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MORNING SESSION - December 1G, 1957.
MR. PCRTER: The meeting will come to order, please. Mr.
Howell.
MR, MALONE: If it please the Covmzission.

MR. PORTER: HMr. Halone,

KR, MALONE: I would like %o complete the record in con-
nection with the requests that were made for material that we were
to furnish during the hearirg yesterday. El Paso Natural requeste
a breakdowr of the deliverability groups used on our Exhibit 7, 1
believe, and that information has been furnished to El Paso Natura]
¥ro. Utz requested a plot of ocur reserve and deliverability figures
or the fifty-five wells., W¥e furnished the basic information and
the log, lot plot is being duplicated and will be over shortly.

At eight o'clock last night we were able to have cleared four of

the five logs that were cored, requested by Texas Pacific, and thej

were delivered to them and have been redslivered to us this morning.

I believe we have mat all the requests that were rade yesterday.
¥R, PORTER: Thank you, Mr., Malone., Mr. Campbell.

FR, CAFMPBELL: If the Commission please, I would like to

generally confirm what Mr. Malone has said, in addition he furnished

ne this rorning with data I requested on their reserves calculatior

or the fifty-eight wells, and the deliverability data they used

or the fifty-eight wells. We were furnished with some core infor-
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interpretations availabls, Ve were furnished with complete cors
data on the C, Meyer B-~ll Well, the One Farney A 17 Well on which
there was complete core data, and we were furnished core data on
the Janda J-1 Well which we don't understand was included in the
five wells to which you have referred.

MR, MALONE: I have checkad that since you mentioned it
this morning. You are ir error in that regard. 1t was ore of the
five wells. It i3 ar o0il well, but it was in the area and was
cored through the horisern that we're interested in, and that was
reflected in the core analysis that was with the log. Now, the
Janda 1, on which there was ro analysis, we furnished everything
that we had on that and we nmade our own analysis from the original

data.

MR, CAMPBELL: It had been our understanding that the Jands

-1, the gas well, was the one on which you had the core and which
you used rather tharn the Janda J Well, so there would be orly one
waell within the fifty-eight well areg?

MRe MALONE: I have notchecked the location of these wells,
You undoubtedly have. Tihe Cities Service log, which is the fifth
log, is in Roswell. That i3 the reason we could not deliver it
last right. It will be delivered as scon as we can get it up here,

MR. CAMPBELL: Perhaps at ar intermissior we can find out

from ¥r., leibrock whether it was the Jarnda J or the Janda H Well t}i

4t
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five wells. We have returned all the core data to Mr. Malone this
morning, and for the benefit of the engineers I might say that no
coples were nmade and all of us don't understand them or have real
poor pemcries,

MR. PORTER: Thank you, Mr. Malone. It looks like soue-
body was sctive last right. FNr. Howell, would you proceed with
your witnesa?

By m. HOWELL ;

% Mr. Woodruff, I believe that just before recess yesterday
you had identified a graph as Exhiivit No., 2, which showed the
estirates and actual market derand deliveries of residue gas and
takes of Lea County gas during the month of February, 1956, is
that correct? £ That is correct,

« How, did you prepare similar graphs for the months of July
1956, August, 1956 and October, 1956, which were the three other
months in which evidence was introduced of overproduction of cer-
tain wells? A Yes, sir.

% Did you nurnber the graph for July, 1956, as E)l Paso's Ex-
hibit No. 37

A Yes, sir, I did, and I listed the August, '56 as Exhibit 4

« E1 Paso's Exhibit No, &.

A October, 1956, as El1 Pasc Exhibit No. 5.

& Will you please go to the beoard and preceding to Exhibit

Fo. 2, I'1]1 first ask you if there were any urusual weather
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conditions ir the month of February, 19567

A Yes, sir, there were,

% What were those conditions?

A ¥Ye had an extrema cold spell at the begirning of February,
1956.

¢ What does the graph reflect as being the actual deliveries
or rmarket derand on El Paso's Percian Dbasin Systesn, or Southern
Syster as compared with the estimates?

A  The upper dark line reflects the tvotal Perrian requirement
This is the total requirement from our Perwiar Basin System, both
residue gas and dry gas. The heavy dotted line immediately before
it is the estimated total Permian requirement,

W By approximately how much per day during the month did the
rarket demand exceed the estiratesa?

A Approximately one hundred million per day.

¢ How, during that samwe month, and particularly in the firat

vart of the wonth ard the last part of the month, how did the acta*l

deliveries of residue gas compare with the estimated deliveries?

A The actual deliveries of residue gas was much less than
the anticipated average demand,

i By approximately how much during the early part of the
month?

A Por example, on the second of February we estimated that

we would average, first thils heavy line towards the rid of the

DEARNLEY - MEIER & ASSCCIATES
INCORPORATED
GEMNERAL LAW REPORTERS
ALBUQUERQUE. NEW MEXICO
3-6691 5-9546




357

page, solid line is our estimated residue gas production, Neces-
sarily it rmust be in wnaking nominations, an average over the monthy
Ye rezlize thers is going to bs some variation in it at the first
of the =month. The actual conditions are the dotted line along with
it, We sstinated average for the month right at one billion five
hundred rmillion cubiec f2et., We received one billion two hundred
rillion cubic feet on the second day of February., These are ap-
proxicate figures.

i Now, what effect did that have upoen the necessity of pro-
ducing gas from the prorated gas pools in lLea County?

A To meat our total market demand requirement outl of the

Permian Basin Area, we had %o turn on additional dry gas to compen|

sate for the volume of residue gas that was not avallable. Actual;

ly during the first few days of February, 1956, we reached the
peak volume of gas from our dry gas sources that we have experi-
enced in the lLea County Area right at seven hundred million cubic
feet in one day.

W Is that actually in excess of the treating and processing

facilities, dehydrating facilities in the area?

A It is in excess of our plant facilities. Our plant facili

1)

ties will handle sorething in the vicinity of 435,000,000, Ve
do have treating arnd dehydration facilities which will enable us

to deliver other volumes of gas. Frankly I dont't know how our
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¢ Under those denards of peak production from Lea County,
where was 1t recessary to get the gas to keep from shutting off
the gas in our market areas?

4 Pror the dry gas wells in Lea County.

3 From which wella?

A Pror those wells that could preoduce it. The high deliver-
ability capacity wells,

% Did that result in heavy overproduction of certain wells?

4 It did,

i, Then following that did vou attenpt to cut back on the
production of those wells? & Yes, sir, we did,

& And get them in balarce?

A We have done so.

% Without zoing inte as much detail ir the month of July,

please just state rather briefly what the conditions were in July.

A The lines on the Exhibit MNo. 3 for the ronth of July are the

zame as those on the month of February. 1 did not explain that the
heavy lire at the bottorm of the page, heavy dashed line, represents
the actual dry gas production. The heavy dashed satraight line is
our estirated dry gas production, the curved short dashed line is
our actual dry gas production. It also shows that the variation
in actual requirements as compared to our expected conditions,

I mizht point out ore significant fact, in the month of July

wa had a holiday on July Lth, A3 I recall it was a week end.
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the plants to vhich we supply gas shut down. Our market demand

fol1l off, Our resgidue gas rewained high. Ye had to compensate fo

the drop off ir market derand by shutting off dry gas wells,
similarly to how we had to turn thewm on over here when the demand
was high,

w Then later on in the ronth did the actual dewand axceed
vour estimates ard the supply of residue turn out to ba less than
vour estirates? A Yes, sir, it did,

% A8 a result was there overproduction of the gas wells in

lLea County? A Yes, sir,

% Did substantially the sare things happen in August of 1956

and October of 19567

A Yes, sir, that is correct,

4 Referrirg to Exhibit Mo, 5 for October 1956, what was
the situastier ir that month with refererce to the residue supply?

A The residus gsas supply was considerably less than anti~-
cipated for that month. The result was that we had to produce
rore dry gas than we had anticipated that we would need., COne
significanrt feature about each of these graphs is this, that any
time our market demard for dry gas sxceeds that volume estimated,
we are goingz to have overproduction in the pool because cur allow-
ables are based or our anticipated demand and the actual productid

of course, is lover,

hE ]

Lt

% Is there anythirg else vou wart to point out or those graﬁha?
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A I believe not.

s Well, then, if you will resume your seat we will continue,
te 2 rasult of a number of conditions, did we find it necessary to
cveryrodice a number of wells during 19567

A Tes, sir, we did,

4 Uow, duripg the period of 1956 and 1957, what was the
relation of the rominatiors as nade by Dl Paso Hatural Gas Company
ard other purchasers in the Lsa County irea?

A The derand and nominations of El Paso were greater in pro-
portion tc the demand ard nominations of the tctal of the other
vurchasers in the pools in Lea County,

¢ Yhat affect did that have upon the allowables which were
granted to El Faso?

A That resulted in El Pasc receiving as ar allowable less gaf
than that that they had a derard {or.

7 In order to reet the demand, did overproduction of wells
cause pools to go out of balance?

A It did.

s Had that condltion existed more or less at all times since
the beginning of proratior?

A For El Pasc's wella, nos In the pool it has besn the
general condition. Since 1955 we have had increasing condition
in that there has beer more and rore, you might sav less and less

sllowable to naet cur market dermard., There has heen a greater
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variation hetweern actual derand and permitted production in the
forw of allowables.

“  ¥ell, I prebably haven't vade my guestion as clear as I
should, DSven though a pool zay be in balance, do you normally

expect tc find wells within the pool overproduced and other wells
urder produced at all tires?
A Yes, air, you expect that.
i gz that condition existed sinee the early days of pro-
ration? A Tesz, sicr, it has,
How, there was testimony introduced in this record relatin;
to cartain charta of ths wells connected to Ll Paso Natursl Gas
Company?s syatem. Have you caused a study to be wmade of charta
for the four months that evidence was introduced in regard, that is
February, July, August and October of 19567
A Yes, sir, we have done 30.

or the number of charts that had to bs looked over?
L 2600 charts,
1 For each month? A Yes, s8ir.

During the ronth of February, 1956, how many charts werse
found to have gore off the chart?

A Tn addition to the wells of Taexas Pacific that were pointed

out in th2 hearing, was had fifteen wells,

o Mfrasn wells that had sons gver abt one tiice or ancother

. How many charts, approxirately, were scanned for each month,
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during the month? A TYas, sir.

2 What about July?

4 In July we found that we had five charts,

iy what about August? A Four charts.

« And what about October? A Ko charts.

< Wnat is it, in your opinion, causes a well to go off the
chart and what can be done to correct it?

A There are various factors that could cause it, particular-
1y thinking in terms of Pebruary of 19556 where we had severely
cold weather, We ofter find that we have freesing conditions
either at the well head, at chokes, through constrictions through
which gas pass, when the wells ther are turned on our volurmes are
irereased, you fird that you have & certain volure passing through
at the restricted opening. Cur people are instructed to go out
there and turn on so much gas from that well, say like 4,00G,00C
cubic feet, They go ocut arnd turr it on., Jubsequently you will fi
that the flow of gas melts the icing condition and causes the

volume to increase and car permit the well to go off of the chart,

Hormally we maintain orfice in the meter which can handle oun

norzal producing habits, but if we have it turred or too much because

of some abnormal constriction and that restriction is removed,
then we do experience more volume going through.

y What effort do you make to pravent wells going off charts?

A We periodically check the charts to see whether they havalgone
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off ard our pecple are instructed to always bring them back on ti-
chart as soon as that conditiecr is found to exist. (f course, at
the valume that is producing is nscessary, then it regiires an
orfice change.

I night also rpoint out that one cther feature which we often
find existing and which is comnon in Lesa Tounty, is that some
wells log off when shut in. %hen turned on thelr abilicy to pro-
duce is comparatively low. You set a certair volune of gas on you
chart and you go away and the well unloads and 4t can produce much
more gas, That can also resull in the reasurement goling off of
the chart.

3 UHow, with refersnce to those charts on the Texas Pacific
Wells which were irtroduced, ware those charts furnished to Texas
Pacific shortly after the month in which the gas was produced?

A Yes, sir, cur records reflsct that the charts wers railed
to Texas Pacific's Hobbs office in March of 1956, Thay vere then
forwarded to their ¥t, Worth office on 4pril 25, 1956 and since
then have bheer raturned to our office.

§ Was any complaint made prior to the time they were intro-
duced here in evidence? A Ho, sir,

% I believe we havs discussed the Jiffererce in nominations
betweer the several purchasers. Have you prepared any graph that

would illustrate for any particular period of tisme the effect of
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Hatural Gas Company has taken to try to secure Lhe necessary volu:§

of gas?
4 Ves, sir, 1 have such a gravh,

MR, HOWELL: Will you mark it as El Paso's Exhibit No. 67

{Marked El Paso's Exhibit No. 6,
for ildentification.)

You might just put one up on the board.

A That's what T intended to do.

« What neriod of time is covered hy thie particular Exhibitv
No. 67

A The last six rmonths of 1957,

4 Does that repressnt actual or estimated figures?
A Actual conditions for the first three wmonths and estinated

conditions for the last three months.

% Well now, what does the top blue bar indicate?

A The top blue bar indicates El Paso's actual and estimated
market demand for gas from the Lea County Gas Pools for the last
six months of 1957,

v What does the next, the yellow bar represert?

4 The next vellow bar represents our actual and calculated
allowable under conditions that have or would exist without our
purchasing gas from other purchasers in the Lea County Area.

i Now, we have a third bar which 1s a combination of a green
and red mark, what does that represent?

A That bar revpresepnts the volume of gas which El Pasn
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expects to pro ude Irom other wells.

Y And the green line?

A The greer represeéents the volume that Bl Pasoc expects to
purchase from other wells.

« That is fror wells under contract to El Paso?

4 That is correct. The red line represents the volume of gas
which we expect to purchase from Permian Basin Pipeline Conpary.

% Have we begun taking aome‘gaa and purchasing from therm in
the latter part of 19577

A Yes, sir, ve started purchasing gas frow them during the
last few days of July, 1957.

i Is that the source which you look forward to making up the
deficiency between requirements and the allowables which are al-
lowed to El Paso's contract connections?

A Yes, sir, that is correct.

‘W How, there are three other lines on the chart. What do
they reflect?

A The middle yellow and green lines represent conditions that
we have calculsted when E1 Paso takes no gas froc Permiar and takes
the full demard from El1 Paso connections. If we produce cur full
rarket derand from our wells we will end up getting the volume of

gas represented by the yellow line in the form of amllowables.

{ And the greer line would represent additional overproductipn?

A A difference betweern the yéllow line and green line would
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represent overproduction.

(. What is your last two lines? What do they represent?

$ The last two lirnes are to exnlair an exarple where El
Paso takes ro gas from Perrian and takes the allowable only from
£l Paso's connections. It just reflects that we would receive the
yellow bar in the form of allowables and take orly that amount in

the form of productior.

it What happens to that market demand with reference to Lea
County producers if that course is to be followed?

& That amount of our market demand pust be supplied fror
sources other than Lea County.

g How «-

A& (Interrupting) It might be well, for those who do not hav?
exhibita, to speak of the magnitude that we have here.

Q Wnat is it?

4 To speak of the magnitude we have on the bars.

& Yes, I wish you would explain the chart in a greater de-
gree, that you care,

A OCur total market demand, actual and anticipated, during
the last aix montha is eighty-seven and a half billien,

4 That's frow prorated poois in Lea County?

4 That is correct., Under the conditions that we anticipate
will actually exist with cur purchasing from Permian, we anticipath

that theret®ll be &60.8 billion produced from our wells and 26,7
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t111%icn purchased fror Perrian Basin PIipeliné Corpany wnich will
come fror other correctiors in the various lea County Gas Pools.
I believe that will explair the magnitude of the volumes that we
have there. If we produce only our allowables ard had not taken
the volume from Perrian, we would have failed to meet our market
demand and have to go elsewhere for the gas for the 26.7 killion

cubic feet of gas that we anticlpate purchasing frow them.
& During approximately a six month's period?

L That 1s correct. Actually our calculations show it would

be slightly more than that as indicated on the graph, Exhibit Ko, B e

; MNow, in connection with the Lea County situation, and par-
ticularly the Jalmat Pool, there was testimony introduced, ard I
wish we could refer briefly, I think it's Bxhibit No. 5 intro-
duced by the operators, which shows soue relationship -~ that's
the exhibit -~ Cperator's Exhibit No. 5 contains comparisons in
which, for example, the Jalmat Pool and the overproduction in the
Jalmat Pool is compared to the Fulcher-RKutz Pool.

1 believe the testimony shows that the chart was prepared on
the base of the November proratior schedule. 3ince sseing that
chart, have you had occasion to look at the November proration
achedule? A Yes, sir, I have.

3 What is the entire allowable for all the wells in the
Pulcher-Kutz Pool, including both those connected to El Paso's

aysten and those connected to Southern Uniont's systen?

367
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A 390,0££,000 cublc feet.

. That's the entire pool allowable?

A Per the month of Povember, 1957,

.\ Tid vou examine the Jaleat Pool to discover what was the
largest urderproduced single well in that pcol?

4 Yes, sir, I did.

4 What's the amount of under preoduction accumulated to that
single well?

L 797,183,000 cublc feet,

{; It ther follows that the urderproductior attached to one
Jelrat well is greater than the entire monthly allowable for the
Pulcher-Kutz Field? & That is correct,

s YIncidentally, is that underpreduced well connected to our
systen?

A Yo, sir, it is a Gulf well conrected to Permian Basin's
syster,

{ There's alsc beer sone testimony relating to the rules in
Texas for preduction of gas wells and the allowebles. What is the
statewide rule for any gas well that isn't in an allccated pool,
or prorated pool?

A Statewide rule is that the production frorx a well will be
restricted to 25% of its open flow capacity.

¢ Is any considsratiorn given to acreage irn that statewide

rule? A Yo, sir, 1t is not.
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7 Lre there a nurber of pools in texas In which the de-
liverability or oper flow or factors other than acreage are cor-
siderad?

4 Ynere other than acreage is considered?

i Tes.

A WNot to my knowledge. lHormally acreage and, well I will

correct that, there 1s the Panhandie field in which a portion of

its total market dermand is allccatad orn potential alone., Normally

you find acreage combired with the deliverability or potential
t'actor.

& I think you misunderstood my question. Iou have now
answared 1t tiaet norrally in Texas you find acresge combined with
a potential or a deliverabilivy factor?

A Thet is correct. i did not say that if I understand your

restatement of my statement,

& Then please correct me.

A I reant to state tiat normaliy waen you find d@liverabilitr

or potential in an allocation Jacter, it i3 combined with acreage.
< 1 see, Apnd there are pools, are there not, in Texas, usin
a nupher of diffarent forvulas? A& Tavre are. |
< WNow, you hava probably been as closs to tae proviews of
the Jalazat Pool and struggled as mucn a8 anyone in sttempting to
achieve balanced conditions, What are vour recormendations for

correcting the conditions which are showr to exist with the pool

B
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containisg 3 .uhkber of walls that are overproduced to a great
extent and a oumber of wslls that are underproduced to a great
axtent?

A First, I think tihat we should classiiy wells as marginal
that are incapable ol producing their allowables. That i3 pro-
vided in the rules and we do do so. 1 think there are other wells
of course, that could be clagsified as warginal.

< in detersining whether or not a well is incapable of
producing its s&llowable, wnai would you recommend as the method
to usa?

A I would recoumend that the Corxmission compare the well's
delivery capacity as evidenced by revisw of its actual performance
with the average allowable during the preceding six-mouth period,
I recorrend an average allowable rather than an allowable for any
one month, bhecause the allowables vary up and down as adjustments
are riade for variations in anticipated demard and actual demand feo
previous nonths, 8o you ca&n geét arn abnormally nigh or sbnormally
low allowable for ary one month, but comparing it with the average
allowable cver a six-nopth period will give you a gooa standard fo
conparison.

+  You would recormend that thes deterrmination bte made ¢n aver
ages rather than on the singae lowest wmontn’?

L That is correct.

w In the six months previous pzriod?

T
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¢ ¢nat 15 your recommendation with reference to underproducticn?

% 1 recormend that underproduction be cancelled in accordancs
with the present rules of the Commission pertaining Lo the gas
pools in isa Countye.

< And in connection with the determination of whether or not
2 wall is in balance, I believe you have already testified, or at
least made a statement in this uearing, wouid you Just briefly
comment upon tae interim rule which has been adopied by the Com-
mission?

A It will be s considerable aid Lo meeling uar<et aerand %o
nave this interir rule whicn the Commissior nas approved for all

lea County zas pocls,waich in effact adswmes that a well is in

halance during any ronth tnat 1t has an aliowable squal to its

overproductiorn,

Any month that i1t could get in balance, it is

agaured to be in palance,
tiora to the purcnaser,

in the exarple given

# purchaser will have to restrict nig production

That gives added flexibility of opera-~

last nearing, 1 snowed tuat concsivadbly

& w2ll for

.
&I

tre rajor portion of the rcnth beceuse of the previous interpre-

tatior that the well hagd to he in baluncs at vag end of the ronth

-

to have been in balance. 1° ne2d only cne way's underpro-

duction to brirg 4t in halance. Thisz interprecgtion glves

added flexibility both to the purchaser ard to the operator in
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producing his well and permits added production and income to the
producer for that period that he would be permitted normally to
overprodiucs,

i ¥With reference to the forrula of allocation, what has your
experience in actually taking from wells in the Jalmat Pool led
you to believe with reference tc the deliverability factor?

A 1 have concluded frow ry analyses, and I believe cur ex-
hibits have shown, that for market demand to be net out of the Jalt
rat Pool, that we must have a deliverability factor in the alloca-
tion formula. That acreage alone ls not permitting the market
derand to be fulfilled frowm the wells in that pool.

& Now, have you given consideration to the formula as reconm-
wended by Texas Pacific? & Yes, sir, I have,

« Do you think that formula is a workable formula or could bg
used practically”?

A Yes, sir, I consider that it could bte used practically.

& Do you think there are other formnulas or other coxbina-
tions that might alsoc be practical and useable?

A I think any utilization of deliverability is a step in
the right direction., The degree, of course, is variable. I think
that at least [ifty percent deliverability should be utilized in
any allocation formula. It depends on several factors. The plus
factor utilized in a deliverabllity formula.

4 What do yvou kesan by the pluas factor?
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4 In the forrula reccemended Ly Texas Pacilic we have
75% acre times deliverability plus 25% acreage. The plus 25%
acreage is the plus factor I referred to, That factor gives each
individual well and every individual well the same amount for that
particular factor. It assures & poor well of having a certain
amount of volume even though it might have 2 small amount of de-
liverability. It in effect gives a poor well something which its
deliverability might indicate it is not entitled to.

Likewise it draws down a high deliverability well by denying
it everything that it would have received say had it been 100%
deliverability. 5o that I car say that the plus acreage factor is
fine particularly ir a pool like Jalmat where we have wells in

variable conditions. We have sore wells in the later stages of

depletion that have low deliverability whereby a hundred percent

deliverability formula we would give ther small volumes but maintalin

ther as ecconomically feasible.

W Have you had an opportunity yvet to complete or have aomea%a

nelping you complete & brief analysis of Cperators Exhibit 67

A We are analyzing that exhibit, but I do not see that it hqs

been brought forward here,

MR, HOWELL: Ve don't actually have the figures, I did

want to put that ir in evidence with Fr. Woodruff. If I may retunn

and ask hir about that as scon as the [igures are put together,

why that will conclude our examination,
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MR, PORTER: That will be permissible. You expect those
te be available some tinme this morning?
A TYes,
KR, HOWELL: Yea, they're working on it now,
¥R, PORTER: Mr, Woodruff, there are a couple of questions
I would like to ask you. I believe vou recommended a method for

defining a marginal well as being a comparison of the average
monthly allowal:le for six months with the highest monthS production

of the well?
A I did not say highest month's productior, but I should have
said s0. It's maxirur producing ability as evidenced by recent
production as compared to its average month's allowable,
¥R. PORTER: And also you recormended that this rule, I
believe, as incorporated in the irterim order concerning overpro-
duced status of a well, when it would bte considered overproduced,
riade psrmanent?
A It was ny intent to recommend that, yes, sir,
¥R. PORTER: Now, Mr. Utz in Case 1352 yesterday worning,
pointed out certain dangers of that., Do you agree with Mr. Utz thP
overproduction could get ocut of hand using that determination?
A Vvell, I think that we will have to agree with what he said
that a well that is required to come n¢o closer in balance in one
month's allowable could conceivably never get completely in

valance. I do not feel that there iz diserimination causad in thatb

be

t
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bstween an overproduced well and an underproduced well., Certainly
under normal producing practices we try to take all the allowable
of each well and produce ar underproduced well consistently in

ar effort to take its allowable. HRelief granted to an underproduc

wall under those conditions would be of no avail, we have taken

everything that could be produced, 1 do not consider that the add#d

flexibility given by utilization of this interim corder would dis-
eriminate bstween overproduced and underproduced wells. It
certainly would add to the flexibility of cperations in the pools.
MR, PORTER: Anyone else have a question of Mr, Woodruff?
Fre. Uts.
CROSS EXAMINATION

BY MR, UTZ:

W Mr. Woodruff, can you explain to we how a pool can be in
balarnce when you allow overproduced to be overproduced one montht's
allowable, not allow underproduced wells to carry the same amrount

of underage?

A 1f a well is overproduced, say you have a two-well pool, you

have one well overproduced, the other well has to be underproduced
an equal amount, in a balanced pool we will always have those con-
ditions of overproduction compensating underproduction. The pool
will come in balance if the underproduced well car produce its

full allowable, If it does not produce its full sllowable, then

the overyroduced well will of necessitvy have to produce it.
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I do not visualize any difficulty ir balasncing a pocl because of

this interpretation,

4 But if you do allow ar overproduced well to carry continuocus

overproduction, shouldn't you, to be fair, allow an underproduced
well to carry itsunderage for a longer periocd? Haybe he'll want
to work his well over,

4 I would hope that they would work the well over. We would
puch prefer to produce it out of the well that receives it. low~
ever, in order that the market demand be fulfilled, it is necessary
to place the market demand where it can be produced, and that is
the purpose of the cancellation and redistribution order that we
have,

W In other words, we're only assuming a well to Le in bal~

ancing, we are never actually finding it in balarce?

Yol

A Under my recommended procedure, the overproduced well woul
be assured to be in balance and might not get in balance, I night
gc on to say that under the other interpretation you are assuning
that it didn't get in balance during say in my exanple the one day
that it required. There is no way of us showing you or the pro-
ducer showing you that he shut the well in for the first day of the
month to get the well in balance, so you are forcing the operator
to restrict the production {rom his well during the other twenty-

nine days of the month te no more than the allowable during the
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did get in balance. During the period that the well is actually
ir balance it should be permitted to overproduce, and under the

recommendationr that I have made it will be pernmitted to do 8o,

& So you ares not recopmending, are you, that we do a daily bal-

arcing period so that you will be sble te produce your well at the
first part of the rmonth as well as at the last part of the month?

A I think that would be exact,.

W ¥We do it by months? A That's right,

iy We have that latitude sc¢ you can produce a well at any day
in the given month? 4 That is correct,

4 We do give you that latitude? A4 That's right.

w Getting back to warginal wells, I believe ir answer to Mr,
Forter's question you stated that you would compare average monthl
allowable with the highest month's producticn?

A That is correct.

4 Is that the only consideration you would make in determin-
ing a marginal well?

A I visualize ro other featurss, but if you have some to asy
e to analyze I would be glad to do so.

§ Well, frankly, it is kind of a new one on me. I hadn't
thought about it except the last five minutes, Let's use a hy-
potnetical case on the well having six months allowable as sixty
zillion, and if that well had produced any one month twelve rillig

would vou consider that to be a wargiral well?

y

Ny
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A No, sir,

2 In other words, he has proved his ability to produce the slfix

ronths allowable by producing the twelve million in one ronth?
4 Exhibited its producing ability in one month in an amount
equal to the six month allowable, We could hope that he could

produce it for the whole six months at that rate,
; What you propose is iderntical to my hypothetical ques-
tion then?
A Yes, gir, I believe sc.
q Do you propose the average six months allowable because of
the fluctuation in allowables? 4 Yes, sir,
MR, UTZ: That's all I have.
MR. PORTER: Mr, Caupbell.
By MR, CAMPRELL:
$ Mr., Woodruff, referring to El Pamo Exhibit No. 1 which is
your c¢omparison of your nominations, allowable and production for
Jalmat in total Lea County Area.
A Yes, sir.

iy Would you please refer to the year 19567 For the first sik

menths of 1956 it appears fror your tabulatiorn that your nominations

were roughly 32,000,000 M.C.F. total correct approximately?
A I think that would be very cloae.,
< And that your production for the same period of time was

approxirmately 33,000,000 M.CoF,?
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A I'11 accept that.

4 5o that during that six months period your production was
essentially in balance with your nominations, awm I not correct on
that? A Yes, 3sir,

4 Then, referring to the last six months of 1956, your total
nominations were approximately 27,000,000 ¥.C.F., and your total
production was approximately 40,000,000 ¥,C.F.?

A Yes, sir.

i Can you explain to me why vour actual production for the
last six months was s¢ far in excess of your nominations wher it w
in reasonable proportion and almost equal during the first six mon
of 19567

A Yes, sir, I believe I can. Yesaterday in explaining this
exhibit, I pointed out that cur policy in nominating had not chang
¥e noninate in the poeols in lea County, giving consideration to
the contract minimum in esch pool arnd the deliverability capacity
of the wells to produce that. We continue to do sc. I think that
the nomiration for both the first and last six months of 1956 show
no change in that in referring to our Jalmat Pool nominations,

I also testified to the fact that we were not getting in the
forr: of allowables as ruch gas as our market demand, that we had n
where else to go for the gas and that it nmust be produced from Lea
County Pools, Un the first of July, 1956, in analysing our condi-

tion, we found that every well capable of overproducing into our

as

ths

pd.
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syster in 2ll pools was overproduced., Ve knew that we had a peak
demand pericd coming up toward the end of 1956 with no other source
of gas available to fulfill that, We wanted to produce our wells
in such & rarner that we would encounter the minlrum amount of
overproduction so that during this year we would not be restricted
to & point where we could not fulfill our market demand. The
Jalmat Pool with El Paso having between eighty-five and ninety
percert irterest was the logical pool to produce that volume of gas
required in excess of our allowables. We produced that volume of
excess gas prirarily from Jalmat because in so doing we returned
to the Jalmgt Pool allowable which compensated for eighty-five,
approximately, percent of the overproduction.

4 ¥ell, would your supplementing your nominations at the end
of the worth and for the next month, make them more in line with
your production for the preceding month, interfere with that pro-
cedure you Just mentioned?

A It would have interfered in this extent, Mr. Campbell:
iny menth that you overproduce allowable irn a pool, the Commission
makes adjustments for that overproduction two months subsequent
to that month,

For instance, in July, if we overproduced in September they

add the production in excess of allowables to that month, s¢o they

have compensated for the production in excess of neminations to sup-

plenent nominations in addition to that would be a double compensatiorn,
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The effect of the allacation of gas, the rethod used, does that,
% Well, then, as I understand you, with the two wmonth time
lag, allowables are actually determined by the production, which
of course, is determined by your purchases, is that right?
A That is correct,

i Following that through, isn't it true that the last two
months of the proration period ending December, 1956, and the
overproduced status of wells at the end of that proration period,
was exaggerated by the fact that your actual takes were so much in
excess of your norinations for those two months?

L I believe essentially you are correct, if I understand
your question properly, because the corrections for preduction in
excess of sllowables for Novenber will be made in January of 1957

end for December in February of 1957, I note in referring to El

Pagsots Exhibit No. 1 that we did produce ir excess of our allawablfs

during Noverber. I note that in Decerber we produced under our
allowables, Actually the variation is somewhat comparahle over in
one wonth under in the other, and probably the effect would have
besn almost nil because of its compensating factor,

3 But doesn't the allowable situation in Decenter reflect an
ad justrment for October? A Yes,

& Actually in both months you produced considerably in axceﬁs
of your normination for those two montha?

A Yes, sir., that is correct,
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N

Would rou refer for a minute to your Bl Paso Exhibit Xo, 6

&

A Yass, sir,

P

You have stated ir vour testirony that your situation with
regard tc the Jalmat Pool involves what ycu, I believe, referred
to as your Southerr Systen of narketing gas, and that that systen
nd the svallability of gas is affected by the nmarket of other
purchesers ir the area’ 4 That is correct,

« You have referred particularly tc Permian as the other prin
cipal purchassr in the Southerr System?

& That is correct. I might say that it properly should be
callsd our Permiar Systen.

§ Hather than the Southern System?

A Yes, sir,

« W%ell, now, you have also statad that when you find a de-
ficiency in your Perrisn Jystem, you are urable to obtain dry gzas
for the reasons indicated, that you find it recessary tc go else-
where to supply yaur‘markats for gas?

4 That is correct.

« Did I understand you correctly that the principal source
you go to is the Sar Juar Easin, or are there other places you go
for your gas?

A Primarily we have to go to the San Juan Rasin,

W Then 1 assume that in your Northern System and your Perrmiar

d

Syster there is sore interconnsection sormewhere that permits you to
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-

supply your Perrlan narket with your Fortherr Syster gas, am I
corract 1n tnat?

4 Fasentially correct, yes, sir,

i I8 that done with your Feedles-Elythe interconnection? Do
vou have an intercorrection in Arizonz for that purpose?

& Tes, alr, that's correct,

So that you are able by the use of intarchange and use of

tae two systerms, if the gas is available for one or the other or
both, %o supply vour market in California irrespective of avail-

abilicy of gas ir imdividual pocls or areas?

A That's correct, as long a® we do have facilities which will

enable u8 to do sc. It way be well to explair one feature., That
up until Yovember of 195¢€ we were restricted in the volune of gas
that we could take out of the Jar Juar Pasin, JSo that any varia-
tion, I wmear the variation required to umeet warket demand when
ragidue gas fell off had to come out of our Lea County Pocls., We
completed facilities in Noverber of 1956,which has eanabled us to
divert a portion of cur market demand to that arsa.

4 Do you know what portion of the dry gas production in the
Jan Juan area of New Mexico is owned by the El Pagc HNatural Gas
Company?

A BHo, I do not know, It is a sizeable portion. We are
probably the major operator in the San Juan Basirn,

4 You have stated that you have recertly, I believe vou said
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commencing the latter part of July, been able to supplenent your
available gas in the Permian Basin area of lLea County, New Mexico
by acquisition of gas from Permian Easin Pipeline Company as re-
flected on Exhibit &, is that correct?

A That is correct.

y Has that gas been available to you on sxchange base of any
sort bvefore that time?

A XNo, sir.

w7 You have not exchanged gas irn Lea County with Pernian Basii
before this perioed?

A ¥e have in minor amounts. We have wells which Permian has
interest in connected to our system. They have weélls connected to
their system which we have interest in, and we have balanced out
the interest portion of the gas» between the two companies which
has amounted to as much as ten million cubic feet a day.

¢ FNow, how much area does this Perrian Syster you are refer-
ring to, cover? Does it cover just New Hexico or parts of Texas?

A Texas ard Lesa County essentially.

¢ You do exchange gas with Permian Basin Pipeline Comparny
in Texas, don't you, in the West Texas area?

A Yes, we do. It is volume for volume. They deliver gas to
us for transportation at Plains, Texas and we redeliver a like
volume to thew at Dumas, Texas.

S Is the gas thxt thay have been deliverine to vou in
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Plains, Texas up to July of 1957, has the sourCe of that beer

other than Lea County, New Mexiceo?

5

4 A portion of it has baern.

. Do you know whether they have had facilities to deliver
New Mexico gas?

A Yes, sir, they do have.

% Now, with further reference to your present ability to
acquire gas fror Permian Basin Fipeline Company, do i understand
in your Exhibit 6 and your statements that the only gas you are
acquiring from them is gas to supplemert your own connections in
Lea County, Hew Mexico? In other words, are you taking, planning
to take all of the gas you are able to take under the rules and
regulations and the capabilities of the wells in Lea Geunty,'ﬁaw
Mexico before you take any FPermlan Basin gas?

A Yes, sir, we are.

% Do you intend to continue that practice, is that correct?

A Yes, sir.

4 Is this gas that you are obtairing from Fermian Basin Pipe
line Company being acquired under a contract with that company?

A Yes, air, 1t is.

MR, HOWELL: Off the record.
MR. PORTER: Off the record.

(Discussion off the record,)

¥
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(Harked Texas Pacific's Exhibits
Nos, 12 and 12-4, for identificati:.

G Mr. Woodruff, I hand you what have been {dentified as
Teaxas Facifict's Exhibits 12 and 12-A, appears to be a punotostatic
copy of an agreement, ¥Would you examine that and state what it is
if you know?

A I pight first stste, Mr. Campbell, that I'm not completely

farmiliar with our certracts, !owever, I believe this is the contract

we have with Perrian Basin Pireline Compary whereby we have agreed
to purchase from Permian thst volume of our rmarket demand in Lea
County which is not allocated Lo our wells,

2 Ard 1s 12-4 8 supplermsnt to that agreemant with reference
to particulsr sectiors of it?

A It is stated sc to be.

& And that is the contract, a&s you understand it, under which
you are acquiring gas, or intend to acquire gas, or the basis
indicated in your Exhibit Ho. 67

A That I believe to be correct,
¥R. CAMPBELL: I would like to offer this photostatic copy
of this cortract and supplemertal contract in evidance, I will
furnish the Cormission with additicnal copies, additional twe

copias they have requestad,

e MCOWELLT May I ask what the caterislity of the contract

ig?
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MR, CAMPBELL: Well, the witness has testified that you
may nov acquire ges fror Perrilar Basin Pipeline Company in lea
Courty, which includes the Jalrat Gaes Pocl, and that acquisition
will have a bearing upon the purchases of El Paso Naturel Gas
Corpany in the Lea County area, which includes the Jalmat Gas
Fool. Your witress has testified that it has been impossible for
El Pasc to acquire the required amounts of gas under the present

proration system, and this contract is apparently your sclution to

the problem. I think it has a bearing uporn the Commission's deter

T

mination on our application, whether prorationing is required in
the Jalmat Gas Pool,
kMR, HOWELL: If it please the Coumission, unless the maters

iality of a particular contract is apparent, we submit that the
contractual relationships between parties is not a matter of a
proration hearing before the Commission, We have testified that
we have purchased gas from Permian Basin. The purchase of gas
from Permian Basin can be comparable to the purchase of gas at ths
tail gate of plants, C{ertainly we don't want to complicate this
hearing with putting in the contract covering every purchase of ga#
that E1 Paso Hatural Gas Company nakes.

If this were material to any contested issue in this hearing,
the terms and provisions, price, measurenent, treating portions of
the contract, we'd certainly have no objlection to deo it, but our

position hps besn all during the hearings that our eontracts of
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purchase are between the parties and the mere exlstence ol Lne

purchase is sufficient for the record in any hearing. There has bTan

no testimony as to the basis of the purchase. There just has
nerely been testimony that we expect to acquire cartain’valumes of
gas, There 1is similar testimony that we eéxpect to acquire certain
volures of gas from contracts of the operaters of wells, and under

contracts with the operators of plants., Wé wish Lo object to the
introduction of this contract as not being material to any issue
before this Cormissior.

MR. MALONE: HMay it please the Commission.

¥R, PCRTER: Hr. Halone.

MR, HALONE: I don' want to shock Texas Pacifie, but I

wart to Jjoin them, It is ths view of the operators, to the extent

that I'm authorized to express it, I haven't checked tihils with thep,

but I am exprassing this view and which I believe they will concur)
We believe this contract is material because it has becoms apparent
that ratable takes frox this pool a3 beiween wells connected to by
Perwian Basin and those by Z1 Paso are going to be deteruwined by
what %1 Paso determines it is going to take under Lhat ceniract,
Its rights under the contract are extremely percinent to the

operation of the proration system in the pool. As I understood twe

witness's statement, he said that they still propose to take all the

gas they could from the El Pasc wells and no wmora than they had to

from the Permiar Basin wells. If that is the approach of the
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purchaser to this problerm, we car axpect the situatloe:n to gev
worse instead of better, and the guestion of what their rights

under that contract may be will be very pertinent in determining
whether they are taking ratably in the field,

For that reason we believe it is waterial and should be ad-
nitted.

MR, CAMPBRELL: If I may be percitted a brief response to
Mre. Howell, in the {irst place I agree with Kr,. kalone that the
conditiong are probably geoing to get worse befors they get better,
This contract between Permian and £l Paso is not like & contract
between & producer and E1l Paso or a residue gasoline plant &nd EL
Pasoc, Thig is a contract betweern two purchasers in this area.
It is ertirely predicated upen the advent of proration in Hew
Mexice and presumes to further the purpose of this Commission in
carrying out tne rules and regulations under prorationing.

I think that for that reasor if for no otner, it i3 & materia
part of a determination of this Comnmission whether prorationing is
receasary in this pool in the first instance, which is a question
ve have raised, and if it's geing to be prorated, what the effect
of this contract may have upon it.

R. POKTER: Anyone else have arnything to say relative to
the adrission of these exhibits? lHr. Christie.
PR, CHRISTIE: I warnt the record to show that Mr. Malone

wast 't speakirg for Amerads in this particular instance.
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1 don't know what our position would be on that. Right at tne
time I think we would support El Paso. I think a contract is
aomethins sacred and has no baaring on this case,

MR, MALONE: I think I had better clarify my situation. I
haven't had tire to check with the cowpanies, but let me say I was
speaking as Ross Malone, lawyer, expressing his own perscnal opinig

fle CAMPEELL:Y 7 thipk #r, Howell realizes that this con-
tracv nas beer filed w’wh and approved by the Federal Power Con-
¥isslon, It is & public record. Il 18 not in the suane category
exactly as between twe private parties,

File TOWELLY May 1 answer that [ am fully aware of that,
ard as a ratter of fact, I thirk there is a cocpy ol iLhe contract or
f'ile with the (orrissior. 5y polint goes Lo the materialiity of any

contract as betweer the parties, if we put tnat contract in, then
I would like to see (ulf's contract with Fermisn Sasin, and I
would like to see sore oi the other contracts with Permian Basin,
because you have just stated that what ve tace depends on tuls
contract, vhat we taxe depends on wnat Fermian Basin Gives us.

If you are going tc go inte that ramiflication, let us see what
Fermian Basin has contracted to purchase from their supplies. The
rinute you get into analyzing contractual relatienships between the
parties, you get into something that isn't a matter before this

Coeminssgion.

We certainly don't consider this contract a secret, It

Mo
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nas beer well publiclzed; ¢y whole pcint is that contracta between
the parties are 1ot ratarial to the issues in this case,

¥R, FCWTER: Mr, Howell, the Corrission will overruls
your objecticn snd adrit Texas Pacific Exhibits 12 and 12-A
to the record. Wers ycu through with your questions?

¥R, CAF¥PPELL: Yo, sir, I hsgve s few rore questions,
3 Mr, Yeodruff, as vou ars aware, ore of the i{ssues in this

matter i3 whether or not prorationirg in arny fors or any forrula i?

recessary in the Jalvst Gas Pool. You have testified thet El Paso

Natural Gas Corpany is connected to, and T didn't urnderstard whethsr

it was elghty-five to rnirety percent of the wells, or purchases
aighty-five or ninety perccent of the gas, which was 14?7

A Eighty-fivse percent gf the units,

¢« The units?

4 dhich would ba the acreage assigred to the wells connscted
of E1 Paso. I could give the nercent of wells, hut it is still
aighty-five percent,

% You are acquainted, aro you not, with tha provisions of
the E1 Fasc NHatural %as cantracts in the Jalrwat Gas Pool in Lea
Countr? A Generally sc.

PR, YOWSLL: Vow again I am going to offer an objection
going into all of the purchadse contracts.
MR, COQLEY: For what purpode?

M, CAMPHELL: I ar offering this, T ar going to ask nim
?
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a question about a section of the contract, but the first gquesii:
I ae going to ask hipm relates to the provision of the contract
which reguires the buyer to take ratably on the basis of ability of
the individual wells to deliver gas irto the line,
The reason that I'nm asking that that be put in is that we have

taker tha peosition that El Fasc Xatural Gas Company being purchaser
fron eignty-five to ninety percent of the units in tnis pool, that
i& taere is a ratable taxke provision in their coniracus within
thid pook and that tne contracts contaln sone sort of deliverability
{factor, ciat tn2re 13 no neceasity lor pas prorationing in the
Jalrat Gas Pool, I think it is material for that purpose,

Mite CuUlals k. Camprell, pection &:-3-13, Annotated
dew Fexico Juabtules, requires taai comwon purcnaser, which El Paso
i8 certainly qualiiied as auch ir the Jalisat Gas Jool, rejuires
LLRAU conmon purcaaser must taxe rabasiy. anything in addition to
that would seex Lo add very litile,

YRe UANPBLLL: I'm aware of bLhay, oubl 1 taink jhat hoth
of ther in tnis particular pcol have a beadring upon Wheoher or not
tne gas prorationing is required. 1 might say that I intend to
tender tne contract into the record, whatever the Lopmisaion's
ruling may be on. I certainiy think that portior of it t¢ whieh
I related is material hers.

¥R, COOLEY: To clarify vour position, you offer the con-

tract teo show that Bl Paso is required to take ratably in the
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Jalmat Oas Pool?

MR. CAMPBELL: And that there is a deliverability factor
in the contract.

#ite COOLEY: Would you please explain your later rerarks
concerning the deliverability factor?

¥R. CAMPBELL: Wwell, I'll have to read the contract.

MR, HOWELL: It is no secret. I have no objection to
having this language read. I merely obtject to any of the ccntractﬁ
going irto the record.

FR. CAMPBELL: You don't object to my reading this portion
to him?

MR, HCWELL: 1 do not object to your reading it as a
tender to the Comuission. But I do continue and renew my objection
to any contractual provisions being wmade a part of this record.

FMR. CAMPBELL: Well, the portion which I intended to
nake reference with this witness and which portion I now tender,
is contained ir Article 12, Section 1 of the contract,

"Buyer agrees, insofar as practicable, to take ratably fron
each allocation unit conrected to its system in Lea County, based
upon the well acreage allocation and the ability of individual well
to deliver gas into the buyer's gathering systew against tne workin
pressure therein, or againat a pressure of 600 pounds per sgquare ir

gauge, whichever is lower, within the allowable limits that ray be

3

g

ch

set from time to time by Govermnmental authorities having proper
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Jurisdiction thereofl, In nc event shall buyer be required to take
or seller be required to deliver gas from any well in excess of

25% of the total of its open flow capacity.”
& T will row ask the witness the questior, and you may ob-~

ject, and then I'm going to tender the contract.

4

MR, HOWELL: o ahead and make vour tender and my objectiol

goes to the whole lire,

w Fr., Woodruff, you stated that you are generally acquainted

with E1 Paso Natural Gas contracts ir Lea County area?
A Yes, sir,

<« I'm going t¢ read you a provision of that contract, being
Article 12, Section 1, "It is expressly agreed that buyer undertak&s
no obligation to purchase solely from seller and within the distript
in which the acreage covered nhereby is located, nor to purchase at
all times seller's full allowable production. Buyer agrees, irsc-

far as practicable, to take ratably fror sach allocation unit con-

H

nected to its system in Lea County, based upon the well acreage al
leccation gnd the ability of individusl wells to deliver gas into buy-

er's gathering syster against the working pressure therein, or against
a pressure of 60C pounds per square inch gauge, whichever is lower|,
within the allowable limits that may be sat fror tims to time by Gov~

ernrental avthorities having proper jurisdiction thereof. In no event
shall buyer be required to take or seller be reguired te dellver gas

from any well in excess of 25% of the total of its open flow capacity®.
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Do you know whether such a provision is contained ir all of the
El Paso Hatural Gas contracts in the Jalmat Gas Pool?
A I believe that it is.
% And would that -~
MR, WEBB: (Interrupting) May it please the Commission,
Layton wWebb with 3inclair. I don't believe that we can discuss
all of the contracts in Lea County here. I'm not sure that the

witnesa gave a corresct answer to that question, I think we are goj

righty far afield here. I think I have personal knowledge that th#t

staterert is probably not contained in all the cortracts,
& Probably I was referring on an inflexion in my answer.

MR, WEBB: I would like to object to ary further reflerercs
to contracts in the Lea County Poeol.

MR. CAMPBELL: The witness has answered the guestion, I
will make a tender of the contract dated April 4, 1951 between El
Paso tatural Gas Company and Texas Pacific Coal and 0il Corpany
relating to purchase of gas from El Paso Hatursl Gas Company in
Jalrmat Gas Pool, lea County, New Mexico.

KR, HOWELL: I renew the objectior on the behalf of El
Pasc Natural Cas Company on the grounds that contractual agree-
rents as betwsen the producers and purchaser ir the field are not
material to any issue in this hearing.

¥R, CAMPBELL: I would like to have this marked because

I have made a tender, because I have nade a tender of it,

ng
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(Karked Texas Pacific's Exhibit
No. 13, for identification,)

¥R, PORTER: ¥r, Howell, your objectior is sustained.
Texas Pacific's Exhibit 13 will not be ineluded ir the record,

MR, CAMPBELL: Just tc maintain the record here, if the
Commission please, ray it show that Texas Facific Coal and 0il Cen
pany now tenders over the ruling of the Cormission Texas Pacific's
Exhibit Ho., 13. I simply do that to make a‘édrt of the record in
the eient of anything in the future.

HR. PORTER: The record will so show, that it was tendered
but denied.

FR. CAMPBELL: I have no further questions,

KR, FCRTER: We'll take a short recess,

(Recess, )

FR. PORTER: The meating will core to order. Nr. Webb,

By MR, WEBB:

% 1if it please the Commission, Mr. Woodruff, in response to
¥r. Campbell's question after he had read the provision cut of
the contract under which you are purchasing gas, apparently from
Texas Pacific, he asked you if that provision or a similar
provision was in all of your contracts. I'm not sure that I under
stood your answer completely.

& 1 believe my answer was that 1 believed that they are., I
do not know,

< You do rnot know persorally?

¥

T
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A That they are inp esch and every ons, but I believe that thTt

or similar type of provision is.

% Actually cortracte between the purchaser end seller are
negetiated and not all of your contracts in the Jalmat area are
the same?

A 1 believe that to be correct.

¥R, PORTER: Mr. Xelly.
By JCUN XELLY:

L I would like to ask you one or two guestions, Mr. Woodruff
for clarification, and alsoc to try and help El FPaso get a little
more gas from Lea County rather than have you go out of Lea County
to pick it up. Referring to Exhibit Ne. 1.

A Yes, sir,

% In order to make this brief, let's just take one month,
the month of September, 1957. Your recommended nomination to the
Commission is 6,797,0007 A Yes, sir.

¢ Ia it my understanding that you arrived at this recorrende
nomination to the Commission by taking the nurber of non-margiral
units connected to the El Paso systesm and glving ther a basic unit
allowable, let's say in the neighborhood of 20,000 M.C.F. tiges
your number of units and then plus the ron-marginal allocatiorn,
they should total this figure or close to it, is that right, or
how deo you arrive at this figure?

4 Well, that is the portion of our total market demand fron
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all Lea County Pools which was roninated for in Jalmat to be pro-
duced from all wells connected to Il Paso's syster., low, the

Commission takes that total volure along with the norminations of

[ 24

other purchasers ard they deduct the awount that is to be allocated

to rargiral wells and allocate the balance to the non-rmarginal wells.

« Let me put the quastion in another way. Do you reconrend
to the Commission a non-marginal urnit allowable for all the ron-

rarginal wells that you are corrected to in Lea County onr a urit
base?

A~ I don't believe it could %te expressed as such, ¥r. Xelly.

W Well, do you recommend to the Cormission, let re say for
the ronth of Septerber. Would you nave those figures there how
you recorrended to the Commission your romination for the month of
Septerber, 19577

A You wmean the entire basis that I went through?

w Yes,

A I do not have it readily available for re. I wight be
able to find it in our records. dowever, we do allocate, as I
previcusly testified to, each of these pools gilving conaideration
te our cortractual obligation in each pool, and the capacity of the

wells to deliver our dermand into our pipelire.

%)

« Then you nominate a basic unit allowable in each pool then
You recormend to the Corrission a basic unit allowable for the

ron-rarginal wells?
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A Yo, sir, we don't recommend a basic unit allowable. e
rorinate a total volume of gas for the pool and the Commission
allocates that gas out in accordance with the allocation formula.

. Jo you recommend to the Comuission the same proportion,
taking irto consideration the number of cornections you have in thé
differert pools, do you recommend the same proportion of gas bte
allocated to each pool in proportion to the nunber of non-rarginal
urits that you do in each individual pool?

& Not necessarily.

Well, in the Jalmat Field for the month of Septerber,
1957, this, the allowable the Commission gave to the purchasers
arounted to 20,379 H.C.F. per ron-rargiral unit, If the Commission
had given a similar rormiration to the non-rarginal units in the
gurort Fool, just to take one other pool for instance of 20,379, a$
against 9,814, I believe that E]1 Faso would have picked up ir the
neighborhood of two billion extra feet for that month to your

connection, and if that were so, if the Commission would allccate

orn an equal basis betweer the two pools, wouldn'® that alleviate s¢ne

of your probvlem or gas supply?

A I don't visualize how it would, Mr. Kelly. First, I think
that each pool pust stand on its owr bottom and that the Commissio$
rust allocate the rarket demand expressed for that particular pool
by tne purchasers in that pool.

v If I understard you correctlv, vou would igrore the fact
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that we have separate pools in Lea County?
A That's right., I would not recomnend tiiat,
MR. KELLY: That's all. |
MR. PORTER: HNr. Utz.
By M. UTZ:

« Mr. Woodruff, it has always been a little questiocnable to
me how you arrive at your rominations and your demand for each
rool. #Would you explain that to me?

A 1 have attenpted to point cut in zy testimony how we will
d0 so. I will go over the general procedure again. we first
estimate our total market dewmand for all Of our custorers, Tnen
wa, I'r thinking now in terms of the Perzian Basin area. We
then estirate the volume of residue gas available from processing
rlants in Texas and New Maxico that are connected to cur syster.
The remainder of our market demand rust be supplied fror dry gas
pools, We take that portion that is to be supplied from our les
County Gas Poecls and allocated it out arong the various prorated
rools, giving consideration to the contractual obligation in eacn
of those pools and the ability of the wells in the pool to produce
our warket derand.

v You do give weight to contracts and the gbility of the
wall to produce? & TYes, sir,

v One other thing that I would like to verify, referring to

your Exhibit 1, which I believe you have there, I urderstocd you
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to say that the sixty-three billion that you took for first nine
ronths of 1957, that you took only that amcunt even though your

allowables were sixty-nine million, because that was all the lLea

County area was capable of producing. Is that a true undarstandi#g?

A Yo, 8ir, I did not mean to say that if that were so. In
1957 we were attempting to get all of our overproducsd wells in
balance, except when the market demand required, we never produced
an overproduced well except in a few instarces where it was neces-
sary to take sediment tests we did produce ther at the time that

was required,

The balarice of our productior had to come fron those wells ah#t

were ir a ret underproduced condition, that is the underproduced
wells. The underprcduced wells were not capable of producing our
rarket demand. Ir fact, they weren't even capable of producing
our allowables. I bLelleve that I polnted out that we produce sixty
three, I think I said sixty-four billion, rounding off fromn our
Lea County Gas Pools where our allowable was seventy billiorn.
where we had actually asked for and had a xarket demand for ninety
{five villion,.

w But you didrn't take the allowable ir an effort to balarce
the overproduction for a previous period?

A %e did rot preoduce overproduced wells unless it was re-

quired to do 8o in order to meet our market dexard.

kR, PCRTER: Anvopne else have a question? _ ir, Brown,

¥
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MR, PROWN: David Brown, Pan Awericar.

By MR. BROWN:

"r. ¥oodruff, you recall that approximately eighteen monbh?
ago there was ar. industry cormittee called Gas Proration Committee

appointed by this Commission? 5 TYes, sir,.

.. Vere you a renber of that Conmittee?

& 1 was,

. Did that Corrittee durirg its consideratior of the natter
recorrend the same balarcing period be temporary as suggested in
Case 1352 which you have recormended today for a verrarent adeption?

A It is ry recollection that we did. I do not recall your
refererce to Case 1352, I do not know what you have reference to
ir that particular instarce, tut we did consider this question,

7 Do you recall the decisiorn of that Cormmittee with respect
to the special balarcirng provisiors for overproduced wells?

A I recall that at the tinre we concluded our recormendation
to the Commission to say that we did not recommend that,

% Isrtt 1t true that that Cormittee rejected these special
provisions for overproduced wells for substartially the same reasor
given by ¥r, Utz in his testimony in Case 1352 when he stressed
that the special provisions should bhe only temporary?

A I canrot recall positively Jjust why we rejected it, but
I know that we did diascuss that perticular feature.

w UDid that same Comrlttee consider the definition of marginal
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wells? A It did.
Did they agree on & definition ard recorrerd a defirition
to this Corrission? & Tes, sir, they did,
v 18 1t the sare definitiorn that you have recormended today?
L I do not recall.
MR, BROWN: Thank vou.
¥, PCRTER: FMr. lalore,
MR. MALGNE: If it please the Cormission, Foss Malone.

By MR. MALOVE:

¢ Mr. Woodruff, I'm sure that everybody present is aware of
the fact I thirk the record ocught to reflect the rarrer in which
gas is taker from individual wells, It is true, is it not, that
under yeﬁr contract El Pasc as the purchaser has the exclusive right
to produce the well and determine the armount of gas that is taken
from it?

A Yo, sir, that is rot correct.

Isn't it true that you did exercise the exclusive right

to do it?

A Yo, sir. I possibly could gqualify »yv arswar,

;i Would you explair just how that works?

A In that the cperators of the well have a call on gas from
the well if they desire to use it for lease use gas list, et ceteral,
We nave ir many instances been deried the use of the well completelly

during such periods. However, where such restricticn is not caused
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ty the operator, we are the cones who regulate the arount of gas
which 1s taken to the wells that we are cornected to,

Yould vou agree that E1 Paso has the exclusive right to
deterrine how ruch gas fror a particular well poes irto E1 Paso's
facility?

A Yes, sir, We do so. My recollection is that the operator
can deny us the privilepge of taking it if he thinks it might be
wasteful or irjurious to his well to do so,.

You know, as a ratter of fact, that in the operation of
these wells attached to vour syster, that vour switcher goes out
ard turns the zas or and off and puts in the reter charts and take?

ther: out ard the operator deesn't knov what has happered to his

well until he gets a rerort from £l Paso?

A That is unfortunately true in rmany instarces, The cperatér

goes anread and forgets about his well and we go ahead ard get the
gas out cof them, but we do regulate the volure of gas fror the

well,

~ 50, in the final arnalysis, the person who deteruines wheter

ar overproduced is going to ve produced rore or underproduced is
going to be produced enough, is the switcher that goes out and
turns the controls, isntt it? & Yes, sir.

w He is the man that lives out ir the field ard works for
£l Paso? A That is correct.

. You keep those switchersg up-to-date or the status of each
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well whether it is over or urderproduced so that he will know whid

well he ought to turn off or on?
A va are aware in our dispatching departrent to the best of

our ability of that condition, and it is the dispatching departrent
that asks the switcher to turn on and turr off wells.
< Is the decision as to the well to be turned on ard how long
it is to rerair, by whom is that decision rade?
A It is rade in our field office by our dispatching éepartmﬁ
Does a field office have contrel cver more than cne pocl,
or do you have a field coffice for each pool?
A It is over more thar cone pool,
It is over rore thar one pool?
& Yes,
L How many pools in Southeastern New Mexico does the field of
fice hardle the dispatching on?
A Our fleld office handles the dispatching over all the gas
wells,
“ DSo that contrel is ir a single office, How many switcheré
are there in this turnirg off or turning on?
A I can' say, but I can get the answer for you resl quick.
Can you give us a rough sstimate?
A HMay I consult with ny assoclates?

Yes, it may help to get the record complete.

A& 1 thought I could, but the man i3 gone,

S
Pt

rte
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If vou car supplerent the record after the lunch hour, I
think that irfertaticn night be helpful,
.. T would te glad to do so.
s De vou krow epproxirately how narr vells ar individual
switcher has the Jurisdictior over to go over and turr off ard on?
L T vill Ye glad to give you that inforration at the sare niq
All right, if we car have that average. Do you know how
ranv nrorated dry gas pools there arae in Mew Hexico?
# I believe there are ten.
In how rary of those pools is E1 Paso a purchaser?
i In each of the pools.
In each of the pools. 3o that El Paso is raking normina-
tions ronthly for all of the gas pools in Hew Mexico?
A That are prorated, yes, sir.
¢« Under the syster of proration, inasrtuch as the legal produg
tion is deterrined ultimately bty the ncéinations, it is possible
for £l Paso to determine entirely as betweer the pools of Hew
Hexico where its gas is corning from, isntt 1¢7
A TYes, gir, I would say So.
. That is a factor which you take irto corsideration each
ronth when you rake out your rorinaticrs to the Cormission?
A I don't wderstand your refererce to factor. Ita afraid
I cant't follow your guestior.

« The factor of how much you are going to tske fronm each

1: 39
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of the ter pcols that you rurchase {rov.
4 Ye tate irtc consideration how ruch will be taker,
i+ Yes, the relative arourt that is to core {ror each of the
ten pools is sorethirg that you have to deterrire wher you nake voyu
rerination?
Lt Yes, sir, we have tc deterrire that,
It would be possible if El Peso, I don't mean to irply that
ﬁl Faso does, but it would be possible through your rominations to
contrel subtstantially whether the gas is produced we'll say ir
Morthwesterr Yew Mexico or Southwesterr, wouldntt it?
L To sore extent, yes, sir, it could be that way.
Tou would be limited only by the capacity of the pools
thenselves to preduce gas, wouldn't you?
£ The capacity of that ard the capacity of our facilities to
hardle the gas.
. 4&rd the facilities tc handle -~

Yes,

e

¢ You have referred to quite 2 rurbter of probless that seem
to beset the gas trerd and purchasing industry fluctuations in
oil allowvables and shutting dowr of industry plants and cold days
and warr days, all of those problems are coaror to all gas trans-
portation facilities such as yours, arer't they?

. I do not really believe that it is true to sll or tiaat all

of the factors are true to all: we have what 1 would call abrorral

r
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conditions to try to visualize in our operation primarily attributﬂble

to the large percent of residue froin casiyghead gas that we take
irto our systam. That is not true of ary other pipaline cowpany
tiaat I kacw of.

« Tnere are casirghead plarts in Texas, quite a nunber in
Texas? A Yes,

< w#hnoever buys the residue gas from tnose planrts has the same

roblem with reference to Texas alluwable as you do?

A Yes, sir, wnat 1 was tending to infer was that the degree
differs. That no cne trys to produce witn as large a percentage of
casinghead gas as il Pasc does, as I believe we have testified to
that, we operate out of tne Fernian Lasin systew with better than
eignty percent lcad of caainghead gas, wnich is rot cornon in any
other pipeline company taat 1 an aware of. Ko other major pipelind
conpany certainlye.

« That is a very srall percent of your overall gas require-
went, is it not?

& It is better than 8iXLy percent,

~ Better than sixly percent of your overall reguirerents for
your entire syster? A fes, sir,

<+ There is a fluxuation that occuis frow month to nonth as
a result of climate that is a cosmon probler that exists with all
trarsportation facilities?

[

& Hot to the extent, I velieve, tiat it is corron to
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£l Paso in rarv instances in that we are sifected by whether it is

wet or dry ir our leoad to ctier pipelines furnishing gas punping

wells {for irrigation purposes. U course our irrigation load varigs,

it is accordirg to whetner it has been raining or hasn't rained.
lo other rajor pipelire cowpany that I know of is aware of such a
cendition.

« You are saying that yours is the orly pipeline that serves
gas ir the area where a great deal of irrigation occurs?

4 I'm rot sure that I urderstand your question, but there ar4
areas where gas from El Faso's pipeline is furrished to distribu-
tors who in turn supply to the buyers for irrigation purposes,
and in those instances I believe that we are the orly ones furrishd
ing gas for that purpose.

., For that particular irrigation area?

L Yes, sir.

% But other pipelires furrish other irrigation areas, dor't
they? A That's rignt.

« S0 they have the sare probler. you do with relation to flux
uatior ir gas for irrigation?

A Sorie other pipelines do. I was attempting to say that I
do not think that norpally they do have that condition. I'm
thinking in terrs of rajor pipelines., There are sore that are
forped primarily for that sirgle purpose, which certairly ray rot

he trus,
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¢ You mentloned that soue sixty percent of your supply cores

fror the resldue gas. Car vou tell us what percent of the gas that

you 8ell goes to these irrigation areas for irrigation purposes?
A I do not nave that axeilavle in py mind we could dstermine

it. It is not an exceedingly large percent.

< Actually it isn't as great a problew as some of the other
things with which you have to deal in this guestion of supply and
demand?

A When you say some other things, I couldn't say yes to that
question. I think the fluxuation -~

4 {Interrupting) Let ma say some of the other problems that
you have testified to.

A 1 could not answer your question affirmatively.

< Flease understand that I am not minimizing your problenms,
I'm sure that you have them and that they are tough ones, but I

was trying to develop whether they were problems that were common

to your industry and hence thnat operate in other prorated gas

states very much as they would here. TYou referred to the operatorfs

exhibit, - I believe before we get to that exhibit there is one other

question I would like o ask. These problems that we have been ta
ing about witih which your company of necessity has to deal, are
all problens relating to fluxuation in market demand and its effec
on you and your take of gas, are they not?

A I believe tiat's correct.

Lk -
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7 Protably the best way to eliwinate tnew, or to minimize
taer as muci as possible, would bLe Lo just eliminate prorationing
entiraly, wouldn't it?

A It would prouably be & lot simpler to operate that way.

< Trat would be tne ideal solution for your problem?

A I can' say it would be the ideal, but it certainly would
pake it a lot emsier to operats.

4 That being true, you don't have to concern yourself with
the question of correlative rights and the effect on the operators
of these takes., Your basic concern is meeting your market demand,
isn't it? A HNo, sir.

<« Not

A I possibly should qualify tnat to say certainly basically
we must fulfill our market demand, but we are also concerned with
fulfilling our contractual obligation for our various purchasers.

& Would you say that you were equally concerned with the

protection of correlative rights as between the people in the field,

the operators?

A I think certainly as we attempt to fulfill our contractual
obligations insofar as that would affect protection of correlative
rights, we do so.

« In other words, to the extent that your contracts require
it, you protect correlative righta?

A1 believe—it—eeuldtbe—said-thatway.-
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MR, MALONE: Haybe Mr. Campbell would like to reoffer
his exhibit,

MR. CAFPEELL: *aybe you would.

< You have referred to the Perriar Easin interchange arrange:
ment, when did E1 Paso first undertake ar effort to provide a
market for the allowable allocated to Psrrian Basin wells?

MR. HOWELL: If the Commission please, just a nminute,
let's try to clarify ore point. Are you referring to the contract
which is a contract to purchase sore gas fror Permiar which was
introduced in evidence?

MR, MALONE: Yes, that was the contract.

¥R HOWELL:; I think we get into confusior when you talk
about the irtercharge agreement. we do have a contract with
Perrmian Basin where we pick up some of their gas and they pick up
sone of ours,

MR, MALONE: The thing I was interested in is an analysis
of the figures that you have given us of rominations against pro-
ductiorn and the effect ir meeting your rarket dewand of taking gas
from Permian. I wanted toc see when that situation was initiated.

4 I do rot know wher the initial negotiations were entered
irtc, However, the contract is dated May 9th, 1957.

3 So far as vou krow, prior to that time E1l Paso had pade
ro effcrt te absorb trhe allowable alleocated to Permiar Basin

cornecticrs?

L]
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A Ho, I did rnot say that. 1 am sure that negotiations went
on for a sizeable period of tire,

£ 1 will charge the questior to say that you had taken none

of the gas prior to tnat time?

A That's right, we were not asuthorized by the Federal FPower
Corriission to do so.

« Does E1 Paso recognize the fact that under the statutes of
New Mexico it is obligated to take ratably in prorated gas fields
as well as rnon-prorated ores?

A 1 cannot state what El Paso is aware of as it pertairs to
interpretation of the statutes. I don't consider ryself the witres
to discuss such a ratter,

« You have testifled that that ;witcher dowr: there is the
ran who is going to deternine whether ratable taske is affected or
not. I thought you were familiar with the operation in the field
ard herce could tell us whether in the instructiors that go out to
the switcher you are observing ar obligation to take ratably.

A T consider that we are, yes, sir.

§ And do you rake an elfort tc observe a ratable take ir the
Jalmat FPool?

& Yes, sir, we do so lorg as, I started ir so long as doing
SO we can neet our rmarket demand, Of course, the questior becomes
S to what is a ratable basis for taking, on the existing allowable

basis we cannot fulfill our rarket demard and vroduce only the

]
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allowable of each individual well tecause of the inability of ranv

wells to produce that allowable.

%+  Ard that results {row the failure to reclessify any marginIl

wells to which you have testified, at least Iin part it results frot

that, doesn't it? 4 That's right,

« You referred to the relationship betweer your contractual
provisions and ratable take. Do you krnov of any contractual provi{
siorn that prevents El Paso fron taking ratably?

A None to my knowledge.

w 50 you do give prefererce, or do you give preference to
ratable take over your contracts?

A e do. Excuse re, did you say over our corntracts?

%« Yes, The probler isn't presented if you don't have any
contracts other than rate, FKow, I invite your attention --

A {Interrupting) Excuse me for a minute, I an not sure that
I understard what you were meaning by the question you just asked
ir wnich you asked if we gave preference to ratable take over our
contracts. ¥wWould you mind explaining what you have irn mind in that]
question?

« You testified awhile ago that you took ratably to the exten
that your contracts d‘drn't interfere, 1 warted to sge -~

MR, IOWFLL: (Interrupting) ®ell, I dorn't bslieve that is
what tha testirory was,

Me VATOME: Yell T iay have clgapdensencd,

¥

t
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MRe MOWELL: I suggest that you let the witness testify
and rake the statement as to what the position is,

Would you tell us what vour staterment was with reference t{
the effect of cortracts cn ratable takirg by vour company?

A 7T do not recall rny exact testireny. lowever, our policy
the prorated pools of Lea Courty is to take the allowable for each
individual well if it's capable of producing it.

« And as regards takes ir excess of the allowable, what
is your policy?

A Ve attempt to try to take as rear on a ratabtle basis fron
sach of the individual wells that are capable of overproducing as
is possible., Whenever there has beer a well shown by Texas and
Pacific Exhibits, it has not always been on the same equal basis,
and that soretimes is not possible because during peak demand
periods you have to take it where it car be produced. 3ome of the
wells car't rake it, so you have to go to other wells to gzet it.

% In those peak derards you do take gas where it carn be
produced without any reference to its effect on correlative rights
dorn't you? 4 I believe that's correc

« Now, you referred toc ar Exhibit No. 5 and you compared
the rorths shown orn Exhibit 5 for the wmcnths, the average months
overproduction of the wells ir the Fulcher-Kutz Field, T believe,

vidch vas 2,017 to the raxirur sinderrrcductior of a sirgle well in
» g

the Jslret Focl., “as that the corparisor thet vou rade?

vy

-
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A Yo, sir, 1t was rot.
w Would vou tell us what the comparisorn that you made was?

4 %hat T corpared was the total allowabtle for the ronth of

Moverbher for the Fulcher~-Xutz Pool with one well in the Jalmat FPool

4 %ould vou rake tne sare comparisor, please, which 1s the
largest pool in lorthwestern New Hexico ir comparisorn with E1 Pasc
cornections?

£ Blanco-Mesaverde,

« U0 vou krow what the comparisorn is in the Blanco-Mesaverde
as conpared to that sirgle underproduced well ir Jalmat?

A Mo, sir, I don't have that figure in mind.

« You selected in your testimony the snallest nool irn North-
western New Mexico, didn't you?

& T believe prcbably it produces less csan ary other, 1
think our selection of that was prerised on the fact tnat your
witness had testified to that in corparing it with Jalrat alsc.
3c we took the Fulcher-Kutz Pool. Possibly we should have wore
properly referred to your Exhibit No. 4 on which the Fulcher-Kutz
Pool is compared with Jalmat.

« You did not by your testirony irternd to indicate that a
comparisor of these pools an the base of the average ronth's overw
vroduced and underproduced of the wells ir the pool was srn unfailr
corpariscn, did vou? A T believe that I did.

You 44id7? A Yean,
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% You testified or direct examinatior, I believe, that the
Cormission had to prorate these pools by pools and not by areas,
didn't vou? A Tes, sir.

« in answer to Mr. #Xelly's statesent?

4 Tes, sir.

« e said that vou would rot agree to a recorrendation that
the proratiorn be for the entire area and the pools e abolished?

A That is correct.

« Then if proratior Is to occur by pocls and you are going to
compare the cver ard underproduced status of the pocls, you would
have to do it or the basis cf the allowable of each individual
pool, wouldn't vou? A I believe so.

Y And you =--

4 (Interrupting) Cther factors, I think probably and proper-
ly should bte considered too.

4 dut you will agree with me then that if you accept a pool
tasias for determining 1t, that this exhibit does properly reflect
a corparison betweer the pools on the basis that the exhibit was
prepared?

£ I agree that it does reflect a corparisorn between procls whi
shows that certair wells ir one pocl are overprcduced and under-
nroduced as are the relaticrshins in mcenthly allowable as compared
te cther rocls.

ey
kS -

93]

rexirur securuletior of vrderrroduction in 2 single

ch
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Jalmat well resulted from the failure to cancel and reallocate

underovroduction, did it not?

4 That is ore of the rajor causes, yes, sir.

¢ Such a cancellation has occurred in the Northwesatern New
Mexico pools, hasn't it?

A There was a cancellatior February lst, 1957, there hasn't

been one since,

& Thank you. @#ould you like to have a seat? I have one or

two other questions. I' not sure that I understood your testimonﬂ

as to the place that deliverability, the part that it plays in
Texas proration formulas. Would you state that again, please?

A I recall that I stated that in Texas the statewide rule,
and I believe possibly it is Included in the statutes for wells in
non-prorated pocls, require that production be limited tc 25%
of the open flow capacity of the well,

& That is a limiting of production, isn' it?

A That's correct.

w In non-prorated pocls? 4 That is correct.

i Do you know how many prorated gas pools thers are in Texas?

A I do not have that figure ir mind.

< Do you know how many there were when you were head of the
gas proratior departrent? A No, sir.

(; Would vou accept the figure of 420 ss being the prorated

gas flelds in Texasz?
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A I think that would be a reasonable figure, yes, sir.

Do you take ary issue with the testimory of Mr. leibrock

that of that 420 wells, only 21 have only petential or deliverabil
ity in their proration factor?

A T have no reason to question that.

{ 1If that be true, then 399 of ths 420 are on a atraight
acreage or well basis, aren*t they?

A Yo, sir,.

% They are not? A No, sir,

% What are they?

A They have a great varlety of proration formulas.

§& But none of which include deliverability?

A Assure that his figures are correct, that would be right,
I night state just to clarify wny answer, that many of them give
consideratior tc one or more of the variable factors entering into
recoverable reserve calculation which acreage, of course, does rot
do.

4 HNow, with reference to the question kKr., Utz asked you as t¢
your definition of & marginal well, ian't it true that a well
which was shut dowr for workover or for some other reason other
thar its inability to actually produce the allowable would be
pre fudiced if that opermanent regulation was adopted?

A I belizve probably that it would, ard I think I should have

%

aualifiad rmv recowmendation %o hinm in thig regnect, that unon a
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L

determination that a well appears to be marginal, the operator

should be sc advised and asked to show the Cormission whether it
was or was rot a proper classificatior.
i I think that would be a very fair additior to it. We can
agree on it. That's all I have.
MR. PCRTER: The hearing will recess until one-~thirty.
(Recess., )
AFTERNOOK SESSION

MH., PORTER: The weeting will come to order, pleass.

Anyore else have a question of Mr, Weodruff at this time?
¥R, COCLEY: I have one.
MR, PORTER: Mr. Cooley,.

By MR. COOLEY:

W . Mr., Woodruff, in vour direct testimony I believe you stated
.that your company had found that it was not possible tc neet the
narkat demand for gas from the Jalwat Gas Pool on the straight
acreage allowable formula, is that correct?

A Yes, sir,

i W¥Would you please elucidate on that poirt, how you feel
this is so?

A Mayba I should state first that we cannot do it and balanc+
our wells, The wells have g producirg capacity which would snable

us to do 30, but tas allowavle is rot allocaztsd to the wells in a

s Lo raet cur rmaricet dergrd,
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3 VWhy do you feel that is so, Mr. woodrufi?

A Well, that is true because & portion of the market demand
is allocated to wells which cannct produce the rarket demand which
cannot produca their share of the rarket derand or their allowablel

As & result ~--

¢ (Interrupting) May I interrupt in there, pleass, on theae
particular wells that you say cannot meet the market demand, do
you mean that they rest the technical definition, say the one that
you just proposed, of a marginal well or on peak demand conditions
they can't continuously make their allowable? Are these marginal

or non-marginal wells that you are referring to?

A T would be referring to all wells. However, the additional

or excessive allowsble rormally would be accurulated by a ron-
marginal well., Of course, you take & portion of the total rarket
demand ard allocate to marginal wells., Sometimes it is in excess
of what that rmarginal well can produce, that volume in excess is a
portion of market dermand we must produce elsewhere. 4s ] say,
that portion of the market demand which the non-narginal wells are
capable of producing during excess demand periods.

¢ Ripht to that point right there seems to be in conflict,

Mr. Woodruff, by definition of nor~rarginal carn't produce its allﬁw-

able is capable of producing its allowable. You sey certain of thd
non-rarginal wells are not cavable of producing their allowable.

‘A My stating of that fact was premised or meal demand
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conditions., It's entirely possible that a well could over a year's

period, say, produce its total allowable, if it could it should be
a ron-rargiral well. Cne feature I think which I can point out

to explair this is that ir your over ard urderproducirz rules or

balarcing rules, ary well car over or underproduce for a six month's

period and has ar additional six months to make up its cver or

underproductior. An overproduced well has to make up its under-
production during the six month pericd. It has to be getting in
balance each one of those six months or an attempt should be nade
to do so, while the overproduced well is not, or of course, tries
to zake up its u,derproductign during the same period.

But assure that it can't make up its underproduction, that
underproduction is not cancelled until the end of the year, It

|
comes conceivably six mcnths!aftar you have had to restirict your

overproduced wells to get them back in balance, low that canditio*,

1 think, was explained by our Exhibit No. 1 where we showed that
we had a certair derand, a certain allowable, and that we produced
s8¢ much gas.

Well, a well that didn't have to be shut back to get in bal-
ance would be incapabls of preducing the market demard. The warket
demand suffered because of it. ¥ve had to go elsewhers to get the
gas.,

Is this not a result of the susrersior of the cverage and

underage rules widch has oeccupred dupdng the provated Jife of this

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE, NEW MEXICO
3-6691 5-9546




423

field?

A It's much nore acute because of that. The same condition
would exist, however, but on a lesser scale under norsmal, or under
conditions where the rules were anforced,

& Might not that scale be reduced to the point where the
rules would work through the cancellation of underage ard restrice-
tion of allowable? The rules have never been given an opportunity

to work to their fullest extent in the Jalmat Gas Pool, have they?

A e, they have not.

& Then It is just speculation as to whether they will or
will not work?

A Yo, I don't consider it speculatior, I consider it to be
conditiors that I expected tc be the conditions that we would actu&l—
1y encounter fror the experience we have had in operating ir the
Lea County area,

« It is understardable, Mr, Woodruff, that ir periocds of
peak demard that your high deliverability wells wmust be called upo+
to reet this derand. Aren't these periods of peak derand inter-
spersed throughout the proration periods to the extent that these
wells could be cut back during the rormal derand periods ir allowe
ing the other non-narginal wells to rake up their underage?

A That is what we always atterpt to do. The ability of the
other wells t¢ produce the rarket demard durine tiose verfcods is a

Aifficrlty that we “eve showr in our Bxhihir wo. 1,
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L. Pericnds cf tire cver which ar overproduced well or your
top deliversbility wells would have to be shut ir would be raterial
1+ raduced if the balarcinp rrovisicns were put irte effect?

L Ves,

> Tecause it wonld reduce the irbalance corsiderably?

4 That is correct,

M. COOLEY: Thank you, ¥r. Woodruff.

¥R, PORTER: Anyone else have a question? Mr. Howell, I
believe vou asked for permission to allow the witress to explain
an analysis of one of the previous exhibits,

MR, HOWELL: Yes, would you turn to Operator's Exhibit
No. 67

AE-DIRECT EXAMIFATION

By MR, MOWELL:

7 JFr. Yoodruff, have you ard your assistants made & brief
analysis of Cperator's Fxaibit No. 67

A Yes, sir, we have,

& dave you heen able to correlate antirely the names of the

wells furnished with the information contaired on the chart?

A Yes, sir, I believe that we have., e have found one instapce

I believe where the nunbers added to the exhibit do not agree with
the list furnished bty the operators this morning, which caused cne
of the bars to disargree.

Vell, vou found at least one on that?
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K Yes, s8ir.

i Did you take the group, the four groups of high deliver-
ability wells and deternine what the net overproduction from those
four groups of wells is?

A Yes, sir. As shown by Operator's Exhibit No. 6.

& Did you use the figures contained on Cperator's Ko. 6 as
& basis for this calculation?

A TYes, sir, ve did., We determined that the forty-eight wells

actually, I believe our figures shown from this list would show

there were forty-seven in the four top groups had a net overpro-
duction of 1,090,00C,000 cubic feet,

¢ Referring to the top bar there, how rarny wells are over-
produced as shown on Cperator's Chart No. 67

A Nine wells.

¢ How many wells are underproduced?

A Three wells.

% And what is the condition with reference to the second bar?

4 Nine wells are over and three are under,

& What is the condition with reference to the third bar?

A Y¥ine wells are over and three under,

¢ And what is the condition with reference to the fourth bar?

A Seven wells ars over and five are urder,

& Now, did you likewise take the bottom four groups of wells

Fith the lowest deliverability and compute the net underproduction

»
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from that group of wells?
A Yes, sir, we did.

& What did you find to be the net underproduction using the
figures as shown on this exhibit?

A 1,143,000,000 cubie feet,

w Now, did you further make any investigation as to the con-~
ditions in this group number ten which has the long bar running
to the right? A Yesa, air, we did.

s How many wells in that group do you find to be overproduced?

A Seven wells over and four wells under,

W Now, did you analyze the underproduction of the four wells]

A Yes, sir, we did.

Q¢ What did you fird?

A ¥e found that of the approximately 856,000(,00C cubic feet
of underage that one well had 797,000,000 of the total. OCf coursd,
the other three wells would have only a small underage accumulated,

& From that brief analysis which was rade irn between testi-
mony here, have you concluded that Cperatort's Exhibit No. & demon-
strates that the overproduction in the Jalmat Field is pretty well
centered in the wells with the high deliverability and the under-
production pretty well centered in the wells with the low delivera-
bility?

A TYes, sir, I have reached that concluaion.

W Does that conforp wii

T
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A Yes, sir,
MR. HOWELL: That's all.
MR. PORTER: Anyone else have a question of the witness?
Mr., Malone.
RE-CROSS EXAMINATICN

By MR. BALONE:
w Mr. Woodruff, I understocd you to say that you analyzed the
over and urderproduction in the four top groups shown on Exhibit 6q

A Yes, sir.

« And thare were forty-seven wells in that group I believe?

A That's what we fourd from your list, yes, sir.

L Those are the forty-seven wells in that entire group that
have the highest deliverability, aren't they?

A Yes, sir,

¢ If I understarnd your testimony, you further have found, as
the exhibit shows, that twelve of those forty-seven are under-
produced?

A I believe it would be thirteen,

« Thirteen? 4 Yes, sir.

¢ Let's take the [{ijgure thirteen, Let's see, we have got
thirteen out of the forty-seven highest deliverability wells that
are underproduced in the face of your testimony, that you had the
underproduced wells turred on all the time, you never did turn thes

off, trying to equal this production. Can you account for that
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situation?

A 3ir, I certainly do not telieve I ever said such a thing
as that.

W Well, I beg your pardon. What did you say? 1 thought you
said that you didn't ever turn off the underproduced wells, you
were trying ~-

A {Interrupting) Xo, excuse me, I believe I misunderstood
what you stated., It is our policy te produce underproduced wells

continually. I have not studied the individual wells, but I feel
confident that were we to do so that many of these wells would
probably be rultiple urnit wells receiving allowables in excess of
their produecing ability, consequently incurring underproduction,

¢ That situation would be taken care of if a redefinition or
redetermination of marginal wells was undertaken, wouldntt it?

A 1 believe so,

¢ But as of the present time then we got betwesn twenty-five
and thirty percent of the highest deliverability wells which are
carrying an existing net underproductiorn, is that correct?

A Did you say sorewhere between twenty and twenty-five?

& Twenty~-five and thirty I would say.

A That is corrsct,

% If the allowable of those twenty-five to thirty percent of
the wells was further increased on the basis of the high deliver-

ability which those wells have, they would be carrying a greater
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underproduction?

A That is entirely possible., I think to answer your first
question I should have pointed out one other feature, that we have
the condition exhibited here I believe characteristic as of the
end of Septerber. It was fror your November schedule which I be-
lieve would have reflected the conditions at the end of Septenber
as far as production is concerned,

4 That is correct,

A 1 previously stated that we were constantly attempting to
get overproduced wells back in balance. We were shutting thenr in
trying to get ther back in balance., I think it entirely conceiv-
able and probatly through that many of these wells here were wells
that we got in balarce and actually got ir an unbalanced condition
and reflected as such on the Nocvember, 1957 schedule,
¢ Wait a minute., You mean that switcher forgot to turn the
vell off --

A (Interrupting) To turn the well off did you say?

{ Yes, he had an overproduced well ard converted it into an
underproduced well. Is that what you said? I'm rot sure that I
understood you.

A Vell, speaking of it in terms of switcher, I would say thaf
probably we left the well shut off longer than we needed to to get

the well irn balance with the result that it ended up ir an under-

produced condition.
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¥ That is as of rnow at least entirely a speculation on your
part because you haven't checked any of the individual wells, have
you? A That is true,
FRWJ-ALONE: That's all.
A I think it is very reascnable speculation, Mr. Malone.
FRe. FALONE: That's all.
MR. PORTER: Anyone else have a questiorn of the witneas?
The witness nay be excused,
(Witness excused.)
MR, PORTER: Mr. !/lowell, did you offer your exhibits?
MR, HCWELL: No, I did not, and I would now like to offer
the exhibits in evidence, that would be E1l Pasc Katural Gas Company

Exhibits 1 through 6.

MR. MALONE: May I inquire if we have the nupber of switchdrs

and the nurber of wells available?

Mi. WCODRUFF: Yes, sir, I was Just getting ready to state
I forgot to give you that. During normal operating conditions wherle
we are not encocuntering peak demands, we constantly have four switdh
ers, During periods of peak demand we call on other personnel
available for switching and could have as nary as fifteen or sixteen
or atill nore if our peak demand required it. %e could call on ouff
field personnel to go cut and turn on wells, but irn normal oporatiwg

conditions we have four.

¥R, HFALCKE: That i3 for the Jalmat Pool?
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iR. WCCDRUFF: Yo, that 18 for the Lea County area.

ME. MALONE: That is for the entire Lea County area?

¥R. WOODRUFF: That is what I understard,

FR. YALONE: How rany wells are you taking gas from?

MR. WOUDRUFF: I ar sorry, I don't have the exact nurber,
but it would be somewhere around 600.

'R, BALOFE: So each switcher has a responsitility for

turnirg off 15C wells under normal circumstarces?

MR, WCODRUFF: That is correct.

Ml, FALCKE: :lave you ever checked to see if the under-
produced wells are the ores closest to his house?

MR. WOCDRUFF: VYo, sir, i1 have not rade such an analysis
as that, but as I previously stated, his instructions to turn off
ard turn on wells corme from ocur dispatehing department and are
not left to his responsibility,

File HALONE s Thank you.

MR. PORTER: Going back to the natter of the exhibits,
are there any cobjections to the admission of the exhibits? They
will be admitted. Ilr. Cooley.

M, COCLEY: FKr., Woodruff, these switchers and your dis-

patching department are also cognizant of the fact that even in

unprorated pools they are required tc take ratably, is that corract?

¥Re WOODRUFF: Yes, sir, that is correct.

¥R, COOLEY: What is the number of wells in the unprorated
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gas pools? In other words, what is the total number of wells for
which they are responsible?

MR, WCODRUFF: 1 would guess that we have sorething in
the vicinity of fifty additional wells. I have not worked up that
'figure.

MR, COOLEY: Thank you.

Y. PORTER: If no further questions, the witress nay be

axcusad,

{(Witness excused.)

MR. HOWLLL: That concludes the testinony of E1 Paso Naturse

al Gas Corpany.

#Re POATER: Anyone else have testicony o present?

M. CAMPFBELL: T have. I have some rebuttal testimony.
If the Conmission please, I wonder if we could clarify the record
before this witness starts as to that point we were discussing thisg
rorning as tc whether there are one cr two cored wells in the fifty
eight well area.

Ml. MAILCXE: he only confusion was or the Janda H and the
Janda J. The correct designation 1ls& the Jarda J, is that correct?
That is the log we furnished you, but Mr, Leibrock inadvertently
referred to it in his testirony,

J’R. CAMPBELL: That well in or outside the fifty-eight
well area?

FR. PBALOHE; Wwe have plotted the wells on the exhibit up

—
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there and showed therm tc Mr. Keller at the ncon hour,
¥P, CAMPRELL: A1l right. T would like to recall Fr.
Kellr as a rebuttal witness,

RE-DIRECT FEXAMINATION CF MR, XKELLER

By MR. CAMPEELL:

& FKr. Keller, tc clarify the point that was just discussed
between ['r, Malone ard I, have you examired the location of the
five wells, the coreg of which were examined by }lr. Leibrock in the
Jalrat Gas Pool, as they have been parked on Cperator's Exhibit No,

1-A as tc their locatior? 4 Yes, sir, I have.

. How rany of those wells are lccated within the boundaries
of the fifty-eight well area to which he has referred?

A Hy inspectior indicates one of the cored wells.

{y, Where are the other cored wells with reprard to the exterion
toundaries of the fiftv-eight well area, would vou poirt those out
for the Cormission, please?

A  According to the information shown on Cperator's Exhibit 14
the Cities Service cored well is located in 3ecticrn 30, Township 2%
South, Rarge 3€ East.

. Is that adjacent to the fiftyv-eight well area?

L Nc, sir, that's a distance of two ard & halfl to three mileg
Another ccored well, the Cortinerntal Farrey & Mo. 1 is located ir
Secticn 17, Township 23 Scuth, Range 3€ Bast,

© Is that adjacert te the fifty-~eipght well area?

A
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L o, it is in excess of a mile and & half frorm the boundar-

ies of the fifty-eight well area.
L W%Whers are the other wells?

A The Gull Janda J Fe. 1, which is a cored well, is located
in Section 4, Township 23 South, Range 3¢ East, Ilmmediately west
and adjacert to the fifty-eight well area. That is it offsets the
boundary line. The Gulf Janda i Lc. 1 is located in section 2,
Township 23 South, Range 36 East, and it is located in the fifty-
eight well area as outlined on Operator?'s Lxhikit Lko. l-A. The
other corec well, the fifth one, is the Stanolind lseyers E o, 1,
I believe located in Section O, Townsiulp 24 South, Range 37 Last.
It is an offset to tne Loundary line of tie fifty-eight well area.

w So there are two wells ipmedlately adjacent to the area and
one well within the area, is that correct?

A Yes, sir, tue other two being located a distance of fro# a
rile and a half to two and & half miles.

t Now, Fr. Keller, I think that tue testimony of lr. Leibrock
rakes it quite apparent tiaat he Jdisagress witn your approacia to this
patter by wnich you relate reserves, upon your definition as you
determine thes to éaliverability'ﬁé a factor in the allocation forgu-
la., #would you please explain briefly to the Couwiassion again, basTd
upon tine inforration you have obtained frow kr. Lelbrocx's approach

and his testimony, why you adopted the approach you did a8 tc the

reserves aud generally now you applied it¥
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A Yes, sir, I was faced with the problem, an engineering
problem of devising, svaluating and recormending to this Commissioy
& proration allocation foriula which would do the best job of pro-

tecting correlative rigats.

low, in order to de so it is necessary to set up a quantitative

-

standard of cowmparison so that I :ay cowmpare om formula, allocation
formula with another and determine wanich is the better of the ones

cowpacred.

Now, 1 think we havg gl;vgretty well agreed taat the gg;fect
formul#V}régﬂihé:aﬁandpeina of furrishing naxiwum protvection to
corféiati#e righcé would be one ;hat_digtribunadaiiéwggiés sub-
stantially in proportion to Lhe recoverable gas in place under tae

various tracts.. .

it is my understanding tnat that is easentially, from ar engig-

eering viewpoint, wiat tne statutes provide for. do I have chosen

and it's my understanding, that Mr. lLeibrock alsc chose that standard

of protection as a peasurement to judge tLne relative desirability
of one allocation formula compared to another. we did differ not
in tne standard but in tne engineering calculations designed to
evaluate tiat standard, Une of us used the conventional volumetrie¢
wethod of calculating gzé&s in place, recoverable gas in place per
acre., That is the wethod which we have previously diacussed wagre

tile gas reserve per acre is equal to the porosity, times the net

P 3 . . 4 ; € water tines pressure
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volume factor, tires a recovery factor,

T have chosen tc uss, for reasons I will explain, the nmaterial

balarce approach. In fact, it is a graphical solution to the

raterial balance equation., I have referred to it as ths extrapolation

of a vressure productior curve. I have taken that reserve and di-
vided it bv the acreage assigned each well and arrived at the re-
serves per acre attributable to the acreage assigned to each well,
I think there might well bte a question in the minds of this Com-
mission as to why two engineers would use two different approaches
to the evaluation of the reserves per acre, I would like to ex-
plain why T did rot use the volumetric arproach.

First of all it seems quite apparent to me that the main re-

un;;ﬁent of this calculation of reserves in place is that it be
abi;Nto deterrmine if there is a differerca between the racoverablo
gas in place throughout the field and if such éifference does
exist, what that differerce is quantitatively. In a nut shell, the
volumetric approach used by the operatorfs testirony is not capablq
rfbrﬁ;;rbihe extent as the method emploved by me of determining the
‘variation in reserves per acre as they exist fror one part of the
fi;iawto the next, |

The re;san’for‘tﬁgt is:§§at the data is sirply not availavle
frorm ore part of the field to thewﬁext to evaluate the various facd

tors that erter inte calculatior of the recoverable gzas per acre,

ard those factors of the porosity, net pay, conrate water, pressur4

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL [ AW REPORTERS
ALBUQUERQUE. NEw MEXICO
3-6691 5-95




Poe
Yone

voluwe factor, ard recovery factor. Ily availablility of data in
that {ield, I have, or had wher I started, a very linited amount of
core data, less chan one percent of the wells in the fleld, and cer-
tainly with such meeger porosity information I cannot expect to
differertiate between tae qualivy in terms of porosity ol the pay
from one piace to the next with so little data.

dow, unfortunately, it is common engineering practice whern
we do not have the data, to evaluate the variatiorn in a factor fre%f
one place to the next, we make the assumption t hat what data we
have is representative and apply it uniformly throughout the area,
and that's fine if we are attempting to evaluate the overall gas
in place under a large area. But it utterly fail®s to weasure the
difference from cone place to the next in the field.

The same type of situation exists in respect to tne connate
water data. There is not sufficient information in this Jalmat
Field to evaluate the differences in connate water from place to
place in the field.

The third factor, the recovery efficiency, it's my understand-
ing that the operators' witness in calculating the recoverable gas
in place, used a constant value for all of the wells for this
factor, because there is not sufficient data to determine how much,

if any, it will vary from place to place in the field., The pressurne

volume factor is a function of the pressures which we have neasured
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fifty-ei;ht well area is very small, so that factor has very little

variaticr..

The other factor in the voluretric approacih 1s the net pay.
That can Le detverr.ined or estirated fror log core and other data.
In surmary, the data available tc re would not permit ne to use

Lthe volupmetric rethod in order to evaluate the differenceswin_:e-

coverable gas in place. but I did nave available Lo ue the pressyre

. e n i SO

A i

production history of all of the wells ir the field which I employdd

ir order to estirate the reserves per acre attributable to the
acreage assigned the various wells; as I previocusly testified I had
data erabling reserve estirates per acre oif that nature available
orn 26U some odd wells, but there were only 226 of these wells that
I had deliverability data.

w Uo you cornsider that the approach used by you in your
determinations was tie only and the most satisfactory approach for
determining the situation ir this Jalwmat Field as a whole?

A Yes, sir, it is the only metnod because of the data limi-

tations that was available to 18 tnat would erable ne to make a

reasonable and realistic evaluation of the variations in the qualiy

of the acreage throughout the field in terms of the reserves per
acre.

« HNow, jre. Leibrock has indicated that in his judgment sone ¢
your data is not thorough because it takes averages and operates

or & fieldvide base., And I think he also tesvified that so far as

 f*
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he w§3 corcerned, that h2 had made no 3studies with reference to ary
sther possible spprosches to the question of one hundred percent
acreage or sore other allocatieon formula In this field, 7id you
andertake to check your determirations with regard to this particular
dallivarability forrmula azalinst ary other approaches ir this Jalmat
%as Pool?

A Yes, sir, I did., !y nsrcblem was to devise, evaluate and
racorziend to the Conmlssion a formula which I [felt would do the
best job from a correlative righta standpoint. In ordsr to attemp%

to solve such a problem it is necessary to consider I think all of

L

the factors which can be used Irom a practical standpoint in deviss
ing an allocation formula. 1 have done that.

A, MALONE: 1If it please tne Commission, may I make an
inquiry of counsel as to whether he, as seems to be apparent,
vnather the preface walch the witness has given as to a different
allocation forrula thar the twenty-five, seventy-five, tires
acreage that wvas the subjisct of the hearing.

JiRe CAXPBELL: Tou mean ins deliverability aspects whih
is the subject of the hearing?

Mile MALOUL: I8 he now proposing a new allocation forrmula?

Kil., CAMPBELL: !iu, ne is rnot,.

MRe HALGME: I umisunderstood him, but I thought that he
said that he was zoirz to testifly on thelr fornula apairmst this fopmula

i, CAMPUUCLL:  de dsn'. e 13 going to testify to a

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE, NEw MEXico
3-6691 5-9546




LLQ

differenrt approach agairst a deliverahility., He is net propesing

fferent forrula.

=]
w3
4
e N
[ X

M. TALOYT e Thark you.
A Tt rerely trvirng to describe a little rore 4n detzil thar
I did before scre of the aralytical work that I did ir arriving at
a deliverability forrula as being a forrula that would do the best

Job of protection fror a correlative rights stardpoint.

. Would you refer to what has heen identified as Texas Pacifiec
Y

Exhibit 14 and state to the Cowrission vhat thet is ard how it, in

x

your opinion, confirms the position that vou have taker?

A Well, &s I have previously testified, ry analytical work
in respect to the allocation probler was recessarily confined to

reactve

these 226 wells which I had pressure deliverability and research
data on.

~8 I previously explaired in ore of the rethods of aralysis
of that data was %o divide those 226 wells into four equal groups
afrer arrangirg the wells in order of increasing reserves per acre
That, as you recall, was th3 basis of the analysis frow which Texag
Pacific Sxhibit No. 1l was derived.

BExhibit Mo. 14 arranges the data in the sare marner, For
sach of tae wells I have tasen the reserves per acre arrived at as
previocusly explaired, and divided it by the reserves per acre of

the average of the 226 wells. I have called that a relative re-

serve, tha% is it is relative Lo the average of the group.
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I nave also tas<en Jor eacu of tne wells and calculated on the
basis of the latest Jdata available the acreage tiwes deliverabilit
Tactor ard divided that faclor by the acreage tiwes deliveravility
factor of uhe averags well ol tas group wiica I have terued the
average relative allowable based on one hundred percent acrsage
tires deliverabilicy. Correction, that is the actual relative

allowable or that basis for cacs individual well. I nave done the

sane balng on the basis of acreage tices pressucre, I have done the¢

gare thing on the basis of acreape.

One correction in viere, the allowable that I'm speaxing of
now i3 on a per acre basis s8¢ that it will be on a common denoninat
ow, the rasult of that process is Sioply tals, that i a well say
has a relativae resgrve per acre of two, that is it's twice as
good a3 the average, and if under a particular allocation formula
it3 allowable per acre relative to the average well was two, then
it would conforn to the perfect allocation formula because the
reserves and tie allowable would ve in direct preportion,

This procsss that I aave just described was designed in order
tnat I could reaswte the cegree to which any particular factor
approached bzing in direct propertion to the reserves per acra.
tigw, I have plotted the average of these relative allowables and
relative reserves per acre for each of tas four groups that I nave

vided the 2206 wells in arnd hawve plotted ther orn xhibit MNo. 1l.

’A-
«

&
[

t, 14, is it not?

lor,
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A uxcuse me, li. This enables on an average vasis a visual
deterwination ol whilch factor of the uaree tnat are possible to us¢
or practical to us8 [lts closasi to tne ressrve distribution. The
reserve distribution in terms ol tie average ralative reserves per
acr2 1s shown LY the solid rad line on sxiiibit Ho. 14 located in
this locatlion. Tae relative allowable per acre average for each of
the four groups is sihown by tiae red dasied line vased on one nundreéd
percent acreage times deliverability.

Jirilarly tae relative allowable average based on acreage
times pressure shown Ly the green line, similarly the relative
allowable average based on acreage as snown by the dashed dark blue
line, Uince 16 18 ailowable per acre, then tne relative allowaule
per acre Ior tne straight acreage the present formula would, of
course, be conatant ifor each acre assigned Lo the well, It, I
tiink, is quite clear thal ou. an average Lasis the acreage tines
cdellverabilivy factor kore closely is i1 proportion to the reserve
distributionr tuar any of the other two factors.

Low, this relationship i1llusirateu here on an average basis
is wh&t prorpted ne to recounend a deliverability factor in the
allocation forrulaes Actually the one hundred percent acreage simog
the deliverable [actor and the basis of my analysis most closely
fits the cisuiribution, reserve distribution than the 25-7% that I

nave reconcended. The reason I have included a twenty-five percent
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marginal allowable in effect. That is even the very low deliver-

ability wells will get at a minimum allowable equal to one-fourth

the average well allowable.

4 MNow, Mr. Keller, it has been suggested that by using averages

as you have ir this Exhibit No. 14 and as vou did in Exhibit lo.
11 which has been referred te and in Exhibit 8 arnd 9 where you

divided the field into quarters there that you have rot taken an

accurate approach to the study of this field. Did you, after braa#-

ing this down into the basis of quarters, undertake to check that
method of approach that you used on averaging these things out or
something like that?

A Yes, sir, of course, I did, I realized in the conduct of
this analysis that averages can sometimes be nmisleading and I
certainly checked to be certain that these averages were reflectin?
a trend and a relationship that on the whole was a true relation-
ship.

That, of course, is net a perfect relationship and there is
considerable variation when we get into individual wells or srall
groups of wells, and it is for thét reason that 1 prepared and
preserted Exhibit Ho, 10, because it certainly was not my intent tT
mislead anybody that this was more perfect than it actually is.

But in order to check to see if this trend indicated by this
average analysis shown on Exhiblt 14 was a real trend, I divided

the wells irto eight groups ir 3 similar fashiorn to Exhibit 14 and
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got the same conclusion., The curves aren't quite as smooth, but

the trends are still thers.
I sti)ll wasn't satisfied and realized, of course, that in the
final analysis the thing that is going to determine whether or rot

this is absolutely real, this trend in general, 13 an individual

vwell analysis, 8o I took the data on the relative allowables cal-
culated on seventy-five, twenty-five formula that I have proposed

ard calculated on tne one nundred percent acreage formula now in

calculated ir the ranr2r 1 have Just described, ard I calculated
the differerce betwear tha allowable nder aach forrula, relative
allowsble urder each formula for each well and the reserve which 1
thousht of ir terws cof a deviatior fror the perfect formuvla that
is the reserve distridbutior for each well,

I ther arranged those deviaticrs in order of increasing devia
tiors for each of the formulas ard corpared the twe, On that con~
parisern I fourd that 206 of the corparisors showed that the devia-
tior fror reserves wes less for the severtv-five, twerty-five per-
cent forruls thar for the ore hundred rercert acreare forrula. On
the tverty wells the crrosite wes true, the devistior fror the
reserves was creater fer the geverty-Tlive, tventv-five formula tha
for the one hurdred percent acreage foerrulas

P

I tihen, of course, coincluded that thls Lrend relatlicnship

~ between reserves and deliveravilivy wolcon & nave dsmonsirated in

existence, and I tock the relative rasarve3 for esch of thiese wells
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previous testimony for exarple on Exhibits 8 and 9, although there
are a lot of individual well exceptions and is a general trend,
I think I described it as a rough corrslation, the trend is true
and it i3 real ard there i3 a greater correlation on the whole
hetween reserve distribution and the seventy-five, twenty-five
formula recormended tnan tihere is between acreage and the re-~
serve distribution.

it ig ¢cn that type of aznalysis taat I zave based wy opinion
tnat the reccumended fornmula does a vetter job of protecting
cerrelavive rights tian dhes tne nundred percent acreage formula.

« You recall, #r. Keller, that ir. Leibrock testified in one
of nis susmarizing conclusions that one hundred percent acreage way
battser than your proposed deliverabiliuvy formula, was based upon
ais study of fifty-eight wells within an area outlined in blue on
Cperator's 1-aA7

{(larked Texas Pacific's BExhiibit No.
15, for identification.)

Mr., Keller, using as you need the blank pieces of parer on the
board there for illustration purposes, will vou exvlain to the

Commission your reaction to the approach used by Mr. Leibrock on

the fiftv-eight well area as compared to the anvroach which you usdd

in arriving at vour conclusions as to ar allocatior formila

throughont the entira fisld?

e

A Yes, sir,

- - < - gy Yy . T O S L p
t sears ooite anperant Lhel thapre wera two
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efforts rade to calculate the deviation from the perfect formula.
I have just discussed the calculation that I nade another one has
baeen previously prasented, They are ir contradictiorn of each

other. In viaw of that, I believe this Commission should have an

explanation, at least I feel imposed Lo give wy explanation of why
this difference in conclusion comes sbout. Actually the difference
in the conclusions in my opinion is the result in the differences

in the rmethods of analysis. 1 would like to, il I may, illustrate
briefly the pertinent differences in thre two wethods of analysis
as I understand them {rowm the testimony whicih I have heard.

Let e put the Texas Facific analysis on the left and the
Cperator's analysis on the right., First of all in the Texas Pacif:
analysis there were 220 wells employed in the analysis, that is
8ixty percent of the walls approxirately in the field. In the
operator's analysis of tihe relationship between the deliverability

formula ard acreage formula and reserves, there were fifty-eight

wells employed, which is approximately {ifteen percent of the well

in the field.

There is alsc a difference in respect to the location of these

wells in the two analyses as to whether they are representative
of field conditions. Referring to Texas Pacific Exhibits No. 8
and 9 which are raps showing the reserves and deliverability data
available to me, it becomes apparent that the reserves ard the

deliversbility data used by the Texas Pacific aralysis are pretty
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well spread throughout the field and should be representative of
the field as & whole,

The fifty-eight well area 18 an area allocated in the
center of the field. If you correlate that with the reserve cap,
it is an area which is predominantl?rg;gervea, but the reserves arg

Tairly uniforz. In fact, a8 I recall the testirony was that the

variation in reserves was four and a aalf fold in that area. You'll

recall {roc my previous testisony that the reserves variation from

the 265 wells was about nirety-one fold. dany tiues greater. 8o

in oy opinion the Texas raciiic analysis is such vore representatiye

cf field conditiors frow the standpoint of Lotk the nurber of wellb

ard taelr location in the [ield as tc whether they represent average

{ield corditicns.
I would like to next conpare the two rethods used to calculatp

the resesves peracre and tiheir adaptibility to tae problem at

hard, that is the problen: of cifferentiating, deteruins guantitatipe~

ly tae relative qualivy of the place to place ir tae {ield in termr
of rgserves per acre.

As I previcusly testified, I obtained wy reserves esiimates
Ly a plot of pressure versus cumulative production. Ynose points
I extrapolated as a straigntl line to one nunured pound abandonment

pressure. Nlow, that is at & graphical equivalent of solving this

equation which I will put on the board here. In other words, I

said that the recoveries per acre for acreage assigned to each of [the
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wells is equal to the slope of this line that is the change in gas
preduction per change in pressure times the current pressure ninus

ar abardorrent pressure divided by the acreage assigned to the

wells, This is algebraically the same, I get the same answer as if

1 extrapolate this straight line and subtract from this total cumila-

tive producticn, the curulative to the date in question, and that
was the first of '57 was my date,

Now, the operators'! testirony, a3 I understand it, they used
a volumetric tase wnere they calculated tne recovery per acre for
eac:: ¢l the well tracts equal to the ret pay tnickness, times the
poresity, tizes ore, rinus conrate water, tiies & pressure volure
factor, tires a reccvery factor. Lo we have now & copparison of
the twe eguations used to estisate reserves per acre ¢n the board

Let's exerire esach of those ard see 0w well they reet the
requirerents of deterniring the differerce ir quality of acreage
assigred to the verious wells. Helerrirg to the Texas Pacific
tethod, we find thst tae recoveries per zcre are daterninsd by one

two, three, four, [ive different factors, lzt's see lhiow nany of

thoge Lhat we have to gstirate or cach well tract and how many arr

actuslly the result of weasured data onr each well tract. The gas

production cumulative on each production is weasured, The pressure

points are measured, the pressure as of 1-1-57 is estimated on the

bagis of measured data in some cases, and in other cases the pres-

sure measurements is as of that date, It is substantially ﬁeasuqed
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data. 7The abandonment pressure {8 assured, 1| have assumed a orc
hundred pourd abandonrent pressure uniformly for all the wells I
hsve evaluated resarves or, The acreage is the measured acres
assigned to each well. 350 we find that of ths five factors, four
of them are the result of direct measurerents and one of them, the
abandonment pressure, is an estimated number for each of the wells.

How, let's examine the method of caleulating reserve per acre,
the volumetric wethod used by the operators, Let's see how many
of those factors are measured or each cf tne wells, because the
important thing is we'rs Urying to differentiate, we are rnot tryiné
te deternine what the average over tha [ifty-signt well area or the
227 twenty-six well area is, ve are irying to ind out the differ-
ence within that area. Tne thickness, as I upderstand it, for the
fifty-eight wells was esticated from logs on tuirty-eight wells or
about sixvy-five percent of the fifty-signt wells, or about ten
percent oif tne wells in tae field.

The porosity, as I understand it, of t.e fifty-eight wells,
the porosity was measured directly by cores on ore well. That's
roughly, oh, well let re correct that. As I understand it, a
uniform porosity was used [or each of the fifty-seven wells where
core data wasn't available, and that was, 1 assune, the average of
the five core analysis. But at best that is based on five wells

which is about a little less than five percent of the fifty-eight

that would be somewhere arourd less than one and a halfl percent
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0

of the total field if ny nuzbers are right.

; That figure would be approximately nine and a half, ten
rercent of the fifty-eigat, would it not, five wells in the --

A {(Interrupting) Excuse me, Ten percent. I was thinking
of the two wella that I had befcore.

Now, let's examine wha&t this porosity evaluation for sach
of the wells would rean, Wwe are trying to evaluate the difference
between the wells on this and yet in the anslysis of the fifty-
eight wells it has been assumed or estimated, whichever you want
te put it, that on [ifty-seven iL was Lhe aame.

dow, if you assume it's the saxs, how can you evaluate the
difference? Xow, it's my undersianding that the basis for that
ass:uaption was the rasulv ol tais five core analysis which showed
t1at the variation in porosity for tne five corad walls was very
sxall, that Is fror the numbers as I have recorded them, tie poros?
cnly varied fronm about 1i.4% to l7.9%. I don't bslieve that that
is necessarily true at all, {or example in checking available core
aralysis data I found that we had available itwo cther, at least
two other cored wells witnin the sawe areas as the {ive wells.

I would like to discuss that porosity infermaction. Coinci-

dently these two other cored wells that were available to ue are

offasets to the Continental Parpey A No. 1 well which is one of the

five wells, One of those offsets is the Sinclair Federal 714 YNo. 1

located just as a south offset to the Continental Farney A-l.

Ly
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Now, the core analysis on that, erplovying the interpretation
made by the core analysis laboratory, there were 22 fest of pay
naving an average porosity of 20,5%,

3 Have you marked the locatlcn of that well just south of
the Continental Farney well?

A Yes, sir, it is located just south.

W On COperator's Exhibit 1-A7

A On Operator's Exhibit l-iA. Another ceored well I was able
to obtain the data on was a southeast cffset to the Continental
Farney A lo. 1, arnd tict iz the Texas Pacific State A Account
Rce 1 well Fo. 35. Cn the tasis of tha core laboratories inter-
precation of that core analysis thare was fifty feat of vay almost
two asd a half times as puch as the cother offset, having an
average vorosity of 12.7%. 3¢ altheugh the five wells upor which
the cperators bassd an average rorcsity ard arplied it, as I
understard it, uniforzly to [ifty-sever srd fiftv-eight wells
varied orly fram about 16,47 porosity average per well to 17.9, I
find that there are uiree ofrseliting wells where the porosity

varied Iror 12.7) 1o 20457

So I think it is quite appareni that there is consider able doybt

that the aasumption of uniform peresity has arvy bearing on the detér-

rination of the differences in reserves per acre as betwaen wells

in the fifty-eight well area. Of course, it was taat inadequacy

of inforration that led me tc use the alternative methed that I have
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used,

Boing on to the corparison of the two rethods of calculating
reserves rar acre, the operators ir order to using a voluretrie
estirate, had to use anv estirate of tha conrate water or a
reasurerert of the connate water for each of the wells. Pecause
one mirnue the corrate water enters into that calculation sc¢ far
as I krow there is ro data available to differgntiate as to the
actual cornate varistion within the fifty-eight well area. It
is ry understanding that a constart value for each of the wellse waﬁ

erployed in the calculations.

So this has been assumed or estimated constant. The pressure
voelure factor I imagine was caleulated on the hasis of gas analysig,
deviation factor analysis ard the actual pressures on the wells,

I assure that that was from actual data on rost of the wells. Un-
fortunately there's not much variation in presaure within the fifty-
eight well area ard that factor will be fairly uniform. The re-
e~very factor vwas, as I understand it, estirated at a certain
value ard this sarme value was assigned to each of the fiftv-eight
wealls,

In supmary, we find th?n that there are the porosity, the
connate water and the recovery factor where it has been estirated
or assumed for each of the wells that it's unifors and yet we're
trying to evaluate differences between wells soc we assurme they are

mmiforrm. The other factor, pressure volure factor, the data or
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rressure shows 118 ‘airly consistent  so that factor in the
fiftv-eight well area is pretty uriform, although it is not in
the field as a whole,

The thickness, as I undesrstand it, vas primarily evaluated
fro- the zarma ray neutron logs. That probably is the factor that

car be beat 2valuated cof all the five factors enployed, although it

(4]

has certain liritations which I'll discuss, I think, later on,
‘i Now, I would like tc very briefly with you rua through

th

[t

exhibits that have besen, or sore of the exilbits -- rcu have

another ratter?

A There is one othar thing, and I would like to peint cut hefe

in respect to the adequacy and the applicability of these two
rethods of aralysis, arnd that 1s with raspect to whether or not
thev represent [leld conditions. I already pointed out that the
fifty-eight well area is in an area whilch is fairly urniforuly
reod., That is very well illustrated, I think, by the [act that

in the 226 well aralysis I found that there was a recovery per acrg

variatior of approxirately ninety-one fold, that is the Lest was afjout

nirety-one tires as good as the poorest., I believe that the
testirony was that the variaticn in the fifty-eight well ares in
the recovery per acre, I belleve it was four a-d a hall fold was
the testirory, although »y data indicates that it was closer to
three ard e half fold varietion,

T think 1t 1s relatively apparent frov that comparison that
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the recoverv par acre variation naturally 1Is pretly unilor: In

the fifty-.eight well area, %While I think that anybody that has

out the {i=ld {3 vary large,

¥R. POUTER: Va'll take a short recess,

Recess., )

¥R, PCRTER: The reoting will come to ordar,
< Fr. Keller, I' gzoing to ask you, if yeou will go through
with me very brieflv somwe aof the exhitits of the operators here
and give us your reaction to those exhibits as they relate to your
analysis of this situation in the light of the presentation by Mr,
lLeibrock,

First, in conrectior with the Operators? Exhibit YNo, 1-A
up there which i3 what T believe he called the difference nmap, what
corment do you have te rake in connectiorn with that?

A Well, sir, as T recall this map shows that about fifty
percent of the acreage falls in the same quarter of reserves and
deliverability on ry Exhibits No. 8 and 9 and atout fifty percent
doasn't, The only comment T would like to make thare is that that‘%
really not a measyrerent of the correlaticn or lack of correlation
that exists between raserve and deliverability, For exarmple, if
you just considered tha red and hlue area, about three-fourths of
the area would corresnond in respect to reserves ard deliverabilityl

If you aralyze the arrsemsnt hetween acrsage ard reserves on the

undied the £ield Imeows thiat the variaticon racover er acre through-
!?3 .di 2 e
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8izilar type basis lor any one quarter of the reserves, then threes
quarters of the ressrves wouldn't fall in the same quarter,

% Yow, would you please refer to Operator's Zxhibit Fe. 2
which contains a part of it as your original Exhibit ¥Ne. 1C with
sore additional rarkings on it?

A %ell, the only comment I have about the Operators' Bxhibig
Ko. 2 is that this just emphasizes the spreads and the data betwesn
the individual wells that I have already shown on Ixhibit No. 1C.
I dontt pretend that that spread doesn't exist. If I had I would,
cortainly wouldn't have prepared Exhibit No. 10, I think it does
tend to overemphasize that difference. For example, referring to
group one reserves, the najor sub group that so far is the differ-
ence betweern reserves and déliverability is the nuwmber four which
contains only two wells; similarly you go the group four reserves,
the rajor difference betwsen reserves and deliverability only con-
tains four wells, so it perhaps overemphasizes that, to my uind, h
litvle bit,

« With regard to OUperators' Exnibit Neo. 3, what comment do ygu
have in connection with that?

A vell, this Uperators' Exhibit Ho. 3 purports to show that there
isn't any relationship or resasonable relatiornship, as I rerember t#-
expression, between reserves and deliverability. I would like to
comment that the range on deliverability on the graphical scale is

about half of tnat taat is shown on the reserve scale which would
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tend to visually distort or obscurs any relationship that does

exist.

Of course, we know there 1z a relationship that exists area-
wise., As shown by Exhibit 9 and on a general trend basis as shown
on Exhibit 1C, it is a real correlation as exemplified by the
deviation analysis that I previocusly testified to. The other
thing that I think warrants some comument is that you can see that
there is a largs variation in reserves per acre, ninety-one fold

actually, yet the one hundred percent acreage formula assunes

there is none, &y

G Do you conclude from that that the deliverability formule’
despite it's, the fact that it is not perfect, comes closer to
recognising the reserves than the straight acreage formula on the
base of that exhibit?

A Well, that is certainly true on the basis of that exhibit,

ard all the studies I have done,
//Z::::

P

Q With reference to Operators' Exhibits No. 4 and 5, just
turn on over te 5., Have you ever, Nr. Keller, taken the position {n
this hearing that the adoptien of a deliverability factor ir an
allocation formula would serve as a cureall for over and under-
production in Lea County or anywhere else?

A Yo, sir. 1 did express an opinion that the inclusion of
deliverability factor should enable the purchaser to take more in

proportion to the allowables than would one hundred percent acreage
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fermula. Of course, the over and under is also a function of the
take practices of the purchaser,

Q& Now, referring to Operator's Exhibit No. 6, you will note
that there have been included on that exhibit, nusbers reflecting
the actual number of wells on each side of the sero line on exhi-
bit, Operators! Exhibit Xo. 6. Would you state whether or not in
your judgment that exhibit when fully analysed supports your posi-
tion with reference to this matter?

A Well, sir, my thought fan't in reapect to any position on

the thing. The thing that strikes ze about this exhibit is that it

obscures a relationship that I think very definitely exists.
Supposedly this exhibit shows that there i3 no relationship betweer

the deliverability of the wells and whether they are over or under:

produced. VWell, my analysis of that data as supplemented, cer-
tainly shows that there is; for example, take the beat group of
wells, there were nine overproduced and three underproduced, and
there was a net overproduction, as I calculate, of approximately
350,000,000 for the total of the twelve,

Take the pé;;;;\greup of wells, the number ten cpposite was
true, nine of ther were underproduced and one of them overproduced,
The net underproduction was close to nine hurdred million for the
total for the group. |

Now, in calculating for each greup like that and plotting it,

I got a general trend which showed in general that the better wellg
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tended to be overproduced and the poorer wells underpreduced which
is naturally what you would expect, and is what, as I understand i
all of the gas purchasers say happens.
¢ Now, with regard to OUpsrators' Exhibit Ko, 7, would vou
please refer to that? Do you have any comments with regard to thaf
composite log?
A Yes, sir, you will recall that ir the fifty-eight well

analysis the pay thickness was one of the factors directly deter-

nining the recoverable gas in place and that there are only thirty-

eight of the fifty-eight wells on which gama ray neutron logs were
used to eatimate rnet pay,

I want to point out briefly that you are lirited where you
Just have a gama ray neutren curve in your ability to estimate pay
and that is illustrated, I think, on this particular composite
log. For example, at a depth of approximately 3530 faet as best I

could scale it off, it is about six feet of porosity ibavo ten

percent considered pay by Mr. Leibreock. While in that same interval
from 3520 to 40 on the gama ray neutron curve he has interpreted, is

shown by red, about 13 feet, In other words, there is sone, a falﬁe

indication of net pay on the gama ray neutron curve that is denied
by the porosity curve,

& V¥hat brings that about generally?

A Ch, well, generally it's simply this, that the gama ray

reutron curve ueasures first of all the radioactivity of the

:
-

L 4
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formation, and second of all it measures the hydrogen eontent of
the formation., Unfortunately shale has a high hydregen content and
so does gas pay, and often times since the type section is radio-
activity, you may confuse shale and gas pay, and that's 1llustrateq
I think, well, there are several possibilities thers, Here it is
right here at 3663, there is three or four feet indicated to be
pay by the neutron gama ray, but looking at the core analysis it
doesn't show up.

« Do these illustrate uncertainties surrounding the use of
the gama ray neutron curve to determine net pay thickness, is that
correct?

A That's correct. There's some limitation as to how accurate-
ly you can estimate pay with that data. Of courss other types of
logs, any additional data improves your accuracy in that respect.

& Do you have any further comment on this exhibit?

A 1 dontt believe s¢, no, sir,

W Now, refer to Cperatorst! Exhibit No. 8, please. Will you
state anything you might have to say with regard to Cperators?
Exhibit No. 87

4 Well, I dont't know, I': not sure I understand the intent
of this exhibit, but to me it is just what has been done is that
three wells have bLeen selected with pretty unifern pay thickness
pressure, et cetera,which would necessarily require that they have

uniform recoverable gas in place for each well. And in such case
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1t would show for uniforz conditions, a hundred percent acreage
would be applicable because hundred percent acreage assumes that
conditions are uniform. If you take examples that are uniform,
well, you more or less prove your case by your selsection of data.
How, I could take fifteen or twenty wells where the seventy-
five, twonty-five forrmula fits awfully nice, but I don't believe
the selection of data like that means anything in respect to the

applicability of an allocation formula.

9 That uniformity that is indicated by the three wells or thiee

tracts does not conform to your interpretation of the exiatent
through the Jalmat Gas Pool?

A No, my studies indicate that the reserves per acrses are
about ninety-one fold on the extrene,

§ Would you refer to Exhibit No. 9, please? This is the ex-

hibit I bhelieve which you stated the conclusion reached was differ

ent, quite obviously, from the conelusion reached by you in a

study of the field. ¥What comment do you have in connection with

Cperatorts Exhibit No. 97

A Well, I think my explanation of the differences in the
rmethods used to estimate the reserves per acie pretty wall, as wnl?
as the location and character of the fifty-eight well area as
previously discussed by me, pretty well sexplain the msults shown
on this exhibit.

It is just a matter that when you choose an area which is
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pretty uniform in the first place,and then you assume a lot of

the factors used in calculating the reserve per acre are uniform,

you arrive at a fairly uniform reserve distribution per acre in th*t

area. In fact, it was somewhere between three and four and a half
fold, well under that type of situation a hundred percent acreage
factor would be more applicable because it assures uniformity, so
I think the selection of the area and the manner in which the

data was calculated dictates the results shown by this exhibit,

G Now, Mr, Keller, you have had occasion to examine at least
overnight these exhibits, and you were given an opportunity to
study some of the logs used as a basis for them. Would you state
now for the Commission what your conclusions ares and whether or
not your conclusions previously stated have been changed by virtue
of the evidence and testimony offered by the operators?

A VWell, my conclusions in respect to the recommended allo-
cation forwmula have not besn changed., I am still of the opinion
that the recommended seventy-five, twenty-five alloeation formula,
although far from perfect, more nearly serves to protect correla-
tive rights than does the present hundred percent acreage formula.
And I think it is the best formula I can devise under the circunm-
stances.

#R. CAMPBELL: I believe that's all.

MR. PORTER: Anyone have & question?

MR. CAMPBELL: Do you have anything else you want to state
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A Ro.

MR, PCRTER: Mr. Malone.

FR. MALONE: If it please the Commission, I have a gquestiop

or two.
RE-CROSS EXAMINATIO

By MR, MALONE:

¢ I would like at the outset of cross examination, to request
that we be given ar opportunity to examine the two core analyses
from the wells the witness testified to which we have rot had
access to, and that we also be afforded an opportunity to sexamine
the curves that weres extrapolated on the 238 wells that are the
basis of the reserve figures., 1 would like to observe at the out-
set that I don't have any idea that by anything I ask you that you
are going to back down from any position you have takern or that

I can bring you and Mr. Leibrock into agreement, as much as I woulé
like to. I only want to define the areas of disagreement and try
to get them as clearly set out as possible.

How did you define the method used by Mr. Lelbrock in the com;

putation of the recoverable gas in place in his fifty-eight wells?
How did you refer to that, what process is that?

A I referred to it, 1 believe, the same as he did, as a
volumetric calculation.

4 A8 a volumetric calculation of gas in place?

A Recoverable gas in place.

ez
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& V¥What i3 the methed that you uasd for that purpose?

A I obtained an estirate of that by obtaining the future
recoveries of the individual wells on the basis of an extrapolatioT of
the pressure production data and dividing by the acreage assigned
to the individual wells. That is a, really it's a graphical solu-
tion of a rmaterial balance soclution,

Q Is that a material btalance computation as you understand
that term? A Yes, sir.

Q¢ Would you tell us briefly the factors that are inclﬁded
in making a material balance computation?

A In this particular computation, I think that I illustrated
these merely taking the slope of the pressure production curve and
rultiplying that by the remaining pressure down to the abandonment
pressure.

¢ Is or is not it true that ir making a material balance
calculation, one of the factors that you are required to take
into consideration is the migration of gas across the boundaries
of the tract as to which the computation is rnade?

A Well, the assumption that is implicit in the calculation a
I have conducted it, is that the volume of gas beirg depleted
from which the depletion eccurs, remains constant.

W Let me be sure I understand you. You are assuming in your
computatior that there is rno migration of gas across lease lines

during the period of time that production whiech you have put on yolur
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graph is occurring?

A o, I'=m not assuming that.

¢ Well, I misunderstood you. ill you tell we what you did
assure in that regard?

A VWell, of course, the assumptions are not made by me, they

are implicit in the equatiorn, the material balance equation, the

extrapoclation of that straight lire. It simply says that the volune

of gas being depleted by that well or on which a pressure reductios
occurs as a result of production from that well rerains constant.
Vhere that volure of gas is ir respect to the lease lines is not
deterninable from such a calculatien,

% So that if the gas produced from a particular well on whie*
you made that corputation included any gas that had migrated acroaT
lease lines, it would tend to inflate the reserves which you would
get, would it not?

A I don't agree that it would tend to inflate above what?
when you say inflate, that means increase above something. I am
not sure of your reference,

& Above the recoverable gas in place under the tract.

A Y don't know whether 1t would be or not, the migration
could be plus or minus. It might deflate, |

§ Assuming 8 migratlion toward the well, it would incresse thL

reserves that would result fror your computation, would it not?

A Would you restate that, I'm not sure I understand that
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% Assuning a migration of geas across the lease lines to the
well on wiaich you have extrapolated a curve, that migration would
te reflected in your curve with the result that you would show a
larger reserve than the well in fact had if you assumed as & re-
serve the recoverable gas in place?

A If the well is depleting an area larger than that assigned
to it and as a result migration occurs, the reserves calculated
on the basis of the performange of the well would be larger than
had that migration which we have assumed wasn't there, yes, sir.

Q3 So we are, I think, in complets agreement on that. The
reaserve calculation which you have made would be inflated to the
extent of any migration that occurred across lease lines while the
production was in procesa?

A Vell, it works both ways.

Q@ Or deflated? A Or deflated,

4 Bxactly?

A Yes, sir. The performance of that well is governed by the
area being depleted by that well, Now, whether or not that area
conforms to the lease lines is somsthing that isn't determinable.

‘ « And from the computation which you have made it's impossib]
to say that the reserves that you have computed come from within

the lease lines assigned to the well which produced the gas, isn't

iv?

e
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L Oh, certainly that's true for elther method of computation,
Either one. Put rore sc I think because of data limitations of

the recoverable gas calculation from the voluretric calculations.

Now, Mr. Malone, I will certainly grant you that by sufficientg

data available, for example, let's asaume we had a well drilled on
every acre and we could measure the porosity and connate water and
the pay thickness on every acre in the tract, we could measure
that accurately, then we could calculate a recoverable gas in
place that would not include any rmigrational effect that would be
a better number than the manner in which I have arrived at a resery
estimate,

There's no disagreement in my mind on that fror a theoretical
atandpoint. The reason that that's net possible in this particulai
situation, and the reasorn that is that the recoverable gas in

place doesn't, calculation doesn't evaluate any better, the gas
that's recoverable underneath that proper is because of the data

limitations,

3 You have said that the method used by Mr. Leibrock would be

a better method of computing the recoverable gas in place if ade-

quate information on the area was available?

e

A& Ne, I haven't said that. I have said that from a theoreti¢al

standpoint, if the data were available you could calculate the

recoverable zas in place without the rigrational effects in it,

Y And since the New Mexico statutes says that correlative
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rights are based on the recoveralle gas in place under the tract,
it would be closer to the lew Mexico statute than your method, if
adequate waterial is available, wouldn' iv?

A Yo, it would rot,

q For what reason?

A {Interrupting) W¥ell, for the ~-

4 (Interrupting) We're assuming that adequate material is
available.

A Oimply that there are 30 many asasumptions involved in that

+

calculation that I think the method that I have used gives a closet

estimate of the recoverable zas in place for the various well tracts

than does the volumetric msthod, é .
;éEZZE::’
« But you have admitted that your rethed includes any zas

that may have migrated across the lease lire, have you not?
A That effect is in there, yes, air. That is not an ad-

mission, that is a statement of fact. ’_::::::;ﬁ
< If adequate information is available to make a study of thp

type that ¥r. leibrock used, let's say if complete information wcrr

available to make a study of that type it would be & more accurate

study as to recoverable gas in place thar your study, would it not]?
A Well, it depends on how complete it was relative --
< I didn't say how compleie.

A vwell, now complete?

4 I don't understand tnat there are degrees of completeness.
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Assurae ar idezl though an impossible situaticn, in other words,
a situation that 18 sc ideal it is imposﬁible to actually obtain i*
Assume, for instance,that avery location in the pool was drilled
and every well had been cored.

A You mean on 160 acres?

< Yes. Would you consider that would be sufficilent informa-
tion to justify the type study made by Mr, Laibrock?

A I think it would certainly if that much information was

availablz, it would certainly furnish more justification than exists,

but I don't think necessarily that that degree of complateness
would furrish a better answer to the recoverable gaa in place dis-
tribution throughout the Jalmat Field, no, air.

2 For what reason?

L Because of the assumptions that are inherent with the
volumetric mesthod. For example, you have a well on 16C acres, the
assumption iz that you can define exactly the pay thickness,the
porosity, the connate water saturation, the permeability, that
exist under every acre of that 160 acres on the basis of ore point
in a 160 acres. That's just a fundamental lirmitation to the method
itself, and the data situation.

«w You, yourself, as an engineer, have used and do use that

syster: frequently, do you not?

A A3 a last resort. 1 wean that is the least desireable metﬁod

L

of estimating reserves. It is the one that Iis subject, in wy opinjon,
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generally to the wost possitla errer.

% Yow, are vou referring to the estiration of reserves in a
rcol as a wheole or under an individual tract?

A I au referring to the problem at hand, The determination
of the varliation in the reserves per acre or the recoverable gas i
place frow place to place in the field. I ar not referring to the
deter:inatior for the reserves for a fisld or a large lease as a
whole.

& It is your opinion that the velunetric calculatior is the
least desireable systerm to be used for that purpvose?

A Por the purpose at hand, yes, sir.

¢ Yes.

A Of the two, there are only two availakle, that ie certainl;
the least desireable and that was my testimony.

G Well, I think we have got that difference of opinion
delineated. Now, it costs quite a bit of roney to core a well,
doesn't it? A Yes, sir.

3 Fifteen or twenty thousand dollars to take a cere on a well
in this Jalmat Pocl would not be an unreasonable estimate, would 1f

A No, sir.

i So that the coring of wells is an unusual rather than a
usual procedure ir the developing of a field of this typae?

A Mo, tc the contrary, the coring is a very ganeral practice,

-

tould you te able to estimate tne percentage cf wells

b

e
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ir this pool Shat were cored?

& Ip this particular field, frer ry knowledge, & very srall
percer tage was cered.

% In your experience in other southeasterr. lew Mexico gas
pools, cculd you say what the normal percentage of coring would be?

A Yo, sir.

¢ Jt is true that in making a volumetric calculation you
take the core data that is available, the electrical and radio-
activity logs and through the raking of cross sections deterrine
wvhether or not a sufficient correlation exists te justify the
raking of the study. That's the way an engineer, as I have been to
approaches that probler, is that substartially correct?

A That is one method,

: Is that the wethod that you would have used in approaching
& pool to determine whether or not you had sufficient information
to make this type study?

A Vell, it just depemnds, ¥Mr. Kalone. Every probler is & lity
bit different and you have to design the methods of analysis tased

on that situation.

{ You have made that type of analysis ir rmaking a study of
this type yourself, have you rot?

L& Ycu rear where I have tried to define the recoverable gas
in place under tracts assigned individual wells?

+ 1 mean in raxing a volumetric calculatiorn to deterzine

1d,

le
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whether or not the information that you have available is sufficier

to justify a ret pay determination you take the cores that are
available, correlate them with the electrical logs ard radicactivit
logs that are available, construct a cross section and try to deter
rine then whethar the uniforrmities are sufficient to permit you to
draw sound conclusions.

A Well, there is nothing unressonable about that procedure.,
That could certainly well be used in trying to evaluate reserves,
I wouldn't try to use it in this situation, ne, sir.

Q¢ You have said that you prefer the extrapolation of a curve,

A It is not a matter of preference, it is a matter of what
method will yleld a reliable answer,

4 Is the question of whather or not the core data which you
have available and the logs which you have available to study a

particular area, are or are not sufficient to make a volumetric
study, one that an engineer has to determine on the basis of his
own knowledge and experience? In other words, 18 it a professional
determination that he makes as a scientist? There is no rule book
that says this information is enough arnd that one isn't erough,
is there?

A No, sir, it certainly is a probler that demands the use of
discretion and judgment ard experience and so forth,

4 And so when that determination is made by an engineer,

1t is made on the basis of all of these factors, ilan't it?

t

M
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A Determination of what?

¢ The determination that there is sufficient data available
to make a volumetric caleulation.

A Well, I ﬁhink that's right, ves.

7 It's up to the evaluator to decide whether his data is
sufficient to give him the answers that he wants and it is an
area in which there is a roor for a difference of professional
opinion just as we have encountered here, is it not?

A Oh, certainly, but let me say this, that it's my opinion
that ar opinion in that respect, any opinion is nc better than the
data analysis back of the opinion.

¢ You are not in a position to comment on the dats analysis
back of the opinion testified to by Mr. Leibrock without ar oppor-
tunity to study all of the logs and cores that he had available,
are you?

A Yes, sir, on the basis of my understanding of his testimony
I am and have done so.

| Q And you fesl that you are in as good a position to expreas
a professional opinion as to the adequacy of Mr. leibrock's infor-
mation as were he anrd the other engineers who reached & conclusion

contrary to yours?

A Yes, sir, i I understocd his testinony correctly as to the
data available to make this deterrination of recoverasble gas in

rlace, I feel that I have erough information to form an opinion,
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and I have formed such an opinion,

& That likewise is an area in which professional opinicns
can differ, is it not? A Yes, sir,

Q Now, let's point out a little more clearly the location,
please, of the wells on which core data was available up there.
Would you please, since I can't get out of here, take s pointer and
outline for the Cormissior the cutlines of the fifty-eight well
area? VWould you just run the pointer arourd that fifty-eight
well arsa, please? A (Indicates)

¥ Would you point out the location of the five wells,
starting with the well that's to the southeast of the area?

A (Witneas complies)

& Then, moving toc the well to the northwest of the area.

A (Witness complies)

¢ Then moving to the well to the southwest of the area.

A There isn't any socuthwest, che west.

& To the west of the area. Then will yeou move to tne next
well that is shown? A {(¥itness complies)

% Indicate the well which is withir the fifty-eight well area.

A It is right on the extreme north end of the area.

QT It is true then that the cores that were taken gererally
care fror what we right call the peariphery of the ares as to which
ve were making a cross section, is it not?

A Yo, sir, just on two sides of the periphery.
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q Just on two sides? A Yes,sir.

Where are the cther three?

£2

A Well, therets none on ths north side, there's none on the
south ard west side, there's one on the southeast and then there's
three cn the northwest and cne in the area,

« Thark you very ruch, Would you returr to the witneas chair?
Do I understand your testimony to Le that in your opinion a gama rsy
neutron log is not an adequate or sound basis for making a net pay
study in conjunction with core information?

A I don't believe I stated it in those terms, Kr, Malone,

Q You do use them yourself, do you not, for making a study
of that kind?

A I have used therm in evaluating net pay and porosity, yes,
sir, in conjunction with all the other data that was pertinent in

that regard, but not to distinguish betweer the regerve psr acre
as between individual wells where I didn't have a largs number of
wells cored.

« You do use thewm in making a volumetric calculation, though)
of recoverable gas in place?

A Ch, yes, sir. HMr. lalone, I would like to explain that I’g
not saying that a volumetric estinate just has ro place in engin-
eering. I'm certainly not saying that it's ofter used and is very
applicable in estimating reserves, especially for a large area, see.

T right illustrate that by this comparison. Although there is a
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large, a fairly large difference in the reserves per acre as Le-

tween the individual tracts in the [ifty-eight well area as betweey:
your witnessts calculations and mire, in other words I think the
varigtior was sorewhers around three or four percert for the volu-
metric caleulation.

« Three or four fold?

4 Ixcuse re, taree or four fold, I get from ny vasis of my
data in there a variatiorn of about, is it twelve fold or taree or
four tires as much,

% That's in the fifty-eight well area?

A Yes, sir. Yes, sir. 7Tet when we get the averages of the
two methods, theyf're within about fifteen percent of each other for
the areas as a whole, see, which Jjust shows that the two methods
for evalusting the total reserves for the total fifty-eight well area

are withirn fifteen percent of each other, which is within the
accuracy of either method,

& Pardon ne,

A Eut there is a large difference in the distributicn of thoge
reserves by the twe methods,and it is Just ry opinicr, tazed for
the reasors that T have already discussed, that the veluretric method
is inadequat® to differertiate as to the distributior of those
reserves and that the method that I have used does a much rore

dpag ST

reliable job of that. _ﬁﬁﬂL:;,w*

4 In spite of the fact that it does reflect over and urder
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production in the life of the well, or put it this way, does re-

flect drainage either from or to the well for which the reserve is
computed?

b Tt doesn't reflect drainage. Tt reflects the most probable
reccveries of gas that will he cbtaired frop the individual wells.
If there is drairage taking place, whatever drairage there is is
included in tgat estimate,

« The estimate assumes that that same drainage will continue
for the 1life of the well? A well, it varies,

¢ It does assume that 1t will continue for the life of the
well, does it not?

MR. CAMPBELL: He 1s attempting to answer the question.

A It assumes that the same degree of drainage will continue
to exist or that the same area or volume of gas will continue to
be depleted by that well if the migration towards that well increasks
ir the future, then the curve should flatten in the Puiure. Ir

it decreases, then the curve should assume a sharper slope, yes,

sir, that is correct.
HRo KALONE: Tharnk you very much. A
Fite POUTER: Does anyone else have a question of the witnesL?

The witness may be excused,
(Witness excused,)

MR. CAMPBELL: I would like to have the recerd show that I

offered Applicant's Exhibit ¥o. 14 in evidence. I belisve that is
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all the additional ones.

MR, PORTER: Any objection to the admission of Texas
Pacificts Exhibit No. 147 It will be admitted. Anyone elase have
any testimony in the case?

MR, MALONF: If it nlease the Cormiassion, if we could have
a short receass for 13 to see about the 224 axtrapolated curves.

We will be back and put Mr, Leitrock on for Just a few gquestions oy
that question cr rest without any additional testiroeny. I think
five rinutes will be adequate.

FR., FCRTER: V¥e'll take a short recess,

{Recess,)

¥R. PCRTER: The reeting will corme to order. Ve will
recognize Mr., Malore,

MR, MALOFE: %Ye have nothing further, if the Commission

please, and rest.

MR. PORTER: I believe we asked previously if there was
any further testimony. DUoes anyone have a statement at this time?

M. PAT McCARTHY: TFat HeCarthy, Pernian Basin. It seems
to us that this case resolves itsell aboul one issue, naunely
whethar daliverability should be a3stablished as a factor in the
proration forrula. As T thirnk most people in this roor are fully
aware, Permian is in faver of dsliverabilitv. 1 would like to

refer the Commrissior to Permiar's testimony in Case 5%2 heard on

Cctober 26, 1953 and to the transcript of proceedings in that case|
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pages 73 to 82, Pernian at that time, through witness Fowley,

recormended & proration forrmula of deliverabllity times acreage. Al
though Perrian recommended one hundred percent deliverability times
acreage while Keller has recormendad seventvy-five percent delivera-
bility tires acreage with the remsiring twerty-five percert being

%ased or straight acreage, we telisve lir, Zellart's recommenda-

tions in this regard would te an inmprovenant over the one hundred
&

fWe belleve it will tend to place tne allowablss more nearly where
the reserves are.
We, therefore, urge the Comnission to grant the application

insofar as it relates to deliverability. Tharnk you.

MR. PORTER: Anyone else have a staterment? VMr. Johnston,

MR. JOHNSTON: Paul Johnston, Gackel (il Company. I weuld
1ike to state that we have arrived at cur position on this wmatter
based on the analysis of all of the evidence that has been presented
by both parties., I would also like to commend the El Pasc Hatural
Cas Company for the exceptional Job they have done in the past.
I thlnk urder the circu:stances Lhey have dons & very good job.
I find ro quarra2l with tae nanner in which shey have conducted
ltheir business although thers are apparest excsptions. 1 would
pgree, as an engineer, that there are weaknssses in anv anproach to
the protler of determining the reserves in ary fiald., Adnittadly

there are a lot of wells or thare are some walls that are under-

percent straight acreage forwmula now being used by the Comrission, and

l
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produced,

Now, if that 1la caused by a conditlon that is not mechanical,
then that particular urit that s underproduced will in all probabil-
ity rerair underproduced for the rerainder of ths life of that unit.

How, then, it would rot, in our opirion, prctect correlative
rights though if on Lhe cne hand we used the forrula as presented
bty Nr. Keller whereirn if a well had produced approxirately, or a
urit had preoduced approximately one-nall of the reserves, it folloﬂa
thatl the pressure would be approxiuately one~hali of what it was in
the beginning. Although there might remain considerable armount of
reserves and it might also be nossible for that unit to meet the
contract specifications and still continue to preduce an equal
amount of gas to deterzine units [or a considerable periocd of time,

If we used that forrmula in an instance of that kind, then we
would pernalize that well. One way of looking at it would be just
because it had produced half ite reserve. Those wells that are bhe-

hind on production now if it ig not due to mechanical conditions
as 1 nave stated,then it probably never will reach & balanced posi-
tion, aud if there is a Lalancing of production within the pool,
then in the long rul each one of Lhose wunits will nave produced thJ
atount of gas that we can get [row that urit ard still protect
correlative righta by allowirg each operatcr to produce nis well nop
and at the same tiée.

The anplication of either formula to a well is not going to
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change the amount of gas that's in place there now., 1 do feel,

however, that it is recessary that the Cormission enforce the
presgent rules ard rsgulations in order teo protact correlative rights
ard zlsc in so deirg would bring asbout a balancirg of our Jalmat

Gas Pocl insofar as proper allcwables are concerred, and each well
~ust ba proporly classified, Without elaboratirg further, ve cppolo
the applicaticr of Texas Facific Coal and C3il Ccrpany zt this time,

i, PCRTER: Yr. Malorne.

R, MALO™ES: If it please the Commission, I think inasruch
as Texas Pacific is the Applicant here they are entitled to close,
and I would like to rmake a very brief summary statemnert insofar as
the case of the operators 18 concerned., The Commission has certain-
ly been patient with us ir a very long case and one that resolved

into three sittings. I don't presume to think that anything I can

say 1s geing to make any wajor contribution,

I would like to point ocut about three things which have
developed which seer to me to be of soms consequence in this hearing.
First, the situation with which ve are faced, cr tae Coumission is
faced, 1s the lact that the acreage forrula has been in existence
in the Jalrat ard other Douthsastarr Few hexice Fools during the
ertire period that we have had proration in those pools, The
Jalrat Peool, which wa are dealirg with "ere, 1s as the testimony
shows, from thirty-five to forty percent depleted, Investments,

royalty purchases and well irvestrents have been rade on the basis
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of the acreage forrula which is in existence,

I think that in view of the fact that this Comrissior long ago

resolved the questicn cof potential ir cil wells ageinst the po-

tential arnd ir favor of & straight acresge bvasis, pave those paopli

vho assuried that acreage was golng to cczztmué irthe pas fields
of Southeastern New Mexice a right to assume that at least unless
some very corpellirg reason arose, that the acreage formula which
had been in operatiorn would be continued. 1In a great rmany respoet#
that question that the Commission decided that they are\guing to
allocate oil on the basia of a 4O-acre or 80 acre proration unit,
giving no consideration to how ruch that well night produce on
potential test, is involved the sama deterrinations that the Com-
misgion is faced with hers,and our entire industry has been davel-
oped in New Mexico on an acreage basis as far as oil is concerned.

This pool has been developed during its prorated lifs on an acreage
basis,

We are now faced with an applicatior by a single operator in

that pocl who wishesa to change to incorporate a deliverability formu-

la into that proration syster, An operator proposing that to the
Coumission, it would seer tc me, agsumes & very heavy burdenr in
view of the fact that the Cormmission has fought this battle out
firat on oil ard arrived at acreage, flought this sare battle out
or. gas when we adeopted the criginal Southeasterr ¥Yew Mexico rules

and dscided orn acreage agairst the same argurents that have baeen
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presented here, ard againset the sawe formula that has been pre-

sented here, sc that I think that the Applicant carried a very
heavy burdern of preof ir asking the Commission that a change which
would have such a radical effect ¢rn the operators as shown by cur

exhibit should be reade at this tirce,

¥ow, we had a complete difference of opinion between two W\

ergineers on what the relative reserves, or the reccverable gas in
place, of these tracts was. I think wve finally delineated the
reasorn for their difference of opinion.’ It was which way do you
go to compute reservesi} Ve firally got into the record the fact
that i1f a well had beer drained surrounding operators during the
course of the life when its production curve was plotted, that its
reserves were goirg to reflect that and hence a deliverability
formula would terd to rerely perpetuate that drairage In the life
of that well to the destruction of the correlatlive rights of the
acresge around it. (We feel that the approach taken by Mr. Leibroc
was the orly engineeringly proper approach to the problem under

the circumstances. I'm sure that Texas Pacific feels the same way

sbout Mr. Keller's approach. . uj

T

I think we have deronstrated that there is roor for a differ-
ence of professional opinion on the question. But Texas Pacific
is carryirg the burden of proof and as far as I can see from the
‘testirony here, at the very most there is an equal division of

professional cpinicn, so that irn that case the party carrying the
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bturder of procf rust recessarily fail. It perhaps is not sur-
prising thet all of the pipeline couparies who are represented herg
have supported the introduction of deliverability, tecause as Mr.
Yoodruff readily agreed, if we just didn't have any proration, the
ripeline ccopany®s life would te a lot easier. Deliverability is
the nearest thing to no preration without gettirng to proration,
because 1t 1s letting the wells produce as they will produce.

It isr't surprising that they, havirg to reet problers of
rarket derard, would want to take the gas where they car get it
easiest ard quickest, Neither is it surprising that the operators
whose correlative rights are affected definitely by the formula
feel that the formula that gives the greatest posaible protection
and greatest stability should be retained.

We respectfully ask the Commission there be no change in the
acreage formula.

MR, PORTER: Mr. Walker.

MR, WALKER: Don Walker, Gulf 0Oil Corporation. We are,
of course, one of the operators in the Jalmat Pool and we fesl
that the Applicant has failed to show that gas prorationing is
unnecessary in this pool, nor has he shown that the allocatior
forrula ircluding deliverability will more nearly protect correla-
tive rights than the present one hundred percent allocation, acreagel
ellocation forrula. Ye urge the Comrission tec continue the present

allocation formula irn the Jalmat Gas FPool.
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e UIMKIE: I would like to make a staterert or behalfl
of Jurkle. Urder cur corservation statutes it is the duty of the
11 Censervatior Cormissior to prorate the production of pas from
any field or pool where the capacity of the pool to produce exceeds
the market demand. In carrying out proration the Commission must
also insofar as possible prevent waste and protect corrslative
rights by setting allowables up to prevent discrimination bctwcon
podls and wells within the pool so that each owner insofsar as
practicable will have an equal opportunity to produce his equitable
and fair share of the recoverable reserves in place.

The Uncontradicted evidence in this case shows that the wells
in the Jalmat Poocl have the capacity to produce in sxcess of the
market demand, and therefore, we submit that the primary requests
of the Texas Pacific Coal and 01l Company's application pust be
denied.

With respsct to the request of the Texas and Pacific, that
deliverability be established as a factor in the allocation of gas|
Humble would like to urge the Commission to retain the present
fleld rules for the Jalmat Pool because of the following reasons:
First, the existing rules incorporate deliverability in that mar-
giral vells are allowed to produce all the gas that they are
capable of deliverirg.

Second, the evidence in the case clearly shows that the allo-

cation of gas under ths present rules will more nearly pernit each
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sperator to produce 1%s fair share of the recoverehle gas in place

thar would the deliverability formula proposed by Texas Pacific,
Third, the present rules will tend to vrevent less migration
between proration units and will thus better protect correlative
rights than would the proposed allocation formula incorporating
deliverability as a factor.
Fourth, that deliverability can be strongly influenced by
manmade factors which would tend to promote economic waste due to

the fact that the ultimate recovery of gas from the pool will not
be materially increased,

Fifth, deliverability as a factor in the allocation formula
was thoroughly considered by the Commission at the time proration
was irstituted. It was rejected then and we urge it be rejected
now because the present rules have not been given a fair trisl in
that they have not been enforced,

Humble recommends that the present rules, including the bal-
ancing and well reclassification provisions, be strictly enforced
arnd that no change be considered by the Commission until after the
rules have been enforced for a reascnable period of time., It has
beer conclusively deronstrated that there is reed for revisior.
Humble would further like to go on record as being opposed to tem-
porary orders granting exceptions to the rules for the purpose of
effecting periocdic adjustments such as the order issusd in connec-

-

tion vith Case lo. 1352,
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tiale PLATER: Fare Xellaair.

¥Rl. XELLAATY: Jasor Xellahir, rerresenting Phillips Pet-
rcleur Corpany. Tn the orizinal hearing in this case Phillips
Petrcleur: Compary advocated acreage as being the best means for
quieckly instituting prorationing in the Jalmat Pool with the sug-
gestion at that time that if the Commission in the future saw ths
need for it they could take a look at the situation and see how
it was working.

As has been pointed out a number of times here, the present

rules have not yet been fully given a fair teat since there has

been no balancing period in this pool. On the basis of the informg-

tion which is now available, and I'm sure practically all the infor-

mation available has been presented in this case, we can see no

reason for changing the rules certainly at this time.

We would like to point out in that connection that apprcximat*ly

twenty percent of the deliverability tests have not yet been re-
ceived by the Commission, and certainly until that information is
in we do not feel the Commission should contemplate any change in
the forrmula irn tha2 Jalrat Pocl. For that reason we oppose the
application of Texas ard Pacific Coal and C1l Company in this case.
Now, I would like to nake this further steterert in tehalf of
Samedar. Uil Corporation. As the Comrission will recall, & situa-
tion involving Samedan, it helped to institute prorationing in

Southeastern lew lexice, it has been suggested ir connection with
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this case that due to the fact that E1l Paso Watural Gas Compary

18 connected to frorm eirht to eighty-five percent of the wells in
the Jalmat Pocl and has a gas purchase contract with Permian Basin
whieh should and probably will help relieve the situation to some
extent, that there is no need for prorationing in the Jalmat Pool,
and that is the prime part of the Texas Pacific application.

However, if the Commission will recall, in the original hearings

d

in this case the manner of production, not necessarily by the pipe:
lines alone, but by their use of‘gaa from the gas well, resulted in
an unequitable situation which affected Samedan and that informatign
was fully presented to the Commission in the original case in the
Jalmat Pool.

Under the statute, as Mr, Hinkle pointed out, the Commisaion
is bound to prorate gas where the capacity of the pool exceeds the
market dermand, and for that reason Samedan certainly opposes any
termination of gas prorationing in the Jalmat ?501. Further,
Samedan sees no need, on the basis of the evidence presented here,
for changing the present allocation formula and opposes the appli-
catiorn,

MR, PNRTER: Mr, Dipple,

MR, DIPPLE: Harry Dipple for Continental 01l Company.
Certinental corcurs in the review and recorrendations made by Mr,
kalone and those that have followed hir in oppesition to the applid

cation, I would like tec nenticn just ore additioral thirg in
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additior te Liose that cothers preceding re in statements have al-
ready rerticned. T thirk at least te re 1t was serething that
gnerad rather gigrificart and rar through all of this hearirg, and

that is that Applicart's testimony dealt with reserves which wa pug

€

in quotes on our exhibits, and I would like to call the Commissionlas
attention that Applicanrt's witness never testified and offered
axhidbits on the basis of roeoverable gas in place.

He had a special definition, whether he ever reported it to

the Commission or not, for reserves, he had a mannaer of arriving at

L3

resarves, and it certainly bares a faint resemblance only to
recoverable gas in place, and if there is any question in the Com-
mission's mind about that, I would merely remind you of his answers
to the last couple of questions on cross examination by Mr. Malone;
The only other thing I would like to say is somewhat personal
to Continental 0il Company and perhaps tc me as an individual. I
want to thank the Commission for having granted the continuance,
It fell my lot to speak up originally arnd ask for the cortinuance,
I think there was good reascn for the Commission being reluctant in
granting it, It was granted, and I think the exhibits and the
testimony that we -ave brought today has vindicated us in our
request ard we believe that the evidence, the exhibits will rot only
serve to perzit the Conmission to arrive st a proper conclusiorn
in this case, but I believe it will Le of assistance naterially in

aduinistering your proration duty in the state with respect to
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cther gas pecle,

T want the record to 3how that we do appreciats that. In
conclnsicn Tontinental oppeses the application irn its entirety and
Joins in the recorrendation that the present rules be strictly
enforced.

MR, PORTER: Mr, Wade.

MR, WADE: H. N. Wade with the Texas Company. Texas
Company believes that the evidence presentsd in this case without
doubt should indicate to the Commission that prorationing should
continue in the Jalmat Field. Texas Company concura with the
raconzendation of protestants that the one hundred percent acreage
ba retained as the basis for prorationing of gas production from

the Jalmat Pool.

It seems avident that the protestants in this case havs
quite adequately shown the Commission that the one hundred percent
acreage allocation is the best available under the circumstances
which exist in the pool. One of the major considerations before
the Cormission is the disruption of equities across lease lireas
which have been established over a considerable periocd of time
which would urdonttedly occur if the present proration formula was
eliminated,

It 1s our telief that the presert production rroblems irn the
pool car be hardled under the framework ard rules of the Corrission

originally adopted by the Corriasion. The Texas CJonpany reccrrzend
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TTar tho mles ard rerulatiors adopted fer the Jalrmat Pocl be

(&)

cortiruad ir affact withent charge and that the application by
Taxas Pacific he deried,
MR, PORTER: Mr. ‘ouston.

MR, HOUSTON: H. L. Houston for Shell 0il Company. Shell

has only four wells in the Jalmat Pool and probably wouldn't be here

but for the fact we sae looning in the background applications in
the other Southeastern New Mexico gas pools similar to this if the
application for Texas and Pacific for placing of deliverability

factor in the formula is gzranted,
We have no particular objsction to most of Texas and Pncific'*
requests, certainly we think that the present rules should be en-
forced and that this long unbalanced situation should not continue,
that the Cormission should begin to have its balancing periods,
but we cbject most strongly to the placing of the deliverability
factor in the proration forrmula in the Jalmat Pool. We think that
the unbalanced situstion that has been pointed out by Texas and
Pacific would be alleviated considerably by the putting inte
effect of the present rules and consistently enforcing them, and
we furthermors think that the placing of deliverability factor in
the formmla would not prevent an urbalarced situation in the futur?
as showr Yty the seversl rraphs irtroducaed showire that there are
nrbalarcad situstions in the fizlds where there are deliverability

facters ir the forrals,.
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factor 4= there, whv 58 Mr, ¥eller testified on cross axamination,

the deliverability of wells car be irproved by stizulation methods

o

and with the result will have a series of workovers by the cperstors
which has been testified would cost from five to ten thousand
dollars each, and spread over the rumber of wells that are under-
produced would run somewhsre in the neighborhood of two million

dollars.

The natural expectation is that after everybody had boosted
his well we would be in the, back in the sare relative positior
we are now, So thers would be no gain for the opserators for that,
there might be some gain for the acidizing companies and fracting
corpany, but as far as the operators in the field are concerned,
their correlative rights, there would be no change. For these regsons
and because it is unfair and unwise to change rules at this late
date, why we oppose the placing of a deliverability factor in the
formula,

MR. PORTER: Mr. Tomlinscn.

MR, TOMLINSON: Bill Tormlinson, speaking for Atlantic.
Atlartic is opposed to the aprlicatior of Texas and Pacific in all
1ts asrects, ircludirr the prepesed charpe fror the rresent 1007

acreare allocatio- forrula tc ore of 75% acreage times deliverabil;

L

ity rlus 257 acreage. Froo cur study of the Jalvat Pocl and of the
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testisony and exuibits presented here, such a changs would be

detriiental to correlative rigalde we Luink tnat avove all tue

-

-~
t

]
£

or should strive to cbtain raxiowa protectlion for correla-
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ve nts 1r reachirs a decision on thiz case,

4}

#. PORTER: Mr, Howell,

MR, HOWELL: BHen Howell, representing El Paso Natural
Gas Company. I wish to say that the prime concern of Bl Paso
Ratural Gas Company in this hearing and in the issues which have
Leen railsed, and I think thoroughly sxplored, is the deaire to be

atle to continue tc purchase from operators in the lesa County area
and particularly the Jaluat Fool, the quantities of gas required
fer our rarket,

I thirk that the evidence has shown that in the operation of
the rules up to this date, that a rarket which existed for Lea
County gas &nd for Jalmat gas was aotvaervcd by reason of the im-
positior of proration rules a&s they have been coperating in the field.
The argurent is nade that the acreage formula 1is more nearly in link
with the reserve recoverable gas reserves in place. There has
tser ruch engineerirg testimony pro and con, 1t ssers to me to be

urdisputed that it is adritted that the gas, recoverable gas re-

L 5.4

serves ir place under the Jalrat fleld are not equal thrgugnout tha
fi2ld a:d that there dees reow exist substantial diacrspancias.
I Suggest Liuat tne sece {act of tue large volw.es of gas which

are suJbject Lo cancellation and wilci we Lope toe vommission will
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cancel on January 1 and which we hope will be cancelled at six-
months intervals in time to come and redistribute to the ovtrprcdué
wells does show that wells are given allowables which they cannot
produce., And to that extent it is an unrealistic allocation of
the allowables,

The difficulty from the standpoint of marketing and the basis
of our fear in not being able to purchase and market the gas that
we want from the Jalmat and other Lea County fields, is the fact

that the correction comes about a year too late to take care of
the market that may exist in the previous year,

Now, from the standpeint of the operator who is roing to have
underproduction cancelled at the end of the year, that operator
would be in as equally as good pesition if he were naver given an
allowable for that well which was ar irpossible allowable to make.
What we are doing in going arournd cancelling a year late night be
said of using a round comb or your hair ard just going around and
round, we come around at the same place at the end as if we had
put a deliverability factor intc arn allocatior formula.

I do rot care to elaborate at more detail, but El Pasoc has con
sistently had fear that the market dermend cenrct be rade, it cannot
be met with continued applicatior of a straight acreage formula,
ard therefore supports that portion of Texas Pacific's application.
Ye do not support the portion of Texas Pacific's arplication ask-

irg for the terrination of vroratior in the Jalrat Wield, ~or the

ed
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establishment of any maximum overproduction in excess of that which

the rule now established. We do support their application insofar

as it asks for cancellation of undervroduction ard redistribution,

and we do support their application in the request that a deliverahil-

ity factor be included as a realisation of what is taking place and
will take place with regard to the wells which are incapable of prg
ducing a fair share of the market for that field.

MR, 3TEWART: R. H. 3tewart with 3tandard 0il Company of
Texas., Standard opposes the application of Texas and Pacific and
recopmends that the Cormisaslon continue the present hundred per-
cent acrsage formula.

MR, DUTTON: AGranville Dutton, Sun 0il Corpany, Dallas.
If it please the Comrission, I would like to read the statement of
3ur: C11 Cormpany in tnis case. 3ur 01l Corpany both as an operator
in the Jalmat Gas Pool and as a matter of princirle, is unalterably
opposed to the termination c¢f gas prorationing in tne Jalrat Pool.
3un's position is that properly constituted and administered pro-
ratiorn rules should be fostered as conservation reasures. Equally
important, such rules create 2 condition in which each rmireral
interest owner is given an opporturity te recover his fair share
of the hydrccarbons under his land or the equivalant thereof,

The attainment of these regulatory geals irvolves publie

policles which are rot arerable to cortrel by private co-tracts.

In addition it mizght be noted that under the stabilised
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conditions realized under well admirdstered proration rules in the
State of New Mexico, the number of wells drilled in New Mexico has
increased from 677 in 1950 to over 2,000 durirg the first eleven
months of this year. With respect to the alternative requests of
the Applicant, Surn 04l would like to make the following comments:
With reference to the request to redistribute underproduction to
overproduced wells, the evidence adduced in this case does not
¢learly indicate that such underpreduction has resulted from the
inability of the wells to produce their average allowable.

Cn the other hand the rules promulgated by Order R-520 contain
express provisions for moving marginal well production from the
total allowable prior to distributing the remaining allowable among
the non-marginal wells. Therefore, under the rules, such under-
production would not be a result of lack of average producing
capacity. To redistribute such underproduction to overproduced
wells would seem to constitute the taking of one rman's property
and giving it to another.

flowever, it is realised that gas prorationing is in its in-
fancy and that the practicalities and complexities of gas produc-
tion probably prohibit the attainment of an ideal proration aystem
as of this dats.

Therefore, if Rule 10-R-520 and Hule 586 of Order R-967 is inter-

preted te require such redistribution on balancing date, Sun 0il Co

rany has ro present obiection providing the redistribution is made 6n
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the dates specified in Order R-836. On the other hand, Sun would

object if this redistribution provision should be continucualy used
ir the future to permit certain wells connected to ore particular
pipeline to receive the allowables of wells connected to another
pipeline.

With reference to the Applicant's requeat to establish de-

liverability as a factor in the proration formula, it is Sun's posi-

tion that the deliverability of the gas well, as the potential of
an oil well, is not an indication of recoverable gas in place. Td
relats recoverable gas in place te deliverability requires the
assunption of limiting factors so restrictive as to make such a
supposed relation undependable for proration purposes. Although
3un recogniges thatallocation upon acreage alone doas not di:tribu#a
production in as fair a marner as upor acre-feet, which is not, in
tufn is not as fair as upor in-place hydrocarbon volures, such acreage
allocation is practical and is much fairer than arn allocation upen
a formula based primarily upon deliverability,

Urder the circumatances existing in the Jalmat Pool, Sun Oil
Company is satisfied that the 3pecial Rules and Hegulations &s set
cut in Crder R-52C after notice and hearing, present a fair and
reasonable method of prorationing gas. Therefore, Sun Oil Company
rtspcctfﬁlly requests that tho:; rules be retained and enforced in
the Jalmat Gas Pool.

MR, PORTER: Mr., Christie,
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MR, CHRISTIE: R, 3. Christie, Amerada Petroleur Corpora-

tion. Amerada concurs in the testimony presented by the protestants
in this case. The evidence indicates that the allocation forrula
now in affect allocates allowables in a more equitebls marner than
the ons requested by the application, We ask that the Applicantts
application be denied,

MR, MOTTER: Citles Service is the cperator of several wells
in the Jaluat Pool and it is my epinion if deliverability is a

factor in proration, this will cause most wells to be stimulated

by fracting or other means to increase the productive capacity of
the wells. vwe feel that the expense for stimulation will not
necessarily increase the future earnings of wells in the Jalmat
Pool.
Cities Service is therefore in favor of the present rules for
the Jalrat Pool and urges their retention.
Fie PORTER: Mr. Brown.
kite BROUWN: Jack Brown, Pan American., Pan American concurs
ir the closing statement made by Mr, Malone, and joirs with the
other operators in opposing the application of Tex;s Pacific in its
entirety,
In view of the previous statementa, there seers to be little
remalring to be said, However, I would like toc add that it has
been our observation, and in erder for any gas proratior formula to

work, requires corscientious effort on the part of the gas purchasars,
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the producers &nd the Ccnservation Commission., Not any one of tho
by itself, no matter how hard it tries, car make a proration
formila work. Without consciserntious effort or the part of all
corcerred any proration formula can fail,

M., WERR* Lsvton Webb, 3inclair. I arrse that thare is
very little more that can be added. We do wish to corcur in the
closing statament Ly Mr. Malone and oppcse the Texas Pacifie
aprlication irn all respects, We requast the retention of the
present rules,

MR, MILLER: Aaron Miller, Tidewater, Hobbs, Tidewater
belisves that the operators' testimony shows that one hundred
percent acreage 1is more eqiuitable and permits the operators in the
Jalmat Pool to recover their fair share of the gas than would Texas

Pacific's proposed changes,

Tidewater, therefore, comcurs with Mr, Malonets closing state4

zents and urges the Commission to denvy Texas Pacifie's application
and to deny the present allocation forrmula.

MR, HALONE: 1If it please the Commissiocn, Mr, 3elinger
for 3kelly who was here and had to leave asked me to express his
concurrence in the expression of the operators group. 3kelly was
rot a member of that group.

Mi. PORTERR: Anyone else?

R. CAMPRELL: I think I ought to say at the outset even

though I am a good Irishrar, T am not mad at the Texas Company and
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taese oLher protestants wuae have Leer plewing oo re. I have &
few cbservations I would Like Lo rake. Shey are going to be very
brief.

1t seens to ne rather unusual that & munber of the staternents
which have been made here by various corpanies with regard to the
tasic errors in the use of deliverability factor in a formula, not
2ll of them, but many of them would be applicable to the use of
deliverability arywhere. 11 think that the Commission knows that a
nurzber of these operators are operating under a deliverability
formula ir other portions of New Mexico in the San Juan area. I
don't know how much resistance there was to such a formula at
the time it went into effect. I krow there were suggestions of

other types of approaches, but se far as I know there haven't been

any applications by any of the operators to abolish it in that ared.

I can't belleve that the operestors have as great concern about
the basic principles of it as some of them may indicate or that
the Commission has been as remissa in its duty to properly allocate
gas as their statements would indicate imsofar as the San Juan
Basin area is concerned.

we made several requests in this application. Some of the
operators who have made atatements don't agree with any of them
even that the purchasers oughtl to nominate realistically. I would
like o briefly outline tnem and indicate to the Coumission our

position on tihei,

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE. NEw MEXiCco
3-6691 5-9546




500

We bLelleve, as T Indicated at the opening statement of this
hearing, that if gas prorationing is going to continue to cperats
as it has operated in the past, if the Comriasion is going to
listen to the pleas for passing these balancing periods as they
have in the past, and fror what T have seen of the evidence of
some underproduced wells in this hearire they will hear it again
hefore long. 1If that is going to be the procedure under cas pro-
rationing, most certainly we would be batter off withovt it if
all of us would rely on our contracts and look out of our own gas
vwells and the way the gas purchasers treat them. In the alterna-

tive we have made several requests, We requested that the Commis:

sion immediately cancel underage and redistribute it. The applica;

¥

tion is a little bit arbigucus as the Sun statement indicates,
However, we raequested that it be done immediately and that it be
redistributed to all the wells, non-marginal wells in the Jalmat
Gas Pool.

The reason for that wa&s that the accumulation of underage and
ovorlgi had built up to such a peint that it not only was affecting
the contractual ard property rights of the Applicant, but it was
affecting the market for zas fror lLea County and the Jaluat Gas
Pool in particular, as has been testified to by %1 Paso XNatural
Gas Corpany.

We don't like to see our gas reraining in the ground, our

wells beinz shut in ard possibly drained when ras i3 beirs gold
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from other areas. To provide a market, that is naturally and nor-

mally a part of the market to which our wells are entitled,

The Cormission has entered ar interim order which has essentigl-

ly rade it nosaible for us this vear to sell, i El Paso will take
it, additional gas durine this vear from wells which have heen
shut in or shut back for a considerable portion of this year,
That has provided us with some relief. T wish to state that the
Applicant does not necessarily concur in the suggestion of E)
Paso ¥atural Gaes Cormpany that this interis order become a part df
the regular rules, We believe that there should be sufficient
flexibility to permit the proper marketing of gas and sale of gas
from 3outheastern New Mexico. We do not believe that the rules
should put an ieppossible administrative burden on the Commission
and the Commission staff,

¥e believe that somewhere between the two approaches perhaps
that are now being suggested that that flexibility can ba provided

without the administrative burden,

Now, with regard to the request that the Commission require
the purchasers to norinate in a nmanner that will permit them to
take to the gas wells. It has been testified here that the failurd
to supplement norinations during the last two ronths of the last
3ix nonths of 1956 resulted in overproduced wells zoing into the
proration pericd for the first six months of 1957 in a situation

that was actually rora severe tharn it shot1ld havre heen, Ye believe
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that purchasers should be directed in some uanner to set up &

systen of nominations and supplemental nominations which would pre

¥

vert that reoccurring in the future and aggravating the situation
firther, %o had supzested the establishment of maximum takes from
individual urits rased upon twice the monthly allowable for any
sinrle month., ¥e rmade that recommendation in order to aveid &
reoccurrence of sore of these tramendous peaks from individual

wells,

I don't know what the effect may be upon the wells. Nonethe-
less it has a drastic effect upon the balanced situation on thos e
wells, We believe it might prevent the purchasers fron creating
a bad situation between individual wells or individual units in
the Jalmat Gas Fool.

Then, of course, we did recommend that tne Cozmission include
in the allocation forrula a deliverability factor, and we proposed
a forrula which we believe Mr, Keller adequately sxplaired and
justified in every respect. There has been some corrent here that
property rights have been acquired on the basis of the present
rules., I'™m sure that the attorneys recognize that taat can't be
the basis for a legel argument. It may be for an equitable argumest,
but the sare ores who made the suggestion that they had acquired
vestad rights also presented the argurment that this system should
be rivern ar orportunity to work. HReally it has only been in effect

a shert time. Tt has never heen enforced, Therefore it ought
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to be given an copportunity to work.

That position seems toc me to be somewhat inconsistent, Ve
believe that the evidence of the operators sven taker in 2 fifty-
eirht well area of which thelr owr testirory shows thore was a
Aeviatior of abert four ard a half, four to four a~d a half I bve-
lieve it was, betweer the resarvaes -- their own caleculations wibhiy
that area and their tespimcay that stralght acreage allccation

assumed the same reserves urder every acre, indicates that straight

A

acreage is not a iust and equitable way to allocate ras production|
vWe too appreciate the Commission's having been so patient in
hearing this matter. We recognisze that we stand, to put it mildly,
somwhat in the minority in this situation as has been indicated
aere by these staterents, We do not believe that our request is
at all arn unreasonable one. It is one which has besen stated has
bteen considered by the Commission before, It has taken us two and
2 half or three years of operatior under the gas prorationing sys-
tem to realize that if we are to sell our gas in the Jalmat Gas
Pool and only our share of the gas, which is all wae are entitled t4d
we have got to have sorme way in which to perrit our wells which
are capsble of producing, our wells which have sizeable reserves t¢
produce their share of the gas. And that unless we do 30 we are
going to lose even more of our zas market to other gas sources in

the future.,

MR, PORTER: Anvone else?

4
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The Commission appreciates the references to its patience.
This case I believe has taken up I belisve about four days, poseib)
pore, However, it's been & very interesting case and I'm not great
ly concerned about the time consumed by any case as interesting as
this and I'm not even bothered so much by people frequently glanc-
ing at their watches, but I think the other twe Commissioners got
a little concerned a little while apo when =y secretary asked to
see my 1958 calendar.

We will take the case under advisemsnt., The §earing is

ad jourredq «.
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STATE OF NEW MEXICO ) .
COUNTY OF BERNALILLO i .

I, ADA DEARNIEY, Court Reporter, do hereby certify that the
foregoing and attached transcript of proceedings before the New
Mexico Oil Conservation Commission at Sarta Pe, Xew Mexico, is a
true ard correct record to the best of ny knowledge, skill and

ability,

IN WITNESS WHEREOF I have affixed my hand and notarial seal

this &71 day 0%«-‘—7/ /ffg

Notary Public-Court Report

Hy commission expires:

June 19, 1959,

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS

ALBUQUERQUE. NEwW MEXICO
3-6691 5-.9546




