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REVISW OF UNIT OPERAZION IN YHE ROCKY MOUNTAIN DISTRICT
By Vm. H. Strang

(Reed at the Supervisor's Conference, Washington, D. C.,
woek of Febrwry 25 to March 1,1930)

Yhe subject of thismper, as assigned to the writar, was covered in con-
siderable detail at the recent meeting of the imericen Institute of lMining and
Metallurgical ingineers, in New York City. For this reason the writer feels just-
ified in deviating somewhat from fhe subject assigned, and wishes to strese the
relation of wnit operation to the Govermment's reyslty interests, as appllieasbdle
in the Rocky lMountain District,

It would seem that comment should be made at this time on & statement
that has been made recently, to the effect that a spirit of cooperation in drill-
ing and production programs has prevaliled since the earliest discoveries of oil
in the Hocky Momantein ares.

Without doubt, there have been, and still are, meny operators in the
Rooky licuntain District who fully believe in and realize the possibilities and
benefits of unit operation or cocperatim, However, therc have been only & re-
latively small mumber of operators who have voiged their opinioms in the matter,
and still & lesser number who have actual ly put into practice the unit plan of
operation, Those ooupanies who have now in operation the setual unit plan are the
major oil producing companies in the Rooky leuntain Distriet, such as the lidwest
Hefining Compeny, Chio 04l Company, Texas Production Company, Producers and Re-
finers Corporation, and their subsitiaries. A few of the lavger lndependent op~
erating companies are also in sccord with the unit plan of operation,

It has only been within the past three years that any congerted effort
hes been made t0 put into sctual practice the unit plan of operstion. The unit
plan is by no means & new subject. For years Heary L, Doherty has been advocating
the unit plan, which ides wes later taken under consideration and gtudled by such
orgenizations as the U, 5. Bureau of lines, Federal 0Oll Conservation Board, imer-
loan Petroleum Institute, Mid-Oontinent 0il and Gas Association, imerican Bar
Association, and the /mericen Institute of Uining and Hetallurgical
It may be sald that, except for cccasicnal speculative remarks om the subject aml
a few somewhat isolated fields operated according to thesunit plan, the real ine
terest of the industry as a whole, and the public interest, was not aroused until
the large volume of over=-production in 1929 forced all farseelng operators to the
realigation that sume extensive ani permenent change in operation practices was
necessary to save the industry from chaos. Many attenpts and experiments in the
matter of proration ami cwrtallment of drilling by agreements had been msde pre-
vioug to this time in various parts of the country, from the eastern fields in
Pennsylvanis aud West Virginia to the Cplifarnia fields on the Pacific Coast.
dome of these experiments were highly successful amd are now being used as & basis
for argument for the practicability of the unit plan of operation,

Proration hag been and is being wsed at the present time %0 scme good sd-
vantege in practically all of the major oil producing fields in the country. How-
ever, proration is like locking the barn door after the horse has been stolen., It
merely temds to ourtail production to within the limits of refinery, storsge and
pipe line capacity. It does not necessarily limit preduction according to the
demsnds of the market. Proration, therefore, iz not a cure all, but merely a tem-
porary makeshift measure to attempt to correct the evil after it has oceurred.

The industry now reslizes that a more permsment catrel of over-production must be
devised, and to correct the evil hefore it has ocourred. At the present the unit
plan of operation seems to be the most sultable and equitable methed of cure.

hat is wnit operation? What does the term mean? Literally, the tem
may be understood to mean exactly what the words imply, the operation of & single
poel, reservolr or field as a unit. The A.lJi.E., for purposes of study of wnit-
ization or unit operation, has defined the term "unit operation” as "any plan
whereby the competitive drilling-draimsge feature is or will be absent in the
development of the pool”, a pool being defined as "4 sijgle reservoir cwntaining
0il and (or) gas. The A.lJi.H., in its wnitization study, has also considered the



go-galled "near unit cperatiom"™ and defined this term as "any plan whereby the
competitive drilling-drainage feature is or will be reduced and regulated in the

development and operation of the pocl.”

It is interesting tc note at this point Shat Captein J. F. Lucey, in
an address on "Unitization™ befare & recent meeting of the Dallas Petroleum
Geologists, made the statement that "There 1s no such word as unitisation and,
therefore, I cammot discuss it intelligently, not kmowing the meaning of the word,
bat I do know something about cooperation. Is it not & fagt that vhat we are try-
ing to bring about is a cooperative effort to prevent over-preduction of oil,
stabilize cur industry, obtein & reasonable price for owr crude, so that the in-
dividusl, as well as the corpcration, can survive?"

With this in mind, Captain lLucey stated that unitizetion mesns coopara=
tien, snd used the tormm "gooperatim™ throughout his address.

Unit operation is cocperation without a doubt, not only in spirit, but
in practice., It mesans the cooperation in mamagement, development, and production,
80 that a field may be developed as & unit,

There are msny advantages claimed for the unit plan, emong which are;
"{1) The lower cost of produwction through savings in pipe line investment, stor-
age tenks and water development. (2) Greater ultimste yleld, (3) Comservation of
gas. (4) Preduction of 0il or gas as needed. (5) Proper spaeing of wells. (6) Less
loss through evaporatim begause of fewer storage facilities. (7) Royalty owners
will receive & greater returm on their investment, although the immediate returns
would not be as great as im the competitive plan. (€) Standardization of machinery

and eguipment, "

Among the objeetions to the unit plan which have been advanced are: "(1)
Unitization will take awsy the opportunities of the "wildcatter™ who is responsible
for the development of the industry. (2) Will destroy the individual and take away
his initistive. (3) Will destroy the speculative royal ty market. (4) The lﬂMt
will not have proper representation in the unit; that major companies are in a
position, bescause of their smple working capital, te purchase large acreage sur-
rounding structures, and, therefore, obtain representation by the increased screage
80 purchased. (5) That the individusl will not be able to intensively drill up his
small holdings; that no recognition will be given to the producer who drills ahead
of production and rigks his eapitel in extending the field.”

Hone of the cbjectimms listed above will "hold water™ except that proper
consideration should be given those who drill shead of production.

Wat is holding baek the putting into effect on & large scale of the wnit
plen of operation? This question might be amwered by stating thet it is because
of the attitude of royalty interests, imiependent operating compenies, independent
operators, and Federel laws. The confliot with Federsl laws vhich tend to prevent
restriction of production of an article or comuodity to omtrol the price, is not
wholly spplicable in the csse of oll or gss production.

The drilling axd producing departments have lomg been & sare spot of all
0ll compsnies, Theso departments must gamble thelr good cash in the discovering of
and bringing to the surface their life blood, il or gas. Refineries and pipe line
companies do not have this uncertain festure of income and return on their invest-
ments., The refineries are only limited as to thelr profits becsuse of their cepa-
olties, lack of sufficient market, and stiff competition., Pipe line departments
are enly limited by the capacity of their lines, production obtaining, and the
aval lable market. The cost of the pipe line is easily estimated, snd the amount of
oil or gas that it will be necessary to transport through their lines to amortise
their initial investment sand prwuo a fair profit. The sdveantage of these latter
branches of the oil industry is proved by the fact that the major operating cempan-
ies in the United States are nh‘bnlhiag their own refineries, their own pipe line
companies, and are even entering the field of retailing their preducts. VWhy, there-
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fore, should not the operating companies be sllowed sooperation such as is pob-~
gible wnder the unit plan of opsration, in erder thet they also might be relatively
assured of the return on their lnvestment and an adequate income. The unlt opera-
tion proposition does mot only reduce overhesd expenses snd operating costs, but
also restricts the production of crude ascording to the demands of the market, al-
lowing swfficient emergency surplus. This te obtein & better price for the crude
in order to obtain the profits Jjustly due.

The control of crude cil, to the writer's viewpoint, wwmld not confliet
with the Federal laws providing & pemalty for restriction of trade snd comtrel of
price, as the prices of the refined products to the public sre not affected to any
great exteant, The fluctuations inm the price of orude oil are not reflegted in
direct proportion in the retdl price of its products, such as fuel oil and gssoline,
This is amply shown by the fact thet during the present unstable condition of the
price of erude oil, no fluctuation in price of retall gascline wes apparent. The
unit plan of cperation does mot intend tc restrict production to such &n extent
thet an exhorbitsnt price would be cherged for retail petrcleun products. It is
ohly meant to prevent overpreduction of oil or gas, stabilise the industry, end
allow the operatar to obtain a reascnable price fr oil or gas, thereby ental ling
& benefit to the Govermsent,

The Govermment has slways tried to help the operator to obtain the best
possible price for his crude oil or gas, not because of the pecuniary bemeflit it
may result in to ltself, but becsuse of the esomomio principle involved. The
efforte of the Govermment to establish an 85-cent field base price far Oregon
Basin erude is an issue at the present time. In this connection 85 cents a
varrel is & necessary price 1f the proiucer expects to realise & reasocnable profit.

is early as 1923 the Goverment esteblished, inthe Rocky Mowntain Distriet,
& minimam price of 6 cents per thousand cuble feet for its royalty gas.

The general principles of unit operation, comservation of 0il and gas,
prevention of economic waste through unnecessary drilling, etcetera, are fully
reslize. and appreciated by the Department, and would undoubtedly receive the ap-
proval of the Department. The withholding of formal Departmental approval of unlt
operation is due to the specific terms of Section 27 of the ot of February 25, 1920,
whieh reads in perts "That if any of the lands or deposits leased**** ghall be con-
trolled by any devige=----s0 that they*****form the subject of ******Yany agreement
or wmderstanding®******to which such lessee shall be & party of which his or its
putput is to be or become the subject, to contrel the price thercof, or of amy
holding of such lands by amy*******control in excess of the smounts of lands pro-
vided in this act, the lease thereof shall be forfeiteu by appropriate court pro-
ceedings." The exact meening of this wording of Seetlon 27 ie subject to much con~
troversy. An smendment to the lessing law to olarify the wording of Segtion 27 and
to speeifically authorize the Secretary to approve or to require lessees to enter
into unit operation agreements in the interests of conservation of resources and
avoidance of econwmmic waste would be & cure for the situation snd & real public in-

terest measure.

The Rocky Mountain District is somewbat unique in charascter, as far as the
oil industry is comcerned. The distriet is in reality in & classifigation all its
own, and differs greatly from the Mid~Continemt District and the Californis Distriet
in respect to geography, geology, development, producing and marketing conditions.
Three states in the Hocky Lountain Mstrict, namely, Momtens, Wyoming and Gelorado,
are practicelly independent in respect to oil and gas production aand cmsuaption.
The production of orude oil snd gas from these three states is only able %o meei the
actual demsnis within their boundsries. The _ geographic leocatlon prevents major
competitiom from either the Mid-Cemtinent or Oaliformia Districts. In fact, in
the past few years liontana has been unable to supply refineries within ifts bound-
aries with sufficient crude oil to allow them to operate at full cspacity. Wyoming
oils sre being shipped inte Montena besause of this. Uhe refined produgts of orude
0il, such ss gasoline, sre of course belng shipped from thesec states to the other
districts, where they must meet stiff ommpetition. Crude oil from the morthwest
portion of New Mexico, however, must meet competition with Mid-Continent oils or
with California olls shipped to Utah, into which state the majority of these New
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Kexico oils are being shipped at present for refining.

The Rocky Mountain Distriet is also unique im its diversified royalty
interests. . large portion of the srea of this district is owmed by the Govern~-
ment ., However, much land originally held by the Govermment bas been patented or
has been given to some of the railroads traversing this srea as a reward for their
exploratary work and early developmemt, Becanse of this conditicm, Honteans, Wyo-
ming and Colorado in particular have four distinet royaliy interests; the Govern~
ment, the State, the patented or fse land owner, and the railroads. As the states
hold, in additien to lieu land selectiims, sectioms 16 and 36 in prastically every
township in the district, the patented londs are only found in areas favorable for
domestic use, the rallrosds to which lands havé been granted hold every odd mum-
bered section sppreximately 20 miles on either side of thelr right of way, and
the nature ani loscation of the lands withdrawn are still held by the Federal
Govermment, the patchwork guilt of rayalty interests in the Roeky Mountain area
is readily discernible,

- This diversified interest of royalty holders has resulted in a large and
somewhe § undue amount of competitive drillimg. Under only two conditions 1s 1%
thought possible in the present limits of the Rocky Hountain Bivision to have a
field under practically one royalty interest, thereby producing competitive or
offaet drilling, One condition is when all of the lamd ie held by the Govebmment,
and the other when the lands are held by privete owners.

DEVELOPMENT OF UNIT OPERATION IN THE ROGKY MOUNTAIN DISTRICT

The unit plan of gperation has been long advocaicd im the Rogky Mountain
District by the Casper office as & means of adjusting production, especially gas,
to establish equitable interests among the royalty holders. The A IM.E, has given
us & list of so-called unit opereations, near unit operations and cooperative agree=—
ments, The list of fields under this classification, and already given by the
AJ JiE. is attached to this paper tut will not be resd at this time because of
its length and because the writer differs in opinion as to such list, as will be
showm in the discussion to follow., The A.l.MM.E, has, in their disenssion of the
subject, included under unit cperstions many flelds that are being developed as
a unit, but solely because the majority or sll the acreage in the fleld is held
and operated by cne compemy. The controlling and developing of an entire peool or
field by one company is admittedly the ideal type of unit operation. However,
under this condition it is not nescessary to establish a unit plam of operation, as
the fleld is already a unit in itself. The writer will, therefore, for purposes
of disgussion in this paper, limit himself to & discusslon of the wnit plan of
operation in flelde in which sgreements were made between cme or more companies

and the royalty interests.

There are no true unit plens of operation in practice in the Rocky loun-
tain District at the presemt time, that have received Departmental approvsl, be-
cause of the sonflict with Seetion 27 of the leasing sct, vhich has been previously
mentioned. The only plans approaching unit cperation are those in whieh royalty
to the Govermment from its oil and gas pemnits and leases has been equitably es~
tablighed by means of percemtages of asreages or lecation of wells in granti ng the
operators relief from the drilling snd producing requirenents of permits and leases,
and yet fully protect the Govermment's royslty interests. This adjustment of roy-
alties has been made to fully protect the Govermment's royalty interests, and is
known as compensatory royalty. The subject of compensatory royalty has already

38 G FIEIDs The first case in the Hooky lountain District in which
MﬂMMMm in the Little Gress Oreek Field, Hot Spriugs
Comnty, Wyoming., In this field, which is a small gas proiucing structure covering
approximately 1600 aeres, there is but ome operator, The estimated total produc~-
tion of the two wells is approximstely 40,000,000 onbic feet daily. The town of
Thermopelis is supplied with gas for domestic and commercial use from the field.
There hawe been two wells drilled, one on a Govermment lease carrying & royalty
rate of 5%, and me m patented land. Bocause of its small area, it was soom re-
alized that not more than three wells at the most woanld be negessary to entirely
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drain the structure of gas., With this in mind %o grant drilling relief on the
Government lands and yet fully protect the Govermment's interests, a plan of allot-
ment of production for the camputation of royalties wes established. There are 180
scres of patented land, 160 acres of 6% Govermment lease, and }280 scres of pemit
lsnd in the field. To equitably distribute royaltles, the agreement was establlshed
in 1927 on the basis that one-fourth of the total production of the two wells in

the field would be oredited to the 160 acres of patented land, cne-fourth of such
production to the lease on which royalty is paid to the Govermment at the ragula-
tion lease rate of 5%, and one=half of such produstion to the permit om which roy-
alty is paid to the Govermment at the regulation rate of 20%. This agreement is
believed to fully protect the Government's interests and eliminate the darilling of

additional uanecessary wel ls and comseguent overhead.

BREX LAKE OLL FIRID: Rex Lake Oil Fleld, in Albany County, Wyoming, is operated
entirely by ome company. The total potential productim from the field is esti-
mated at 110 barrels of oil daily. There sre two wells on & 5% Govermsent lease
and 2 wells on pateated land in the field. Drilling relief was granted on "B"
soreage on the basis of payment of a cumpensatory royalty om of the production
from the "A"™ leage wells at the regulation sliding scale royalty rate, and on the
remsining 50j of the production from the "A" lease wells at the rate of 5§, This
agreement was also arrived ai during 1927,

1 Wertz Gas Fleld, Cerbon County, Wymming, is embreced on one Gov~
ernment lesse, and ls operated by ome coapany. There are 7 gas wells in the field,
4 on "A™ leases and I on "B" leases, having a total open flow produstiom estimated
at 100,000,000 ecubic feet of gas. Prior to 1927 the caupany had been producing
gas fraam "A" lesse wells in excess to the production from the wells on the "B"
lease. The Supervisor requested the company to produce mare gas from the "B" lease
to proteet the Goverament's interest. The operator countered with the proposal to
divide the total production of gas from all wells equally between the "A"™ and “B"
Jease and pay royalty to the Governuent accordlngly. Ihis agreement was also es-
tablished in 1927,

I2ELE BUFEA S #16LD: Little Buffalo Basin Gas Pield, Park County, Wyo-
ming. m: h tho m.x;r:tield in which a type of trus unit plan of operation is
in effect. Two operators control practically all the produstive acreage in the
field, which consists of Goverament lesses and vacant lands, patented and state
lands, The total podential production of the fleld is estimted at approximately
76,000,000 suble feet of gas daily. During 1927, after 7 wells had been drilled
on the structure, i1{ was reslized that sdditional wells would be unnecessary Vo
properly draln the field. A unit plan was then outlined to which the varicus roy-
aslty interests concurred. The entire productio from the field is measured by &
mester meter and this productim prorated to the various tracts within the proven
areca m an acroage basis. It 3o happens that in this case s considerable smount of
unappropriated Govermment land lies within the productive acreage of the field, but
it was agreed upon that this vacani land should be Included with the total aoresge
of the Government lamis wnder lease. 1he percentage of the total Government land
in this csse is B1% of the proven ascreage of the structwe. 81% of the total gas
produced fram the field ls therefore divided between the fowr existing Government
leases, according to their percentage of soresge. This sgreauent was established
in 1927 and is & noteworthy example of suscessful unit operstion for & gas field.

DBRAY, Fremont Comnty, Wyoming. This field is cpermted by one cmmpany.
m grutm- portion of the productive ares is Govermment land, the remsinder pri-
vately éwned. There are 1l gas wells in the fisld, 4 on Govermment lands and 7
on private lands., These wells have an estimated total potential production of
50,000,000 cublc feet of gas daily., Because of the fact that the company was pro-
ducing gas from patented and Government wells in smounis not represemtative of their
respective acresges, the Superviser, during 1925, requested the cperator to drill
sdditional wells on Government land or estimste the drainage from such lands and
pay & compensating royalty accordingly. The operatar elected to drill rather then
pay the campensating royalty. Discussion on a possible unit plan of operation ex-
#iended over a pericd of & mmber of years, wntil in the early part of 1929 an
agreement was made whereby the operator agreed to produce gas from wells on Govern-
ment land in accordance with the percentage of Govermment land within the proven
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OREGON BASIN FIRLD: Park Gounty, Wymming. During 1928 &n attempt wss made to0 eg=
tablish & unit plan of operation im this field, which includes vacant Government
lands and leases, patented and state lands. There are five major operating inter~
osts in the fleld, The umit plan of operation was, however, defeated because of
the refusal of one large indepemdent company to agree to the proposal as submitted,

BAXYER BASIN GAS FINLD, Sweetwater County, Wyoming., This fleld is operated almost
entirely by the Mountain Fuel Supply Company. There are 12 gas wells in the field,

7 being on private lands and b on Govermment B royalty leases. The total posential
production from these 12 wells is estimated at 250,000,000 eubic feet of gas dally,
The Mountain Fuel Supply Compmay is at present producing ges from 2 wells on patenteu
land, vhich is being piped to the town of Roock Springs for demestic consumptiom,

One well en & Govermment “"A" lease is belng produced to supply gas for the Salt

Laike Clty-Ogden, Utah, gas line., During the early part of 1929 & meeting was held
et Parco, Wyoming, attended by companies interested in the Baxter Basin Ges Fleld
snd representatives of the state of Wymming end the U. S. Geologieal Survey, At
this meeting a unlt plen of operation for North and South Baxter Basin Fields was
disoussed and outlimed. The umit plen was later submitted to the Department for
approval, but was held suspended due to possible confliet with Section 27 of the

luﬂm act.

HIAWATHA GAS FISLD: This field lies partly in Sweetwater County, Wymming, but with
the majority of the productive acreage of the field extending into lioffat County,
Colorade, The field, like the Baxter Basin Flelds, is opersted almost entirely by
the iiocuntain Puel Supply Company. There are 6 wells producing im the field, one

on private land and 5 on Government lsmds. These wells also supply gas for the
Salt lake City-Ogden, Utah, gas line, The operator in the field ami the reyalty
interests are at present working out & plan of unit operstion which will be egquite
able and satisfactory to the lessees. The mejority of the agreage in the Hiswatha
Field is held under permit or lease from the Govermment, It is interesting to note
that in granting, on Ostober 2, 1929, an extension of time of 2 years on 30 permits
in the fisld, the Department recommemded, among other conditioms, the follewing:

"It is further recommended that in order to obtain beneficiary use without waste

of any and all gas developed, each extension of time allowed be with notice that s
concerted effort must be made by each pemuittee within the periocd of extension,
locking %o the development of a cmservetion program for the operation of the partie
wlar area wherein the permitted lands are located, such a progrem to be subject to
approval by the Department."” The operator believes that the greatest degree of
conservation of oil or gas is made possible by unit operation, and, therefore, the
above conditlon promulgated by the Depertment appesrs to the Mountain Fuel Supply
Company to be & direot endorsement of & unit operation program.

1t will be noted that the above discussion of cooperative sgreaments or
unit operations has been un fields located solely within the state of Wyoming, with
the exception of mme vhich extemds into Colorado. The above fields are the only
ones in the Recky Mountain District in which such agreements or plans have been
worked out and put into actuwal practice, or have already been discussed or contem=

plated,

Plans are now being made to atempt to arrive at a satisfactary plan of
unit operstion in the Cedar Creek inticline Gas Field, in Montans, Model Dome Gas
Field, in Colorado, in which field helium is found, and possibly several other
fields in the Rocky Mountain Distriet.

in excellent exsmple of unit operstim is the Van Zandt pool, slso known
as the Vam pool, in southern Texas. In this field four or five major operating
saupanies held the majority of the acreage. 4 supervisory committee was fommed by
oné representative from each campany. As the Pure Uil Companmy held the majority
of the productive acreage in the field, this cempany was elected to drill all wells
and carry on all development operatians in the fleld, The supervisory committee,
composed of the representatives of the various companies intereste., supervises the
operations as conducted by the Pure 0ll Company.

Hoae of the fislds in the Rooky lountain District discussed above under



unit operation or cooperative agreements falls under the classification of the

Van Pool or true fype of unit operation. In the flelis previously discussed, where
more then on operator held agreage in the field, no atteupt was made to form &
supervisary committee and allow one campany to carry on all operations in the
field, It will be noted that the only relation fields previcusly dissussed bear

to unit operation is in the division of royalties, or rather the allotment of
production for purposes of camputing royalties. The thought thut the Supervisar
had in mind &% the time the above mentioned agreements were made concerning &
compensatory royalty in lieu of full compliance with the drilling and producing
reguirements of the Government leases and permits. Paragraeph 2(b) of the lease
ealls not only for the drilling of wells to fairly offset those of properties
other than the Government, or om Gevermment lands bearing a lower royalty rate,

but also to begin drilling within three months frum date of receipt of lease and
to continue dridling theremn until wells are cumpleted equal in number to the
40-acre tracts embraced in the lease. In order to prevent possible over-production,
drilling in excess of the requirements of & field, and to premote true oomservation,
the Department established the policy of granting drilling smd producing relief.
The moment 2 lessee fails to comply with the terms of his lesse drilling relief

is negessary to keep the lease in good standing. Drilling relief, vhen granted,

is conditimed om, among other provisions, the payment of a compensatory royalty.
It is almost impossible t¢ equitably compute the compensating royaliy due from
drainage, and it then becemes necessary to make sn arbitrary agreement with the
operators upon whioh to base this royalty. This comdition is especlally trwe in
ges fields where, under certain conditimns, one or two wells may affect the pres—
sure of, or even completely drain, the entire fisld,

An exgellent example of the complications that may arise in the computa-
tion of compemsating royalties is found in the Cedar Creek Anticline Gas Field in
the extrese eastern portion of Montans, This anticlinal structure, upon which
are located several distinet domss ar pools, is approximately 90 miles long and
generally not more than 5 or 6 miles wide. In the major portiem of this field
the Northern Pacific Reilwsy holds, by land grants, every odd numbered section.
In addition to the railway land grants are found seattered tracts of patented
and state lanis. Oeattered thronghout the length of the field, espescially in
two or three of the most productive pools in the anticline, Govermment permits
and leases are locadved., These separated tracts of Government lemd will average
abont 320 sores, each being completely surrounded by lands not belonging to the
Government,

Severel cases have rocently come before the Department in this field
in which drilling relief has been requested, and 1t was necessary to estimate
the compensatory royalty thet should be paid as & consideratim for grenting the
relief, Drilling has been carried on on this structure in a very unorderly and
uneconcmical mammer, wWells have been drilled without dwe consideration for drain-
age. This slimetion has resulted, in one partisular ¢ase, in & wells on private
lands affecting the draining of one Government lease. To fully preteet the Gov—
ernment's interest it was necessary to canpute the compensatory royaslty due from
draivege from easch one of these wells., These same 6 wells aslso affected muocther
Government lease snd also & pemit. 4 study of the sitmation im the Cedar (reek
dntieline soon brings one to the reslisation of the fact that the unit plan of
operatiom is the enly practical means of developing the field, amd certainly the
only plan upon which equitable distribution of royalties to all royalty holders
interested can be made.

The very nature of the leasing law itself, limiting 2 pemit or lease to
& maximum of 2660 seres on me strusture, is oondugive to intensive ani competi-
tive drilling. This is, of course, the primary purpose of such wording of the z¢t;
that it should promote drilling, prevent control of an entire field by one permit
or lemse holder, ami furnish an adequate supply of oll and gas for the buyer.
However, conditions have changed since the passage of the leasing act im 1920, te
the present conditiam of over-produetion which has made 1t mandatory far the oil
industry to reduce the supply of orwie oil and gas to the market demands. It
weald seem, therefore, thet the Govermsent, the largest royalty holder in the
United States, should attempt to ald the industry in every way possible st the
present time to establish a2 plan to prevent over-production, stabilize the indus-
try, allow the operators te obtain o reascmable price for their crude oll and gas,
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and to promote comservatlon.

The purchase of over-ridiag ruysltles from private land owmers, per-
mittees sud lessees has been highly developed ln the Roeky lMounteln District.
liare then a half=iozen large caupenies have been organized and realiszed their
precipitous growth through this memms. This hn mlt.l in operatars paylng as
high as 30% over-riding zoyalties, and in sum on Government "B" leases
where the Uovernment royalty amounts to u—-a/ns, tal rogalty thet must be
pald by the operatoer may amount to umu“uﬁﬂ. This has resulted ipk
great hardship to a large number of operators in the Roeky Mountein Distriet, as
thelr percentage of working imterest cbtalned from the sale of orude coll or gas
bas been s0 reduced as to make 1t questimalle, or ln some cases impossible, for
the operatars t0 make & proflt on thelr investuent and operations,.

In conclusimn, the writer believes that because of the number and msnner
in which the royalty interests are divided, the necessity for payment of .
tory royalty teo the Govermment, and the prevailing over-riding royalties, that
u::q:mtlm is necesssry and perticularly adaptable to the Rocky Mount Dis=-
trict.



