can shape
my questioning over the lunch hour 1 can save some
time. ¥ I am compselled to feel my way it may go more
slowly than otherwise.

COMMISSIONER DILLON: We could get back by
1:00,

CHAIRMAN DOWNING: Can you get back by 1:00

o'clock?



42

MR. STOCKMAR: Yes, sgir.

CHAIRMAN DOWNING: All right; then we will
adjourn until 1:00 ofclock.

(Whereupon, the hearing was adjourned until
1:05 o'eclock p.m., the same day, at which time the

following procesedings were had:)

S§§66856855858¢8
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AFTERNOON SESSION, JANUARY 15, 1957, 1:05 P.M.
§§8856556888

MR. STOCKMAR: I should say, gentlemen, that
gsome of the laborious sliderule work we were able to do
over lunch may be able fo enables us to abbreviate this
hearing,

CHAIRMAN DOWNING: All right.

CROSS EXAMIVWATION

BY MR. STOCKMAR:

Q Mr. Shivel, to commence your cross examination
here we would like to hear your views as the lessee with
regpect to your plans for additional drilling under the
present order as it exists, and also under some other
uurestricted situation under which there was no limi-~
tation on the amount you would produce?

A Under the present order we wouldn®t be
disposed to drill another well; it isn®t economical;
we couldn®t afford it.

Q If there were no restrictioun on production at
all would you drill another well?

A We would drill one more well; that is, one at
a time. We would drill another well; let's put it that
way.

Q In your testimony you d4id not actually get into
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any engineering features, but made this presentation as
seeking an economic exception only. May we infer from
that that you are not rebutting the vast volume of prior
engineering tegtimony that is in the record ou this
field?

A Not at all, sir,.

Q Not at all; and, in effect, are accepting the
englneering determinations that have previously besu
made with respect to Tract 81i-B?

A That's right.

Q You recognize that a suitable time for
disagreeing with the factors which we have with respect .
to 0il in place under Tract 81-B is now~~~

MR. EPPERSON: Now, just & minute. Would you
read that Question again, please?

(The last question was read by the Reporter.)

MR. EPPERSON: I think that's s conclusion.
The questlon calls for a counclusion of this witness and
he may not be competent to answer it.

MR. STOCKMAR: I am really asking if he
recognizes that this is an appropriate uunit.

CHAIRMAN DOWNING: I think this 1s just
preliminary; answer it.

MR. STOCKMAR: I am merely seeking to find out
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if we need expect rebuttal of the eungiuneering testimony
that has gone heretofor in this field at this moment.

MR. EPPERSON: Don't answer the question if
you can®t, Mr., Shivel.

THE WITNESS: I did not qualify myself as an
engineer.

Q (By Mr. Stockmar) Do you recall, Mr. Shivel,
that the work which has gone heretofor rssulted in a
determination that Tract 81-B had reservoir barrels in
place of 116,7007%

A I don't recall the precise figure, but I would
accept that, if that was the figurs.

MR. STOCKMAR: I direct the Commission's
attention to its own order presently in existence which
does set that figure for it.

Q Mr. Shivel, if your lease was permitted to
produce for a periocd of fifteen years as a hypothetical
time, at the rate of fifteen barrels per day, how‘much
actual stock-tank oil would be produced?

A I don'*t believe--~like I say, I did not qualify
myself for reservoir engineering. I doubt that that
is a calculation that could be given at this timen I
don’t believe that a precise determination as that could

be answered by people that are competent.
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Q Wéll, this is a simple mathematical matter of
fifteen barrels times 365.

A That’s right; how far down the line that well
would produce at fifteen barrels a day would be unknown.
I would say it would be indefinite.

Q Mr. Shivel, how much o0il was produced from
Tract 81~B prior to the effective date of the existing
order?

A That would be to July 318t now?

Q 1956, ves.

A That would be approximately, in round figures,
8,000 barrels; somewhat less, about 7,600 probably.

Q At a value of $2.83 a barrel?

A $2.83.

Q Then giving in round figures approximately
$22,000 that has already been recovered prior to the
effective date of this order?

A I can®t give you that exact figure; however,
presently the well has produced about 8,900 barrels,
and we are about twenty-six percent paid out.

Q But prior to the effective date of this order
you actually did recover in the neighborhood of $22,0007%

A Ne; no, it has mnever produced fo us over

$19,000 total net dollars.
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Q You are speaking of yourself ags the lesses?
A That'®s right.

Q Then downgrading it, approximately $19,000°?
A That®s right.

G Recovered to this time?

A That is in stock-tank barrels, yes; not

depleting from that the operating costs now. For
operating costs it is reduced to about $17,000,

Q At $350 & month it is roughly a thousand dollars?

A It is reduced to about $17,000.

q Then looking at your own exhiblts here with
regpect to the Exhibit D, which is the calculation
for nine barrels per day you have not taken into ace® unt
in this preparation that you have returned oun your
investment $17,000%

A That's right, for ths reason that those were
not essentially prepared for ourselves, They were
prepared at the behest of the Delaney iunterests, 80 we
were asked to prepare for them a pay-out based on 9,

25, 40, 60 barrels per day. We presented sxactly what
wae wera requested to prepare.

Q You have testified that we are speaking of an
exception that you are seeking for this particular well,

that you ars seeking economic relief with respect to
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this particular well?

A In so0 far as regards the drilling of another
well.

Q And your exhibits D through G do not take into
account the faet that you have already recovered $17,0007

A No, they were not designed for that. I explainsed
what that was for; they were simply to give a pay-out on
wells in Colorado at this time at a given rate of
production per day.

Q Mr. Shivel, you testified with respect to the
sltuation in Kansas. There are two or three qﬁestions
I would like to ask about that. The paper which.you
presented showing the minimum well allowables for oil in
Kansas disturbed me a little. Is that a minimum allow-
able or is that the allowabls established for wells
whether they be marginal wells or field wells?

A No, that's the minimum well allowable established
by statute in the State of Kansas. The tweniy-five
barrels, that®s a minimum allowable established by
statute.

Q Can you refer me to the section of the statute
which does that?t

A I am sorry, I can't do that, no.
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Q Are other wells permitted---

MR. KiRGIS: Ted, would you like to have us
give the answei to that? 55-604, |

MR. STOCKMAR: May I have it again?

MR. KIRGIS: £=604 of the 1935 General
Statutes.

Q Does the Kansas statute permit the Corporation
Commisgsion of Kansas fo considéf economics?

A | I presume 1t would for the order has been
issued which concerns.economics which relates added
allowable consideration to be given wells of depth
greater than 4,500 fest.

Q I will withdraw the question if you wish, sir.
We have bad a lot of téstimony on what is permitted in
Kansas here.

COMMISSIONER DILLON: That is just a question
of law and it is in ths statute.

Q Mr, shivel, if there is no disagreement on
the enginsering work which has gone heretofor, will
an increase in the amount of oil which is permitted to
be taken from this tract result in drainage from the
unit areaft

A That probably should be referred to competent

enginesering counsel. That is a flank well, an outside
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well, and 1t would be doubtful that that would rssult
in drainage from the unit area., It would be doubtful
it would be.

MR. STOCKMAR: I think we wlll excuse the
witness.

MR. EPHERSON: Just a minute, Mr. Shivel,

REDIRECT EXAMINATION

BY MR. EPPERSON:

Q Those exhibits of the 9, 25, 40 and 60 barrsels
were based upoun a new well drilled at the same cosi as
this past well, isn't that correct?

A They were based on new wells drillied during
the same pariod of time. We Just took--in order to usse
competent figures--we took wells that were drilled 1n
the last half of 1956,

Q And the exception we are asking for heare isg
not only for this well, the Delaney Wo. 1, but it 1s so
we can go ahead and drill another well, too, isn't that
corract?

A We would be unable to drill a second well
unless it was accorded the allowable to be granted this
well.

Q For the Delaney No. 17

A There would have to be a comparable allowable,
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CHAIRMAN DOWNING: Any other questions? Any
questions from the Commission?
BY MR. JERSIN:

Q Paul, I wounder if you can just slaboraie a
little bit more on this statement that you cannot afford
to drill a well on properties which apparently from the
present information are not within the Adena Fiseld.
There is quite an area involved in this lease that is
being held. Have you contemplated releasing that
portion not within the Adena Field as indicated by the
Exhibit A of Order 26-307

A Well, I think we would have to take it a step
at a time, and the furthest projectibn we could make would
be one well ahead, for it would.serva to define what
we might do at a later date; but, we would only contem-
plate one additional well.

Q And if this well that you are contemplating
to drill--could you give us the location of that? I
could give you this map (handing document to witness)?

A No, for the reason } think I should refer
that to our geological department. Obviously it will
be drilled in the proximity of the present location,
but the precise location I don't think should be a matier

of record from me. I thiunk it should come from our
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geological department. But, as I say, 1%t would be in
the proximity of the present producer.

Q I didn’t know whether you had definitely
determined a location.

A We have not; we would drill an additional well,
for that is a lease obligation we have,

Q The formula that the unit has used for
allocation distribution throughout the different interests
in the field, apparently your company agrees with the
principle of the formula, is that correct?

A Why, I believe that has been answered before,
Art, that we did have a--we worked in some area of
disagreement; we accepted unitigation, however.

Q Well, Paul, I was just wondering, you realize
that there would be an adjustment according to the for-
mula adopted with more development in this area, and
depending upon the increased development or extended
development it would change the entire pilcture as far
as the sengineering and geological information we have
now, possibly?

A Well, possibly.

Q Either change it or confirm it?

A Change it or confirm it, possibly, or deny an

extended area of drainage to the reservoir.
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Q Now, I have no idea of what is going on
through the Commissioners" minds, but Jjust as an
agsumption-=-

CHAIRMAN DOWNING: A little loudser.

Q --=1f the Commission would consider a temporary
relief to allow further development in this area
would you consider this development in the near future?

A I think you would have to define “temporary.”
We have dollars involved, venture dollars, which all
0il people have, and in Colorado under very hazardous
conditions, especially in the Basin.

Q If relief were granted until a development
well were drilled would that-~how soon after this relief
were granied do you think you could drill, commence
drilling the well?

A Well, Art, |1 should again ask you for what
you mean by "relief®?

Q By increasing the allowable for this well to
compensate for the apparent distress in monlies received
from this lsase?l

A By that you mean then I would presume
that relief allowable would presume a permanent allowable
assigned to thls well and a subsequent well,

Q Relief to the point where developrent could be



continued to determine the formational information in
this area?

A Well, obviously as oil people we wouldn®t risk
our dollars without having some definition as to
whether we had a chauce of rscovering; there 1s no
assurance of getting an additional well here. This is
a bhazardous venture, as all exploratory wells are. And
this is exploratory. This is extending the pool.

MR. JERSIN: I believe that's all I have,
Mr. Downing.
BY CHATIRMAN DOWNING:

Q As I understand it, this eighty acrses is not
in the unit, but it is within the lines of the pool?

A Yes.

Q The pool boundaries?

A As defined, the pool as defined.

Q Well, do you think thé boundaries go beyound
this pool, the boundaries of the fieldr?

A I wouldn®’t know that.

Q Beyond this eighty acres?

A I wouldn®i know that; it obviously takes an
expioratory hole to determine that. |

Q What effesct would it be on it, in regard to

drainage? Suppose we granted the relief, forty barreil
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allowable, What effect would that have in draining
your neighborhood?

A Our neighbors are the unit, and this is a
flank well, and down-dip, and I think it would be
questionable. There is a reasonable doubt that it would
affect the unit in any degree.

Q Do you happsen to recall what is the allowable
ou the up~dip next to you?

A That is distributed by the unit to their most
advantageous position.

CHAIRMAN DOWNING: That's all.
BY MR. JERSIN:

Q Paul, if the minimum request of forty barrsls
per day were granted by the Commission what would be
your action on development?

A We would drill another well,

Q How soon would that be after this?

A As soon as we had equipment available to do
80, which would be within reagonable limits of travel
of equipment, pressnt commitments covering our tools,
et cetera, which would be~~I am sure it would be within
& very reasonable length of time.

MR. JERSIN: That’s all, Mr. Downing.

CHAIRMAN DOWNING: Any other questions?
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MR. STOCEMAR: ©Not of this witness. We seen
to be in need of engineering testimony, however. Al
the earliest opportunity I would like to call a witness
for the umit.

CHATRMAN DOWNING: You would like to call a
witness of your own?

MR. STOCKMAR: If the applicants have finished
thelir case.

MR. EPPERSON: Are you through with our witnesses?

CHAIRMAN DOWNING: Have you presentsd your
case?

MR. STOCKMAR: Yes,; sir.

MR. EPPERSON: I just asked Mr. Stockmar 1if
he was through with our witnesses.

MR. STOCKMAR: Yes,

COMMISSIONER BRETSCHNEIDER: He is through
with your witness? all of his witnesses?

MR. STOCKMAR: Yes, sir.

COMMISSIONER BRETSCHNEIDER: He is through
with your witnesses.

CHATRMAN DOWNING: All right; then you proceed.

(Witness excused.’
MR. STOCKMAR: 1 would like to call Mr.

Weyler,
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J. R, WEYLER
called asg a witness in behalf of the unit operator,
being first duly swormn according to law, upon his oath
tegtified as follows:
DIRECT EXAMINATION
BY MR. STOCKMAR:

Q Will you state your name and occupation for
the record, please, lir. Weyler?

A J. R. Weyler, petroleum engineer, Pure 0il
Company, Tulsa, Oklahoma.

MR. STOCKMAR: Gentlemen, Mr., Weyler has
testified endless times before the Comeission.

CHAIRMAN DOWNING: If there are no objlectiouns,
you will be qualified.

MR. STOCKMAR: I would like to ask that he be
go qualified.

Q Mr. Weyler, the exigting order sets forth the
reservoir barrels in place allocated to Tract 81-R.
Will you tell us what that is?

A Well, the originél oil in place under Tract
810B, which is a part of the ExHbit C to the field
rules, is 116,700 reservoir barrels., Now, that is not

stockwtank.barrels, but reservoir barrels.
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Q That is oil in place, reservoir barrels of oil
in place?
A That was the original oil in place as

determined by the Adena unit enginesering-geological
committee.

Q Prior to any production?

A Correct.

Q Will you convert that figure to stock-tank
barrels of oil in place?

A The stock~tank barrels of 0il iun place would
be 86,000 barrels under Tract 8i-3,

Q Would a recovery factor of fifty percent be
optimistic with respect to this tract?

A Yes, that°slapproximately the recovery factor
with respect to the whole unlt under secondary rscovery
operations,

Q Then what would be the recoverable stock-tank
barrels of o0ll that you might expect to achiesve from
this tract?

A Tract 81-B recovered--if Tract 81i~B recovered
fifty percent of the original oil in place under this
particular tract it would recover 43,000 barrels of stock-
tank oil.

Q Now, at a permitied allowable~~ First, may
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I ask: what is your expectation in terms of yesars of
the remaining producing 1ife of the Adena Field?

A We expect the Adena 0il production to last
approximately fifteen more years.

Q Would it be your expectation that this tract
as it is situated would also produce for that period of
time?

A Yes, sir, we believe so0.

Q At a figure of fifteen barrels per day for
gach year for fifteen years, how much oil would be
recovered by this particular well?

A Well, if this particular well, the Delausy No. 1,
recoveréd fifteen barrels of oil per day for fifteen
years, cumulative o0il production at the end of that'time~-
that would be from today on--would be 82,500 barrels of
stock-tank o0il.

Q Adding to that the 9,000 already produced we
have a figure which is approximately twlce the recoveratle
0il which might be expected under the present order?

A Yos, and not only that, but more than originally
was in place under the particular tract,

Q Could you give us the figures for similar
determinations? That was for a permitted allowable of

fifteen barrels a day. Would you give us the same
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figures for éo, 25, 30, and a few other repressentative
numbers? |

A At 20 barrels a day for fiftesn years the tract
would produce an additional 109,000 barrels of oil;
for 25 barrels a day it would produce an additionsl
137,000 barrels; and it is just a matter of multipli-
cation; 30 barrels a day would be ;8&,000 barrels.
That’s about twice the original oil that was in place
under the lease.

Q Aund the figure at forty barrels, please?

A At 40 barrels per day for fifteen years the
well would produce an additional 219,000 barrels of oil.

Q Which is approximately how many times the
expected recoverable o0il from this tract?

A Well, it*s about five times what you would
think would be good recovery, or two and a half times
the original o0il in placs,

Q Mr. Weyler, if this o0il is not recoverabls
from under this tract it would have to come from some
cther source. What is your opinioun as to where that
oil would come from?

A Well, if the well is t0 recover any of these
quantities of oil and 1t doesn®*t come from under the

Delaney tract, why, it necessarily must come from under
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the unit area, unless our geological information-~which
we trust is very accurate since the Delaney well has
been drilled and we do have the data~~ithe field does mnot
extend to any great degree beyond the Delaney No. 1

well to the beat of our knowledge.

Q Well, 1f there is o0il, more oil under the
Delaney tract than we have accounted for here, will
additional drilling develop that oil?f

A Additional drilling--~-

Q On the Delaney tract?

A ~~=-on the Delaney tract could encounter---
Q I am assuming it is therse.
A Yes.

) Can that be known in any other way than the
drilling of additional wells?

A No, no, it can't.

Q Should additional reserves be recovered will
your company as the unii operator stand in the way of
an eulargement of the reserve figures for this tract?

A No; in fact, we would certainly approach it
the same way we did when the Delaney was drilled. We
used the data that we had at hand before the Delaney
was drilled, and we did have recoverable oll uundsr the

Delaney lease. When thse Delaney well was drilled it
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encountered a few more feet of pay than we had estlimated,
and we dld some enlarging of the Delaney oil in place
prior to the presentation of these rules to the
Commission.

Q And under your understanding of the formula
which is used to establish allocation, would not the
discovery of additional oil in place result in an
increage in the allowable permitted for the Delansey
tract?

A Well, yes, it would. Any increase in the oil
in place under the Delaney traci would increase fhe
allowable for the Delaney leass.

Q Now, Mr., Weyler, looking at Exhidbit D, 1
believe, which 1s a tabulation of a hypothetical pay-
out of a nine barrel well, 1lst us view that in the light
of the existing well and briefly recast those figurss
to take into account production to date.

A Well, the production to August 1st, I think,
has been~--

Q Simplify it by taking the production to the
effective date of the present order.

A Well, the production to the effective date
of that order has netted Petroleum, Inc.'s interest,

working interest, approximately $16,000. I think,Paul,
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that is roughly correct.

Q That is after deduction of royvaliy payments?

A After deduction of royalty, state income tax.

Q And operating costs?

A And operating costa, which leaves a net of
approximately $46,000 yet to be paild out as d August
1st 1956.

Q Then asgsuming the figures as the net sxpected
return at nine barrels per day, 1 believe the
figure was 9.69%

A Yes.

Q What is & fair approximation of the time from
August 1st 1956 that the--that it will take to pay out
this well?

A Thirteen years.

Q Which is within the contemplated lifetime of
the field?

A Yes, sir.

Q Would you make the same analysis for the
Exhibit E, which contemplates twenty-five barrels per
dayt

A On the bhasis of twenty-five barrels per day it
would take approximately somewhere beiween two and threse-

quarters to three years from August ist 1956.
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CHAIRMAN DOWNING: How many years?

A Two and thres~quarter years, itwo and three-
quarter years to three years, s8ir.

Q Would you make the same ¢alculation with
regpect to Exhiblt ¥, please, which is the forty
barrels?

A At the rate of fofty barrels per day theAwell
would have paid out the investment in a 1little over a
year and a half from August ist, betwsen a year and a
half and two years, from last August 1st.

Q Well, in summary, Mr. Weyler, relying'upon
your prior engineering testimony which hasg been accspted
and adopted by this Commission, permiiting auny allowabls
in excess of the nine barrels per day which is
presently permitted by the order will result 1in drainage
from the unit area in the abseunce of concrete knowledge
concerning oil under tﬁe Delaney traci?

MR. HAFFEE: Gentlemen, I object to the
question. I don’t kmow whether you are testifying,
Ted; if you are I would 1ike you sworn; too., I mean, I
think you are Jjust telliné éhe witness what to testify fo.

Q I simply wanted to emphasize the testimony
which you gave before, Mr. Weyler. What will be the

effect of any allocatlon of production to this well in
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excess of nine barrels per day?

A Wiell, we still certdinly believe as we did
before, in that the rules that we presented to the
Commission last year are some of the best rules that
we have ever seen, and they do counteract and minimize
drainage across property lines, and aany excess of over
nine barrels per day allowable on the Delauney well would
result in the migration of o0l1l from under the unit area
onto the Dealaney properties.

Q And what effect will this have upon the
correlative rights of the owners of the uunit?

A I believe, as we stated then at the last
hearing, that the correlative rights would be impaired;
the correlative rights of the unit owners, both royaliy
and working interests, of whom there are some four to
five hundred.

Q Mr. VYeyler, to permit an exception for this
isolated flank situation, would that have any bearing
upon the entire perimeter of the Adena Field?

A Well, yes; this situation 1sn®t only a matter
we should be concerned with only here on thls one
property. We have a perimeter all the way arouund that
field which is pretty well tied down, but we have not

drilled compleiely every locatlion all the way around the
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field, although we used all of the companies when we did
the work of outlining the field. We sat down as &
group and used the information th&t we had at hand and
we fesl thils is as good as can be dome with that
information; but, if exceptions are allowed or the
allowable order were to sencompass only the productive
1imits as we know them now and nofhing beyond, if someone
were to drill a well beyond what we believe now are the
productive limits and this well were mot to come under
this order, we would have a possibly very serious problem
evorywhers around the unit,

Q Would this impair your consideration of
secondary operations?

A It certainly could. For instance, right now
in the gas cap if someoune would go in there and not be
under any field rules or under this present order and
drill & gas well and pop the gas cap, why, we would
certainly have lost ultimate production.

MR. STOCEKMAR: I would like to submit the
witnegs to the Commlssion for its questioning.
CHAIRMAN DOWNING: Are there any questions?
I might ask one question::
Q If this well was permitted to produce forty

barrels a day, where would the oil come from and in what



67

proportion, have you any idea?

A Well, sir, it would create a low pressure area
" on the Delaney property and oil would migrate from the
unit as we showed on our bottom hole pressure maps during
the last summer's hearing. You would have a disproporfionate
volumetric withdrawal off of one property.

Q Could you guess at all how much of that oil
would come from the unit property and how much from the
property in question?

A Well, sir, if the well did produce £or fifteen
years at the rate of forty barrels per day and did produce
over 200,006 barreig=--=-

Q I got that, but I was just wondering at the
present time what would be the result, if you know, 1f there
is any way of telling? In other words, forty barrels
a day comes out; where does it come from?

'A Well, it would be about thirty-one barrels‘
per day.

Q Would it come from the unit?

A Yes, sir.

CHAIRMAN DOWNING: That's all.
MR. STOCKMAR: Any other questions by the
Cormission?

CHAIRMAN DOWNING: Any other questions by the
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Commission?

COMMISSIONER BRETSCHNEIDER: I would just like
to make one obserxrvation on some of these figures which
you give. You speak of twenty-five barrels and forty
barrels a day for fifteen years, or any period for that
mattexr, but I am sure mo one expects the well, this well to
last fifteen years and produce forty baxrels a day each
year. |

MR. STOCKMAR: Well, in answer to that Mr. Weylexr
has testified that that is his belief and we can cerxtainly-
develop that more with him.

COMMISSIONER BRETSCHNEIDER: That a well like
this would produce forty barrels a day for fifteen years?

MR, STOCEMAR: Mr.‘Weyler, would you respond
to that, taking into account the location of the well?

A Yeg, sir. This area~-and I think that some of
the testimony of Mr. Shivel voiced this somewhat-=-now,
this well is down in a very tight area. It is not
offset, or the limits of the productive field are not
necessarily--are not the oil-water contact as we know
them in the rest of the field. It is tight.

Now, there is oll-saturated sand beyond what
we call the productive limits of the fleld in this area,

but production is limited due to tightness rather than



water-oil contact.

Now, there has been substantially no water
encroachment of any extent in this area. Now, this Delaney
well has produced more water than any of the other wells
in that immediate area. All of our wells, like on the
Scanlon right near there produce no water, and at the end
of the productive limits i1s actually a permeability
barrlier in that area, and we are satigsfied--in other words,
that's the reason for the reservoir being there; it is
blocked by permeability, and all around the southwest
edge of the field the sand is very tight and impervious
and the production must come from the east if it is going
to come from anywhere.

BY MR. STOCKMAR:

Q Will not the preservation of our gas cap have

some bearing upcon the life of this particular well?

A Yes, sir.

Q The unit's preservation of the gas cap?

A The maintenaﬁce of pressure for this particular
lease, if it is produced over the present dally rate must
come from the unit area because that is where the permeability
extends toward the unit, and not to the west.

MR. JERSIN: Jack, what is the pressure

picture in this immediate area?
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A In this Impedlate area it ig---

Q (By Mx, Jexsin) 1Is the Delaney well =z higher
or lower pressure than the offset wells in the unlf?

£, Wall, on the last betitcm hole pressure sunvey
1 don’i believe the Delaney well iLtself was tsken, Art.
%he pmessure does decrease in this direction {indicating
on map) slightly. We have, I thiunk, three wells right
along hers; I believe you probably have that last map that
was made.

Q Yes, we have it.

A But, the bottom hole pressure lines now that
were taken in October extend in roughly this direction,
which showed no material migradation of pressure down
there now, but it i3 lower in this area than it is, say,
up here, a little bit lower.

COMMISSIONER DILLON: That's to the southwest?

A Yes, sir, but actually those sinks that we
previocusly experienced, a lot of them have disappeared.
Of coursgzs, where we have localized heavy production up in
here (indicating) we have created our own pressure sink on
ouxr own property, but some of these that were origiﬁally
shown on those previous maps are not so apparent.

CHAIRMAN DOWNING: Any further questions?

MR. KIRGIS: I have questions, Mr. Chalrman, iZ
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this is the appropriate time.
CROSS EXAMINATION
BY MR. KIRGIS:

Q Mr. Weyler, in line with what you have been
gaying, I am noc sure that 1 understand fully. Let me ask
this question: Do you anticipate that the Adena unit as
we know it today will maintain its present rate of produc-
tion for a fifteen-year period?

A The rate of production will depend a great
deal, Mr. Kirgis, on the actual injection program that is
initiated. Now, we are going to start meetings tomorrow
to try to pick that injection program. As yet the
Engineering Committee has not determined on which side of
the field it will inject water, which will be the best, and
that is what we are golng to commence doing.

Q l.et me break my guestion into two parts, which
I should have done to start with: Under methods of primary
recovery would you anticipate that production would be
maintained steadlily in the unit area over a fifteen-year
period?
| A Not under primary production, but neither will
the unit nor the Delaney property be---

Q The answer to my question is "no,” is that right?

A Not under primary production, no.
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Q All right; now, I will ask you the second
question. Even though your plans for secondary recovery
are not yet complete, whatever those plans may be, would
you expect production to be maintained constantly within
the unit over a fifteen-year period?

A No, it will go both up and dowm.

Q At the end of the fifteen-year period would you
expect it to approximate what it is the first day of
your secondary recovery operations?

A The last day?

Yes.

No, sir.

It will be much lower, won't it?
It certainly will; the last day it will be zero.

1 am saying the fifteen-year period?

L0 Lo P O

Yes, sir.

Q On what basis then can you justify your analysis
of the behavior of the Delaney well and the additional
production to be gotten out of it by taking such figuras
as fifteen barrels a day,‘twenty'barrels a day, twenty-five
barrels a day, and just multiplying it by fifteen without
modification, by fifteen years?

A Well, Mr. Kirgis, I don't think we can come in

and flood on your property, and the unit is going to be
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shoving oil to the Delaney property during the full life

of this pressure maintenance program, and 1f the Delaney

tract is going to act like the rest of the wells who want
to take our ocil out of us, it is going to be the last one
to go dry.

Q Are you suggesting that the vnit cannot protect
itself from the Delaney well by other offsets to that
well now existing, not newly drilled?

A The only way we believe we can protect ourselves
is a nine~barrel allowable.

Q Well, will you answer my question: Do you think
the unit cannot protect itself through offset wells?

A Well, no, sir; actually we can't. With a higher
rate of production we couldn't because we are not only
going to flood oil--I mean, if at a higher rate of produc-
tion you are creating a pressure sink on the Delaney
property, why, olil is going to migrate to the Delaney
well regardless of what we do.

Q Did I understand you correctly in the interroga-
tion by the Commission and staff to say that the pressure
differential is now away from the Delaney tract?

A No, sir, it 1s not away; the pressure lines
are actually more or less coming in toward--in other

words, although we didn't get the pressure on the Delaney
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well itself, we have to use the other information that we
have to get a picture. We don’t actually know rxight
across the line what it is, because we didn't get the
pressure. I don't know whether you took it or not. Did
you, Paul?

MR, SHIVEL: I don't thimk so.

Q let me return then to my question of a moment
ago. Assuming that some larger recoveries are pemmitted
by this Commission as an exception to its rule, not a
change in 1lts rule, fo: the Delaney well, are the unit
wells which adjoin the Delaney well so located that you
could not protect yourselves against a transference of
oll from the unit to the Delaney tract?

A Thatis my firm belief, yes, sir.

Q Wiy is that?

A éecause i1f the unit is producing & certain rate
of oll production--we are going to get off into engineering,
I am afraid--but we had hoped to move the oll across the
Adena Field in more or less of a line.

Now, we can't localize enough oil production
down there in, say, our Scanlon and Goddard properties
to prevent migration of oil when excessive withdrawals are
being taken out of the Delaney wells,

Q What do you consider excessive®?
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A Ten?

Q Ten; I think that's a fine answer. What's wrong
with your other wells that you talk about that they would
not be adequate to protect you against a ten barrel well?

A Well, we are going into all that again. Do you
remember in the last hearing we discussed the volume
features of this order, which is the whole basis of it,
and that if this proportionate volumetric withdrawals come
off any one property the pressure 1s going to fall
regardless? Now, these offset wells are on forty acre
locations, and there is a lot of area in between the wells;
regardiess of what you try to take out of those wells you
are going to get migration,between them, and that can be
proven on models theoretically.

Q How does it operate practically?

A The same way.

Q How many wells do you have which are in the
unit and which constitute offsets to this Delaney well?

A Actually we only have, I guess one direct offsget.

Q One direct and one or two diagonal offsets?

A 1 think two.

Q Two diagonals? In othexr words, you have a row

of three wells which we might say isolate the unit from

this renegade Delaney well, is that right?
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A I think it is either two or three; I don't know.
I would have to look at the map again, but one direct
offset and one--at least one diagonal.

MR, JERSIN: Jack, would you like to refer to
the attachment to our last order?

A One direct offset and one up on the Goddard
tract which is quite a ways away.

Q Do you mean seriously for this Commission to
understand that raising the allowable from nine to ten
barrels is going to cause all of this difficulty in the
operation of the unit?

A I didn'teay that; you asked me how much I
thought was excessive.

Q And you think ten barrels is excessive?

A Pergsonally, Mr. Kirgis, I do, or I think it
would be different in these rules.

Q In other words, you are--your answer is being
predicated upon merely the blanket application of the
engineering concept embodied in the rule, is that right?

A If I understand you properly, I assume that's
correct.

Q Reference has been made to a letter from Mr.
Peak dated January 3, 1956 addressed to all royalty owners

in which there is the statement that, “"Excluded tracts
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32, 81~-B, which is the one here in ilssue, 83 are non-
productive tracts in the "J" sand."

Did you at that time approve of that letter and
that statement?

A Yes, sir, they weren't producing, and that's
what he meant; tracts 32, 81-B and 83 had no "J" sand
producing wells on them, and that's what that refexs to.

Q Would you say the same thing today then?

A No, sir, they are productive. They are producing.

MR. KIRGIS: That's all the cross examination
1 have.
REDIRECT EXAMIVATION
BY MR. STOCKMAR:

Q Just one question, Mr. Weyler: It has been
sald before, but do you concur in the statement that a
well produces from a pool?

A Yes, sir.

MR. HAFFKE: May I ask a question?
MR, STOCKMAR: Yes. Excuse me; I thought you were
finished.
RECROSS EXAMINATION
BY MR. HAFFRE:
Q Mr. Weyler, I am probably going to show my

ignorance because I don't understand a lot of this stuff,
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but this Adena area was opened up in 1953, is that
correct?

A Yes, sir.

Q And up until the Delaney well there was no
production from the Delaney least at all?

A Yes, sir.

Q Am I to understand you correctly then that based
upon your theories here up until the time of this Delaney
well, why, this Scanlon and these Goddard wells were in
fact probably draining the Goddard lease, is that right?

A That's right.

Q So we have had a couple of years of drainage
before these things went into effect, is that right?

A Right.

Q Now then, did I understand you correctly, when
it gets right down to brass tacks, the only way you know
whether or not there is any oil under the vest of the
Delaney lease is when it is actually drilled?

A Yes if there is more than we think there is,
yes.

Q So, if when we use a hypothetical question
that this sand which apparently is so varlable throughout
the field, should in fact be greater on thé other side,

and we never know it, your assumption that it is only coming
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from the Adena unit is incorrect, isn't it?

A Oh, yes.

Q 1t is coming from the Delaney unit, too, isn't
it? In fact, it could come a whole lot moré?

A It could if it exténded further.

Q But, we don't know?

A From the information we have now we do have
productive sand west of the Delaney well itself. It
does extend on out.

Q You have prol:acted it?

A Yes, sir.

Q Did you project the iscpach maps they showed us
in the spring of 1955°?

A OQur geological and engineering committee did,
six.

MR, STOCKMAR: Excuse me, Jack. Would you
direct your voice a little more to the Commission here?

Q Do you recollect that the zero rating on those
isopachs at that time was originally about in the middle
of the west half of 25 and didn't touch 26?

A I think actually that the zero line on that
original map went right about through the location of that
Delaney well.

Q On the second one, but 1 am talking about that
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real early one. I don't have a copy.

A You may be speaking of Core Lab's map, are you?

Q I couldn't identify it. The company presented
them to us.

A The first one we used in unitization the zero
line went approximately through the present location of
the Delaney well.

Q Now then, as they have actually tested they
have found a lot of their forecasts of the past have been
proven erroneous, haven't they?

A Actually not materially. You see, in the
Delaney well there are about eight of what we call produc-

tive feet. I think three of them are pretty good feet

" of sand with pretty good permeability, if my memory is

right. Pive of them, according to core analysls, were
barely above the ninimums that we use, which is this:

we didn't believe that any foot was productive if it had
less than two and a half millidarcies permeability. About
five of the feet in this Delaney well ranged just over,
say, I think in the neighborhood, between two and a half

and ten millidarcies, which for an average in the field

~is very low; and so actually that is one of the biggest

reasong that the Delaney recoverable oll was extended out.

Now, if about three of those feet had been under
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the two and a half it would have been just about the way
we predicted it originally.
Q It varies from time to time, but the only
proof is when you put a well dowm?
A That's correct.
CHAIRMAN DOWNING: Any further questions?
COMMISSIONER DILLON: I have a questiom.
BY COMMISSIONER DILLON:
| Q About when was the Delaney well drilled?
A I think it was completed in May of last year,
around the 1lst of May, isn't that right?
MR, EPPERSON: That's right.
Q When was the direct offset well drilled, about
when?
A In '55 sometime.
Q When was the diagonal offset well drilled?
A The Goddard, '55; 1 think the latter part of--
ves, I know it was after March of '55.
Q What is the direct offset well capable of
producing? |
A Actually we are not producing a direct offset
well at all at the present time because of high gas-oil
ratio. We are taking the oil from other wells in the

field. Now, we do expect that well to go back to low
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gas-oll ratios as soon as we start préssuxe maintenance.

Q How about the diagonal offset well?

A I1t's not producing either. Actually on the
‘ Delaney tract, the Delaney tract itself has produced
about a little over twelve percent of the original oil
in place, which I think is favorable with the average of
the unit. In other words, the relatively high production
before these new rules went into effect did give it--
put it up to where its recovery is comparable pexcentage-
wige with the unit. It has a capacity--it is shut-in.
We are not producing it because of high gas-oll ratio
at the present time.
BY MR. HAFFKE:

Q  Wbhat is the capacity, though, Mr. Weylex?

A 1 don't know; Allen has it been tested?

MR. ALLEN: I couldn't tell you what the last

test is exactly.

A 1 don't know.

Q 1 heard one time it was about six, eight hundred
barrels?

A Well, I really couldn't tell you. It is a
flowing well. Those that we don't produce at all because
of high ratio we often don't test, because they are not

a producing well at the time, so actually we could look it
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up but I don't know what the last test would be.
MR. KIRGIS: May I ask, I believe, just two
more quastions:

Q Mr. Weyler, you mentioned the high gas~oll
ratio in the offset wells. Do you know approximately
what the GOR 18 in the Delaney well?

A No, I don't.

Q 1f I should say it is about 600 to one would
you accept that figure as approximately correct?

A I would judge that that would very likely be the
case, yes.

Q You don't consider that a particularly high GOR,
do you?

A No, no.

Q Does that indicate then that there is some
barrier to the flow of liquid between that well and those
in the unit?

A No, not necessarily. We have that case existing
throughout the field, 1In fact, it is sometimes pretty
surprising what two offsets will do. We have had one
offset as low as 300 cubic feet per barrel, and the other
one well over a thousand that we are offsgetting.

Q Can that be explained wherever it may exiat on

any basis other than some peculiarity of permeability which
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constitutes at least a partial block?

A Well, it could be due to a mmber of things.
One of the things would be that it wag further from any
possible encroachment of gas. It could be due to comple-
tion practices. There are quite a numbex of things that
it could be due to. '

Q My question has made 1t clesr that I am not an
engineer, but let me make this ;nquiry: As fer as the
factor of distance from the source of gas, I presume you
mean the gas cap in this instance?

A Yes, sir.

Q 1f you have shut-in your unit wells which lie
between the Delaney well and this source of gas, and the
Delaney well 1g being produced, wouldn't that pmaturally
bring the gas down there in the basence of a block or
obstacle?

A Well, no, sir, relatively it wouldn't if the
Delaney well--1f there was mo drainage across the property
1ine. There did happen to be on the Scanlon property
originally a localized small gas cap, and a mumber of the
wells on that particular piece of property--in fact, one
of them was high initially, and it was kind of an
anomaly. It was localized, very small, and we have had

some high ratios right there, so we don’'t really think that
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this particular gas is from the major portion of the gas
cap.

Q Did T misunderstand you or not in your direct
examination? I thought I understood you to say that there
was some kind of a barrier by reason of change of permea-
bility between this tract and the unit which would explain
your statement that this tract might produce at 2 longer
period of time, or at a higher level than the unit?

A No, sir; my testimony, I believe, was that
there s a permeability barrier to the west of the Delaney
propertles. In other words, that the limit of the produc-
tive'sand to the west, in other words, the other side of
the unit, is a function of the sand being tight and
impermeable rather than the true water level of the fileld.

Q Then you do not think there 18 a permeability
barrier between the Delaney tract, and let us say, the two
offset wells?

A No, sir, I don’t believe so. I am pretty sure
that when the original pressums on the Delaney well were
taken right after it was drilled that they were comparable
with those of the unit wells right in the same area; and if
1t was a localized reservolr, why, they would have been in
the neighborhood of 1540 to 1600 pounds.

Q Well then, i1f that is true then there is no basis
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for any suggestion that the Delaney well would maintain
production 6var a long period of years at a better
proportionate rate than the rest of the unit, isn't that
correct?

A Well now, Mr. Kirgls, when we start water
injection we will actually reduce the vatio on many, many
gas wells, or high gas-oll ratio wells, and if we would
happen to inject water along the gas-oll contact, which
is a proposed plan-~-it is not necessarily the one we are
going to use--we would move an oil bank to the wést, and
it would certainly reduce the ratio on every well.

Q But, here, pardon--I didn't mean to interrupt.

A I think that's all.

Q Now, in your answer you are assuming artificial
conditions to be created at the will of the operator rather
than patural conditions, are you not?

A Yes, that's right; that's what we unitized for.

CHAIRMAN DOWNING: Any furthexr questions?

MR, KIRGIS: 1If I may just finish the question I
started to ask him awhile ago, and then I will be through.

CHAIRMAN DOWNING: All right.

Q Mr. Weyler, you have stated that a well produces
from a pool. Is the Delaney tract a part of the Adena Fleld,

part of the same common source of supply?
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Yes, sir.

And it then produces from the entire reservoir?

> o >

Yes, sir.

Q Then is there any way in which you can protect
yourself or "insult" that particular tract, as we have
heard comments here, by operations in wells nearby?

A No, alr, not unless you have a control over thg
rate of production of the particular well that we are
discussing.

Q One more: Even though the total rate of pro-
duction from the unit should decrease over the next fifteen
yeaxrs is it your judgment that wells similarly located to
the Delaney well will be producing throughout that whole
period?

A Yes, we believe they will.

MR, STOCKMAR: That's all the questions I have.
THE WITNESS: 1 would like to say one thing,

Mr., Kirgis, or Mr. Stockmaxr: that we believe that the
flank wells of the Adens Fiald will prodhce for fiftaeen
years. We have had already in the north side of the field
a few wells go to water. We don't believe that that will
be the case in the south as it is in the north, because of

pexmmeablility.

Our engineers at the present time estimate the
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life of oil production at about 15.8 years, and that's why
we sald roughly fifteen. On the baslis of this what we
were concerned with, forty barrels per day for even seven
and a half years, the wells would produce over a hundred
thousand barrels of oil, and that's more than was under
the property in the first place.

MR. STOCKMAR: Thank you, Mr. Weyler.

MR, HAFFKE: You raised one question, Mr. Weyler.

CHAIRMAN DOWNING: This will be the last.

MR, HAFFKE: What?

CHAIRMAN DOWNING: Thils will be the last ome.

MR, HAFFKE: All right,
BY MR. HAFFKE:

Q You are talking about water. You recognize that
tls Delaney well already has twenty-gseven percent water,
don't you?

A Yes, sir.

Q  All right.

A I think it had it initially right after the frak
job.

CHAIRMAN DOWNING: Does anybody insist or more
questions? (No response.) If not, the witness i1s excused.

(Witness excused.)

MR, STOCKMAR: No more questions, Judge Downing,
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but for the record I would like to again express the
situation of the unit with respect to the expansion of the
unit.

We are always open to applications for tracts
adjoining the umit which are within the productive limits
of the field to seek adnission to the unit. I just
wanted to make that clear.

Then, summing up, it seems clear to me that
the vast amount of englneering work and testimony that
has gone into this thing makes it clear that the present
order is entirely appropriate to handle this situationm.

To deviate from it now would cause drailnage of the unit and
abuse of correlative rights.

Noﬁ, in many cases problems relating to the
production of oil fields can be handled by compromise
agreements between the parties, amd so forth., In thias
particular instance, however, we did not see how that could
be accomplished without our usurping the function of the
Commlssion, which is to establish the allowable. So in
this instance we are not able to.come to you and say, after
the thousands of words we have said before, something else.
So now all we can say is that this problem ﬁust rest
squarely with the Commigsion. We believe that our

testimony adequately and to this point supports the present
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order without change.

That's all I have to say.

CHAIRMAN DOWNING: 1Is there any more testimony?
(No response.) If not, the hearing---

MR, KIRGIS: I would like to make a short closing
statement, 1f I might.

CHAIRMAN DOWNING: All right, but let's see 1f
there is any more t:estiﬁony. All right, the case 1is
closed, and we will be glad to hear arguments, but let me
suggest . this: Isn't there a way for you gentlemen to
make a joint recommendation as to what our odicler should be?

MR. KIRGIS: Mr. Chaimman---

CHAIRMAN DOWNING: In other words, it just
strikes me that there is certainly merit in thi.s applica-
tion, and there is certainly merit in those who uphold the
unit. It is a very difficult question, and I don't know.
You gentlemen know more about it than we do. Your
interests, I think, are the same as ours. Is it possible
that you could make an agreement that you---I assume it
would be along the line that this eighty acres would come
into a unit in consideration of a certain percentaga of the
entire unit, of the entire production.

‘Now, is that feasible or poasible?

MR. STCCKMAR: As I stated, Judge Downing, we are
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entirely open to an application in the manner established
in the unit agreement, which is certainly known to these
parties.

MR. KIRGIS: Judge Downing--~

CHAIRMAN DOWNING: How about it, Mr. Kirgis?

MR. KIRGIS: I think I can give the answer to
that. The unit states, and correctly, that thaey are open
to an application on the basis of the formula set, which
is nine barrels.

CHATRMAN DOWNING: I don't understand it.

MR. KIRGIS: We have presumed upon this Commis-
sion heretofor to continue this hearing on two occasions
for the purpose OF undertaking to come to some agreement
and understanding with the unit operators on this point,
and those negotlations broke down at a meeting of--what,
some two weeks ago, maybe two and a half weeks ago now--
by an inability for the parties to get together, and with
the statement, well, by the unit committee, "We will take
it to the Commission and let them tell us."

CHALRMAN DOWNING But that doesn't answer--

have you a desire to make-~if you made an application

what would the nature of your application be?

MR, KIRGIS: For admiassion to the unit, and we

are advised that we may be admitted to the unit on the
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formula stated, which is nine barrels.

CHAIRMAN DOWNING: Well, that's what they would
offer. What would you like as a compromise?

MR, KIRGIS: Forty.

 CHAIRMAN DOWNING: What, forty?

MR. KIRGIS: Forty.

CHAIRMAN DOWNING: All right, proceed.

MR. KIRGIS: I will try to make it brief, Mr.
Chairman. It has been stated in the opening argument
on behalf of counsel for the royalty owners that the
purpose here is not to attack the engineering phases or
the technical phases of the Commnission's order, but in
so far as this hearing is concerned the purpose is to
present the facts which show that there is Justification
here for an economic exception to the order on behalf of
this one tract.

Consequently, the evidence has been produced
showing what the economics are. You will note that the
proponents here did not present engineering testimony at
all, Ve see no need to because we are not attacking the
engineering phases or features of the order.

Now, one thing was brought out, and that is
that the various exhibits which show the mmber of years

it will take for pay-out on the basis of nine barrels,
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twenty~-five, forty, and so on, should be reducaed by the
amount of oil already produced from the Delaney well.

We concede that that 18 correct as to the existing Delaney
well. We point out that it is immaterial whem thinking of
the drilling of an additional well, a new well not now
drilled. In that instance, the exhibits would have to be
applied precisely as they are submitted to you and without
reduction.

Now, it has also been the position of the
royalty owners and Petroleum, Inc. believes that the
royalty owners have a correct position in this respect:
that it is in their interests certainly, and it is also
in the interests of the State of Colorado to encourage
or at least pemit additional drilling to the extent
necessary to determine the limits of this £ield down on
this side where there seems to be Some uncertainty has
appeared. In other words, it has been changad from time
to time, and in that connection Mr. Weyler himself in his
direct testimony said that "you can get more reserves only
by drilling more wells," and he also said that if an
additional well is drilled and oil should be discovered
then you would, of course, allocate additional oill in
place to the tract and additional production to that tract.

He has admitted thogse two facts, which I believe
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are obvious, in any event, and which actually are the
keystone of this application before the Commigsion. The
only way an additional well could be drilled down there,
elther for the benefit of these landowners or for the
purpose of delimiting this field and finding out what
there really is in this rather uncertain area is by making
an exception to this order which will make it economically
feasible for a well to be drilled.

Now, that well, if drilled, is going to be a
wildcat. 1 think that the englneering testimony here
makes that apparent. No one is golung to drill g wildcat
wall, run the risk which is invqlved in that if he is
going to see a seventeen-year pay-out without even interest
on that money. HNobody is going to drill a well Lf he sees
a flve-year pay-out when it is a wildcat; not a develop-
ment well, but a wildecat, and that's what this well will
be.

Consequently, Pet Inc. has stated and it
repeats that it is willing to drill this additional well
for the purpose of determining.whether thig field, in
fact, does go down further, whether there are or are not
more reserves down there, which 1f there are they ought to
be recovered by an additional well, and for the benefit

of its lessors to whom it owes an obligation it is willing
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to dp that, but 1t has to see some possibllity of a
reasonable pay-out.

They are willing to do that on a two or three-year
pay-out, if the oll is there; it may not be. It may be a
dry hole, and that's that. If the oil is there they want
to see the possibility of a two or three-year pay-out.

Now, Petroleum, Inc., actually we are not trying
to act holier than thou, but actually they do feel some
obligation to these lessors, and they feel an obligation
to go ahead with the well. They are willing to do 1t,
whereas actually if they did not have the lease they
would prefer to walk off and leave the whole darned thing;
but, in the circumstances which exist we are perfectly
willing to go ahead and do it, but to do it we are going to
have to have an allowable here which will give us some
assurance if there is oil there at all in this wildeat
that it can pay-out in two or three years.

The figures are here to show the economics of it.
The Commission and its staff understand the economics of
it. I have only one more thing to say, and that is that we
have made a cursory review of all the orders of the
Commission and we don't find that there have been any just

like this or any exceptions requested which are exactly
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parallel to the exception requested here; however, the
nearest thing is the Rangely situation. Yocu will recall
that under the Rangely reinjection order there were some
wells in the west side of the field which were one well
leases, and which were not connected to the gasoline
plant, and it wasn't economical to do it. The production
of gas wan't enough to justify bringing those into the
gasoline plant, so it was a matter of poor economics.

The Commission granted exceptions to those
uncomnected single well leases, and they were exempted
from operations, certain of the basic parts of the order.
We think in theory this is a similar situation where the
Commission is not doing violence to the order in any way.
It is not attacking the sanctity of the engineering
principles which underlie the order; it is merely being
asked to recognize an economic necessity which if
recognized will permit the drilling of an additional well
for the benefit of everyone in the field, I think, by
delimiting it further, or expanding it further in accord-
ance with what is discovered in that well.

CHAIRMAN DOWNING: What other states have a
rule similar to the Kansas rule?

COMMISSIONER BRETSCHNEIDER: Oklahoma.

CHAIRMAN DOWNING: With a minimum?
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MR. KIRGIS: There is no statutory provision
in Oklahoma, but there 13 an administrative practice in
Oklahoma similar to that. In Texas there is a peculiar
situation; I don’t know exactly how to describe it, It
doesn't work just this way, but it works instead that
if under their complicated system of market demand
proration it is necessary to pull wells down to a certain
point, certain types of marginal wells shall not be pulled
down below a certain point in order to allow them to
continue to produce. The schedule there, I don't know
that it has much significance because they are dealing with
a different situation with their market demand proration,
but a well of 2,000 to 4,000 feet should not apparently
be taken below twenty barrels under thelr set~up; a well
of 4,000 feet to 6,000 feet should not go under twenty-
five barrels; 6,000 feet to 8,000 feet, not under thirty
barrels, and so on.

MR. STOCKMAR: I only have one statement to
make: One sentence.

CHATRMAN DOWNING: Before you do that let me
ask Mr. Jersin: Do you want to make any recommendation?

MR. JERSIN: I would like to investigate some of
the facts in the office f£irst, Mr. Downing.

MR, STOCKMAR: The persuaslve part of the argument
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which has been made here 1s that an inducement ox assurance
of additional money in hand is required before an
additional well will be drilled. Now, that is put

forth as an inducement to the Commission to give them that
money. The only way 1 can understand that is that it is

the unit that is being called upon to pay for that well, not
the lessee, by diverting oll and 1ncomé otherwise and
properly belonging to the unit to the other party to

make possible his drilling of a well which he does not

feel able to drill at this time.

We disclaim any desire to contribute to the
drilling of that well, and that is what 13 being sought
here.

CHAIRMAN DOWNING: Any further argument?

MR. HAFFKE: Gentlemen, I would like to make
this statement: I think we as mineral owners and as
royalty owners came down here with the concept that there
is no denying that the way it stands now it is an econoﬁic
liability, even on the existing well, I don't think you
or me or anyone else could contlnue to operate at an
increasing debt.
| Out thought was coming before the Commission,
as we have a peculliar situation here. I bellieve I can

fairly state that as fairly as we can evaluate the testimony
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we don't know what is there. We won't know what is there
until thexe 15 some producticn and some additional
drilling.

Now, I feel that the Commission is here on my
behalf as well as anyone else, and all we want ﬁo do 1is
what 1is honest and fair, but when we don't get anything
for-ﬁhe ovnership of our minerals and our investment as
laymen we just don't understand how that adds up; and I
think that in this situation your investigation and what
has been presented there is really a valid reason based
on the engineering that has previously been submitted to
redefine that field, to exclude this 320, except that 40,
and to justify an allowable of forty barrels.

Now, gentlemen, what we want 1s falr; Lf it is
not fair for both sides it is not fair for anybody, and
we don't want to be in the position of taking anything
from anyone, and by the same token we don't want it taken
from us.

I would urge that a substantial allowable--
not even substantial, but I think a justifiable allowable
of forty barrels should be granted. We don't know; that
well may piddle out. If the experience in the Julesburg
Basin is any criterion, it might not be there in three

years; nobody actually knowa. So on behalf of our owners
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and our minerals and our royalty owners we are primarily
seeking a fair, equitable solution, and I think I can
honestly urge that forty barrels is proper. Thank you.

CHAIRMAN DOWNING: Thank you. Well, I want to
express to the attorneys the thanks of this Commission
for what seems to be a very fair and able preéentation;
but, perhaps one of the most difficult problems that has
come before the Commission.

We will take it under advisement.

(Whereupon, the hearing was adjourned at 2:;23
o'clock p.m.)
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