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MR, RAMEY; The hearing will come

to order.

We have two cases on the docket

which I think will be consolidated for purposes of testimony

and two orders.

So we' 1l call first Case 7858.

MR, PEARCE: That case is on the

application of El Paso Natural Gas Company for the reclassi~

fication of marginal gas wells in the prorated gas pools of
southeast New Mexico; and for the suspension of certain pro-
ration rules,

MR. RAMEY: Next Call Case 7905,

MR, PEARCE: That case is on the

| -application of Doyle Hartman for classification as marginal

of all the wells in the prorated gas pools of southeast New

Mexiqo.
MR. RAMEY: I ask for appearances
at this time.
| ' MR, NANCE: On behalf of El Paso
Natural Gas Company, my name is John Nance.

We will have one witness, Mr, H.

L. Xendrick, '

MR. CARR: May it please the Com-

mission,‘my name is William F. Carr, with the law firm Camp=

bell, Byrd, and Black, P. A., appearing on behalf of Doyle

e
A

224
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9 .
Hartman.
| We will have two witnesses, Dan
Nutter and Bill Aycock. | wf
| MR. RAMEY: T don't think it's .

necessary -- does anybody else have witnesses? Mr. Padilla? |

MR. PADILLA: Mr, Examiner, or Mr,. °

Chairman, Ernest L. Padilla of Santa Fe, New Mexico, on be=

half of Moran Exploration, and I have one witness that I’wili{

call.

MR, RAMEY: And then we have a lisﬂ

of the rest of the people, if nobody else has any witnesses,

MR, KELLAHIN: Mr, Ramey, if you

-5

please, I'm Tom Kellahin. I have several clients to represent-

I would like to reserve the right to call a witness, I don'® t

| have a speclfic witness at this moment6
| MR, RAMEY:F Okay,; fine, Mr, Kella~%'

hin, we'll let you do that and anyone else we'll let do thato'

at this time and bejsWOrn.

. (Witnesses sworn. ) S }:

MR, RAMEY: All right, Mr, Nance;, i

I think you're the first applicant so we'll let you == leﬁ

you start with your witness first,

g MR, NANCE: Thank you, Mr. Chairman

I°11 ask that all witnessesystand.‘

/

i
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As a preliminary matter, I would

like to submit a letter from the firm of Montgomery and Ad€: 5
' drews, indicating that for the purposes of this hearing.today”

1 I am associated with their firm.

MR. RAMEY: Okay, thank you.

MR, NANCE: El1 Paso has filed thlsﬁ

application for reclassification of marginal wells in the

POy

prorated gas pools 1n.southeaat New Mexico:; We have a number

of exhibits that we would like to submit in this case, as wéjﬁ
- proceed with our diréét testimony of Mr: Kendrick, and if iﬁfﬁ
i | would be all right qut to hand them to you as we == as we_%f&
- introduce them; in hiﬁ‘question and answer testimony, I woui&‘i

like to introduce Mri Kendrick:and broceed withdirect:examsd-

ination. at. this point.

MR. RAMEY: All right,

"/ H, L., KENDRICK, Lt

béing called as a wiﬁness and being duly sworn upon his bathé

- DIRECT EXAMINATION
BY MR. NANCE:

0 Would you please state for the record, your

narme, by whom you are employed, and in what capacity?

B , HafLo Kendrick.v Employed by El1 Paso Natufai'
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L Gas Company as a staff engineer, .igf :

Q. Have you previously testified before this
Division or one of. its examiners?
A ' ‘Yes; sir, I have. ‘
1) " Were your quaiifications_found acceptable aéﬁf
" that time? L -;; o : ~%?@
A " Yeé;-sir, as a petroleum engineer., | ?

25

© submit the w1tness qualiflcations, or. I would ask that they ?

- to what you feel is'ﬁhe problem facing El1 Paso as a pipaliﬁe;j

- and producer in soutﬁéast New Mexico?

- our marketing area, until 1982, at which time the market de= ;f

clined in such a maﬁher,'and so rapidly, that there were no ;ﬁ

%

MR. NANTE: Mr. Chairman, I would §

be considered acceptable. _ y
MR. RAMEY: The Commission, I think§
is familiar with Mr, Kendrick and he is qualified at this‘

time. g
0 - Mra‘Kendrick, could you give us an introdu&ﬁi?n

A Durlng the years of the high sales, high :"g
takes of gas from the gas wells in southeast New Mexico it ‘;%ﬁ
aid not seem to be a.problem in which wells need to be pro*ﬁ;;
ducea bacause most wéils were being pfoduced every day. ‘;éé

. ‘El Paso had enjoyed a very good market in‘ ?

preparationS.aVailabIe; the rules of'ope:aﬁion in the poolégl
of southeast New Mexico were not adeguate to take care of a

change to a low market demand in such a manner as would relieve
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: l process of producing gas through 1981 El Paso had a policy ofl

;‘flnd that that is impossible. It was impossible in 1982,
is impossible this far in 1983. So with that, we are asking

%"' low demand, so that those wells as nonmarginal will carry ani'ﬂ
‘llA under produced or over produced status and the marginal wells :
*?p will therefor be perm;tted to produce 100 percent of the tlme,‘
‘U?; and our marglnal wells would not have an over or under statuso

so that if you ever shut in a marginal well technically and

or may not ever be producedu

the situation of having all or néafl§‘all of the wells as

marginal wells and only a few wells nonmarginal. And in the

trying to never shutmin marglnal cla531fled wells, and that,.
actually, is still El Paso's position, that we would like to fﬁ
have marginal wells produce every day. |

L

But under the condition that we now have, we g

the Commlssion to automatically at one point, at one date, toi
start proration over again to the point that we reclassify as I3
many of the marginal wells as is deemed necessary to nonmar« E;
ginal, =T that those wells can be used to swing on to produce‘

those wells or shut in those wells during periods of high andz

’
ik

theoretically you haVe lost allowable to that well that may

| So,‘with that, El Paso is asking for this
one tlme start up of proratlon, recla381fying the wells to
nonmarginal, and also to. hold some of the present operatlng
rules in abeyance, if youfplease, so that if we have wells"

that get six times over produced too quickly in this early

period, that those wells not béqésked to be shut in until we
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:well, neither under produced nor over produced, but according

" in this matter.

~ effective date of June 1lst, 1983. Do you feel that this date

= & —
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have an opportunity_tb get this program lined out and get théj

proper wells then reclassified as marginal and the allowableé}‘
o b

going to wells that~dan_produce the allowable for the time.f”

0 ‘The wells that El Paso is seeking to have

reclassified as marginal to nonmarginal, what type of status °

as far as over or under produced would El Paso want applied
to those wells at the effective date of an order? 4
A ' Any marginal well that is reclassified as . -

nonmarginal on that effective date would begin as a balanced *©

to the rules of the Commission, they would be considered
coming into the proration period under produced.

This is done for the purpose so that they can

be automatically reclassified as marginal if the case so re»iﬂ

quires.
0 And what about the over oxr under produced
status of existing nonmarginal wells?

A RO, any nonmarginal well now producingyit

| - would carry over whatever its over or under produced statué‘?

would be on the effective date of an order that we are seekind’

o . In its application.El Paso has suggested anvf”

is critical?

A, No, sir. At the time we made the original

application for this hearing we asked that the production for |

P s R
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| mission would not have to recalculate the allowables for Juﬁé@

- and then‘everythinglcbuld pPick up on a July 1 start date.

16 | |
-.7|; months is certainly tha minimum amount of time you would want
17- | '

" reclassified that we really felt should stay nonmarginal,for*@5

| another three month period, ' : é

“have deSLgnated Fxhlbit Number One. I'd like to present }'ig

mission, are there copies of that exhibit that we might have?

]
}

14
June, July, August, and September, Seing a four month period
instead of a quarterly year, be taken as the trial period, or
starting period for this, because we had filed early enough ’{
that we could begin this in June, if the Commission so saw fit
to grant an order in that manner.
Now that we're in the month of June, we say,i
well, we .can drop tﬁé June from the issue and if an order is '

80 written it could beéome effective the lst of July, the Cdm%

0 Do you feel that the July through September;é
guarter, then, would allow sufficiént basis for determining
producing abilities of wells and allow appropriate wells at ‘
the end of September, then, to fall back into marginal c:"atei---,:f"j
gory where production warranted that? |

A It would be a good starting period and three
to look at before you let wells become redélassified back to

to look at the wells very cautiously and not let wells become3;

0 El Paso has a compllation of data which we .

copies of this to the Commission@_

MR, CARR- May it please the Com=
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i MR, NANCE: I'm sorry, I meant tO.
3 Now, we do not have == I'm sorry, at this éoint we don't have
4' enough copies'to offer everyone in the room one at right this
5 | moment, but I do have twenty, or so, copies that we will handi |
out. |

A May we go off the record just a moment,

please?

9 _ (There followed distribution

10. of sonme exhibits.)

e | .
2 - Mr, Kendrick, ifi:you would, please, could

15;' e R = '
.- | you describe El Paso's Exhibit Number One and with that in

14 ‘
| gas pools of southeast New Mexico? |
I§' A Okay. Exhibit One was made from information

16 | that was available from the southeast gas proration schedule
17 | as published by the 0il Conservation Division. |
igA This is the last twelve months between June
i;l of 1982 through May of 1983, listing fifteen of the prorated

26‘ pools in southeast Ngw Mexico, and for each month from June - |
;;  82 through May of 83, shows the numberrofimarginal units T
%? and the number of nQnmarginal units in each pool.
22  Then the last column on the righthand side
23 shows the number of wells.

24 In southeast New Mexico some units are small .

25 | and some large; some have more than one well on a unit. So

13
. mind give an indication of the situation among the prorated
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' of proration units as marginal or nonmarginal for May, 1983,

17

 able to take most of the gas available to them at that time., -

16
I thought, well, picking the number of wells that was in‘theg‘

May, 1983 gaé proration schedule, and just showing for that

one month the number of wells that corrésponds to the number;ﬁ'

are the two adjacent columns. Such as, the first pool is (
the Atoka Penn Pool, and for May,‘i983, there were 24.89 mar-}v
ginal proration units. There were 26 wells in those == in |
thaﬁ category as marginal wells in the 24.89 proration units.z
There was 1 unit nonmarginal and 1 well nonmarginal., We have%
27 wells total, 25,89, the total proration units for the Atokﬁj
Penn Pool,
The same information is pfovided for the

fifteen pools listed on the three pages in this report.

Q From the identification of these wells as
marginal or nonmarginal, what observations have you made come
paring the number of marginal wells té the number of nonmar-
ginal wells?

A it seems to be that most wells are marginal
wells. A very high percentage are marginal wells, and we feég‘

that this is due to the fact that up to 1981 all the pipelinés

taking gas from these pools had a very good market and were

So increases production from a pool causes :
more wells to become marginal but the period of production inf‘
1982, as low as it was, was not adequate to cause marginal

wells to be turned around and reclassified as nonmarginal.
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i' 0. As the situation exists now, Mr. Kendrick,
3 | are marginal wells in southeast New Mexico being shut in?
| 4 A, Yes, they are.
5' o Can you tell me why that is?
6 A. In the El Paso system in southeast New Mexico)
we have tried to take gas ratably between wells and when our
Z‘ allowables are assigned to nonmarginal wells we tried to pro- f
§ duce that allowable. All in all, we are trying to meet a mar=
?, ket demand, whether it is high or low, and we will always trﬁ
16» to meet market demand. _ |
lia | And if we have a cutback in our market de=
12 mand, then we must cut back on the wells producing through
ié' our system. And if we cut off all of the nonmarginal wells
1; and still have too much gas on, then we have to cut off mar-
- ginal wells, and as I mentioned bgfora, that's contrary to
1?1 our thoughts of how a system sﬁould opérate.
lé‘ So we have shut off in the past marginal
1? wells, and as we continue with a low demand for gas, we havé'
l?' tried to balance the shutting in of marginai wells to where
i§ that'oné operator or‘one well as a ma:ginal well is not the
26 only well that got shut in., We shut in any well that produced
il' greater than 25 Mcf per day, and wé have tried to shut in
;i every well that produced greater than 25 Mcf a day at one tine
, or another, until going through our records we can say that
237’ over a period'of a year's time‘we would try to balénce the
%4 amount of producing time or the amouht of shut in time for
25 ' '

every marginal Wélla
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18
2  ‘ . So we are still shutting in marginal wells -
3? in southeast New Mexico. ‘
2; ' : MR, NANCE: Mr. Chairman, next El i 

éJ Paso has a series of exhibits that we would like to submit. .

These contain data on individual pools in southeast New Mexicb;

Q. Mr..Kendrick, could you déscribe, please,

e Each of these groups is just one

T - oL
Eg exhibit, so if you would just circulate these. Wg do not.havqi
i |’ packages Qf the whole set grouped together at this point.

1?? the information contained on Exhibit Number Two for the Atoka |
1%2 - Pennsylvanian Gas Pool? |
lé{‘ A All-ﬁhe data found on the first page of Exe. ﬂ
i;’ hibit Two,if your first page is the data sheet, came from the f

fé' proration schedule for the month indicated from southeast New |

gf Mexico in the Atoka Penn Pool. ,
lg : The total allbwable, from off the page from. é
¥? which the allowableé-ﬁre calculated, being the last figure |
~1? . for the pooluwhere it adds the amount of allowable for.marf\’

' 18; ginal and the amount of allowable for nonmarginal wells. Tﬁ&{
IQ? total figure is the first -- is the second column, the first

261 column being the month and year.

iif" - .. The third column is the marginal allowable;'i
2{ This came from the same page in the'proration schedule, Wheg.?
{ﬁ;atY°u'5tart to caiculate aliowable you start with nominatiogggﬁﬁ
" | You adjust.the nbminationso iou get a figure that you're

2 supposedly going to allocate to the wells in the poel, and

25
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| the pool. This does not distinguish between any pipelines in

compared to the period of time that is covered in Exhibit Num-

then you take away from that the marginal allocation of the
amount of gas to be applying to marginal wells. That is the
figure that is column three, called Marginal Allowable for
the month indicated. |

The third column is the total production from

any pool. It takes the total production from the next page;
all the pipelines are listed and at the bottom of that it has
a total for the pool.

The second column in that system, the next
particular issue, May 1983, has the March:total production
for that pool. That is whaﬁ shows as total production in
column four for the month indicated.

The marginal production is the next column
on the samé page, which is headed March production, marginal
being the lefthand cdiumn and the righthand column is for nons
marginal production.

| The.nonmarginal prodﬁction, as shown on the
data sheet, is what would be the fourth column on this page,
and the total column for the pool.

Now, this isinot any information that’s new
to ényonea It’s just a matter of going to the trouble to
tabulate it &nd show you what happened in the proration year
that began April '§2 and-ended in March of '83. | |

Q‘ . Mr, Kendrick, for clarification sake, can we

distinguish the period of time that this exhibit covers as

SR S
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~ to ‘put on Exhibit One.

20

ber One?

A Yes. There is a difference, with Exhibit One
covering é period of time, starting June of 1982, going throug
May of 1983, which is not actually a proration year, as such,'

but it is the latest 12=-months I had available of this data

Exhibit Two is the latest available data fu:;
had, and it happened ‘to fit the last actual proration year,"h
becauée the producﬁidnlfor the month of March was obtained fxéh
the May proration scﬁedule for those figures. | |

Now, if you please, look at the second page'f
as a chart., Some of ﬁhem are colored, Those that are colored
the second page of:Ydﬁr chart, and thpse that are not colored;
the first page of‘ybur chart, the second page is the data
sheet. It's all ﬁhé same data, and pleaée forgive the coloriwg
on these charts, bﬁﬁign amateui did it, except for the Com=-
mission == for the El Paso attorney, who helped, and he's a
better artist than most of us, the width of the line, the
placing of the line dées not have a bearing on it by the
color of it. We useq?color to try to be an identifier, using
red on all of these graphs to represént gas produced from
marginal classified wells, and the green coloring is repre=
senting gas produCéderom nonmarginal classified wells,

If you'’ll look at the data on the front; go
to the fourth célumhsg It says Total Production. Total prQw'$
duction is the upperﬁbst black line for any one of the bar

graphs for whatever month you're looking at.
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~ that is from the fifth column on the data sheet.

May's production was greater, and June production was greater

21

If there is a line below that and the red

line draﬁn across there, thatuis:ithe total marginal production

So it gives two columns of data along with
the month to plot this. The idea is if you look at a sheet
of data it may not tell you whét you might see as a picture,
so if i were to try to describe to you this pilecture: that I
have for the Atoka Pénnsylvanian Gas Pool, I'd say that the

marginal production for the first month on it, being April of

'82, was at a certain level, but April's production was greater ==

than that. So marginal production is increasing in that pool,
Now if we look back at Exhibit One, we see ==
we don't have April aﬁd May on it, Eut the number'of wells
stayed the same. So something happened to cause the productid
to increase, And you will notice in other places on the
graph that the amount of marginal production decreased. So
something else happened. And we attfibute this to the fact
that we have been shutting in marginal wells and then pro-

ducing marginal wells at some time,

So that causes a fluctuation in the amount of

marginal gas, the gas that you're supposedly allocating first

in the pool, to be produced. We say that if you shut in mar-

ginal gas you've got too many wells, too much gas, classified|

marginal.

And when you look at the plot and see just

n

a little, bitty green cap on top of each month as nonmarginal|
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prqduction, you see there's not enough green caps to take
the swings that are involved, and when you see the total pro-=
duction, the total marginal production in August of 1982 ex~
ceeded the total production for February of 1983, then there
is too much marginal uni€sy.:. .

And we have on the bottom of the data sheet,

after the tabular data, we have a twelve month total of total

‘ prqduction, marginai~allowable, total production, marginal

production, nonmarginal production, a twelve month average
figure, just a plain arithmetic average, and then percent of
total production, and the only numbers showing on that should
be in the column of marginal production in the Atoka Pennsyl-
vanian Gés Pool, such that the marginal gas was 81.6 percent
of the total production of the pool.
We feel that number is quite high.
Below that, then, for March, 1983, it shows
a total number of mafginal units, still out of the proration
schedule; the total nonmarginal units of 1, and the percent
of marginal units is 96.1,
Now that’s all that exhibit is trying to
show you, is how the gas is produced.
If you will, please, go to Exhibit Three.,
0 . If you could, go ahead and cover Exhibit
Three and indicate the similarities and differences, if any,
between the two exhibits,
A Exhibi£ Three is made from the same data

from the same sources, a data sheet and a graph, and I believgq
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Atoka Penn Pool?
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that this graph more adequately shows the great fluctuation
that has been occu:ring in marginal production to where that
in the month of April the marginal production exceedea the
total production for May, June,-July,'August, September, Octo=
ber, November, December, January, February, March., We say
theré's too much marginal gas‘iﬂ thajt'pool°
| Thé'daté sheef.on the front says the marginal

gas was 78,3 percent of the total pﬁoduction of the pool and
we say the marginal units are~96,8 percent of all the units
in the pool. -’

| | 0 Mr. Kendrick, this infoimation doesn®t ap-=
pear on the exhibit itself in this form, but mif« you made a

comparison of the highest amount of production and the lowest

ginal ﬁroduction,'and nonmarginal production, and could you

give us an idea of what those ratios are, for example, for th¢

A Yes, sir, On the Atoka Penn Pool, if you

look at your data sheet, or look across the graph and pick

out what month was the highest total production, I have ident<

ified it on my notes as August of '82, at 169,841 Mcf. The
lowest month of production, that's total production, was Feb-
ruary, 1983, at 131,594,

I divided the lowest month into the highest
month and put that ratio as 1.29. The variation in the total
amount of production from the high month to the low month,

19290
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there is betweéen months, and total prdduction‘between months,

"that ratio will always be at or near 1.
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Doingvthe same thing for marginal production,
I found the high month to be August at 139,365; the low month
to be February, 102,186. Dividing the low month into the
high month, I found a ratio of 1.36. éhe ratio of high pro-
duction of marginal gas compared to low gas is l.36%times.

Nonmarginal gas Iasee~the high month in Oct61
ber, the low mbnth in April. The high month was 32,753;
low month 14,038; with a ratio of 2,33,

This is to get an idea of how much fluctuatig

and total marginal production, and then total nonmarginal pro=

duction,
| Qo Where does El Paso feel that the swing, if yo
will, should appropriately lie?
A We feel in producing wells that the marginal

wells should be produced 100 percent of the time. If they're
produced 100 percent of the time, then the ratio between the

high months and the low months should be 1, or very nearly

1, and the'big-swingé that are incurred by the fact that you

h#ve a high month of prbduction and low month of production,

then that ratio might be quite high., It could be to any l1imit

but if you have the proper number of wells classified marginal

0 ‘Would you care to briefly describe the in=-
formation, then, on Exhibits Four through Ten?

A, Okay, Exhibits Four through Ten are for the

n

u

pools named and the data,'again, is exactly as was on Exhibitﬁ
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- production; it shows marginal production, and it shows nonmars

figure that is total production for these in the first == in

25

Two and Three, just using different pools, to where that you
can see the fluctuation in the produced values of marginal gas
and total production. ,
I might stop at this point and make one‘staﬁe

ment that may not have occurred to‘you.
. If you take the gas proratlon schedule for
any month and go to the data sheet for the nominations for gad

showing the previous month’s production, it shows ‘the tota’A

dginal produchion.- Theoreticallyg.if you'add up the marginal
production with the nonmarginal production, you'll get total

Boodsinls Iz 0 1

production. Don't be excited if it does not add up to the

the second column, because there could be new connections in
the pool; there could be wells that are not classified into
it, so that that production shows in the total production, so:
when you add marginai‘production and nonmarginal, you may notﬁ
get the exact figure,fhat shows for total production. |

Thau's a common, every month occurrence at -
thé oil COnaervation pivision, Many months thej& are the ex{f
actly the same, | | "

Exh;bit Four for thc,Buffalo Valley Pennsyl=|
vanian Gas Pool shows high fluctuation in marginal gas. We
say it!s too much marginal,

Exhibit Pive for the Burton Flats Morxow,
quite a variation., When we compare the high month of marginai

gas for the Burton Flats Morrow to the low month of marginal
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2. gas, we get a ratio of 2,34, but we say it should be near 1.
3 | Exhibit Six is the South Carlsbad Morrow Gas

4 Pool. The marginal gas production looks fairly well, but

still at times you can see marglnal production exceeding total
production for other .months. . We still say thexe's too much

marginal gas.’ ‘ 7
Exhibit Seven, Fumont Gas Pool, it's as cyciic

as any of the other.x‘é‘, We say too much marginal gas.

~1

Exhibit Eight; Indian Basin Upper Pennsylvan=

I 10 ian' Gas Pool,_‘the amount of marginaﬁl gas looks to be very
; 11 SiEll on this, Certainly I don't see any month of these twelve
I ‘ 12 months in ‘whic_h the marginal gas production exeeded the total |
.‘ 13 production for any other month, but we do seé gome variation |
| ;:ﬂv 14 in the amount of mérginal gas produced, and, if my notes are
I'..,. e 15 éo_rrect, the Indian Basin Upper Penn, Aa comparison of the
.fﬂy’, higher month marginél production against the lower monﬁh, I've
Ii 16 got 4.41 as a rat‘iof.{f As small as it looks, it still may be
l o 17 too muéh marginal -c_:yais','. ’ |
fﬁt 18 , Eﬁhipit Nine, the Jalmat Gas Pool, wild and
l, 19 woolly as you pleasleu': That certainly shows the story to us
;;ﬁl 20 that there's too much marginal gas. ’
IZZV , 21 , . And Exhibit Ten, the Tubb Oil and Gas Pool, 
Ig;“ 2 may be wild, maybe not quite as wild as the Jalmat,
f%* 23 These were made to just demonstrate how that|.
can work.
24 ' _
- i i Ly MR, NANCEs El Paso has an addi-
25

tional set of exhibits that identify gas pools where there is|.

-—y
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27
no nonmarginal production, and I would like to distribute

those now.

(Thereupon further exhibits
were distributed by El Paso Natural .

Gas counsel.)

0 . Ondé‘again,‘Mr.'Kendrick,'could you describe
what thesé exhibits show? o

a. ‘Exhibit Number Eleven, the Burton Flats
Strawn Gas Pool, is data de:ived from the same pﬁQ%%ggg@pg

for the same months for the Strawn =- for the Burton Flats

‘Strawn, and in it you'll notice of the colored copies that

theie is no green, 1It's all marginal production.

| The data sheet on the front shows zero non-=
marginal production.‘ Every well in the pool has been classi-
fied as mérginai well and you can tell how the production has
fluctqated between months; of the total production for that
particular pocol, the ratio between the high months and the
low months is 8.71.

If every well in a pool is marginal and is:
not produced 100 percent of the time, I say you are not pro-
rating the gas from that pool. I say we are not prorating
gas in any manner from the Burton Fiats Strawn Gas Pool,

And Exhibit Twelve for the Crosby Devonian

shows the same thing, fluctuation each month in the total amoy

of gas produced; all wells marginal gas; no well carrying an

nt
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2 | over or under status; from the high month to the low month a

3 ratio of 4.77. We are not prorating gas in that pool.

4 - Fxhibit Thirteen, the Indian Basin Morxow,
5 all wells are marginal wells. The ragio of production between,
. the high month-énd low month is 2. 82, and you might say, it
ain't bad, but Stlll you have that fluctuation. We're not
7 prorating gas in that pool.
8 Exhibit Fourteen}-the-Justis Gas Pool; all
- 9

I‘
. L
. e
[
I‘\
4
)
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[
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)
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o
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marginal gas; a pretty good fluctuation, from the high month
10 to the 1ow month, 10 46 for a ratio. Gas is certainly not

11 being prorated in that pool.,

12 | - And Exhibit Fifteen, Monument McKee Ellen-

13 burger, all marginal production; no nonmarginal wells; a

14 ratio of the high month to low month, 3.47., We are not pro-
ratinq gas in that pool

5 And when I say we're not prorating gas in

16 that pool, we're not prorating it according to the rules and

17 regulations of the pool as prescribed by the Commission, and

18 we're not using the formula that's on the record as the means|

19 to prorate gas in each of those pools.

20 ' Q. We have one additional exhibit identifying
21 the final pool in the group, Catclaw Draw Morrow Gas Pool.
It's distinguished from =~ we have identified it as Exhibit

22 ‘
3 Numbey Sixteen. It's distinguished from the other pools in
2
that it has some months in which there is both marginal and
24 , .
| - nonmarginal production and other months in which there is
25

only marginal production.
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Again, Mr, Kendrick, could you describe the
information'appearing én El Paso’s Exhibit Sixteen?

A Exhibit Sixteen is the same data from the
same source for the Catciaw Draw Morrow Gas Pool, which would:
tabulate the data, and I've made it .also into a bar graph.

Somé‘months ﬁavé a green cap on the top, which
indicates ndnmarginai‘productiop,'and some months do not have
a green cap, indiéatihg noAnonmﬁféinél'production, |

‘ A - If you look at the mbqth_of July, you see
there ié a vety higﬁ-améunt of mérginal Qas; |

If you iook‘ét-ﬁhé month of November, it's
a very low amount of narginal gas, but November has a little
bit of nonmarginal gas ﬁroduced with it.

For‘this pool the total production ratio in
May, being the high month, and November‘the low month, a
ratio of 1;6, and fpr the marginal gas, high month in July,
the low month in November, a ratio of 1,71.

Fof the nonmarginal we show a high of 16,454
and a low month'of zéfé, S0 that ratio could be infinity.
Infinity in a honmarginal category is okay, provided when you
shut all the nonmarginal wells in you did not have to shut iﬁ
any of the marginal wells, too, to get down to the demand
that you had from that pool. .

This is the only one of the pools, of the
fifteen that we've looked at, that had this condition existin4a

There is still too much marginal gas.
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‘done with proratxon_;n pools in New Mexico, provided you ade=

'nonmarglnal wells and cutting off nonmarginal wells however

'will notice thét,theﬁ&ed line is almost constant from the

- that you still had some nonmarginal gas pfoducing and you

30 -
0 - El Paso's finalmekh&biﬁ;?ExhibitESaventeea,

is‘being distributed now.
El Paso has titled Exhibit Seventeen Idedlly
Prorated Pool, . Mr. Kendrlck, could you explain what we would
propose to show on thls exhlbit? |
A . - Exhibit Seventeen does not have any data
from any-proration sohedoie publiSHed by the State of New
Mexico° You'll notice that the 1efthand column, vertical axis
has no numbers on it to indicate produced volumes¢

ThlS‘iS a representation of what could be

quately classified'fhe wells within pools so that the pipeline
companies can meet Ehéir market demand however high or however
small, They can take gas as they need it by producing the
the demand occurs; -

The marginal production on this graph; you

left side, or the figSt month to the last month.

, Thié might repreoent to you a pool thdt hasiﬁ
been completely drllled up, no new wells being tied in. Thef;
marginal productlon lS dec*ea31ng due to normal depletlon of;
wells, and every marg;nal well produces every day, and that.'i

the lowest cutback thﬁt was experienced in this pool showed

never did cutback.thofmarginal production.
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Possibly some day we.will have some wells
like this that will have New Mexico nomenclature to them,
but right now I don't know whefe ﬁhey are, but we are asking
that they be established to such é position that we can éome
up with pools with thisftype of graﬁh for them. Possgibly
northwest New Mexlco will show ap fairly soon, we hope, +this
way.

0 Mr ., Kendrlck, do you feel that if the order
that- Bl Pago is requesting ig- issued that the impact would be
something similar to what E1 Paso has submitted here at this
ideally prorated poof for the other pools in southeast New
Mexico area? | |

A Yes, sir, I do.

Q- . What about thé effect of such an order on
the total takes of El Paso from southeast New Mexico area?

A The.order that Bl Paso is.asking in this casg
would in no way affect the total amount of gas taken from
these pools in southéast New Mexico; We do not expect it to
improve the takes ffom the poolv nor do we‘expect it to’de»
crease the takes in the pool to what we expect to take teday,f

It may change the manner in which we take it
from well to well within the pool, but totally from the pool, |
it will not have any effect whatever. |

Q ' Going back to El Paso s application itself,
the first‘part of the application indicates El Paso's desire |

to have a lot of wells reclassified as nonmarginal. EIl Paso |

has also suggested as an alternative that perhaps some wells
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remain marginal and the remainder be reclassified as nonmar-
ginal.

Mr. Kendrick, is there a level of production
that you feel might be appropriate for using as the basis
for retaining a marginal classgification on some wells in
southeast New Mexico if that isr'gseén’:to:be the best course
by the Divislon?

A Yes, sir, El Paso, in looking at our pro=
ducing rates and expectations, believe that we can leave wells
that produce a million a month, or less, as marginal wells,
We khow that under any type proration that we hav once you
start assigning marginal classification to wells that will
not make the calculated a581gned allowable, that there will
be a certain group of wells that should always be classified
marginal, unless we run into a greater recession in market-
ability of gas than what we've had in '82 and "83, we may
have to go back and look at a smaller group; but right now
in all the wells tied to our system we feel that a million
a month, any well that produces that much gas, or less, could
be left as marginal: without having us to shut off marginal
wells during any of our daily cutbacks,

) Mr, Kendrick, in your opinion what would be
the situation or the impact of leaving things as they are
presently?

A Presently, as we see it, all that is hap-~

penlng in the prorated pools in southeast New Mexico is pipe=-

lines are trying to take calculated allowables from wells .
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that are classified as nonmarginal wells, and they are shut-
ting in or producing marginal wells as they find the necessity]
in establishing a flow rate to their system for whatever
meets their market‘démand.

So, if you pleqse; ihtpday we have pipeline

criteria are in“arriVing‘at a ﬁigure of what théir value
might be_at the lqweét, or highest poésible producing well,
and sti11‘be ciassifiéd;as maréiﬁéla -

So‘if another pipeline in a same pool with
El Paso has a demand such that they need to cut back wells
that produce only 20 Mcf a day instead of 33 Mcf a day, then
we say that that fiqure, the lowest figure should be set as
the breaking point hetween marginal and nonmarginal for all
6f that pool, so thét all pipeline companies will operate
under the same set of rules.

o - As things stand right now, Mr. Kendrick,
do you feel that~cdrréct allowables are being assigned to
wellg? -

A, Not necessarily.

) Why is that?

Because we don't have enough allowables
assigned to nonmargiﬁal wells, Wé.have too much alléwable,
too much of the total allowable of the pool going to‘marginal
wells, and there's not enough of it left for nonmarginal to

take the swing that is needed inh day=to=day operations,
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shut in, is there any opportunity for those marginal wells

0 make up that production?

A,

so what they have produced is their allowable. They have no=

thing to make up.

103
that would avoid
tect correlative

A,

0
cludes El1 Paso'’s

we have tendered

Numbers One through Seventeen will be admitted.
witness is tendered for cross examination,

witness?' Mr. Carr.

BY MR. CARR:

&

your market for gas in southeast New Mexico has been off for

' No, sir, because they accrue no underagep

R e e v b

34

As things stand now, when marginal wells are

Do-jou foel that E1 Paso's proposal is one
this problem, would p:eveqt-wéste, and pfo=
riéhts? o
Yes, sir, 1 do.
Do you have anything further, Mr, Kendrick?
MR. NANCE: Mr. Chairman, that con-

diréct case, |

| We would offer the exhibits that
into evidence, and ask that they be admitted.

MR, RAMEY: El Paso's Exhibits
MR. NANCE: Thank you, sir. The

MR, RAMEY: Any questions of the

CROSS EXAMINATION

Mr, Kendrick, I believe you testified that
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the last couple years, is that correct?
N Yes, sir, it started in 1982 and thus far °
thisg year it haﬁ been down considerably from 1981, |
0 Do you have projec*ions for volumes of gas
for which you haveﬂdemand‘on a. per day basis for the months .
of 19837 Have you projected those for 1983?
A -»N"feir.
Qe Now; when you did those for northwest New.
Mexico and testified to that at the prior hearing, you have

not done that in southeastern New Mexico,

A . If I~understand your question, projected a

that as part of the issue.
g MR. RAMEY: I think he stated that
you did +hat for the north -= in the northwest case, but you |
haven t done it for the northeast == goutheast, excuse me,
L MR. NANCE: Could we have a moment?
Q ;MrJ;Kendrick; the question was from Mr, ‘
Nance, and this was at the February 1l hearing, and Mr. Nance
stated: ;
“Do,fou have figures that have been approved
by our management in December and project%g%ﬁ
of anticipated takes from the San Juan Basin |
as an entire producing area for the months
_of 19832 | |

And Mr, Rendrick would be able to read those
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not have. énything in the way of a formal ewa
hlblt which we would be able to submlt at f
;thls pointa '»;
‘AQUESTION~ And the ﬁigures that you have are |
total figures for the Basin? :
"/ ANSWER: Yes, sir. |
'QUESTIQNé Okay, do fdu have Ehése written =
out or == _ _
NANSW?R: I'h&#e,.with some other data. I'd
be happy to read the twelve figures for the
months of 1983. |

And then the.answer goes on, “Total volumes of gas on

April, May, and so on,
Do you have similag figures for southeast
New Mexico? |
A ,N6; sir, and the confusion to me in your
original question was, do I haVe a figure for eéch day's
production, |
No, the figures that we gave there were for |
average day for~thosé months, I do not have those figures
for southeast New Me<lco for the remainder of 1983,
0 . Is there any reason you would not have them
for southeast but ﬁoﬁld have those figures available for the

northwest?
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A I aid not check with our marketing people
before I came to thls hearing, but on a day-to=day expected
sales volume, our variatlon has bheen. terrlflc in the sense

that they may give us one

e a1

volume today that we will produce
tomorrow, and we'd be off 20 perdent. And they may give us
a figure to@ay for'yﬁat we expect ﬁo produce next month as
an average day,'andvthat mighf bo off'as muoh'as 20 or 30
percent; o .

- 8o I did not gather figures from our people‘
on thatr It's really crystal ball gazing,

0 ) Could you tell me how much your market is
off, say, for the first quarter of this year, 1983, as opposed;
to the first quarter of 19822 |

A, ' Juagia minute and I'll have it.

What:I have, Mr. Carr} the production‘from
January, February, and March of 1982, compared to January,; .
February, and March of 1983, total system sales, 1983, shows;’
to be from thiS~qu1ok calculation, 45 percent of 1982 volumeé?

Remember that is total systems° I do not
have it by state or by a portion of a state,

[+ R In your opinion is the == your market'situa%;;
tion continuingotc decline? | f

A, Thazinformation that I have been receiving
from our fellow emPLoYees is that 1983 will be a less succeso»
ful year in selling gas than 1982 was. |

0. ‘Now; as I understand your answer to my ques=|
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tion about your figures for projection of this year, Qou're
havingvdifficulty.in projecting wheré the gas market is going,
is that not correct? | v

A ';‘“ Yes, sir, we're having difficulty in knowing -

what to expect to sell tomorrow°

Q- And is it possible +hat we re going to need
a turnaround in the market and that it may take off and go up
again? B

A I hope so.v I sure do that.

o -,A And in the market overall cycle we would have
to == if there woulduever be another downturn you would have
to come back and ask to restart prorating again at that time? .

A “Noﬁ if we set all wells nonmarginal today, or
if we set a breaking"point between marginal and nonmarginél
low enough, extremely low enough, we would not havé to come
back and ask the same question again. |

o | Aren't we just trying to correct thié'prob=°
lem by reinstitutinéuthe same system that resulted in the
problem? i 'A! '

A . Mr. Carr, for the features that are in the
rules as provi&ed in pool rules in Order 1670, which covers
the proration over much of the State of New Mexico, that is
simply built into it where as thé market increased we could
cause more and more Wélls to fall into their marginal category
but we did not have an equally simple sysﬁem if the market

decreased to cause the marginal wells to go noumarginal.
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It's all on a yearly basis and what happens

if you shut the wells during that proration year, if you
shut in maréinal Qells,‘ybu defeat -the purpose and they will
not automatically be‘reclassified nénmarginal.v | |

Q _ Mr. Kendrick, whf couldn't you reclassify
possibly four tiﬁes‘d.year, aé.you do now, taking them down
now == ‘

| A 'Répeat4y0ungqugstipﬁ¢épléaséa
o .~ Why couldn't yﬁu'reclassify wells up four

times:a year =«

A dp from e-=

o == from being marginal?

A Up o what?

Q Being nonmarginal.

A Is there any need of carrying a well as a

marginal well ﬁhatisfgoing to be a nonmmarginal well? It’s'
easier to go the othéf way. It's easier in the rules of
Order 1670 because'iﬁ says any well that will hot make a cal<=|
culated allowable for that period of time will be assigned a
marginal status:; Very simple.

0 I‘dﬂlike to == I was interested in your Ex=
hibit Two through Ten., They did not include any figures for

April, May, or June of 1983, and I'm not challenging you, but

_my questions are, what does the gas market look like in

April, May, and June of 1983? Where have your nominations

been as opposed to prior months?
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A The nominations for July are greater than
the nomlnations for June. |
I'm g01ng to look at Harold Garcia and see
if he'll nod his head yes. ‘

And the nominations for June. were less than_A
the nominations for May. So, if we. say May was at one level,f
June was. lower, and July has come back up some.

0 Do you have the flgures for your nominations
for April, May, and June?

A No; .sir, not with me.

13 Were most of the nominaticns for May substans
tially down compared to the prior months?

N A - I do not know.

Q ° Could you get those figures check those
figures and have them for us tomorrow?
| A Yes[ sir, I could check them in the Commiss |
sion files here. v | .

) And ‘couldn’t you checkAand see 1f the hominé.g
atians for June, in fact, weren't down 56 percent below May
of 19837 | o |

a . J'uné down 56 percent from May of 1983, yes,
sir. " I'll look at the filed further.

0 And also let us know what -the nominations
are for July?

A Yes; sir, and to correct a statement I madea?
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southeast New Mexico or all of New Mexico when I said July

‘!l'?"“ﬁ 3
D -

3 was above June nominations, We could check that and make suré°
4 Q ,f Are your nominations for northwest New Mexico
different than your nominations for southeast New Mexico?

A - :Nominatiohs are maﬂe on a pool basis, so

)

possibly the percentages stay the same, If it's up 10 percent

in one pool. it may be up 10 percent in another pool. That's

. IS N BN O En . SE
B e L TN Y LIt w T
. . . ) - . . L.
~3

whatvwe“re trying‘to do,
9 [} Béﬁweeh pdois;’fbu’re talking about allocatiqg
10 between pools, Do you do that regularly?
11 A We try to.
12 B ¢ " How do you do that?
‘ 3| ' A I you have_a total amount of gas available
1 14 to your-system and ydu have g totallmarket demand to meet,
and it's less than the amount of gas available to your system,
s then you can divide the total deﬁand by the total gas avail-
l 16 able and come ﬁp with a percéntage of gas available that is
17 necesgsary to meet your market demand. |
1 18 ‘ o So between the pools you allocate on a per=-

19 centage basis?

20 A - We try to allocate the same percent to all
2 pools. |
- Q . Now, between the producing states that are
connected to your system, do you also try and take ratably?
23 . , ,
‘ ‘ A We have been trying to do that, over a year®
) 24 '
’ ;. time. -
‘ 25

Q Over a year's time?

-M!..' ’-‘Eb.-!fﬂ--?g-n-? -!!*“-!!3f!F!ﬁ¥!!!ft!glﬁ
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‘back a well, "X" well, by 10 percent, it is 10 percent of

42
A Yes, sir, ,
e And how do you do that? Is that also on the
same basis? . o
A, 'Sémé basis, &esy siﬁ»
Q ;. Now, Mr, Kendrick,. for wells in nonprorated

pools, do they get cut back?

- A Yes, o

AQ - And how do you cut them back?
A.w ?ipgliné pforationaA _

0 But I mean what is the basis for the cutback?
A . Using the same percentages that we're ap-

plying to érorated pools.

Q0 .So'you would cut them back a percentage of
what? |

A A percentage of market demand to total avails
able.gas. |

o Yoﬁ-mean the gas available £rom the well?

A iotal gas available to us in that pool com=

pared to the total system gas available.

0. My question is, say you were going to cut

what? What do you look at, the well's production history =-
that’s what I“m trying to get, deliverability, what is it
that you try to apply that percentage cutback ==

A Deliverability might have many connotations.:

We have in-house a method that we calculate as a daily pro-

ducing ability. In some states they have other type .inhi:un
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(inaudible), means to te;l us what the producing ability of
a well is,
| ~ For instance, Oklahoma says the AOF of the
well, Parts of Te#as say AGNltests, Parts of New Mexico
say a C=122 deliveiability test, but whatever is the method
of determining the gas available from each pool, we use that
as the available gas compared to market demand; total system
availability to,totai system demand.
Q Mr; Kendrick, if you have one undesignated
Morrow gas well hooked up to your system in New Mexico and
you're going to ;uxtail its production to ybur market demand,
would you curtail ité'production based on its deliverability?
A - | There again, connotation of deliverability,
whatever we have available'as a pfoducing_ability for that
well, if our demand now is 80 percent 6f gas available, we'd

day we'd produce 80 percent of that well's capability, yes.

0 Now, under your proposal you're going to set

a low == you would propose a low breaking point between mar=-
ginal and nonmarginal wells. If I understand correctly, you

will keep the marginél wells on all the time so that would

leave the swings of your system out of the nonmarginal wells, |

A Yes, sir,
0 Now; if we look at your Exhibit Number Seven:
teen aﬁd we get to the == we look at all the marginal wells,
and you, in fact, =ould meet your demand for production from

those marginal w=ils, wouldn't that level actually be the

]

produ@ting rate for wells in the pool?
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A | Exhibit Seventeen is the ideally prorated
pool and if we could meet'our demands for gas with just the

marginal gas;fthenaif wouldlbé an idealistic situation that

it happened that that day we w;ﬁl&’cut off all the nonmarginai
gas and made our ma:kef with#marginal only.from that pool,
| 0 _ Noﬁ{~isn5t,the.effeqt of.your proposalrthati
the reduétiéh in youf demandhﬁill fifSt conme out of the non=
marginal wells?
A, .Vﬁot?élways. Under the conditions that we're

operating now == is the question for now, what is now the

condition, or after ==

0 If your proposal is granted,

A == L1f our proposal is granted?

o Yasg,

A . The change in our daily requirements will

come from all nonmaréinal wells, _ ‘

0 Aﬁd'the marginal -- the production for the
marginal wells willlﬂot be affected? -

A, o That is correct, ihey will be produced to
our system &noaperceht of the time.

Q And’so the marginal ﬁells would not bear any
of the decline or deérease in the demand for natural gas in
the southeast? |

| A That's true, because the:reason its'claésis'
fied marginal, it will not make a calculated allowable for

its capability and acreage.
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Q SO‘you're not allocating or taking between
wells on a percentégogbasis ?iﬁhin’thg indi#idual pool, is
that correct?n o | . |

You won®t be outtlng every well in the pool .

10 percent., You"ll only be cutting some of then,

A, Under what we advocate?
0 Yes, with your proposal.
A . Wells thag%re assigned an ailowableg weiwill®

try to produce that allowable. If weé do not produce that
allowable they will become underproduced. If we overproduce
that allowable, they will become overproduced, and we will
produce marginal wells 100 percent of the time and theif:
producﬁion'becomes their allowoble.

o ' If’: understand your answer, your answer is
that some of the wells would be curtailed in the pool becauso
of the fall off in domand and others would not.

A Yes, sir.

) So that isn't a percentage reduction within |
the pool. All wellsiﬁfe not treated equally.

| A That's what the bool rules say.

0 So when you talk about taking ratably, if I
understand your testimonyg betweén states you:do it ipropors
tionately, and: ratably -betweeh:pools’ is’ proportionately, and.‘
ratably dn“nonproratedipools. == or in . nonprorated wells is

proportionately, so ratably'under these rules would be some=

thing else.
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A No, sir, T don"t believe that I == that I
have intended it that way: because»anywhere there are special
pool rules, we abide by the special pool rules, as best of
our obility, and if ollowablés are assigned in one manner in
one pool and a difféfent mannef in the other pools, we txry toi

take the allowable equally as we]l in'one pool as the other.

Q o Now, are you doing it that way now?
A Maybe not 100 percent, no.
Q What you're saying is that when you get withi'

the pool, start looking at individual wells, you're operating’
within the rules of that pool, is that right?

A Right now? No, because we're shutting in
wells that don't have a truly aSSLgned allowable. We think
that"s bad.

SomévweIIS'in that pool have not been shut
in at all because ﬁﬁgy are the lower producing wells, lower
than 25 Mcf o day, of less, We have tried to leave them on
100 percent of the time during all of this shortage in aemand
of 1982 and thus far in 1983,

So that case is not a loo.pepgént caBe, no.
Q .JMr,;Kendrick, the problem I'm having is you
gay you take'ratablyibut ratably seems to mean one thing be?'
tween states andvpoois; éndnonprorated pools;it rmeans some=
thing eise in.proraﬁed pools, and you stated that that's not
true because you opeféte within special pool rules in ifdi~-

vidual pools. Now, is that a correct summary of your testi-

R
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nony? _ N

A , ] If I cah'decipher~that properly, decipher::
yéurmquestioniproperlyylwé take, as best we can, according to
the rules of éach~individua1,pool,’ﬁhe allowable assigned to

the wells in that pool as best we can, however they are as«

Q _ -Ahd when you_ came forward with this proposai
did you considér whether“your‘ﬁfprSal as applied to indiwvi-
dual poolﬁsituatiéps,under the special rules, whéther or not
this would impair the correlative rights of'operators in thosd
pools? br did you just assume the pool rﬁles were =-- would
remain in effect? |

A . We assumed that the pool rules that exist
today would remain in effect.

0 You @idri't consider what the status of the
individual pools happened to be at the time those rules were
promulgated and what their state would be =~ might be today,
and what the impact would be on the operators in those pools?

A No, sir, we didn't héve thaé choice to make.

] . How could you not have that choice to make?
Couldn't you.consider that?

A - We did not wish to take this time to come in‘
and review every poolﬁs proration order to see if‘the formula
is»corﬁect,'absolutely accurate, or whatever is necessary in
each inaividual poél;‘ | |

We sald under any type of proration rules if

we have wells propérly classified between marginal and nonmar-
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ginal we can make proration work according to assigned allow=

ables by the Commlssion, or by the Division.

0. ' You can make proration work, but can you make

it work in a way that you protect correlative rights if you
don't review éhe implications of your proposal and the impact
it will have on the individual operators?
A, Just a moment, please.

| ’MR: RAMEY: Mr. Carr, are you at

a place where you could properly stop>for the evening?
| ﬁRo CARR: I guess I am,
MR. RAMEY: I think we might ==

we'll let the witness try to answexr that question and then

‘we'll recess. ‘Our reporter has been working since 8:00

o'clock this mornihg.énd would probably like a break.
Can you énswer that question, Mr.

Kendrick? _
| A _ I‘ll try to answer that question,

In.gccordancg with the rules and regulations
promulgated by the Oil Conservation Division, allowables are
assigned to gas welis across the State of‘New Mexico, and El
Paso tries to abide by those rules and regulations, and the

proposal we have preéented today will work under thoée rules

and regulations if the order is written as we see this =- as .

we have presented ouf~story and the order that we ask to bé

written, and according to the rules of the State of New Mexicd

the 0il Conservation Division is charged with protecting cor=:

b »

relative rights, and’if there is something in the pool rules
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that do not protect correlative rights, then,that is not the
issue with us today. 1It's the issue that sbmeone should take
to the Cémmission»to receive'éontrdlvof their correlative::
rights. :

1) ;' And you didn't -- aidn’'t consider that in
brihgiﬁg’thisiapplicatidh? L _

A, N No, sir, we didn’'t. We didn't feel it was
necessary in‘nortHWest New Mexico ahd we didn't feel 1t necess
sary on this one. ' _

MR, RAMEY: Okay, the hearing is

recessed until 9:00 a. m. tomorrow.

(Thereupon the eévening recess was

takeh.)

(Thereafter; at the hour of 2:00

" o'clock a, m. on the 9th day of
June, 1983, the hearing was called
to order andlthe foll&wing PXo=

ceedings were had, to-wit:)

. MR. RAMEY: Before we get started,
I don't know that all of you are acquainted with my fellow 
Commiséioner.A‘This-is Ed Kelley, our new Commissioner,

The hearing will come to order,

Mr. Carr, I think you had the witness.
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" MR. CARR: Thank you, Mr, Ramey.

' H. L. KENDRICK,

regsuming the witness:btand, testified as follcwsp to=wits

O AR
BREs SR

CROSS EXAMINATION CONT'D

BY MR. CARR: ‘ ‘
| 0. ‘ ”Mr:,xendrick,,yesterday I asked you if you
could provide usvtodéy with nominations for April, May, June,
and July of 1983, |
| Have you been able to f£ind those figures?
A | Yésg'sir, I got them.from the Commission re=
cords this morninQJ;t | |
| Q Cbuiﬂ you tell me what El Paso's nominations
were for each of th§s§ months? | | ;
A Fréh}which pool?
0 Weiig do you have a figure across the boafd?&i
Total ncminationé) §H§t they were for southeast New Mexico?

A I have the figures by month by pool fof‘ﬁhe~.

0 : Céuld you give me the total figure, your
nominations in sohfhéasthew Mexico for Ap:il, May, June,iaﬁd
July, 19832 L | | |

A | April, May, June, and JQIYa‘

. For April, 1983, the total for the pools in
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southeast New Mexico from which we purchase gas, 2,473,100,

’ ‘For the mcnth of May our nominatio&s were

2,170,6005
Fbr the month'oflJuhe, the total figure is
952,900, : o
o And for thé'mbnth-of July, 1,692,900.
9 Ndw, Mr. Kendrick, your nominations for the

month of May wvere down approximately 50 percent from what you
nominated in January, is that not correct?

A | Nominations for January, 1983, were 4,623,800
Andﬁfor'May at 2,170,600 would be approximately 50 percent or
maybe'a~little more, -wrii himgn ey oy Dot Dow o duin

0 And then we go from May to June and your
nominations were down 56 peréent again in that month, as to
the monté'of June as compared to the previous month.,

A From 2+ million down to 952,000, yes, sir.

iQ And you would agree, subject to check, that“S
approximately 56 percent.

A Whatever.

QQ These are what you believe in good faith youy
demand is during those months, .

| A At the time thése nominations were éubmitted
to the Cémmission it was our best available figure of whaf_
El Paso would expect to take from southeast New Mexico,

;g - And. when do you make these nominations?

-?A The‘May nonminations were submitted to the
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51
COmmission on a letter dated March 31st, 1983,
Q o When were the June nominations submitted?
-k June nomlnations were on a letter from El
Paso dated April 29, 1983, . .
‘EQ The JuLy nomlnations?
ffm | July nominations were submitted by letter
dated May 26th, 19830
?Q If I understood your testimony yesterday,

the way El Paso is handling the decrease in demand for naturall

gas is by curtaﬁling or shutting in certain marginal wells on:

a time basis, is that correct?
!

! i .
shut in so that each marginal well connected to our system

may have the same amount of shut in time as other marginal
wells, |

Q. - Is this what I've heard called the daysmon/

dayswoff sOrt of approach, or is that something else?
Q And when you curtail this way is it -~ cors

rect me if this is wmong, it was my understanding that you
the same: amount of tima on an annual basis, balance this out .
annually, is that correct?

. A Yes, in that respect, in the marginal wells

the prodhction, we were in 782 very definitely cutting back

A That would be pretty.much the same procedurea

Lttt Temo~ e L

A . Certain of the marginal wells, yes, sir, are|
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in that manner andustarted 83 in that same manner.,

;g ' And your objective was that each well would
be able to produce or be cut back the same percent of the time

?A Yes, sir. |

EQ S Now, is this the way you dealt with just
marginal;wells?‘  ‘f _
jA ’ :Yoéﬁ sifplbéo;oéé nonmarginal wells had a
oalculatéd allowabléiﬁe were trying to produce at that timealo

TQ And your computer monltors and tells you whon
to turn it on and when to turn it off and keeps track of it
that way, Isn't thaﬁ how you do that?

I

,A We'have various systems thaf we can caﬁse'
the computer to use, and at that particular time we were usin%'
that system for the group of marginal wells above 25 Mcf a

day, to try and monitor those as being off the same amount of |

time, | |
?Q‘ ~-When did you start doing this?
A Durlng 1982,
;Q Hasvit-been in effect for a year's time,

this approach?
:A ' Appﬁbximately. ,
;Q : Haﬁ;?you been able to pretty much balance ifi
out. so that everyone%s being:cut back the same amount of tlmeﬁ
]x ' Mr, Carr” I have not personally looked at . :
that, nor have I heard a report from them, but it's a continQo

uing effort within the company to try to maintain an equal
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quality at ﬁhe'ba;ancing system that the.compan§ uses,
0 ‘. . That's~ydufaéompahy's objective, though,
isn't 1i¢? | ”
‘A Yes,lSLr,‘. ,
Q- .i Do you report this to the producing wells

on any kind cf»a regular basis, how much time they’re shut 155
Do your monthly statements show how much time a well has been
on or off, do you have any time figures on these monthly staté
ments:-to the producer?

A I don“t know.

o »Is there any way that you're aware Of ==
that you re aware of that a producer would know if he's been
on stream or off or! cut back ~thex same&amount of time~ds . some=
one who was offset from him?

A - I do not believe that is available in any
report that we send to a producer. : ' o

The c=115 report, or the Federal Report 9329 |
does have days produced on that, but that is filed by a proe:‘
ducer for his own ope:ated wells,

The'Culll I'm not sure has that on it, and
it does not go to the producers, either. - -

0 Well, when you curtail marginal wells, you® ré

doing it proportionately, are you not, cutting back the time.f

A - Yes, we have been, yes, and possibly still
are, to try to get == balance out those that have been shut

off,
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0. g Now, the wells that have the == the better

wells with theibestfpptentialsamong similar wells would be

poorer wells?

p°  As margiﬁai @élls?

0 ‘ §Yes;

A | Yes.

Q I mean they're all on the same amount of

time but the better wells in that time would produce more than
the poorer wells?

- A Yes,

0 Sc what you have, acfually, is some sort of
a type of deliverability curtallment for marginal wells at
this ta.meP would you not? _

a Through the period of 1982 and up into °83,
as they were trying to balance that, the answer is yes, and |
there 8 a possibility of us changing that system.

Q © Now I thlnk you teatlfied about what would
happen if your appl1cat10n was not granted, and I missed that'
yesterday, did you nqt?

If yourmappliéation wasn't granted, would Eli
Paso continue thé same policy thét it's been using in 19827

"A | I dd not believe so,

0 | Would you have to == would you be able to do_
it == have you considered what you would do? ‘

- A It has been discussed and programming has
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in various ways

’jg ’ Have you been able to evaluate what you mlght.

be able to do if your appllcation is denied?

‘ EA . Yes,fsir, IFm sorry, repeat the.questiony
pléasé._fﬁ . o
:Q AréJYOu able'to:tell os if your application

isn't granted how you would handle the fall off in demand?

A We have the option within the system of pro=

ducing wélls on a deliverability basis, whatever that delivers

ability might be or however determined, whether daily pro-=

ducing ability, yearV%o-date producing ability, a moving aﬁeri

age daily producability, and we have the option of producing
those wells on a per Mcf basis, which would be on a straight
acreage type allocation.

3 ' This‘is the part thatohas been put into the
computerfsystem ﬁow‘énd is available for us to use if we

choose to go that waye

0 ‘ So you could choose to go with a dellverabllﬂty

basis, _
:A '.-Ifjﬁhat is the proper way to go, yes. .

 Q Now you have been dealing with your marginal&

wells, curtalling wellq on a daye on/days off sort of an

approach, Couldn'tggou do that with all wells on the sysﬁeﬁ?f

A If we are directed to do that, yves, sir.

0 Now ‘I'm curious as to why you are proposing

this change now, Have you received complaints from operators|

e
o

as to how you're handling the problem at this time?
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A ' 'We have received'complaints'from operators
for all types of reasons and mainly the reasons are; why'
aren't you producing my well, or wells.

| . And, gentlemen, it's a'sad story why we're
not doing it, and if we can't get rid of the gas on the other
end of the pipe}iné we dén't want to put it in on this end,
and that's the name of the game,

0 . Have these operators been complaining that

you aren't fair?

a Some of them, yves,

Q0 Have you always received those kinds of
complaints? |

A I suppose throughout history we've had com-
plaints., ‘

0 So it's no different, then,.

A Sometimes it’s =~ the phone rings more often

than other times.

Q | But.the nature of the calls.are generally
the same. | B

A + I == gupposedly so., Sometimes they're just
not quite as mad as they were the last time.

0 MroxKendrick, I believe you state that it

was the policy of El Paso not to shut in marginal wells,

A Yes,'siro
) Is that a written policy of the company?
A. I don’t know that I could place my hand on




10

11

12

13

14

15
16
17

18

19

20

21

22

23

24

25

Er Ry It

57

any memorandum, but we're covering a long pg%%gg‘of time from
the early fifties when proration of gas was set up in San
Juan Basin, ahd soﬁtheast New Mexico, and frankly, in the
early-fiftieS'I:wéé’working ih the San Juan Basin and grew up ‘
with proration there and can remember some of the things thati
happened. uoutheast New Mexico was another world entirely, |
and I didn't keep up with it.

But hav1ng worked with the dispatching

people and all that, I know we try to keep marglnal wells

5.
kS
Iy

producing all’ the tlme.

0 Is that == that's a company«wide policy.
A tYesg sir, ' _

0 A poiicy of the prorating department,

. A Yeég sir. _

0 Is it a policy of the gaé contracting depart%

ment? 4 ' | |

. Y A policy of the gas contracting department? |
Q : I don’t know where gas contracting would oom%

in because proration comes up with sets of flgures as pro=
duced by the various states that we operate in, and in Texas
it's a limited well because it will not make a calculated
allowable; in Texas we try to keep those wells producing 100
percent of the timenf -
In New Mexico if a well will not make a Caléﬁ

culated allOWableiit{s assigned a marginal classification andi

we try to prodtce those 100 percent.
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o a ﬁchOu know who actually formulated this"
pol'icy? | e |

A B -.No, sir, but apparently it ‘has met with b
maﬁagement's appéoval through the years. L 'i;fgéw

0 : You don't know if this policy originated in

the prorationing department or some other company aepartmento
A, ‘ No, s:.r, net for sure know:mg puznrs,onatllyo _ '
2 You don‘t know who -= yould you know if thisi

pollcy was based on your contractual requlrements to keep

marglnal wells on stream°
A : N' 31r, I B .;i?
0 o Would you know if it was based on a time

when you might have had greater contractual requirements to

A .Noi sir.
| 0 o Would you know if the real purpose of the.
policy was to get rellef under - the contractual provisions thag
_A o I do net~feel that that is the issue in that,g
because when allowables are a551gned, and we have nonmarginalf
wells to swing on, then marginal wells were. arbitrarily left
on, this was our 9081t10n, and it was a system that was Oper~

ating and that we could use marginal wells as sort of the

% I

trolled rescuroes, as we might call them, and then all pro~.{f

rated wells would add to that to make a total of daily demaﬂdd
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0. . Do you "know if this’ pollcy is based on con-
tractual consideration?
A - ‘ NOﬁ,Sir; I don't know that it is nor is not.
0 And just to be sure, now, are you saying

that you'&e not qualified to testify,to contractual'questions?
A ~ That is true. I am not qualified to testify:
to contracts of the gas company.
:Q _ Then you don't know how this proposal == or - :

policy would affect tak@=or-pay proviSLOns°

B, No,\sir°

0 ,"Or any other contractual provisions?

A do,vsir. | |

fg Now, you have a proposal before this Commisw

sion, who decided to ‘== who orlginally advanced this idea to -
come to the Commissxon and seek the relief you're seeklng
here today? |

;A T'I édtually do not know where the, maybe, main
idea, or the light bulb turned on, actually occurred, but ther
it was within the proration department the discussions began,
and saidiwe'va got to find some way to reduce yvour takes be=

cause we know ﬁe oaﬁ"t sell the gas on the other end, and
we %d: cué off all of our -= cut back on all of our nonmarginal
wells and now we' re down into the marginal category and scnme
others in the department said,you can't cut off marginal
wells, and gald, don t tell us we can't, we already have,

So it grew from that that we must find some
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way to reéléssify wells so that we could keep marginals in
a category and produce them all the time.

Q 4 What you re proposing is closer to the exlstl
that correct?

A What we're proposing is that we can take thé
rules thét aro nowoin effect and just by a stroke of.the pen i
reclassify the Qells from marginal to nonmarginal and have a
wotkable;proration'fojrmuaf;ao

ég What you're proposing would be easier to put
into efféot than, say, going to an entirely deliverébility
based system, is not that correct? -

‘A Yes; It could be done in our house without
any changes whatever:except just marking the réclassification.
of wells, and I would presume that that might also happen in
the 0il Conservation Division in their handling of it. a
you ﬁiled an application, you received in-house company ap-
proval for it, I:assume, |

'
]

;A : Yes; sir,

Q. | SO-the proposal was reviewed by other de-
partmenté or divisions of your company.

TA I drew up the proposed letter that was sub-
nitted to the Commission for a hearing, and in that I did cirJ
culate tpat to see if -= ig this what you want me to file, and

my bosses came back and said file it, so where it was discus=

L
4

S ' Nowﬁ when you develOped your proposal before

ng
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sed above my juriédiction, I have no idea.
1g - 'And-you don't”know what other company de-

partments actually reviewed thls before you got your clearance

to file 1t°
A 'No,"I dOn"t,'no;'sire
Q If I understood your testimony yesterday, a

marginal well's ailowable is, in fact, what it can produce,

A B do == I belleve that is not correct., I
believe that a marginal well's allowable is what it did pro-
duce, '

EQ And if I understood your testimony, you of=
fered exﬁibits that showed that there were some pools where
there wefe no:nonmarginal wells, and stated ﬁhat, in effect,
those wells were not being prorated. |

'A, They are not being prorated by the allo¢atior
formula és'set out by the Commission, because you cannot pro-=
rate a péol thét does not have an exempt marginal well in it.

i

When demand is less than the total avallable'
gas from that pool.

'Q Mr, Kendrick, are ahy marginal wells actualal
ly subject to prorationing?

‘A In a strict sense, every Well.in a prorated
pool is éubject to prorating.

;g But in fact is a marginal well really affectea
by the p;orationing'écheme? | |

§A Yes, sir, because it can be reclassified as
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nonmarginal if it produces more than a nonmarginal ailowable
for a weil of the‘same size orfsame'acreage, or whatever, yes,
sir, . | N

:g But while iﬁ stays marginal is its rate of
productidn affected by virtue of the fact that it's in a pro-
rated poél? |

‘A, It's rate of productiontmay not be affected,
except to the point ﬁhat at the end of a year it is looked at
for each;month of prdduction to see if it did exceed a calcu-
lated éllowable and should therefor bé reclassified as non-
marginalf
€g Doeé the fact that it’s in a prorated pool
affect it in any way other than the fact that it might bé”
come nonﬁarginal at the end of a proratidn periqd?

!A If we use an elaboration of El Paso's system|
of operation, where we say we try to keep a marginal well
produciné 100 bercent of the time, by being in a prorated
pool we Qould try to keep that well_producing 100 percent of.?
the tiﬁeL But a like well in a nonprofaﬁed pool might not loe‘f
producedfloo pefcent'of the time.

» - So, by prorating a pool, might really éffect
every We}l in the pdol to some extent.‘ '

iQ» Isn't it true that a marginal well in a pro=|

rated pool, assuming -that you're not curtailing it, as you

ﬁarginal?well is able to produce its deliverability?
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A, . D§§§Q3'§eliverability, maybe I could answer

the question., o
: .0 . Its production.rate WOuld not be restricted

by régulationso_ -

A . Other than the fact that if it does produce
too much- and become reclassified.

0. Okay. Now, if I == as I look at your exhi=-

bits, it appears to me that there are probably five percent
of-the wells in souﬁh@astern New Mexico, and no more than that
that would fall into the nonmarginal category. Is that a

correct statement?

A That are presently classified nonmarginal?
0 Yeg, sir,
A Without checking numbers, five percent may

be a close figure, |

lQ' So at present, 95 percent of the wells in the
prorated pools are feélly Qetting to produce their deliver-
ability.

A ‘Noffsir.

0 | Uniéss curtailed, as you're doing a few of
the marginal wells now,

A, Posgsibly.

0 So actually, only five pe:cent of the wells
in southeastefn Nevaexico are actually being == are actually|.
being prorated.

A. In the sense of having allowables assigned
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" pools with other pipélines taking gas, and we may be pipeling

vfrom pipeline prorationing°
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to them and keeping an Over/under produced status on them,

‘g“v, Now, if a marginal well is permitted to ==
if the allowable for a marginal well is what the well did prOm
duce, wouldn't classifying all wells as marginal meet the

needs of El1 Paso?

A No, sir,
| 0 Wouldn't your allowable be what the well has
produced? o
| A, When you say meet the needs of El Paso, you”ﬁe

bringing in other factors there that would be such that you
would instill upon El Paso the ruling or the edict that El

Paso must prorate the gas tied to its system and we are in

prorating in one manner when other people are pipeline pro=
rating in anothér manner, and in some of these pools we are
not onlyipipelining or purchasers of gas, we are also opera=
tors and produce tﬁaﬁ gas, 80 we wear two hats, and we have"
problems both ways.b

1Qv As I understood your proposal, you indicated |

that you felt your proposal would alleviate problems resulting

A It would sure help a lot.
0. Is it your testimony that your proposal would

equalize takes between pipelines? 'j

A - No;,sifw,
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may change the classification of some wells from nonmarginal
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)
i ’ DR A
| .

0 : It's truevthat if I have wells connected to
a pipqliné that has a low demand, and I'm offset by someone
with wai%s connected to a piéélihe with high demand, your
proposal Wouldinbt affect theﬂaétual gas that I sell since
I'm conngcted won being connected to the lower demand pipeline,
would itﬁ |
% If every well in the pool were classified
nonmarginal and each plpeline company operating in that pool
submitted their nomlnations, allowables were calculated, equal
wells woﬁld héve eqﬁal allowables, and a pipeline with high
demand may take hlgh from their wells and pipelines with low
demands may ‘take low irom thelr wells° Thelr wells would be-=
come undgrproduced; the pipeline with high demand would cause

their weils to become overproduced.

If you reach an imbalance between them, which

shut in; the underproduced wells, if they continue to stay
underproduced, cannot produce their allowable, and that allows
able that is underproduced becomes cancelled and redistributed

to the wélls in the’pool that can produce the allowable, and

to margiﬂal; an ongding event.

;Q _ In the course of that ongoing event, because
ny wellsjwere connected to the system with the low demand,
I would'étill producélless gas becauée my purchaser wouldn't

take moré than its need.
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2 : | A : Yes, sir, Proration'does'nét tell a pipe=
-3 line comﬁany how mﬁch gas he can take. It ;ells him from
whét wells hévcén éake it; | |

5 | 0 . -.So your proposal would not equalize takes
between pa.pelineso |

!A No, sir, It is a quideline for them and in |;

a way semi-regulates it, but eventually it winds up the gas

goes to whoever needs it from the wells connected to their

&

? system if it”slmore.than others, if it's more than other

;f 10 pipeline . companies. _

47 i 11 ‘Q I understood your testimony yesterday to be
l4 12 that you; shut in nonmarg:l.nal wells first, curtail production
p 13 from the%nonmarginal vwe-lls first, |

:fﬁﬁ 14 ;A We try to take all of the swings of increased
| I 5 and decreased demands from nonmarginal wells.

TR Eg And have you been able to continue to do
l ' 16 that before you start c'urtailing marginal wells?
Ifi 17 A If ~-'1f the questlon is, when we are cur=
| ;: o 18 tailing gas, are all of the nonmarginal'wells shut off before&
I | 19 we shut Ibff marginai wells, no,
§? . 20 | ‘ We shut off first the overproduced nonmargihwl
21 wells, and then the under produced nonmarginal wells, to a

2 degree that they still have time. to make their allowable.

Mmﬂi\\. oy TRELRPPw £

But if we need more gas off, then we're back

.g -

T .

23 : :
into the marginal wells, and start cutting those off,
24 i .
L0 Let me maybe explain my cquestion. _
25 4 ‘ |
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+ When I look“at Exhibit Number Two, that's
your figures for the Atoka Penneylvanlan uas Pool, now, Mr.
Kendrlck, do vou have that exhlbit before you?

A Yes, si.ro

Tg : If you would look at the table, which\is the

second page of that exhibit, it appears to me that the mar=
ginal production went down from June to July of '82, and at
the same time, the nonmarginal production went up.

A Yes, sir,

0 - And I'm having a hard time understanding how

that happened based‘on what I undergtand your policy to be
about cu%tailing the nonmarginal ﬁirét,

A If, through a period of a year, you are tryir
to balanée produdtion from all wells, if today you may shut
off all éf the Carr wells, tomorrow all of the Nutter wells,
and excuse me for being specific, but ==

?Q | It would be easy to shut my wells

3& But the opportunity is there for us to.take

a cut with one group of wells one time for a day, for a week,;

for several weeks, whatevexr the condition may be, and we say

we have established a level of cutoff on those wells, now

let those wells produce and we will cut some other wells off. |

At the same time in the nonmarginal category we have calcu=-

lated the amount of allowable that we expect the wells to

have, théir producing ability, how long it would take them toé

Now; we're talking about that in the category.

g
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2 make that allowablé,.and we say, well, we have some wells that

- . j :‘«""‘-3--‘ .
.: e
W

we know will only take a‘feW'days to make the calculated al=~
4 lowable, so we can shut those off,

5 . - We have some other wells that would take ==
that are alreédy ovarproduced; we . shut those otf

But. the condition, you just balance it on a .-

=)

i 7 day by day, or in our operation, a monthly operating schedule,
I 8 0 Mra Kendrick, then perhaps the explanation i~s
g ;;}iz ? that you can't view fhis on a month by month basiéa |
l . 10 A 'I‘hat is true. .
| i 11 ' 0. And in a long haul what your general principyé

12 is actually works. . N

ol . 1. -;..—<~ -
M
o~ 2T EY .
E .

13 _ A Yes; sir, _
’ 14 0 At-ioast that's your goal, to make it work.
I 15 Mow, if we go =~ if your application is
;o‘} granted and we go 1nto a three month test period, and the
| IL 16 Carr wells entered -the test period underproduced, it's pos*‘
3 17

sible that they could keep that underproduced status during

< x-

18 that test period. You're not going to suspend the rules in
19 that regard. ' |

e

N . . FIEE B T A T P T PR
. . . et T e R

20 A . For your wells to go into that three month

-~

21 period underproduced we'd have to say they were nonmarginal

2 wells as they came Lnto the period. Correct?
Q Correct° |
23 o
A, They have a status, That status will continde
24 , :
through the proration period, which ends March of '84,
25 '
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0 Ahdvif'my nomihaﬁiohs ~= if the nominations
fall off;}the.allowables are down, I could make up the under=
prbduced status‘very‘eaﬁily during this three month test per-
iod, o

A ‘ Yes; sir, or if it went on up to Marchi of

!

"84,

h I would be reclassified, however, at the end
of September underlydur proposal, right? |
A Ndﬁ necessarily, because ==

0 Well, what if I didn't make the allowable?
Wouldn't I be reclassified then? |

A Let me say wiih reservations, you may or may
not, and;what I mean‘by with resérvatiohs, you had to begin |
the prorétion period underproduced, as a nonmarginal well with
an un&erﬁroduced status, to even be considered as going to a
marginal well,

N Also} within the rules of the Commission it
says welis can be redlassified marginal or nonmarginal if you |
see that?the classification you are assigning them is more
appropriate than whét automatically it looks like it should .
be. ' |

' So at the end of this first three months we
might sa?, we1l, iﬁ that period of time it looked like your
well may be a marginal well, but let's not let it go marginal'
at the eﬁd of that tihe, let¥s look at it through some more

producing time before we let it become marginal; make it
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really prove itself that it should bhe a marglnal well°

’ ' And 1t would maintain that underproduced
status ail the time or make.it up.

;Q -Iflf understand'your'testimony, it is that
you beliéve a three month test period is adequate for you to
evaluate the welle in the southeast, is that right?

1& : No,'SLr. We're asking definitely that no
wells be classified == be reclassified back to marginal until
the prodqction for that first three month period has been
reported;and theh we‘say reclassify wells with caution after
that time. |

0 And it may be that a longer perlod of review

- or testing should actually be done.

i& Yes, sir.

i

Q Upon what does El Paso base its nominations?
! . N

A What we expect to sell at the other end of

the pipeline.
'g : Do you adjust your nominations based on the

overproduced or underproduced status of a pool?

B No, sir.

;Q : You don't take that into consideration when |

are nomiﬁating?

' If I understand the problem as you stated
it that ﬁl Paso is facing, is that you're having == you have
great swings in demaﬂd, even on sometimes a daily basis.

‘A . Yes, we do,
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f,ifﬁ‘ 2 ' Q - And you are, with wells classified as they
. ' 3 are now, having to meet this demand by curtailing and turning.

back on a number of vells; a large number of wells,

'S

5 B. ~ Yes, sir,

11 New Mexico - major gas purchaser in New Mexico.

I : . 0 ‘And it would be easier to meet these sv’yihgs "

'};= by havinq a certain number of wells that are produced as mar=
I | ’ ginal allj the time and then being able to meet these swings
I ‘ 8 out of tﬁe use of -ino.nimarginal wells. : R
{;;;3 9 ' :A Thﬁﬁ's what we are proposing. .
l 10 Q. VNo‘w';,"' El Paso is the major gas producer .in )
| I

12 A I understand it is,

i.a %;. 13 !g And thereby the nominations of your company;

?Jg'ffn 14 would have the greatest impact on allowables of any company
A3 ‘ purchasing in this state.

g . 1 A No{:'.'inecessarilyo It would have an impact,'

‘Itgu' 16 it has an impact for each pool that it operates in. That

" 17

impact isp say, proportional to our demand and other pipeline

;— Y
T gl

_.n-«-., -3
el e

18 demand and total gas available to each of the pipelines in

19 each of the pools.

20 “Q Butl you are the largest purchaser,

‘(4:' . 21 A. I think 80,

:Q.. ‘ And as such, you would have the greatest im= b

22 ‘
pact on the nomination portion of the overall state allowable
system; v
24 ! e ' : b
‘A The answer to that is, I believe, Mr., Carr, |

|
r
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that the amount of gas that El Paso takes to market affects .

the productlon of New Mex1co gr@ater than any other pipeline..

\

Q That's what T said.

ﬁ Apparently 80.

;g Was tryiné to say.

A All right°

fg‘ And-if you cut your nominations, that would'i

also have the greatest impact on the == on the production in -
the state, is that correct?

a | We w§u1d cut our nominations because dur»-
crystal kall, or whd%éver it is, tells us that we:expect to -
sell 1es§ gas'in‘théﬁ next period that we are nominating for "~
than we éid in the prior perioa.
| 0 If‘fpur application is granted, it's my un=
derstanding that this will enable E1 Paso to more effectively
curtail ﬁhé purchaéeé in New Mexico. Is that what you're
saying? :
| A ﬁd} sir°

fg ‘ .What‘relief would you get by the granting'of7
the application7 : ' |

‘A We will get assigned a1QOWables to wells in'-
such a manner that we can produce the state assigned allowablj
from each of the wells in meeting our market demand, and if f

wells aré declared marginal, we will try to produce those at~ 

0 Are‘you saying it will be easier to meet youif
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- to alleviate their problems; those being Texas and Oklahoma.
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market deﬁands under the new system, ﬁnde; your pfopésed
system? ”
| 'A "It would be casier for us to meet our market
demands and abide by the rules and regulations that abide in
each poo# in the State of New Mexico,
jg | If your proposal is granted, won't it actual-
ly result in lower allowables?
£A I don’t know why it should because it will
not affeét the amount of gas that we will take from the state.
| _;Q What other states do you purchase gas from?
TA We purchase gas in Texas, Oklahoma, Kansas,

Colorado, and New Mexico.

iQ Are you applying for similar relief in other

states? ;
A I know of no other application for this type

1
T

of restaft'of proration in any states we are iny however, I
do know in two states that are supposedly major gas producing
states, there are committees working to find out what's hap-

pened to their proration scheme, that they must do something

fQ And those states are taking committee approa%hes

!

to try and solve this problem,

fA . Texas, I believe, their committee has just

about flanged up and has their report ready to turn in and
Oklahoma == does anyone know where Oklahoma is?

Oklahoma has a problem that is common to all
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other states, there is more gas available than the market re-
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quires, !

Q : Mr, Kendrick, do you know of any other state
where thi? problem is being dealt with by individuals coming
in to a sort of adversary type situation, like we're doing

here, instead of having a committee approach to solving the

problem?

A Oklahoma very definitely had some cases going

that way,;yes, sir,
Q What was the results of those?

A ' Oh, mercy, a legal lawyer's paradise.

Excuse me. Would you answer that, John Nance?

MR:. NANCE: An application had been

filed in pklahoma by Oklahoma Natural Gas Company to establish

proration rules in Oklahoma,

That proceeding went through a
numbex of weeks at the prehearing conferences. It got into
a hearing;on the merits and then after three full days, the
proceedin§ essentially grounded to a halt because of a number
of confli?ts which existed among the parties and the issues
that were;being raised.

The commission, the Oklahoma Corpor:
ation Comﬁission, which was hearing the case, decided it would
be in everyone's best interest at that point to dismiss the
proceedin%, at least in the form of ONG's application, and to

restart the proceeding . f3 'y géneral cérmidsionsorisnted File

[}
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making proceeding.
The Commission has now requested that all in-
terested parties submlt their proposals for proration rules
in Oklahoma and today, that is the requested filing date for -
those prorétion‘ruleé.
; An informal meeting is scheduled to be con=
ducted next week with all the parties getting together and
talking about each other's proposals for rules, and at some
point aft;r'thatélthén, it would be anticipatéd that the forma
hearing procedure again ﬁould resume., .
| AndAthis'is still simultaneous with the com=-

mittee work that's being done in Oklahoma.

, So there are, essentially, two == two means

of approaching the problem that are going on at the same time.

i Now, is the approach where you have various
parties advancing their own proposals actually broken down at

this point in oOk1ahoma?

g C MR. NANCE: No, I wouldn't say that

it has. éxt - |

e Didﬁ‘t that procedure result in the Oklahoma
Corporation Commission, actually their proceeding grinding to |
a halt? . |
‘ MR. NANCE: No; the one that ground
to a halt was where only Oklahoma Natural Gas Company had
propsed actual rules, ‘and what is going on now is this restarm

with everyone being invited to submit their own proposals,

1
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MR, RAMEY: Are you proposing that
we try to do it like they do in-OkLahoma, Mr. Carr?
, “ MR, CARR: I'm not proposing that
we try td do it any other way.

MR, RAMEY: Thank you, Mr, Carr.

‘Q Mr.-Kendrick, if your application is granted,

couldn't;you'reduce El Paso’s purchase requirements ==

A I don't know.

0 <= by reducing your nominations?.

:A T don't know,

0 You don't know?

A No;'I do not.

;g You don't know<if that®s possible or nots
.A No; sir, I don't, v |

0 You don‘t know if by reducing nominations

itAmight;have a diféct impact on your purchase requirements?
I’ .

A No; sir, I do not.

Q '~ If you reduced your nominations it would bring

down youi alléwable; would it not?

1

lines in the same pool.

0 But it would also depend on what you did wit]

your nominations, wouldn't it?
" A They are all added'together and an allowable|

assigned by the tcﬁal}nqminationsmand the adjustment to nomin:

ations vérsus production requirement.

i
'

'
!

CA It depends on the nominations of other pipeﬁ'

L

!

i
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0 o Mr. Kendrick, if you reducéd your hémination%,
wouldn't it work out in the terms of reduced allowable?
-:R Not if our takes stayed the same, We could

réduCe the nominations to zero and keep producing gas, and you
would wind up gettihg the allowable for the amount of gas
you're tdking. |

[/} I have a hard time seeing what purpose is
accompliéhed by having nominations, then, if that's the way
it is. |

A, Aé I understand the operation in the State
of New México, the rﬁlee of the Commission state that each
purchasing pipeline will submit to‘the Commission so many days
priox toithe month in which the proration allowables are to
be calculated their nominations for the total takes from each
pool that they purchase gas,

| So then that.all of the nominations from all
purchasers in the pool are totaled and the allowable for that
pool is chlculated == an allowable is calculated prior to the.
month inlﬁhich the production occurs.

‘ Nominations are required to make that initial
calculati§n bf allowables for the coming month.

o And if you nominate zero, you would still be
able to pfoduce what you would be able to produce if you
noﬁinatedfih good faith,

A . Yes.

Q As I understood your propésalw you felt that
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- you want -to make that determination == what would you use as

78
a cutoff point of 33 Mcf per day would bé a ?easonable point
to cut of;f° Weils below that, welis pibducing 33 Mcf per day
or less would bé exempted from yoﬁr proposal.

Q That is a number that we have presented and

those that produce less than 33 a day,
| 0 . When you looked at that 33 a day figure, whaq

time fraﬁe did yod‘ﬁse in determihing those Qalls lower than
that? Ds'you have any recommendation on that?

a, . If a well keeps producing and only makes less|
than a miilion a month you seé that thaﬁ is totally the well®
full.capébilify to produce, then ieava thét well as a marginal
well, § 

0 : Do you want to use a June production or do

a basis. for thaf, that’s what my Question is?
;A B could be used as the latest twelve months

productic'me Tt cbuld be used, maybe,'as the last three monthﬁ

prqductién.
Q Are you making any recommendation?
‘B, I think the last twelve months production

would befthe moreAéppropriatew

fg . And this is based on, really the historical
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. production from these wells. .
A z -Yesg sir°
o  How closely, in your opinion, would historica

producing. All sorts of elements could enter into that.

- exceeded :a million, or 1000 Mcf for that total month productic

productioﬁ actually correlate with the well®s ability to pro-
duce? ‘ | |

A.. . It depends on Whether it has been shut in
during that time or not shut in, or whether there is some

reason tHat it had not been produced at capacity while it was

fQ And would any of those factors be considéred

in handlihg this 33 Mcf a day ==

A | If you knew-thosq,factbrs existed for any
one well:ér.fdr mahy wells,'certaileﬁthey-couldube considered
howeverp;if you did not consider énything except the actual

productién showing in the past twelve months, and no month

you coul& leave i£ as a marginal well and then later find
P .
out, wel%, hey, that well is capable of producing three times

that. It gould.stili later be reclassified as exempt mar-
giﬁale o .
; But by ﬁust this first adjustment of classi-:
fication of wells, we haven't drawn a hard and fast line that

says nevérmore can anything be changed. And we consider it

n,

a changing thing every month; these wells could be changed in
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- gree, ana,I.donbt know whether that number is 8 percent or

- going tofproddce at 100 percent of the time.

80
and dut,of~maxgina1 or exempt, qr;nonmarginal classificé.tiono
| ﬁ_‘ Well, it is true#Jisn’t it, that historical .
préductibh histpry'on these wellsgih;cértain instances wouldn'
necessariﬁyvrefiect the,abiliﬁy df:g well to produce?
ﬂ‘ .. Yes, sir, that”s t£ué;

=5 .}ﬂ It'would:teally dépend: onvwhatithey-were-able

to purchase:#=or:prodice-and:sell? x::ii

‘;   1 Yes, sir, there?agé a~l6t of factors involvéd

Q ;._jlwhen~you used thi$ 33£§- or talk about this
33 Mcf figuré,‘Youﬁre not making aﬁy}distinction as to the
depth offthe'wells, it would be #hg&éréSs the board 331Mcf?

A Yes, sir, I”Velmade_pp proposal of depth

33 we havé'pickéd out is a figurefthatﬂwe said, if we looked
at everYYWell-conneéted»to our.sgﬁté@igall casinghead gas,
all gas that"stpdncontroiled, and.e§§f§[well that produces

33 a‘dayc¢#,less, we would load thé£sy§tem to a certain de=
18 percent or 28 percent, but thefé would be a certain base

load of gas thét you'’d say, okay, tha£°S'noncontrolled, we're

Then we can take all the swing on wells that

have calbulated-aiicwables above that point.

t

[+ S Mr, Kendrickg is it your opinion that El1
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. duce thefgas?that is attributabléfﬁo the acreage that under=

‘forded theuoppqrtunity to produce his just and fair share of

81

Paso’'s proposal will p¥étect the~ctorrelativeirights of interes
owners in the pobls.in southeast ﬁéw Mexido?
.A B If the rules and regulatlons exisbing for eac

of the pools that we purchase gas in New Mexico are establishe
to protect correlative rights, what”weure doing today will .
just further help to protect correlativa rights,

Q- ;'5 Okay, and I think we went through this about
the rumég?Yesﬁéfdaye‘ I don? t~wantfto drag this out on thati;
point. J ‘ |

o You understaﬁd théﬁ%éfh correlative rights; .
do you néﬁ? 5 |
| ‘k:. o Igd say I think;I"éba?}

}Qi o What do you understand it to be, so we're
sure you’do? | o

;&-“ . As wells are drilled and completed in ‘the
producinQ’hbfiz?hs in the-State-oﬁsNeWQMexico, and are con=

nected totgaﬁhefing faéilities, eéch?Wéil is afforded to proé'

lies that well that the well produces from°

vg* fwf Is it fair to say that# as you understand

that term, it means that thé operéidr’of‘each property isaafé¢’

the reserves under that property? .=

t

d

‘A . . The recoverable reserves under that property
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._access to the marketplace?

1if he is denied equal access to the maxketplace?

-~ at a restficted<ra£ep just for the argument say 50 percent,

‘and the Nutter wells are permitte§<to produce all they can

. protect my cqfreiative righte if I don't have a market, or a

82
0 . Now, when;We ta;k,about correlative rights,
each owner-wduld'ﬁaVB correlativegiights, isn't that correct?
| A I would think tnég'ﬁhéever had the mineral
ownershipg yeé,{sir, | o
9; '.Li And he'd have those rights under each tract,
would he not?
% .zﬂfu Whatever he owned;.it'should be, yes, sir,
hé““ lb To be able to have ﬁhe 6pportunity to produca

his just and fair share of gas, doesn“t he have to have an

E " Time out.
| Would you repeat your quest;on again?
QA"A‘  Mr. Kendrick, can a producer be == can his
correlatiﬁeswé let me see if I can re&ask the question@
- poes a producer hava an opportunity to pro-

duce his just and fair share of the reserves under his tract
E_'v . I don't know what‘you mean by denied equal

access to the markétplaceQ

_Q- . If the Carr wells are pérmitted to produce

produce, not restricted because they®re marginal, how can I
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way to sell my gas?

A o If each of YOu ate‘eonnected to pipelines
.gatheting gas»and”each of your weils are completed in the same
horizon, same pool, each of you are afforded the opportunity
to produce your fair share.

If for some reason you ‘do not produce yours,
and become underproduced, and the Oth@& operator == s this
an allocated pool == prorated pool?

0 In a prorated pool.

A ;%.In~a prorated poo:L«-a If you are underproduced
then you accumulate certain underage, and the other wells are
overproducedg they are asked to be out back while you contlnue
to produce to make up your underage° They are trying to shut
back and make up their overageg accordlng to the pool rules
that assxgned the pool allowables to those wells,

Q- Let‘s asgume that Mre Nutter s wells are mar-
ginal wells and my wells are more recently drilled, they're
nonmarg:.nala we offset one another,

Under your proposal Mro Nutter's wells, beinq
marginal, would not be curtalleda

m : CIf they re in this new category that we're
prescribing, his would not be curtaileda

Q My wells, being nonmarginalg would be,

A - Yes, sir. They would ==
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84 . . .
@ .  So Mr, Nutter would have the opportunity to
produce gil‘the gés heAcan produce.,
A - . That is true,vif they remain marginally
classifiéae | |
- @ - Ané mine doﬁnét have ﬁhe,opportuhity to
. produce %il ﬁhg gas I can produce.,
-?A‘  - You are.suppqsedl& pé:mitted to produce your
~ allowable, | |
 Qi' 3 And that is less ihan‘what I can produce
from my wells, L
;m T . would have to he'to have a pool prorated.
'Q‘:  . So I don’t have egual access to the market-

wells‘andiwere'éermitted to produce all the time, and your

. wells wéfe classified nonmarginal wells, and were not being

pléce théﬁ Mr. Nutter has.
| ;MR.NANCﬁg .Could we take a moment,
please? |
A . . Mr. Carr, underfhheuéohditions that you have

'prescribea,.aa Mr. Nutter's wells were classified as marginal

permitteé to pi¢duce all of the time, is ce:tainly the reason
that pro?étion ﬁas.established,.because it says that you are <
‘you have?the»eqﬁal opportunity tO'take the gas that you own
under yo&r»t:acfg and because somebne.is producing too much

gas and someone else is not producing enough, is the reason

| : B o ‘-
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- pried to align‘allowables between wells to say, this is your

tion, wouid:néﬁer broduce as muc@ﬁéas'as your well did because

. exists, or is available to exist, in each of the pools; and -

. gasg ~= he»is pefmitted to have the.opportun;ty to produce the
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proportionatélshare of the reservoir, being that that you

owh o

" Mr. Nutter's wells,maswmarginaliclassificaé

yourS»was.é;assified nonmarginal, So_you were producing more
gas in less timé than Mr: Nutter Qaég
And theée are théprﬁles that are established

in'each-of”ﬁhedpodls, and ﬁarginal/ﬁoﬁmarginal classification

a marglnal well ‘cannot produce more gas than a nonmarginal.
Q \{':f You say that Mr,vNutter s well would never -
produce‘QQQCOulé never produce aSjﬁﬁéhfas mine? o
3 &’~ :'Not and remain ﬁﬁ:ﬁinale
diiyv-: Whyvshould his #éii%be entitled to produce.3’
aﬁy amount'othei,théh what his pfbbofﬁionate‘share of the i |
deliverability is? . |
'Ehj' - Deliverability may not be an issue of how

much he_iéfpetmitted to produce., He s’ permitted to produce

gas that he owns.
,gnl ,f and is he afforded that opportunity by

being able to produce all ‘the time?

A, We. thlnk so, if in a prorated pool he is
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- classified == his wells are classified as marginal wells.

1) .. Wouldn't I be affprded the 6pportunity to

‘produce mY'jusétand fair shareloffthé‘reserves if I were perwf

Amittedito.prdduée my nonmarginal uélls all the time?

A . You might be producing. your nonmarginal

wells_all"thé’ﬁimeuand produce mofé'géé”than you own.

‘gﬁ ‘ Because I have better wells°
25;‘ . Because you may be draining acreage adjacent

to you. You may be taking gas from Mr“ Nutter.

w@ 35“ Or because I mayuhave more reserves under

my tract‘s’i":ij‘:;ﬁ -

&f};}f?'lt all depends.
Q;;iff Yes, but when youmdeny me, if you assume the
reservoir uondltions are sim;lar,‘”ouuueny me the °pp°rtunitx1
@;gf?éetting property prd%ﬁ
duce all the time, do I have equa. éééés to the market? -

A».: I'd say it depends%upon the rules in the

pool, how those were establishedgg'bito-how the division was

~ made as to what is yours and what is Mro Nutter S.

Q- if Abséntthe pool rules, 1f my offsetting operwl
ator produéesvluo percent of the‘ﬁimeg dnd-“T.am permitted-to
‘sell 50 percent of the time, do ifﬂé&éjéqual access to the
market? |

A . .. Absent pool rules we don’t have proration
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Adown,.WOqufwe'not both have equal access to the marketplace?

-equallyw.éiving us equal:caccess? *

- factors 1n a proration formula in each of those four pools,
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and the New Mexico Oil Conservation Division is available for

Q _ Solthe only way that this works is if there
are pool fules¢’isnwhat you‘re saying. |
A {' That's what they were established for.
Q. | wa, if Mr, Nuttérféfwells and my wells are

both curtailed“ﬁwénty peréent because the demand has gone

A . " Not necessarily,‘ﬁ" L

0 . - You wouldn't consider cuttingwus back

A..  Not necessarily. B =~
Qf”f"f dkay, thank youoﬂ "
- -wa you have a similar'proposal pending inv_
northwest New Mexico, do you not? '
ik. . ' We had a hearlng foﬁ the four prorated pools
in northwést New Mexico asking for a restart of proration
there, yes, siro . |

gw~ | And in the northwest there are deliverability

are there not?
A Yes, sir.
o 7<Ahd,therefare nogdeliverability'factors in

southeast New Mexico.
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88 ToELenT ,4.-
A That is correct@_;

o . A deliverablllty factor in a proration for-

. mala under your proposal would assure that better wells, in

fact,.are,able,to produce more than the poorer wells, is that'
not true?

Y f-:, According to the’ deliverabllity calculation -

. per well, yea, siro

0 "‘_ But in southeastern New Mexico with no de=

: liverablllty factor a poor well on 160 would be able to pro-.

_ duce the same amount as an offsetting good well on 160 acres? |

A . In southeast New Mexico where allocations

are made on 100 percent acreage basls, that is correct.

IR N tiL To be sure I undarstand your testimony to-

. day, youF:e prépcsihg this == goiﬁg*back to step one; or

zero, and.startlng over the proraﬁitﬂing system, and you have
nqtﬁrevieﬁed'how this proposal wouid:éfftct the correlativetﬁt
rights of“the interést ownerStinwthe pool, other than just

assuming that the spec1a1 pool rules must take care of that.,

E'U _What we're saying 13, that with this one

ustroke of the pen adjustment, 1f‘you please, we'll move wells

from a marginal'classificatiqn_to‘a"ﬁonmarginal classifica=
tion, Then.wé,‘as.El Paso Hatural Gas, as a pipeline com=
pany, can operate in thése‘pqols under éssigned allowables .

to nonmarginél'Wéils and.proquce.marginal wells 100 percent
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- ing systeﬁ.should protect correlative rights, do you not?

. we have the rules in the prorated pools were established to

. protect correlative rights and prevent waste.

' protecting corxelative rights,

89
of the time, and continue taking the demand as we have demand..
for gas from the pools in southeast New Mexico.

-Q-r' . Mr. Kendrick, dovyou believe that a proration

A It is my understanding that the reason that

o '"wAnd you actualljﬁpéliéve that the formula
to -é‘thé}p:oraﬁioh‘formulé shouldlérﬁgect correlative
rights. - 1s ﬁhat your answer? |

lA-' ‘f Yes, sir. .

EQr, And you bélievetﬁpﬁtLYOur probosal before.'
tﬁe Commiés£§ﬁ£odéy does that? P

}K '="f our proposal todéyldées not have any corre= .

lation to whétper or not the pool rules in existence are

" We're saying if &bﬁ'have these pocl . rules
and the éstablishment of allowabdes are from these pool
rules, let's gé£ the wells classified“in_such a manner that
it will §perate‘in accordance with the pool rﬁlesa

‘Q' .. Is it ybur teétimbnytthat your proposal
would protect cérfélative rights?

i % : Ih accordance with the pool rules of the

existing?pdols-in‘southeast New Mexico, yes.
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0 . Without that qualification, is it your tesﬁ#é
ﬁony.thatfyour>prop05al will proteCt correlative rights? |
A It would have to;?g,' |

. g R The‘answer is yes? , .

B - Yes, sir.
MR, CARR: . I have no further ques-.

tions,

gl MR, RAMEY: TLet's take about a ten

minute recéss, -

. (Thereupon a recess was

" téken,)

MR, RAMEYs The hearing will come to

oxrder.

Are thare «béper questions of;Mrog

Kendrick?‘{mra Kellahina

' cRoss EXAMINATION. ., | °

BY MR, KELLAHIN°
. g:iiif} Mr. Kendrick, in answerlng questiofig from
Mr. Caxrg you were discussing the. prop031tion of a committee

approval approach to solving the.. proration problems as op=

posed to what Mro Carr class;fied as -an' advocacy approach,
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and you,characterized the advocaoy-approach as a haven for

illegal léﬁyerso‘
'I'wonder}if you'cpuldAtell me what a 1ega1.J
lawyer 15, |

Mro Kendrick, the advertisement by El Paso for the B

vdocketing of the case talks about the reclassification of wells

in prorated gas pools in. southeastern New Mexico. During
your testimony you have addressed fifteen prorated gas pools.
Am T clear in understandlng that you intend

to exclude any other prorated gas pools except those fifteenr

‘that you specifically addressed today?,

A I4N,f Yes, sir, The reason that those fifteen

were addreasedrln our appllcation-was_because El Paso Natural

Gas had afoefihife”interegt'in alljof-ﬁhosé pools, either as.

purchaserg operofor,.working interos#'ownery in-some mannex
we have oﬁ intorest in those poois;. A

;Q'.~.;1 So you’re not concerned, then, or do you
propose to change the rules that apply to those few retro-

grade condensate reservoirs for Which there are fixed allow=- |

l

ables?

fA » | No, sir, we're not prepared to do that 'in

this hearing at all

l

JQ" ‘ Mro Kendrlck, are you familiar with the

. Director's memorandum ofrFebruaryﬁlsthﬂ 1983, in which he
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. from wells within certain categories. Are you familiar with

. you re welcome to look at it if necessary, Mr. Kendrick, but

.cerning the curtailment of wells?

92
set forth the~systém_of cétegories, one through six, in which .

he estéblished priorities for the curtailment of production

that?
'a, - Yes, sir..

Q ALl riqhﬁ, sir, I have a copy here and
in terms of that memorandum, what is El Paso's practice con- :

Q.  The first wellsth@t‘El?Paéo,curtails in its
normal bpaxatién in cutting back pfqéﬁétion into our system
are the mbétloverproduced-wells»thaﬁ*arévconnected to -our
system,

| .We,continue fromwﬁhat'on down until we cet,
ds much»as-wefcan,'all of the ovekp?odﬁbed wells. turned off.
Our intent == let m§ go with that a little
bit more.

| ' Being overproduced wells, naturally, Qe“re"i
héving‘td speak of wells in prorated pools. We, as a company,
try to claéSify'wells in nonprorgtéd:pools as overproduced
or underproduced, or we affix a pipeline allowable, if you
please, and we ﬁry to keep those wells in a category of under-
produced; 6verproduced,7or marginal. . o

S0 we're cuéting(backfin prorated and nonpro-
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. to where we re maybe having to shut off underproduced wells

- to wells along w1th casinghead gas that ‘we might 1ncorporateu‘

-directlon, how do we make up our load of gas, rather than -

. and wells tnat we think they should.be marglnal wells, ac= -

‘and then we finish up our load w1th the wells which are balmlﬂ

8ix wells in the memorandum, which might be characterlzed as .

are very sensitive to restrlctxons;'they load up with watexr

93

rated pools from the most overproduced wells, continuing backf

for awhile°
- We did ﬁot want to.shut in marginal wélls; e

We don't ﬁant fo shut in césingheaa gas wells. And then we get

L

with*that, problem wells, wells that we do not have control .

over in any way; ">“W“f

T
e,

‘fj I like to look at the picture in the opposlte

cutting backmw Anyugas that's noncontrolled, problem wells;_iﬁ

!

casinghead gas,’comes into our svstem ,first° We try to pro%ff

duce that 100 percent of the timeé~q¢qmu

iﬁcc . We have the marglnal wells in prorated pooléj

cording to*ourycomputatlon in nonprorated pools.

w?f e Then we're g01ng to the underproduced wellsfﬂ

anced and‘overp;oduced.

Q:"T:J Let me direct you£ a€Eéntion to the categoryf

problnm gas wellso When I talk about & ‘problem gas well I

mean those w1th == would be partlcularly deep gas wells that




il il

. o
12
3
14
15
16
17
18
- 19
20
.;_1
| -._._»__22 |
23
24

Y

94

1. or.fluids} and. when you return them.to full production, théy‘}

don'’t return to the same productlon capac&ty, it’s those
kinds of wells I want to ask'you about.

What.is‘your understanding of the current
rules,uprbratidh rﬁles, withwfega;d_ﬁo1how those problem
wells‘areyhaﬁ&i;d betweén ydu,-th§ operator, and the Commis-
sion?- :

{Alv "' When an operator has a well he con91ders a

. problem well, generally they w1ll write to El1 Paso, or call

. us, or someway comnunlcate, and tell us, don®t shut in ‘this

well, Then'themdiscussion beg1ns;W1th'that and we say, well,

. can we cdt'the,well back. Can yoﬁﬂpﬁoduCe.it at half the

rate it's producing? Can you produce it at a fourth of the
rate it's producing?
? 'f> " We want to know what is thesminimum amount

that you could produce that well w1thout d01ng further\damagef‘

to it.

o : f Under the current system, if you and the

: operator:dé npt'aérée-upoﬁ a metthfto’produce that well,

_ what,"if{any;7fécourse does the operator have?

t

‘A~ - We feel that the;bperétor should go to the

t

0il Consérv’a‘tio’n Division.

: 'Q ,’«: And we woula obtain”an'order either granting

or denying his retuQt and you’ re affected by that order and
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abide by.it, I;understand?

&;“"7, Asking for some rellef by them, because
thatwmay cause us, 1f it were a large well and produc1ng an.;

unduly large amount of gas, we're’ g01ng to have to shut off-

. smaller wells or different wellsgto'make up for what that

well produceé;c

.”ﬂ We feel that that may cause an inequity 1n

wtaklng gas from the pool, from wells 1n a pool, and that we

want the Commission to know thatiif this exists, then El Paso

must have some type of relief to*relileve us from nonnratable'
take°
Q": . My point is, the current procedure provides

for a method after notlce and hearlng to address problem

. wells situations, and nothlng you;propose.here will change

that proceﬁure;ﬁ |
viaf<ift Not at all.
~-.§ﬁ ";}g Let me ask you soﬁe qoestlons about how ==
some of the factors that go into . the concept of restartlng
proratlonat I thlnk that“s a phrase that you used earlier. .

As I understand it, one of the factors is

to, under ‘some timetableﬂ to cancel the underproductlon from

marginal wells°<
..Au 7 NO;Sira

@ . Is that not one Of ghe:résults ‘6f your pro-
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.underproduétiop3at this time.

-underproquctidhgnor overproductlonal4lf
well be recla551fied as nonmarginal and begin the next month E
. assigned to lylthat says, this well ffic1ally came into thls?

: But that is only so that it can be; ubjected to being reclas~ |

3

24

96
posal? &

fm:ftk No, sir, because marginal wells do not have

Marginal wells do not carry

;,JA; But what we prop; ells_that every marglnal

in a balances status, no underage”'no overage° let it have

period underproduced and that underproduced amount is zeroa

sified as marginal, if it proves:out lt’needs to be classxmﬁ:
fied as marginal,_

~g{ 'Sf: Currently our marglnal wells are those’ wellsg

i& No, sir.

Jg,They do not.

' There is no status car¥ried on a marginal
well. L

.lgil  With regards to the nonmarglnal wells, thenp;

those wellé dOQCarry an overprodugti

n.factor on them, do

they not?f‘if‘;'

e

A Yes, sir, oﬁerpfqﬁqced‘pr underproduced, yes)

sir. -
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on nonmarginal wells? In other words, restart those wells?

. of underp#odﬂced or overproducedithat they had accrued up to

. to bulld on that record.
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Q - And currently, when a well is six times ovegé
produced,éthen it's subject to be@ﬂé éhui in.
| A - Yes, sir. |

Q . | Uhder‘your propééalybdo they have.any method_

or procedure in which you propose_tb'qancel-the overproduction

A _if No, sir, at theirésiaxt, when the marginal
wellstare}reCLassified as nonmarginal, those nonmarginal wells
Ehat.exisi-at this date of restart; would continue to be non=

marginal and woﬁld continue forward with the balanced status

that date.
. 8o if it's an underproduced well, on that
date it wéuld cérry that underage’fdrward; if it were over=

producedg it would carry that overagelfqrward, and continue

'Q . Why wouldn't you.restart the nonmarginal

wells at éero?

+

- A  We don't feel th;t’that would be the proper
way to dozit; that they have that status in existence and
there“s.n6 reason to destroy it jﬁst-becausé we're bringing_
marginal wells into the category of nonmarginal,

: Q‘ . You have proposed a production level at 35

[
V-

Mcf a dayffor all the gas wells in the'prorated pools in
|

v
i




10

- 11.

© 12

13

14

- 15
.16

17

18

19
20
21,
22

23 |

24

25 |

.southeastexn New Mexico. That is the production level you

. to a 1evér being set for any forméﬁibn;'any depth, or what-=

. or for a#l pools, that that levelfis low enough in its total
,produéing,rate for'all wells below £hat.leve1, that any pipe-

: lineucoméanyfcutting back on the dgmand requirements would

28

suggestedoi ,
A, 33 Mcf a day.
Q Yés, sir, 33 Mcf.. Do you have an objection .-

to the céncept of éstablisﬁingta @epth bracket allowable fo:”,
wells in;southeast New Mexico, whé:éfghallow depth wells to
some par#iculér.depth are assignéﬁ_Somg‘daiiy level of pro-
duction and,degpér»gas wells.are_éssigned‘some othervlevel of
production? | |

W;&}“:Wﬂ No, sir. As a qompanj@ we have no objection

ever, prévided that whatever 1evéliis picked for each pool:

never.shﬁt?in'@arginal'wells, orVWOuI&;never have to shut in
any of téqsevmafginal wells. That's og? objective at that
level. I | | |
;gv | ‘; Mr, Kendrick, leﬁﬂmé‘ésk you whether or not
yoﬁ have:#popihidn with regards to Mr. Har&man"slpropqsalA
as at least advertised on. the docggtg-to recl#ssify all Wellﬁ‘
withih tﬁe,namedgpoéls’as marginéifuﬁti;‘furthe; order of

the Commission. Do you have an opinion about that proposal?

‘a It would just complicate the situation that

|

l




10

1,
12
13

‘14

15

16

17

18
19
20
2
d>22
3

24

- 25

. do pipeline proration without guidelines by the State that

has the authority to prorate the wélls, and it causes us, as

in waste ox the violatlon of correlativeﬂrlghts?

. a pool class;fied as marginal and the demand for gas from that

pool is less than the total gas available from that pool,; that

.Commissxong and it again falls rlght back and says, well, the |
' pipeline,companies can do as they please, and there4are many

«dlfferent ideas’ w1th many dlfferent plpeline companies of

:
has been‘built up, end we are at a point where we're seeking
relief,no%'fromnthe total number‘qirmarcinal wells we alreadmew;Q
have., - |

Q. _ Would you explaln to me what reasons you have

for believing that it complicates the system?

k*‘*“”“ Because El Paso,’ "as one pipeline company, to

aApipeline}comﬁeny, to assign thos‘l‘eivallo'wableso :
. '»:_AWe don't feel~tha£ftﬁa£“s our duty nor. our
obligation,;nor%anywnere Within oﬁﬁ'bailiwick, if you ple'aseo
@v ' Do you have any oplnion as to whether or not,;

Mr Kendrick, a system proposed by Mre Hartman would result

k”' : If you have all wells producing from the ==

pool is not being prorated according to the rules of the

how they would make up their load requirements from the systern°

E@"‘ff I'd like to dlrect your attention to the

.questionéof the:adv1seabil;ty,-in your ‘opinion, Ofimﬁingwa?;.
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. dellverabillty factor in proratloning southeastern New Mexico

-deliverahility'factor on a uniform“basis for all the prorated

. regard, am I correct in understanding that you thought that

. and reservoir characteristics weressuch that a deliverability

. factor could bewapplied;for‘that pool in some reasonable,

o - N - 100

as opposed to the acreage factor that“s in place now. . In
other wotds, in northeast - northwestern New Mexico there is
a proratfon“formula that has a deiiyerahility factor and ac-
reage factor put together.,

We don't have that. arrangement in southeaster

New Mexico. Do you have an opinion as to whether or not a

gas pools in southeast New Mexmco is a reasonable concept?

u?&. -f: I don't have an answer to that, and I don’t
know that it would be in the scope of this hearing.

’EQ' | In response .to Mxp Carr“s questions in that
was a problem that ought to be addressed in a specific hearing
called to address special pool rules for a given pool?

;& : :d:nI think that would be}more appropriate,; yes.

iQ T And if for a particular pool the engineering

fair, equitsble method, then you would have no objection to
handlingithat‘ptoblem:that way. .
“A°  That.is correct. -

'
[

MR, KELLAHIN% 'Thank you, Mr., Chairman,

(9

I have no further questions.
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. bar graphs on,.whén I drew this one on the Indian Basin, I

- said, my gosh, here is the model right here, I thought, well,

101
MR. RAMEY: Any other questions of .

Mfu Kendrick? Mr;‘badillaa

cRoSS EXAMINATION
BY MR. pAbILms |
Q. f Mr., Kendrick, let me direct your attention
to Exhibit Number Eight andvalsolfo your Exhibit Number Seven=
teen. -
Have you explain to me the difference between
your Exhibit-Number»Eight and your Exhibit Number Seventeen,
as far as ﬁhe bar graph is concernédo_
B As I see your b&: graphs, you have what you
call an ideal sitﬁation, and with'regard.to fhat exhibit, did
you base that dﬁla computer model?‘ 
A . If you consider.ﬁhe human brain a computer
model, Ilguess so. That's where it came from. I just said
that looks like the way proration could ﬁore ably serve its
purpose,
o In real life would you consider the Indian
Basin‘Upper.Pepnsylvanian Pool as an ideally prorated pood?

. A . .. Of the fifteen pools that I've made these

that'’s time to»quit; you've now found it.
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. The only'problemﬂthat‘l had with this was
the month of May == month of-June;iI"m.sorry, reading upside

down == month~of June, showed quiﬁe_q,small amount of marginal|

production compared to the other months across the year.

As I envision prdduciné a pool when you
classify wellg'aSumarginal, and if;itﬁs a fully developed pool'
then the tbtaljgmount of gas to be bnoduced from those wells
would'slowiyzdeéline according td-tﬁé decliné of each well
and the total;f

| " This is as close ts that, I believe, as a
guy.couldlfind;: The month of June may be fully explainable
that, no,iﬁhis‘aid not happen because:we‘shut wells in inten-

tionally due to low demand. There might have been a problenm

- with a plpeline. It could have been many things that caused

that to happen the way it did, and, actually, the whole pool
would be operatlrg in very good fashlone

l.g‘ . Isn't the == isn t the percentage between
the marginal gas and the nonmarginal gas for June almost the
same for every month? Have you cq@pared June with every
month on that bér graph?j Just'f;§m13~f{ just eyeballing
your graphz - N |

- A   3 1 would think that‘your statement is fairly
reasonabieﬁfyés;. | -

0 .  Does El Paso takaifprﬂpurchase gas from the
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- Indian BasiniUpper Pennsylvanian Gas Pool?
A : -No,'sir.
d; : Aré they a producer in this pool?
@. S Yes, sir, we have 1nterests in this pool°
0 . ;onYour application‘vw;;f.
. &~1 o(} Let me clarify that.;~In'the family of Elnj
Paso Companiesﬂoe have interest J.Inmthe"pool°
Qﬂgji'ﬁ Your appllcatloo,here today is as a pipeline
company isn't.that correct? .Loﬁiﬂa
mﬂj ﬁ € Not necessarlly,vbecouse we're a producef,(
too, in mony of‘the poolss o
Q{;oaﬁ; Well, areu“t you speCLfically here today to-

in fact lower tne takes for your requlrements for taking gas

in southeast New Mexico as a plpeline conpany?

Ajff . No, sir. ?g‘ung

Q. ' What, in fact, does being a producer, or one

-.of E1l Pasdﬁs éubsidiaries,.have witp{:éspect to the applicaQF

e
.

tlon here . today?

A:; ¢ - We want to see that ouxr gas is treated
equltably with other gas wells ln the same pools.

,Qt_g'_f Would you agree that your primary purpose

. here today is to seek rellef as a plpellne company, though??-

A. . . We ‘want to seek relief in having us to as-

sign allowables to wells ‘that arejnow marginal wells,
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_‘Q,‘y.' Doesn't that affoCt your gas purchase re- f
quirementsmas:a-pipeline company prima:ily? |
A; | I Qon't know, o
g.'.c“ What is El Paso'sipipéline company "’ s mafﬁé%?‘
area® for - theﬂ flf&%m pools in southeast New Mexzco? |
, EJ~ }; Generally it is dlverted towards the west -

coast, windingAup with sales across New Mexico, Arizona, andi
Caleornig;-somg into Nevada. |
. Q' »cgchn fact you could sa§ it's New Mexlco and | “
west of New Mexico, is that correct? |
k%o"f“ Yes, sir. |

0. -« Is that a fair ét&fement?

| ff Going back. to the bor graph, can you tell
us as to Exhiblt Number Eight, would you say that the Indlani
Basin Upper Pennsylvanlan Gas Pool would -= that the nomina?<
tlons in that pool are falrly corréct? -

§'4‘1'.-I made no comparison-of nominations to takéc
in any of these exhibits that I have prepared, as far as to'

lock at: them, to examine them, let“s say.

fo . Wouldn't the method of making nominations =
in that; pool, if they are uone correctly, result in the type

of graph that you have computed for Exhlblt Number Eight?

. Between the.marglnal and nonmarglngl walls?

A Will you please‘aék,tﬁe question again?




L Ill..,lll L lll‘ Il B N =N I‘I’; Il NN =N BN s I-I IIII"FII L

10

n

12
13
14
15
16
17
18
19
20
21

22

23 .

24

25

105 -

0 | Well, is it‘a'fair_stétement to say that
looking at Exhibit Number Eight, .the bar graph that you have
prepared,fthat nominations that haVe_been,made by the pur-
chasers in that.pooi would have réSulted in an ideally, or
close to.ideaiLy prorated gas poél?

i | ~ The nominations é#elnot a factor in this
bar graph as it is drawn; not nomihations.

This is d:awn from.total production and fr&h

marginal production. |

Q. Let me direct yohr'attention to the front

side of that Exhibit Number Eight now, and you have on the

fifth column under the marginal p#gduction, at the bottom,
towards the bottom of the page, YQu have a line there that
states "peréentage’of total prddugtion, 15.9 percent”.
Yesterday you teﬁﬁ?fied that the problem was

that too many of the wells in souﬁheast New Mexico are class-
ified as marginal. Would you consider 15.9 peréent as too
much production coming from marginai wells? As far as ﬁhef
Indian Baéin Upper Penn Pool is éépcérﬁed? |

A - . I would have tojanswér that in the light 6f
same, That if the tqtal aﬁoﬁnt of m&rginal production avail-
able fromlﬁhét<§ooi_any one day dbesvnot exceed the lowest
takes of the pipeline serving that pool on any day they are -

cut back to thé bare minimum, then the amount of marginal gas
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is not too much (inaudible).

0. Well, what would you say the cutoff between
marginal and nonmarginal on a percentége basis should be'for'
the pools in southeast New Mexico? |

A I don't know any number.

Q Well, let's just say you go, you have your
three months, the'three—month period is‘what you.want to do,.
thén yOu want to reclassify, as I understand your proposal,
is to classify all wells to nonmarginél, then at a later time
reclassifﬁ qertain wells back to marginal, is that correct?

A ‘, Yes, sir, they wi;l be == would be done
that way. | i‘ |

Q . Based upon the Exhibits Number Two through
Sixtéen, where you give production'ﬁox f;fteen prorated~gas x
pools, what, in your opinion, shoﬁld be the percentage be-
tween the marginal and nonmarginal prpduction after your test
period?

A . I know of no number to pick, because if a

pipeline is serving that pool and knows it can keep every

well on 98 pechnt of the time,,then'é? percent of the gas 
could be marginal gas.

o - Let's go ==

A . But if it's the Qtﬁer,Way, where the lowest

day they're cu£ back they could only take 3 percent of the
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107 jg
gas in the nooly then yocu've got to say 2 percent of the'gne
could be marginal,gas. | | o

0  But if, in that event, isn't a poolllikegtn%
Indian Basin Un?er.Pennsylvanianfreeliyfsuffering compareé;%
to other_poole%as:far as new'marginaitproduction is concerneﬁ?

&tlA;v&.I know of no way it”sf‘suffering° |

,Q!'lxﬁi Well, at some p01nt in the future, if your‘

4
proposal is granted, would you say, take any of the other:
pools, I think maybe the Indian BaSlh Upper Pennsylvanian Pool
is mlsleadlng, but just say, take the one == one of the ones
that has 100 percent marginal production, what percentage |
would you like to see that would be nonmarginal after your ﬂr
90 day period? ‘

& Aiﬁ. Still I cannot éi&eﬂyon an answer in perj
centage of.the gas. If == y.” .

Q}ﬂ ,r, But isn't that important inasmuch as you '
have given‘us total production w1thout any qualiflcatlon as.*
to reservoir quality or dellverabilitylof the wells within i"
each particular pool, isn't it necessary, taking it right
across the board, isn't it necessary for youi to come up .
with some 1dea1istic future, futuristlc, or beyond the 90=

day.period;isome percentage between marginal and nonmarginal

production?

A ' No, sir.
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pool, I don“t know, and I have no way to calculate, because

well, dld we have to cut off a marginal well. We hope we -

don't,

108,
0 ~ Isn't that your goal? N
A ~ Percent means nothing to me in this case.

What means something to me is marginalcwells_are produced 100

today at'alrate of 2.5 billion, setving our total market, and
tomorrow they tell us to cut to 1 5 billlon, I will not have
to shut off a marglnal well to go to that low demand.

‘Whatever that- makes the percentage be in each

the next day we cut to 1.4 billion,‘and when we do that,

* That's the idea that we re working on.,

Q- “ Then you really, you never can get away frcﬁ
pipeline proracionlng, is that whac-gou-re saying?

i?'c- No, sir. .

Q»’ljﬁ I mean if tomorrcﬁl?ouhave to cut back,
it's pipeline éroration, isn't ic?  You're going to shui
down so many wells, ,:

A _{ We. hope that any time any pipeline cuts~
back, they w111 be cutting back on wells that are classified
nonmarglnal, so. that if the wells do not produce their al-

lowable,  they will be glven credit of being underproduced,

and then we hone for a day that they wxll be produced more
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' Q“ '~ Assuming for the&eake_of argument, that to%i
mOYrrow yoh decide you have i canroﬂlﬁ take so much gas aedf;
you're goiﬁg to'cur off all the mhrgina; weils, the nonmergi%%
al wells,vyou'have to shut them a;ijih{ and you also havéheo“
cut the perceneage of the margina%ﬁwe;ie, how wiil you deciée
which welie“yoﬁ’re going to‘—w whioh'ﬁeils ~-= which margina;..
wells you re g01ng to cut? | -

R'“xjiﬁ El Paso arbltranily in 1982 drew a line and
said we’ re goiné to cut wells as marglnal wells that produced
over 100 Mcf a day° That was the- flrst time we dipped down;f
into marginal c1a381f1ed wells and’shut them off, :

| 'We did that for awhile and finally our cuts

and demands got greater, and we said we have cut off every
well as a marglnal well that produces greater than 100, we’ ::
ought to,look at some other group of~wells now and cut themf?
off some, 80 we nicked the point of 25 Mcf a day, and saldfﬁ
any well that produces less than 25 we ‘re going to try to
leave it on; any well that produces greater than 25, we re'ﬁr
going to’ try to give it some shutnln time along-with other -
marginal welle;i o

0  e,Given my'assumbtioo;fﬁhen, where we'd shut

off all the,margihal - ell the nonmarginal wells and some

of- the merginal'wells,‘using youriarbitrary ?utoff, whatever
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 proposal with 33 Mcf per day?

110

e Y

that maylbe, then at that'point the production from thed;
Basin Pool is going to be much lower than, say, any otherﬁ‘v
pool in ﬁhe'system, isn“t that co;rec#? |

;& - . No, not necessafiiy;:fa
'Q - On.a pro rata basis,gcross -= taking all the
production on a weighted average bésisiacross the fifteep:A
prorated pools,  '

A "~ I do not recall_%hY'time in our cutbacks

every nonmarginal well off also. fSo there should be nonmar-
ginal wells still being producedé%fom; and some marginal
wells being fo; also, but under‘thé'ﬁyStem we're proposing;'
we're going to:£he point where wefsay we can make all of

the swings in”¢ur narket demand byksw¥tbhing on and off-onlf;
nonmargiéal weiis.

Q. ' How did yvou comefup with == in your alternats

A " 33 Mcf per day ﬁéyube'reflected as a figure
of one millibh‘é month. That is part of it.
We took == |
0. o Isﬁthat an arbitréf&'figure?
P A Yes, sir, and it began with our hearing in

northweét’NeW‘MExico on the four prorated pools there. In

dién

W

sone thé pool rules for the sﬁallbw complétedAwells, the
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111

rﬁles already existed that said any well that produces less

liverabiiity<testing and would be;an‘exempt marginal well;;

We said that figure would be okay. We think
that witﬁ’that figure 33'éet'forltpgseh we can produce and
not cut belgw that point. B

And that was the'figﬁre that we threw out
then. Wérhad nothing necessarily(ﬁo.ﬁefend it any other way,
but had wa ane;smailer than thaﬁ?fwelﬁould have had to take
deliverabilify.fests on some wellé that had been‘exempt from
testing fo: years, éo it just workéd:qut up there that that
was a good place for it. . |

We hope, we think, and if the market every
comes baqk; as everyone in this rpém,popes it does, that tﬁat
number is going;to continually riéé.as a breaking point be- .
tween whére‘marginal wells then bréak.into nonmarginal wellSt

[Q“ How you'’ve talked.and‘stated that the special

pool rulés of each‘of the pools ﬁndeflqonsideration heré
should be followed, and that El Paso attempts to follow those
rules, bﬁt in‘pfétecting correiativgzrights,-wouldn't you
also havé'to'consider the caéabi;itjféf'the well to produce,
and what.might‘happen in classifying wells from marginal to

nonmargihal, as it affects each individual well?

‘A * E1 Paso's opinion on that is that we believe
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that th&t was written into the pool rules that exist in eéch
of those érorated pools. That was_ghéireason for it. |
Q © Now yoﬁ're changigg the ground rules,_afédﬁf
you? | | e ’Q
§  ' Mo, sir.
g | '._ You are in effectﬁﬁﬁe#dingg aren't you;-iﬁﬁi
effect~ameﬁ§in§“0rder R-1670 as ﬁé#!ééjﬁhe‘prorationing rﬁlés
fof»soutﬁééSﬁ'ﬁéw Mexico are condé?#éé?_ | ‘
A l%fi" We are not,amendiﬁégﬂtWe_are asking th#ﬁqurﬁ
tain pérﬁibﬁs'ofvthose rules be ﬁé}dfiq abeyance, such as{if
Order -—;o::pgqﬁ of Rule 15-B forfg,ﬁéil that becomes six:;?
times ovefpfbaﬁced does not have ﬁé.bé‘shut in until we regéh

more of a: levellng off period.

" We're asking thatgthét rule be, say, waived

or held off for awhile. ‘
[ We're asking for this reclassificatlon to be
a one ti@é&deal; We need to do lt today or with this nearlng,

effectivé theAfirst of July. |

o | Given the start“date we push the welIS'oﬁt:
of the marginal category into nonmarglhal, we can start oper—
ating under all the rules that exxst, then establish the new

category;ofﬁmarglnal as through time arprodicer can show that

wells truly are}marginai and need.to be classified that way,

s

and -the rest of them are nonmarginal. "
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‘against his1wili

113

o Who will be the arbiter as to whether a‘weli

El Paso? .
o e

g ,;: I think we have the opportunity, according to

the rules that exist in O¥der 1670 for the Div151on Director

when the operator, pipeline conpany, or any interested party,

to show cause why a well should not be ‘80 classified as it

is classxfied, and get the classification changed.

’Qf}i : That would require me to come over here and
have another hearinq. Within =- I meao how would - what '
mechanism have you con81dered for deCiding -=- I don't know.

) B

how many Wellsnwe re talking about*in}each of the fifteen e

not want to come to hearing on each one of those wells and

l

decide which one is marginal or nonmarginal; initially what

mechanism, or who is going to dec.,e;which well is going. to p

be classified marginal after your test period° ’f ~fb$t

'.L

tbe'left open to where:&

iéff; ikll think that sho?
any operatot; ;Qy pipeline company, tte Commission itself
the DiVision ltself -could look at the data available, and
say, well, let's draw the line at this p01nt for this month,;
go ahead and operate with. that, make whatever reclassifica«.i

tions are necessary, and’ 1f anyone gets a well reclassified"

he can’ come right back by the telephone or-
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!
letter or any way he wants to and say, hey, you have done me
wrong, anh I should have this‘wellrreclassified the way it
was. "
And ceftainly a reasonable answer can be
wofked out.

‘ The reclassification,. to me, is not that im-
portant over a short period of time, and the reason I say
this is whaf was produﬁed last month is still in the records
and we kﬁow what that was, and if we declare the well marginal
today, aﬁd We say, well, we've lost its status of'under or
over produced, and we say, well, wait, that well should not
have been madewmargiﬁélititﬁshéulddbe‘back to nonmarginal, we
can go back and get last month's productioﬁ and bring it into
the status.

So a month to month flip-flop really hasn't
hurt'aﬁyﬁhihg when in the end you have come up with a proper
classifiqation between marginal and nonmarginal.

| fQ. Mr. Kendrick; let me go back to your Eéhibits
Two through Seventeen, apd I think fhey speak for themselves
butbl juét wanted té re;émphaéié thatjfhe percentage for the
Indian Basianpper Pénnsylvanian ?ool;vcompared to all the

other pools, its percentage of marginal production is close

to five times lower than any other pool in the fifteen pro-

rated poéls.f’Is that a fair statement?
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and we knqwhwhat that was, and if we declare the well marglnal

 over produced, and we say, well, wait, that well should not

hurt anything when in the end you have ‘come up with a proper

"but I just wanted to renemphasis that the percentage for the

letter or any way he wants to and say, hey, yoﬁ have doné\mé

wrong, and I should have this well,reclassified the way itgﬁﬁ

. ! N
WaS ® :

And certainly a reasonable answer can be .
worked outs .. IR

fﬁﬁfgﬂﬁ“ The reclassificdﬁﬁon;ﬂto me, is not that,iﬁ&

portant oVér a’éhort period of‘timé'fﬁnd the reason I sayﬂ :

this is what was produced last month’ls still in the records

Sy oL L]

today, aﬂdee‘éay, well, we've lost*its*status of under:or,w

have been made marglnal, it should ba back to nonmarginal, we

can go back and get last month's production and bring it lnto

the statusy ?fff-
S

So a month to month fllp—flop really hasn t

classification between marginal and nonmarginal.
';QQ‘,fﬁj Mr. Rendrick, let me go back to your Exhlbitq

Two throﬂghVSeventeen; and I thlnk“they¢5peak for themselveS'

i . 1_« 7’,.

Indian Basin Unper Pennsylvanian Pool, compared to all the.f}

other pools,‘its percentaqe of narginal productlon is closo,

to five tlmes lower than any other pool in the fifteen pro—

K} ,

rated pools;.ﬁls that a falr'suatement?
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. A Yes, sir.
May I elaborate on that a little?
Q- You may. .} |
'h " If I looked at the Exhibits of Two through

Sixteen, T would say that the Indiaﬁ'Basin Upper Pennsylvanian
Gas Pool, as Exhibit Number Eight, shows the less need for
what we'ré.asking for of any onefofuthe pools exhibits; that

if anything is happening, this is being operated more nearly

0 - You wouldn't be:invblﬁed in that pool really
from the standpoint of being a puichaser, is that correcﬁ?.:

‘E‘; - That is correct. ' We are a seller.

MR. PADI#@A:%“I have no further

questiong.[- B
MR. PICKEHng I have some questions.
MR, RAME?}liWOuld.you identify your-
self, pléaée?'.' '.
| - MR; PICKENSEJII‘m Bob Pickens éf ‘ 

Marathon 0il Company.
CROSS EXAMINATION

BY MR. PICKENS:

Qg .~ Mr., Kendrick, just to clarify a couple of

points for me.
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Under your proposel,'if all wells were res ..

classifiedlas nonmarginal, some Eék~marginal wells, being
ones that were previously classified marginal, probably will
.not make;their assigned allowable over fhe next three mohthe,

is that not correct?

- A That is correcti?e
Q:lec~'And they will berme‘ﬁnderproduced.
ﬁﬁ"; That is correctofj
Q "::,Certalc othexr wells w111 become overproduced

to in fact make +the pool's allowable, is that correct?

A "lgThat is correct, " - i

’Qe o And in following?ﬁﬁfeﬁ‘what Mr, Xellahin
started on;‘a well that was nonmarginal -at the beginning of -
this chreewmonth perlod, even though it may not have been
overproduced,-because of the redistributlon of the allowable?
among marginal, :0Y “@X-marginal wells and nonmarginal wells,

became more overproduced this would be in abeyance until

"the end of December, is that correct under your proposal? -

fA{ ": I believe that? s the date in our lctter,

EQ‘  } ? Then what would happen to that overproduced
well under‘El,éeso 's proposal? l l

A . If at the end QfTéheflime period that werhe§e
asked_fe£;>or.a; the end of a timegpeilod that may be writtec

into the order, or into an order that the Division may see fit
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to write, if El Paso sees that there are too many wells still
six times overproduced that need relief, El Paso has no fﬁ

qualﬁs whatevernof coming back asking the Commission to eiQJ

tend that period of time to make up this point of being sixi:

times ovgrproduced,‘

0 " Well, I think yoq'just‘stated that E1 Paso.
is not a'purChaser in the Indian BaSiﬁ Upper Penn or the |
Indian‘ﬁASin Morrow, is that-correét?' 

K'ﬁv “  Yes, sir,

 @"' .J And do you know,ﬁgé"é'representative of El1
Paso whét’&heldémand situation of tﬁe'pipe1ine purchasers in
those two ppols*is?

IA - No, sir.

o - You do not, and Elfﬁaso demands will héve

j : A
no impact on”that pool, is that correct?

‘m“* " That is correct;“ff{v

i'Q. " And so looking éiSO‘ét your Exhibit ﬁumber,
One, and;with the In&iaq Basin U?pér'Penn Pool, you shdw'thét
38 wells are currently classifié&Jas mgrginal and 18 wells |
areclasgified”ag nonmarginal, iéﬁﬁﬁaﬁ‘correct?

A - Yes, sir.
:g  ~© Then if you'lodﬁ‘éver'to Exhibit Number
Eight,f#nder'the Columns'Five andféi#; which are marginal

production and nonmarginal productidh; if you inided'thosé
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equally between, let's say, 56 uells, wouldn®t you have those
18 'wells probably belng a highly overproduced situation ':ﬁ
during this period?

‘A ~ Yes, sir,

:Q-a 'r; And what you're telling me is they will pro=
bably all be shut in January the lst in the middle of the
winter hea;lng.eeason under E1 Paso‘s,proposal, is that_corgf
rect? o [

&;;h{“f No, sir., We would try to do whatever we flf
could that is necessary to keep that from happenlng. l;?;?

Q. 1l§ Well, vou told me that vou had no control
over that ae e pipellne purchaser 1n that pool.

fA "’ Q If we're talklng about ~= only because we’ re

not a pipellne purchaser in the pool, then we cannot affect

the rules of the pool. If that ix.the case, then we would
be barred from doing anytning, however, if it were pools that

we dld have any saywso or control o'-whatsoever, and 1et me

turn thlS the other way and say we have an lnterest in thoee
pools, 80 I think we would have a. right to come in if one of
our wells were'six times overproduced, and ask that that rule
be waived until a later date s0 that we d have longer to make
up that overproductlon, we would be here to do it,

fg Ai All right, but if I ‘can just in one sentence

paraphrase what -you've been- talking about for several hours
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yesterday and this mofning, in your -opinion the problem

" marginal wells in New Mexico in a timely manner when the‘mafke

.special rules for prorated gas pools in southeast New Mexico,

119 °
really is that 7 marginal wells are not reclassified as‘nOQé

demand for gas is low. Is that a fair summary? I won't,ééy 
that is exact. |

A .  That is‘pretty_ﬁloéevto exactly what has
happened, |

0. All right, and you are familiar with the

Order 16709‘i believe it is?
A S I'm fairly well'acéuainted.
Q - - All right, sir,qu@ddes not Rule 16-B of
those rules prdVide a means to réqlaSSify wells at any time °
from marginal]ﬁo nonmarginal? | _
A . Let me look at.that rﬁle, please.
As I read Ruleﬁlégélof Order R-1670, as

amended, it says the Director may reclassify marginal or non-

marginal well at any time the wellfs'production data,.deliverm

ability data, or other evidence ag”tb.the well's producing ,ﬁ
ability'justifieSjsuch reclaSSification. o

o 5 Alliright,-and in your opinion, do you Bé*'f
1ievelthat,a-marginal well that'is”capéble of‘producing more

than the'alldwabie assigned to a npnma:ginal well in the same

t

pool should probably be classified as a nonmarginal well?
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. those records furnished to the Conservation Commission?

- by the Commisslon staff,

this tlme? o

A Yes, sir.
g . And in the monthly'groduction report which -

you referred to, can this information be determined from - .
a, . Yes, sir, and I belleve that is done annually

It is == it is avallable on a monthly basis,

is that correct, and then they do 1t on an annual basis at

_h'  _‘ That is my understandinco All the data is
accumulated but only once a yeax do they ‘look at the reclas-
sification; I-thlnk that'’s correétg

'Q‘ ' In fact I think YOulmade a statemenf in fe?i
spoﬁse to»Mr;'Carr on cross examiﬁéiion £hat wells could be_:
changed everf month from marginal’ t& nonmaﬁginal, or vice |
versa, is that correct; could be, " not that they are, o

.A“ ,f Could be. T think there is opnortunlty for;
that to take place, yes, sir. »AT' |

Q- -Qg All right. And the onlonther questlon that
I have, would El Paso in its application have any problem"
with a proviso or provis;on beingj;ncluded in any order the’j
Cqmmiésioﬁ.might issue on'this‘application that would résef&é

the right to a producer to come infand reqﬁeSt exception or -

relief, either by amendment of thefpopl_xules or some otherx
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under the'special rules for prorated gas pools or some othe%
nethod protide&? |

& :i : To come in to hegring?

..  To come into ﬁotiéé'and hearing and requégf.
exception from the order that might be issued as a result of&
your application? |

A ”aﬂ I think that dodf‘is élways open.

Qﬁf;n'a All right, and you have no problem w1th 1t '
belng specificallv included in such an order to be issued.

MR. PICKENS' - "No further questions
MR, SORRENT;&O! I'm Tony Sorrentiﬁg:

with Gulf 0il.”:-

CROSS EXAAINATION

BY MR, SORRENTINO°

o t_‘[ I just wanted to go back to that 1000 Mcf a
mbnth figuré;ﬂ;it; Would vou explain that for me one more
time, how ' that was arrlved at? o

A"-,H My early speculatlon of 1000 a month began
in the San Juan Basmn, and some of the operators had wells
that produced very small amounts of gas and we were required.
to run deliverability tests on: every well in the basin.

| Some of-the operators_got the idea, and

said, look, Commiss 1on, we. have certain wells that we are re-
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from running the test, has no real value in assigning an allowy-
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quired to test and the test value, the data that we obtain

able to the well.

So thrqﬁgh hearipg, discussions and heafiﬁé,
it was rgached;‘as it says, if a Pictured Cliff, or more
shallow.completed well produces less than one million a moﬁth,
it does not require a deliverability test in the San Juan
Basin.

and then for degpéf_wellé that figure was sef
at two million a‘month.‘

| And that was where I began it.

Q ' Well, so at the'h§rthw¢s£ern héaring there
was a two=tier system set up, thoqgh,“&ésn't there? I mean 
it was 10dQ Mcf and then it was a;ZOOO'Mcf for those weils :
that were deeper, right? |

A That is correct. '~

0. ‘ At the p:evious hearing. Has E]l Paso giwven
any thought”to'éstabiishing'a'éiﬁil&r'two—tier system for
wells in these fifteen pools? - |

A I have ﬁét'madarahyfcqnsideration.for é'dif—
ferent figurga" | |

| o Would it be fair to say that the production

from,the average production from the wells in these fifteen

pools more closely approximatés the production from the wells
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in the previous pools that received the two million Mcf a

month figuré? = . ' - ?jf

¢

h .. I don't know. I have not made thatwtypéf&
comparison.

.Q f.ﬁ,1 So El Paso has not made any calculationsgdff

average production, and so forth,ﬁi@‘these fifteen poolsfih:'

.,
[
3 L

southeastérﬁjNeﬁ Mexico?

ﬁér:;??_No, sir, not_dntﬁh%tfpasis,
Edv¥},;gbwhank YOu, :
‘- S MR.
Mr. Kendéi@kéi';
may, Mr.thairﬁén.

MRe.

CROSS EXAMINATION =

BY MR, PEARCE:.

e G Mr, Kendrick;‘a:s¢fﬁbhll, Mr. Carr was quéé%

tioning‘?quﬁearlier about correlativeé rights. Do you know

if’ the Staﬁembﬁ_ﬂew>Mexico in it$,stéﬁnﬁes has defined corre=

lative rights?ff N ;'A ?4¢‘;§j
A - To say that I k@pﬁfﬁﬁat-might be misleading,

' "
Ly

but I thought I had read it. I'm%ho; sure that I have.

SV

EQ;' A . If'they'havé so defined correlativerrights,

' .

I




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

~diminishing nominatiOns by purchasers in a pool, the allowable
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did you have that definition in front of you when you were
responding to Mr. Carr's questions?

A, Mo, sir, I 4id not.

o Now, I would like to return to one other thin
that Mr. Carr questioned about, guestioned you about, not
having to do with that.

| I heed you to try to explain to me again

your exchange with Mr. Carr about the relationship between

which result from those diminishihg ﬂominations, and the
amount of prbduction allowed from wellsvin the pool.

I understood you to'say that a decrease in
nominated gquantities would not affect the amount of gas that
a well could préduce in a proratéd pool.

Do you recall thaﬁ;,sir?

A | Yes, sir. | ’

0 ‘ Would you expléin to me how the allowable
for a nonmarginalbwell in a pforatea pool is established
again? |

B,  f If we wofk only with one pool in mind, to

*

try to answer this, each'of the pipeline companies are re-

4

quiréd'tovsubmit nominations for the next month's producfion.

A best estimate -- let me back up a little,

g

s

They are required once a year to file nomin-
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"best estimate of what they expeét to produce by month from

‘allowables'assigned*by those nbminétions would have been
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ations for the next twelve months of production, as their

that pool.

.Then, on a monthly baéis, as you continue
thfough the producing year, each pipeline company may submit
suppleﬁental nominations, which could change your oiiginal
nominations given back in the early part of the year.

The total nominations for all purchasers from
that pool are added up and you subtract from that number the
amount of gas that was prodﬁced two months ago by the marginal
wells in that pool.

| The remainder of that gaévis allocated to
nonmarginal wells; however, there are some:other:factors that
enter int6>that, such as, if this month you nominate zefo,
if every pipeline company ndminated zero for this month, but’
every company}produced gas, you'ld say, well, the well == the

pool has been overproduced,according to its nominations. The

zero, if thié‘wafe the first‘month’ih that pool.
Hext mqn£h we>1earn by the pipeline companieg

reporting the ﬁrodﬁced.gas from the wells in the pool to the

Coﬁmission@ the Commission learns it. 'Hey, these guys nomin-

ated zero but they took gas. N@xt_month we're going to add

the gas that they took that's different from what their zero
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some gas; they want some gas now, and this is how much we

think will meet our market requirements.

the allowable for that month to a figure greater than what
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nominations were to the allowable that we assign to the third
month. And in so.doing, the pipeline companies have decided

this month we are going to be allowed to sell to our customers

Those nominations are totaled and we add to
that that difference acquired two months ago between allowablg
assigned and actual production to that as an arithmetical

nunber,. addition}'algebraic addition, and that would increase

the pipeline companies said'they could seli, estimated they
could sell, or were told by their purchasers that they would
take@

So you have increased the allowables now for
that third month enough to make up for the overproduction
that they produced in the first month when they got zero
allowable.

|  ‘And this is a continuing grasshopper effect

month to month through the Proration period.

o Then how does a well ever become six times
overproduced?
- A ‘: '-If we were to take éﬁery well in a pool,

any one of these, except Exhibit Eight, for instance, but

picking out Exhibit Eleven, because there are no nonmarginal
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Cwill only producé five, so the difference between five and

- produce flve Mcf a day c1a591fled as nonmarginal, they will

'wells thaﬁ'are left on'to make’that allowable or to make the
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wells inrthat; If we said, automatically, with the stroke of
a pen, declafed‘eﬁery well in that pool nonmarginal, now we
take the nominations from the pipeline companies, add them
up; and calculate an allowable per well, and then that == the
allowable is assigned the same for évery well that has the
same size acreage factor because that‘é prorated on 100 per-
cent acreage allocation.

Suppose:that numbéer came out to be 73. Every

well is entitled to produce 73. ILet's 'say ten of the wells

73 for each of those wells would become underproduction.

" The pipeline company still needs the gas
that tﬁey nominated for to meet their market demand. They
are going to take that gas from some place. They're going
to take it from the wells that will produce that gas, that
being wells producing more than 75, and if you do that enough
times, enough months, leaving these wells that will only
keep accruing an underage, and that difference between the
five Mcf a day and the 73 allowable, +0r the actual amount
produced becomes overproductlon that's qomng against the

i~

gas needed to meet the market demand. These wells stay

- underproduced so long, never making the allowable, they are
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~ then that reaches a level automatically, and you can continue
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subject then as the wells that should be classified marginal,
but these other wells, having made'up that gas that these
poorer wells didn't make, have produced so much of the time,
they are overproduced, six times overproduced.,

So once we get the proper alighment between

marginal and nonmarginal, and the rate of takes from the pool,

as long as there’s no real abrupt change in a decreasing
market demand, in accordance with the rules and regulations
in exisﬁence tdday.

0 All right; One final subject matter, if
I may.

Turniﬁg to Exhibit Number Seventeen, your
ideal situation; is it fair to say that in a period of de~
creasing market demand on a particular pool, that that ideal
cannot be arrived at because there will always be wells
falling from nonmarginal inéo the marginal category increasing
the amount of maréihal'prcductignjéllowable, however you
want to phrase thét? |

B Not in a‘deéreasing market situation, no,
sir, “Wells could become marginal most of the time because
of an incréaéing market-situatioﬁo‘ -

In other WOrds, once you reach a level that

you have continued even production every month from the pool,
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you could just absolutely draw a line and say below that line
is marginal, above it is nonmarginal, but when the market de-
mand starts inéreasing and you take more and more gas from
that pool, then there's goiné to be a Qell that'’s just above
that breaking point between marginal and nonmarginal that now
cannot make the newly assigned allowable, so it will become
marginal, and as that demand cont_inues to increase, more and
more wells_become marginal.

That®s what we”ré saying has happened across
the State of New Mexico.

| When you have a decfease and a sudden de-

crease, the weils should be driven out ofimarginal category =-
or the level of the marginal category should be reduced, so
that all thatféﬂleft can be turned on or off, or should be
turned on or off, are still nonma;ginal wélis°

But it won't work that way automaticélly if
you shut in thejmarginalAWélls.

‘MR. PEARCE: That's all, Mr, Chairman,

CROSS EXAMINATION,
BY MR. RAMEY:

0 " Mr. Kendrick, I've got a couple of questions}

I think you are now prorating essentially all wells in New
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Mexico on producing days, is that not right?

| A '~ Yes. No., Where we have assigned allowables
for a weil, ue'are producing those wells according to their'
allowables as best we can.

If we have wellslthat we have to produce with
out allouéties gnd produce them less‘than full time, we proé
duce thoée moré_or less on an equ&l time basis,

Lél Ji So you're actually produ01ng these wells on
some klnd of a dellverwbllity blt.  : .

'A -t. It might be sald that way, right, wrong, ot
lndlfferent, that's the way started doing it in 1982, and’
carried over the flrst of the year 1983 in that same mannét,
trylng to continually take the total time of production and
no production to keep that balanced 1n that == in all of the
wells become affected in not hav1ng a calculated allowable

assigned, and giving it a certaln amount of on time or off

time.

!Q_ > ; Okay, we have ez we have deliverability in
the proration formula in northwest New Mexico. |

:A ,'tl Yes, sir.

_;Q .. Ve have acreage‘in thc p;oration formula
iu souttcastincw ﬁexico. | o
EA- | ' Yes,‘sir.

) Shouldn't these wells be more prorated on
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acreage ﬁhan on deliverability?
%. | Yes, sir.
59  : Woula your == whgt jéﬁ’re proposing yestér;

day and goday more nearly, in yoqt.épinion, prorate these.,f
wells on acreage rather than delivérébility?

imf - Yes, siz.

,g = o Thank you.
[Aj B MRg'RAMﬁi; fAhy other questions of
Mr. Kendz_}i‘cﬁ?

- MR, NANCEf}im;..Chairman, I have one

additionélipoinﬁlthat I diScévergébﬁé.ﬁad-not covered yester=-
day in o@{:@irégt testimony and ITpéeé‘to ask Mr. Kendrick

for the record.

REDIRECT EXAMINATION
BY MR, NANCE:

Q. ‘ Were Exhibits One‘through Seventeen prepared

‘either b§ you or under your direction?

‘A _.Yeé; sir, they wéré;f"
EQ', | Thank yoﬁ° |
o | MR, RAMEY:"bo you want to offer
those exhibits?/ Or did you do that?

MR; NANCES' I believe we did,

MR. RAMEY: 4All right, fine.
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Any other questions for Mr. Kendrick?

He may be excused, and we'll recess till 1:00 o'clock.

(Thereupon the noon recess was

taken,)

MR. RAMEY: ' The hearing will come to

oxder.

Mr. Carr, do you have any witnesses

you want to put on?

MR. CARR: At this time, Mr. Chair=

man, we would call Dan Nutter.

DANIEL S. NUTTER,
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

' _DIRECT EXAMINATIONM

BY MR. CARR:

0 '- Wwill you s£ate your fulllname for the record,
please?;
B~ Daniel S. Nutter.
Q. | Mr. Nuttef, what do you do for a living?
A I'm a consulting engineer,
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0 By whom are you employed in this case?
A, Doyle Haxrtman.
o Mr. Nutter, would you summarize for the Com-

mission your educational background?
A Yes., I graduated ==
MR. RAMEY: Mr, Carr, excuse me, ﬁné
Commissiohois familiar with Mr._Nﬁtﬁor’and probably would con=-
sider him gualifiedo I don't think you need to ==
MR. CARReh“Mr? -= may it please the
Commissioﬁ}3WeGWOu1d like to recora_to';eflect what Mr. Nﬁtﬁér
credentials are for the purpose dfoﬁiﬁ drawing certain con= .
clusions at the‘last of his testimofy.
| MR. RAMEY: All right, that's fine,
Proceed, thene:{- | |
@7“‘f;. Would you summafiEEZyoﬁr educational back= -
ground? - |
A ~f “ Yes. I grdduéféé;%roﬁ'New Mexico School oﬁ
Mines in Jénoary of 1952 with-a;B;éhoior of Science in petro=

leum engineériﬁg degree.

0 ' And would you review your employment hlstory“

'A'uf . After graduation I was employed by Phillips
Petroleum?company.- I stayed'w1th them until August of 1954,

at which time I came to the New Mexico 011 Conservation Com=

mission. I started enmployment here ‘on September 1lst, 1954,

o
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I retired from the New Mexico 0il Conservation Pivision, the
successor. to the Oil Conservation Commission, on December 3lst
1982,

Q . Whlle employed by the Commission did you serve
as a Hearing Examiner?

A‘~"§f Yes, sir.

Q”'vt,ﬁ Were you involveﬁ;W%ﬁh prorationing during

your emploYmentgby the 0il Conserﬁetion-Commission?

A .+ Yes, I was. f{'f
Qw"'w; What did you do in regard to prorationlngfﬁ:
,ﬁff?efk I had an active part in the formulation of

rules and“regdietions and the implementatlon of those rulee,

and regulaﬁiohseregarding oil prqfatiohing as well as gas .

prorationiﬁg.”j*
MR. CARR°' May it please the Commis~
gion, at thls time we would tender Mr. Nutter as an expert

witness in petroleum engineerlng and prorationing matters,:

and also in regulatory matters, f%ﬁ,ﬂrﬂf
| : MR, RAMEYv 'ge is so qualified;eMr;:
Carr. | ‘ |
ge | }i Mr. Nutter, are: you famlliar with the appll-

cation filed in these consolidated cases by Mr. Hartman?
A f- Yes, I am. ;“”

o

o . Are you also famiiiaf.with the application
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filed by E1 Paso Naﬁural Gas Company? S
A I am.
[+ R Could you initialiy briefly summarize the
history oﬁ profationing in southeastern New Mexico?
A - 4'Prorationing in southeast New Mexico, this is

of gés, commonood in 1954, at which time the Blinebry, Eumont,
Jalmat, Jugtisi‘and Tubb Poolslwereféuﬁ on prorationing.
| In 1957 Crosby Dgyonian Pool was prorated. .
~ In 1961 the Atokéf?enﬂ‘and the Monument
McKee Poo#g we?é prorated. :“f1‘~J o
- In 1965 the Indlan Basin Morrow and the In~E
dlan Bosiovvpper Pennsylvanian Pools were prorated. |
| In 1969 the Buffalo‘valley Penn was added
to the 1iéta. ' “ .
| ';C In 1972 the Souﬁ&dcarlobad Morrow Pool was:»
added to the ‘list. "J_» ' |
:'QL And in 1974 the last three pools to be pro;'
rated in southeast Hew Mexico were added being Burton Flats
Morrow, Burton Flats Strawn, and Catclaw Draw MOrrow. v
0" | S50 no pools have been -added to the list of‘?
prorated pools since 19742 4 |
A i”m That is correctgzﬁ4

Q . . Has production from those fifteen prorated

pools remainedxrelatively stablefdﬁring the years that pro-
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‘rationing has been in effect-in each?

A Not necessarily. There have been many véri;
ations in'market demand as well as the’supply of gas availJf
able, We've had periods of over supply as well as periods f

of under supply durlng that period of time.

fo "~ Have the pools experzenced a general trend

in increased production or in decreased production durlng

K

this perlod of‘time?

k"‘ﬁgj Well, we'll refer to Exhibit One in the.f;}

.r

packet, whlch is a family of bar graphs for each of the pro~

rated —=- the fifteen prorated pools anﬁsoutheast Hew Mex1cob

;" The first one isé

§the Atoka Pennsylvanian.,.
It‘s produc1ng at the rate of appﬁ imately 2-billion feet

a year 1n 1982, whlch is 17 percent~of 1ts high in 1976»,

g The Bllnebry Gas;: olnls the next page ihxﬂ

the exhlbltel Now this is the flrst “ime I've ever seen a

graph of the Blinebry Pool like thisvbefore. I'm sure rhey5g
have bcen prepared but I had never seen one, In 1974 the’J{

Blinebry Gas Pool and the Bllnebry 011 Pool were comblned to

make the Bllnebry 011 and Gas Pool,mand subsequent to that A'
date all production that's reported in the statistical re-=
ports: is shown to be casinghead gas from the combined pools,
and the black llnes from 1974 through ‘82, plus the cross

hachured;;inas, represent that reported‘volume cf gas from
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the Blinebry 0il and Gas Pool.
‘. Then I went and dug out the production from.
the gas wells only, and the black bars from 1974 through 182

represent; the production from the gas wells only in the Blinom

So the Blinebry Gas. Pool has declined to
where it Was-producing slightly.more than 10=billion cubic .
feet in i974, wﬁich is 32, 7.perceut of the high reached by
the Blinebry Pool, gas wells only, in 1974,

AW '+~ The next one is the Buffalo Valley Pennsyl«
vanian PooI, It has not decllned nearly so much. The present
rate of production was slightly more than 4-billion feet in
'82 and that“s 74 8 percent of the maximum rate in 1972.

| The Burton Flats Morrow, the next sheet, has
declinedfavlittle more than 6-bi1110n; That?s only 22.7 peie
cent of the high of over 30-billion- reached in 1977.

The Burton Flats Strawn has only produced- —;
in 1982 oroduceé only 4.3 percent‘of_its maximum production
reached in 1974, | -

o I mlght add, I think I failed to do so, that
these bau graphs reflect production from these pools only .
after proratlonlng was instituted. ’Some of these pools havé

produced a couple of years before that- ‘'some of them were '

old pools and had produced for many years before that, but
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.

" these bar graphs represent prorated years only.

Back to the South Carlsbad Morrow, in 1982
it produced 21 percent of its maximum in 1973. |
’ . Catclaw Draw Morrow produced 23.5 percent°f
of the maximum of 1974, | ‘
| ' ﬁ The next one, the“prosby Devonian has de=7ﬁf
¢clined tciWhere;it's only produciﬁﬁﬁ?@?ﬁpercent of its maxi-
mum in l§57;r~ﬁ( |
r?ﬁ? The Eumont Pool 1n 1982 produced 47.8 per—f'
cent of the maxrmum production achieved in 1973.
;vi‘ ; Indian Basin Morrow Pool produced 14.3 per~
cent of 1ts productlon in 1975, the high year. o
L " Indian Basin Upper Pennsylvanlan Pool, one .
of the better pools left in New Mexico, in 1982 produced |

55 percent‘of 1970'“ productlon° It-nroduced over 40 ==

a 11ttle over 40—b11110n cubic feet in 198 NS

'g;,f“?} The Jalmat Poolvinﬂl982 produced a little if
over 10-pilllon cublc feet, whlch is 12 percent of its max—:
imum rethed in:1956. 3 | 4‘.
;dEf .:; The Justls Plorieta’Pool produced 24.4 per-
cent of:ire‘3964 productlon and'madegless_than a billion |
cubic feets - ,

' Monument McKee Ellenburger in 1982 produced

20,1 percent of 1974 high.
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. And the Tubb Gas Pool, likewise to‘the
Biiﬁebry Qil and Gas Pool, was combined;fhowevex,tthat combihu
ation did not take place'until 1979;.'Again the cross hachured
area is the‘casinghéad gas that hadrto be deleted in order.t§
show a true decline curve for the'gas'wells°
| The gas wells in 1982 produced about 6=-billio

cubic feet,.whléh ig 25.2 percent of the maximum from those
gas wells’ 1n 1973

| So you can see, iooklng at all of these
decline curves, w1th possibly two exceptions being the Buffalc
Valley Pennsylvanian and the Indlan Basin Upper Pennsylvanian
Pocls, that these pools have all_declinevvery substantial}yl’
in their volumes of préduction siﬁcé'prorationing was instié%
tuted in t@osa‘pools. Some of them;are at a very late de-
ﬁleted state of their life,

o :Nbv'w, Mr. iqutté'x;;'»'a' :-few minutes ago you
talked about, or mentloned that there havc been periods of
over supply as well as perlods of under supply.

How has the- prorationlng system worked

during these periocds?

A : Well, as Mr. Kendrick testified this morning)

the proration system works prov1d1ng there aren't extreme

fluctuatxons in market conditlons. .

n

In these extremes the formula has a very
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difficult time.adapting itself. The meéhanism itself is so 
designedéthat'these extreme fluctuétions can lead to an ex; i
cess of éverproductiqn or underproduction building up andf?;
havipg aq adverse effect on what you're trying to do.

| For exaﬁple, inithé fall of 1973, about thé
time ofvghe oil embargo, there was a sudden extreme demand
for gas.{‘The pool balancing formulas broke down but theré
was a memo;afﬁéched to the frontféﬁvgr of the proration
scheduléé”fbfﬂﬁovember of 1973‘ad§£sing producers and pipe=
lines thﬁt;fhé’ﬁommission was suspénding pool balancing be-
cause itiwas caﬁsing the pool aliéwables £o go down in a periq
‘ We also callea ;:ﬁgétihg of the gas purchasey
on Novemger theJBth,f1973 at whiqhgtiﬁéwe outlined our -
methods_éf'trylng to bring the siﬁﬁatién back into focus,}and
even éugéésted:péfma;ent‘elimiﬁatibﬁfbf pool balance from
the gaséroratian-prbcedure;

. . Tﬁis was all at ;.ﬁiﬁe shortly after Elvis
Utz, the;Commission'é,gas engiheer for many years, had reﬁiréd
ané T wéé piace’in génef&l éuperviSioh of}gas prorationing
and worked out a procedure whe;eby'purchasers nominations
would beginspectéd ecach mcgth and adjusted if necessary
priorltofbeing_éuﬁ into the pool balancing formula, in order

to'assuré a smooth flow of gas allowables and gas production

1
1

|
.

S
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adjustrments to nominations?

underproductlon applled against the current month's nomina~

idipu
despite whaﬁ'the pool balancing formula called for; At that
timé Jim kgptaina was the éngineer'doing the gas prorationing,
Herman Baﬁer was actually running the mechanics of it through
the computer, |
After thelr'retirement Harold Garcia and I .
worked on}lhis,for arnuitber of years. It's in Harold's lapﬁ
now, as ﬁq; asli know.
0 . : Mr. Nutter, what QaS'the effect of these
-A'a - Well, it worked fér}us*surprisingly well.
Some,monﬁhs no"adjuétments to thoselnoﬁinations‘grethecessary
atﬁall&béfo;e émploying the pool balancing formula; othef

months substantial adjustments are necessary.

H
fg, . What specifically were you trying to av01d

by making these .adjustments? |

A " Well, plther one of two thlngs~ Either ridi-
culouslyshigh.allowables or ridlculOusly low allowables, eveh
negative?allowghles,' o |

0.~ . What are negati?é@allowables?

‘tk | l Negative allowabléS-aremﬁhattcamé out of the

poolfs allowable .pot when there's-too~much formula-derived

tions. - It reduces the pool allowable to a negative number,

The nonmarglnal wells then receive a negative allowable. - In
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73, I should say, TO avoid.negative”allowables we use that
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effect you might say that the wells should be putting gas:
ioto the;Qround instead of taking it out, and a brand new;well
that hasijusowbeen_drilled owes tho pool gas even though it?é
never extracted one Mcf from.the'pool.

[} Does the 0il Conservation Division everoasfi
sign a negative ‘allowable?.

‘@f}”iwo They used to but they haven't asalgned ooy.

negative allowables since November’ of 1973, or the fall of .

nominationgadjuétmeht,

jdf: “"3 What is the actuél procedure used for deteié
mining allowables? Perhaps you want to turn to Exhibit. Number
Two and réfer £6 this in answering the guestion.

A Q',{. Okay. Exhibit Number Mwo are copies of the

actual wof£§heé£s that Harold Garﬂla*used in feeding the foru

mulas, or feedlog the cdata into the computers in deriving .
the allowables.for the month of June, 1983.
. f; We'll sklp the upper portlon of this exhl—;j
blt at this‘time and drop down to the portlon in the lower_:

half beneath the row of stars, where it ‘says "adjustment by

using pool balancing formula o

" Now, Babe kendrlck went through this this

mornlng, but he didn'L have =- he &idn t have a graphic de-

monstratlon of how this thing works ln front of him; maybe
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’ you canAﬁollow it a little bit better.:

to FebruérY'and have a loss of three days that would have a

- for the mOnth of June, He performed these calculations on

fMay the 19th, as indlcated at the top of the page. The

143 .,

All right, the Ffirst thing we look at up here
at the tdp, though, in the upper righﬁhand side, you'll see
Harold hgs made a 31-30. This islgoing to be impoftant be=
cause we{re going ffom a 31 day month to a 30 day monﬁh and;;
sometimeé a pool balancing disregards == it disregards thé,i,
number of days in the month, and When'yéu're looking at nomins
ations aﬂd»whetﬁer'you're going to have to adjust nominati§ﬁs,
you wantftd;knaw whether you're going from a 30 to a 31 daybi

month or vice versa, even -- or 28-30, you'd go from January

drastic impact on your == on your nominations if the computer
doesn't recognize how many days are in the month.

N - Okay, so we're down here below that row of

stars and we see that the first row there is the current

month's nominations,: Now, Haroldeéé working the allowable -

nomlnatlons for thls pool, which is the Atoka Penn on the
first‘page, were 167,120 Mcf. |

" . All right, then we come to his beginning
over == ﬁeglnning month over/under status. This thing goes

back two months from the time he was working it and this

was the status of the pool at the‘end of March of 1983. The

\

!
'

I

1
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figure is 11,388, Since it doesn't have a synbol beside it,
that means thattthe pool was underproduced by 11,388 Mcf;ll

Then he adds thé“prbduction month nonmargih%l

allowable..'The production month was the month of April. 455;
the nonmarginal allowable assigned in that pool during Aprli

was 42,163, N :

,g? So he took the ﬁﬁéét ?roduction, he took‘th§

allowable thét"éas assigned, he adés tﬁdse two,together,'andi

N

he comcs up with a beginning net.status.here. This begin=- g
ning net status is the status at the beglnnlng of April theT?
l1st. So the pool had underproductlon a551gned to it; it had
nonmarglnal allowable assigned to 1t, and the nonmarglnal
wells now had 53 551 Mcf to work aga:\.nstw

He reports the current nonmarglnal productio$,

which is the Aprll production, 1ess deferred production, ﬁé;

can skip that defcrred production for the time being, that°

supplemental productlon that wasﬁ

'ﬁ_covered by allowables,li
and he subtracts the nonmarglnal ér;ductlon, That would- be’
during April, because we're a351gn1ng allowables for June,:gf'
so we had the allowable, the undefproductlon in March, we-tw
&dded the aIloQéb1e that was addeétﬁo;;Aprll, now we're

gqing:to étbstf%ct the productionlin?%ﬁtil apd come up with f

a net status. .

So we had an ending month over/under cumii:

R N
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. which weré‘the.ﬁominations for May;.‘We'take the interim

. so the one nonmarginal well divided -~ it has an acreage fac-

tor of one, divided into that 36,740, gives it a pool acreage

145
status of 10,685. Now this is chargeable against the allow=
able, so we're going to take that away from those nominations
for that month, so that's put ovef in this column as a minus‘
figure.

fhat“s our first adjustment to nominations,
a -10,685. | |

Then we go to the interim month nominations,

month nominaﬁiphs and the interim_moﬁﬁh total allocation. We
have a positive figure there, thétwﬁhe hominations exceeded
the allocation 5y 4,584, That meéﬁé ﬁominatiohs exceeded al-
lowable so we under-allocated. |

- 80 we're going‘to‘put'that back in the pot
and that goesIOVer in this adjustment column as a positive
figure. | ' |

Then these are aﬁ@ed §1gebraic1y, the 167;000

minus the 10;685, élus the 4584,'§iﬁesAus 161,019,

- . Now we had margihal.production reported to
us during the month o6f March, or‘April,‘I beg your pardon,:
so that marginal proauction is dedu@téd from the total allo-
cétion férﬁthe-month of June; éndeé have 36,740 remaining.'r

There is one npnmarginal well in the pool,




10

11

12

13 -
14

15

16

17

18

19

20

21

2
23
24

25

146
allocation factor down at the bottom of 36,740. They've got
all of the nonmarginal allowables, and.that“s the way it
works.

He's also got a column there on dailies. He
figures all of this stuff on a daily basis so that he can tell
whether héﬁs going to have to makéTan adjustment because of
the number of days in the month or not.

Now, if we'll tqrqltolthe next pool, which
is the Blinebry, we'll see that thg‘nominations were 544,00Q°
Here we had anfunderproduced statds §tlthe end of March of
772,000, We assigned -- or they assigned nonmarginal allow=-
able of 136,000, so those two total up to 908,000.

Now, he didn’t have any deferred productionf
again, so‘he subtracts the nonmarginal production, and you o
find you have a cumulative over/under status of 696,000.

That means that the pool is short op"px6duction against aiép”
lowable assigngé of 696,000. So»it‘s‘already had that assighed
to it but it didp't producé it, 5g£.that allowable has been
assigned, so that éilowable sﬁouidibé‘taken off of the nomin-
ations that are filed now becéusé_it’s.allowable still in tﬁe
pool balance tﬁgt hasn't been ﬁoﬂsumedxyet,

So that's deductéd'frdm those nominations,j

and here the underproduction is greater than the nominations

were. 8So you come up and you subtract that one.
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day to break even with the pool.
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Then you have the second adjustment to tﬁe!@

nominations -~ the nominations, Aqsép the nominations exceéﬁe
the allocatisn,‘so you have a positive'fiaure which adds oﬁ;i
Well, you take “the nominations mlnus the underproduction plﬁs
the excess that was =- you take the nomlnatlons minus the |
first adjustment plus the second - adjustment and you come oﬁs

with a negative 82,503, for a negatlve allowable for the pool.

‘There are 725 —-:or'7‘25 nonmarginal pro=;s
ration factors in that pool, lelded into that 92,503 negatlvq

allowable, gives each well a neqatlve allowable of 3,132

Each one of those wells has to pu; '7mllllon cublc feet_§Q

‘. it

. WeTl, Harold dldn't want to assign those

negative allowables, so he went t} an adjus’cment° He took
those nomlnations up there. He added ln to those nomlnatlons
768, 000, yourdon°t see thls, he auded ln 768 221 to those

nomlnatlons° Then he took that 696%000 ‘off as the pool

balancing formula called for, He‘added the 59,851 on, and ‘
he came up with ‘a figure that's shown there in wrltlng of .
675,718, e |

' Now Harold takesAssﬁs short steps in throﬁgh
there, but that '131,418 down at the bottom of the page is o

actually the net amount that he sd@ed to those nominations '

d

to come up with a positive allowable. ~ He came up with a pos-
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.and came up with a posiﬁive allowable of 1070 Mcf per day.

1£émwm
itive allowable, instead of being 3000 negative, he had a
positive allowable for each one éf those proration units of
11,992.for thé month, or 399.73 Mcf per day in the Blinebfyi
Pool for thatwmonth. |
" You can go on'through these and they all
work pretty muéh the same. You'll see that in the next one,
which was the Buffalo Valley Penn, he worked it with the -=
he worked:it,with the normal pool.balancing and he came up.
with a hof:end§us allowable of 15)@@0@924 a day, which he
knows is‘ﬂét gn'applicable allow#éie{for that pool.
| .; So he used his élﬁérn&te method/ up here, '
which is basgd56n straight nominatidns without all of these '
adjustmenéé,‘ Some of those adjustments are in there, IHe
came up with 719 Mcf per day dally allowable to be assigned
to the wells in the Buffalo Valley.‘.; |
| The next pocl Burton Flats Morrow, came up.
with an ailbwable‘of 404,763; he adjgsﬁed it and the allow- |
able turnea out to be 743. | |
The next pool is 511 ﬁarglnal, no calculatlon
necessary; |
South Carlsbad Morrow'came - calculated‘a f

negative allowable of 7-million a day, so he adjusted thgt

" The next one is marginal; the\ﬁé§§~one is

*\
A\

A
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marginal.

Eunont came up with a negative allowable of

2500 pér day. He adjusted and came up with a positive allow-

able of 314 per day.

Indian Basin Morrow is all marginal. Ihdién
Basin Upper‘Penh had almost a 7-million a day calculatédﬁal#&
lowable, but in,accérdance with‘ﬁhe‘fluctuation in the n¢minf
ations from the previous month on a daiiy bésis, he found
that they Were'aown 9.8 pe?cent,sindidated over at the right-
hand side of th§ page, 8o he.brought-those allowables down
908'percent'to‘14§d per day.

' The Jalmaﬁ'camejup with a negative allowable
ofi1357 Mcf-per day, so hewadjusteaithét, came up with --=
nominations in th§t pool Qére down 4751/2 percent for Jﬁne,
so he gave it a positive allowable offlls; which is that'47j
percent off the pre&ious month®s éiloﬁgble on a daily basis.

b'The.nexﬁ one is.m;rginal. The next one is
marginal.. |
| ' And finaily, thé%iubb Pool had a negative
allowébla of 3;4é4;000. He came up With a positive allowable
after adjustments of 220,000 a day. )

Q- : What_are the laﬁt four sheets on this exhie.

bit?

A, " The last four sheets are the pool balancing
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sheets for northwest New Mexico, where we have thé scheme in
effect that El Paso is asking for now at the present time .for
southeast New'Mexico. | |

We see that the Basin Dakota, a prorated gas
poél up there, comes out with a'ppsitiye allowable of 96.28
for the-adreage factors and n2247’M§f.per each one point
you've got in your deliverability¢'.So'together they"ll,add;“
up and give you an allowable basegion acreage and deliverébi-
lity, but the 96 is the écreage ql;éﬁéb}e, the .22 would be
your deliﬁerability allowable, per'point of delierability, pex
one Mcf‘of aeliverability° | |

| The Blanco Mesaverde'comes up with negative

allowables. He didn't use it., He Qent up to the top of the
page and usedtstxaight-nominations here without all the ad-
justments to avoid the negative ailowaﬁle. |

South Blanco fc #QmESghp with a negativeﬁiﬁ5
allowable, He didn't usévitatfﬂe'W§ntvto the top of the ﬁége
and used his allogationvbased on:éﬁ?aight nominatibns with
minor adjustmenfso.

The Tapaciﬁo ?icturéd C1iffs, negative 3153;
lowables. He didn't want to do tﬁat so he went to the top -
of the page., |

Some of the wells in those pools also are

working on minimum allowables at this time. The allowables
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are so low that the minimum allowables apply.
But that'’s the pool == those are the pools .
where we already have this system in effect.

0 Mr. Nutter, when they make these adjustments,
they adjust bo#h vp and down, is that :ight?

A‘-‘ Yes, those adjustments can go up or down,

Qﬁl .: What's the genefal,frend, however, of the
alldwableé'ove: the last few yeaféf' -

A . - The generél tregd.éf‘allowables has been
downward.

0 "+ Is that also true of the allowable acreage
factors in southeast New Mexico? .

A g Yes, it is, _ |

0  i~Coﬁ1d you nowstufh to Exhibit Number Three_
and identify-tﬁis and explain what it shows?

A, ,f‘bkay, Exhibith@mberfThree shows what the
average nonmarginal,acreage allocatiQn factors have been in
these fifteeq prorated pools in soutﬁeast‘New Mexico from
1980 through-1982 to 1983, Jangarylthrbugh May, and also Juné
by itself. - | |

We see here that thé Atoka Penn has gone
from a‘highl=é this is per well, nonﬁarginal per wéll — goné

from a high of 65,000 down to 47,000 in 1982, 45,000 the

first féw months of 83, 36,000 in the month of June of ‘83,
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' in’June of v83,

gone from 48,000, to 39, to 39, to 39, to 22.

152
Blinebry nonmarginal acreage factors héﬁe.i
gone down from 44,800:in ‘80, 36,600 in °'81, 33,400 in '82,

25.1 in the first five months of '83, and only 12,000 in 19 -+

Buffalo Valley Penn has gone from 59 to 61,9.
That was one of the pools that I mentioned was one of our
newer pools and hasn't experienced this drastic decline.

Burton Flats Morrow, the allowables have

Burton Flats Strawn is all marginal.

Soﬁth Carlsbad Mpxrow has gone from 48, to".
35, to 54, it's:fluctuated, 49, 32;

Catclaw Draw Morréw wag nonmarginal for -
three yeafs,;it's;al; marginal noﬁf ~Those allowables were -
so how, no wonder_they went ma:giﬁalg>

- Ciosby Devoﬁian:ﬂés beén mafginal for years;

| Eumont has declined from a 23,000 allowable;

fo? a‘160=acr¢ unif_dowh to 14,000'in,the first five months :
of 1983, aﬁd only 9,000 for the month of June of °'83,

Indian Bagiﬁvﬁbrrow is all marginal.

Indian Basin Uppér Penn is the other good
poolo. It's experienced some real déasﬁic changes over the

years. In 1983, June, it's only 43,000, however.

. Jalmat has gone down from 13 to 12, to 12,
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to 9, to 3.

Justis was 12, it wént down to 2. It_thénj
became all marginal. There aren’t any acreage factors cal§ﬁ¥
lated after‘that. ‘

Monument is all marginél.

And Tubb has gone from 24,6, to 21, tc 18,
to 14, to 6. |

~ So they have goﬁg~dowﬁ;

0 . Do you seé any s&luﬁioh in sight to this
problem?

A | No. I think thaéfﬁhéréfs no positive solu-
tion in sight at all. I was readiﬁg the 0il and Gas Journal
a couple of days ago about this gas'bubble, as they call-it,c
they don't éx§e¢t it to be reallyiguffor’us to really bé ouﬁ.
of it untii i985, but at thét timé?éhGY're predicting that"
there will be éhofher shQrtaée_of’gés ﬂécause of the condif{f
tions the way they are. | .

' We neced two thiﬂ§s t§_get back in balance
here in New ﬁéx1¢o. ‘We need to impfdﬁe the market so the
existing wells can produce more,'éndjwe also need that marke£

to improve so the incentive is there ‘to cause new wells to be

drilled to replace those old wellé‘tﬁat are giving out.

So it's a double=barreled thing that would

result if we would get an increase in our market.
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Q What can be done to ease the present burden
on the gas producers in New Mexico? -

Reduce takes ratably.

A

0 And how can this be accomplished?

A Not by the El Paso methbd.

o Why not? |

A " Well, the El'PascAmgthod eliminates reduction

of any takes from wells to a certain level. They establish
what would be a nénm&:ginai well and’anythipg below that
doesn't experience any of the reduction.

This is a serious £hiﬁg, this depressed maré
ket we've got these days, and it's something that éverybne
should share in,rshare aliﬁ%, uﬁtil-we can work our way outf'
of it, | | o

But.El Paso w§nﬁé to establish a level, de-
press everything -down to that levei;,and n&t touch anything 
below that. ‘ﬁSW,‘Bébé saia ﬁhét if we started at 33 Mcf as: .
thé mérginal;éiaséificatién,'thatvit?ﬁouid gradually work
itself back ﬁp, but I don'tiknow if it will or not, but any-
thing that's classified as marginal under his proration
scheme would be exempt from curtailment completely. Anything

that would be classified as nonmarginal would be subject to

curtailment, and the curtailed market demand is not being

sharéd equally, then.
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productivity. Some of them are in a very late state of de-

- classified as nonmarginal.

155
0 Would you refer back to EXhibit Number oﬁe'
and explain the previous:answer.as . it relates to what is de%
picted on that exhibit?
B Well, Exhibit oﬁe was the bar graphs and

they show that many of these wells have aecreased in their

pletion. They're almost dead ppolsb'you might say, and to bé
going in there and saying all these wells are nonmarginal is'
kind of ludicrous, in my opinion.. -

0 - ; What effect wouié this have on correlative -
rights?

A " Well, the impact @n corxelétive rights is
what I was mentiéning awhile agOfféh&E:yousre going to be cur-
tailing wells ﬁhaé produce very little gas and next dooi
neighbors that produce just a 1ittie‘bit less gas won't be

curtailed, when you've got low marginal wells that would be -

0 . ! Mr. HNutter, Qillvyou'how refer to Hartman
Exhibit Four, identify this, and?é§p1ain what it shows?
A . Okay. Hartman Exhiﬁit Number Four is the
status of the proration units in May, 1982 proration schedule,
As we go through‘herei something similar to

one that Mr. Kendrick had, we see that in 1982 in May the

Atoka Penn had a total of 25.9 acreage factors. 24.89 of
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"ginal, or 88 percent. 11 were nonmarginal, or 11.8 percent?

156+
those, or 96.14 percent, were marginal. One of them, or 3.86,

was nonmarginal.

Blinebry had 92.73 factors, 81.73 were mar-

Buffalo Valley Penn had 32.11 factors, 30,11
were marginal, or‘93.7 percent of the pﬁol was classified
marginal. There were 2 nonmarginal factors, representing 6
percent of the pool.

Burton Flats Mbrrow, 71.59 factors, 66.59, or
93.02 percent, were marginali 5 factors, or 6.98 percent were
nonmarginal,

- Burton Flats Strawn had 7. It was 100 per-
cent marginal, |

| South Carlsbad Morrow had 76.56 factoréa

75.56 of those were marginal, or 98.69 percent. One well in
there was nbnmérginai, representing 1.31 percent of the pool.

” Catclaw Draw_Mbrrow‘had 1502; factors, 12.84
of;them‘wére'marginal, repfegéﬁting184 percent. Two factors
were nonmarging;, representing‘ls percent,

Crosby Devonian ﬁad two that were 100 percent
marginal..

Eumont had 439.66 factors. Of those 402.66,
or 91,58 percent were.mérginal. ‘37 factors were nonmarginal.

They represent 8 percent,

S
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Indian Basin Morrow had 8.5 factors. They -
- were 100 percent marginal. *
Indian Basin'Upper.Pepn had 54.60 factors,?
22,78 -of them were marginal,'reprecenting 41,7 percent, 31.8
factors were nonmarginal, representiog 58 percent. So therc;
is a pool where-more == in 1982, in Hay, more than half ofﬁoy
them were nonmarg1na1, the only one on hereo

Jalmat had 358 factors. Of these 337 were

marglnal, being 94.2 percent. 20;75:were nonmarginal, rea'f
presenting 3.79 percent.

| Justis was 100 percent ‘marginal.

. Monument McKee waslloﬁfpercent marginal.

'o Tubb’ had 109. 66 factors. 106 of these wére*
representlng 1ess than 3 perceote}

. Of the total therely§§'1324,95 prorated
acreage Factor; in southeasc Newfﬁéiico} 12.09 of these #=>f
1209 of these ‘were narglnal, representing 91 percent of the f
production, 91 percent of ‘the units. -;15 were nonmarginal(:,
representing-BaGS'percent.

QHA"E .Mr. Nutter, willcyoﬁ'oow proceed to Exhibit
Number:Five:and review this? ' |
m]. fk ThisAis also in‘cohﬁrédiction to a remark

that Mr, Kendrick made. He said as the allowables go lower
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more wells would become nonmarginal.

Here we have, the allowabilés have gone lower
in 1983 than they were =-- in May of 1983 than they were in
May of 1982,vso I°m going to sﬁow yvou that you have more mar-
ginal factors.

| " Okay, that®s because the pools are decliniﬂg°
The pools areldeélining faster than the allowables are going
down, really, is what it ampunfs to.

Atoka Penn, again is the same figures we had
before, 24 out of 25.

Blinebry is now up to 92 percent marginal.
Last year they were 88. ‘

Buffalo Vailey is 96,79 percent marginal,
Last year they were 93, |

‘l ﬁuréon Flats Morrow ls 92.» Last year they |
were 93 marginél, so that one did tﬁke a change in the other.
diiection.

~ Burton Flats étrawn was 100 percent marginal
then. It is now.' o

South Carlsbad Morrow, the figures are ex-
actly the same. |

Catclaw Draw Mor;dwfwent from 84 percent
marginal in 1982 to 100 percent marginal in 1983,

Crosby Devonian was marginal then., It is no
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Eumont went from,91;58 marginal to 94,92
marginal this year. |
Indian Basin Uppe?‘Pehn still the same.
Now,-here"s our good pool, the Indian Basin Morrow, where
last fear we had 41.72 percent of the wells were marginal,'énd
58 percent ﬁere'nonmarginal. It's reversed itself this year.
We have 66.76.percent, or tﬁo‘out-of the three wells would bé
marginal this year, and 33.24 percgntnare nonmarginal.
- Jalmat went from 94 percent marginal to 98

percent marginal this year.
Justis and Monument McKee were 100 percent

then; they are now. |

- And Tubb went from 97.04 percent marginal
to 98.86 peréent marginal, so there was slight change in thé‘
positive direétion there. |

| However, laSt'yeér-we had 91.31 percentlof
our wells marginal. This_year we have 95,03 percent of the-
proration units in‘southeaét Neﬁ'Mexico aré marginal in the =

May, 1983 schedule.

0 , And was yourbtestimony that this is a result

of the deeline that the pools are-experiencing?

A It's a result of the decline in the pools,

I think, as much as anything else,

0 ~ Okay, this decline affects the way the rules
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actually work.

A ; Right. .

0 “And the rules may not work as they were ori-
ginal y intended to.

A That“sfcorrect.) iheyvm- these pool rules
were designgd gnd put into operatiénlWﬁen-these were flush
pools. 1954 ;s almost thirty yeagslééd'wﬁén fhese pool rulés
were adopted, énd the pools'haye'qhanggd with the exception
of a couple or threelof these newéf poolé, and the formulas
just don't work as well now as they‘onée aid,

| Q .' Mr. Nutter, will you now refer to what's been
marked fof idenfification,as Exhibit Six and identify this
and explamn what it shows? |

A ;_ Okay, Fxhiblt e Exhlbit Six is a graphic
depictionvof wﬂat we had on Exhlbit Flye, We showed what the
status of the.profation ﬁnits_ﬁésgaé of May 1983 on Exhibit
Five, Now here we' ve drawn ' a pxcture of what it is,

The heavy black 1ine running horizontally :
across the middle of the page w1th a zero on it divides the
marglnal and the nonmarginal. Nonmarginal are on the top;
marginal‘are on the bottom. .Sé you can.see,that_all of the
pools thefe-are below the 10 percent ngﬁmarginal line, with -

the exception of the Indian Basin Upper Penn, and that got

33 percent'nonmarginal wells in it.
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reaching for it but haven't qguite got there yet, but they re

l61
.8ix of the pools, the black line stretchee’e

down to the 100 percent marginal llne° The rest of them are

reaching for ito

gb | Will you now refei to Exhlbit Number Sevenf

Al . Exhibit Number Seven is a comparison of the
previous exhibit with E1 Paso's proposal° El Paso proposes
to reclassify everything as nonmarg:.nal° They would be making
the change:depicted‘by the heavy'blecktlines on the top part
of the exhibicg L

0. | Will you now refé?.ﬁ° Exhibit Number Eight?

A . | ) Exhibit Numberxr Eiéhc is what Mr. Hartman ie
proposing, the reclaSSLflcatlon of the wells as marglnalg

The black lines on that exhibit ‘indicate the
changes that quld be imposed by'Mr6 Hartman s proposal.
We'd be changing five percent of tne wells; E1l Paso would be
changing 95. percent of the wells.,f "e' |

0 o What ‘is Mr, Hartman seeking here today?

& , w: Doyle Hartman isvseeking to establish that'
all of these wells in these prorated pools would be classifiedq
as marginal, ather than the nonmarginal that E1 Paso seekso'

. To classify all wells-es nonmarginal will

enable the pipeline to establish by its nominations an allow-

able level so low that the bulk ofcthe wells would remain nonf
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'éix times over produced shut-in rule, quote, to accommodate

| 16241
marginal, Although the application provides that provisions
of Rule 16=A,'which is the reclassification as marginal, would
be reinstated after the SeptémberAProduction is in, there.
would be two ways to prevent this from happening° Oné, keep
the allowable sb low that any weli*Can make it, and two, ask
for extension of time for suspension of the rules,

| To me it“s pretty obvious that case number
one is what they have in;mind, to keep the allowables extreme-

ly low, because they are also asking for suspension of the

those wells which. would be subject to shut-in as the result
of lower than normal allowabies.;*ﬂnquote. |

- éhe ieclassificatiﬁp of all wells as nonmar-
ginal during éimes<of depresséd'market demand imposes an un-
fair burden on ?11 but the most mééiodre wells. Rather than
all the prdduction éhgring in the reduced takes, all wells
are broqght ﬁ?wn to the lowest cqmmonidenéminator. I°1l1l give
you an examéley

| We'll téke a 5~Qe11 pool. We'll say that
current demand allowables and produgtion are equal to 1000.
Mcf per day.  We've got five wells,in that pool., Number one
is nonmarginal;A It makeé 450 Mcf a day.

Number Two is marginal, It makes 250 Mcf

per day.
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fied as nonmarginal except that onejwell that wouldn’t make
50 percent; to 500 Mcf a day.

"wells are all“going to be nonmarginal now and they're all

to 117.

163
Number Three is marginal with 140 Mcf per ..
day. e
Number Four is marginal with 128 Mcf per day.
And Number:-Five ig mafginal with 32 Mcf per
day.
They all total up”to‘lOOOIMcf per day. AS=-

sume E1 Paso's proposal is adopteaﬂanaweverYthing is classi-
33 Mcf a day. Let's also assume that the market drops off to
All right, numbers one, two, three,'and four

going to qet an allowable of 117..
Number one well that used to make 450, takes
a cut from 450 down to 117.

Number ¢wo, £hét‘used to make 250 cuts down

Number threeq;thatyused to make 140, cuts
down to 117. | |

Number four, that used to make 128, cuts
down to 117.

And number five, that made 32, still makes
32,

Number one lost 333 Mcf, or 74 perxcent of
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its production.
| | Number two lost 133 Mcf, or 53 percent of
its producﬁion5

Number three lost 23 Mcf, or 16 percent of
its production. A |
| | ‘_Number four lost ‘11 M¢f, or 8.5 percent of
its production;‘ .» R

| Number five lostznbthing, It stayed the
same.,

This reduction in takeg is not ratable.
Ratable means proportional and akﬁfopbféional reduction in |
takes‘woulqlhave had each wéll shgring that 50 percent reducti
in the ma:ket.dehéﬁd.

) Under an acrpés'the'bqérd curtailment the ;
good wells would~have still lost #ﬁe most gas, but it wouldz
not have.lost m@re.pércentagewise:thaﬁ the other wells.

.Also, these gés rééé:voirs are dynamic f£luid
bodies in a constant state of flux; -f£é disproportionate
reduction in tékes from one well aé comﬁared to another can
cause drainage and loss of resexﬁégf' A‘reservoir engineer.
will go into:this in greater detail later. |

| It's for these reaséns, in response to your

last question, that Mr. Hartman is opposed to the El1 Paso

application and proposes that all wells instead be classified
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afford equal access to the marketplace?

in the first six months of 1983 are also plotted there.

165. .,
as marginal.

0 . Mr. Nutter, if Mr. Hartman's épplication waé
granted, in your opinion what impac£ would that have on cor-
relative rights? |

B. . I think it would tend to prétect correlative
rights if it's implemented in the way we're going to suggest.

0  And if his applidatioﬁ is granted, would that

A - Yes, it would.

0 - Would you please;réféf to Exhibit Number
Nine and explaip what this is and what it shows?

A : All right, Thié éhows -= here’s a graphic
depictionAof"what'nominétions hévé.ﬁééh.doingo Nominations
just haven't béén-going down in 1582° Look at Atoka Penn,
Nominétions, average monthly nominatioﬁs from "77 through 82

have gone down.quite a lot on an avérage annual basis, and

‘Nominatipns in'Bliﬁebry have gone down,

Nominations in Buffalo Valley have not gone,
down, - They'vévgone up and gone d§Wn‘a§ain, but overall,.théy’re
fairlyluniform. H

Nominations in Burton Flats Morrow have gone

down.

Nominations in Burton Flats Strawn have
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gone down, except last year,

have gone up.

gone down,
up and down,

Devonian.

Morrow.

fluctuate up

have been going down our numbers of marginal wells been going
up. Now that’s contrary to the way the proration is supposéd

to work. So there's obviously something wrong with it some-=

where.

0

Ten and explain what this is and what it shows?

ana

. They've gone down in Justis.,

. They've gone down in Monument McKee.

Will you please now turn to Exhibit Number

Nominations
Nominations
Nominations

lominations

Nominations

Nominations

down.

And nominations have gone down in Jalmat.

And they've

And proration --‘as == while our nominations

166

for some feason, they seem to
in Séuth Carlsbad Morrow have
in Qafc;awtbraw have fluctuated
have:gone down steadily in Crosby

have gone down in Eumont.

have declined in Indian Basin

in Indian Basin Upper Penn just

gone down in Tubb,
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‘of the OCD staff's nominations- w»'the oCD staff's tabulationf
- of nominations as they come in, and it just shows what the

nominations were. If we look at the last page there, trying
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A - Okay. Exhibit Number Ten is a tabulation of
El Paso nominations for the months of January through Julfmww
of 1983. Mr. Kendrick had those evailable to us this morning.
I weuld point eut the percent changes, however. From Januarf
to Februapy went down 10,79 perce#ﬁ;:rebruary to March, thatfs
a =36.2,percenﬁvaarch to April waé'eS%? percent; and from:'
April to May wee a -12.3 percentg end;then in June it was
a whoppin§A56al4 perCent decrease;f;e*h-
g - and, Mr. Nutter, when'are these nominations
requlred to be filed? |
& - . Those nomlnatlons are required to be filed
by the first day of the month Dreceding the month for which
the nomlnatlons are being submlttedo
| For example, July_pominations are due by
Jﬁne the lst, aﬁé those Juﬁe'nomlnétioee would have been due
by May the lst.l |
| ~ 1) : Will you now ?efer to Exhibit Number Eleveﬁ
and explain what this is and what 1t shows?

A’ Yes, Exhibit Eleven is a tabulatlon of some;

to summarize the nominations, total for all southeast gas

pools for April was 8-~billion cubld:feetﬁ for May it was 7-
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- billion; for June it was 6-billion.

. From May -- from April to May that was a de-
cline of 878,895 Mcf, or 10.7 perceht for all pools.,

For June they went down 1,323,572 Mcf, or

18404 percent.

- Now if we take El‘faso only, they went dowﬁj
from 24 -; from 2.4-million in Apfii:to 2,170-million in
May, a deciine.bf-302f000, or 12,22 percent., They went down}
1,218,186, or 56,14 percent from May to June. |
| ﬁ Now if we look aE;EVer&boay else except El
Paso in sdut@éast New Mexico, we'll seé that they went down :
by 576,009'infapril ﬁo May,-gr 10;0§'percenty and from May‘”
to June eV@iYﬁaéy‘else went d&anlpé;OQO, or 2.2 percent =-
or 2.0 percent"éompared‘to El Pa56;5“5€ §ercent.

So El1 Paso obviolisly has more of a problem -

- than tl:ga’oth'er'p:i.pelines.7 if théir.nominaﬁions are going doWh

by 56 percent compared to 2 percent,
0. Will you now refer to Exhibit Number Twelve
and review this?

A Yes. Exhibit Number Twelve is an analysis ’

when I had the June nominations available. I decided to“goi}

" through and see what effect the El Paso proposal would have

on the pool allowables. So, first of all, I decided what

they're going to give a well as a;m&rginal well as 33 Mcf a
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wondered why.

day.

So I went through'the,proration'schédule
and got my December, November, anﬁ”Januafy production by well
and i wroﬁe down the acreage factér for each well that made
1023 Mcf or less than 1023 Mcf. Now;‘ﬁhat‘s not quite right
under Eabe”s conditions. He saidfa'mii}idn a month, which
he broke down to 33, but I multipiiéd:33 by 31 days and I got
1023 Mcf.

So I put down wells on here that wouldn't
make 102311ﬁ the month of December;i*This is where I started‘

because December waa an almost’ normal month. Production

B

-Jumped up unexoectedly high in the month of December, and I

figured that would be a good starting point because if a

well didn’t produce-;n December 1t¢had'a'chance to, and I

. But anyway, I'fabﬁiéﬁed‘allﬁthe wélls'and“:
their acreage factors that dld not produce 1023 Mcf in De='
cember, and I said, well, okay, so 1t didn't make it in
December, I wondered if it made lt‘ln November°

So I went back and looked up the November

- production for those same wells aﬁd’I tabulated that.

Then I went to January's production and I
tabulated the production the wells had in Jaﬁuary, and I

decided what their best month was., -
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170 .

Now, if I found a well,which we'll come tq}
on some other sheets, ﬁhat had zero production in December,:~
lNovember, and January, I said, weii;‘maybe for eome reason
it wes shﬁt in'thoee three months,eb0£ we'll give it two mo#e
months. Sp‘IﬂQent to the February end the March schedules:if
oflproducﬁion,welso, looking for weiisfthat had been 1istedf~
as zeros for those first three months and I picked them up l
and I put them in the list if they had made gas. ;f

What I'm trying: to do is find all the margln-
al welle thet cen produce under El Paso 's proposal, and on
the Atoka Penn I found that there were 5 75 marginal acreage

factors. *Their.best month's Droductlon ‘ofithe three months

added up.§§”2958.
| ; : So I had 24.89 marglnal acreage factors, one
nonmarglnal acreage factor, for a total of 25.89. I sub- ’
tracted any wells that didn't make any productlon at all froﬁ
the proration schedule for the flve month period, Novembe;_#e
through MarchG"I found one in thereg‘fSO that left ﬁe wiEﬁ}?
24.89 active wells in the pool iifeﬁggracted those marginai;
acreage factoxeydeglved £rom above{ 5,75, and I came out |
with 19.14 nopmargihai factors,
| _ ‘Then I took theidﬁne ﬂominations and I took

the raw nominations without adjustment whatsoever. I reserved

the 2908 Mcf for those marginal wells at the top of the page,
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2 and I came up with a total of 164 =~ took the 2908 off the
nominations, aﬁd i came up with a total of 164, 212‘nonmérqina1
4 allocations, which I divxded by those 19.14 factors and I

S ~came up with 8,579 Mcf for the month d1v1ded by 30 days in i
6 June, and,each'well‘ln Atoka Penn unde:‘June s nominations -
7 with El1 Pasoﬁs'SCheme in effect ié'goiﬁg to get an allowablef
8 of 285. 98 Mcf per day° .

9 - " What are those, 10,000-foot wells, 9,000~

10 foot?

BN I B E B lllle%glll L
w

n ‘ ..+ Okay, then I went to Blinebry,‘did the Same.

12 - thing. We had 12,74 acreage factors that couldn'timake: the

13 allowable, Théy had a total best mbhth‘production of 8757.

14 There were 94998 ﬁactoré,_také offgﬁhose nénmarginal acreage’
A15 factors of 7.25, yOu get units hegé‘bfj—- or add on =~ add;

16 them on} you get a éotal'units 6ff§é;23; take off the margiﬁal
71 unlts that had zero productlon For'tﬁé-five month periéd,‘we've
13 got 88 active wells, less the marglnal factors at 12.74, we

19 have 75,74‘rema1ning factors.

20, ‘“ Taking the_némihétioﬁs fqr June, substracting
2 éhe margiﬁal'éllowable reserves, we have 535,000 Mcf for thet

nonmarainél wells, divided by théiaCréége factors, give

22
23 those wells 7000 a month for 233 Mcf per day.

24\ | We go to Buffalo Valley, same thing happens.
25

Going thrdqgh the whole procedureﬁypukfind,out those Buffalo




| EHqi’EEH e Sem ey B R N ‘%’ N BN BN BN Em = Ill‘%’Il L

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

- 25

- wells would get a milllon a day. %‘f
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Valley Pennsylvénian wells would get 397 Mcf per day.
Burton Flats Morrdw wells would get 242 Méﬁ_
per day:
| Burton Flats Strawn wélls would get 308 Méf
per day. | ‘
South Carlsbad Morrow wells would drop to f;
204 Mcf pér dafi | |
x Catclaw Draw MorréQ wells really get an al-
lowable, 945 ‘Mcf per day. '-j“i |
Crosby Devonian,fjégv-
Eumont would get 103 Mcf per day, and it
takes a lot of wells to tabulate all those, but right there
on page == sheet two of thlbit Twelve~9 there, you'll see

up there about ten wells down from the top, there'’s a well

that had zero productlon in December, November, and January._

‘It had 203 elther in February or March, so I did assign it an

allowablen, It can produce.
.a Then we go on t;:igaién Basin Morrow, thqéé
Indian Basin Upper Penn, they’1ll get 1500. 5
day. o
Jalmat wells, aéréégé factor of 1, is goipd~
to get 38 Mcfla day. |

Justis Glorieta{ﬁill get 38 Mcf a day.
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E ‘2.. Monument McKee, 340,
3 The Tubb will éo;ne up with 91.5 Mcf per day.
: 4. Q Mr. Iquttef, what are nominations actualiy
: 3 sﬁpposed to reflect? |
: _ 6, : & The rule says that the purchaser each montﬁl
l L shall nominate the amount of gas that he anticipates actuaiiiﬂr
E 8 expecting-'tp produce or purchase '-i}n\. ’t"h'ev following month. It
. is a good faith effdft on the par£76f'the purchaser to nomin-
l 19 ate what he expects to be using, 'but;. nﬁt == it shouldn't 'be -
l 1 taklng into account any juggling the balanc:.ng formula mlght
12 ‘do with his nomlnations, although I have known of this to
ED B happen., | | |
14 | 0 | Now the termEmaégiﬁ§1 a;1owab1e has come:upg
15 What does this term mean? S . |
16 A Order Nog.1670 defineS“marginal allowable,
E o 17 and says,“a well“s product:.on last month is going to be its
v 18 | allowable for productlon next month .~ Actually, marginal al=
i . 19. lowable is a misnomer, Allowable is ndt assigned to marginal
20 wells,: | |
21. For example, ifiyo; ﬂa?e a well that didn“ﬁ
: 22 produce anythiﬂg last month, it goes in with a zero prodﬁc'tiiofx
23 and a zero allowable for next month. But, that doesn't mean
24 it has to produce zero. It can préauce.

25 : .
, So marginal allowable is a misnomer. 1It's
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a reservation of totél pool allocation, and I think that ought]
to be clarified and if any order is entered favorable to this
application, I think that lt should be made clear that margiﬁ—
a14allowable is not marginal allOWableb‘ It's a reservation -
of productionlffom the total pool,
0 l And how would thislrelate to take or pay F—‘
45"".' Well, the reaéonfl°ﬁ trying to make this
clear isbbecauée theie has been séme‘contention that take=or-
pay contracts are nullified if a producer -- if a nurchaser"
takes the allowable, because you® re calling for marginal pro-
duction to be the allowable. | '
.’ You can see where 1f he took =- if he had
100 this month’ allowable; ‘but he only took 90, and then next
month he had an allowable based on'that 920 of productlon thls
month, but he only took 80, the neyt month he had an allow»}
able of 80 hased on this month's productlon, and then 70,
you can see where pretty soon your_allowable would get down

to zero, and he has not failled to take the allowable, then;

Q ' so for this reason fé ‘
A - And your take-or-pay would go out of the
window.

Q- ' So you think that this is the reason for
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- before this body equalize the takes between pipelines?

175_
the definition requirement?
A - . I think so. I think you need to specify
that marginal production shown in thgt book is not allowable,
per ée, |

0 . Now, will the propbsél, or any proposal,

A " No. HNo. This proposal, El Paso'’s proposal,
no‘proposal that I khow of, can equalize takes between pipe-
lines. Pipelines have their demands; £hey have to take the‘
gas they nged to £ill their 1ines:§ﬁd'supply their customers,
and the only‘way fhat takes beﬁween pipelines can be equalized
is by interchaﬁgg of gas betwégp*pipelines and that's beyond
the jurisdictioﬁ of £his Commission to interchange gas betweer
pipelines.

e Now were Exhibits.oﬁe‘throggh'Twelve pre-
pared by you or under your di:ectﬁpn aﬁd supervision?

A With the excéﬁt}coﬁ of Exhibit Number Eleven,
which is tﬁe Commission's tabulation‘ofﬂnominations. That
was not prepared by me, but those little calculations on the
bottom of page three were prepared by me,

The computer printouts, which are Exhibit
Number'Two, I believe, were not prépared by me.

" Otherwise they were.

¢ . Can you testify to their accuracy?
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A . Yes, I believe they're accurate.
MR. CARR: Mr. Chairman, at this time
ﬁe would offer Hartman Exhibits One ﬁhrough Twelve into evigi
dence. |
MR, RAMEX::'Exhibits One through‘ ﬁ
Twelve will.beTédmitted. L |
| MR, CARR? jﬁr:‘Ramey, we've atteméggd
at this time to-presént testlmonylcondérnlng what the problem
is and how the problen affects Droducers in the prorated '
pools in southeast MNew Mexico° A
' With vour perm1351on at this tlme,{
I would inté?rupt my examinatlon of Mr. Nutter and call Mro;
Aycock, who can testly as to how this WQuld impact on indivi-
dual prodqgersf.and then reserve thevright to call =-- recall_
Mr. Nutte?tlatéx for juét a verYj?%ieﬁVcloéiﬁg testimony.
I'm perféétiQWWilling to tender him;
for cross:é#amiﬁatién at this tiﬁé@ff  ‘ |
. What I'm éﬁgiﬁg, I guess, is I'd:‘%
like to reserve the right to recaiigﬁim?
| | MR, RAME?;.IMfQ Nance, Mr. Kellahin,
what is yéﬁ; oéinion of that reqqéS?ff .

MR. NANCE: ' That's fine with E1

Paso.

MRa'KELLAHIN: I have no objection
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at'thié point.
MR. CARRz‘ At this time I would.pagé
the witneés.for cross examination.‘ :
MR, RAMEY; .~ Any gquestions? Mr,
Nance? Would you like to wait awhile,,ﬁr, Nance?
| MR. NANéﬁ?-'ifjwe could.,
MR, RAMEY;;'okay, Mr. Lopez?
MR, LOPEZ,. Mt; Chairman, my name,io
owen Lopez thh the Hinkle Law Flrm, aééearing on behalf éf*{
Mesa Petroloumignd Bass Enterprlsos.:£ ;
CROSS EXAMINA%ioﬁf;*
BY MR. LOPEZQ:fﬁ e
g' fui Mra Nutter, would you'e#plaln, or do you

have any explanation as to why the_Indian Ba31n Upperxr Penn -

Pool seems to be out of sync w1th the other prorated pools in
southeast New Mexico? . | .

| Ai,"o ~Well, for one thiné; El Paso is not a pur-f”
chaser -in thaﬁvpool. I can name you the pools that appear  .
to be out of sync, and make remarks.v

Buffalo Valley is a pool that has gone up

| and down.v I belleve El Paso does buy in that. Let me check

my exhibg'.ts.herea

El Paso -- Buffaio_Valley is out of sync,
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E]l Paso buys in there. They buy abouf 8 percent of the gas,
that®s bought. |

Catclaw Draw is another pool that has its
ups and downs Wwith its fluctuating allowables, E1 Paso buys
in that pool. They buy 4 percent,

Indian Basin Uppef}Penn fluctuates., They
don't buy'in there at all.

: Tﬁoée are the only ones that really fluctuate
and appear tp be out of sync. So I gﬁess what you could say
is the pools that El Paso‘is a majo; purchaser in are =-- are
constant, but»theyfré constanti& declining,

0. ‘. | Is the reason'thatl£he out of balance of
marginai versus nbhmérginai wellé due to the fact that their
nominations a&éino;.being 1owﬁeﬁough?

.  A | .‘d Weli; the nominations are going lower all
the time;: I. think the pools are declining and maybe the no-
minations are'not declining as fast as the pools are declining
is what the broblem is.

Q. | Do you have any knowledge of the comparisdn
of production in southeast New Mexico from nonprorated poois
as opposed to prorated pools?

 A Ko, I don't have é comparison of productiSﬂ.

I'11 give you a comparison of wells, is all.

In December of 1982 there were 1259mprofateﬂ
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179 .
gas wells listed in the Commission's fiscal report, and there
were 1980 nonprofated gas wells. 1259 compared to 1980,

But I don‘t have the production from those

wells, I'm sorrv.

Q Do you know how El Paso takes from non-prora&ed

pools, on-what basis?

A No, I sure don't. I would imagine it would
be under contract provisions. Usually contract provisions
say you'll take some'percentége of reserves, or based on re-=
serves, or -- I‘dbn°t know."I.really don't know.

MR, LOéEZ: I have no further gques-
tions. |

MR, RAMEY: Mr. Kellahin,

CROSS EXAMINATION

BY MR. KELLAHIN:

0. ' Thank you, Mr. Chairman.

Mr, Nutter, let’s turn to Mr. Hartman's Ex-

hibit Number Twelve, if you please.

A, . Sure. |

0 I'm not sure I've understood what you’ve
déne.heré, Mr. Nutter. Is Exhibit Twelve your attempt to .

demonstrate what will happen to an individual well's allow-

able if El Paso’s proposal is adopted?
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A It's what would héppen to a top unit allow-
able, or a nonmarginal factor of one, |
0 | Thé bottom line on each of the pages for

the weil pools will show the allowable on a daily basis for
a nonmarginal well.

A .For a nonmarginal factor of one, right.

0 I see. What happens if =-- to the allowables
for the nonmarginal wells if Mr., Hartman'’s proposal would be
granted?

A , There'wouldn'tlbe,any nonmarginal wells.

0 - | All right, éir, what is the allowable then
for those wells? How do I getAthat?

A, l. Well, we're goinguto cover that in my sub-
sequent testimony, Mr. Kéllahina tﬁe way'this'mafginal feclas-
sification séﬁeme would be.iﬁpleﬁented. |

0 - . Have you run through a similar set of tabu-

so I can compare it directly with what happens under the El'
Paso proposal? |

A, - No, because I don't know what —- what it -
will depend on is the percent cut each month.

| What we're proposing to do is arrive at a

base line for production, and that base line would be used

in the future as a ceiling rate for production. I don't want
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.and the base line would be lowered; if nominations went back_

ceilings, yeSy‘sir°

. They have to produce within that ceiling, I should say.

181
to get into it now, but it would be used as a ceiling and

any decrease .in nominations would be applied to that base line

up, the base liné would come up with the nominations.
So you'd have a ceiiing there above which

wells should not produce.

0 Is Mr, Hartmaﬁgs_proposal the limiting the:’
acreage factor that's shown on Exhibit Number =--

A No, the acreage factor is going to be appli?
cable in’thé‘impiémentation.

: Q o Ybu have some waj,ﬁo implement the -=

i

A .+ It will be applicable, it will apply to those

Q .;Is the effeqt of Mr,-Ha:tman's proposal such
that we wouldlbebbaSing the éllgwgblevstrictly on some typé
of deliverability factor? |

A . It's going -- néo .Nof It's gding to be
bésed -=- it?’s going -- it's going to be based on that ceiling

and the pipelines will have to produce under that ceiling.

o0 Will deliverability become a factor under

the Hartman formula?

A Deliverability would be a factor to this

extent, Mr, Kellahin; that if the == we'll say we got the
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base line as production levels and the pipeline nominations
indicate that the new base liﬁe should be 80 percent of that;
theh theoretically every well should be cut 80 percent, or
20 percent, to bring it to that 80 percent level.

Q You're going to tell us later, I assume, 80
percent of what and how ==

A . It's 80 percent of the base line.

0 The factors are all set out in a tabulatiog
we can look at, I assume.

A ' feé; ‘sir.

Q - Isyﬁhis différént than what's happened in the
northwest part oftﬂéw Mexiéo in brdrationing there where®
there's a combination of an acreage factor and deliverability
factor?

A, . It would be different to that extent. It
woﬁld require == you“re not == you;re not classifying wells
as nonmargiﬂalv 1ike they did up there. They’ve got wells
that can make 30 Mcf, or 35 Mcf classified és nonmarginal up
there, and these would all be mar"giné'l‘° 95 percent of the
prorated wells in New Mexico =-=- southeast New Mexico right
now are nonmarginal and yoﬁ“re not chahéing the status but
of only ﬁive percent of the wells, and right now marginal

allowables are on, as you said, a deliverability basis, mar-

ginal wells'are;»and so they would continue to be on a delive
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ability basis to that extent; however, this ceiling that I'm
talking about relates to a base line, which would be establish
on érior production and allowables'and it would fluctuate,
the ceiling would fluctuate with nominations, and then actual-
ly what it would be, it would be based on nominations, nomin-
ations as a preiiminary ceiling each month, and then there
would be a retroactive production ceiling ﬁhat would be ad-
justed for production.

l But it's not like thecone.in northwest New
Megico because:it has deliverability and this does not have
deliverability in the formula; the market would enable the
pipeline to také é percent of the base line allowable,

o All right. What did == what are the prorated
pools in southeastern New Mexico in which Mr. Hartman hés an
interest?

A I don't know wﬁat~pools he's got an interest
in, I knbw he’s got interest in Eumont and Jalmat. He may |

have interest in others, I do not know,

MR. KELLAHIN: I havé nothing furthexy

then.
MR. RAMEY: Mr. Nance?

MR, NANCE: ' Thank you, Mr., Chairman.
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CROSS EXAMINATION
BY MR. NANCE:

0 * Mr. Nutter, would you explain again whyvyod
feel that the allowable for n@nmaﬁginal wells have decreaSea
between 1980 and 19832 .

AL . ' The allowables for nonmarginal wells?

. Wéll, I believe}éﬁélof the factors is the -
nominations.haﬁe gone down; and tle allowables have gone doyn,
the producing‘capabilities 9f{the_WQ;IS.have gone:idown, e§e§§-
thing has beenkén a.downwardléiog§ infsoutheast New Mexico -
with very_few.é?cgptions. e

0. - .1 think ydﬁ Said;:ciose to the end of your .
testimbgy;.YOu §éid - indicaﬁéd}that you felt a more propéi
deéignaficﬁ c%}thé'térm ﬁarginal aiiowabiédeu1d be a reser-:
vation for total pool produqtion@fﬂfff3 

m”. = Or the total allchtioh; or something,'yesg

0 o Okay. That refrééﬁéffof course, the idea:'
that marginal Qell pfoduction is a deduction from the nomiﬁ—
ation figure in determining an ailbwable for the pool, is
that correct?‘{‘ | ;?“ L

mp' . It could just beléakled prodﬁction withoué'
calling it an allowable. T don't£QQOthow you would phrasé 

it. - Semantics are unimportant; they can be worked out.

It®s the scheme that's difficult, '
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2 Q ' The point I'm .trying to make here is that the
3 fact that marginal productio, marginal well production is de-
4 ducﬁed in aetemining pool allowables -
S A ' It's deducted in determining what's left of
6 pool a]{lowable tcd;'ay to be reserved to nonmarginal wells.,
7 0 ~ Is it therefor possible that the reduction;
8 in pool allowable:for nonmarginal’ Well'sv has occurred becauséi
? there is a 'c’onstaﬁtly increasing number of marginal wells :Ln
10 a pool? »»
11. A, ..‘."Yes, If nbminatidns' are constant and marginal
12 production is going up, marginal 'producition is using a larger
13 portion of ‘the 'nénmargj,nal' ‘allowable and the nonmarginal {:op'l
14 allcwable will go dqwn; hoﬁeveg, _Iiza&i'sd'<shpwe_d that nomina-
15 | tions Iia;re goné‘ dowh; | | | |

‘ 16 ‘ 'Exhi'bit Niﬁe 5115;«78' 'th‘at nominations have gone

: 17 down. So it's not just -=- it's nqt'-‘juét what you're alluding

13 to, itv's also '.a deérease in nominations. .

19 Q- " The allowable itself, though, is_it’ not ulti=-
20 mately calculai:ed on the basis of actual préduction because
2 it is ultimately adjusted on the basis of previous mox_lth's

22 production?i |

23. S It ig ==

24 Q " Rather than being :str:-i.ctly on the basis of
25 ' '

o
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'nonmarginal units, and that's what Exhibit Twelve did. It
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nominations?

A . It is if you don't mess with the nominations;
hbﬁever,'we have had to mess with the nominations for the
last == I say "we" ~- we used to and he does now.

‘But the nominations -= let's put it this

way. The nominations have been messed with to avoid negative

when he drillé"a”new well. That was embarrassing,

o 'Béqause:the'ﬁargiﬁallproduction isn't ad-
justing to determination qf allo&ables, and would it not stéhd
to reason thaé if all wells were classified as nonmarginal
thefe wéuld bé no éeductioﬁ for,ﬁarginal well production, and
that perhaps a more accurate allowabie for all the wells in
a pool could be determined?

Q i - Well, I don't kinow what you mean by more
accurate allowable for all wells, :It‘WOuld be a uniformly
low numbef across the pool, if thét's‘what you're calling an
accurate -- more accuréte allowable, It would be a uniformly
low number straight acréss the pool and evéry'well would have
that number beside it,

But don't forget, when you're making them'

all nonmarginal you're dividing'up the pot among all those

deducted a handful of marginal wells that didn't make 33, and
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then it divided the pot among all the remaining nonmarginal.
units, and that's where you came up with allowables of 38 and
101; and things like that, per day.

| 0. And those were average allowables, then, for
the remaining nonmarginal wells.,

A | Those are average'éllowables.

0 © Now if, in géneral.terms, if a pool is cap-
able of produciﬁg more gas than there is demand for that gas,
should the wells in that pool}bé prorated?

A They should be curtéiled because we shouldn't
produce gas which caﬁ't be soid° “So they sﬁbuld be curtailed
and;, actually, what?we'ré.propésing ié&theée wells would:be! -
élaésified:@é&mafginal. 'It:would put the monkey on the pipe-
line®s back where it belongs, because this proration is ob-
viouslyvngt'working-right, and the pipeline has been ratably
reducing its takes across the boara for the last twelve or
thirteen months, according to Mr. Kendrick.

And we feel that the éipeline should continug
to do that to méke its honest effort to reduce those takes&
ratably among all Qells, and if the market goes down 10 per-:
cent one month, to reduce all the production 10 percent. If
the market goes down 20 percent, tq,reduce all the wells 20

percént. And we feel that the pipeline has the information

to do this, Théy have the facilities to do it, and for the
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Commission to assign one numbgr, a uniformly low number acrdss
the pool and say this is the maﬁimum, is not a ratable reduéﬁi
in £he takes from‘normal times, norméi,market demand condi=.?
tions. It's not a ratable reduction, and we're looking fo£ 
a means to apply a ratable reductién‘that will be equitable?
to all thé*parﬁieéa'.That°s all ﬁé?ra'tfying to do.

o ‘;_If you're proposiﬁéfa means of a more rafé@@e
reduction-aﬁd“#ﬁé means of accompiiéhiﬁg that more ratableiﬁ'

reduction is in effect changing ﬁﬁé“&i&ssification of only

that the problem will 91mply be compounded because of the =~;
of the 1ack of substantlal changes in the (1naud1ble)?

kj  . we're not maklng;aSysubstantlal aAchange:as%
you're making;'ﬁr. Nance. You're;¢hﬁnging’95 percént OE'théf
wells; Weﬁtg'gﬁanging 5 percent,”;fﬁ%’*&

. o 7 Is that because'%ékpéfhaps see it as a biggé;

problem than you do? .' |

m;"f 5“ You're making a bigger problem than Im
making.

o 3! IAdon"t mean to be ‘argumentative at all.
What I'm == Whgtv1°m suggesting iﬁ;ihaﬁ’if this is a prbbiéﬁ,
is it~not'ﬁore reasonable to haveéégébiﬁtion that is a signif

ficant change in the way things would be done?

bn

A ~ Well, T think it Vs apparent that some signi-
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ficant change has tq be made, one way or the other.
0 . . With respect'to your exhibit -~ oh, I'm sorry
you'did nét submit an exhibit == you were giving an example
of cutbacks where a total of fiveﬁWalls had varying levels of

production =-

AR Right.

0 B  ~i“and nominagibnsia;e a total, say, of
1000 -= |

A .l ¥ésp that was a sitﬁaiion where demand, al;;

lowables, and production all equalled 1000 a day, and then
thé;markét dropped to 50,.50 bércéht, doWn.to500 a day. Do
you want those numbers back?

Q . : No, sir, irbelieve we have those numbers
available, but what my question,is;suggesting is that tﬁe
wellé.thatvwére.the best producing wells were the ones which
were going to suffer not only the most cutback in terms of |

absolute volume of cutback, but alsgo tlie biggest percentage'oﬂ

cutback.
A That's correct.
o) Is that correct?’
A - That's correct. -
Q. ~ Are you familiar with the ratable take rules

Ffor oil wells in the State of New Mexico?

A, Yes, I am.
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. in a situation right now that amcghts to pipeline proration.
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RS
Q - Would it not apply exactly as your example
suggested?
R Mo, the statutes are different for gas wells
and oil wells,
0. '  Is proration different? .
B~ It’s similar. There's -- there's quite a

lot of difference in the proration,?fes;' Yeah, quite a 1°t.
of differeince, ~

o  .A on'that,specifi¢ ¢x£mp1e, do you know iﬁﬁq“
the biggest 0il well in the pool would be cut back to’théiifop
top alléwabie'ih ;hé pool? | .

A.". . I don't know if ﬁeJha?e any big oil wells any

more, but there =-- there are differences now. We're almost

As I ment;oned;.the nominations f§§iﬁhéfmonth of June where
everybody élse‘in southeast New Mé#idﬁﬁﬁent down by two pé;éf
cent, El Paso's went down by 56 péfdeﬁﬁ. This sounds 1iké;av
pineline pxoblém, and when we used tQ have pipeline proration]
back in the old days, vou're talkindiéﬁbut oil now, when we
had pipeline prorationing and ong:bf the 0il purchasers sud-
denly, because“bf a refinery fire, or because it brought in
49 tankerfuls of oil that month and unloaded on the Gulf

Coast or the east ¢oast, and said we c¢an't buy your oil out

ng

in New Mexico this month, we’re going to have to reduce it,
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2 and we told them at that time, all right, your market is fo;

3 30 percent, you reduce all your takes 30 percent across the:;
4 board. |
S ' ' . And that's pipeline prorationing of oil; and
6 that’s what we’ve almost gotten into right here right now,' 

7 I think. And'so I think it's up to that pipeline to reducei;
8 | its takes. 3
9 ' 0 -’f And Mr. Hartman%éqprbposalp then, is one :

10 that will make pipeline proration a complete reality, is that

. 11 correct?
12 ~',JE' I It‘will‘be as comﬁlefe a feality as we've
13 got right now, because there's no way we can enforce ratable

14 takes between éipelines, but it woﬁld be a ratable, equitable
15 | reduction of takes from all the wélisjconnected to that pipe-
16 line, jus€ iikeithe old pipeliné éfﬁrayionings were.
17 fvﬁ- 1,You want to reduéeﬂthg.takes ratably amdng ,
18 the wells that.ﬁre connected to gﬁaﬁ;pipelinew and hope that'
19 there's n&t a whole lot of dispafiﬁf.between the takes in
20 that bipeiine and some other pipelihe; ‘

21 i ,1 t But under the regﬁiar system we've got right
22 now what:happehs, y&u give the biéé@ing to the unratable'__/
"23 takes. Thé Qéli that gets overproduced from the pipeline.

24 with the high demand accumulates_aaict'of overproduction, as

25 Mr. Kendrick pointed out. The well that's connected to the

] !!%iil!! - EE -II . lll‘ !E’ - s Ill.vlll N llleg’l— L
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- in purchase c¢ontracts, and the questibq_is whether you feel -

'they don't'have‘any jurisdiction over take-or-pay contracts, 

i;;f%w
low demand pipeline has %ts production build up,'its underﬁf;
prdduction, it.eventually gets cancelled, it's taken awaygffbm
it and given to the cther pipeline. Yop'ﬁe not only hurtihih,
you‘ve added insulﬁ to the injury;»by'giving his gas to tbe;;
other qguy. |
‘ ixItfs always be-en;jé._p',roblem° We've alway§ ﬂ

felt 1ikeigési§:oréﬁioning waé afﬁfﬁﬁl@m that had certain'iﬁ;
equities Bﬁilt;iigﬁﬁ into it, bdﬁfﬁhéfe‘s nothing you can‘dg}“
because yqu~éan'£ pfoduce the stqff aﬁd-sthe it. That's

the main problem with gas.

&

Q.. I just have one final question on a commenft

that you had’made} abput\the impact’ on take~or-pay provisions

that the CommiSSion has jurisdiction to address those types(f
of provisions'in‘purchase contracts? * . .
A'" .. I don't think he asked me that. He asked |

me if we had jurisdiction over pipeline exchanges, but no,fyi

no,
MR. NANCE?”fEhank you, that’s all. .

A . But they do proGide this. The Commission

has been used sometimes as a shield beﬁween the pipeline and

producers, to protect the pipeline from any attack by a gas

producer on take-or-pay. They‘ve used the Commission's allowj
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able "skirt" to hide behind.
g‘f ' Mr. Nutter, I appreciate your answers.,
That's all the guestions we haﬁé, thank YOou.
MR. RAMEY: Are there any other
questioné‘of Mr, Nutter?

He may be excused at this time.

And we're going to take about a ten minute recess.

(Thereupon a recess was

taken.)

MR, RAMEY: The hearing will come'

to order. Please proceed, Mr, Carr.,

WILLIAM P. AYCOCK, .
being called as a witness andvbeing duly sworn upon his oath,

testified as follows, to=-wit:

DIRECT EXAMINATION
BY MR. CARR:

Q Will you please state your full name?

b

William P. AycocK..

By whom are you émplcye&?

PP

Doyle Hartman.
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0 ~ In what capacity?
A . As a consulting engineer.
0 "~ Have you previously appeared before this

Commission and had your credentials as a reservoir engineer"
acceptéd_qnd'made a2 matter of reqo:d?.

A . . For approﬁimately'tpirteen years, Mr, Carr,
yes, sir¢ t B |

Qb h -Ahﬁ in your.career as a reservoir engineer'

have you participated in any professional schools on reservoir

engineering?
A Yes, in nuﬁé;ous schoblsa'
0 fﬁ Have you tauéﬁtﬂéﬁy of those?
A ‘ Yeé.
-0 Are you familiar with the application filed

téday on-behéif of El1 Paso Hatural Gas Company?

A I am. _

Q. Afe you familiar with'the application‘filed
on behalf of Mr, Hartman?

At I am.

| MR, CARR: We tender Mr. Aycock as' 
an expert witness for reservoir engineering. ”

| MR. RAME¥3 'So gqualified,

Q Would you please refer, Mr. Avcock,to what

has been marked for identification as Hartman Exhibit Thirtee*
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identify this, and explain what it;is.anq what it shows?

A Hartman: Exhibit.Thirteen is a west/east
cross section across a portion of-Section 6, Tovnship 25
South, Range 37 East, in the Jalmat Pool in Lea County, New
Mexico.

In attemptinq tojanswer the technical quesé

tions that arfive from the applicatlon of El Paso proposal
to the Jalmat Pool in which Mr. Hartman is the single largest
operator of wells‘wlth above”average capac;ty, and is the
single 1argest~pwner of the prora#ionAunits which have a top
allowaﬁle at fhis time, I waé(fﬁrcéd éo seek an example which
would illustrate it. | -

I do not necessarily claim that this example,
or any other, is typical of anything,éxcept itself., It is
an example_énd it will serve to illustrate points that are
consequential, 5oth with regards fo the application of El
Paso and the application of Mr. Hartmaq.

This west/east crossisection includes three

side is the Doyle Hartman Federal Jalmat Communitized No. I‘
Well, which is located 590 feet from the north line and 660
feet from the west line in Unit D of Section 6.

As you will notice,'this well was spudded

on the l4th of February, 1980, and completed on the 22nd of
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March,-1980, with a TD of 3300 feet gnd a.plugged back TD of
3285o It has~5§l/2 inch casing set at 3306 feet with 550“l
sacks, and'hés the Yates~Seven Rivers interval perforated from
2778 to 3267 feet with 18 shots that are shown in red on the.
portlon of the log that is at the 1efthand portlon of the
crossisection. : |
| aTTQe cuﬁu;ative production, as indicated at
the bottom of 'tﬂ-h:i.’s-'well, as of February, 1983, is 338.8 MMCF,
and the 1982-éver;§e production waé 326 Mcf per day.
. "i;As_you will nbti@effif ybu will refer to the
index map, this well is on a 120~acre proration unit.
The second well to the left is the Getty 0il
Company J. We Sherrell No. 10 Wel;,.Whmch is located 660 feet‘
from the_nbrth.and 2000 feet froﬁ thé‘wést line in Unit C.
This well waslsPudded on the 9th,9f.Margh, 1980, and completec
on the 21st of March, 1980, with.a‘TD of 3170 and a plugged‘
back TD. of 3119 feet. It has-5~I/2 inqh casing set at 3140 -
feet, cemg#ted.with4800 sacks, and:it is pexrforated from 2786
to 2979_fe§t with 27 shots in the Yatgs.portion of the Jalmat
Pocl, as is shown in red on the 1o§':insert°
| The production fof,ﬁarch of 1983 was 88 MMCF
and as of March of 1983 it produced 10 Mcf per day.

The well on the righthand -=- by the way,

you will notice that ~- that that well is on a 160-acre pro-




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

29T
ration unit, which is comprised of two eighties that are ar-
ranged in an "L" shape configuratiop°
The righthand weil oﬁ A-A°' is the ARCO 0il
and Gas Company Wells "WN" No. 1, which is located 1980 feet
from the north and 1980 from the east.1iné of éection 6 in
Unit G. This ﬁgll was spudded on the 19th of June, 1939, and
completed on thé ;9th of Octqber,'1939;‘ It is == it has
7-inch casing set at 3381 feet wiﬁh_ﬁoq sacks and is perfor-
ated from 2830 feet to 3150 feetv@ith:177 shots in both the
Yates and Seven Rivers poxtioﬁ 6f:tﬁe Jalmat Pool.
As of.March of 1983 this well had a cumula-
tive prodﬁction of 10,551.1 MMCF(;aﬁd in August of 1980 ==
I mean, pardon me, average production for March, 1983, was
253 Mcf per ‘day. | ‘
| ) Mr, Aycodk}"What does this exhibit
show?
A ' ' The exhibit shows: that all of the wells are
completed in essentially comparablé‘portidns of the Jalmat

Pool interval, and by the way, I failed to mention that the ~

- ARCO “WN" Wo, 1 has a 1l60-acre normal proration unit, and

although the proration units assigned are 120, 160, and 160,
if you'll look at the index map you'll see that the two

lefthand wells are essentially on 40=acre spacing, and the’

two righthand wells are essentially on 80-acre spacing, as
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- completed in rOughly comparnble portions of the Jalmat Pool

the Yates portion of the Jalmat Pool interval only.

198

far as.thé inner well distance is concerned.
@ .~ Will you now refer to Haftman Exhibit Number
Fourteen?
| A : Hartﬁan Exhibit Npmbor Fourteen is a north&és

southeast croSs section through =¥~thatinc1udes wells located
on the proratlon units that currently include the active
wells on the previous exhibit, Number Thirteen, that are now
and information, and tie into the ARCOf"WNW_No, 1, so that

there can be no question that thefé—'once again, that they'’re

interval. .

Thé well on the far left was originally
drilled by Texaco and was called the Eristoe No. 2. It is
now operaneﬁ'by Union Texas and is the Langlie Jal Unit No.
301.

During the time that this well was == it was
completed ‘in the Jalmat, it was spiidded on the 27th of May,
1948, and completed on the 21st of'NoVénber of 1948, with 7=
inoh casin§ set at 3505 feet and oementod with 800 sacks.

It was perforated from 2760 to 2960 feet with 600 shots in |

- It hés -= T will document this further in a

£/

subsequent exhibit, but it has cumulative production of appxro-
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and completed on the 9th’ of September, 1949 with a TD of

at 2720 feet and cemented with 300 sacks.

~ a plugged back TD of 3490, with 7~inch casing set at 3401

159"
ximately 2,3=billion cubic feet at the time tﬁat the Jalmat ;
wasopluggod and abandoned. |

The second well'ié.the_cetty 0il Company, |
which was orlglnally Skelly Oil Company, of course, Sherréll(
No., 5, '1ocated 990 from the south'and 2172 from the westbf:;:
line in Unlt N of Section 31, 24,»outh, 37 East, o

- It was spudded on the lath of August, 1949,
3350 and a plugged back TD of 3350 with 7=inch ca81ng set

":Q It has open hole from 2720 feet to 3350 feet
that incl@dos‘all of the Yates an@ﬂSeven Rivers interval.
‘{ The final Jalmaﬁfcﬁhclative at the time the
Jalmat ipgcrval was plugged and éﬁéﬁébhed was sllghtly over

';t't’; R

4-b111ion~éubié feet,

A fz The third well from the left is the == now‘
the Union Texas Petroleum Langlie Jal Unit No. 33. It was Af
originally the Skelly 0il Company Sherrell No. 3. It is
located 330 feet from the north and 1650 feet from the east
lines of Section 6, It was spudded.on the 24th of January,‘

1940, completed on 6th of March, 1940, with a TD of 3490 and

feet with 250 sacks.

It had an open héle from 3401 to 3490 in thﬂ
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Seven Rivers»Queen; originally, and the final Jalmat cumula-
tive for this well was just slightly over 1.8 Bcf at the time

it was plugged and abandoned.

It is now a water injection well irn the Langlie

Jal Unit.

" The remaining v'velql 'is the ARCO "'WN“ No. 1, .
which I previdusly reviéwed in detail on Exhibit Number Thir;
teen, which is included here to‘ﬁie'the whole business to-
gether for reasbné that will shorﬁ1y become apparent,

Q@ - Both of these chSS';ectiohé are in an area
where there is extensive development.
A Extensive development, stretching over a
period of over forty years, yes, sir.
B R Will you now refer to Exhibit Number Fifteen]
R: - Hartman Exhibit'Number'Fifteen is a graph
of shut=in wellhead pressure as aﬂfuhction of time for all
of the wells that are located on the three prorations unité,
that include the three wells which were reviewed in detail
on Hartmanjﬁxhibit Number Thirteen; that is, the ARCO "WNw -
No. 1, the Hartman Federal Jalmatimo;'l, and the Getty
Sherrell No. 10. |
This is the raw déta derived from the New

Mexico Engineering Committee“s reports. We took it back to

L4

1960 in an effort to show == they're indicated, each well is
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indicated there., ~The upper curve is the Getty Sherre11“NQ¢;ﬂ
5., The next curve down is the Getty Sherrell No. 3. The;ff?
third curve from the top is the Teiaoo Fristoe No. 2, and.the
bottom curve near the 1efthand side of the graph is the ARCO
"WN" No.. 13 if you w1ll move over towards the righthand side
of the curve you'll notice that there are two points of pres~
sure for the Doyle Hartman Federal Jalmat No. 1 and for the:’
Getty Sherrell ‘No. 10.

«]t The purpose in showing this information isr
to establish the fact tnat is 1nter~well drainage for this
example.

25 As vou will note, if you will look at the
1eve1 of presstres on the curves, ail of the wells had a
final indioated‘shut=in pressurerin‘the‘l97l-72 interval of
from 200‘toﬂ366*psi except the TeﬁeooﬂFristoe No. 2. It is:
ny oplnlon that the pressure point reported for the Texaco
Fristoe No. 2 for theiyears of 1967 1968, 1969, and 1970 are
probably unrealistically 1ow and ’71 would be unrealistically
low as well, probably because there was fluid standlng in the
hole at the time pressures were observed, s0 the pressures il
are extraordinarily low,

Of course, the weiifoould also not have been

shut in long enough to reaoh any;epprOXimatiOn of its stabi-

lized wellhead pressure so that the‘lOWJpressure ﬁiqht be ex-
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plained in that manner,

In any event, yog}oan»see-that there is =--.
that there was a substantial preséﬁre,~~ the pressure differ-
ence was ;?optigpdﬁpsi‘at the-surféoe at that period'of time,
and that dﬁriné 1973 throughoi979‘rhére waslno production
from this area, and when the Hartman Federal Jalmat No., 1 and
the Getty Sherrell No. 10 Wells were completed, the . pressures
that were 1ndicated by those wells and reported to the New ﬂ
Merlco Enqlneering Commlttee were: within approx1mately 30 psi
of the pressures reported by ARCO durinc that same period of;
time for their’ N No. 1, which haﬂ continued to produce
from whatkis'ostensibly a common:soﬁrco'of supély, forwseven
years witﬁouﬁ any immediate c0mpé€i£ion'in the area.,

The data == yOou w111 notice that the slope. ?
of the preosure/tlme curve for the ‘ARCO well is rather steepa
near the lefthond side. It flatten orogressively as you ap-i
proach the sévehtieé and maintalng:approx1mately a constant.i

but much lower slope of decline agfg'function of time fromff:

about 1972'on..

The data from which this graph was derived .

is documented on the next portionyﬂthebnext page of Exhibit

Fifteen, where all of these pressures by years, their psia, .
and the month and day of == they were observed and reported -

to the Commission =- the New MexioofEngineering Cormittee are
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so indicated.

If you'll check them you'll see that it's
just a tabular presentation of the same data that's on the
~Further attéched'are tabulations of average
monthly-produétionlfor the years 1980 through '82, with some
monthly productioh:fOr the three wells that still occupy the
proratibh qnit;'that is, the éeﬁty Sherreil ld} the Hartman
Federal Jalmat 1, and the ARCO "WN" ﬁo. 1.

Ana‘you can notlée‘the extreme dropoff in
productive rate of the Getty Sherrell No. 10. You will see
that there's a P/z curve atﬁabhed, which shows -- which ap-
parently is somewhat anomalous. It shows very little drop:
however, with a low capacity, presumably, very low permea-
bility well of this type, that's notitoo unexpected.

| The next one is the Hartman Federal Jalmat
No. 1 where:'you can see there's been relatively insignificant
fluctuation in production. since it came‘on the line. In fact|
if you will study the history of the well, you will find
that‘those fluctuations are caused by balancing the allowable
that the well has on its 120Q0~acre proration unit.

Behind that is a P ~- no, there is not P/z
curve, I beg your pardon, not here for this one because there

are only two points on it.
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_are only two points on it.
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so indicated.
;f-you'll check them you'll see that'it's
just a tabular presentatiqn éf thé samé data that's on thé .
graph, | | |
- Purther attached are tabulations of average'
monthly productlon for tne years 1980 through 82, with some
monthly Droductlon for the three wells that still occupy the
proratlon unit° that is, the Getty Sherrell 10, the Hartman;:
Federal Jalmat 1, and the ARCO “WN“ No. l._ ‘
| And you can notice tne extreme dropoff in
oroductivé rate.ef the Cetty Sherfell No. 10, You will see
that there s a P/z curve attached, whlch shows - whlcn ap=
parently is somewhat anomalous. It shows very little drop;
however, w1th‘a low capacity, presumably, very low permea-
bility Well of thls type, that's net too unexpected,
.? The next one is the Hartman Federal Jalmat
No. 1 wheféyyou ¢an see there's been“relatively insignificant
fluctuatién'in'prodhction-since iE}éaﬂe‘on the line. In fa6£,

if you will étuay;the history of the well, you will find

that the wéll has on its 120»acre'pr6fation unit.
Behind that is a P == no, there is not P/z

curve, I beg your pardon, not here for this one because there
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change in. slope after the time that the Frlstoe and. the

204 .
Behind that is the ARCO Wells "WN® No. lv
with-aAﬁabulation of production and you will notice that ﬁpw;
until ~w1ﬁhrougﬁ 1980 it was proceediﬁg, the productioﬁ Wasf;
declinding at a very low and qulte regular rate of decllneo‘ﬁ?
1981 was down somewhat and it was shut in during part of“the
year of 1982, ana then the first three -months of 1983 the’ ﬁf7

productlon was back up on thls welly:‘

'fﬂ If YOu will 1eokf ;the attached P/z curve,

you will notic'.that the flattenlng of'the ‘wellhead pressure

as a functlon of time curve, that 1s the first portion of

this exhlblt, occurs in about 1977‘°and in 1971 or '72 was

when the other Wells produced at the 1ast -~ their last time.

:/- L
v

‘you'll notiee‘oh thls curve, The: P/z curve took a decided

Sherrell 3 and the Sherrell 5 were abandonedo This, while
there is obV1ously in~reservoir: englneering, as those of you
who have practiced it are concerned fthere is no way to ever

offer anyjeonclusive proof of anythmngjglt always has to.be'g

So '71 is actually the plvot point here, . f

inferentiali proof, That's abouties épbd a case as I've'eéegp

seen of deeumeﬁﬁing that there isjegfieient drainage; thatfjf

- coupled wiﬁh»the'near proximity 6ﬁﬂthé?Wells and the fact '

that we documented that they are'elﬁeéoﬁpleted in the same

interval ie~a5j%ood_a documentatieﬂfée(i think is possible
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to get that the wells are all producing from the -- effectively
from a common source of supply.
0 ‘ How, Mr. Aycock, to be sure I understandgii

Exhibits Thirteen and Fourteen shbWed'an area in which therei

was develépmeﬁﬁ; extensive develdpmeﬁt, and Exhibit Number'4;

Fifteen is offered for the purpose of ‘'showing that there is :
drainage between wells in. this area._‘ﬁ.

&p?ﬁ i“ It is my'oplnlon thet there has been and’
there 'is now effective inter-well drainage w1thin this area
in the == in the vertical 1nterva1 ‘of the Jalmat Pool.

Qj;r'f“ If E1 Paso Natural Gas‘ application is
granted anardemand.remains down, whet do you anticipate would
happen in.thisférea?

,@35.'v  The likelihood ie?that reserves would be
taken froﬁvfhe;Hartman well and reaiioéated either to the‘
two surrounding wells or to the two nearby wells and other
nearby wellss I have made no effort to try to determine how,
large thls area of common supply could ‘extend and how many
other wells that it would include.- qume it was quite suffr%
cient to seelall of these wells thatiheye been.completedvetr»
differentitimes.in this limited aréa; indicating -- inferrin§
strongly thet'they were prdducing]erfiéiently from a common,‘
sourcelof supply. o

The effect of thé El Paso application would
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‘well and‘Sherréll 10 were_completéd} theé pressure was within
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be to severely restrict the Hartman well, even below == re-
cognizing that it is on the 120-acre unit, not on a 160, re-
strictingvit‘sé severely that thefe is a potential of a veryl
large resexve loss. At the minimum there is the potentiali |
for an exﬁensiqn of well 1ife‘of”%é a¢substantia1 extension |
of the well 1ife, even if there,wéfélﬁg'reallocation of re- .
serves. Itvis'imbosSible'for mé‘té_see,with the documentatibn
that was providéd oh thisfgraph apé tbe attached P/z curves,.
how it is‘Véiy iikelyhthat théfeiﬁduid not_be a reallocation.
of reserves, whén the pressure came down from the 300 to 400
pound.ranQe;at the time that theféfhér -~ that the Fristoe,
the Sherrell 3 énd the Sherrell 5 were abandoned, the ARCO

well continued to produce, and at the ‘time that the Hartman

20 to 30'§qﬁnds'of that indicatedeor the ARCO well; it is
impossible fo£ me to believe thaﬁ?thé*inter-well drainage ef-
ficieney;ib_§§t so great that by'unduly restricting the Hart-
man welllxeséfbés would be taken’froﬁﬁiﬁ and reallocated to.
othef wells,

g  - And these reéervéS‘EXist under the Hartman
tract while the present prorationingvsystem has been in effect

ﬂ | Yes.

0. " what would it do to Mr. Hartman's correla-

tive rights?
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A Well, destroy them,
0 What impact would‘El Paso'’s proposal have
in the erea of waste? |
A It could well ~-’it‘could well result in

actual phy31cal waste, as well as v1olation of correlative ﬁ‘

rights, for theefollow1ng reasons~ If the reserves are re«fj

allocated frcmte well with”ah eff1"”ent~complet10n, such as
the - Hartman well, as: ev1denced by_fts capable level of pro»iﬁ

duction and continuing level of production, to a well thh f§

a less efficient completion, such aa, perhaps, the Sherrellﬂ

Ho. 10, then the Sherrell No. 1oﬁ

iikely not get anythiﬁ§

like the efficlency of recovery from the common reservolir

- that the Hartman well will, so 1f“you;force the Hartman well

not to recover the share of reserves that it would get under

the aczeage allocatlon undey hist ral market situation,

and force 1t back to, I believe w said, what was it, 30 =e'f

Mr, Nutter said 37 Mcf per day pe i 0, ‘and this is a 120,

which woulﬁ be 3/4 of that, so we ve gone from an allcwable

of 3/4 of 403 Mcf per day in 1932‘aown'to 3/4 of 37. So if:

you restrict it +6 that -=- if you restrict it to that degree,

then the llkelihood is you're go;ng to reallocate its re= fﬁﬁ

serves somewhere else to another welljlprobably who will not

be able to produce as efflciently :they will either be

Cleft in-thejgreund, period, orx theyﬁhill be produced from
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effect until all Ehis took piéCﬂd’ “

‘three wells tha£ were included on Exhibit Thirteen; that is

208
some other well at some period of timetthét is so far in the
future that the -- the gas plant availability will have been
changed in:this area, and the opérating expenses vis-a=vis
income Will have been chénéed by the necessity for having a
field coméreésion rather than béing able to avail yourseif
of the gas plant, that you may not be able to operate them
to the same economic limit that you would be able to in the
time frame that was -- would have peen projected from the

historical market and acreagé ailo@dtidn fbrmula that was in

0 -Would this problem}result if wells in the
area == if these wells were produced'ratabl§ in accordance
with what Mr. Hartman is pr09051ng?'

&"“' No, sir, I don't believe they would.

0. | . Will you now refer‘to Exhiblt Number Sixteep
and review this:for the Commissi;n?.¥ig

- B | EXhibit Number Sikteen is a tabulation, what

I call a tabulation of consequential well parameters for the

the Doyle Hartman Federal Jalmat Communitized No. 1, the Gettj

0il Company "JW® Sherrell No., 10, and the ARCO 0il and Gas

Company Wells "WN" No., 1.

'

The well locations are listed. I've already

~

read those into the record in the review of Exhibit Thirteen
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Hartman well and 160 for the othei“tﬁos

209"+
with spud dates and completion dates,

The assigned acreage is 120 acres for tﬁe

The cumulative gas‘production at 3-31-83
for the'indigated well only, that isfthe currently active
well, ig 349,2é1:MMCF for the Hartméh well; 88,066 for the
Cetty Sherrell 10; and 10,555,121‘MQCF’for the ARCO Wellsf‘]“
"WN® No. l. ’ |

Prior érbéucfioﬁffroﬁ.gach of the prorationf
unité on Wﬁichﬁthe Hartman Federél‘dalﬁét Communitized Ro.. 1.
and the Getty Sherrell 10 are indicated to be 2,300,340 MMC?;
on the Hartman Federal Jalﬁat No;;l; and 5,885,080 MMCF for
the Getty'Sherreil 10, and none for the ARCO 0il and Gas
Company Walls‘"WN" No. 1. |

You will notice ﬁhere'is a single and a
doubie asﬁerisk by the prior prédUétidn from the proration
unit for the Hartman Federal JalmailcdmmUnitized No. 1, and
for the Getty Sﬂerrell No. 10, and“then you will notice‘at .
the bottom of tﬁe page that those p;iér productions are docu-
mented, all of‘this material is éési;y available and found f;
in the records of ﬁhe New Mexico Enginéering Committee. -

The total cumulative production, then, as oé

3-31-83 from the proration units that currently include thesﬁ

wells, these currently active wells in the Jalmat Pool, are
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2,6450621 MMCF for the Hartman Federal Jalmat Communitized
No. 1, 5, 973 144 MMCF for the Getty 0oil Company "W Sherrell
No. 10, and 10 555,121 MMCF for the ARCO Wells "WN" No, 1.
By reviewing the performance of all of these
wells, u51ng the best 1nformatlon available, which adm;ttedly
is better for the Hartman Federal Jalmat Communitlzed No, 1,
because I-had‘aéCess to Mr, Hartman s”pronrietary data that
he gatheré on a regular and detalled ba51s as to the capa-
bllity of the wells and as to the produc1ng pressures, and
using the’ decline curve analysis ‘for the =-- in combination ~
with the P/z cugves which have pfevmcusly been placed into
the recordg_forfthe Getty‘Sherreli‘10 and for the ARCO Welié:
"yRye No..IQ I have an estimated fiture recovery in MMCF from

3~31-83, of 1,132.719 for the Haftmaﬁ:Federal Jalmat No. 1;

© 39.948 for the Getty Sherrell No. 105 and 688,879 for the

ARCO Wells{FWN?, As is indicated7ét.%he bottom of this page,

those® figures anticipate no reallocation of reserves from '

‘either théféurrent time on-time 6ff.s¢hedule that E1 Pasoc |

is followiﬁé, dt from the operatibn, the reallocation of-feé
serves from any change in the allocation formula as proposed
by E1 Paao,.fff?

*§<€5-f;7 So that those numbers are very -- are uncer-
tain to théjdegree that they wil@rbe'lnfluenced by any furthe

\‘\_

I

cﬁanges, Qither in the allocatioﬁﬂfﬁrmula or the == or the ==
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211
whether we go on -=- whether we, continue to produce as El Paso
has for the paét year on the time on-time off allocating to
all wells, or whether we adopt their proposal and confiscate
reserves from thls well and reallocate them to others.

The estlmated -ultimate gas recovery, then,

in MMCF, from‘March 31st, 1983 can, be tabulated for all of

_these wells, for the indlcated well only.

“For the Hartman Federal Jalmat Communitized
No. 1, 1,532 MMCF.,

For the Getty 0il COmpany "ITW" Sherrell No.
10, 128,014 MMCF.

‘For the ARCO Wells_fWN“ No. 1, 11,244 MMCF.

F§r'the proration unit, including the indi- .
cated prior production, which has been previously reviewed
then, it will be for the Hartman Federal Jalmat Communitized

No. 1, 3,832,340 MMCF.

For the Getty 0il Company "JW" Sherrell Noo -
10, 6,013,054 MMCF .

and for the ARCO 0il and Gas Wells "WN" NO.
1, 11,244 MMCF. - | y

Iﬁ'we normalize these volumes of recovery
to a per acre basis in order to see how fair their proration
has == has alloﬁedmthe reserves to be recovered in the past,

we come up with the following: If we take the cumulative
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production as of 3931@83.forxtﬁe indicated well only on each
of these proration units, there’s 2,91 MMCF ﬁer acre recover-
ed from the Hartman Federal Jalmat No. 1; .55 MMCF per acre
for the Geftyvqil zompany Sh@rrell,go; 10; and 65,97 MMCF pef
acre for the ARCO WElls ;WN"'ﬁogﬂlyf

| If we look at the cumulative at 3-31-83,
prioxr production only, and normallze that on a per acre basis,
for the Hartman Federal Jalmat® Conmunltized No. 1 proration
unit we get 19.17 MMCF per acre; for the Getty 0il Company
"JW“‘Sherrell»Nom 10 we get 36.78‘MMCF per acre; and for the
ARCO OIl and Gas Company Wells "WN" No. 1, we get none,

If we fake the ﬁotal of gas production from
the proration unit, including the cumulative from this well
only and the cumulative from prior production, the entire
prorationvunit, then we come::up wﬁﬁh“the following numbers

For the Hartman Federal Jalmat Communitized
No. 1, 22,08 MMCF per acre.

| Foriﬁhe Getty Oil'Compahy "JW" Sherrell No.
10, 37.33 MMCF per acre. | | |

and for the ARCO 0il and Gas Company Wells
"WN" No., 1, 65.97 MMCF per acre,

| If we look at the estimated future gas re-=
covery'on afper'acre basis for the well only:

For the Hartmah Federal Jalmat Communitized
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No. 1 it's 9,86 MMCF.ber acre. |
For the Getty 0il Company‘"JW" sherrell No.
10 it's .25 MMCF per acre. -
Aﬁé for the ARCOVOil and Gas Company Wells
"WR® No., 1 ié‘s 4§3l MMCF per acfe.
| If WG then continue on down the page and lookK
at the estimated ultimate aas recovery for each of these three
prératlén unlts, flrst from the cxisting producing well only,
for the Hartman'Federal-Jalmat,Qommunitized No. 1 it's 12,77
MMCF per acre,
For the Getty Oil. Company "JW" Sherrell Noai
10 it'g .80 MMCF per acre.
‘And for the ARCO 0il and GAs Company WElls
"WN" No. 1 it's 70;28 MMCF per acre.
|  If we add the pfioﬁ:productionaaswwas == and
cumulative in MMCF;per acre that we previously developed to
that}tavgét to thé ultimate recovery for the entire proration
unit, on the Harfmén Federal Jalmat No. 1 we éﬂd the 19,17
MMCF per acre thatiwe previously developed above, and we come
up with 31.94 MMCF per acre.
On the éetty 0il Cdmpany Sherreli No. 10
we édd 36,78 MMCF per acre and we come up with 37.58 MMCEF. ,
per acre. |

And if we add none to the ARCO 0il and Gas
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Company Wells “WN"'No. 1 wevstill.come up with 70.28 MMCfﬁéé;
acre. |
x ‘-  SO we're comparipg bottom line numbers and
estimating;ultimaté feco%ery,'gaé recovery, ffom two l60~acre
and one 120-acre proration unifs as the following, rounded
off to the nearéét‘fﬁll number: 32 MMCF for the Hartman
well; 3R MMCF pér acre fouthewGeﬁty Sﬁerrell: and 70 MMCF per
acre for the ARCO Wells "WN" No, 1. |
So the bést we1I with the greatest remaiﬁing
recovery and the best deliverability-ih 3/4 of a proration

]

unit is going to have the poorest normalized recovery, has

. the poorest normalized recovery now and will have the poorest

normalized récovery of anticipated abandonment if no reallo-
cation of reserves occurs.

If reallocationIAf'réserves occurs, they!'ll
be even worse than this. .

' So while -- while Tekaco and Mr. Hartman
are noi: the,same, the mineral owners are the same, and they
suffer -- théy will have suffered a further deterioration
in their correlative position.

| So I think it's apparent from this that be-
cause of the competitive aspects of the reservoir, when the

wells were developed, what quality of wells were developed,

as well as the allowables that were assigned because of vario

1S
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 amounts of acreage that’'there!s a vast difference in the =~

in the currént'recoveries, in anticipated future ;ecoveries
when we look at.them on a totél bééis‘or on an MMCF basis

in avvefy.Smallgportion of‘a:very large pool that is one of
the pools thatfﬁili be - fof wﬁich»a small number of wells
will be drastically affected under the EL Paso proposal.,

If we go ahead and Finish looking at the in-
formation that I've 1nc1uded on thls Exhibit Sixteen, so that
the Commissioners can understand the ‘reason that we're cb-
jecting to El Paso s proposal, the 1982 mean allowablestfor
these proration units are 1ndlcated to be 9194 Mcf per month
for the Hartman Feaeral Jalmat No._lg and 12,258.7 for both
the Getty 011 Company Sherrell NOe 10 and the ARCO Wells
"WN" No. ;!_because both the Sher;ell and the ARCO Wells are
on 160~acre‘pfo#ation units and the Hartman well is 6n a
120-acre proration unit,

If we look at 1982 éverage production in
Mcf éer month; én the Haitman well_it?s 9891; for the Getty
Sherrell Nb.'lo it's 1,052; and tfor.the ARCO well. Now
remember thét on the rate/time cufve that I -previously re-
v1ewed for you on the ARCO well, it was shut in for some
period of time during 1982, so this 1982 average production

is deceptlvely low for the ARCO Wells "WN" No. 1.

L

In anykevent, the 1982 productmon can be com;
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pared to the 1982 allowable with the results that are indi-
cated on the next line,

. The Hartman well made 108 percent of its
allowable. | .

" The Getty sher?ell‘lo made 8.6 percent of
its allowable, - | o

.Apd the ARCO Wells ﬁéde 26~1/2 of its allow=
able, | | o

.The estiméted original gas in place for the
present well only is 1747 MMCF for the Hartman Fﬁderal Jalmatj
1478 MMCF for the Getty Sherrell No. 10; and 13,150 MMCF for
the ARCO Wells “WN" No. l. This means, when comparing that
number with the estimated ultimate recovery, which we've al=
ready aiscussed, previously, we cdme up with indicated re-
covery factors of percent of original gas in place of 87.7
percent fér the Hartman Federal Jalmat Communitized No. 1;
8.6 percent.for‘the Getty 0il Company “JW" Sherrell No. 103
and éspsupe:céht for the ARCO Wells "WN" No. 1.

I think it's imporﬁant to recognize that

the Hartman well was drilled, 39 go 90, what's that, 41 feats
after the ARCO Wells "WN" No., 1 was, aqd yet even though

its original gas in place has remained -~ has been greatly

gas recovery factor on the same order of magnitude as the
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ARCO Wells, while the Getty Sherrell 10 is only get an indi~-

cated 8.6 percent of the originai gas in place.
if’&ou réallocate‘the reserves by imposihg?

an E1 Paso formula on these th;ee wélis,tWo'of which are on 
40-acre spacing and‘two of &hichjgie on 80-acre spacing, insé—
far as the dis#ance'betwgen weils,git is my opinion that the
probabilify;is_ﬁhat-Substantia;‘lééé"gese:ves will be reall&r
cated frOmiﬁhe Hartman well to one or #oth of these other'.'
wells. " | |

"% In that case thétﬁoffelative rights of the.
United States g§vernment and Mre'ngtman and his joint working
interest ﬁﬁﬁerg'will be violated iﬁﬂfavOr of the working iﬁ—‘
terest owners‘dﬁ the other tfacté;{ana“the'mineral owners on
the otherrt:écﬁs.

' Future well life'Ij;gn'out so that you could
see, at 1982 a;iowables, I ran ou£ s;ﬁ£hat you could see,:if
there were»po.changes in reserveS} what the minimum impact
would be étva.SO peréent,reducti&ﬁ below the 1982 allowablé‘
for 1983 aﬁd.into the indefinite;fﬁtﬁre.

There's a 22,2 Yéar 1life for the Hartman well
as is, andfit woﬁld go up to 2803'years‘if you go to a 50 pe£+
cent allowablevwith no reallocatioﬁ‘éf”reserves, so at the

minimun it will take Hartman 6.1 years longer to get his re-

serves than it would have.
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There will be n; impact on the Getty Sherrell

No. 10, 1It's at capacity now and will be so.-~ There's an
indicated 02 of a &éar increase‘ih life for the ARCO Wells
"WN" No. 1 in réducing to the 50 pe;cgﬁt of 1982 allowable
for 1983 gha beyond. -

Q '- f Mr. Aycock, whén:ycﬁ éxtend the well life by
6.1 yea;s; Qhatuefféct does it h;ﬁéhbﬁkthe cost of producing
the'gas?‘f-' - |

A Well, at the ver&ileasg it°s going to mean '
that there's an extra financial bhr@én'imposed on the working
interest oWnersfof that tract, bedaﬁéei;hey‘re going to have
to pay operétiné expenses for six'yearS”ionger to get the

same amount of'éas as they would have gotten in 6.1 years

less.
00  And is that economic waste?
& ' It's economic waste.
0 " would you now refer to what has been marked

as E#hibit'Numbér Seventeen and review this for the Commis-
sion?

&“ ‘ Do you want to pﬁtfdne of these up, Bill, so
ﬁhe audieﬁce daﬁ see? Do you have another one of these so I
éan talk ffomAthis one?

Q | Will you please feférvnow to Exhibit Number

Seventeen?
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A ’ Exhibit Number Seventeen is an attempt on
my part to provide the Commission and‘other interested parties
with my best estimate graphicaliyiof what the numbers that
I've just’reviéweﬁ with you mean.

if you wiil lqokfon the top row across, each
of the same wells ére in the same order as they appeared on .
the cross sections; that is, the'Hafﬁmén well, the Getty
Sherrellilo, and the ARCO 0il and:Gas Comﬁany“s Wells “WN“f'
No. l. | | | |

Oon the top row aré conveﬁtional semilog
graphs,'log‘rafe as a function.of5linear time for all three
wells,

On the bottom row‘ére‘donventional rate/cum
curves on a lihear scale and I want you -- I want everyone to
be certain to realize that the scalés are all the same, the
vertical and horizontal scéles are the same, because I want
you to be able to visually compare'.'ﬁhe area between curves
in ofder to get a feel for what #he burden is on the various
wells as -- by’feason of applying a formula that acts ih this
way. |

You will see also indicated are the 1982
mean allowables for, in the case of theée two wells, that is,

the Getty 0Oil Company Sherrell 10 ‘and the ARCO well, a 160~

“acre allowable is indicated by a horizontal bar on all graphs

S
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as well as the 50 percent of 1982 allowable for a 120-acre

‘nizing that this is a semilogrithmic scale, you come up with

2:2:0‘::::_1:»- ; .

and 160-acre tracts, ;espéétivg;ye
| $é~I want to méke'it_vgry plain that we have
taken acreagé into account, Mr.‘Keilﬁhin.
You will see that on the 1982 allowable, as
I pointed Ouﬁ'fﬁ yoﬁ, the Hart@éh;Weii»produced 107 percent of
its alibﬁaﬁlé in 1982, so extendiﬁé“ﬁhﬁﬁ aliéwable out is a
continuation of -a ﬁrgnd‘that isfaiféady there. |

When you drop it down to 50 percent, recog-

two to clock ﬁWb projections (sic);ibﬁé of which would be
if you continued at the 1982 ratéﬁand‘the‘other one would be
that if you restricted to 50 perééﬁt and come here, \\

% The pink is Coldiédfaé the area between the.
curves on”thelﬁartmaﬁ well and on}the'ﬁhco well, shon#g the
impact of‘ﬁheuapplication of a fé?m#laibf this type oh thoseA
two weils. ‘

Aﬁd there is no iméaét'on the Getty Shé?rgll
10 because the production is below -= it's a low marginafﬁ
: MO 2

well so it’s below any of the alléwéb;es.' r
. . A\
I call your atteition to the fact that t£e§§
. . . \

is a very small pink area for thefagcd:ﬁell, no pink area

for the Getty well, and an extreméifﬂlérge pink area for the

Hartman well,




10

11.

12

13

14,

15

6.

17

18

19

20

21

22

23

24

25

- serves because, as T indidated,previously, I cannot prove toz

you that the reserves will bg(real;ncéted,_but with the docu-

carry as & result of the operation nf a formula similar to the)

likely be to the detriment of this wello There'’s no foresee—
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Lo LED I have 1abe1éd these potentially lost re—f

mentation‘that“hés;been pronidéd nﬁieffective inter-well
drainage,'it iS'reasonable'ﬁo‘expeqt<that‘if you restrict the
allowgblerithaﬁﬂthe reéefveé §i1i.h§ reall@cated among the
weils;“: | L

Now, Mr. Aycock, tell me again, the pink

area is designed to show what?

A ) The burden to eanhjof“these wells == would

one El Paso has proposed.
0  -'And it shows the amount to which reserves
could be taken away at various wells,

A'_ . Recogn121ng that whatever happens, it w111 )

able way under what's been proposqd that this well couid be
helci° AThereés.%~ everything that could happen will impact it
negatively. ”
I will admit I db_nnt_-~ I cannot tell yogff
the Commission congcientiousiy hoﬁ mach of those reserves édn;
be lost. I have'made an estinate:of é-maxinum number, which

I will talk to you about in a minute, but in any event, I want]

you to understand that there == if there is any impact anywher

d

e
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it occurs in here, there can't be any impact here,
o . When you say hefe,<you meaﬁ -
A ] As. a result of reéﬁrictions and the loss,

either as a function of.time onlﬁ or actual physical reallo—'
cation to some other weii énd considerable loss of reserves,

Q0 You're séyiﬁg ﬁhe impéct will fall in the

B Tt will fall’diépr0porti§ﬁately on this weil
as compared to either of the other_ﬁwo.i'

Qv As to either Getty or the ARCO wells?

| Mr., Aycock, what is the alternative to the

curve depicted on Exhibit Number Seventeen?

A " You mean in terms' of management of the re-

servoir or in terms of -~ well, it's the proposal Mr., Hartman

has made,aﬁd which Mr. Nutter wiil“subsequently detail, which
involves ratablé,restriqtion of ﬁhé acreage allowables, so
that ali the wells maintain tﬁeirArelative same position és-
they.did have, vis—-a-vis the restricted allowakle., |
Q If ratable taking,took place, what would -~

how would it affect the pink areas depicted on Exhibit Sev?n—
teen?

‘A Well, the pink aréaézwould occur but they
would not represent potentially‘1o$t“réserves because every-

body would be restricted the same,f‘There would be =-- well, -
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everybody would have a pink‘area.
| It would not bela.huge pink area on one
well and a small one on one, and nothlng on the other; every~
body would have some pink.
Q. \=, Would realloeatlon‘of reserves occur under
the Hartman pr0posa1? v
A ‘.M;" : If it ﬁld, it would be 1nfinitesimally'
smaller than weeld‘likely dbcur'gnder'ﬁhe'formula proposed By
El Paso. g
‘Q‘ i‘f Will you now refer te Hartman Exhibit Eightein
and identify thls and explain what it shows? |
A 1”i Hartman Exhibit Number Eighteen is an attempt
on my part,to ﬁﬁantlfy what appearseto;be the maximum loss
in reserves that could take placee -
: let me approach the prev1ous exhibit again
so that yquecénﬁunderstand what I{ve'done on this, l
» on the right cum35ﬁr§ee, I've shown sums -
to e#plainteéonemic limits by diﬁﬁéreﬁtepoints, there wogld?
be no 1osSwinffeserves. So what f'&e“done is to take the: :i
area between the rate/time curves and say that that is a |
measure of maxlmum reserve loss that ceuld take place at each
well. That is where the two rate/time curves cross the 50 )

percent restriction and then say 1982 allowable. Okay?

. So what we re talking about is the pink areJ
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on the top line.

This is a t@bﬁlation.of the amount of poteﬁ—
tially'lost.resérves,at the very iéast delayed reserves, fof
the three wells»tﬁat have beén previqusl§ indicated on all of
our exhibits; ﬁhat»is, the Hartman Féderal Jaimat Communitized
No. 1g:the Getty Sherrell NoarIO)mand¢the'ARCQvWells "WNT No,

; _
1. 1Indicated are years from 1983, which represents nine

months; this is effective March 3lst,uasiyou'll notice,'throu%

1992, which is the last year in Whidh there is any indicated
potential:reserée loss by virtue'bf'fhe‘assumption that's
illustratedlon'the rate/time curves.

Theie is an amount of gas yearly and a cumu-

lative amount of gas at year end.

I call your attéﬁtion‘to the fact that on the¢

Hartman well there's a total indidgted potential reserve
loss of 438=miliion cubic feet of’g&é}that occurs over the
period 1983 through a portion of 1992,

| | There is no potehtiai‘reserve loss from the
Getty Sherrell No. 10. In other words, anything that happens
should help it rather than hurt i£;7‘

And there's a total reserve =-- potentiali-:“

reserve loss from the Hartman =- I‘méan, beg your pardon,

from the ARCO Wells "WN" No. 1, of 22,324 MMCF, which occurs

only during 1983 and 1984.
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So in tétal, of the total amount of poten=~

tially lost reserves of 437 - 438 plus 22, which is what,

460-million cubic feet of gas;A433'MMCF of that are Doyle

Hartman, which shows once again, whether these reserves are

lost or whether it causes an extension of life, it is the

furthest pdinﬁito illustrate.ﬁhé:ﬁﬁfair burden that's impoﬁéa
on the Hartman well as compared to ‘these two nearby and off=-
setting wells by an oparatlon éf a formula of this type.

g‘f"" Will the formulaﬁproposed by El1l Paso act to
impair Mfg.Haftman's correléﬁive rights? ”

A © It is my opinignﬂﬁhat,iﬁ.definitély will in:
the case of this well. ) '

0 Will you please refer to Exhibit Number
Nineteen, ddentify this, and e?plain what it shows?

'A -,'H The dlscussions which have occurred in:.the
past wiﬁh regara to competition and "common source of supply,
one of’;hé'answexs to the opefators of the more capable wells
has élways been, oh, well, don't ﬁorry about it, you'll get_
an undarproduced status and you'll get it back some day. ;

| Well, this is 1ntended to show that at least
for the Jalmat Pool, in which these three wells are completed
some day ig already here, These'points are the ==assuming  ‘
that the 1=1=70 cumulative producﬁion‘was correct, apparently

‘the New Mexico Engineering Committee drops the cumulative for
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wells as they are plugged‘and'abandohed, sé it is not --
you're ndt-able'té‘make any sénée:éﬁt of it without going all
the‘waj back'to Ehe;beginning;-sd weAwent back to 1970 to get

an approximation,

‘We - added -the yearly production coming forwaid

it at the cumulative equivalent to the midpoint of the year.

| You‘ll notice from 1972 through 1981 they
made what-appears to be a very nice_stralght line correla-
tion. We rééognizejthat from'1982Aand the available informa-
tion in '83 would not, because of the market restrictions thaf
El Paso has discussed at some 1engtﬁ today, so,&e did not
include those, |

If you extrapolate this curve to zero rate,
now we've already said that there ére,'adtually; thefe are
about 400 wells in this pool. TheAindicatéd economic limit -
of‘production is between 300 and 500 Mcf per mbnth, based on 
what'operators,have done in the past:

So if you took 400 and'multiplied that,
you'd be looking at someWhere around'200,000 Mcf a month, but
if you took it to zero, it would be 1815 Bef of gas. The
cumulative recovery-from‘the.pool, derived by the.assumption

I've already describedito you, is 1694 Bcf as of April lst,

1983, which said 93.3 percent of ultimate recovéry has already
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been produced,'and'thexe's only 6,7 peicent left,

| If you realloéate feserves from Mr. Hartman
or from.any dflﬁhe éﬁher fortunate feﬁ that have the more
capable wells, to the less capable wells, number one, the gas
may not: be there no matter whaf'tﬁeir accumulated uﬁderpro-‘
duction might be. Andiinaaddiﬁion, at the lo& pressures that
are opérative almosﬁ,invariably th:oughout)the pool, I'm not
aware of any that aré above séme 250 to 300 pounds; there may
be a‘few that are, because I've made no effort to comprehen-~
sivély study the entire Jalmat Pool. I have looked at a
lot of welis in over the past four years,_but I don't have =--
haven't studied anywhere near all of thgm.

In fhose cases, as any of you who are reser-
voir enéineers recognize, deliverability declines by a factor
that is conservatively two to three times the rate at which
reserves deéliue,rbecause one of them is a dynamic function
and the other is a static function.

So if you -=- even though viscosity ofthe

gas is low and we know that it probably is able to migrate

to 50 pounds to try to let the people who are underproduced
catch up, there is no way that there's enough reservoir energy

left to migrate the gas to their wellbores to let them pro-

duce it, so they don't produce it, and if they don't, a sub-
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stantial portionAof iticéuld be wasted. -
| ~'.‘vAv,t the least tﬁgir correlative rights will -

be substantially violated.

Q ’ Doesn'tvtﬁis éxhibit also show that we havév
a different set of conditions today then when the rules we
operate under were wr1tten° |

A "}'mhe rules were operative, as I believe Mra-:
Nutter testlfied, and I'm not positive ‘what Mr. Kendrick sa;d
about themg'but”l believe he said the same thing, they started
out when all thése pools were in flush étages of production,
and’wh@t you were talking about was'raally sharing the market
beéauéa‘aii £he wells, ﬁost of théfﬁelis, the vast majority
of them, I'm not going to puttan exact number because I haven!
looked to,seejﬁhat far back, but %hére”Was greaﬁly excess |
producing{cépadity, and there waéiflush production.

| Now you have a highiyldepleted reservoir.in'
which you have“én extreme spectruﬁ”ofTWell,capability and |
the 6ﬂky way you can make a formﬁia‘sﬁéhras that proposed byi
El Paso work is to restrict the wélis;:not just for theix
acreage, but restrict the good wells down to what the sorriesg
one will make in order to make avfofmula_like this work.

Mr. Hartman is not asking that he be given

violated, he's simply asking that the relative position that
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e 2. | everybody had when the‘market demand situation occurred; be-
i - : '

s

|

3 preserved and cérried forward intovthe future in a way that
4 is effective ;nd fair to everfohe}
5 ‘ Q . Is'Mr,_Hartmén égreeable to bearing his pro=-
6 pégtioﬁalwshare ofx£hé decreasé;inAdemand?
7 R A »Céfﬁéinly*ﬁéiiéyiﬁhich would be more gas be=
8 cause he has a‘bettef'well,_butuit would be a proportionate
9 decreaae’for everybody that’s the same.
i . 10 : 0. L Mr. Aycbck, will you refer to Exhibit Number
: 11 Twenty and.revieﬁ this for thekCommiésion? |
: 12 . A Ekhibit Number Twenty is intended to further
13 illustrate the nénlinear operation of a formula of the type
14 proposed by El Paso bn wells of bette:.than average deliver-

15 | ability, in that it shows you, if you took a percentage cut

16 | from -- from 1982 production as a function of adjusted allow-

17 able levels, if jouchave a 50, a 100, a 200, a 300, or a 400
} . 18 Mcf per day well, the reason for going to the 400,as you may

g 19 recall, I mentioned previusly that in 1982 a 160-acre pro-

20 ration unit was allowed to produce 403+ Mcf per day on én
21 |  average throughout the year.
22 So if you had a top allowable well with an

23 acreage factor of one in 1982, yoﬁ’wbuld have produced slightlly

24 over 400 Mcf per day.

25 | : . Okay, obviously, at zero, there'’s no ==
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the:e's no cuts.

At 50 there's no cut.

.‘At 100; if yoﬁ haa 100 Mcf per day well and
it was cut to 56,_cut‘50 per¢e§t, in other words the 50 per-
cent réduction that we've beén talking about,

'ifviou have a?lSQ&Mcfrpeflday well, if it’s
cut to 100 Mcf per day, it's cut a third, and if it's cut to
50 it's cut 66,7, and I think we have just heard, if my meﬁér&
serves me correctly, Mr. Nutter says that the allowable for
June ﬁnder the E1l Paso proposal for the Jalmat Pool is either
37 or 38 Mcf éer day.

So I think you see we're == where we are
with'rega:d to ﬁhe information, and so on down the line.

_ If you have a 200‘Mcf ﬁer day well in 1982
and you cut it to 200 you don't getfanything, but if you cut
it to 100, it's 50. If you cut it déwn to 50, you've cut it
75 percent.

| If you get down to.the bottom‘line in the
lefthahd column, which would be a top allowable well on a
160~-acre proration unit, you cut it 87-1/2 percent to get -
back to a 50 Mcf per day allowable,

If you take the June allowables that Mr,

Nutter has testified to, that's going to amount to over a

90 percent cut for a well on l60-acres that had top allowable




IEI EH&E’EEH ] !l!, L] ‘-!! I %g? o Bl s IIIUAIII L I..leﬁ’.. ;III

10

11

12

13

14
15
16
17

18

.19

20

21
22
23

24

25

~not‘just'pfopdfﬁionately but they get hit proportionally SR

- waste that Wilifoccur as a result’bf5anvoperational formula

231
in the Jalmat Pool in 1982,

Attached.to it isbthe graphic presentation =
of the same infbrﬁation, which serves to =~ just to reenforcg
the idea that ités.a very nonlinear.function; the better your
well, the*harder]you get cut undér this gype of proposal. , 1

' i'It's not proportibhal-to anythiﬁg. It’s'iﬁ}

versely proportional. The best wells get hit the hardest, .

harder the better they are. The better they are the greater:
the chanceé is that the correlatiﬁéfFﬁ‘ﬁhat there will be eithér

a violation of cGorrelative rights*éﬁ&/ék actual physical

of this types.
g ' If El Paso's apﬁlié&fibn is approved, what
impact will it Have on Mr. Hartman? -

A ' ° Disastrous.

v

0" -+ " How many nonmaréiﬁgiffactors are there in thy
Jalmat Pool? = A‘v.; |

A .-°7 I believe that tﬁefé”afe 6~1/4 nonmarginal
factprg in “the Talmat Pool at thefoésént time. One of thosé
is the ARCO Shipley No. 5, I belfé%é}*ﬁhich is a relative ==
all of these wells, by the way, we%é*dfilled as a result of -

the N@tufalﬁGas Policy Act of 1978%; Théy“re all relatively

new wells,
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0 2nd how many of these nonmarginal factors

. R R ST N ﬂ.:,n
does Mr. Hartman eilther operate or have an interest in?

A - ALl but the ARCO Shipley.
Q ;V.So-he would have?SséS;‘ |
A 1” ”He operates_4,233§f those 5.,25.
0 “'.JYoﬁ said éll>phésé wére drilled since NGPA?
A ves, sir. ¢

Q@;"-w How do the pricesqu:‘theAnew wells after

NGPA compare generally to the priceslbefére?

| A L Substantially iﬁ'ékcess of the price that .
was allowed for the wells that were drilled prior to the
passinglof_NGPA, as we all know,

0 Do these nonmarginal factors receive a higher
average price for their gas than the gas in the rest of the
Jalmat Pool?

A Yes.

0 . And what will be.cut first undexr El Paso's 1
proposal? |

A . By E1l ?aso’s - by Hra,Kendrick's testimonyv
under their formula I believe he said that your -- that the{
firstlwells‘cut were the last brought on and they were yoﬁr.
nonmarginal'ﬁellse | |

Q Did you hear Mr, Kendrick testify as to what

effect their proposal would have on the total volume of gas
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taken from thém?
A ,i ﬁeiieve‘he indicated he éidn't think it
would have any effect #pon them.
| 0 u So;'in-essencg,,whét‘ﬁhey are doing is cuttirg
the high priced wells. a :

A That's théveffectfbf”it; I'm sure they don't
probabiy ihtend.it to be that way, but fhat“s the effect of
it.’ ' |

0. " and what does thi§5d64tb the average price
for the gas that they take from those wells?

B It'#educes ita

Q. " And what affecﬁ'&oés‘that have on royalty:#s7?|
interest owners?

A, Réduces th¢ income of the royalty, the working

interest dwne;s; It reduces the éméunt~of severence taxes
paid to tﬁe State of New Mexico. ' It reduces the Federal
governnent's royalty. It reduces the State's royalty. It
reduces thé amount of income that‘f;ows_into the State of
New Mexico, to ﬁhich income taxes'ﬁili'be épplicablé°
Q " Mr, Aycock, do you»&dvise Mr. Hartman on '~

many éspedts of his busihess?

| A Yés, sir, I have'for about four years.

Q- In doing this, have you seen the contracts

for sala of gas to E1l Paso?
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‘& | I'ﬁe séen severai,qf them., I have not re=
viewed every one of them in absolute detail, but I've madé a
sampling of thém, yes, sir,

o What do these contracts that you hﬁve re=
viewed p#ovide.in terms of the,éﬁouhts‘tﬁat Ei Paso will take
from the Hartman wells? |

Al  El Paso is obligated to take the allowable,
Q - If El Paso’s applidafion is granted, what
will it do to the allowable? |

A . Will reduce it to 38 Mcf per day for the

0 " What will it do to their ~-

A It will be less than that for this well be-
cause he has less than a full proration unit; but for a full
proraticn unit it would reduce it, yes, it would reduce it
from ~-~ to 38 from 403 in the yeaf of_"83°

Q . So it woﬂld reduce their obligation to take
from this well.

A.  . Yes,

o Were Exhibits Thirteen through Twenty pre- -
pared by you or under your directioné |

.L Yes, sir, they wére,'

MR, CARR: At this time, Mr. Ramey,

we would offer into evidence Hartman Exhibits Thirteen througr
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2A ‘I‘wentyé | |
I 3 MR. RAMEY: Hartman's Exhibits Thir-
I 4 teen through Twenty will be’ admitieda
S o ] m. CZ.XRR:' And I tender this witness
H 6 for cross'e;cafflination.‘ EE
l 7. - ' . MR, 'P.I-&I\d:EIYa“ Any questions of the
: 8 | witness? Mr, Kellahin?
i :
i 10 | | CROSS EXAMINATION
| 4y | BY MR. KELLAHING " |
l n Q. My, Aycock, your testimony this afternoon
E 13 has been addressing a portion of the Jalmat Gas Pool.
14 | Have you made a similar study or comparison ‘
I 15 with any other of the prorated gas Dools in the southeast == |
I 16 B I have not, for lack of time, Mr. Kellahin,
17 And due to the f;ltgt' that because of Mr. Hartt
18 man's unusﬁal position in the Jalmat Pool it 'was of the gr’ea't": st
l 19 import;:ance to him, |
20 Q. ' You've indicated for us what the marginal=-="
I 21 I'm sorry, Ithe‘,ponmargix;al units v}ere that Mr. Hartman had
' 2 in thg Jalmat'. vCoul‘d you tell us".iln ;f.erms of numbers of
23 wells, comégcipg with the total 'niiibmb‘er' of marginal and non=
l 24 marginal wellé"in the Jalmat? What approximately is that
f 25 numf:er? | |
1
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A o I don't havé any ideé without looking it up.
Mr., Nutter mightvhéve,that infofmation handy.

I didn't, Mr. Kellahin, I did not in preparirg
for this preseﬁtation, we had io diVide_the work up in order
to get it dohe; and I did'not Qét'into'the statistical aspects
of it, .

Mr. Nutter, due to his well known experience
and familiarity with them, took that obligation and I took
the obligation of trying to analyée'where we were and be able
to illustrate where I thought we are,

Q El Paso’s Exhibit Numbef One shows a tabula¥
tion of.the Jalmat, the last column of which shows marginal
units of 294 and nonmarginal units of 11.

| You've talked to us about a total nonmarglnaL
units in the Jalmat of I belleve 6~1/4, was it?

A - These are =- these are -- these are those
that were indicated on Mr. Nutter's exhlblt, I believe, |
| o | Do you know approxxmately how many wells Mr
Hartman operates in the Jalmat Pool° |

A | Approximately, I'm going to say, about 66;
Qithout counfing° : -

0 " And of thbse‘approkimately 60, Mr, Aycock,

how many of those are classified nonmarginal?

A 7  If you'll wait just a minute, we'll look
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- Jalmat Pool, as I understand it, tney use a 100 percent

237
them up in the == infehe June:sehedule, okay?
63;&, there, in the‘June schedule on acreage
factors-there ere 6;25 nénmarginal and 308.44 that are margiha

Q. : If I understood your testlmony, the Jalmat.

sequently has been developed on- significantly less acreageel.

A o ; I didn't testify to that, but that is the 3;
fact, Théepoolrrules call for 64dfécres, but an acreage fééi
tor of one for allocation purnoseslls 160 acres,

Q}u':j” My only pecint was. to make sure what the
acreage factor @as. That's lGO_ac;ee;and not 640,

E“ uﬁ' Correct. T

o v:fIn applying« the pxoration formulas to the

".\ T

acreugé factor in coming up with tle allowableo
A” " Correct. B
o ~   And you've aiveﬁ!u8§aﬁ argument here this
afterncon wh? that straight acreage; or 100 percent acreage
formula is not 901ng to be a falr and appropriate method to‘e
apportion production in the Jalmat;esqwfar as Mr. Hartman
is concerﬁeﬁ,f - |

Ae” " It cannot if we're'attempting to prevent

violation of correlatlve rights, in my oplnlon, no, not at

1.

this stage in the life of the reservoir.
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0 . Youbwouldn't'hévé éhy argument with the con-
cept 9f prorationing.as a,réaspﬁable and fair conservation
nmethod as outlined in Ofde?“hb;“1670, do you, sir?

; A | | Mr, Kellaﬁin,gif'we'wgre talking about a
pool in the flush stagesxof p;oduction I would not, but we
are not talking about that type affsituation here,

I have no probleﬁ‘hith the concept of pro- -
rationing, or any other attempt to maintain fairness and
equity among the parties that are competlng in any business
situation similar to this, no,

Q:* - Inasmuch as you ﬁaVG*hot studied any of the
other prbrétéd_gas pools and certainly a portion of the Ja1¥

mat Gas Pool, wouldn't you think that your arguments this

rules applicable to the Jalmat Gas Pool that would more ade=-
quately allocate the production among the different operator5¢

A . Well, certalnly,thattcould be done, Mr. Kel-
lahln, but El Paso brought this appllcatlon forward that .
would be disastrous to my client. We did not,

‘ They chose to approach the Commission and

try to effect‘a -= @gsentially effect‘a change in the way of
operation;,a‘changé of the pool rulgs by asking for a change

in the operational rules themselves; so that amounts to

amending the pool rules as far as its effect on my client is
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- would have ‘the 'staff to get into’ it.,t{’

233.
concernad,
I agree with you that a better way to approac

it would be to look at each of the prorated pools and see

suit the current stages of depletion and production, and iiL
they —4 if ﬁhef -~ if any sYstem,cbuld;be derived that wdﬁld;
more nearly allocate the remainlng reserves on a fair basis:i
to everyone s as I recall, Mr. Ramey made it wery, very ap~
parent toﬁall“df us that were at'the~meeting in Hobbs that'j
concerned thlS matter, that':the chm1551on did not hawve a‘

staff to get 1nto thls type of effort, and he didn't antici=

pate that the Legistlature was hls budget sufficient that he

- I do agree that 1f ﬁhe 1ndustry were willing
to cormit the manpower and the resburces to it and make that_
inform&tiqn'available to the Coﬁﬁlséld;? it would be an ex;_i
cellent idéhwuv- L |
testimonyiat‘this time, Mr. Ramex{ﬁlh@?uld move to dismiss,.i
Hartman's appl:cationu . |

xﬁ[’ﬁlg I belleve that as he stated, a more appro~.
priate solﬁfiéﬁ for this particul&f”ntﬁblem is to address ;

the spec1a1 pool rules in the Jalmat pool and what he has'

done h@re‘today constitutes a collateral attack of Order No.

h

MR, KELLAHIﬁi- Bases upon Mr. Aycock|s

i
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1670¢
FofAthat_purpoeelﬁe would move to dismiss
his applioatioe; R |
| : HRQ“CARﬁs May it please the Comm13~
sion I would like to respond to thato;‘
El Paso came forward with a broad o

application that covers all the pools ‘in southeastern New

‘Mexico.,

Mr, Hartman came into this hearing
today and appeared before you not trylng to just stand before

you and scream about the particular problem in the Jalmat,‘

- but to come forward and propose'soﬁéthihg which is a reason?

able alternatiVe, which is'somethieq you can consider as'ghf
alternative'to the application of‘gi Paso Natural Gas. |
| Maybe iﬁfﬂr;*ﬁellahin's opinion
there is a‘morelappropriate solutlon to the problem, Maybe_
there are other ways that should be looked at, but just be-
cause Lhere are other ways it could be looked at are not
grounds for diemiBSLng an appllcatlon which stands properlfﬂf

before - you and in which you have Jurisdiction not only to

.entertain but to enter an order one"'

Ve submit there is no reason to

dismiss the‘oase at this point in time and to do so would

prejudice ‘the efforts of a lot of‘beople'to try and come
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‘Mr, RAamey, thank you.

241
forward to deal with‘you in a’8£raightforward, good faith
fashion, not only to tell fou what’s wrong with the other
side, but to come férward andftel; you how perhaps this pron
lem could be dgélt with, | .

MR, RAMEYé' Mr, Kellahin, your moti;n
is denied;

0 - ~Mr. Aycock, are youlgéing to deal directly
with the inforﬁétion and ca&culations thét went in to detefé
mining the . effect of your proposal upon the marginal and non-
marginal wellsg partlcularly in the Jalmat Pool, or is that
something that Mr. Nutter is going to address?

i ~ You mean ‘as far as the proposal that we”re.7
going to ﬁake, Mr. Kellahin?

0 - Yes, sir, how is that actually going to bé.fm

B, - Mr, == Mr. Nuttef"is going to make that pre=

sentation and-in detail, Mr. Kellahiﬁ, You'll be conpletely

stande

MR, KELLAﬁIN:*'I have nothing further

MR, RAMEY:  Any other questions  of

Mr, Aycock?
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* cross EXAMINATI@N
BY MR, RAMEY:
0 ' 'Mro Aycock,yéug.piﬁk == your pink area de-
pends on whaﬁ deéline -- what decline yoﬁ pu£ on the well,

A - No, sir.

Q No, sir?
A No, sir. Mr. Ramey, what I did on the Hart-

man well, I made a deliverabili ty analysis of the well and
I computed from the stand901nt of the rates that the 1982

allowable and at 50 percent of it, at what point it would not

" be able to make that allowable at the prevailing pressures

that Mr. Hartm#n“s well producés into the E1 Paso system,

The decline was a'sécondary effect; it was
not the prima:;ye |
. | On  the ARCO well and,oh the Sherrell well '~
I had to rely on decline curves analysis because I do not
have the body of proprietary information with regards to
periodmc observatlons of producing pressure and rate that Mr.
Hartman keeps as an integral part of hlS operation.

Am I making myself clear? Am I answering
your question?

0 | Well, you really ddAnot have the information

on the ARCO well that you have on the Hartman well?

A - No, sir, as I said in my regular direct
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E

testimony, I do not, and I h{_ad"' to rely on what was availabla’

3 to make my detéminations, -that"s ¢§'rrect,

4 Q. | - If you had that information would it in turn
5 1ncrease the pink area on the ARCO well, perhaps?

3 6 A I doubt that it ;fould, “Mr, Ramey, and I base

7 that on the fact that, as T showed yoﬁ on the rate/time

8 curve, it ‘appears that the well 'di'd'not produce even in the ‘

9 | months in which it was on product_.‘ivon,.in the year 1982, it

10 did not .pro‘duce_.‘anfwhere neaxr the;al_iow’able that it would

11 have =- :.t has lfor a 160-acre proi:atioh unit, and thé pro=

12 ductioh after the shut-in bounced way ‘}lro'ack up in thé first

13 | three months o‘f’1983, and what I ‘di‘d Wé‘s to take that prior

14 production ~and~_ the first three months of 83 and assume that’

15 | those represent -- prior to the shut-ins in '82 -- and as-
‘. 16 sume that those represent capacity'»_be’cvauseb of the producing
17 perform.énc:é' durihg 82, and I made _é decline curve, a rate/
18 cum decline curve out of that and"qorqp_w;ted what the performande

19 would be from that.

20 But, yes, I, you know, I'm not trying to =-

21 to kid anybody, I don't have the same type of information.
I S 22 I would much prefer to have the type of information that I
23 have for Hartman's well,

24 It might increase 4it.'. It might decrease it.

I do not know what might happen.
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0 . Well, it looks to mo your lines depend,
you're taking off from present production.
3 Well, sir ~-=
0 {, Production rato{;'
B -i“fwéll; I am on thé?Hoﬁfoan well, because, of

i

course, it.wasltop allowable duriﬁg'IQBQ. It produced 107
percent of its allowable, so I am on 1t,

" On the others X am not because they were not

top allowogle;ﬁﬁring that 1982, -I'm'aSSumin their capac1tys

Qv'liwf And you're progectlnq Hartman s well to pro~

duce, or it could produce at 182 production -

&f:,':- Until =-

Q - rate == -
&é'iij" Yes, sir, until’;;tq‘l' 5
Q; ‘t1‘~- for several oore years -

@6'),-' Until the dellverability e _

dl  l . Please let me finish my question, would you,

Mr., Aycoch? And so therefor, if productlon rates started de~
clining tomo::ow, that upper line QooldJchange, would it,not?'
A, lr'" Yes, sir. . |
,¢i' .l; Thank you. Thaﬁ?g?oll>l have.
| ” MR, RAMEY Yes, Mr. Nances

MR, NANCE: 'Mr. Chairman, Mr. Ay-

cock, I haﬁe»three brief questioﬁgi‘”'
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R
' CROSS EXAMINATION |

BY MR. NANCE: |

Q At the time that:the Hartman well was drillcd
which you indicated here was in your exhibiﬁ, were proration
rules. in cffect in the Jalmat Pool? | |

A j_'They were. . Mr. Hartmcn has never been allcﬁe
to pfoduce moie,than a 1l20-acre allcwable, and he does not
»desire:touproduce more than-a lZOéacre allowable,’

Q: - ¢ pid those rules include gas prorationing
accordjng to acreage allocation?

vaf_ " They did.

.Q¥  . And do you know if gas prorationing was in

A CIf it was, it was not ‘to the degree that it
is now” and we would == we have no problem with, you know,
with being penalized because we have shorter acreage. We
recogﬂize thatcthat‘s —— thct is the obiigation that was
underﬁaken when the well_waé driliedg‘

We are not asking, we have not applied for
and are not asking to produce the well at ca.pacity° We are -

asking to produce it at a relatlve alloWable for its. acreage

d

that is compatible with the other wells in the pool. That
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ig all.
o - Thank you. .I'm sorry, those rules did ex-
ist, didvthey'not --.
A  They dld exist at the time the well was

drilled; however, as Mr, Kendrick 13 aware, you re probably
aware, and many of the audience is'aware, effectively until
1982 it‘was almost an unprorated pbol.

As Mr. Kendrick himseif told me one time, thd
production is'Qhat the == the capacity is theiproduction foxr
most of the‘pooi. I believe thosgﬁwere'his words.,

0 o Okay, thank you.

© MR, NANCE: Thank yol, Mr. Chairman.

fom e
Vs -

RECROSS EXAMTNATION
BY MR. RAMEY:
0 © Mr. Aycock, you'Ve given us information on'
the Jalmat Pool, do you think this would apply to other poolsp
A - I suspect it would, Mr, Ramey, but I can't
give you a ¢onsciéntious ves to thgt because I really don't
know,

' MR, RAMEY: Any other guestions for:

Mr. Aycock? Mr, Carr.

MR, CARR: ©One further question,
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cused. Do you want to recall Mr¢ Nutter?

247
AN ,ar-m“, ;,uf
- REDIRECT EXAMINATIO_N
BYYMR, CARR:.
o . . Mr., Hartman's well 15 on 120 1n your example,
the otherftWS@are on 160. Why was Hartman s well drilled oh

120 1nstead of 160?

A; .; . Because he could not get the ==~ he could not
get . voluntary unltizatlon from the offsettlng party in order

to nmake a - full proration unlt, andﬁhejwas willing to do 0.,

MR, CARR;;;That's the only question
I have. | |
#,.< _} In other words,_##§;éh§rt proration unit is
not of his choice. It was the bégﬁﬁﬂé;could do.
That's what I'm trying to get across.
MR, CARR- That's all the questions
I have. .- . o -{ﬂf”?ﬂil

MR, RAMEYf rThe witness may be ex- ;.

MR, CAR3*? Yes, at this time I would

recall Mr, Nutter,

DANIEL S, NUTTER;,

being recalléa,as a witness and réﬁainipg still under oath,

testified asAfollows, to=-wits };{b
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REDIRECT EXAMINATION
BY MR.' CARR: | |
0 Mr. Nutter, would you explain to the Commis-
sion how Mr., Hartman's proposal qdu;d be implementéd?
A." Okay. What we'réiproposing, of course, is.

that evéry Wel@}would be classifiéd as a marginal well, and
that any cuftailment of productionidue to fluctuations in
market demund,dor increase in'production due to fluctuations
upuards in mgrket demand, wquld be.orchestrated by the pipe-
lines and not by the Division.

What weélre: going to/do is“base this fluctua-
tion on a base 1ine. The base line would be a combination
of two factors.from 1982, It would be the adjusted == the
average adjusted nominations for each of the prorated gas
pools in southeast New Mexico, which would be an average of ‘
the monthly adjusted nominations for the entire year of 1984;

It would also take 1nto account the top unit.
allowable for «= that was calculated for each of the months
in accordance with those adjusted nomlnatlons for each one
of those ppols._ L

. d‘Exhibit Number Tuentf;one is a tabulation

of nominations and adjusted nominatdoh}factors for each of

the pools,
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Q - ‘ ' Mr., Nutter, which exhiblt are you talking
~about? -

A7 I'm talking'abouf Exﬁibit Twenty=-one,

Qw-' - And which one is- that°

L”“_ ~ That's the one headed by the word "19827,

o ALl right.‘

K{- _ That's not the ﬁgaﬁioﬁe. You're looking at’

éééix
| Now the flrﬁt sheet -goes through June, The

second sheet goes July through Dacember, and the annual aver«
age'of nominations and acreage allocation factors for a factor
of one‘are;shown for each of the pools.
For example, the Atoka Penn Pool, now all bf ’

these nominations you have to add three zeros after the deci»
mal pointi g0 the Atoka Penn there was,188,000 Mcf nominated.
|  f'The acreage factq§§;:ypﬁ don't add any zeros

to those. uThosé:are the actual éc;éégéﬁfactors, go the aver-

age acreage factor -

the neat one there now.

0 ' Is this the one you Tre talklng about? -

&” " Mo, I'm not talking'about the neat one now.
o L ALl right,uwouldyyoé*gé back, then, and start
again. | I
k," '~ oOkay, so in othef'W§¥as, the Atoka Penn

average nominations for the month'éf -= the year of 1982 were
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~it's 188,000.

Two, then. We've got the averageladjusted nominations on

and then as soon as production for that month was in, you’d -

250
188,400 Mcf, o% beg_your'parﬁop,lwe;add three zeros -- yeah,
Thé averagé éoreage allocation factors were .
47, 205 per month, or a 11ttle over 1500 Mcf per dayo
- Now, we would take,these average adjusted
nomination‘facfors -= the averagevadjusted'nominations, aﬁdf;

these éferage factors, and we would_tﬁ:n to Exhibit Number -

here for 1982, the average adjusteﬁofactors. Now any month,
assuming thisothinngas in éffectziﬁ the month of June, we
would take'thay&une nominations'forfthot month, we would de-
rive a JuneAceiling, which would bolih*direct proportion to
the June nominations that the average factors were to the
adjusted nominations in 1982, | |

So our June ceiiipgvﬁould simply be in the
same ratio‘to 167 2 nominations that 47205 was to the adjusfed
nominations of 188.4. |

It's a simple ceilingG This ceiling wouid 
be applicable‘to any unit that had’ an acreage factor of oﬁé;”
This ceilihg would fluctuate eaoﬁ §on£h and be adjusted by
nomina’c:ionse I.think the appropriaﬁéothing to do in the pro-
ration schedule each month,fwouldvbo.to come out with a pré4o

limlnary ceiling, and that would be based on the nominations,
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three months later in the p:oration schedule you would have
an adjustédq or. a ﬁinal ceil;ng which:was‘applicable to the
wells,:v | | |

| Now, ény welivthaﬁﬂhad'an acreage factor of

less than one, any well that had a penalty factor, would have

that penalﬁy<factor applied\againéﬁrthpsé ceilings that are.

vmarked.6n7there; These are%monthly"ceilingse You'd divide

that by 30 to obtain what the production ceiling would be for

‘a =-on a daily basis.

© .. That's all‘there_iélﬁo“it, really.
Now, it's going £c5take some poélicing, Who
is going‘to_do the policing? ' ‘ : |
| As you indicated;.ﬁr;iRamey, at Hobbs, the
Commisgion5Wasn‘t in the poéition-to do the policing of
ratablé'takes,fdr all the nqnprorgtéd wélls in the southeast,
or for the curtailed production fﬂféﬁe éoutheast.
So I think it's going to be a combination
of twd,po;ice aétions_that are g&iﬁg tq.be necessary. ’
| :-It's going;to,beféécegéary for the producer
of a well, if tﬁe pipeline nominatipnéﬂare down 20 percent
in a qiveﬁ~ﬁonth from this base géiling? if the pipeline
nominatioﬁs are down 20 percent,,ﬁéiskgoing to have to watch'
his takesithaf‘fhe pipeline is taﬁiﬁgwfrom his wells, and if

they're taking more than -= if théyﬁre*reducing him more
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-knocking me down too nucha

~the pipeline to see that he's taking'your production., Pro-

than 25 percentihe's goinq to havéftb get on the ball and

call the pipeline and tell them, you' ce taking ~= vou're

”  If he sees alﬁeigpbor that's overproducing;'
he's géing to héﬁe to police his neighbors, also. I think~;;
that this thing should have a baiancfné period of about oncéa
a year, and the<proration‘sqheduléféﬁquld show wells thaﬁj
have excess'prdﬂuction, and ; thiﬂ§ 1ﬁ’§ going to be up to ﬁhe
operatots to bring pressure on thé pipeline or that if the :”
pipeline ié taking too muchvgas from offsetting wells, they’re
going to have to bring the ptessdﬁg‘dﬁ"the pipeline.

It's going to téké;gdme police action. 1It'’s
going to takéjéome action onthe:parﬁ'éf,the operators, bﬁt
it's bettéf(than having underpr&dﬁéﬁion build-ups cancelled. 

It's not a panacé$ bf“any means to the prob-=
lem, but f éhink it can be wérkedﬁéut ratably if operators
will.watghﬂthe production fr§m théiriweils and watch the prd—
duction from the offsetting wellsé*:' |

Police your neighbor's production and poliée

duction figures would be reported in the proration scheaulef
each month so you would be able to tell what the other quy

was doing.

Q ' Now, Mr, Nutter,“mr} Hartman is only pro-
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253i&g'*ﬁ4£

proposing this ‘on a tenporary ba51s, is that not correct?: g}
A o Well, until further order of the Commission.
I would hope that some day thlngs would work out where =« I

don't know, if--» I think some pools, I think for some poolsi

-this may be extreme right now for some of these pools.

QQ; But that could be resclnded at any time, :

Lo

' Eé“ﬁﬁfé This could be rescinded ‘at any time, and ifﬁ
somebodv comes up with something better, and a smoother way 5

to handle it, besvdes knocking everythlng down to the 1evel ;

of the most meﬁiocre well in the pool, why, that would be

L, -

fine,

ﬁf7’~ﬂf Mr. Nutter, were; Exhibits Twenty-one and

Rf,flff Yes, they were.

| MR.:"CARR} Qaéoihis time we would

offer intofbﬁidénce Hartman Exhih;‘_~éﬁéﬁty—one and Twenty%’§

two. 3 | l
&J;‘Hw I'd like to apologize for the conditlon of

Eyhibit Number Twenty-two, also. "advto hurry with that,_é

MRo‘RAMEx AAEXhlbltS Twenty-one and_;

Twenty«tooiﬁilifbe admitted. [P |
Qiﬂibif Mr. Nutter, do Yo To%&é'anything further to

add to yoﬁriﬁééiimony? B

A  No, I don't,
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' BY MR. RAMEY:

o | o 254
MR. CARR: At thls time we would

tender Mr° Nutter for cross examinationa

RECROSS EXAMINATION

o Well, Mr, Nutter, it sounds like a good. an-’
swer to unemployment, and outside- of that, I don't understand

it,

’ff I have to apolojfae Hﬁ% maybe my brain iswég

numb‘as’m& rea£fend is at this pd#h@{fﬁut would you go ovéf~“
this aqaiﬁ}\?leése? | 1. '

Ry;L }1 Okay. We've got the nominations for 1982
Thesé are averaéese We'lve got the average nominations for.-'

each of the pools for 1982. ~We havetthe average top allowefo

able acreage allocation factor, theiamount of gas that the

top we]l can =="in the pool wouldbgete;.
| The average nomxnatiohs in the Atoka Penosylu
vanian wefe 188 000 for the avaragé ﬁo;thly nominations .
Q ']L; Okay, that's the nomlnatlonse
#f‘--%' That®s the nomlngoionéa -
. oioThe average facﬁo?éﬂiouﬁhat pool for the yea:

1982 were 47;205 per month. Thatfévﬁhefaverage top ailowabie

for the vear.

Hﬂ.~:_1 Now, we'll say thié proposal was in effect
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in June. You want £o"determine a"rétio of nominations in
Juhe oijQB tb a céiiing in‘ﬁﬂne 65 '83, thch'is "X" and
nominations in 82 to a ceiiing‘in-aunea

So you simply say 188.4 is to 37,205 equals
167.2 éver “xw, Multiply 167.2 times 47,205, divide by 188.4
and you get 41 893, and that.would be the ceiling top allow=
able for June of 1983, if this system[were in effect.

This would.be thélceiling. The pipelines
would take marginal production but they'would not exceed thié
ceiling, If they did exceed it, this figure would be publlshe
in the proration schedule, and theoretically you’d have to
have some sort of a period in which you could overproduce,
and I'd say it would be on an annual.basisp that all of these
producing:figufes should not exqeéd ﬁhe cumulated ceilings
at the end of the year.

The pipelines wouldn“t be bound by it on a

It should smooth out.

| | And if their‘takes 7~.if their nominétions
go down to 100 in the month of July, then you'd take 188,.4
over 47205, or 100 times 47,205, and divide it by 188, and
you'd get a figure maybe 35,000 WOuld be the ceiling for

Ju1YAa

d

And then any acreage factors that are in

F




] ll‘l'lll aE O = BN EE . ‘I’ L] l—l I BN III. III‘EFIT Illl

10
11
12
13
14

15

16
17

- 18

19

20

21

22

23

24

25

there would bé applicabie also.
| Q‘i 7 So each weliiwould'bé ailo&ed to produce
‘41,895tin June in the Atdka‘Pénn?'
A, That would be the ceiling. That’s correct,

. you derive your 47205? That was the average top allowable

"against. So when you come to that == let's take the Jalmat

because it?s the nominations dompgrad to nominations in °82,
compared to the ~- the allowable;féétors in "82 compared to
a new céiling in v83, |

| That's sdmethinéilikellz or 1300 a day. No@,
if’you"ll.give me ~-- well, I®11 gétiit,

@ - Now, Mr, Nufter,lwhere did you == how did

for 19822

A . That was the average top acreage allocation
factor for 1982,

0 . And is that‘taking away marginal allocation?

A No, that's top ailéwable,

~ You want to find out what a ceiling should -

be for a’well, What we're reallyltrying to do is determine
what a éeiling should be for a well'andlhave~a figure that

you can apply short acreage factors and penalized allowables

there, on Exhibit Twenty-=two.

The calculated allowable for June, the cal-

culated ceiling would be 3922; divide that by 30 and you have
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v130 7 Mﬁf per daya

| Okay, that's for 160~acre unit, If you- have

a unit that has 80 acres in it it would be exactly half of ;i

that would be the ceiling.

”“f If you had a unit that ‘had 40 acres in it

it would be 1/4 of this, and so fomt'““w

;‘ff One of those blgf nits ‘down there with three

or four would get three or four times,that 3922,. prov1ding,

v

This would all be marginal productlon."Itﬁf

could proéﬁé@”ﬁ%jto this amount. nyt hing over that would be

shown in ﬁﬂéfﬁfbration schedule byi eing overproduced, and‘,

the Commi§§ibﬁUWOuldn°t shut“the‘%g LS in, but I think if i

someone came ,;ljust like we had ] e a few months bacﬁy-;.

you®ll recall, where we had a well th’tﬂhad received a penaxiz
allowable, and one of the operat ;théHoperator of the~&eli
_jiied allowable for that

well, and the offset operator blew?the whistle and they had

a hearlng to see if that well sho: a ,eﬁcurtailed, and I

------

‘in the pool, he ‘had a penalized allowable and they were taking

more than what they should, he would be exceeding his ceiling

.....
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- acreage factors that brought this kind of an allowable, then

. they get an acreage factor in proportion to the nominations

258
why the well should not be :educed or shut in,
| o | Okay, to arriverat the == in the Jalmat, you
arrived at 3922¢ ’Yéu took the 33@;2;,334,000 Mcf, I assume,

and divided by the number of wells in the pool to get ==~

A No, to get the 3922?,
43 Yes.
A .. No, what I did, I‘toQk ~= T gaid 1044.6 is

to 12,259_as‘33§¢2 is to "x", and "x" came out to be 3922,

é = Okay, then where did you get the 12,259?

A.  The 12,259 was ﬁhg average allowable in 1982
for a'laofac;elunit, the averageitopfalloWableo

0 _> ‘ The average top‘allowéble.

A  " Right. - Bécause égéin; we’re looking for a
ceiling aﬁd wénwant a ceiling rela#ed.to the ceilings in 1982/
This == this preserves the positiéﬁé'tpat peoplé had relative

to their ?ﬁ'their status in 1982,'ij they == if they had

this year for that type of an acreage factor. They get a

ceiling.

All this 1982 figure is for is to establish
a base line against which to compare future nominations and

determine future ceilings.

Now, we're puttihg a lot of faith in the
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~of the wells should share the 20 percent, so 20 percent of

then each well would take a 15~-day cut in production, and the

259
pipelings.when you go into a system like this. if they‘ﬁ&ﬁé”
a depréésed mérket ﬁhey sa} that #hey}are taking their cuts 
ratably) that they"re'doing‘it éhta'time share basis, or a
timé on basis, days-on/days-off basis, and we would assume
that if they had this ceiling that they would take their --
they would take their production §n a’time shared basis, based
on previous prodﬁctidn, and would not gkcéed the ceiling.

This is a system”df'faiﬁh.
o Do you think a #ime share basisv== time share
basis in proration of podls that have an acreage allocation
is taking ratably?
A : Well, now whét theyére -- yeah, I do, I do.

Because if you're == if your market goes down 20 percent, all

30 days is 6 days and each well would take a 6=day cut.in

production,

If they're reduced 15 days, or 50 percent,

time on and time off would be equal for all wells, and I think
this is in the interest of protecéipn of correlative righﬁso

0 I°11 let somebody else ask a question of
Mr., Nutter. |

MR, RAMEY: Mr. Nance.
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" RECROSS . EXAMINATION
BY MR, NANCE: o
0 Mr. Chairman, Mr, Nutter, a point of clari-
fication. The figure that you woﬁld be coming up with as an
average or excuse me, the figure that you would‘be coming up
with as a top allowable for each of these pools would be the

allowable == the éllowable for all wells in the pool with an

acreage factor of one.

A That®s the ceiliﬁgg It’s not really the al-
lowable. It would be a ceiling that they should not exceed.
And ==
| Q © what then are yod using as the baSié for
determining an allowable for each §f’the wells in the pool?
a They would be re&uceda either == you'd es-

tablish this preliminarily on nominations at some:point,

whenever this thing went into effect, and you'd take your --

your pgevious base, your 1982 average nominations and aver-
age factors,vénd the nominations for whatever month that was.
as they relate to that ratio of nominations to allowables in
1982 would be the starting point, and then if nominations
went down thé following month, yéq’d reclaculate that back.

to this 1982 ratio again.

You'd élways be working from the 1982 base
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lineo-

If-allowables'went down by 10 percent, thé
base line would.drop 10 percent, and presumably the pipeline
would reduceAits takes by 10 percent.

| The next month, allowables go up 20 percent
so the‘base line would go up'20 pércent, and presumably the
pipeline would increase its takes byA20 percent.,

0 : i'm still not suie'I understand where the
calculation of allowables themselves comes from,

ﬁ' Well, it would be the latest available pro-
duction, and Ydﬁ'd ~=- you'd ﬁake your adjustments on those,
and the pipeline would report the déys on.and the days off to
the oparaford The operator would look and see if he's getting
the 20 peréengé the 30 percent, or whéfever the number of
days on or off is supposed to be, to see if they're taking
his == the fair share of gas from'ﬁim;

0 - What basis,-then, do you envision as the
guideline for;the pipeline to use"in either producing or
shutting in wells in order to meet his demand?

k. ' Whatever basis they decide their market
demand was down. .

) No, I'm assuning ﬁarket demand is down.

A They know the percentage the market demand

is down and they would apply that to the production from the
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well, theﬁhisﬁoric‘prbductibn*from‘the well,
0.  Which wells do they' shut in?
A They shut in all the wells a certain amount

of time., It depends on the decreasejin'market demand, the
percent decline in market demand, or the percent increase in
market demandav If you get to == if you get to 100 percent
market demand then you can turn on every well and produce at

capacity, and it doesn't exceed these ceilings, fine. If it

" does exceed these ceilings, then I guess,and some wells are

not beingaprbduced at full capaciﬁy, other wells are being
produced'at*fﬁli capacity and exéess; then I think that they‘
are overproducing some wells, and:underproducing others, and
I think that's a case between the pip§liné and the'producer,.
then,

o | All in all, is ﬁ¢é §hat you’re proposing
here a rather radiéal departqre from the existing rules?

A . | It's feally not much different than what
you're doing riéht now with the marglnal wells. You're re-
ducing the takes ratably for marginal wells, I understand,
on a p@roentage ‘basis as your market declines.

The only thing this is affecting, really, is
five percent of the wells in souﬁheasﬁ New Mexico in impoSiﬂg
a ceiling on them rather than a top unit allowable. All thé

other marginal wells are going to-@peraﬁe the same way you're
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| ‘263“;
opératihg them right now; as I undefsfand your operation.
‘This ig == wefre changing the procedure for

five perqeﬁt of the wells instead of changing the procéedure
for 95 percent.of the wells. |

0 ) Are you sure that you trust the pipelineS"
to 1mplement somethlng like that?

A Oh, I have all the faith in the world in
your:and Babe,

‘Q' i“ Well, from the plpeline s point of view, to-
me right now, it looks like this would be an enormous night-
mare for us, to-try to == _ |

A Well, I think this is probably the crux of
the case heré tqday. I think that-you have found it incon=

venient to reduce'the takes to marginal Wells proportionately

- and you want to establish a top allowable that the Commlssion

will put some numbers in a book and tell you what to do.
I think that a lot of this is for pipeline -
convenience that wants you to reclassify all these wells as

nonmarginal, and I'm sure that it might make some additional

work on you. 'I agree with you 100 percent there, Mr. Nance,

Q With this burden placed on the pipelines,
what functioﬁ then does the Commission have in protecting
correlative rights and preventing waste?

A ' The Commission would have no more influence
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in the interest of protection of ¢orrélative rights,

inﬂprotééting‘c;rrelative rights than it has right now with
95 percent of tha.ﬁells'beihq Ciéséified as marginal, They
are not doing anything with those 95 percent that are max-
ginal. |

Now, on the othef'five.percent, if you had -
a real~go§é‘wel}'in the pool that got way over its allocated,
ceiling aﬁd it wésn“t back in iiné"wiﬁﬂin a year -- now remem-
ber we're only talking about flve percent of the wells at the
maximum = but if you had a well that got - overproduced.ité
ceiling and waéfnot'reasonably in line‘at the end of the Yeér,
I thlnh that the Commission would play a part in that an off-
set operator that felt he was being drained by that well that
was produclng too much could come in to the Commission and
ask for a hearing for that operator to show cause why = or
that pipelinepior maybe the operatorﬂgnd the pipeline, show

cause why proaﬁcﬁion from that,well'shbuld not be curtailed

That'’s where the‘CommiSSion would comed in,
The Commisgsion wouldn't be just éuﬁtipé’numbers in a bbok
every monﬁh and forgetting it. ﬁhét“é‘What they're doing
right.nDQ on @axginal wells, whidh‘ééngtitutes 35 percent of-
the wells, They‘fe puttihglthe ﬁumbers in the book and for-=

getting it. That“s the productlon, and that“s the next month|

allowable, the‘book says. And until the computer says that
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well isegciné back up to nonméréiﬁél; that's exactly wheee

keep them ihziihe to avoid.hav1ngpthose'hearlngs.

spective interests in these - wells;

265 -

it stays, marginei,'and nebody ever looks at the numbefsaf‘b;

'EThe Commission might'have a little more~ec;k
tive part in the future on the five percent of wells that are
real good 1f they start overproducing some asg against others°

They might- have ‘some hearings on a few theme

:Lﬁi It would be an i centive for a pipeline to

o ”=f Mr. Nutter, I'm'QQiﬁgﬂto ask one more ques—

tlon, a hypothetical guestion.

If three wells with similar ability are conn

nected to three different pipelines and the demand of those.

is sufflciently different that one of the wells is overproduce

and one of them is produced at its allowable, and the other
is underproduceag what effect can you see if that happens

on the correlative rights of the relative == or of the re=

E7 FAV? Well, I would 1magine,‘1f that were the case

the one that was overproduced would belong to the plpeline

that had the biggest demand, but thereawould be some place
along the 1ine that that operator weuld be brought in, and
that nLneline would be brought in to shew why that well .

should notvbe,curtallede

p

d

You probably woulﬁn”tfhave a situation where
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tute and it had ‘errors on it so I couldn’t introduce it and
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you“d take the underproduction from the underproduced w;;islg
and as I‘aaid before, add insult to igjury by taking his under
production away and giving it to thé guy across the streef'
that's overproduced. |

This is a travesty when this happens, I

think. It helps pipelines keep in balance but it doesn' t
protect-coxre;ative rights, and thls_system, where you' rg just
going to éurtaii without giving sﬁﬁe ailowable to him to heip
him so he’ doesn“t have to curtail '80. much, may be more in the
interest of protectlon of corrélative rights than cancella-f
tion and redlst;ibutlon of allowablqu

| | MR. NANCE:. Nb further qguestions.,

'MR., RAMEYs M‘r‘., Kellahin,

RECROSS EXAMINATION
BY MR, KELLAHINGS
1) Mr, Nutter, the handwritten exhibit, that's
Twenty-three, is it?

B - ’ . That's Twentyntﬁb;'

@ . . Exhibit Twenty-two? - When did you prepare
this?
E, ° " puring the recess. I had -- I had a substi-

I had to recalculate some thingsland'bring this one in, and
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"has a witness to put on, and with the number of people that
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I-just prepared. it during our last recess,

MR, KELLAHiN: Mr. Ramey, I have a
greét deal of réépect for Mr., Nutter®s ability.

I'm distressed with the fact that I
got this exhibit very late in the hearing process, and he put
a lot of work and effort into this, ébviouély, and i“m not .
in a position and surrounded by sbme.véry competent engineers
to have digested and analyzed thisﬁin_aAmatter of ten minuﬁega

| And I'mA;bnceined as to what the: g
pleasure of‘ﬁﬁé'Commiésion.is with regﬁrds to how to thoroughl
address Mr. Nutféx's proposal. iHEOn“t_think there's any way
to read tﬁe advertisement qr,the éppliéation Mr, Hartman has
filed.in~§hls'¢§se and be preparéd #b‘address the contents
of this exhibig¢. | -

and I aiéo*fealize that Mr. Padilla

aré here for various reasons and it's the end of the day.

My question is, what the pleasure
of the Commiséion is with regardé”to either £aking some time
to sit and discuss this in a receSs} Whethef you want to try
to crank through the case and finish it up this evening or
now; or whethef we're going to han.the time to do fair jus-

tice to Mr. Nutter's proposal.

Y

There are several things that come
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to mind., We can either continue the'case, I don'"t know w
effect that has on all the parties, and come back at aome-'d
other txme, or maybe it can be agreed upon that written comu-.

ments w1th1n ten days, or somethlng,-might address questionS'

raised of the potential solution'Mr'fﬂutter has come up Withé

I am very uncomfortable in the last\

hour of the day to address what tf”n,axstand Mr, Nutter~1nl.
good falth haS)proposed as a solut

lem, and I think we need some dlre

at this time~aé§to how you want to&

trying toiﬁuligﬁy way thréugh an

There aremétévious(commitments_I<hé&e

until wellﬁihﬁd;July.

MR.. CARR .Mr ?Ramey?

T MR. RAMEY X

;May it please the Commis~

sion, I undenstand Mr., Kellahin' sﬁxroblem, I didn't see’ the

exhibit untll just a few minutes%a,

I do appreciate your concern for .

getting the hearlng through. I thjnk that == T recognlze

hw_matter and if you deem

that adviseable, it may be in the"best'interest of reaching

a fair decision ‘and we would certainly not oppose a commentary

following;the,hearing, We would‘lm etto, if possible, wrap
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the hearing up. today. Theﬁ after you see the comments yoﬁ
think<it.merits reopeniné, then‘qf course, we would follow
youf debisione |

T think it would be helpful to go ahead and
wrap the hearing up,giprossibieyﬁaﬁdﬁthen have a comment
period as éuggesteda |

MR, RAMEY: Would you gb along with“

something like that, Mr. Kellahin?:

MR, KELLAHIN: I wondered if we might

have a stand'in'plaqe recess for just a few minutes and let.

me confer with some of the others here and see what they

think about it?
‘“MR¢?RAMEY§ I think that would be a

good idea,

wb'll hévé a five minute recess,

"~ (Thereupon a five minute

recess was taken,)

MR, RAMEY: " The hearing will come
to order, Mr. Kellahin, any comment?
MR, KELLAHIN: Yes, Mr. Chairman.

I would move at this time to strike Mr, Hartman's Exhibits

Number Twenty-one and Twenty-two as being outside the call of
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in southeast Mew Mexico.

. admitted and should remain part‘of'the record in this case.

other counsel on that question before you rule, Mr. Chairman?.
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s e 2
LM RS AT A

this hearing. We have not had a fair and reasonable opﬁ&f—
tunity to address this radicai déﬁarture and I think it would
-undércut4the concept of prorationing and we would oppose the
introdubtion.of the exhibits as being outside of the scope
of this applicaticno

| MR." CARR: May iﬁ please the Commis~-
sion, I'm sorry Mr, Kellahih}can“ﬁ take an exhibit and under-
stand it, but we have filed aﬁ application. The appiication

is to classify‘ag mafginal all gas wells in the prorated pools

o .With‘the application we don't file
every‘éxhibit and every detail. fhis'ié parE of the method
for impieﬁéﬂéihg a program whereby ali:Wells are classified
as marginal. They are relevant to the case.| They've been
admitted into evidence. Striking them would| tend to do nothing
but confuse the matter that.is before you and leave the case
before you whe;e,we are permitted to advance| our proposal

but not entitled to show you how it'worksg

We submit that the %xhibits have beer
_ i

MR. KELLAHIN: May we hear from

MR. RAMEY: 'Any other comments?

MR. NANCE: John Nance for El Paso.
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All I can do is support what Mr,'
Kellahin has said, that I believe what is proposed here is.
such a radical departure from the existing procedure andliéb'
so far beyond'the scope of what has been asked for in the{:
application by Hartman, that it should not be admitted. If'?
it has been admitted, it should be.strucka
MR. CARR$ ‘6ur'application proposéd:
a departure from eylsting procedures. The exhibits are to
merely tq show you how‘we propose to iﬁblement what we are£f 
propoaing;SSthipq,how we afe goi#QY£o imp1ement_our applidé;
tion. o
| _ MR, LOPEZ=;0ﬁeh Lopez., . We heliéve
the4twolé2hisi£s should remaiﬂ“a par£:6f the -exhibits ahd Wé:
see no more radical departure than the request of E1 Paso to
recla851fy 95. percent of thes wells in these pools.
| These exhibits .shed light and should
remain péft oflthe.exhiblts. _.
| ‘MR. PICKENSé ii agree with Mr, Lopez
that the; are ‘part of the record. ﬁe"ve‘had them discussed;r
I see no reason why they should be removed at this time. |
I would 1ike to follow up on Mr.
Kellahinsand say that certainly I wpu;d like to see an gppgrﬁ
tunitylfbr wriﬁten corments afte#?é#érfohe has had a chance

to analyze .it.
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| 272
; . MR, RAMEYs ﬁra.Kellahinp I've alreéd&
accepted the exhibits and I think I'll'stané with that.
| | What I am concerned with is do you
think yéﬁ can -adequately reﬁresent your clients with written
comments? | |
| MR, KELLAHiN£  I‘have sétidus reserva
tions abéut thaf, Mr. Ramey, We‘vetexamined the épplicétion
of Mr. Hértman ?riqr ﬁo thé'hearing-and«this is a total sur-
prise for us as. to what he proposes,'

With this exhibit I don't feel com-
fortable with trying to master this exhxbit in twenty mlnutesJ
even w1th the aid of a couple englneers that are sitting :
around me who are still havlng trouble understandipg what=——
whether this is.a féir'and reasonable‘approach, and with the
situation I'm in now, I'm forced to say that I'm not prepared
to cross§9xamine this witnéss wiﬁho@t some more time, and I
would so:rGQuest on behalf of my_diients that this case be
continuedgnd';eset for an aﬁpropria#eitime. |

| MR. RAMEfg~'quyou have any'com=
ments, ﬁrg"Carr? - | |

f ‘ MR, CARR3 'Nop I'm not going to take

ject and I recognize that.

I do think that it's unfair to say
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thét wé;qevtaken ~= oy to imply that we've taken unfair ad-
vantage of anybody. 'This is merely how we béliave our pro-=
posél can be fairly.implementedo

J I can't tell ycu =-- speak for whetﬁér
or not Mr, kellahin cai! cross examihe at this point, if he _
sayé he dannét, then that“s.something that you'll have to.,
rule qnuj

i MR, .‘Mo’m: " Mr, Ramey, Clyde Mote
from Amoéoq' I ﬁas trying to kaép qgiet but I'd like to say
a feﬁ»words‘before'yqu‘make‘avruliﬁé bn tﬁat.

We don’t.knﬁw‘in thé short period of
time we'?e had whether or noﬁ thiéihéips or hurts us, We
don't knéwfhbw it wéﬁld affect Amoco; ‘We-haven°t really had
enough time to consider it.

» I think x,woﬁld like to join Mr,.
Kellahin in séying we don't feeliﬁé can represent our client
in the sﬁort'tiﬁe this afternoon withqut having some period
of time to lodk at it and why don't we come back to cross
examine 6n”it;

MR. RAMEY}” Mr. Ives.

MR,'IVES§ Mr., Ramey, Andrew Ives
from-Souﬁhern Union Exploration,{ *I '

We also have not had the full oppor-

tunity to aééess the impact of this aspect of the case, and
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. proceeding,; we would request thaﬁjthe Commiséion consider the

274
the impact this aspect of the case might have on Southefﬁwww.
Union Expioratiph.

I do beiieve-tﬁat it might be appro;
priate for the Commission to grant leave to Mr, Carr to amend
the app;iqationvqf Mr, Hartman to gi#e‘qs an opportunity to
review in hriting,each of us, thevﬁropbsal suggested by the
testimony'here at the end of the day, and pe:haps after that,
allow a period qf time before theﬂéommission!for that,

| MR. LOPEia'fmfa Chairman, we have no
objection to tﬁe case beihgvcon£inued tb a fﬁrther date for
the cross examiﬁation and'éll, {'
| ‘;t's thé‘bosition of our clients that

it is ihdeed unfortunate that therefié a need to meet in ad-

tion between parties., We do feel that the proposal of Mr, -
Hartman deserves serious consideration and perhaps over the

period of time the hearing is extendedfthere;would be a
meeting of parties among themselves. ;

MR, NANCE: With any extension of thg

time critical nature of this prodeedinge The fact that the
problem has gone on for some period of'time and should be

solved as quickly as possible.

El Paso has proposed an implementatid
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daﬁe of quly lst for an order bﬁsed on its application,ﬁgﬁg;&
we feel that any continuation should be-within such a timé
frame as to allow that July 1Su date still to be kept in m1nd°
if we are to continue, a full hearlng, cross examlnatlon of
Mr. Nutter,.or'presentation of any other evidenéea we.would:.
hope thaﬁ that would be done within thé relatively near futﬁre

o - If there is to be a: perlod of time set a81de
for wrltten comments, similarly we would hope that that would
be done withln such a time frame as to allow a decision to be
made w1th a 1lst of July 1mplementatlon date still in mind.

| MR; RAMEY.. I can assure you, Mx, -
Nance, if this isn t settled todaya your July 1lst is out the
window. i

i.éhink %e*iefgoing to continue thesed

two cases till probably some time in the second week of Juiy°

It's impéSSible'now and Mr. Kelley would have to check with.
a definiﬁe date at this time, but if we could get those in-

out that:tiﬁe}éhé~so notify everyﬁod};?
! ;"A _ We cannoﬁ set a date today.
. Mr, Padilla?
MR, PADIL#A% Mf, Chairman, if I

understahd the chairman’s last statement, that you're going
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to now.cdntinue the case == S
v MR. RAMEY: Yes.
MR, PADILLA: I have a witness thaﬁf
I would like to put on now and gef that.over with, if I coula@
so that in the event that he hasico#fiict in July, then hé
doesn't ﬁave'tgfbé here necessarily. ggl
o At the éémé~£ime I was prepared té
move today to exclude the IndianiBésié Pocl -- Upper Penn
Pool from the application of El ?Aéo;.bn the basis that --
tha£ has!been presented no compelliﬁg é&idence by any of the
parties heré that that pool shouidLBe ==~ should change or any-
thing tofit amended or done to itfﬁrom,what it == how it's

being treated now.

El Paso certainly is not purchasing

interest there, in some of the wells there, but on that basis
they can:éomé infjugf likéfanyonelelsé-apd ask to be under
the current rules. . | |
| MRf”RAmEYi“ We will certainl?, you -
know, al;ow"you to raise thé.Qués#ion’of thé Indian Basin atv
the hearing in'July,'at the b@giﬂhingiof the hearing in July.
Ivhave no objéction to you putting |

on your witness now.

MR. PADILLA:s Well, let me confer
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wigh him,

MR, RAMEY: Provided he's short.

'
|

4 !

‘MR, NANCE: E1 Paso has no objection
at all to the witness being presented now, for purposes of
testimonjo

MR, PADILLA: Mr. Chairman, I don?t
think th;t we'd take very 1ong for testimony today.

MR, RAMEY: All right, Mr. Nutter

is excused, and Mr. ?adillay would you call your witness.

LESLIE Ds; SORENSEN,
being called as‘a witness and being duly sworn upon his oath,

testified as foilows, to=-wit:

DIRECT EXAMINATION

BY MR. PADILLA:

+

0 : Mr. Sorensen, for the record would you pleas;
state your name and where you reside?
i

A - My name is Leslie D. Sorensen. I'm from

Midland, Texas,'and I work for Moran Exploration, Incorpor-

ated, | ]
.'f 0 ' What is it thét &qu‘do f;r'Moran Exploration‘
Incorporated? | |
A I'm Division Production Manager, Permian

W
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'at which time I went to work for Texaco, Incorporated, in Mid-

Basin Diﬁisidnp which is located in Midland, Texas.

0 Mr., Sorensen, could you tell us what your
educatioﬁal background is?

j& . Yes, sir. I graduated from New Mexico STaEé

in 1970 with a Bachelor of Science degree in civil engineering

land, Teiasa and have spent the last thirteenlyears of my
life worﬁing for Texaco and others‘in the petroleum engineerin
end of tﬁe business. |

:Q_ Can you tell us_what your work experience in
the o0il énd gas industry as a petroleum engineer is?

A, - Well, Ifve been thﬁough'production, reservolixy
operatioﬁs, all of the aspects of petroleum engineering, I
feel,

| {g Are you familiar with the Indian Basin Upper
Penn Pooi in southeast New Mexico?
A _ - Yes, sir.:
| MR. PADiLLAe Mr; Chéirman, are the
witness”tcredentials acceptable?
| ' MRo RAMEY: Yes, they are, Mr.
Padilla..

.Q o Mr. Sorenéen, égnyfou generally tell us whyf

you are here todéy?

A Moran Exploration, Incorporated, objects to

g
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the premise that number one, El Pasoldces not purchase gas
fiom the Indian Basin Upper PennsYlvénian Pool; and number ;v
twoq we ére.influenced by an order which might be written by
the éommission héfe that’s févorab;e to El.Paso. We feel .
like'we éould be adversely cuttai;ed_ahd might possibly lose
reservesil | |

| | In other words, we feel that maybe our qo:«f
relativezrightswmay be wviolated,

EQ | Can you tell us what well or wells you operat]
in thé »% within the Indian Basin Upper Penn Pool?

A “We operate one wel;, the Mershon Com Gas
Unit, |

 §@ Let me refer yoﬁ to what we have beenbon what]
we have marked as Exhibit Nuﬁber:OnefA and have you identify
that for the Coﬁmission, please, y
A '~ Exhibit One-A is a ﬁ/z versus cum production
curve for our‘pérﬁicular'well; :'
?Q |  what does that == what does that show us
about the current status of your*ﬁell? |
,:& The current status of our well is in fact

ﬁa&&ihalé\aﬁd in the past year iﬁ-ﬁas,suffered quite'a de~

crease in bottom hole pressure as can be seen on this Exhibit

e

One=-A, which is a P/z versus cum curve.
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Q | Let me refer you now to what we have ma:ked“
as Exhibit Number One=-B and have you compare Exhibit One?ﬁu,
with the contents of Exhibit Onewaa-n ' o | -m:#
A " Exhibit One-B is a series of P/z versus cum
curves on surroundlng wells in the Indian Basin Upper Penn
Unit that directly offset us. i
: ~ And I think it reflects a marketabillty of
those wells to produce and produce very, very prollferous.Aﬂ
They are all, with no exception, all five of these P/z curves
show that these five wells are producing in an orderly, pro—.‘
bably an efflcient manner. They have a very gentle slope: .
and have gentle decline slope to the P/z curves, and they
also will point out thatithe, probably the ultimate recover1e<
will be in fact recovered by these wells°
foc'b. Mr., Sorensen, wholis the purchaser of the ==
also the purchcser of natural gas in the Indian Basin Upper
Penn Pool?z " |
:A{;':ﬁf The only produccr uhac I am aware of is
Natural Gas Pipellne. | |
:9‘7” L O your Lnowledge has Natural Gas Pipeline
Company communicated with you as to takes of gas other than
through nominations that they have'mgdeuto the 0il Conserva-

tion CommiSsiOﬂ?

a°  No, sir,
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0 | . Can you tell us(sqmgthing about the reégﬁsgir

qualities, the kind of reservoir that ghe Upper Penﬁ Pool is?

A - Well, as has beeh-preﬁiously stated during

this heafing, it's one of the bes£ reservoirs remaining_ini%ﬁ
the soutﬁeastern portion of the Staﬁe pf New Mexico.

- It's a very competitive depletion type re= '

servoir with'very, very good permeability.'

0 "+ What kind of perméabilities do you have in -
that pooL?
;x : Our well, based on drlll stem tests done

while the well was being drllled, support 4 to 4-1/2 milli-
darcy permeabilities., |

Q o What would happen to == to your well if'it'-
was shut:in for a period of time?f

;&' » I think based on*oﬁr‘P/z curve, and an ex-
hibit that we will place before thé Commission next, =-
fgi . Are you referring o what we have marked as
Exhibit Number Two? |

:k” s Yes, siro

;Q . Can you 1dent1fy what Exhibit Number Two is
and tell us what it is?

:A f " Bxhibit Vumber Two is a rate/time hlstory,

production history of the well since the well was drilled, oil

and gas,:the upper line being gas, the lower line being oil.




N a3 g TSI A

] II1=EIII [ lll. Il N BN B !!' L vlll I N R s III‘!FII LIII

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| 282 :
Q Does that == does that production history
reflect the'production of yoﬁr well?
- A Yes, sir.
0 Does it show that your well has been shut in
at some time? | | |
A - Yésp sir, during the period of June through

December, I believe it was, of 19804.9ur well was shut in due
to overpfbductiond Apparently at that time we were in a none
marginal'étatuse. | |
:  Vhen we were>a1iowed-ﬁd come back on line,
our prod§ction_never achieved the~l§ve1-at which it was pro-
ducing p#ior to the shut in order, |
Q- - Would you attribuﬁevthat to actual decline

in the well's reserves?

A No, I would not. =~
‘0.~ - Why not?
A I believe that it's possibly a function of .

reservoir, in that by being shut in for a period of six monthé,

in the qﬁality of reservoir thatiwe are in and the competitiw
ness of the reservoir that we are.’. in, I belleve that it's
possible that we suffered by that ‘shut in period of time.

By that I mean we suffered a decgease in bottom hole pres-
sure and pdssibiy a loss in reserﬁgs;l31t could be surmised

that possibly some of our reserves may be going across our
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lines and that’s the reason that I WQuld say it's reasonah$§g
to aésumé.thau our correlative rights may have been violateu
at that point in time, |

Q.- fﬂ Well, how would the proposal of El1 Paso :
Natural Gas affect your production from your well?
;A"f @9 I believe with the short period of time that
I have had to look at this situation, by reclassifying our
well as a nonmarginal well in a pool of that calibre, would
deflnitely hurt ‘our ability to produce,; )
| An underage situation acorual probably would
not make. any difference to us because ‘our well would not be f
capable of making up that underageo ?We are essentlally pro=:
ducing at the raLe that we can Droduce at todav, so any T
any accrual of underage would not help us in any way, I would
say. - |
- So I would =- I'aoulaualso say that we would
in fact loso those reserves, | . _.
S | " Does Exhibit- Number Eight submitted by EL -
Paso here suppoft the conclusxons that you draw as. to what
could occur in your well should El Paso s proposal be -
granted? 7 ..*~ . }séT“ﬂ
,ufif ”_!.Well, I'm not suééiﬁﬁéﬁ -= well, it would,
yes, yes;?ifiwé7were reé&assifiedﬂ%bfnoumofginal, it would

definiteiyuhurﬁjus, based on =- onvP/zuversus Q and a begin-
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ning deciine‘rate that we are suffering now.

‘Q‘ Let‘me -; let me show you El Paso’'s Exhibit
Number Eight, and'have you tell ﬁéjwhat the production mar-
ginal versus nonmarginal on that éﬁhibit shows?

A Well, as previously has been stated, thé‘
Indian Basin Upper Penn Gas Pool’is as'near to a well prdrated
gas poolsas‘there is in the Statevbf.NeWMexico, or at least
in the s&utﬁeaSt portion, if you'c0m§aie it to El Paso's Ex~'
hibit Numbér’Seventéen, which was,éheir ideal prorated éobl;
and I th%nk‘mr.lmutter alluded to‘fhatlin his testimony‘A‘

| FQ. A" Does that =- does that show —- does that ex-

hibit inqicate that there are somE'ﬁerribly good wells in’lA.
that Indian Basin Pool that couldia'cbnsiderable amount of
gas from'the pdoi wells if the pooled ﬁells wére classified
nonmarginal? : |

A I think it defini§é1y does. I think if you
will look at the number of wells.iﬁ'the pool and the number
of wells‘that‘gre cdlassified mafgin&1 énd the number of wells
that are‘classiéied nonmarginal,-I Selieve the El Paso ex-
hibit stétes°15;9 percent, roughly}gis’ﬁhat is being taken
from maréinal wells. The remaiﬁder'of-productioﬁ is takeﬁ-'
from nqnﬁéréinal wells, and if you Sayjﬁhaﬁ there is féughly

a 50/50 break in marginal versus nonmarginal, that has ﬁp tell

.

you that;theré are some awfully gbod'Wélls in there and there




[ Il‘!,llll [ lll. lll..lll Iil - ‘!’ M . l-l HE I . III"FIIA L

10

12

13

14

15

16

17

. 18
19
20
'  21

22

23

24

25

ness?

are some that are not so good.

;Q' . Going back . to Exhlblts One~2 and One-B,. and
especialLy_oneéA,.can you tell us&w@gtﬂklnd of effect on_ult;*
mate recoﬁerébié reserves EL Péso‘éf?;oposal could have oﬁg;;V
your well?l . | |

fficult to put it into

im-f-fg[ Well, it's really._@
numbers, but if you'll look at the decline on bottom hole ..... fff 
pressure, we stand to lose probably 30 “as a number off the

top of my headp maybe 30 percent of our reserves if == if

ot
"

we're curtailediand shut in, simplyuby the very nature oijﬁf

the wells?ﬁhatﬁére around us.

,anffﬁ“.Mr. Sorensen, do’ ﬁﬁhave anything furthérf"
to add to yburﬁﬁestimony today? j;

’myi-,lf‘No, sir,

MR. PADILLA. 'Mr; Chairman, wevténéér

Exhibits' OnewA, OnenB, and Two.

MR. RM&EY: gkh‘ibits One-A, OnesBy .

and Two wil’i b,é‘i",'admittede'

Are theﬁgméﬁyfquestion§zof this wit~

MR, PICKEngrfI have just a few
i , L et .
questions.

MR, RAMEYs Mr. Pickens.
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CROSS EXAMINATION

BY MR. PICKENS:

fg Mr. Sorensen,'I don®t have any real opposi=-
tion or anything. I'm Bob Pickens with Marathon and , of
course,Awe operate extensively in the Indian Basin Morrow and
the Upper Pennsylvanian resefvoirs.

| I would éay I concur with your analysis that
probably@the Indian Basin Upper Pennsylvanian Pool should not
be within the call of this hearing, because I would think it
doeén“t éoncern El Paso Natural Gasé} 

| It may concern Mr, Nutte?‘s proposal, but I
would li#e to see it excluded alsc if the Commission, and
the Chaifman concur with us,

For the record, in looking at the June pro-
ration‘SQheduie, what is thé acreége factor attributable to
the Moran Exploration Mershon No. 1?7

iA LI believe it is .58. 1It's on a 360-acre unif
It's a qustandard unit. |

"

[} Rather than 6407

A . That's right, .
o) Do you know‘what the April production that

was reported to that well is?

A .+ ‘No, sir, not off the top of my head.
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Q Would you acceét if I read you a numbegrgggﬁ
55,814 for the month of April? |
A I would take your word for that,
0 Like I say, I'm relying on the correctnésé»f

of the statistical record here.
And the June ailocatidn for your well is

likewise 55,418,

Do you know whaﬁ‘the_allocation for June fo#
nonmarginal'wei;s is in the Indiaﬁ;Basin Poél?
;K‘ | No, I don’t; not'dff'the top of ﬁy head. =
Jg " Would you accepngaﬁd I think it will show :
on Mr. NQtter's exhibits or perhaps on-the El Paso Exhibits,
the[number of 42,904 for nonmargiﬁailﬁélls for that month? .
A LIl accept thaﬁ‘unless it's proven wrong.
 5g ." Okay, what I am saying, in other words, in .
fact for‘tﬁe month of June your wéli:Will be producing more-
than the?prorated wells, the wells in a marginal status, is
that correct? | | |
!Av’ - If that number £s éor:ect, that sounds cor- .
rect, M | |
Qi and ‘Marathon opérates many marginal wells
in that‘field and séme of them will be producing more than

the prorated wells, and I did want the record to reflect that

g .

we are in a situation where possibly the method of determinin
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thé witnesg? He:'may be excused,

288
when a well is marginal and nonmargiﬁal needs to be looked
at,

MR, PICKENS: And this is without
going tokthe merits, but wé feel the Indian Basin Field should
not be pﬁrt of this hearing.

No further questions of the witness,

CROSS EXAMINATION
BY MR. RAMEY:
;Q Mr, Sorensen, your objections to El Paso's

applicaiion pertainsvonly to the Indian Basin Upper Penn?

A Yes, sir,
0 Yéu don't object to the other pools?
A I havemﬂo commént on that.

L0 Okay, thank you,

. MR, RAMEY: Any other questions of

And_thesé cases will be continued
until July the 7th énd if'we'havefany problem with that date,
we will %onﬁinue thenm after thaﬁl 'Thgt"s the date as of
now, |

The heafing will be adjourned.

(Hearing concluded.)
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