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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:04 a.m.: 

CHAIRMAN LEMAY: Good morning, t h i s i s the O i l 

Conservation Commission. We're here f o r our r e g u l a r 

p r o r a t i o n hearing. 

My name i s B i l l LeMay, Chairman. 

On my l e f t , Commissioner B i l l Weiss. 

On my r i g h t , Commissioner Jami B a i l e y 

r e p r e s e n t i n g the Commissioner of Public Lands. 

Our att o r n e y i s Carol Leach. 

Welcome t o the Commission hearing. 

(Off the record) 

CHAIRMAN LEMAY: C a l l Case 11,350, which i s the 

O i l Conservation D i v i s i o n on i t s own motion t o consider 

allowables f o r prorated f i e l d s i n New Mexico. 

Appearances i n Case 11,350? 

MR. CARROLL: Mr. Chairman, Rand C a r r o l l on 

behalf of the O i l Conservation D i v i s i o n . 

I have two witnesses. 

CHAIRMAN LEMAY: Thank you, Mr. C a r r o l l . 

A d d i t i o n a l appearances? 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr 

and Berge. 

We'd l i k e t o enter our appearance f o r Chevron USA 
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Production Company; Texaco E x p l o r a t i o n and Production, 

I n c . ; and Amoco Production Company. 

CHAIRMAN LEMAY: Thank you, Mr. Carr. 

Mr. Bruce? 

MR. BRUCE: Mr. Examiner, Jim Bruce from the 

Hin k l e law f i r m i n Santa Fe, representing Exxon 

Corporation. 

We have one witness. 

CHAIRMAN LEMAY: Thank you, Mr. Bruce. 

Mr. Kellahin? 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n . 

With regards t o the allowables, I'm here today on 

behalf of Marathon O i l Company; Oryx Energy Corporation; 

and Meridian O i l , Inc. 

I have two witnesses t o present. 

CHAIRMAN LEMAY: Thank you, Mr. K e l l a h i n . 

As usual, we w i l l be t a k i n g statements a f t e r 

completion of the allowable hearing. 

We'll do the allowable hearing on the basis of 

f i e l d s , and w e ' l l s t a r t o f f w i t h the D i v i s i o n p r e s e n t a t i o n . 

Mr. C a r r o l l ? 

MR. CARROLL: Mr. Chairman, you'd l i k e t o swear 

the witnesses i n before — 

CHAIRMAN LEMAY: Fine, l e t ' s do t h a t . A l l 
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witnesses g i v i n g testimony, w i l l you k i n d l y stand, r a i s e 

your r i g h t hand? 

(Thereupon, the witnesses were sworn.) 

CHAIRMAN LEMAY: You may proceed, Mr. C a r r o l l . 

MR. CARROLL: I c a l l Mr. Jim Morrow t o the stand. 

JIM MORROW, 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Morrow, w i l l you please s t a t e your name and 

residence f o r the record? 

A. My name i s Jim Morrow. I l i v e i n A u s t i n , Texas. 

Q. And w i l l you please set f o r t h your c u r r e n t 

p o s i t i o n and the d u t i e s of t h a t p o s i t i o n ? 

A. Yes, s i r , I'm working on c o n t r a c t w i t h the OCD a t 

t h i s time on some p r o r a t i o n matters and one rule-making 

proceeding. 

Q. And have you been employed by the OCD i n the 

past? 

A. Yes, s i r . 

Q. And i n what years? 

A. 1990 and 1991, and then again i n 1993 and 1994, 

f o r a t o t a l of about two and a h a l f , t h r e e years. 

Q. And what was your p o s i t i o n a t the OCD, and what 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

9 

were the d u t i e s of t h a t p o s i t i o n ? 

A. Chief engineer, and the d u t i e s were — one of the 

d u t i e s was overseeing the gas p r o r a t i o n system, and others 

included Examiner hearings and supe r v i s i o n of the 

engineering group. 

Q. Have you t e s t i f i e d before the O i l Conservation 

Commission before and had your g u a l i f i c a t i o n s as a witness 

accepted? 

A. Yes, s i r . 

MR. CARROLL: Mr. Chairman, I o f f e r Mr. Morrow's 

q u a l i f i c a t i o n s . Are they acceptable? 

CHAIRMAN LEMAY: They are acceptable. 

Q. (By Mr. C a r r o l l ) Mr. Morrow, have you prepared 

e x h i b i t s regarding gas p r o r a t i o n i n g f o r today's hearing? 

A. Yes, s i r . 

Q. And are they set f o r t h as what has been marked 

OCD E x h i b i t s Number 1 and 2? 

A. Yes, s i r , these are the — E x h i b i t s 1 and 2 are 

market demand and allowable determination schedules s i m i l a r 

t o those which have been prepared and submitted a t previous 

hearings. 

These are the t a b l e s we use t o come up w i t h a 

s t a r t i n g p o i n t on our allowables, an estimated allowable 

t h a t would be appropriate f o r each pool, and we use the 

same methodology here. We look a t previous p r o d u c t i o n f o r 
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the p e r i o d i n which we're going t o assign an allow a b l e , and 

use t h a t as a basis f o r e s t a b l i s h i n g an allowable f o r the 

upcoming p e r i o d . 

Point out t h a t these schedules t h a t we submitted 

were generated by the ONGARD system. This i s the f i r s t 

time since the ONGARD system has been up and running t h a t 

we've been able t o generate these schedules. 

Also p o i n t out t h a t the production shown, the 

average monthly production or pool sales f o r October 

through March of 1995, which i s the f i r s t column on each 

e x h i b i t , i n d i c a t e s production t o be lower than you would 

expect i t t o be, based on previous numbers. And i t i s low 

due t o some of the companies' not having r e p o r t e d t h e i r 

p r o d u c t i o n i n t o the system. 

That i s q u i c k l y being resolved. I t h i n k we ran 

t h i s schedule again i n mid-July and found t h a t on a t o t a l , 

p r o d u c t i o n had increased by 21 percent, and the numbers f o r 

each of the pools looked l o g i c a l . I t looked l i k e what they 

h i s t o r i c a l l y should have been. 

We — Do you want me t o go ahead or do you want 

t o — 

Q. Yeah, go ahead. 

A. We've proposed some adjustments i n these 

schedules, the ones t h a t a c t u a l l y are based on numbers 

which are not completely accurate. But by p u t t i n g the 
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adjustments i n t o the schedules we've come up w i t h 

allowables which are very s i m i l a r t o -- the same i n most 

cases, but very s i m i l a r i n the northwest, t o the allowables 

which are set now. 

So we thought t o s t a r t w i t h allowables, e i t h e r 

the same or s i m i l a r t o what we have now, would be a good 

place t o s t a r t , and then we could hear from the companies 

t o see i f a d d i t i o n a l allowable or less allowable i s needed 

i n any case. 

I f — You know, i f there are any questions about 

the way the schedule i s developed, I ' l l be glad t o discuss 

i t . As I sa i d , i t ' s s i m i l a r t o what we've used a t previous 

hearings. 

Q. So, Mr. Morrow, you said t h a t these f i g u r e s 

a ren't e x a c t l y accurate, due t o problems i n the ONGARD 

r e p o r t i n g system. 

Would more accurate numbers i n t h a t f i r s t column 

make any d i f f e r e n c e , due t o the f a c t t h a t adjustments are 

made i n the second column, i n your f i n a l c a l c u l a t i o n ? 

A. I t wouldn't have made any d i f f e r e n c e i n what I 

would have proposed out there i n those f i n a l columns, 

because I proposed adjustments which would make those f i n a l 

numbers, as I sa i d , s i m i l a r t o what the allowables are now, 

and the same i n many cases. 

So even i f we'd s t a r t e d w i t h d i f f e r e n t numbers, 
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we would have wound up w i t h about the same f i g u r e s as — 

t h a t we have i n the l a s t two columns. 

I would have proposed those F l and F2 f a c t o r s , 

the same as i s proposed i n these — t h a t were developed 

w i t h the not-so-accurate numbers. Okay. 

One other t h i n g I thought o f , the c l a s s i f i c a t i o n s 

f o r the w e l l s are probably inaccurate too. We r e c l a s s i f i e d 

i n December of 1994, ran the r e c l a s s i f i c a t i o n program, and 

i f w e l l s — i f a l l the production i s not i n , a w e l l which 

probably should be nonmarginal would be r e c l a s s i f i e d t o 

marginal, i f the system t h i n k s i t has not produced as much 

as i t r e a l l y d i d produce. 

So those c l a s s i f i c a t i o n s may be inaccurate, and 

we may a c t u a l l y have more nonmarginal p r o r a t i o n u n i t s than 

are i n d i c a t e d on t h i s schedule. 

Q. And on these e x h i b i t s , Mr. Morrow, when you r e f e r 

t o number of nonmarginal acreage f a c t o r s , they're r e f e r r i n g 

t o gas p r o r a t i o n u n i t s ; i s t h a t correct? And not the 

number of wells? 

A. Right, number of gas p r o r a t i o n u n i t acreage 

f a c t o r s . 

Q. Do you a n t i c i p a t e t h a t the next time t h a t we set 

allowables f o r the f o l l o w i n g six-month p e r i o d , beginning 

March of 1996, t h a t the ONGARD system w i l l have done a 

b e t t e r j o b of t r a c k i n g production? 
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A. I t ' s c e r t a i n l y looking b e t t e r t o me, and the 

r e p o r t s I hear are t h a t i t w i l l do a b e t t e r j o b , so I ' d say 

yes t o t h a t . 

Q. And proposals you l i s t f o r monthly acreage 

a l l o c a t i o n f a c t o r s on both E x h i b i t s Number 1 and 2, those 

you -- are not set i n stone, they're -- you regard those as 

a beginning p o i n t , r i g h t , t h a t i n d u s t r y can come i n and 

make adjustments t o , based upon evidence t h a t they present? 

A. Yes, s i r , I ' d say t h a t we — c e r t a i n l y w i t h no 

b e t t e r p r o d u c t i o n data than we have, we couldn't be 

completely accurate, even i f — You know, we don't have 

enough produ c t i o n data t o r e a l l y have a f i r m o p i n i o n out 

th e r e , and they can come i n and t e l l us what they r e a l l y 

produced, and you can l i s t e n t o t h a t . 

MR. CARROLL: Mr. Chairman, t h a t ' s a l l I have, 

and I o f f e r what has been marked E x h i b i t s Numbers 1 and 2 

i n t o the record. 

CHAIRMAN LEMAY: Without o b j e c t i o n , E x h i b i t s 1 

and 2 w i l l be entered i n t o the record. 

Questions of the witness? 

Commissioner Weiss? 

COMMISSIONER WEISS: Yes. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Jim, we deprorated some f i e l d s , I t h i n k , l a s t go-
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around. 

A. We d i d , and they're not on here, they're not on 

here t h i s time. There are four of them. I l i s t e d them 

somewhere, i f I can f i n d my notes. Burton Flat-Strawn and 

Carlsbad South-Morrow and Monument McKee-Ellenburger and 

one other one, f o u r of them. 

Q. Now, what's the status of t h a t ? How has t h a t 

a f f e c t e d matters? 

A. We suspended p r o r a t i o n t h e r e , because th e r e had 

not been any nonmarginal w e l l s f o r several p r o r a t i o n 

periods. 

Now, I have not looked t o see i f somebody got i n 

t h e r e and d r i l l e d a w e l l t h a t r e a l l y jumped up, i s making a 

l o t of production and — where i t should be p r o r a t e d . 

That's something we can do as we go along. 

But my f e e l i n g i s t h a t they're r o c k i n g along as 

marginal producers, a l l of them, as they have several years 

i n the past. 

Q. Are there any other f i e l d s t h a t could --

A. Well, you see some f i e l d s w i t h pools w i t h zero 

nonmarginal acreage f a c t o r s . But I would suggest we w a i t 

on those u n t i l we get the ONGARD system completely up and 

running and get your production i n there i n a t i m e l y manner 

and know t h a t our c l a s s i f i c a t i o n s are r i g h t before we 

consider d e p r o r a t i n g any a d d i t i o n a l pools. That would be 
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my recommendation on t h a t . 

But there's some we can look a t l a t e r on, 

p o s s i b l y w i l l be. 

COMMISSIONER WEISS: Thank you. 

CHAIRMAN LEMAY: Commissioner Bailey? 

COMMISSIONER BAILEY: No. 

CHAIRMAN LEMAY: I don't have any questions. 

Any other questions? 

I f not, he may be excused. Thank you very much. 

C a l l your next witness, Mr. C a r r o l l . 

MR. CARROLL: I c a l l Mr. Chris Williams t o the 

stand. 

CHRIS WILLIAMS, 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Williams, w i l l you please s t a t e your name and 

place of residence f o r the record? 

A. Chris Williams. I l i v e i n Santa Fe. 

Q. And Mr. Williams, where are you employed and what 

p o s i t i o n — 

A. O i l Conservation D i v i s i o n , Energy and Minerals 

Department, Gas Marketing Bureau. 

Q. And what are your d u t i e s i n the Gas Marketing 
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Bureau? 

A. I'm a n a t u r a l gas marketing s p e c i a l i s t . 

Q. And what are your d u t i e s as a gas marketing 

s p e c i a l i s t ? 

A. Part of my d u t i e s include the advocation of New 

Mexico-produced n a t u r a l gas a t the C a l i f o r n i a P u b l i c 

U t i l i t i e s Commission, the Federal Energy Regulatory 

Commission, and p a r t of my d u t i e s include doing economic 

st u d i e s f o r the D i v i s i o n — or f o r the Bureau. 

Q. And as p a r t of your d u t i e s do you look a t 

pro d u c t i o n trends and market trends regarding New Mexico-

produced n a t u r a l gas? 

A. Right, yes, I do. 

Q. And are you prepared t o make opinions today 

regarding the a b i l i t y of New Mexico n a t u r a l gas t o f i n d 

those markets? 

A. Yeah, opinions. 

Q. Mr. Williams, have you t e s t i f i e d before the O i l 

Conservation Commission before? 

A. Yes, I have. 

Q. And have you had your q u a l i f i c a t i o n s accepted by 

the Commission as a witness i n these matters? 

A. I be l i e v e so. 

MR. CARROLL: Mr. Chairman, I o f f e r Mr. Williams 

as an expert i n n a t u r a l gas marketing matters. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

17 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

Q. (By Mr. C a r r o l l ) Mr. Williams, you've prepared 

e x h i b i t s f o r today t o support your conclusions regarding 

the a b i l i t y of New Mexico Natural Gas t o f i n d markets? 

A. Yeah, these — Yes, I have. 

Q. And these are marked as OCD E x h i b i t s A through D? 

A. Correct. 

Q. Copies of which may be found on the back table? 

A. Right. 

Q. Could you r e f e r t o E x h i b i t Number A and t e l l us 

what t h i s e x h i b i t shows us? 

A. E x h i b i t A i s j u s t a — i t ' s a graphic — I t ' s the 

graphs of a l l the production since 1989, by year, by month, 

and w i t h 1994's data, which i s o f f of the ONGARD system, 

i t ' s approximately two percent o f f f o r 1994. 

Q. Why i s i t two percent o f f ? 

A. Because about two percent of the volumes have not 

been r e p o r t e d y e t . 

Q. And what volumes are they t h a t haven't been 

re p o r t e d yet? 

A. There are about three or fou r l a r g e r independents 

t h a t have not been reported y e t . Their p r o d u c t i o n w i l l 

b r i n g the graphics -- the graph — up a l i t t l e b i t , not 

much. I t w i l l go from about 1.421 TCF, t o t a l f o r the year, 
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t o about 1.45. 

Q. Okay. Let's move t o E x h i b i t B. What does t h i s 

e x h i b i t show the Commission? 

A. E x h i b i t B i s a breakdown of the d i f f e r e n t types 

of n a t u r a l gas produced i n the State, using the San Juan 

coal seam and the San Juan conventional and the Permian 

conventional and the Permian casinghead, which are always 

combined f o r us. 

Q. Let's move on t o E x h i b i t C, and what does t h i s 

e x h i b i t show the Commission? 

A. This i s j u s t s t r i c t l y a graph of coal seam 

pro d u c t i o n i n New Mexico since 1989, and i t shows the 

s i g n i f i c a n t r i s e and the s i g n i f i c a n t p a r t of our 

pro d u c t i o n , which i s now made up of coal seam. 

Q. And l e t ' s move on t o E x h i b i t D. 

A. E x h i b i t D i s a model t h a t we use i n the Gas 

Marketing Bureau t o t r y and p r e d i c t production. And i n 

1994, was probably the worst year i t had at p r e d i c t i n g what 

pr o d u c t i o n would be. 

Q. So i n 1994 we pr e d i c t e d — we were o f f by about 

what? 100 m i l l i o n — or 100 b i l l i o n — 

Q. Yeah. 

Q. Mr. Williams, do you have any general 

observations regarding market trends i n C a l i f o r n i a and 

elsewhere f o r New Mexico n a t u r a l gas? 
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A. Well, i n C a l i f o r n i a the problem t h a t New Mexico 

i s running i n t o i s the competition w i t h Canadian gas t h a t 

comes down the P a c i f i c Gas Transmission p i p e l i n e . Right 

now, from what I understand, we're a c t u a l l y g e t t i n g back 

about 300 m i l l i o n a day on our d i f f e r e n t p i p e l i n e s . We've 

l o s t 300-million-a-day market share i n C a l i f o r n i a , due t o 

PGT's expansion. 

Q. Mr. Williams, i s i t your o p i n i o n t h a t p r o r a t i n g 

p r o d u c t i o n i n New Mexico i s somehow r e s t r i c t i n g New 

Mexico's a b i l i t y t o f i n d n a t u r a l gas markets? 

A. I don't t h i n k so, not at the present time. 

Q. And why i s that? 

A. Right now there's so much gas and gas competition 

i n C a l i f o r n i a and other markets a l l over the US, we have an 

oversupply of n a t u r a l gas, and there's less demand, so 

p r o r a t i o n doesn't r e a l l y have any e f f e c t on i t . 

Q. Do you have any other comments or observations t o 

make t o the Commission today? 

A. No. 

MR. CARROLL: Mr. Chairman, t h a t ' s a l l I have of 

t h i s witness, and I o f f e r what has been marked OCD E x h i b i t s 

A through D i n t o the record. 

CHAIRMAN LEMAY: Without o b j e c t i o n , E x h i b i t s A 

through D w i l l be admitted i n t o the record. 

Questions of the witness? Commissioner Weiss? 
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COMMISSIONER WEISS: Yeah, I have one, Chris. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I s there a need f o r p r o r a t i o n today? 

A. Probably, i f you're s t i l l j u s t going t o consider 

c o r r e l a t i v e r i g h t s . I n terms of markets, I don't t h i n k so. 

COMMISSIONER WEISS: Thank you. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. Did you look a t any p r i c e f o r e c a s t f o r 1995? 

A. We have — Yeah, we've looked a t p r i c e f o r e c a s t s . 

We'll be lucky t o get $1.20 wellhead netback f o r our gas. 

CHAIRMAN LEMAY: Anything else, Commissioner 

Bailey? 

COMMISSIONER BAILEY: No. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Williams, I n o t i c e t h a t you — The Bureau has 

p r o j e c t e d s l i g h t d e c l i n e from 1994 t o 1995 i n prod u c t i o n . 

Have you a reason f o r t h a t , or — 

A. The reason f o r the decline i s , we have l o s t a 

l i t t l e b i t of the market share i n C a l i f o r n i a , and r i g h t now 

the coal seam w e l l s and most of the San Juan w e l l s , they're 

on l i n e and going as hard as they can. So we don't r e a l l y 
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see an increase i n production. And w i t h p r i c e s as low as 

they are r i g h t now, we could see a decrease. I t h i n k we 

w i l l see a decrease i n production. I t won't be much, but 

i t w i l l be a l i t t l e b i t . 

Q. Mainly due t o --

A. — p r i c e . 

Q. - - t o market forces, l o s i n g some of our market, 

and then some operators s h u t t i n g i n supplies because of low 

pri c e ? 

A. Right, r i g h t . 

Q. But there again, those t h a t want t o s e l l gas can 

f i n d a market w i t h c u r r e n t 636 implementation? 

A. Right, they can f i n d a market. I t ' s j u s t , are 

they w i l l i n g t o take, you know, very low netbacks? 

CHAIRMAN LEMAY: Thank you. 

Any other questions of the witness? I f not, he 

may be excused. 

Thank you very much, Mr. Williams. 

MR. CARROLL: That's a l l I have, Mr. Chairman. 

CHAIRMAN LEMAY: Thank you, Mr. C a r r o l l . 

I u s u a l l y ask i f there's a preference f o r t a k i n g 

the southeast f i r s t or the northwest, sometimes people have 

plane connections and so f o r t h . 

Mr. Kellahin? 

MR. KELLAHIN: Mr. Chairman, i f I remember the 

STEVEN T. BRENNER, CCR 
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r o t a t i o n , I bel i e v e i t ' s the northwest's t u r n t o go f i r s t . 

CHAIRMAN LEMAY: Okay, thank you. We s h a l l honor 

t h a t f a i r n e s s d o c t r i n e and take the northwest f i r s t , so... 

Many times w i t h the northwest, the p o l i c y has 

been t o take a l l pools and j u s t work w i t h a l l pools i n the 

northwest on testimony. 

So Mr. K e l l a h i n , do you want t o s t a r t w i t h the 

northwest? 

MR. KELLAHIN: Thank you, Mr. Chairman. I n f a c t , 

t h a t would be our proposed plan. 

I'm going t o present Mr. Jim Fraser, who i s an 

engineer and the i n d i v i d u a l w i t h Meridian i n Farmington 

responsible f o r the prorated pools i n the northwest. He's 

made presen t a t i o n s before, and I've asked him t o make a 

pr e s e n t a t i o n today. 

CHAIRMAN LEMAY: Thank you. 

JAMES FRASER, 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Fraser, f o r the record would you please s t a t e 

your name and occupation? 

A. My name i s James Fraser. I'm a pro d u c t i o n 

manager f o r Meridian O i l , I n c . , i n Farmington, New Mexico. 
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Q. As a production manager, i s i t your 

r e s p o n s i b i l i t i e s and du t i e s t o t r a c k Meridian's p r o d u c t i o n 

w i t h regards t o the prorated pools i n northwestern New 

Mexico? 

A. Yes, s i r , i t i s . 

Q. And based upon those d u t i e s , do you have 

recommendations and opinions f o r the Commission w i t h 

regards t o the l e v e l s of allowables on a pool basis f o r 

c e r t a i n p r o r a t e d pools i n the San Juan Basin? 

A. Yes, s i r , I do. 

MR. KELLAHIN: We tender Mr. Fraser as an expert 

witness. 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

Q. (By Mr. Kel l a h i n ) Mr. Fraser, i f y o u ' l l take our 

e x h i b i t s — and I apologize f o r not numbering; t h e y ' l l be 

numbered i n sequence, s t a r t i n g w i t h Number 1 through Number 

4 -- have you also, Mr. Fraser, examined the p r e l i m i n a r y 

schedule issued by the O i l Conservation D i v i s i o n w i t h 

regards t o the prorated pools i n the San Juan Basin? 

A. Yes, s i r , I have, and t h a t r e s u l t s i n our f i r s t 

e x h i b i t , E x h i b i t Number 1, where we — f o r the thr e e major 

pools of the northwest p o r t i o n of New Mexico, the Basin-

Dakota, the Blanco-Mesaverde and the Blanco-PC -- we have 

l i s t e d on E x h i b i t Number 1, f i r s t , the OCD value, and then 
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our adjustment and f i n a l l y the recommended monthly pool 

all o w a b l e , by j u s t adding the f i r s t two l i n e s . 

Q. Based upon your analysis and review of the 

D i v i s i o n ' s reported production volumes f o r those t h r e e 

pools, i n your opin i o n i s t h e i r r e p o r t , as presented i n 

t h e i r e x h i b i t today, accurate? 

A. No, s i r , I t h i n k s i m i l a r t o other witnesses, the 

OCD values are s i g n i f i c a n t l y understated f o r the reasons 

t h a t I t h i n k other witnesses have mentioned. 

Q. Describe f o r us how you then have gone about the 

method of p r o v i d i n g an adjustment t o those t h r e s h o l d 

allowables by the D i v i s i o n and what i n your o p i n i o n i s the 

ap p r o p r i a t e f i n a l monthly pool allowable t o be e s t a b l i s h e d 

f o r these pools f o r the next p r o r a t i o n p e r i o d . 

A. For the Basin-Dakota, as shown on E x h i b i t Number 

1, I recommend an adjustment of 3,497,565 MCF per month, 

which gives the t o t a l allowable f o r the pool of 9.5 BCF. 

Q. Why have you done tha t ? 

A. Well, I -- Let me f i n i s h E x h i b i t 1, and then 

w e ' l l go through E x h i b i t 2 and 3 t o show the j u s t i f i c a t i o n 

of the numbers. 

The Blanco-Mesaverde I'm recommending s l i g h t l y 

over a 5.5-BCF-per-month adjustment t o a t o t a l of 17.7 BCF 

per month. 

And f o r the Blanco-PC South, I'm recommending an 
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a d d i t i o n of about 300,000 MCF per month, f o r a t o t a l of 1.2 

BCF. 

The basis f o r t h i s , as shown on E x h i b i t s 2, 3 and 

4, i f you t u r n t o E x h i b i t 2, please, E x h i b i t 2 i s a 

c h r o n o l o g i c a l estimate -- p l o t , i f you w i l l -- of the 

Basin-Dakota Pool production from January of 1993 through 

A p r i l of 1995. I have estimated production from January of 

1994 through A p r i l of 1995, due t o the aforementioned 

i n c o r r e c t values on the ONGARD system. 

What I've done i s taken Meridian's p r o d u c t i o n f o r 

t h a t time frame, which I do f e e l very comfortable i n , 

grossed t h a t up by what our h i s t o r i c percentage of the 

pool's production i s , t o get what I t h i n k i s the t o t a l 

pool's production f o r t h a t time frame. 

As you can see, I t h i n k the Basin-Dakota has 

averaged about 9.5 BCF f o r the l a s t s i x months, t h a t being 

the w i n t e r of 1994/1995, which would be very comparable, I 

f e e l , t o t h i s coming wi n t e r ' s production. The s t r a i g h t 

l i n e t h e r e i s a c t u a l l y a 9.5 value, which, as I mentioned, 

i s the October-1994-to-March-1995 average p r o d u c t i o n , based 

on my technique. 

Therefore, my recommendation o f f of page one i s 

simply t a k i n g the same value of production which I t h i n k 

occurred i n the w i n t e r of 1994-95 and s e t t i n g the allowable 

t o t h a t l e v e l , f o r the Dakota 9.5 BCF. 
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Q. A l l r i g h t , s i r . Let's look a t the next pool. 

A. On the Blanco-Mesaverde, which i s E x h i b i t Number 

3, I've employed the same technique, where I simply take 

Meridian's production f o r the pool, gross i t up by our 

h i s t o r i c percentage of the pool, and a r r i v e a t what I t h i n k 

i s the t o t a l pool's production f o r the same time frame. As 

I mentioned, anything from January of 1994 through A p r i l of 

1995 i s an estimate based on t h a t technique. 

As you can see by the s t r a i g h t l i n e t h a t I've got 

f o r the l a s t w i n t e r time frame, October of 1994 through 

March of 1995, I believe the average p r o d u c t i o n f o r the 

Mesaverde was 17.7 BCF a month. That's s i g n i f i c a n t l y 

d i f f e r e n t than what i s reported on the OCD's E x h i b i t — 2, 

I b e l i e v e i t i s . 

Q. Mr. Fraser, while you don't have a d i s p l a y , 

describe f o r us how you have come t o your conclusions 

concerning the South Bianco-Pictured C l i f f . 

A. The same technique. And why I d i d n ' t provide a 

pool i s , the South Blanco-PC production i s e s s e n t i a l l y very 

f l a t a t about 1.2 BCF a month, and I simply d i d not prepare 

a graph t o show a s t r a i g h t l i n e . But the same technique 

was employed. 

So simply what I'm doing i s using the technique 

t h a t the OCD has used i n previous allowable hearings, 

t a k i n g the l a s t w i n t e r time frame, March -- excuse me, 
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October, 1994, through March, 1995 — and saying t h a t next 

w i n t e r ' s production and allowable should be based on the 

same value. 

Q. Based upon your employment, your experience and 

the i n f o r m a t i o n a v a i l a b l e t o you, do you have opinions on 

the f a c t o r s t h a t i n f l u e n c e and a f f e c t the a b i l i t y t o take 

these gas volumes t o market? 

A. Yes, s i r , I do. 

Q. Let's t u r n t o the l a s t d i s p l a y and have you 

discuss your opinions and conclusions w i t h regards t o those 

f a c t o r s t h a t w i l l a f f e c t d e l i v e r a b i l i t y and correspondingly 

i n f l u e n c e market and market demand. 

A. Surely. E x h i b i t s 2 and 3 were k i n d of a 

h i s t o r i c a l look at what production has been i n some of the 

major pools. 

E x h i b i t Number 4 i s a look i n t o the near f u t u r e 

as what's happening i n the n o r t h New Mexico i n f r a s t r u c t u r e . 

And I t h i n k there's some — h a l f a dozen or so very 

e x c i t i n g f a c t o r s t h a t are going t o i n f l u e n c e n a t u r a l gas 

pro d u c t i o n i n t h a t Basin. 

The f i r s t being the El Paso Natural Gas's San 

Juan Basin T r i a n g l e expansion. That i s an expansion of 

t h e i r system from Blanco hub t o Gallup, New Mexico. I t ' s a 

34-inch l i n e , 30 miles long. I t i s planned f o r the f o u r t h 

q u a r t e r , c o n s t r u c t i o n planned f o r the f o u r t h q u a r t e r of 
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1995. I t ' s c u r r e n t l y w a i t i n g on f i n a l FERC approval p r i o r 

t o c o n s t r u c t i o n . That should add about 300 m i l l i o n cubic 

f e e t a day of take-away capacity t o the San Juan Basin 

t r i a n g l e area. 

The second b u l l e t p o i n t i s El Paso's new Chaco 

p l a n t c o n s t r u c t i o n . El Paso i s c u r r e n t l y c o n s t r u c t i n g a 

new cryogenic p l a n t t o handle the n a t u r a l gas l i q u i d s 

associated w i t h conventional gas volumes i n the San Juan 

Basin. 

The Chaco p l a n t i s supposed t o come on i n the 

f i r s t q u arter of 1996, w i t h 400 m i l l i o n a day of increased 

c a p a c i t y , f o l l o w e d by, l a t e r i n the year, w i t h a 200-

mi l l i o n - a - d a y increase. So t h a t ' s a t o t a l p l a n t s i z e of 

600 m i l l i o n cubic f e e t a day, the p o i n t t h e r e being i s t h a t 

t h e r e are steps being taken by the p i p e l i n e companies i n 

the Basin t o increase the a v a i l a b i l i t y of both processing 

and take-away capacity i n the San Juan Basin. 

The t h i r d b u l l e t p o i n t i s a — what's l i s t e d as 

an E l Paso Natural Gas t o Transwestern Window Rock 

interchange. I t ' s c u r r e n t l y under c o n s t r u c t i o n , where El 

Paso and Transwestern are l a y i n g a thr e e - m i l e l i n e t h a t 

w i l l be able t o connect El Paso's western l i n e t h a t goes t o 

C a l i f o r n i a , which w i l l interchange w i t h Transwestern's 

eastern l i n e , which w i l l allow more San Juan Basin gas 

volumes t o move east, away from the C a l i f o r n i a market. 
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That's scheduled f o r completion i n the f o u r t h q u a r t e r of 

1995 . 

I t w i l l allow up t o 200 m i l l i o n cubic f e e t a day 

of gas t h a t ' s c u r r e n t l y going west t o go east and seek 

other markets i n Texas and the northeast. 

The f o u r t h b u l l e t p o i n t i s what I've got labeled 

"El Paso Natural Gas's Global Compression Plans". 

I n the f i r s t quarter of 1996, El Paso i s 

c u r r e n t l y working w i t h the major operators i n the Basin t o 

i n s t a l l f i e l d compression t h a t w i l l a f f e c t l a r g e p o r t i o n s 

of the c u r r e n t high-pressure gathering system of the 

conventional gas r e s e r v o i r s which we're discussing today. 

Their c u r r e n t plans are t o more than double the horsepower 

and also add approximately 50 miles of l i n e l o o p i n g , which 

w i l l debottleneck some of the gathering systems w i t h i n the 

Basin. That w i l l a f f e c t up t o 3000 conventional gas w e l l s . 

The f i f t h p o i n t i s the recent Williams F i e l d 

Service purchase of Gas Company New Mexico, San Juan Basin 

Gathering System. That t r a n s a c t i o n closed June 3 0th of 

t h i s year. 

The impact of t h a t i s t h a t Williams F i e l d Service 

has gone on record t h a t they w i l l increase the load f a c t o r 

of the former Gas Company system from approximately 60 

percent t o 90 t o 95 percent, over the next two years. 

The next b u l l e t p o i n t i s another f a c t o r t h a t w i l l 
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a l l o w more gas t o move t o other mainline o u t l e t s . Williams 

F i e l d Service i s c u r r e n t l y c o n s t r u c t i n g a Kutz p l a n t t o 

Blanco interchange, which w i l l allow an a d d i t i o n a l 100 

m i l l i o n cubic f e e t a day of take-away capacity from the 

Kutz p l a n t area, which w i l l i n t e r s e c t Transwestern and 

Northwest P i p e l i n e mainlines, which w i l l move both n o r t h 

and east. 

The l a s t b u l l e t p o i n t i s some of the Operators' 

Mesaverde c a p i t a l programs. I n the l a s t 23 years Meridian 

i t s e l f has spent over $50 m i l l i o n on Mesaverde development, 

which w i l l increase the d e l i v e r a b i l i t y and the produc t i o n 

of the Mesaverde f o r the next several years. 

So I bel i e v e there's some — several e x c i t i n g 

f a c t o r s happening i n the i n f r a s t r u c t u r e i n northwest New 

Mexico which w i l l increase, not decrease, the produc t i o n of 

the Mesaverde Pool and the Blanco-Dakota Pool i n the next 

year. 

Q. Mr. Fraser, i n the l a s t week there have been 

newspaper r e p o r t s from which you would i n f e r or could i n f e r 

t h a t gas taken from northwest New Mexico and supp l i e d t o 

C a l i f o r n i a might be adversely a f f e c t e d by a c o n t r a c t 

d i s p u t e between s u p p l i e r s -- I mean takers of gas and El 

Paso T r a n s p o r t a t i o n , the i m p l i c a t i o n being t h a t as a r e s u l t 

of t h a t dispute a preference may e x i s t whereby Canadian gas 

would d i s p l a c e northwestern New Mexico gas i n t h a t 
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marketplace. 

Are you f a m i l i a r w i t h t h a t newspaper d e s c r i p t i o n ? 

A. Yes, I am, but I'm not p r i v y t o the n e g o t i a t i o n s 

between the gas s u p p l i e r or — excuse me, gas p i p e l i n e 

company, El Paso, and the u t i l i t y company i n southern 

C a l i f o r n i a . 

I have my own opinion as t o what those press 

a r t i c l e s mean. 

Q. Well, I understand your lack of a b i l i t y t o 

comment on the c o n t r a c t i t s e l f , but you do have e x p e r t i s e 

as t o whether t h a t dispute would have an adverse e f f e c t on 

the t a k i n g of gas from northwestern New Mexico? 

A. Yes, there's a few t h i n g s i n the recent press 

a r t i c l e s . 

One i s , i t doesn't happen u n t i l 1997. 

And the other t h i n g i s , El Paso does not s e l l gas 

t o the u t i l i t y companies, the producers s e l l gas t o the 

u t i l i t y companies. What the u t i l i t y companies do, though, 

i s pay a r e s e r v a t i o n fee t o the p i p e l i n e companies so t h a t 

they w i l l have space a v a i l a b l e f o r t h a t p i p e l i n e , so t h a t 

t h e i r supply w i l l c o n t i n u a l l y move. 

My understanding i s t h a t the u t i l i t i e s are simply 

t e l l i n g the p i p e l i n e company t h a t we're not going t o pay 

f o r t h a t r e s e r v a t i o n fee a f t e r 1997. I t i s n ' t t h a t they're 

not going t o buy gas, i t ' s j u s t t h a t they're not going t o 
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pay the p i p e l i n e company f o r a r e s e r v a t i o n fee when they 

don't t h i n k i t ' s necessary. 

As f a r as the competition w i t h Canadian gas, i t 

i s t r u e t h a t San Juan Basin gas competes head on w i t h 

Canadian gas. My understanding i s t h a t the c u r r e n t 

p i p e l i n e t h a t was r e f e r r e d t o e a r l i e r , the PGT l i n e , i s 

c u r r e n t l y f u l l of Canadian gas, and I don't b e l i e v e t h a t 

the Canadian gas impact i n C a l i f o r n i a i s going t o increase 

i n the next several years, the p o i n t being t h a t San Juan 

Basin gas w i l l be able t o compete f a v o r a b l y w i t h Canadian 

gas. 

The other f a c t o r , as I've mentioned p r e v i o u s l y , 

i s , I t h i n k there's going t o be considerable movement of 

San Juan Basin gas t o the east, t o other markets, so t h a t 

— I guess the moral t o the s t o r y i s , I t h i n k San Juan 

Basin gas w i l l be able t o be sold and d e l i v e r e d very 

e f f i c i e n t l y f o r the next several years. 

Q. I n conclusion, then, Mr. Fraser, i n your o p i n i o n , 

should the Commission adopt your proposed adjustments f o r 

these t h r e e p r o r a t e d pools, i s there s u f f i c i e n t market 

demand e x i s t i n g t o take t h a t gas? 

A. Yes, s i r , there i s . 

MR. KELLAHIN: That concludes my examination of 

Mr. Fraser. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 1 
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through 4. 

CHAIRMAN LEMAY: E x h i b i t s 1 through 4 w i l l be 

admitted i n t o the record, without o b j e c t i o n . 

Questions of Mr. Fraser? 

Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yes, I have, concerning the c a p i t a l programs. 

This i s d r i l l i n g , I take i t ? 

A. D r i l l i n g , recompletion, s i d e t r a c k s , the e n t i r e 

gamut. 

Q. Do you have any opinion as t o whether the Dakota, 

the Mesaverde or the Pic t u r e d C l i f f formations are 

n a t u r a l l y f r a c t u r e d and which ones might be? Are you the 

person t h a t could --

A. I'm not the person t o t a l k t o . 

COMMISSIONER WEISS: Okay, thank you. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. The OCD i s obviously handicapped by not having 

a l l the companies r e p o r t production. Did Meridian r e p o r t 

f o r t h i s time period? 

A. Yes, ma'am. Our numbers are i n the values as 

rep o r t e d by the OCD. 
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Q. Okay. Do you agree w i t h Chris W i l l i a m s ' p r i c e 

estimate f o r San Juan — 

A. I'm not going t o disagree w i t h him. My c r y s t a l 

b a l l i s no b e t t e r than anyone else's, and there's no doubt 

t h a t n a t u r a l gas p r i c e s have s u f f e r e d r e c e n t l y , and I sure 

wouldn't argue w i t h Chris's number. 

CHAIRMAN LEMAY: Okay, thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Fraser, on your recommended increases on the 

pro d u c t i o n , i s t h i s i n l i n e w i t h other p r o r a t i o n periods? 

A. Yes, s i r , i t i s . I t ' s maybe a l i t t l e higher on 

the Mesaverde. I've got the summer of 1995 numbers. 

Q. Yes. 

A. The allowable i n the Dakota i s 9.7 BCF, 

approximately, whereas my recommendation i s 9.5. 

The number on the Mesaverde i s 17.0 BCF, 

approximately; my recommendation i s 17.7. And I t h i n k I've 

elaborated on why I t h i n k t h a t number should go up. 

And the number on the PC i s 1.2 55 BCF per month, 

so my number i s very, very close t o t h a t . 

Q. I n lo o k i n g a t your E x h i b i t s 2 and 3, i t looks t o 

me l i k e t h e r e s t i l l i s some seasonal v a r i a t i o n i n the 

prod u c t i o n from the San Juan Basin, but maybe t h a t ' s less 

than h i s t o r i c a l . 
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A. I t h i n k i t ' s less than h i s t o r i c a l . 

And the other t h i n g you've got t o remember about 

these curves i s , where you see t h a t -- Every February and 

every September and every June there's a drop, and t h a t ' s 

simply because they're s h o r t e r months. February, 

s p e c i f i c a l l y , i s 10 percent shorter than the previous or 

the succeeding month, t h e r e f o r e you've got an a r t i f i c i a l 

drop t h e r e . 

Q. But i f you were going t o draw an average l i n e 

p r o d u c t i o n through the — j u s t the previous p r o r a t i o n 

p e r i o d , i t looked l i k e i t w i l l be s l i g h t l y less gas. So 

the w i n t e r months s t i l l , a t l e a s t as f a r as your p r o d u c t i o n 

goes, are a l i t t l e b i t b e t t e r , huh? 

A. I would sure hope so, yes, s i r . 

Q. Then one more question t h a t concerns coal seam 

gas, because t h a t has been an in c r e a s i n g q u a n t i t y of our 

supply. According t o Mr. Williams, and the graph a t l e a s t , 

and h i s production f i g u r e s , i t looks l i k e everything's 

hooked up and i s p r e t t y w e l l l e v e l e d out. 

A. I would say t h a t ' s a t r u e statement. Meridian's 

coa l seam system i s almost f u l l , and we don't see larg e 

increases i n t h a t . 

Williams F i e l d Service i s the other major c o a l -

seam gatherer i n the Basin. They have made some recent 

expansions, oh, w i t h i n the l a s t s i x months t o a year, and 
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those are a l l on l i n e . 

So I f e e l t h a t coal-seam prod u c t i o n i s probably 

about a t i t s peak. There's very l i t t l e development of 

coal-seam p r o p e r t i e s now, as the Commission i s probably 

aware o f , and I don't t h i n k you're going t o see a c o n t i n u a l 

increase of coal-seam production. 

Q. So i f we're looking f o r increases out of the 

Basin, we're l o o k i n g a t conventional s u p p l i e s , b a s i c a l l y ? 

A. Yes, s i r . Meridian's p r o j e c t i o n s are t h a t 

conventional volumes w i l l continue t o increase i n the next 

f i v e years. 

CHAIRMAN LEMAY: Thank you. 

Any other questions of the witness? 

Mr. C a r r o l l ? 

MR. CARROLL: I have a question, Mr. Chairman. 

EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Fraser, do the c u r r e n t allowables r e s t r i c t 

the p r o d u c t i o n from any of Meridian's w e l l s i n any of these 

t h r e e pools? 

A. No, s i r . 

MR. CARROLL: That's a l l I have, Mr. Chairman. 

CHAIRMAN LEMAY: Any other questions? 

I f not, you may be excused. Thank you. 

Mr. Kellahin? 
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MR. KELLAHIN: Mr. Chairman, you made reference 

t o the l e v e l s of allowables c u r r e n t l y approved by the 

Commission f o r the period we're i n now. I have a copy of 

t h a t order, i f you would l i k e , so you can r e f e r t o i t . And 

attached are the spreadsheets t h a t show what the Commission 

has done f o r the cu r r e n t period. 

CHAIRMAN LEMAY: Thank you. 

Mr. Carr? 

MR. CARR: At t h i s time, may i t please the 

Commission, I would c a l l B i l l Hawkins, r e p r e s e n t a t i v e of 

Amoco Production Company. 

J.W. "BILL" HAWKINS, 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your name f o r the record, please? 

A. B i l l Hawkins. 

Q. And where do you reside? 

A. Denver, Colorado. 

Q. By whom are you employed and i n what capacity? 

A. Amoco Production Company as a petroleum engineer. 

Q. Mr. Hawkins, i n your work w i t h Amoco have you 

become f a m i l i a r w i t h the New Mexico system of s e t t i n g 

allowables f o r the prorated pools i n northwest New Mexico? 
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A. Yes, I have. 

Q. And have you t e s t i f i e d i n p r i o r allowable 

hearings on behalf of Amoco? 

A. Yes, I have. 

Q. At the time of t h a t p r i o r testimony, were your 

c r e d e n t i a l s as an expert i n matters r e l a t e d t o gas 

p r o r a t i o n i n g accepted and made a matter of record? 

A. Yes, they were. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

CHAIRMAN LEMAY: They're acceptable. 

Q. (By Mr. Carr) Mr. Hawkins, are you f a m i l i a r w i t h 

recent production l e v e l s from the prorated pools i n the San 

Juan Basin? 

A. Yes, I am. 

Q. And have you seen any o v e r a l l d e c l i n e i n pool 

p r o d u c t i o n from these prorated pools? 

A. Well, i t ' s probably a very d i f f i c u l t t h i n g t o 

analyze r i g h t now because of the production r e p o r t i n g 

problems t h a t we're experiencing, but we have t r i e d t o 

review Amoco Production's production l e v e l s as w e l l as 

i n d u s t r y l e v e l s , and we haven't seen anything t h a t would 

i n d i c a t e any s i g n i f i c a n t d e c l i n e over the recent past. 

Q. I n your opinion, are p r e l i m i n a r y a l lowable 

f i g u r e s t h a t have been proposed by the O i l Conservation 
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D i v i s i o n s u f f i c i e n t t o accurately meet the demand t h a t you 

foresee d u r i n g the next p r o r a t i o n period? 

A. I t h i n k the allowables t h a t are recommended by 

the D i v i s i o n w i l l need an upward r e v i s i o n t o meet those 

p r o d u c t i o n l e v e l s . 

Q. And are you prepared t o make recommendations t o 

the Commission f o r adjustments t o the D i v i s i o n ' s 

p r e l i m i n a r y allowable f i g u r e s t o more a c c u r a t e l y r e f l e c t 

what you see t o be the demand from the p r o r a t e d pools i n 

northwest New Mexico? 

A. Yes. 

Q. Could you r e f e r t o what has been marked f o r 

i d e n t i f i c a t i o n as Amoco E x h i b i t Number 1, i d e n t i f y t h a t and 

review i t f o r the Commission? 

A. We've i d e n t i f i e d -- We have three e x h i b i t s , 

a c t u a l l y , and what I want t o do i s lead the Commission 

through some h i s t o r i c a l allowable periods, and then on our 

E x h i b i t Number 3 we have a recommendation t o make t h a t w i l l 

increase the allowables. 

What you have on E x h i b i t Number 1 i s the 

p r o r a t i o n schedule f o r the northwest pools f o r the p e r i o d 

October, 1994, through March, 1995, j u s t one year ago, from 

what we're recommending today. 

A couple of p o i n t s I ' d l i k e t o make t h e r e . 

You can see t h a t the — i n the f i r s t column, the 
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p r o d u c t i o n t h a t was used t o s t a r t t h a t schedule was 9.5 BCF 

a month f o r the Basin-Dakota, about 16.4 BCF f o r the 

Mesaverde and about 1.3 BCF a month f o r the Blanco-PC 

South. And t h a t was what was used as the monthly pool 

allo w a b l e . 

We t h i n k t h a t production i s ho l d i n g r e l a t i v e l y 

steady. I t h i n k Meridian showed some i n f o r m a t i o n t h a t 

looks l i k e the Mesaverde production may be i n c r e a s i n g , and 

I wouldn't be able t o dispute t h a t . 

The b i g t h i n g I t h i n k you'd l i k e t o look a t i s 

t h a t on the F l and F2 values f o r t h a t p e r i o d a year ago, we 

had about 11.2 — Excuse me, 11,200 f o r the F l f a c t o r f o r 

the Basin-Dakota and 5733 f o r the F l f a c t o r f o r Blanco-

Mesaverde. I t h i n k I said F2 on t h a t Basin Dakota. I t ' s 

F l , and t h a t column i s F l . 

And these are the f a c t o r s t h a t I t h i n k the 

c u r r e n t D i v i s i o n ' s proposed allowables are lower than what 

we were using a year ago and would need t o be increased 

back up t o about t h i s l e v e l . 

I f we move on t o E x h i b i t Number 2, I've got the 

same type of e x h i b i t f o r the period of A p r i l , 1995, through 

September, 1955. That's the period t h a t we're i n r i g h t 

now. 

The c u r r e n t production or p r o r a t i o n schedule 

shows a monthly pool allowable — t h i s i s the t h i r d column 
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of numbers on t h i s page — at about 9.6 BCF a month f o r the 

Basin-Dakota and about 17.0 BCF f o r the Blanco-Mesaverde. 

And again, t h a t ' s p r e t t y r e p r e s e n t a t i v e of what we t h i n k 

the c u r r e n t production l e v e l s are a t i n the Basin. 

Meridian's estimate may be s l i g h t l y higher than t h a t , but -

- and i t could very w e l l be t h a t t h e i r numbers are 

accurate. I wouldn't have any way t o challenge t h a t a t 

a l l . 

The other t h i n g I ' d p o i n t out i s on the l a s t two 

columns again, the F l f a c t o r i s again f o r the Basin-Dakota 

about 11,163, and the F l f a c t o r f o r the Blanco-Mesaverde at 

about 5771. 

I f we move t o E x h i b i t Number 3, i t ' s a 

recommendation t h a t Amoco has f o r the NMOCD's pe r i o d of 

October, 1995, through March, 1996. 

We've taken a l i t t l e d i f f e r e n t step here, and we 

are proposing t h a t we s t a r t the average monthly pool sales 

and use the numbers from two years ago, which was shown on 

E x h i b i t Number 1, as the monthly average pool sales t o 

represent what's happening i n the Basin a t about 9.5 BCF 

from the Basin-Dakota, about 16.5 BCF from the Blanco-

Mesaverde, and add the necessary adjustment t o get up t o 

the pool allowable t h a t ' s i n e f f e c t r i g h t now, t h a t being 

about 9.6 BCF a month f o r the Basin-Dakota and 17.0 BCF f o r 

the Mesaverde. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

42 

And I would recommend t h a t we use the estimated 

nonmarginal acreage f a c t o r s and number of nonmarginal 

acreage d e l i v e r a b i l i t y f a c t o r s t h a t are i n e f f e c t f o r t h i s 

c u r r e n t p e r i o d — they're going t o be more r e p r e s e n t a t i v e 

than the numbers t h a t the NMOCD put out on t h e i r 

p r e l i m i n a r y schedule — t o c a l c u l a t e F l and F2. And t h a t 

should r e s u l t i n an F l and F2 t h a t w i l l continue t o be 

about 11,000 f o r the Basin-Dakota and about 5700 f o r the 

Blanco-Mesaverde. 

And i f we can keep the allowables a t about t h a t 

l e v e l , I be l i e v e we w i l l be able t o have a c o n s i s t e n t 

p r o r a t i o n e f f e c t on the production from the pools. There 

should not be any s i g n i f i c a n t r e s t r i c t i o n on the w e l l s . 

There may s t i l l be some p o t e n t i a l r e s t r i c t i o n on the 

nonmarginal w e l l s , but I don't t h i n k there's anything 

s i g n i f i c a n t t h e r e t h a t we should be concerned about. 

But I do t h i n k we need t o have an upward r e v i s i o n 

t o keep the allowables a t about the c u r r e n t l e v e l and not 

reduce them, which i s -- would be the e f f e c t i f we took the 

NMOCD proposal. 

Q. Now, Mr. Hawkins, the memo t h a t — D i v i s i o n 

memorandum t h a t accompanied the p r e l i m i n a r y allowable 

f i g u r e s t a t e d t h a t pool adjustments have been made, or have 

been included t o make proposed allowables c o n s i s t e n t w i t h 

c u r r e n t allowables. I s i t your testimony t h a t f u r t h e r 
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adjustments are necessary? 

A. Yes, I t h i n k the concept i s appropriate t h a t we 

do want t o keep the cur r e n t allowables c o n s i s t e n t — or the 

proposed allowables c o n s i s t e n t w i t h the c u r r e n t allowables. 

I t h i n k we need a l i t t l e more upward r e v i s i o n i n order t o 

do t h a t . And our recommendation i s t o , i n f a c t , keep t h a t 

F l and F2 f a c t o r the same as they are today. 

Q. And the p r e l i m i n a r y allowable f i g u r e s from the 

D i v i s i o n would i n f a c t , i f adopted, r e s u l t i n a lower F l 

f a c t o r i n each of these pools; i s t h a t not c o r r e c t ? 

A. I t would. I t i s , i n f a c t , lower on each of the 

fo u r pools i n the northwest. I n f a c t , on the Blanco 

Mesaverde i t ' s about 20 percent lower. So i t needs a 

considerable r e v i s i o n i n the Blanco Mesaverde. 

Q. You were present when Mr. Fraser t e s t i f i e d f o r 

Meridian a few minutes ago and made recommendations f o r 

adjustments i n the allowables f o r each of these pools, were 

you not? 

A. That's c o r r e c t , yes. 

Q. And do you concur i n the recommendations made by 

Mr. Fraser as reasonable adjustments t o the proposed 

p r e l i m i n a r y allowables from the Divis i o n ? 

A. I t h i n k they are reasonable. 

The recommendations from Meridian were t o 

increase the monthly pool allowable s l i g h t l y higher than 
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what we're showing. What t h a t would do, i n e f f e c t , would 

be t o r a i s e the F l and F2 f a c t o r s a l i t t l e b i t more than 

what we have i n the Blanco-Mesaverde. And based on h i s 

an a l y s i s of production i n the pool and the a n a l y s i s of 

f u t u r e p roduction, I t h i n k t h a t might be a reasonable t h i n g 

t o do. 

Q. Were E x h i b i t s 1 through 3 e i t h e r prepared by you 

or compiled under your d i r e c t i o n ? 

A. Yes, they were. 

MR. CARR: At t h i s time, may i t please the 

Commission, we would move the admission i n t o evidence of 

Amoco E x h i b i t s 1 through 3. 

CHAIRMAN LEMAY: Without o b j e c t i o n , Amoco 

E x h i b i t s 1 through 3 w i l l be admitted i n t o the record. 

MR. CARR: That concludes my d i r e c t examination 

of t h i s witness. 

CHAIRMAN LEMAY: Thank you, Mr. Carr. 

A d d i t i o n a l questions of t h i s witness? 

Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yes, Mr. Hawkins, on the Mesaverde pr o d u c t i o n 

increases, has your company seen the same thing? 

A. Right now our production i s s t i l l h o l d i n g 

r e l a t i v e l y f l a t i n the Blanco-Mesaverde, but we do have a 
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c a p i t a l program t o d r i l l and t o do recompletions i n the 

Mesaverde, and I t h i n k there's expectations t h a t the 

Mesaverde production w i l l continue t o increase t h e r e . 

Q. So you do plan t o d r i l l new wells? 

A. Yes. 

COMMISSIONER WEISS: Thank you. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. Did OCD have access t o Amoco produc t i o n through 

March of 1995, i n order t o make t h e i r — 

A. I t h i n k the production from Amoco was not 

a v a i l a b l e f o r the p r e l i m i n a r y allowable schedule, although 

i t has since been submitted and i t i s a v a i l a b l e i n the 

system, i s my understanding. 

Amoco has been implementing a new prod u c t i o n 

computer program, as w e l l as the NMOCD's ONGARD system, and 

I t h i n k there's been some delays i n g e t t i n g some 

c o m p a t i b i l i t y between those systems. I t seems l i k e those 

are beginning t o get worked out, and h o p e f u l l y we shouldn't 

have any more problem. 

Q. So you would expect f o r the next p r o r a t i o n 

hearing t h a t everything would be i n order from Amoco's 

production? 

A. I would, yes. 
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COMMISSIONER BAILEY: That's a l l . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Hawkins, how does your coal-seam gas supply 

look? Are you p r e t t y w e l l peaked out, do you t h i n k ? 

Everything hooked up and — not a n t i c i p a t i n g anything --

A. I t h i n k everything i s producing from the coal 

seams. We are looking a t a number of d i f f e r e n t prospects 

f o r enhanced production, enhanced coal recovery by n i t r o g e n 

i n j e c t i o n or some other gases, i n c l u d i n g C02. We would 

expect t h a t there w i l l be some p o t e n t i a l p r o j e c t s t h a t we 

w i l l b r i n g forward t o you. I don't know t h a t w e ' l l have a 

s i g n i f i c a n t impact i n the immediate f u t u r e , but i f the 

p r o j e c t s t h a t we recommend look successful, we may be able 

t o implement more of them and have some impact down the 

road. 

For the immediate f u t u r e , I t h i n k we'd see very 

l i t t l e change i n the production from the coal gas, other 

than j u s t normal primary development. 

We're s t i l l experimenting a l i t t l e b i t and 

l e a r n i n g how t o implement these enhanced coal-bed methane 

p r o j ects. 

Q. So the a r t i c l e , I guess, i n the Farmington paper 

on your n i t r o g e n — the success i n your n i t r o g e n i n j e c t i o n , 

wouldn't a f f e c t the next p r o r a t i o n p e r i o d i n terms of 
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volumes of coal-seam gas? 

A. Would not expect i t t o . I t ' s a r e l a t i v e l y small 

p r o j e c t i n the 28 and 7 Un i t , I t h i n k you're t a l k i n g about, 

and we have two i n j e c t i o n w e l l s w i t h the s i x producing 

w e l l s . So we would expect t o see some increase, but i t ' s 

not going t o make an o v e r a l l impact on the Basin 

p r o d u c t i o n . 

Q. Thank you. And your testimony has been g e n e r a l l y 

i n accord w i t h Meridian's recommendation? 

A. Yes, I t h i n k t h a t the main t h i n g i s , we want t o 

get the F l and F2 f a c t o r s up a t l e a s t where they are today, 

and maybe even a l i t t l e b i t more on the Blanco Mesaverde, 

based on Meridian's p r e d i c t i o n s on the Mesaverde 

pr o d u c t i o n . 

CHAIRMAN LEMAY: Thank you. 

A d d i t i o n a l questions? I f not, he may be excused. 

Thank you, Mr. Hawkins. 

MR. CARR: That concludes our p r e s e n t a t i o n . 

CHAIRMAN LEMAY: Thank you, Mr. Carr. 

Anything on the northwest, Mr. Bruce? 

MR. BRUCE: No, s i r . 

CHAIRMAN LEMAY: Does anyone have anything more 

i n terms of testimony concerning allowables on pr o r a t e d 

pools i n northwest New Mexico? 

Okay, what have we got? Let's j u s t move on -- A 
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l i t t l e a f t e r t e n . Let's move on t o the southeast. And do 

you want t o s t a r t again, Mr. K e l l a h i n , or reverse the 

order? 

MR. KELLAHIN: Let me describe f o r you what I 

have, and then you decide how you'd l i k e t o proceed. 

CHAIRMAN LEMAY: Okay. 

MR. KELLAHIN: I have one witness f o r Oryx Energy 

Corporation w i t h regards t o the Ind i a n Basin-Upper Penn Gas 

Pool, and then I have a statement on behalf of Marathon 

w i t h regards t o t h a t same pool. 

I have no other presentations f o r the other pools 

i n southeastern New Mexico. 

CHAIRMAN LEMAY: So your testimony i s In d i a n 

Basin — 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: — and t h a t ' s going t o be i t ? 

Mr. Carr, you have testimony on what f i e l d s ? 

MR. CARR: Well, we have testimony on no f i e l d s 

i n the southeast. I have a statement on behalf of Chevron 

f o r the I n d i a n Basin and a statement on behalf of Chevron 

f o r the Eumont. 

CHAIRMAN LEMAY: Okay. Mr. Bruce, you have 

testimony on what f i e l d s ? 

MR. BRUCE: We have testimony on the Tubb, and 

w e ' l l j u s t make, i n connection w i t h t h a t , our testimony i n 
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support of the Eumont and the Bli n e b r y . 

CHAIRMAN LEMAY: Tubb, Eumont and B l i n e b r y . 

Well, l e t ' s take I n d i a n Basin f i r s t , and then 

w e ' l l c a l l your witnesses. 

Mr. Kellahin? 

MR. KELLAHIN: A l l r i g h t , s i r . 

Mr. Chairman, I've c a l l e d Mr. Mark Peavy t o the 

stand. Mr. Peavy s p e l l s h i s l a s t name P-e-a-v-y. 

MARK PEAVY. 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, s i r , would you please s t a t e your 

name and occupation? 

A. My name i s Mark Peavy. I'm an operations 

engineer f o r Oryx Energy. 

Q. Does t h a t support f o r your company cause you t o 

be in v o l v e d i n production and marketing issues w i t h regards 

t o your company's involvement i n production out of the 

In d i a n Basin-Upper Penn Gas Pool? 

A. Yes, i t does. 

Q. On p r i o r occasions have you q u a l i f i e d as an 

expert i n t h a t area before the Commission t o provide 

opinions and conclusions w i t h regards t o e s t a b l i s h i n g 
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allowable l e v e l s under the New Mexico p r o r a t i o n system f o r 

the I n d i a n Basin-Upper Penn Gas Pool? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Peavy as an expert 

witness. 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

MR. KELLAHIN: Mr. Chairman, I have d i s t r i b u t e d 

— and i t has not been marked as an e x h i b i t f o r t h i s 

hearing -- simply a l o c a t o r map. I apologize f o r i t s s i z e . 

I t i s d i f f i c u l t t o read, but i t ' s a l l I had a v a i l a b l e i n 

terms of spacing these w e l l s w i t h i n the I n d i a n Basin. 

Mr. Peavy's e x h i b i t s are the colored d i s p l a y s , 

s t a r t i n g w i t h h i s E x h i b i t Number 1. 

Q. (By Mr. Ke l l a h i n ) Give us the general 

conclusion, Mr. Peavy, and then l e t ' s t a l k about some of 

the reasons f o r your conclusion. What does your company 

recommend? 

A. We support the OCD recommendation f o r the 

proposed allowable of 200,000 MCF per month. 

Q. And what i s the general basis upon which you 

provide t h a t opinion and t h a t recommendation? 

A. The basis f o r t h a t i s t h a t we f e e l t h a t even 

though we only have one nonmarginal w e l l i n the f i e l d a t 

t h i s time, we have a d d i t i o n a l w e l l s t h a t we are d r i l l i n g t o 
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increase t h i s production i n other u n i t s . 

Q. Does the d i f f e r e n c e between what these w e l l s w i l l 

produce and the allowable assigned, i f we maintain the 

c u r r e n t allowable r a t e , provide you enough allowable 

i n c e n t i v e , then, t o go ahead and d r i l l these a d d i t i o n a l 

w e l l s i n your spacing u n i t s ? 

A. Yes, i t does. 

Q. The D i v i s i o n spreadsheet shows a volume on a 

monthly basis. When i t i s t r a n s l a t e d t o a w e l l on a d a i l y 

b asis, i t ' s about 6.5 m i l l i o n a day, i s i t not? 

A. That's c o r r e c t . 

Q. And t h a t ' s the number the D i v i s i o n or the 

Commission has approved, f o r perhaps the l a s t f i v e or s i x 

p r o r a t i o n periods? 

A. That's c o r r e c t . 

Q. And you recommend t h a t t h a t number be continued? 

A. Yes, we do. 

Q. A l l r i g h t , l e t ' s look a t your d i s p l a y s . I f 

y o u ' l l s t a r t w i t h E x h i b i t 1, i d e n t i f y and describe what 

you're showing. 

A. E x h i b i t 1 should be the B r i g h t Federal Number 1 

monthly production. I n t h i s f i g u r e you can see t h a t i n red 

i s the pool allowable, the green h i g h l i g h t s our monthly 

p r o d u c t i o n , and you can see t h a t f o r t h i s w e l l we are 

s l i g h t l y below allowable. 
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W i t h i n t h i s u n i t we have d r i l l e d a second w e l l i n 

order t o enhance our production from t h i s u n i t , and t h i s 

w e l l i s c u r r e n t l y undergoing cleanup f o l l o w i n g completion. 

Q. Under the allowable system, the allowable i s 

assigned t o a 640-acre spacing and p r o r a t i o n u n i t , and so 

the combination of m u l t i p l e w e l l s w i t h i n t h a t spacing u n i t 

are r e q u i r e d t o share the spacing u n i t allowable? 

A. That's c o r r e c t . 

Q. So the 6.5 m i l l i o n a day i s going t o be the 

volume t h a t ' s shared among a l l w e l l s i n the spacing u n i t , 

regardless of the number? 

A. That i s c o r r e c t . 

Q. A l l r i g h t . Let's t u r n t o the next d i s p l a y , 

E x h i b i t Number 2. 

A. E x h i b i t Number 2 should be the Bunnell Federal 

Number 1. This w e l l i s w e l l below i t s allowable. I t i s 

loca t e d i n the northwestern edge of the f i e l d , i n a poor-

q u a l i t y d o l o m i t i c s e c t i o n . We do not a n t i c i p a t e being able 

t o enhance the production of t h i s w e l l up t o a f u l l 

a l l o w a b l e . 

Q. A l l r i g h t , s i r . E x h i b i t 3? 

A. E x h i b i t 3 should be the Conoco State Number 1. 

This w e l l a t one time was a nonmarginal u n i t . Over the 

past year, water encroachment entered i n t o the wellbore and 

r e s u l t e d i n the watering out of t h i s w e l l b o r e . 
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We, once we observed t h i s i n October of 1994, 

entered i n t o discussions of the d r i l l i n g of a subsequent 

w e l l , which we have completed. The Conoco State Number 2 

i s now on l i n e , producing a t approximately 4 m i l l i o n a day. 

Q. W i l l the combination of those two w e l l s i n t h a t 

spacing u n i t , i n your opinion, c o n s t i t u t e s u f f i c i e n t 

d e l i v e r a b i l i t y t h a t you can maintain your p r o d u c t i o n l e v e l s 

a t approximately 6.5 m i l l i o n a day? 

A. Well, i n t h i s p a r t i c u l a r u n i t we d r i l l e d the 

second w e l l i n a nonstandard spacing, so t h a t we had a 

pena l t y of approximately a t h i r d , which I b e l i e v e we can 

produce approximately 4 m i l l i o n a day, or thereabouts. 

We f e e l t h a t from the Conoco State Number 2, as 

w e l l as the Conoco State Number 1, we should be able t o 

maintain t h i s r a t e f o r a period of two t o thr e e years. 

I t ' s our expectation t h a t w i t h the Conoco State Number 1, 

we pl a n on b r i n g i n g t h a t on a co-production l i f t -- co-

pro d u c t i o n being h i g h - r a t e water w i t h gas -- a t some p o i n t 

i n time i n the f u t u r e . 

Q. A l l r i g h t , s i r . Let's look a t E x h i b i t 4 and have 

you i d e n t i f y and describe t h a t d i s p l a y . 

A. Figure 4 should be the Federal 28 Number 1. This 

w e l l i s our best w e l l i n the f i e l d . I t has been a 

nonmarginal w e l l . I t ' s c u r r e n t l y o p erating a t pool 

al l o w a b l e . 
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Q. And f i n a l l y E x h i b i t 5. 

A. E x h i b i t 5 i s the West Ind i a n Basin Number 1. 

This w e l l a t one time was a b e t t e r producer, back i n 1993. 

Water encroachment was encountered i n February, 1994, which 

has reduced the r a t e of the w e l l . 

During the course of 1994-95, we attempted t h r e e 

d i f f e r e n t times t o remedy t h i s s i t u a t i o n , and we were 

unsuccessful i n a l l t h ree. 

We do have plans f o r the d r i l l i n g of an 

a d d i t i o n a l w e l l i n t h i s u n i t i n order t o increase 

p r o d u c t i o n up t o pool allowable l e v e l . 

Q. What i s your recommendation t o the Commission 

concerning a c t i o n on the D i v i s i o n p r e l i m i n a r y schedule, 

which proposes 200,000 MCF as a monthly average a l l o c a t i o n 

f a c t o r f o r the pool? 

A. I t ' s our recommendation t h a t t h i s l e v e l be 

maintained. 

We see t h a t even though on several of our w e l l s 

we are not a t pool allowable, there i s enough economic 

i n c e n t i v e f o r us t o move forward w i t h continued development 

w i t h i n t h i s f i e l d . As such, we have d r i l l e d two w e l l s on 

operated p r o p e r t i e s , and we've d r i l l e d a t h i r d w e l l on a 

nonoperated property. We have plans f o r the d r i l l i n g of an 

a d d i t i o n a l one t o three w e l l s over the next year time 

p e r i o d . 
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Q. I f t h e Commission c o n t i n u e s t h e l e v e l s o f 

a l l o w a b l e f o r t h e n e x t p e r i o d as e x i s t s now, w i l l t h e r e 

s t i l l be w e l l s t h a t a r e a l l o w a b l e - c u r t a i l e d i n t h e po o l ? 

A. I do n ' t b e l i e v e t h a t we would have any w e l l s a t 

t h i s t i m e t h a t would be a l l o w a b l e - c u r t a i l e d . 

Q. You have one t h a t ' s v e r y c l o s e ? 

A. Yes, we do. 

Q. Are t h e r e o t h e r o p e r a t o r s t h a t i n f a c t would be 

c u r t a i l e d ? 

A. That i s p o s s i b l e . 

Q. Okay. And p a r t i c u l a r l y Chevron's w e l l s a r e t h e 

ones t h a t a r e t h e h i g h - c a p a c i t y w e l l s t h a t i n a l l 

p r o b a b i l i t y a re g o i n g t o c o n t i n u e t o be r e s t r i c t e d ? 

A. That's c o r r e c t . 

MR. KELLAHIN: That concludes my e x a m i n a t i o n o f 

Mr. Peavy. 

We move t h e i n t r o d u c t i o n o f h i s E x h i b i t s 1 

t h r o u g h 5. 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , E x h i b i t s 1 

t h r o u g h 5 w i l l be a d m i t t e d i n t o t h e r e c o r d . 

Q uestions o f t h e w i t n e s s ? 

Commissioner Weiss? 

COMMISSIONER WEISS: I have no q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner B a i l e y ? 

COMMISSIONER BAILEY: No. 
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EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. A wh i l e back, I know, Commissioner Weiss asked --

I t h i n k i t was Marathon — whether they were progressing i n 

any k i n d of u n i t i z a t i o n plans i n t h a t f i e l d . Do you know 

of any c u r r e n t plans, or i s i t going t o j u s t be produced on 

a c o m p e t i t i v e basis through depletion? 

A. We have not moved forward from the l a s t 

d i s c u s s i o n on u n i t i z a t i o n , which has been about a year. I 

t h i n k where we're a t r i g h t now i s t h a t the economic 

i n c e n t i v e s of competition are leading everybody t o a c t u a l l y 

o b t a i n a d d i t i o n a l reserves t h a t would not be recovered 

through u n i t i z a t i o n . 

For example, i f one were t o u n i t i z e , t h e r e might 

be the tendency t o allow the w e l l s t o continue t o produce 

and, as w e l l s watered out, t o allow the more updip w e l l s i n 

b e t t e r l o c a t i o n s t o continue t o capture the reserves. 

What we are f i n d i n g through case h i s t o r i e s , Yates 

and Marathon t o be s p e c i f i c , i s t h a t we're r e - e n t e r i n g 

wellbores t h a t are below the known gas-water contact i n the 

f i e l d . 

And through t h i s co-production, high-volume l i f t 

by submersible pump, we are seeing t h a t gas i s being 

produced a t an economic r a t e i n order t o o b t a i n a d d i t i o n a l 

gas t h a t may otherwise have been bypassed and l e f t i n the 
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ground. 

Q. So you're g e t t i n g some gas downdip from your 

p r o j e c t e d gas-water contact on t h i s e x h i b i t , or — 

A. We -- Oryx i s not t o date. There are other 

operators t h a t are, t h a t ' s c o r r e c t . 

We have plans i n the near f u t u r e — I would say 

w i t h i n the next s i x months — t o put w e l l s on l i n e under 

t h i s co-production concept. The issue r i g h t now i s how do 

we handle the water volumes f o r disposal? 

Q. Are you seeing both pressure d e c l i n e and water 

encroachment i n terms of a d e p l e t i o n mechanism i n the 

f i e l d ? 

A. I ' d r e a l l y have t o defer t h a t t o my r e s e r v o i r 

engineer. 

I t h i n k t h a t what I've heard discussed i s t h a t we 

do continue t o believe t h a t we have a water encroachment 

t h a t i s moving i n at d i f f e r e n t r a t e s r e l a t i v e t o gas 

prod u c t i o n . We have do have some d e p l e t i o n t h a t ' s going 

on, I t h i n k . 

We have trended bottomhole pressure d e c l i n e s of 

approximately 100 pounds per year over the past few years. 

We should be a t about 950-pound bottomhole pressure range 

a t t h i s time. 

CHAIRMAN LEMAY: Thank you, Mr. Peavy. 

A d d i t i o n a l questions? 
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I f not, he may be excused. 

Mr. Kellahin? Thank you. 

MR. KELLAHIN: Mr. Examiner [ s i c ] , on behalf of 

Marathon O i l Company, I have a l e t t e r i n which they support 

the c o n t i n u a t i o n of the c u r r e n t allowable l e v e l s . 

CHAIRMAN LEMAY: Thank you, Mr. K e l l a h i n . 

Mr. Carr? 

MR. CARR: May i t please the Commission, I have a 

statement from Chevron. I t goes: 

Chevron USA Production Company supports the O i l 

Conservation D i v i s i o n ' s proposed allowable assignment 

f a c t o r s t h a t r e s u l t e d i n a monthly acreage a l l o c a t i o n 

f a c t o r of 200,000 MCF f o r the I n d i a n Basin-Upper Penn 

Gas Pool. 

Chevron's c u r r e n t e f f o r t s and a d d i t i o n a l 

compressor i n s t a l l a t i o n s i s expected t o maintain and 

improve c u r r e n t production c a p a b i l i t y of Chevron-

operated w e l l s i n t h i s pool, and Chevron believes the 

proposed allowable f i g u r e w i l l p r o t e c t c o r r e l a t i v e 

r i g h t s of operators w i t h i n the pool. 

CHAIRMAN LEMAY: Thank you. 

Anyone else have anything t o say on I n d i a n Basin? 

Okay, l e t ' s move on. Mr. Bruce? 
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WILLIAM T. DUNCAN, JR., 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name f o r the record? 

A. My name i s W i l l i a m T. Duncan, J r . 

Q. Who do you work f o r and i n what capacity? 

A. Exxon Corporation, as a r e s e r v o i r engineer, 

working o i l and gas conservation matters. 

Q. Have you pr e v i o u s l y t e s t i f i e d before the 

Commission as a r e s e r v o i r engineer? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as an expert engineer 

accepted as a matter of record? 

A. Yes, they were. 

Q. And are you f a m i l i a r w i t h p r o r a t i o n i n g matters i n 

the Tubb pool? 

A. Yes, I am. 

MR. BRUCE: Mr. Chairman, I tender Mr. Duncan as 

an expert r e s e r v o i r engineer. 

CHAIRMAN LEMAY: Mr. Duncan's q u a l i f i c a t i o n s are 

acceptable. 

Q. (By Mr. Bruce) Mr. Duncan, why i s Exxon here 

today? 
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A. Exxon i s here today t o request an a d d i t i o n a l 

a l l o w a b l e assignment or increase i n the acreage a l l o c a t i o n 

f a c t o r f o r the Tubb O i l and Gas Pool. 

Q. S p e c i f i c a l l y , what i s Exxon requesting? 

A. Exxon i s requesting t h a t t h a t f a c t o r be increased 

from the t r i a l number of 13,500 MCF per month t o 16,750 MCF 

per month. 

Q. And t h a t ' s approximately a 25-percent increase? 

A. That's c o r r e c t . 

Q. What i s the basis f o r Exxon's request? And I ' l l 

r e f e r you t o your E x h i b i t 1. 

A. A l l r i g h t , Exxon's E x h i b i t 1 i s a t a b u l a t i o n t h a t 

shows the w e l l s t h a t Exxon operates i n the Tubb O i l and Gas 

Pool t h a t have c a p a b i l i t i e s i n excess of allowables. I've 

l i s t e d the three w e l l s t h a t we have t h a t have c u r r e n t 

c a p a b i l i t i e s i n excess of 13,500 MCF per month. 

The proposed allowables show t h a t t h e r e are 0.25 

nonmarginal acreage f a c t o r s i n the pool. I b e l i e v e t h a t ' s 

down from 8.75 i n the l a s t -- the l a s t hearing t h a t we had. 

I t h i n k t h a t r e f l e c t s , though, some production numbers t h a t 

weren't of record. I n f a c t , Exxon's production was not i n 

a t the time t h a t the l a s t hearing was held, Exxon's 

pro d u c t i o n numbers had s t i l l not been f i l e d on the ONGARD 

system. And so when I look at the p r o r a t i o n schedule, I 

t h i n k t h a t t h a t nonmarginal w e l l number i s extremely low. 
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Exxon has one w e l l t h a t has been nonmarginal, the 

New Mexico S State Number 20, f o r more than the past year, 

and then the other two w e l l s l i s t e d on t h i s sheet would be 

nonmarginal now because of work t h a t we've j u s t performed 

on those two w e l l s . 

I n d e t a i l , I ' d l i k e t o t a l k about the S State 

Number 20. 

The New Mexico S State Number 2 0 has a c u r r e n t 

c a p a b i l i t y of about 20 m i l l i o n cubic f e e t per month, and 

t h a t was a r e s u l t of work t h a t we performed i n October of 

1994. That was a p l u n g e r - l i f t i n s t a l l a t i o n . 

The New Mexico S State Number 13 has a c u r r e n t 

c a p a b i l i t y of about 24 m i l l i o n cubic f e e t per month, and 

t h a t was a r e s u l t of an extensive cleanout we d i d of the 

wel l b o r e . There was a f i s h i n the hole. We removed t h a t , 

and we were able t o get the production up q u i t e 

considerably i n June of t h i s year. 

The FF Hardison B Number 3 i s now up t o 18 

m i l l i o n cubic f e e t per month, and t h a t ' s a r e s u l t of 

s t i m u l a t i o n and p e r f o r a t i o n work done i n the past month. 

And t h a t production r a t e i s s t i l l i n c r e a s i n g a f t e r t h a t 

work. I t ' s not inc r e a s i n g a l o t , but i t ' s not s t a b i l i z e d 

y e t ; i t ' s s t i l l cleaning out. 

Q. Okay. Let's move on t o your E x h i b i t 2. You've 

proposed 16,750 as the allowable f a c t o r . Would t h i s s t i l l 
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l i m i t p r o d u c t i o n i n several of Exxon's wells? 

A. Well, i n f a c t i t would s t i l l l i m i t p r o d u c t i o n i n 

a l l of Exxon's nonmarginal w e l l s . 

The New Mexico S State Number 2 0 would be l i m i t e d 

about — Let's see, i t would have an excess c a p a b i l i t y of 

about 3.5 m i l l i o n cubic f e e t per month. 

The S State Number 13 would have approximately 8 

m i l l i o n cubic f e e t per month excess capacity. 

And the Hardison B 3 would have about 1.5 m i l l i o n 

cubic f e e t excess capacity, even w i t h the increase t h a t we 

are proposing. 

Q. So i n order t o do away w i t h any excess capacity, 

the allowable l i m i t would have t o be increased t o about 24 

m i l l i o n a month? 

A. E s s e n t i a l l y doubled. 

Q. What are E x h i b i t s 3 and 4, Mr. Duncan? 

A. E x h i b i t s 3 and 4 both are d e t a i l s of the 

p r o d u c t i o n and the accumulation of overproduction f o r the 

New Mexico S State Number 20. That's the w e l l t h a t was 

shown on the f i r s t e x h i b i t as having had a plunger l i f t 

i n s t a l l a t i o n i n October of 1994. 

The E x h i b i t Number 3 i s a t a b u l a t i o n t h a t shows 

by month since October of 1994 the sales from the w e l l . 

The allowable i s shown i n the next column. The monthly 

over/under s t a t u s i s shown i n the f o u r t h column. And the 
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f i f t h column shows the cumulative overproduction f o r the 

w e l l . 

As you can see, i n June, 1995, the w e l l produced 

20.2 m i l l i o n cubic f e e t of gas t o sales. I've estimated 

t h a t t h a t same production has continued since t h a t month, 

t h a t we have no reason t o believe otherwise, but we don't 

have the exact sales numbers. 

And based upon t h a t , by October 19- — excuse me, 

by August, 1995, the w e l l w i l l be s i x times overproduced. 

And f o r t h a t reason, the w e l l would have t o be shut i n , t o 

make up t h a t overproduction t i l l i t comes back down. 

We be l i e v e t h a t an increase i n the allowable 

would help us keep t h a t w e l l producing and u t i l i z e i t s 

p r o d u c t i o n c a p a b i l i t y . 

The p l o t on E x h i b i t Number 4 j u s t shows when the 

pr o d u c t i o n r a t e exceeded allowable. 

On the l e f t v e r t i c a l a xis I've p l o t t e d the sales 

and the allowable f o r the months, and the scale goes from 

zero t o 25 cubic f e e t per month. 

On the r i g h t a x i s , the r i g h t v e r t i c a l a x i s , I've 

p l o t t e d the t o t a l cumulative s t a t u s of the w e l l . So each 

month, I've added the p r i o r month's s t a t u s t o come up w i t h 

the cumulative l i n e t h a t increases as you go r i g h t across 

the page. 

But the w e l l ' s been very c o n s i s t e n t , as you can 
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see, producing about 2 0 m i l l i o n cubic f e e t a month, and has 

c o n s i s t e n t l y overproduced i t s allowable. 

Q. I s the r e a market f o r Exxon's gas from t h i s pool? 

A. Well, yes, i n f a c t , t h i s shows t h a t we've 

a c t u a l l y produced t o market f o r the past year, i n excess of 

what the allowable would be. 

Q. Now, you've already mentioned the number of 

nonmarginal acreage f a c t o r s . Obviously, from what you're 

t e l l i n g us, Exxon w i l l have a t l e a s t three nonmarginal 

u n i t s i n the next p e r i o d ; i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. I n your opinion, i s the g r a n t i n g of Exxon's 

request i n the i n t e r e s t of conservation and the prev e n t i o n 

of waste? 

A. Yes. 

Q. And were E x h i b i t s 1 through 4 prepared by you? 

A. Yes, they were. 

MR. BRUCE: I would move the admission of Exxon's 

E x h i b i t s 1 through 4, Mr. Chairman. 

CHAIRMAN LEMAY: Without o b j e c t i o n , E x h i b i t s 1 

through 4 w i l l be admitted i n t o the record. 

MR. BRUCE: And t h a t concludes our p r e s e n t a t i o n . 

CHAIRMAN LEMAY: Thank you, Mr. Bruce. 

Questions of the witness? 

Commissioner Weiss? 
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COMMISSIONER WEISS: I have no questions. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. I s Exxon the major operator i n t h i s pool? 

A. We l i k e t o t h i n k so. We have the most 

nonmarginal w e l l s , i t looks l i k e , r i g h t now. But no, we're 

not. I t h i n k Chevron has probably twice as many w e l l s i n 

the f i e l d as we do. 

COMMISSIONER BAILEY: That's a l l the questions. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Have you contacted Chevron concerning the 

increased allowable t h a t you're requesting? Have they 

commented? 

A. No, I have not, I have not t a l k e d t o Chevron 

about i t . 

CHAIRMAN LEMAY: Okay, t h a t ' s a l l I have. Thank 

you, Mr. Duncan. 

MR. BRUCE: The only other t h i n g we have i s a 

statement by Mr. Duncan i n support of the Eumont and the 

Bl i n e b r y . 

CHAIRMAN LEMAY: That concludes any testimony on 

any of the pools i n the southeast, Mr. Bruce? 

MR. BRUCE: Yes. 
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CHAIRMAN LEMAY: Okay. Are there any other 

witnesses t h a t w i l l be t e s t i f y i n g as t o allowables i n the 

southeast? 

Well, time f o r statements. 

Since you're s t i l l standing, Mr. Bruce, do you 

want t o continue, or Mr. Duncan? I d i d n ' t mean t o c a l l you 

back. 

MR. DUNCAN: I'm back. 

CHAIRMAN LEMAY: Please be our guest t o present 

the statement. 

MR. DUNCAN: Mr. Chairman and Commissioners, 

Conoco supports the f i e l d a l l o c a t i o n f a c t o r s t h a t are 

presented i n the n o t i c e of today's hearing. We've been 

able t o s e l l gas and produce under the allowables. We'd 

a c t u a l l y , f r a n k l y , l i k e t o see a l i t t l e higher allowables, 

but these are c e r t a i n l y s a t i s f a c t o r y . 

We very much appreciate the o p p o r t u n i t y t o 

comment on these allowables. 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

statements? 

Mr. Carr? 

MR. CARR: May i t please the Commission, I have a 

statement on behalf of Chevron. Chevron i s a p r i n c i p a l 

operator i n the Eumont Gas Pool, and i t supports the 

proposed monthly acreage a l l o c a t i o n f a c t o r of 38,000 MCF 
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and recommends t h a t i t be adopted. 

Chevron's recent d r i l l i n g recompletion and 

r e s t i m u l a t i o n program i n t h i s pool has s u b s t a n t i a l l y 

increased production from the pool. A lower allowable 

would have a negative economic impact on Chevron's plans 

f o r f u r t h e r work i n the pool, and i t could jeopardize 

Chevron's c o n t i n u a t i o n of i t s e f f o r t s t o increase 

p r o d u c t i o n from the Eumont. 

CHAIRMAN LEMAY: Did Chevron comment on the Tubb 

allo w a b l e or anything else through the schedule? 

MR. CARR: I have no comment on the Tubb. 

CHAIRMAN LEMAY: Any other statements concerning 

southeast New Mexico allowables? 

Any other statements concerning any of the 

allowables i n any of the f i e l d s i n New Mexico? 

Okay, thank you very much, gentlemen. We'll take 

t h i s case under advisement. 

(Thereupon, these proceedings were concluded a t 

10:30 a.m.) 

* * * 
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