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i T2 JLLITDR CF: )
acilication of the C1l Conservetion Commissicn %
Upon Zts cwn metion for an crder relating to )
tne citensicn of the provisicnz ¢f Emergency )
Craer 4-97-(B). 1In the abcve entitled cause ) HNo. 1067
the Cil Conservation Conmission contemplates )
an crier extenting the provisions cf Euergency )
Craer a-77-(2) for ths durwtion of the periog )
ci the .ipeline }rc-rgt¢vﬂ+ng neretcfore )
inctituted by Cities Service (11 Company in )
wea, Hady and Cnaves Ccounties, New Mexicc. )
DuiOri: WI'e A. L. Porter
kr. B. 3. (Jdohany) Velker

LoadsChIrT CF dBEALING

bdve PCRTREA: The meetlng will come te order, please. iar.
Gurley, wili you read the case?

woe GURLEY: Case 1007: avplication of the 01l Conserva-
tivn Commission upon its own moticn for an oraer relating to tne
extension of the srovisions of Swmergency Crder 4-77-(8). In the
tbove erntitled cause the Cil Ccmservation Commissica contemplates
wn order extenaing the provisions of imergency Crder a-77-(B) for
tne duretion of the period of the pipeline pro-retiocning heretoforg
instituted by Cities Service Oil Company in Lea, Faay, and Chaves
Ccuntiles, wew isexico.

M. PCORTER:  dow many withesses do we nave 1in this case
that Intena to present testiaony?

rive O0iLiL: Ye have three.

tie CalPBELL: We have one.

i, GURLEY: The Commissicn has one.
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wE. PCATRE: Would 1t be best to swear them &1l at one timp%

Jitnesses sworn).

YI.. pORTER: ir. dutter, will you tuake the stand?

called as & witness, nwving been first duly sworn, testifiesd us

o1low

=

O]

DIRECT ZIAMINATION

By k. GURLLY:
¢ Would you state your name ana position, please?
4L Dan Nutter, engineer for tne 01l Conservation Commission.
Q Have you testified before the Commission before?
A Yes, sir, I have.
Q Are you familiar with case number 10679
A Yes, sir, I am.
@ Do you know in what manner the Commission was notified by

Cities Service 0il Company that the latter was going to institute

pipeline pro-ration?

4 Yes, sir, on April 3rd at 4:34% P.M. the Commission received

the following telegram from Cities Service (Cil Company from Bartles-

ville, Oklahoma, directed to 4. L. Porter, Jr., 0il Conservation
Commission, Santa Fe, New Mexico. "The Zsst Chicago Refinery of
Cities Service 0il Company (Del.) was shut down at 10:30 A.M.
Tuesday morning as a result of a strike called by the local labor
union. This shut down was precipitated despite the company's offel
to pay increases eqgual to those being offered and accepted by all
the other unions in the company and elsewhere in the industry.
The local union insisted upon institution of straight plantwide

seniority without aprropriate regard for ability and other qgualifiq

L3
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cations as a requisite for signing a contract extension and
continuing work. This practice would subject both the employees
and plant facilities to great danger and hazard. Cities Service
01l Company (Del.) could not accede to such demands.™ Signed,
Cities Service (0il Company.

The following day a second telegram was -- it was nct the
following day, it was the next following day, on April 5Sth at
10:42 A.M., the following telegram was received from Bartlesville,
Oklahoma, directed to A. L. Porter, Secretary Director of the
Cil Conservation Commission, State of New Mexico, Santa Fe, New
Mexico. "pue to strike which closed our East Chicago Refinery
the following telegram has been sent to all transporters who
received crude from leases for our account in Kansas, Oklahoma,
Texas, New Mexico and Louisiana. Effective ipril 1, 1956, and
continuing until further notice, please run from leases connected
for our account an amcuant of oil equal to sixty percent of actusl
daily average runs mede in February, 1956. Properties under
waterflood operations are to be exempt from this proration. Every
effort will be made to resume normal purchases at the earliest
possible date." Signed, Cities Service 0il Company, Gerald McGrew

Q@ What action did the Commission take?

A The Commission met in Executive session on April 6, 1356,
and at this time, session determined that an emergency existed,
further, in order to protect correlative rights and prevent waste,
an emergency order should be ordered. As a result, Order A-77-(4)
was issued. After further consideration and at a second executive
session on April lhth, I believe that date was April 1kth, the

Commission met z seccnd time and decided that a more explanatory
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order shouid be issued. The result of that meeting was the issuan
of Order A-77-(B), which amended and superceded the Order A-77-(A)
The effective date of 4-77-(B) was April 1lhth.

Q Provisions in the Commission order that no cut should be
made from the takes in marginal wells means that all cuts would
have to be taken from top allowable wells?

A Yes, sir.

2 Do you have figures indicating just what the total runs of
crude 0il purchased by Cities Service for the month of February,
1956 were?

A According to C-112, total of 489,325 barrels was purchased
guring PFebruary. There were 27 days in February, so the total
daily average for that month was 16,873.3 barrels per day.

Q@ Have you calculated how much a forty percent cut would
amcunt to%

i Forty percent of 16,873.3 equals 6,7%7.3, that would be
the forty percent cut.

4 You have figures indicating the total allocation to top
allowable wells with Cities Service connection for ipril and Mays%

A Yes, sir, I have.

s Would you give those, please?

4 During the month of Aprjl a total of 10,671 barrels per
day was allocated to top allowable wells on the proration schedule
In the month of May a total of 10,291 barrels was allocated to top
allowable wells on the proration schedule.

Q Where did you obtain these figures indicating what top
wells or top allowable wells?

A Those figures are fror the proration schedule for the
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respective months.
7 How does the Commission determine what is a top allowable

well, Mr. Nutter?

A The means for determining = top allowable well is the last

test, G.0.it. test which the operator has submitted to the Commissipnj

also operators are requested to submit their forms C-127, which is

a request for allowable change to indicate whether a well which hak

previously been reported as top allowable on GOR is no longer top
allowable.

Q 4re those forms regquired by the Commission rules?

A Yes, sir, they are.

£ Do you have the oil proration schedules for March, April
and May with you at tnls time?

A Yes, sir, I have. This is the oil proration schedule for
the month of March, attached to the front cover of which is a
memorandum frem Mr. A. L. Porter, Jr., to all operators. This
proration schedule was sent to approximately 700 operators who are
on the mailing list. The memorandum reads as follows: "To all
operators from A. L. Porter, Jr.; Subject: Allowable Reduction.
Please review the allowable and production of each of your wells
and submit form C-127, one copy only to the Hobbs office of the
0il Conservation Commission, requesting allowable reductions effec
April 1 for all wells which are not capable of producing the assig]
allowables. These forms must be mailed so as to reach the Hobbs
office not later than March 15." He attaches a sample copy of the
C=121 to the proration schedule for the month of March.

ME. PORTER: Did you mean form C-127 or C-121%

A Imeant to say C-127.

Live

ned
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MR. GURLZY: We would like to have the proration schedules

marked exhibits A, B, and C.

(Commission's Exhibits A, B, and
C marked for identification).

Q Are these the regular proration scnedules for those months

are these the ones issued by the Commission?

A Yes.

Q@ Have you indicated on those which wells are the Cities

Service wells?

well

4 T have on the April proration schedule.

-@ You have them clearly marked on the exhibits, is that true

A Yes, sir.
Q@ Mr. Nutter, it is true, is it not, that normally a margina

is allowed to produce as much oil as it is physically able

to produce?

that

make

A Yes, sir.

@ If it is cut, it cannot make up this lost production, is
not true?

A No, sir, it is producing at its capacity.

@ If a top allowable well is cut in its production, can it
up for its production?

L& Normally it should be able to.

iy Can it do so physically? A Yes, sir,

«D

Is it permitted to do so under Commission rules?

A Well, Commission Rule 503-F,I believe it is, permits the

operator to make application for back allowable in the event a

top allowable well is cut.

& What is the effect of such application?
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A Well, that would be up to the Commissionj; however, the Ruls
does provide the operator the right to apply for the back allowabld
¢ It specifically sets that forth in the rules, is thst

corrects

A Yes, sir.

2 Taking a hypothetical example, Mr. Nutter, what result
might you expect if a well producing three or four barrels per day
were cut in its production by as much as forty percent?

A Well, if a well were making three barrels a day and were
cut by forty percent, I believe that the resulting production might
not be able to meet the overhead on the well, and as a result the
well may be shut in or plugged, resulting in premature abandonment

MR. WALKER: Are there any such wells involved in this
situation?

A Yes, there are wells with allowables of less than three or
four barrels per day.

MR. GURLEY: I woula like to offer at tnhis time Exhibits
Ly B and C to the Commission.

MR. PORTER: Without objecticon they will be received.
Anyone else have a question of the witness?

MR. GURLEY: Just a minute, Mr. Porter, please.

MR. KITTS: Your Exhibits B and C which you said are pro-
ration schedules for the months of April and May, do they include
the Eddy County schedules?

A Yes, sir, they do.

MR. GURLEY: We have no further guestions.

ME. PORTER: #r. Holl, will you proceed with your question

MR. HCLL: The appearances are Clarence C. Hinkle and Alfr

ALY

Vv

b
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0. Holl, Bartlesville, Oklahoma, for Cities Service 0il Company.

CROSS EXAMINATION

By MR. HOLL:

Q Just several clarifying questions first, Mr. Nutter. Your
most recent testimony was relative to wells making three or four
barrels a day, isn't that correct?

A Yes, sir.

Q Wonder if I might call your attention to Rule 802-C of
the Commission which prohibits wells making ten barrels or less
from being affected by any prorationing?

A Yes, sir.

Q@ Are you aware that Cities Service 0il Company abided by
that rule in their proposed prorationing?

L No, siry, I am aot.

Q@ On direct examination we will bring out that we did.

A The only thing that I had to go by was the telegram in
which the company notified the Commission that they were cutting
production or cutting takes from leases by forty percent, and a

sentence there stated that waterflooded operations were to be

exempt, but it didn't make any reference to any ten barrel allowab}

¢ That is understandable. Before that you made the statemen
relative to pipeline prorationing. Is it your understanding that
this is pipeline prorationing and not purchaser prorationing?

a There is a rather fine line to be drawn between the two.
I am afraid I couldn't detect the difference.

3 You are aware that this was as a purchaser this was pro-

posed, and not as a pipeline company?

The actual proraticning is evidently being done by the
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transporters, because the authorization from the company was made
to the transporters to cut their takes, but there is no indication
that the pipeline couldn't take zll that was ordered of them to
take, isn't tnat correct?

A Physically?

@ Yes.

A I don't imagine they would be affected by the capacity of
the lines.

Q@ Backing up then, this is actually purchaser prorationing?

4 Well, I will turn back to the telegram again. "Please run
from leases connected for our account an amount of oil equal to
sixty percent..." The purchaser himself has szuthorized the trans-
porter to curtail takes, regardless of the source prorationing.

g Mr. Nutter, bsfore the issuance of Orders i-77-(4) and
A-77-(B), do you recall whether you had any request from operators
of marginal units for such an order?

4 No request was made by me, no, sir.
to the Commission?

A No, sir, not to my knowledge, there could have been, but

I couldn'!t say.

< Ycou have testified relative to tne proposal of the Commissi

as set out in your Orders A4-77-(4) and 4-77-(B) being based on the
premise that underage from top allowable wells could be made up, |
whereas underage to marginal units could not be made up, is that
correct?

A That is correct.

@ Have you had any indication from Cities Service (Cil Compan]

@ Do you know of any requests by those marginal unit operator

y

S
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that they will ever be able to make up any underage?

A No, sir, we have not.

¢ Have you had any indication from any other purchaser of
crude oil in the State of New Mexico that they will be able to buy
any of this underage 01l?

4 No, sir.

Q So then carrying that on, if a top allowable well, in ordei
that Cities Service 0il Company could purchase only their needs in
the State of New Mexico, a top allowable well would have to be cut
back to approximately twelve barrels, isn't tnat correct, from the
various discassions that you had?

4 I think that was under your forty percent reduction. A
top forty barrel well would probably be cut back to, I believe

that's seventy percent.

i)

I believe that is it, approximately.

A Yes, sir, twelve barrels would be approximately correct.

Q@ If Cities Service 0il Company cannot make up this underage
as a purchaser, and no other'purchaser of crude oil has made any
offer to make up underage, a well which is cut back to twelve
barrels at this time would have no opportunity to make up underage|
isn't that correct?

4 Well, sir, no provision is made &t the moment for making
up any back allowable. That would probably, if it came, be several
months from now, ana any other purchasers and even Cities Service
position might be different, they might be able to take that oil.

Q@ You have no indication now that any purchsser now could,
even several months down the line?

A No, sir.

b
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@ =-- Is that correct?

4 Ho, sir.

2 Assuming this underage wouldn't be made up as has been
indicated by this téstimony, would not the correlative rights of

the owners of the top allowable wells be injured? If they could

never make up any of this underage, wouldn't we have to assume that

their rights have been and are being injured right now, under the
Commission orders 4=77-(A) and A-77-(B)2

A The whole thing is predicated on the right of the operator
to make application for his back allowable. You couldn't answer
that until you could determine whether he would get his back
allowable or whether ne could make it up.

Q Unless we have some evidence in the hearing that back

allowables will be made up, then we have to assume that the correlg-

tive rights of owners of top allowables wells will be injured?

A No, sir, I couldn't make that assumption.

¢ In your experience as an engineer for the Commission, are
yoa aware that there might be, might be a number of wells which
are assigned top allowables which potential is just barely above
the top allowable figure?

A There are probably some such wells, yes, sir.

¢ Using the twelve barrel figure again for top allowable

wells, coula those wells ever be able to make up very much underage

even if they produced at capacity for the next six months or so?

4 In most cases the wells would be able to mzke up their
back allowable. There may be isolated cases where they would not
be able to do it.

¢ How would they make it up?
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4 Most of the wells have a producing capacity greater than,
most top aliowable wells have a producing capacity that is greater
than the allowable. The fact that the well has a producing capacif
given zs forty-one barrels, and the well is a forty barrel top
allowable doesn!t mean that is all the capacity of the wells.

Many operators in testing their wells purposely keep their wells
down.

Q@ Aren't there actually a lot of wells that the case is such
that the top capacity s, say, from forty to forty-five barrels
if they are assigned a forty barrel top allowable?

A There may be.

@ Those would be almost impossible, for tnose wells to make
up any large amount of underage, isn't that correct?

A It would depend on the time over which the underage was
extended.

By ME. HINKLE:

3 Was the Commission's Emergency Order A-77-(B) issued solel)
on the strength of Rule 503-F where you are allowed to make up
back allowables?

A I think that that rule was probably issued -- let me turn
to 503-F -- I think that that rule was probably issued keeping not
only that rule but every rule in the book in mind. It was issued
for the purpose of protecting correlative rights and preventing
waste.

Q How does this protect correlative rights?

4 Rule 503-F,as we have stated before,gives the operator the
right to make up his back allowable. That provision 1s very

clearly stated in the rules, and it 1s also repeatea in Order

b Y

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




13

4=77~(4) and (E) that every operator should have the right to

make up his back allowable.

¢ Yes, but how does that zllow an operator to protect correlg-

tive rights%
A In the eveant of pipeline proration, you have two wells in
the pool ana they are offsetting each other and connected to two

different lines, and one of the lines isshut in or curtailed, one

of the purchasers, if the period over which the prorationing occur$

1s an extended period, there is sure to be drainage which would
result in injury to correlative rights.

Q Let's take for example a case where a so-called marginal
well 1s capable of, say, making thirty-five barrels. It is on
the same relative structural position, next to forty-zcre unit,
where you have a well that i1s making in excess of the allowable,
say forty-five barrels --

A Yes, sir.

© ~-- If you took the thirty-five barrels on the non-marginel
well and cut the other one to twelve, assuming, as I say, they are
on the same relative structurzl position, how would correlative
rights be protected by this Order?

A Assuming at a later date that back zllowable was provided
for the well which was cut to twelve barrels, he would be in a
pcsition of producing his proportional share of the reservoir fluid

@ If this Order stayed on, suppose the strike continued for
severel months and it was necessary to curtail prcduction, would
thet tend to make withdrawzl or coning toward the well that was
prcducing rather then remain on equal basis?

A Noy sir, I don't think coning would result.

1S,
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@ Well, the faster withdrawal would that not affect the
other well?

4 There may be & possibility that the thirty-five barrel
well might drain some of the acreage dedicated to the forty barrel
well, yes, sir, later on when the forty barrel had its previous

allowable restored, if such was the case --

% (Iaterrupting) Let's assume also that this well would jus
keep makinz forty-one barrels, it would be almost impossible, as
you testified a while ago, to make up the back allowable, if the
back allowable was ever permitted by reason cf hsving purchasers?

4 It would depend on the length of time that the well was
permitted toc make up its back allowable, alsoc the amount of back
allowable 1t had to mszke up.

% Did the Commission consider any element of waste in con-
nection with the issuance of this Emergency Order?

4 Yes, sir.

¢ In whet way does this tend to prevent waste?

A The reguirement to produce the capacity of a marginal well
to prevent premature abandonment and resulting waste.

Q I guess you are familiar with the rule or definition of a
non—marginal well?

A Yes, sir.

2 Is it true thet that fluctuates from month toc month as
the allowable of the Commission changes?

A Yes.

@ Is that a rezlistic definition as compared with the genera

concept of the industry as to what a marginal well is?

4 Insofar as ccnservation practices, I believe marginal is
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pretty well recognized throughout the conservation industry, if
there 1s such, as being a well that can't produce top allcwable.

I realize that industry has another definition of marginzl.

¢ Don't you think that Rule 802-C is more realistic, which
says in the case of prorationing that you should take at least

ten barrels from any well that's cepable of making that, so as tc
prevent premature abandonment? Is that a more realistic definitio

s Than what?

¢ Than your marginal well definition.

4 No, sir, you can have a lot of wells marginal thzt wouldn?
be covered by ten barrelsj marginal according to the concept of
what marginal means to the Commission.

2 You think that it is realistic that it varies from month
to month with the Commission varying their zllowable from month
to month?

A In consideration of what the Commission defines marginal
as, yes, sir, it does vary.

$  Mr. Nutter, are you familiar with the ratable take act?

4 What are you referring to there?

5 Well, it is based on Rule 802, your Rule 802 follows large.
the ratable tzke provisionst It is on page 72 of the rules asg the
common purchaser act.

4 Yes, sir, I am acquainted with that.

@ 4&re you aware that the law provides that purchasers shall
take ratably and uniformly from all wells in the field?

4 T am aware that it requires a purchaser to take ratably,
yes, sir.

MK. KITTS: 4t this point I would like to make one comment

%

|y
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for tne record. Actuaily I den't think it 1s necessary that any
objection to his answering the qgestions be made, if it 1s under-
stood that he is testifying about legal construction of the order.
I know he has referred to the statutes, but there are certain
matters here that I bslieve that it must be applicable to that Mr.
Nutter can testify about only so far as his understanding what the
rules and orders of the Commission provide.

MR. HINKLE: That is understood.

Q The Commission Rule 802 follows substantially the act,
does it not%

4 Yes, sir, it does.

Q@ It reguires every person engaged in the purchase to purcha
ratably, does it not?

i Yes, sir.

¢ In every field. Ais we have mentioned a while ago, Rule
802-C is the one that tends to protect wells, to prevent the pre-
mature abandonment, does it not?

4 Yes, sir.

2 Is there any guaestion in your mind as to whether or not
the Emergency COrder is in conflict with the ratable purchasing
act?

A DNo, sir, I don't believe that 1t is.

Q@ How do you justify it under the provisions of the ratable
take act®

A I believe that the Emergency Order provides for ratable
take. It may not provide for it immediately today, but it does

over the long term view.

You have already testified that you have no purchasers in
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sight who are willing to take up the back allowable, is that right*

A Yes, sir.

7 You don't take the position that you can make companies
purchese o0il, do yout

A 1 doubt it.

7 Unless you have some firm offers, how can you say definitely
it is going to be made up?%

A I stated before that this back allowable at the earliest
couldn't be made up for several months, perhaps the other companied
as well as Cities Service themself, will be in a better position af
that time.

7 How can the Commission base an order on speculation as to
the probability of it being made up in the future, do you think
that is a good policy of the Commission, to base an emergency
order on speculation?

A There 1s a certain amount of speculation present, possibly,
in every order. There would be a greater possibility of violation
of ratable take if you didn't meke such an order possible or issue
such an order, I believe.

MR. HINKLE: That is all.

MR. PORTER: Any other gquestions of the witness?

MR. CAMPBELL: Yes, sir.

Mk. PORTEE: Mr. Campbell. !

MR. CAMPBELL: &nter an appearance for Campbell and Russell
sppearing - for M. Machris.
By MR. CAMPBSLL:

¢ Mr. Nutter, pursuing first this line of testimony in

connection with correlative rights and the prevention of waste,
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it hus been indicuted thet en order such as Crder 77-4 or 77-B
is contrery to ratable take provisions of our ststutes zna that it

cannot protect correi:stive rights in those instances where a well
mey be on the border line between being s merginal well and a tcp

-*

wllowabie well. I would like for the reccord tc csll your attentic

s

to the definition of correlative rights contained in the statutes,
and in the regulztions. TIs 1t nct correct that the obligations of

the Commission, zs T uanderstzand you are construing the Statute

bt
e
o]

ation of the Commission to protect correlative

today, tae ob
nts 1s stated 1n the Statute to mean, "the opportunity afforded

so Tar as 1t 1s practicable toc de so, to the owner c¢f each property

. .
in &« pecl to

o

rcauce without waste nis just and equitable share of
tne ¢ii or gzs, or bota, in the pocl, being an amount, so far =s
czn be practicably determinea, and so far zs can be practicsbly
cbtuined without waste, substantislly in the orccortion thet the
wuantity of recoverebles oil or gas,or both, unaer suach prcperty
besrz to the total recoversble coil or gas, cor both, in the pool,
aina for sucn purpose to uase his just end equitablile snare of the

reservelr cnergy.m is5 that net the definition of correlative rightse

¢ With that in mind and considering the obvious fact there

sre wells on

[

et

the border line between being a marginzl well znd =z

top «licwsble well, wnd Jjust zbove z top =llowable well, is it

&
o
=
(@]

opinion thet Creer 77-4i end 77Y-B, inscfur as 1t is practicablé

to ac so, substenticziy protects the rights of oroducers in these

=

pools to reccver thelir falr zna just share of the oil in that poolf
~ Crder £-77-(s) and 4-77-(b) both vrovide thet nothing in this

oraer shull be construsd as denying eny cperctor the right to mzake
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application for back allowable, pursuant to the terms of Rule
503=-F. I believe that that provision would make it possible for
them to have the right to produce their oil; whether they get it

or not is another question.

Q@ In connection with the back allowable provision of the rulg

and the provision you just referred to in Order 4-77(A) and A-77-(1
has the 01il Conservation Commission of New Mexico had previous
experience with the request for back allowables as a result of
pipeline prorationing?

A Yes, sir.

7 When was that?

A The only time to my knowledge since I have been working
for the Commission was in September of 1955, I believe it was
September. A4t the time, Stanolind 0il Company had to resort to
pipeline prorationing as a result of tneir fire in Indiana.

g At the conclusion of the pipeline prorationing and going
back to market with all of their demand, has the Commission receivg
requests from operators for back allowables?

A On the Stanclind case?
g Yes.

A Yes, sir.

0

Have those back allowables been granted?

A Yes, sir.

2 In what manner, generally, have they been granted and run
to your knowledge, and over what period?

4 The total amcunt of back allowable in that case, as I
recall, was approximately 400,000 barrels back zllowable was

granted, and that was to be made up at the rate of approximately,

b d
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T believe it was somewhere around forty-two or forty-three hundred
barrels per day and extended over a perioddf three months.

Q Have those back allowables to your knowledge been run?

4 Yes, sir.

To your knowledge have all or most of the operators of

3]

top allowable wells affected by the Stanolina prorationing sought
and obtalned back allowables?

A Yes, sir, I believe most of them did.

Q Dia they do that, Mr. Nutter, upon the basis of an order
similar to Order 4-77-(4) and 4-77-(B)?%

A Yes, sir.

@ During the pipeline prorationing were marginal wells to
waich Stanolind was coanected permitted to produce all they could
produce?

A Yes, sir.

% Mr. Nutter, in connection with your other testimony, am
I correct in my understanding that Order No. A-77-(4) was issued
effective and dated ipril 6 of 135672

A Yes, sir.

7 And that order remained in effect until it was amended and
superceded by Order No. A-77-(B) which became effective April 1k,
is that correct?

A Yes, sir.

Q Being an Emergency Order, Order No. 4-77-(B) then expired
at the end of aApril 29th, or yesterday, is that correct?

4 Yes.

9 So that from 4ipril 6, 1956 until and including April 29,
either Order 4-77-(4) or L-77-(B) was in effect?
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&+ 1 vresume =0, yes, sir.
i, With regard to your testimony concerning the wells to
whicn Cities Service thrcugh 1ts pipeline contract is connected,
you stated thzt there were sufficient top zllowzble connections
to abscrb the approxicately 6749.3 barrels per day cut, 1s that
nct corrects:

4 Yes, sir.

. Can you stzte which pocls 1n ilew bMexico were invelved 1n
tnose Citiss Service connections tnrough their contractsy

£ There were &« good many pools invelved in the thning. The
arrowhead rpocl, Bliaebry Gas Fool, Brunson proci, Jelmat Pool,
tzngile=¥uttix rPool, Cuprock-Zueen Pocol, the pecn pevonisn Pool,
the Drinkara rool, East Caprock-bDevonian, st Caprock-Wolfcanmp,
Lumont, Jaimet, 1f I didn't scy tnat before, the Junice, the Hare,
valmat agseln, Langlie-iattix, this 1s going to be repetitious,
azy <. renn, Lovington-abce, Lovington-radaock, lMaijamar, I
believe I mentioned the Jalmat and the Drinksrd, tne Teas, the
Jim Yates, iesculero Penn, liescalero Devonian, Jsumont, lionument,
*Ouuleﬂt-fqdccc North Lynca, Forth Warren picKee, the Faadoeck,
the rerscl, the lrenrcse-Skeily, tne nhodes, Scuth tunice, Terr-
Bilnebry, Towasena-yoifcamp, Tubb, Vacuum, HNorth Werren iicKee,
West Lovington-ifilscn, bunch of wildcats, the Anderson Pcol in
rddy County, the Frine, the Grayburg Jackson Loco Hilils, rremier
shugart, Warren Abo, Warren prinkara, Soutnh sanice, YJest Wilson,
L. . gueca, bunch mire in the Cagsrock-jueen, the rersol znd

i.r. Gutter, are there any of these pe to yoar kaowledge

©

out of whicn Cities cervice is the only purchasers
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A No, sir, I haven't made a study to determine that.

7 May I refer you particularly to the Townsend-Wolfcamp
0il Pool?

A Yes, sir.

Referring to Commission records with reference to the
marketing of crude oil from the Townsend-Wolfcamp 0il Pool, will
you state how many crude oil purchasers or separate companies are
connected to oil wells in that pool?

A How many purchasers?

Q Yes, sir.

A I don't have that record with me, Mr. Campbell.

Q@ Do you know whether there are more than Cities Service?

A I would imagine that there are more, yes, sir.

¢ Do you know from your records or your own independent
knowledge whether M. 4. Machris and one Wilshire 0il Company in
the Townsend-Wolfcamp Pool are the only wells in that pool from
which Cities Service is purchasing?

A Would you repeat your question?

Q@ I asked you if your records would reflect or whether you
know whether the purchases that Cities Service makes in the Town-
send-Wolfcamp Pool are exclusively from wells of M. A. Machris
or Wilshire 0il Company?

A Yes, sir, they are.

g Do you have any information in the Commission records
reflecting what has occurred with regard to the purchasing of crudq
oil from the Cities pervice connections in the Townsend-Wolfcamp
Fool since 4ipril 6, 1356%

A All of these wells connected, owned by Wilshire 0il Companj

Ay %4
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or M« A. Machris -~ I started to make an erroneous statement --
two of the wells owned by those two companies were top allowable
wells on the April proration schedule. There are a total of six
wells in all connectea to Cities Service. Ths other fcocur wells
are all marginal wells.

Q Do you know whether Cities Service has taken 100% of
production from the marginal wells in that pool during the month
of April?

4 DNo, sir, they have not.

9 Do you know whether any of those marginal wells have been
or are now shut in?%

A DNo, sir, I doa't.

MR, CAMPBELL: That is zll.
MR. PORTER: Any further questions of the witness?
MR, HCLL: I have just one or two.

By MR. HCLL:

¢ lir. Nutter, when the Stanolind 0il Purchasing Company
proration occurred, to your knowledge did the Commission have any
assurance that Stanoclind or other purchasers would attempt to make
up this underage that occurred at that time?

4 At which time, Mr. Holl¥

Q@ As I recall, the hearing following Stanolind's fire was in
September of 1955. Do you remember if at that time there was
assurance by Stanolind that the underage wnich was occurring by
their prorationing of purchasers would be made up?

A Tnere was no assurance at the time that the emergency ordej
was lssued, no, sir.

~

7 You don't recall that Mr. Fielsticker of Stanolind 0il

h
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rurchasing Company made any statements at the hearing in September
that they would attempt to make up all the underage that occurred?
4 No, sir, if he made that statement it is in the record.
2 Relative to market conditions last fall, which was when
the 3tanolind fire occurred, in your opinion were they better than
they are at present for the market of crude 0il? Is it not
true -- excuse me.
A Perhaps there was a seasonable difference in the amount of
crude oil necessary then compared to now, yes, sir. However, the
total demand for crude oil -- strike that.
¢ Wasn'™ it true that they were entering at that time into
a period of rather active demand for crude 0il?%
A Yes, sir.
¢ And what do you consider the situation to be now?
A The total demanda for crude oil at this time is at a season;
able low. We are approaching a seasonal low with a resultant
curtailment of allowables in practically all States.
MR. HCLL: That is all we have.
MR. CAMPBELL: May I ask one more question there?
MR. PORTER: Mr. Campbell.

By MR. CAMPBELLS

% With regard to marketing conditions now as compared to
marketing conditions in the fall of last year, has there been any
reduction to your knowledge, any reduction of imports since that
time?

A No, sir, there has not.

Q Have the imports increzsed?

4 I couldn't speak for the exact month compared to the exact
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month last fall, but the overall trend has been toward more import
MR. CAMPBELL: That is all.
MR. PORTER: Mr. Kitts.
REDIRECT EXAMINATION

By Mi. EITTS:

¢ Mr. Nutter, neither you nor anyone else now can be sure
how long this strike is going to last, can you?

i No, siry I certainly don't know how long.

@ Neither can we be sure that any purchaser will find they
are able or find it convenient to take the back allowable?

L Ve don't have any guarantee they will be able to.

@ Isn' it your opinion that all the Commission can do is
to enter an order best calculated to best protect correlative
rights?

A Yes.

« Is it your opinion that A-77-(B) is better calculated to
achieve that result than an order that would provide for cut from
marginal wells?

i Yes, sir.

MR, GURLEY: I have a guestion.
MR. PORTER: Mr. Gurley.
By 1. GURLEY:

¢ Considering this underage situation again, lr. Nutter,
isn't it a fact that each application would be considered on its
own merits as to the possibility at the time that the application
is mzde for making up a back allowable?

4 Yes, sir.

Q@ Is it also not true that it is the only way for the pro-
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tection of correlative rights as to the top allowable owners or
as to the marginal well owners?

4 Yes, sir, it guarantees protection to the marginal owners
and it protects the correlative rights in the top allowable owners
in that an opportunity is afforded to them to make up tneir undera

% You were asked on cross examination, Mr. Nutter, several
questions regarding the top allowable wells that perhaps produced
only one barrel or sc above the allowable, and that the change
in allowable might throw what today would be a top allowable well
into the marginal category, is that not true?

4 Yes, sir.

2 Isn' it a fact that the vast majority of the marginal
wells are much lower than the top allowable that exists at this
time?

A Well, we have marginsl wells on this schedule of Cities
Service connections running all the way from one barrel for the
total allowable assigned the well up to one barrel less the top
allowable, but most of them are in the lower bracket.

¢ And that comparatively speaking there are only a few wells
in the pools mentioned that would come in the category of being
one barrel over or two barrels over,or something to that effect,
of the allowzble%

= You mean one or two barrels less than the zllowable?

7 No, what I mean 1s in the category of the top allowable
wells that would produce just over the allowable, they are compar=-
atively few in number?

A Mr. Gurley, we have no way of knowing what a well can

produce. The only thing we have to go by is the GOR test. The
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GOR test is not an indication of the well's complete ability tc
produce.

¥R, GURL=zY: That is all,

I’R. PORTER: Any further guestions? Mr. Nutter, has the
Commission received ccmmunication from Cities Service Cil Company
as to the amount of oil that they prcpose to take beginning the
st of May%?

4 Yes, sir. Last Friday afternoon the following wire was
received from Bartlesville, Cklahoma, received gpril 27th at 4:57
P.M., directed to a. L. Porter, Secretary Director, Cil Conservati
Commission, State of New Mexico, Santaz Fe, New Mexico, for release
Sunday, spril 27, 1756. "Cities Service 0il Company will increase
its crude oil purchases to about 80 per cent of normal effective
May 1 in all States in which it buys, according to an announcement
by Gereald McGrew, Manzger of the company's Crude 0il Supply Divisi
States affected are Kansas, Oklahoma, Texas, New Mexico and Louisi

The compeny curtailed crude oll purchases to about 60 per cen
of normal on April 1 as a result of a strike which closed its East
Chiczago Refinery. Relaxation of purchase proration has been made
possible because the company has founa outlets for some of its
current crude surplus, McGrew said. The refinery has been closed
since 4pril 3. 1In early negotiations, the company offered to meet
industry wage increase patterns. Meetings between ccmpany and
union negotiators are continuing." Cities Service 0il Company,
Gerald McGrew, Manager, Crude Cil Supply Division.

MR. PCRTER: I believe you testified earlier that Cities
Service (il Company purchased in February a daily average of 16,87

barrels, acccrding to our information%

Pl’l
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4 VYes, sir,

MR. PORTER: What would be the amount, the approximate
amount of Citles Service reduction then for May, based on the 20
per cent reduction in takes?

A 31 days in May, rathery

MR. PCRTER: Yes, sir,

A The company would take approximstely 12,620 barrels per
day, subtracted from 16,873 would be approximately 4,253 barrels
per dzy cut.

MR. PORTER: I believe there must be an error in your
calculation.

4 What I did there, you are going from a 29 day month in
February to a 31 day month in  May, so I took the 489,325, took
80 per cent of that and divided that by 31.

ME. PORTER: What was the amount of the allocation on the
May proration schedule to wells that are assignedc top allowables
to Cities Service connectionsy

4 10,291.

MR. PORTER: Aay further guestions?
ME. GUELEY: I have one more.
By ME. GURLZY:
¢ With this new order novgoing into effect that they are now
taking 60 instead of the original 60, isn't it true, Mr. Nutter,
that that would put the amount of cult of the tor allowable wells
much lower than origianally anticipated?

A Yes, they are actually reducing their cut by half, they

were cutting by 40, they are now cutting 20 percent more.

@ That back allowable would be much easier to make up?
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VX, (CRTEL s Is there anytning furthery
t

EECEOSS LiiMIUAT IOK

t-

© You have just testified thaet the cut on top allowzble
wells based on 080 percent of takes would be less. “ould it not

be trus that the cut for marginal units scross the board would be

£

4 Yes, sir, the cuts on all wells would be smaller with 30

C.

[

percent purchases rather then

. Do you feel then 1t might be more eguitable to follow, to
gzllow the smzll cubl zcross the board rzther than a bigger cut
from top allioweble wellis?

o Mr. doll, I thing that this whole thing is based on the
orotection of correlative rights and prevention of waste and the
size of the thing isn't what counts, 1t is the principal of the
tning. I think 1t will be easler fcor wells to make up a 20 percen
cat tnan it weuld be to make up & <40 perceat cut.

YH. HCLLs That is all.

Mh. PORTERs sny further questions? The witness may be

(@]
o
3]
o
o
.

[

czl_ed zs & witness, naving been first duly sworn, testified as

folliows

e
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DIRECT EXAMINATION

By MH. HCLiLs
L Would you state your name, please?
A Gerald McGrew.

¥What is your address?

&)

4 Bertlesville, Oklahoma, Cities Service 0il Compzany.

7 Would you relate briefly for the Commission the formal
education you have hazd?

A I have a degree in Chemical Engineering from the Universit
cf Kansas, and have been with the Cities Service 0il Company for
approximately 15 years.

2 What 1s your present position with the Cities Service
0117

A I am manager of the Crude 0il Supply Division.

¢ How long have you been operating in that capacity?

A Slightly over four years.

% For how long have you been associated with the Crude 0il
Purchasing Department<

L Excuse me, I just answered that before. I have been with
the department slightly in excess of four years and been manager f
slightly in excess of one year.

Q@ In your position you constantly make a study of the crude
oil situation not only as far as our company is ccncerned but as
far as the industry-wide situation?

A Yes, sir.

)

¢ Would you relate for the Commission the situation that
has brought about the calling of this hearing this morning?

A Well, as the Commission was informed,and I see no point
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in re-reading the telegrams which Mr. Nutter just read into the
record, on April 3rd we had a strike at the East Chicago Flant,
still have it, incidentally. We had contemplated that over a
period of a week or so and had made very detalled studies as to
the best methods to curtail purchasesjwith 57,00C barrels per day
going ocut of the picture, we knew we couldn't go long without doing
something back at the source.

After considerabie discussion about this, we in the company
and with other people such as Mr. Porter, we decided the thing to
do was to curtail our purchases by 40 percent in all States where
we buy crude. That is Kansas, Oklahoma, Texas, Louisiana, and HNew
Mexico. We are curtailing our purchases in lLouisiana in exactly
ths same manner that we have in the other states, although not a
barrel of Loulsiana crude enters the Chicago Refinery picture, but
we can back out supply from our Lake Charles 2lant there and make
it equitable,at least we think equitable in all five states.

We weat to storage during the month of March with 414,000
barrels of crude oil. We are golng to storage during the month

of April with, we don't know exactly what the proration is going

to do to us, but we are guessing a quarter million barrels in April

By relaxing our proration to only 20 percent in May, we are estimaling

we will go to storage in May with between nineteen and twenty

thouszand barrels per cdzy. That is predicated on the strike continging

through May. We haven't made any figures beyond June lst because
we are hopeful that we will have our problem worked out by that
time. Before the strike came, our long range supply picture was
long. We hazd too much crude even befdre this strike occurred.

Now with this buildup in stocks over this three-month period and
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with other companies in essentially the same shape, in fact, I
know of one or two in worse shape than we are, I am sure we are
not going to be able to move any crude, and I know we cannot take
any back allowable that may accumulate from this proration during
the remainder of 1956, regardless of what the amount may be.

Q@ Our situation in the five states that we purchase from, to
your knowledge, has any question been raised by any other regulatoj
board relative to the method we propose. to --

4 (Interrupting) I haven't heard of any. I have attended
every statewide hearing that happened in April except the one
in Louisiana. I talked to Mr. John Husey, director, both before
and after the hearing. He didn't indicate that they would questior
our method.

¢ You have just stated that you don't see how Cities Service
0il Compzny could purchase more than the current sllowable from
any well throughout the remainder of the year, 1996%

4 That is right.

¢ From your study of the industry crude oil purchasing
situation, from the industry as a whole, you know of no other
company that could purchase any mcre than the current allowable
from the wells?

A It is my opinion that they cannot. I know of no one who

I think could. However, I couldn't testify definitely that they

wouldn't. I know this, that I have contacted on numerous occasions

2ll other purchasers who are likely people to sell crude to, and
I have sold some crude oil. We have moved considerable crude
during tnis period, that is wnat has allowed us to up the take

from 60 to 80 percent, because we have moved some crude to other
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companies and we have made a few deals where we have sold it and
we will have to take it back at a later date, which aggravates
the same situation of making up underage agsin.

Q@ Now we had 2 discussion previously with a previous witness

relative to the difference between pipeline prorationing and purchi

prorationing. Would you state for the record what your idea is,
what the difference bstween those two matters are?

A It 1is my opinicn and interpretation that purchaser pro-
ration is proration that is initiated by a purchaser of crude oil
and pipeline prorationing is prorationing which is initiated by
a pipeline due to physical capacity or down pumps or that type
of thing. I agree with iir. Nutter, there is a fine line of dis-
tinction between the two.

& Your opinion zs tc this situation that is occurring at
present is purchaser prorationing?

A4 Yes, sir.

¥MR. HOLL: That is all the questions we have,
MR. PORTER: Any further questions? lir. Mankin.

CROSS EXAMINATION

By IE. MANKIN:

~

% Mr. McGrew, you indicated you have been able to move some

of this crude to other purchasers for sctual deals and for tradeout

in the future, which you would have to take some back. Can you
state for the record who those purchasers were?
4L No, I don't believe there is any objection. Texas Company
Gulf, Esso at Baton Rouge, Sinclair, just almost any of them who
are in a position to do 1t. None of them wanted the crude, I

would like to make that clear. I am sure there wasnt't a single

b ser

L
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one of them that purchased that because they needed crude oil.

Q That likewise involved the same persons for the tradeout
in the future?

A That is right. I named the whole group as a whole. I
would rether not discuss individusl deals unless you insist on it.

¢ Essentially the tradeout in the future involved several
companies rather than a few?

A Yes, & half a dozen or more.

Q And involved the same persons that you actually sold crude
tc as compared to the ones you will get back in the future?

4 Yes, sir. another thing we had to do, even by prorating
we were still long of crude oil up in the Kansas, Cklzhoma area
and we had to convert a sizaeble amount of crude o0il up there to
crude oil down south that we could run over to Lake Charles Flant.

% You indicated during the month of March that you went to
stcrage with something around 400,000 barrels a day and about half
a million --

4 (Interrupting) 4 guarter million during Aipril.

¢ And anticipated nineteen to twenty thousand per day during
May? .

A That is right, if the plant stays down.

Is this going into your own storage or into producers

o«

tznlts on thelr own leases?

A No, it isn't on leases. It is storage at our tank farms

or at tank Tarms along various pipelines through which we transport

crude, once it comes off the lease it is our crude oil.
2 This storage is not stored in producers! tanks?

A No, sir.

L
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It is your own tanks or some other purchasers! tanks?

&

e

Or plpeline tanks.

Or pipeline?

O

2 Yes, sir.

M., MANKIN: That is all.
I“K. PORTER: Iir. Gurley.
By MR. GURLZY:

@ You have stated that you have been able to farm out,more
or less,some of the crude which you are required to take, is that
correct?

4 Yes, sir.

¢ Did the companies so agreeing to take that crude indicate
that they would cease at the time the strike ended, or in your
opinion would they be willing to continue to make up the back
allowable sothat the back allowable will be made up?

A They will have ceased in the morning. These deals were
for the month of April. We don't have many deals made in May.
They are just a one shot proposition.

Q@ You are attempting to continue that?

4 Oh, yes. Yes, sir.

¢ In view of the cooperation that yocu have had with the othel

compznies taking, is it not feasible that they would be willing to

continue to relieve you of the situation in the back allowable cas{

4 1 believe not.

; But it 1is a possibility that they would?

4 I would say yes, it 1s a remote possibility.
MR. GURLEY: That 1s all.
MR. HCLL: Pretty remote, though?
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A4 I would think so0.
¥R. PORTER: Mr. Nutter.
By kR. HUITER:

Q¢ Mr. lcGrew, when your refinery in Chicago was shut down
by strike, did tnat affect the total picture, nation-wide, insofar
as the demand for crude oil and crude oil proaucts is concerned?

A I rather doubt that. I don't see that the shutdown of
one refinery would, . 1in any sense.

¢ The same number of automobiles are burning gas and ships
taking bunker oil?

A Yes.

¢ 4and it should be reasonable to assume that somebody is hav
to increase their refinery runs?

4 I believe not because they were running more before than
the demand called for. I know there was an excess supply of crude
0il. They are merely taking advantage of it, you can't blame them

¢ Then the storage is being whittled away?

4 I think your national stocks show that, Mr. Nutter, nation
stocks of crude oil are not slarmingly high.

Q National stocks of crude oil and products both are in pret
good sheape, right now?

4 Tney aren't bad. The president of cur company, B. S.
Watson, testified before the Railroad Commission on March 18th,

I believe it was, and ne testified that he thought all stocks were
in pretty good shape with the exception of gasoline. He thought
gasoline was a little bit high.

MR. PORTER: Mr. Kitts.

ng
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By MR. KITTS:
MR. KITTS: Do you have other witnesses? Stop me if this

guestion should be answered by some other witnes

[63)

2 Mr. MeGrew, I believe you spoke a minute ago about a 40
percent cut across the board, yet from one or two of Mr. Holl's

questions in cross examination of Mr. Nutter, it seemed to be

implied that you did not intend to cut marginal wells producing under

ten barrels.
A Thnat is right. That was not our intent.
7 How did you plan to make your cuts then?
A Well, we had planned to make the cut 40 percent across the

board on a pool basis with a minimum of ten barrels per well in

accordance -- well, I believeit 1s one of your rules or regulation$

or something, is that right<

2 Let's take an example here. Let's say we have a two well
pool, one a forty barrel well and a twenty barrel well, that is
sixty barrels. Then youa would apply that sixty percent to that
sixty, is that right%

4 Yes, thatcomes out thirty-six.

2 Thirty-six barrels.

4  and divide that by two to get it back to per well and then
you get eighteen barrels per well.

> That is the thirty-six you want?

4 Yes, sir.

5 What if on the other hand you had a well M"A" that is a
forty barrel well and well "B" a five barrel well. That'!s a total
of forty-five. 8ixty percent of that would be twenty-sevent

L Yes, twenty-seven and ahalf, divide that by two and you ge

1
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tnirteen.

Tnirteen point five. Then ycou would have

13.5 ana Well "B" proaucing --

= (Interruptiag) 13.5.

5 PFroducing five.

A Yes, but we can't messure,

7 In other words, you would heve a total of 18.5 barrels
from this seccnd pocl, woulan't you?

s 1 am nct sure, I am following your arithmetic there.

i, Well, 1f thne cctual tzkes, 1f Well "B" only greduced five
berrels, thet is =211 you ccuald take?

4 Thzt is right.

. So yeou would be tuking 13.5 from "4" zna 5 from Well 'B"¢

L rPructically speaking, thougn, T believe those two wells,
I 2w cssumln are on the szme lease and both preducing in common
lezse tankzage.

. A1l rignt.

4 Therefore, T don't know how we, T shouldn't use the term
"wet, hcw the pinsline ccmpany could police the fact of the one

. (Interrupting) The point is
16.5%
-~ rignt,
L actually spplying your sixty percent to t

you wcula want 27, isn't that right?

A Yes.

. 50 zctuelly it would be only in such case
would prcduce the cverage that you would cut

that you will only

only forty percent;

Tell "AM producipg

be getting

he total %5 barrels,

3
pul

where each well
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otherwise it would be more than forty percent in each case,
woulan't it? It would have to be.

4 Oh, sure, 1t would have to be a little more. Under the
terms of your order it was necessary that we cut those top allow-
ables wells, tazking the Caprock-Zueen where the top allowable in
April was forty, it was necessary that we cut the forty barrel
wells down to twelve barrels, cut them by seventy percent in order
to abscrb this some -- I have forgotten what the figure was, Mr.
Nutter gave it to you, 10,000 plus top allowables to which we are
connected.

@ With the possibility that they could make it up%

i Yes.

MR. PORTER: Mr. Campbell.
By ME. CAMPBELL:

% Mr. McGrew, you stated, I believe, that you followed the
procedure generally of reducing 40 percent in all five states in
which you buy domestic crude?

A That is right, with certain exceptions.

What exceptions?

o)

A We exempted waterfloods and wells which are clzssified as
gas wells by the regulatory board in that particular state and
assignea a gas allowable.

@ 'Why did you exempt waterflooaing projects®

A Because according to our engineers, and I believe there arg

other engineers who may agree with them, they might be harmful to
cut them back.
¢ Is it conceivable to you that it might be harmful for a

marginal well to cut it back?
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4 Well, it might be. I am not qualified to talk about
reservoir behavior, that type of thing.

o Is your information solely on the basis of the overall
merket picture for the company, or are you acquainted with what
hes actually transpired with regard to takes in particular areas?

A Vell, I am not familiar to discuss any particular lease
or sets cf leases, and hsve figures, if that is what you mean,

l'r. Campbell.

G Are you acquainted with the instructions that Cities Servi
has directed to the pipeline company in New lMexico which picks up
ycur crude, with refcrence tc the position you will tzke or had
terxen in New Mexico?

4 Yes, sir, I am.

£ Is it correct that ycu have notified the Commission that
s of April 13, I believe it was, you would tzke 100% of productio
frem marginal wells in the State of Hew Mexico?

A That is right, except it was April 20.

Effective April 20%

)

L Would you like me to read the wire? April 20th this wire
czme tc Mr. Porter. "The following wire hzs been sent te the
Texas Héw lMexico Pipe Line Company. 'For the remalnder of April
and aprlicable to New Mexico only, please run crude oil frcm lease
ccnnectzd for our account in accordance wita the following:

1. Fun en amount of oil frcm each marginal prorstion unit
egual to the .Lpril deily allowable as shown by the New lMexico
Cil Conservation Commission Order No. 4-77.

-

2. Pun an amount of o1l from top allowable wells eqgual to

[4V)

thirty percent (30%) of the Lpil daily allowzble as shown by order
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referrsd to above.

T

foy
W

change in method of curtzilment of purchases is necessita
by issuznce of Crder A-77-B, by the New lexico 01l Conservaticn
Commission.”

7 Prior to April 20th, you were producing upon the sanme
besis you stated was being used in each State?

.. Yes, sir.

Thnat 1s 40 percent reduction upon & pool bzsis?

2 What do you contemplate doing starting today?

4 Well, that decision hasn't been made.

g You stated I believe that no other State of these five
States has raised any guestions zbout the procedures that you are
fcllowing in connection with this reductiont

4 That is right.

You don't mean to imply that there has been no objection
rzised vo the reduction, do yocu?

4 Ohy no, sir. There has been lots of objection.

7 Isn't it true that at least Texas, I am not acquainted
with the others, but perhaps some of the other States have no
provision for granting back allowables?

% That is true. I might add that Kansas, Oklahoma and
llew Kexicc do have. I don't know about Louisiana.

¢ At least in the State of Texas there wouldn't be any
particuiar point in them suggesting =z procedure such =s our Com=-

mission has adopted here, because they had no authority for back

o\

czllowable’

L I assume that 1s ccrrect.

Led
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: I might interpcse a statement here. If you
understana, ne is not « lawyer, I think he is more ¢r less inter-
reting < rale or Lzvw of the Stzte of Texas.

sdve CalibBCElir We Tollow the procedarce cat nere that the
witinesses acl as lowy:srs zna the lawysrs zct as witnssses

« . #cGrew, tae Citiss service imports crude oil, does it

. I your cszpacliy are you wcyuainted with the sitawtion so

H
Q
L
Q0

[ 6]

tne wvallabiiibty to Citil

[q]
U
[N
O
FS
<3
'..l
[
¢)]
'._1
)

concerned, from the

#3]
O
o
]
N
D

cf lmportsy

4 would you re-=asx thst plessex

In ycur cap=zcity Go you confine yourself sclely to the

domesztic supply =zna asmand, or sre you acquzinted with the import
service of Cilties Servicey

4 I would like to wznswer that twice, in twc different ways.
Tn my capzclity I em nct concernsd 1n any way with imports. I aw
concern:sQ oniy witn iid-Continent and Galif Cowst in ths five
Sstates, =na supply tne three refineries, the roncs City, Okiszhoma,
and reke Chsaries, zna szast Chicago, which is down. I hsve close
contzet with those pecple whe ao know gbcut the import prceblem,
I have tae report which lr. Watson gave before the Huilrozd Com-
mission iu Texas st thelr March meeting.
aus Citlcs Service since the strike cccurred ot the 2est
Chicago nelinery underteken to reduce its imporis

4 1 cunnot answer 1if tney heve undertszken tc reduce tnen
or not. I think I cen answer firmly that they have not reduced

taem, beccuse you don't reduce imports 1n z rezlly short time, T

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




am sure you realize.

2 What has been the situation with regard to Cities Service

]

imports for the months of February and March?
A I do not have that information unless it would be here.
.11 T nave, I have the February, March, and April estimates. Thes
ure only estimated figures. I don't know what actuals are.

¢ Do you know 1f Cities Service contemplates reducing or
undertaking to reduce the imports during the month of May?

A 1 do not.
relieve your domestic condition%

A Noy siry it would not affect it in any way.

Why*

)

A Because this refinery at East Chicago doesn't run foreign
crude, doesn't run Canadian or Rocky Mountain crude. The products
made there dc not enter intc the competition with the products
made from the foreign crude. The foreign is a special heavy crude
most of it.comes from Croat , Venezuela and Mexico, some of it
are ten and eleven gravity crude run in a specilal plant on the
East Coast, it woulan't affect in any way, in my opinion.

f &are you certain about the gravity of all that crude?

Dia I understand you to say that it all ran that?

A I didn't say it all, what we run in our plants is Venezuel:
and Mexico, the lexico runs 11 gravity. The Venezuelan shows to bd
from 10 to 17 and a half, that is run at Linden, lew Jersey in an
affiliated plant and made primarily into asphalt. We run some
Croat crude, which is thirty gravity in another plant on

the Bast Coast we do not own.

U

@ If they did so, or were able to dc so, would it by adjustment

HI

3
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. at that plant, Ecst Coast plznt, do you know how mach

)
Fd

a4 Zes, sir, econonics.
L Yo mezn 1t weula Do more sxrpensived

' ~y nhtvreiasllag we d
4 vy onyslc=siny, G, £1r.

zut it weuld be expensive for your ccmpeay to rzduce its

L With regzard to your arrangements in New lexice, you nave
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1ing «n

pur-

noser croraticning. What scrt of an arrsngement do you have witha

tne Texzs Jew (lexico Fipe Line Ceomponye Is 1t & contracte
+ Ho, slr, they cre ¢ commea carrier eand overwbte under the

Interstote Commerce Cocamissicn, and s such transpert crude oil

T Lces Cities Service own any interest in the Texas New

S Thzy are carrying the cruds, you reguszsted them to carry
2s o ccmmon carrier, is that cocrrects

You give ther instractions zs to how much crude to pick up
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from each well and each lease for your account, do yca not?

4 Yes, sir,

2 Do you know whether or not in compliance with the telegram
tnat you sent them effective April 2uth they have been taking 100%
of the crude from marginal wells of New Mexico?

A 1 would have no way to know that today, for example.

7 Are there any other instructions you have given Texas New
lMexico Pipe Line in connection with this matters

4 I believe not. I am sure that possibly some oral instructions

just on a day to dey operating procedure may have been given. Thi

A%21

1 believe is the only written communication that has gone to the
pipe line.
¢ To make it perfectly clear, am I correct that from April
the 3rd to April the 20th Texas New Mexico Pipe Line was directed
by you to take for your account 60% of the crude of the February
rans in New Mexico?
A4 Based on average daily runs in February. We mace the adjugt-
ment for tne differencs in months.
¢ And at April 20th and thereafter, they were to take 100%
of crude from marginal wells and 30% from top allowzble wells?
42 That 1s right.
R. CAMPBELL: That is all.
MR. PORTER: lir. Mankin.
By ME. MANKIN:
7 Youa indicuted on one of your prior telegrams, I believe
it was your telegram oa April 5th, that waterflood projects were
tc be exempt, is that correct?

4 That is right.
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¢ Did you mean at that particular time that the repressuring
projects that you are hooked ontc, suecn as in the Maljamar Pdol,
that that would likewise, as marginal wells prior to April 19th,
would not be uffected?

A I don't believe I quite understand.

- Tne gas repressuring projects, secondary recovery project.

A Ve mzde no prbvision for overzll exemptions on repressuring
rrojects, Mr. Mankin.

. Then st thuat time you didn't consicer these repressuring
secondary projects by gas to be in the same category asthewater-
fiood projectst

4 Ho, sir.

¢ Therefore the wellis that were under secondary recovery
from spril 1st to april 12th took their respective cuts cf those
marginal wells?

4 I assume they did.

7 Therefore those wells cannot make that allowable up, is
that correct?

A You mean beczuse physically they can't?

¢ No, I mean because you physically cut them and did not
consider them in the same category as waterflood?

4 Vell, I assume we cut them, but as to making up allowsble,
I don't know.

¢ Of course, then after aApril 1l:th or 20th, they were so
instructed toc take 1C0% from those msarginal wells, even though

they were with the secondary recovery projects

b
(]

S.

e
2%
gV

A 2

PORTEK: During that period from April 3rd to spril 1vgh,
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I believe you testified that the Texas New Mexico Pipe Line Compan
was instructed to base their run on the February runs, 60% of the
February runs?

A Yes, sir.

MR. PORTER: Do you reczll under that plan what was the
maximun amount which could be run from a top allowable well in the
Caprock-Gueen Pool?

4 I think I have that figure. According to the calculations
which we made, we purchasedor did purchase during February from
152 wells in the Caprock-fueen Field and on the basis that we
calculated it, we would take from each of those 152 wells 22 barre]
per day during April. That was arrived at by adding up our total
purchases in the Caprock-Queen for February and dividing into that
the total wells from which we purchased in February and taking,
actually taking 62% of it to offset for the one day difference,

27 days in February and 30 in April.

MK. PORTER: Then 22 barrels was the maximum amount that
could be run from any prorstion unit?

4 Yes, sir. Ve didn't differentiate, Mr. Porter, as you knoj
between marginal and top unit wells under this schene.

MR, PORTER: 4nd a marginal well that was assigned 21
barrels a day would not suffer any reduction?

A [o, sir.

}ME. PORTER: 0Uo you recall what the maximuam amount of oil
was that could be run from a well in the Jalmat Pool¥

4 10 barrels, 30 wells.

MR. PORTER: 1In other words ==~

4 (Interrupting) It figured out 9.
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MR. PORTER: Tnere was a maximum of ten barrels per day
established in the Jazlmat Pool?

A& Yes, sir.

‘MH. PORTER: How about the Eumont?

A ©1 wells, 15 barrels per day.

MR. PCRTER: I believe that is 2ll I have. Ainy further
guestionss

MR. KITTS: Yes.

MR. PCRTER: Mr. Kitts.
By Mik. KITTS:

¢ Were there any pools where the average figure was less
than ten?

4 Yes, lots of them. Persol, 8; Jalmat, 9; North Lynch, 53
Eunice, 73 Arrowhead, 7. I would like to qualify this, however.
These averages are averages of the wells to which we are connectea
they are not averages for the Pool. Here, for example, in the
Eunice we only show here and I assume,have to assume these are
correct figures. Ve only purchased from two wells in that Pool.
The average is 9, I don't want it to be construed that is the
average for all the wells in the Pool.

Q@ Were there any special instructions given to the pipe
line company about takes from marginsgl wells that were able to
produce ten barrels?

A No, sir.

MR, RITTS: That is all.

MH. PORTEK: Any further questions? Mr. H°1l.
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REDIRECT EXAMINATION

By Mh. HOLL:
Q Mr. McGrew, do you consider that the market situation for
crude oil was more favorable last fall, the fall of '55 when the
Stanclind prorationing took effect than 1t is at present®
A I would say very definitely that the market was considerab.
tighter st that time than it is now. It wasn't good then, however
G You say considerably tighter?
4 Yell, I mean firmer.
MR, d0LL: That is all.
ME. PCRTEK: Any further questions of this witnesst Do
you hzve anything further?
4 HNo, sir.
Md. PORTER: The hearing will recess until 1:15.
(Recess).
MR, PORTER: The meeting will come to order, please. We
will hear from the next witness for Cities Service.
JOCHN D. a4aLBREIGHT
called as a witness, having been first duly sworn, testified as
follows:

oIRECT EXAMINATION

By MR. HQLL:
Would you state your name and address, please?
4 John D. Albright, Hobbs, New Mexico.
{ By whom are you employed and in what capacity¥
A 1 am employed by Cities Service Cil Company as their
district engineer.

% Vould you relate for the record your education in the fielq
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of petroleum engineering?

4 I graduated from Oklahoma University as a petroleum
engineer in 1947.

% Since that time have you been constantly engaged in the
profession that you trained for?

A Yes, sir.

9 In various fields of Mid-Continent area, is that correct?

4 Yes, sir, in Texas, Oklahoma, Kansas, and lew Mexico.

¢ How long have you been in New Mexico¥

& TWo years.

J From your experience in production matters, do you believe
that the proration schedules of the various States show accurately
the stztus of wells granted top allowables? By that I mean, 1is
there any way to distinguish how many are just barely top allowabl
or just barely overy

4 I don't believe there is any designation made by the
Conservation Commiséion on that.

¢ Have you found generally from your experience that there
are guite a number that fall in that category?

A I think on our particular leases that we have quite a few
wells that would fall in that category.

¢ Have you found from your various experience that underage
which develops from any reason is a difficult thing to mske up,
because of the fact that you just discussed here%

4 Ve have found 1t difficult to make up.

¢ When top allowables wells then are cut back, have you
found that there is ordinarily a great amount of oil that would

normally be produced from those top wells is never produced?

£3
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A I didn't understand your guestion.
¢ From your various experiences, dc you find when underages
do develop it is impossible for those top wells to make up but
very iittle of it¥

A In some cases that is true. We, of course, have top allow
able wells that will make it up; also we have wells that are class
ified as top allowsble wells that I don't believe would make it
up. That depends too on the amount of the reduction.

¢ Taking this situation we have in New Mexico at the present
do you feel thet correlative rights of individual mineral owners
would be protected more by the emergency order of this Commission,
4=77-(B), or by a pro-rata cut under the ratable take statute and

rules of tnis Commission?

A It's oy opinion that reducing your takes pro-rata an

[oX)

accepting the industry's designation of z marginal well and
accepting the Cil Conservation Commission's privilege to set
a mininum allowable for those wells would gprotect the correlative
rights mores.

vF. dCLL: That is all the guestions we have,

ME. PORTER: Mr. Mankin.

CRCoS EXAMINATION

By MR. wANKINs

5 Mr. ilbright, taking a particular pool, for example,
which Cities Service operatés in, such as the Caprock-Lueen where
the Cities Service is right down the fairway of the pcol, most
of tne wells hauve capacities just barely greater than the top

z2llowzble -- is that an actusl conditicn or is that because of

testing, testing the allowable within the 125%%
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4 Of course, we ure requirsd by GOR tests to test wells
between their top allowable and 125% of that figure. I would say
that in many of our cases there in that particular field that that
doesn't reflect tne maximum prcducing czpacity.

2 It is just the testing capacity at that varticuiar time?

4 That is right. I would like to state too that in the
Caprock=ueen Pool most of these wells have nct been tested for
some time. Last yezar the regular test period wes skipped when the
Caprock and the Drickey - Lueen Pools were consolidatesd. We have
a test psriod coming up tnis summer which I think will be & better
indiczaticn of the wells'! productive capacity.

2 4As a result of Mr. Portsr's memorandum to submit new
nominations based upon the wells' proper capezcity during the
month of March and to be submitted by March 15th, what was the

caction of Cities Service to that in your zsrea%

A is I recsll, in our area we submitted a list of wells whic}
didn't muke top allowable. I can't stzte whether any wells in the
Drickey or Caprock Pool were included.

¢ I am thinking now of all the wells which you are connected
tc, regardless of the Caprock-jueen Focol. Did Cities 3ervice compl
with that reguest of iir. Porter to more realisticelly submit
nominaticns?

4 I didn't orepare such a list. 1In my own mind I am certaia
we did and I am certzin it 1is in the Commission files. Personally
I couldn't t=z1l yocu what was in the order.

I wes wondering if Cities Service did comply with that
curticular request to submit C-127.

4 We did comply with that request.

LYy
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9 As to whether It was pretty well taken csre of prior to
ipril 1st, as district engineer you have no direct knowledge of
this, then, as to whether it was or was not submitted?

£ Hormzlly in Hobbs district, the district superintendent
submits those forms regarding proration, regarding what you speak
of.

I'R. MANIIN: That is =11.
MR. FORTER: kr. Hutter.
By Mhk. MNUTTER:

g Mr. Albright, you mentioned the fact that many of these
wells mzy nave capacities which zsre just one or two barrels more
than the allowables, znd it wculd be difficult for them to nmzke
it up. This strike has occurred early in the spring, we don't
know how long it may be prolonged. Assuming it doesn't run all
during the summer and in the fall, the summer months are regarded
generzlly z2s the low zllowable months, aren't the allowcbles lower
in the summer than in the winter?

L I believe they are.

I believe the records will reflect that as a rule top

&2

zllowsebles are two or three barrels per normal unit allowgble
lower in the summer mcnths than in the winter months. Therefore,
don't you think that if this period of back allowable which has
been mentioned before today would come -- assuming that the strike
is not prolonged clear through the summer =-- that the period of
back allowable would come at a time when the zllowebles would be
lower?

4 That is right.

7 Therefore more wells would have an easier chance to produc

11%4
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more than the zllowsbles to make up any back allcowable?

4 1 think that is correct within its limitations. One thing
that I would like to point cut, just assuming that we could start
full prcduction immediately in that area, we would have to produce
these wells a2t the maximum rate, if possible, allowed by the Com-
mission, at say 125% of tae unit allowable. We would have to
produce thcse wells at that rate for between three or four days
for each dzy that the production has been curtailed,

Q@ Well, if it was 125% it would tzke four days to make up
one day's productiont

4 That is right, at that highest rate zllowed.

2 Yes. Another thing, what did you say would be the most
logical way to protect correlative rights in making a cut of
purchasers' takes from a pocl?

A Well, to use tne same example that you woula use there, fo
instance, our Caprock-Zueen area where your unit azllowables, say
during the past year, I suprose the unit allowables have varied
from 39 to possibly 43, 44, you have guite a variztion there;
then below that figure you drop to what your regulaticns would cal
a minimum allowable of 10 barrels a day. Between those two
extremes, between your 10 barrels =z day, between your lowest unit
allowable, say, of 39 barrels a day, you have many wells that in
ny estimation can stand a production cutback as well as those
wells with cver that standard unit allowesble productivity.

@ Didn't you a while ago in your testimony relating to this
40% cut say that a pro-rated straight cut across the board would
be the most equal cr tae most fair means of cgtting, you thought<

I think you used the actual word of prorated cat amounting to %0%.

b
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4 Excluding the minimum allowable wells -- maybe I misunder-
stand what you are getting at. Are you talking sbout a 40% cut?
¥R, NUTTER: Maybe if the girl will read back that testi-
mony --
(Testimony read back).

¢ You szy to reduce the pro-rate among the various wells
would protect correlative rights. Now to get back to not the same
wells that kir. Kitts was referring to, but the same figures, I
am talking about.two hypothetical leases which have one well on
them apiece. One has an allowable of 40 barrels, the other has
an allowable of 20 barrels. Those are the only two leases in the
pool to which the purchaser 1s connected. 'They took a total of
60 barrels for an average in Februery, and they reduced that by
60% giving a total of 36 barrels desired for the month of 4ipril.
As I understand. the Cities Service proration system, they
divide the 36 by 2 and come up with a figure of 18, is that
correct, to be allocated to each of the two wells or each of the
two leases?

4 As I understand. the pipe line proration, they would limit
that to 36 barrels, yes.

7 pach of the two one-well leases would have an allccation
of 18 barrels, is that correct?

4 I don't -- you are talking about separate leases%

& Yes, sir, this is & hypothetical case in which there are
two leases in a pool, each lease has one well on it. The total
take in the month of Februsry was 60 barrels. The desired take
for April would be 36. Then that desired take would be divided

by the number of wells in the pool --
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MR. HOLL: (Interrupting) I might interpose that WMr.
Albright is a member of the production department. He had nothing
to do witn setting up the purchaser proration.

MR, NUTTER: I realize that. I want to ask him one
guestion. I want to ve sure that he understands this system so
I can ask him one guestion about the prorata production that he
referred to as belng in the interest of correlative rights.

MR. WALKZR: ask him the qguestion whether he understands
it or not. Let's geﬁ it over with.

¢ Assuming that is it, one of the wells had an allowable of
20 bzrrels and production rate of 20 barrels in the month of
February, ana the other had the rate of 40 barrels, and they are

both to be cut to 18, you testified that by that system you would

be protecting correlative rights. Do you think it is in the interg

of correlative rights to cut the marginal well by 2 barrels and
tne other well by 22 barrels<?

4 T wouldn' testify to that, no. My understanding of that
would be that the 40 barrel well would be cut to 24 and the 20
barrel well would be cut to 12 barrels.

2 We evidently have a different understanding of how they
are proratead.

VR. NUTTER: That is all I have.
M. PORTER: Mr. Kitts. ~

By MR. EITTS:

2 Then your statement of what you believe would be eguitable
would be appropriate cut, what you would mean by that in this
hypothetical case would be cutting one tc 24 and the other to 127

L That is what I amean, yes, sir.
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MR, PORTER: Mr. Campbell.

By MR. CAMPBELL:
i Do you know, Mr. Albright, whether that is what Cities
Service has done?

4 The way that I have outlined it here?

¢ Yes. What I am trying to get at, and I think what iHr.
Hutter is trying to get at, we are trying to determine what you
mean when you say prorata cuts and find out what you have been
doing in connection with your wzllocations. I understood this
morning that your position was the same as Mr. Nutter and Mr.
Kitts outlined it, that you were taking ycur pcol-wide necessary
reductiﬁn and zllocating it among the wells irrespective of their
existing allowzble or productive capacity. Now you say you are
taking that and =zpplying it not tc the pool but each well. Do
you know of your own knowledge which method they are using?

4 1 don't know what method the pipe line is using on a
hypothetical case like this.

¢ Do you know if anyone here with Cities Service knows$

4 I anm sure that Mr. lcGrew would know.

¢ Well, then, what HMr. licGrew testified to is apparently
the manner they are aspplying,is that correct?

K. dA0LL: Yes.

Let me ask you one other guestion with reference to your
statement concerning correlative rights. ©Let'!s assume a situation
which exists, I am sure, all of us will accept that, where Cities
Service 1s connected with a few wells in a pocol and other purchase
are connected with offset wells. Do you feel tnat it protects

correlative rights fcr a single purchaser out of several Yo prorat

U
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or reduce the take from any well, marginal or top allowable, in
a pool without the other wells being reduced to some extent to
protect against drainage?

4 I believe that that would be rignt.

2 In other words, 1f it was applied only to a few wells
to wnich a particular purchaser was connected, it mignt result
in offset wells producing at top allowables, craining the other
operztor, is that correctsy

4 That 1s right.

% Lel me ask you cne other guestion. Is there u Cities
Service Productlon Compeny and a Cities Service FPurchzasing Company

separate companies, or is it all one company? Do you work for

(AN

Cities Service

4 T work for Cities Service (il Company, Delaware.

% Is that the producticn company in New Mexico?

4 We hsve a Cities Service rroduction Company in New Mexico.
We handle their leszses, too.
& VWho cwns tne wells that ir. Hankin referred to in the
Caprock Pool tharef

A Thut 1s Cities Service (il Compzny.

¢ dave you ever calculsated the difference of the effect on
Cities 3ervice (il Coapany's producing wells in New Mexico whether

you use the 80% across the board or give the marginal wells the

Q
4

100% production in reduciag the top allowable?

4 You mean like in the difference in a particular pool?

L Yo, I am referring to applying these two formulas we have
been talking zbout to Cities Service production; if anybody has

mzde zny calculation to the effect it would have on your own pro-
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A 4s far as calculation in total proauction in New Mexico,
we went as far as, say in one pool where we are cutting it now to
30% say in the Caprock where we cut it from 3, to 125 if this was
more or less on across the board reduction, I would presume that
we would be able to reduce that by oniy 40% in April which would,
that wasn't 407, that was reducing purchases to 60% which would
increase the allowsble from those wells from 12 to 24 barrels.

7 In other words, on this basis of an across the board cut
in thet particular pool, you would have top allowable wells gettin
more production than under the other system?

A In that particular pocl we would, yes.

MR. CalMPBELL: That is all.

K. PORTER: 4any other guestions%t

“R. KITTS: Yes, I have one more. I want to be sure I
anderstood your answer to one guestion on direct examination.
DUid you testify that there were a great number of these wells with
tep allcweble where their actuzl productive capacity was not much
greater than, say 40 to 41 barrels?

i I believe there are in the Caprock-Queen Pocl. We haven't
tested those wells in a long period of time. I will repeat my
srevicus testimony that we haven't --

MH. KITTS: Tnat 1s all.
ME. PORTER: any other guestions? The witness may be
excused.

(wWitness excused).

e
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\

called as a witness, having been first duly sworn, testified as
follows:

DIRECT EXAMINAT ION

By ¥R. dQLL:

7 Would you state your name and address, pleaset

A K. E. Adams, Bartlesville, Cklahoma.

¢ By whom are you employed and in what capacity?

A Cities gervice 0il Company as proration engineer.

2 How long have you been employed in that capacity -- can
you remember that Tar back?

A Itfs 22 or 23 years. I have been with Cities Service 25

¢ buring that period of time you have dealt with proration
matters in other States as well as the State of New Mexico?

A In the last 22 or 23 years my duties have all been on
conservation problems.

¢ You are gualified as an engineer in this field%

4 I have been, yes, sir.

. In these numbers of years experience, have you come across
situations where proration has come about, pipeline proration,
purchaser proration?

& We have had nuserous instances of that in the Trapp Field
in Kansas. There was a pipeline bottleneck in 1937, we have had
a number of occasicns in Oklahoma where there has been pipeline
proration.

@ You also have had experience with purchaser proration,

isn't that correct?
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A Yes, sir.

5 Taking your whole experience as a whole, what is your
feeling relative to making up underage from the two top allowable
wells%

4 My department have used kind of a rough figure that the
only amount that can be made up is roughly between 25 and 30
percent of proratable oil in our operations. That is in Oklahoma
and New Mexico and Kansas and Loulsiana and Texas and cother places
where we operate,all underage 1is cancelled.

¢ What 1s your feeling, based on this experience, relative
to now a cut should bs made in the event of proration of any kind%

A4 1 think a cuat should be made across the board, but not to
the extent that a well that is just barely making expenses should
be hurt. I think in New Mexico five or ten barrels, those wells
will lose and make money, there wouldn't be any premature abandon-
ment or anything. In my opinion there would be isolated cases
where they would be hurt to any degree.

. Wnat is your feeling relative to the procedure that should
be follcwed?

4 I think the procedure that Mr. McGrew has followed is the
only one that will properly protect correlative rights.

¥R. HALL: That is all the qguestions we have.

CROSS IEXAMINATION

By MR. PORTEK:

@ ¥r. adams, do you feel that it is fair to reduce the
sllowable say in the Caprock Pool on top allowable wells to only
22 barrels and at the same time reduce the zllowable in the Jalmat

rool on tne top allowable well to 9 barrels or 109
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A Well, I don't know the circumstances of the Jalmat Fool,
but I know overall whenever you have purchaser proration you are
going to have ineguities somewhesre. Any kind of proration results
in certain ineqguities. To me the solution that Cities Service
has recommended has fewer than anything that can possibly be
devised.

¢ Since you are a representative of the production departmen
do you know whether or not Cities 3ervice (0il Company intends to
apply for back allowable for the shortages incurred on top allowab
wells during ipril?

A From the time of April 20th to the end of the month, I can
make this statement: That it will be my recommendation that we do
apply ana put ourselves in the same position as other operators
on a comparable basis, but I don't think it's right.

MR. PORTER: 4Any other questions? lir. Campbell.
By KR. CA4MPBELL:

¥Mr. Adsms, I don't like to labor this point. I am still
not clear on the formula that you are applying. I am willing to
state my understanding; if I am incorrect I would appreciate it
if you would correct me.

4s I understand it, you afe taking or did take prior to
£pril 20th, you calculated in each pool whzat your total take was
on February run per day average, and then you took 60% of that
and that was your reduction for that pocl. Then you divided that
into the number of wells to which you were connected, irrespective
of whether they were marginal, top zllowable, or what they showed
on the schedule or anything else. .am I correct in that?

4 Mr. Campbell, I can't correctly answer that guestion. I

le
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am in the production department and the problem is entirely

divorced from us. Mr., McGrew devised this system of proration and

overall, it seemed very fair and equitable, but exactly the mechan]
of it -- and I have worked enough on these different problems to
know =-- to actually understand them you have to get a pencil in

your hand and work them out yourself. I wouldn't want to answer
your gquestion because I just conscientiously can't --

% (Interrupting) You don't know what it is, but you think
it is gcod, is that it?

A It 1s good to this extent, yes, sir, that it protects
correlative rights as aear as you can propect them when you aren't
going back and pick up excess oil. It is protecting light welis
that might be prematurely abandoned. I can't think of a fairer
method myself.

2 What 1s your position with reference to the effect of
pipeline prorationing in a particular pocl where the company that
is undertaxing the pipeline prorationing is only onc of several
purchasers in the pool?

A Well, there's -~ at the present time I don't know of any
ripeline prorationing. There is purchasers! prorationing.

2 Call it what you may. What is your feeling about the
cituztion where you happen to be, or your purchasing conmpany,
connected through their contract witn the pipeline company with
¢ few wells in the pocl; those wells are offset by top allowable
wells ccnnected to other purchasers?

i I think eventuslly that there would be drainzge between
thcese wells and Texas met that situaticn in the Roundtop Field

in the last hearing by reducing the producing allowable.

| CS
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MR. PORTER: The allowable for all wellst

A The producing days for all the wells in the field.

2 Do you tnink that that effectively protects correlative
rights mcore than the program that you had put into effect?

A VWell, tne purchasing company, I don't see how they cculd
$ossibly put into effect a program that takes the Commission to
¢o under their authority.

< I realize that the Commission will have to take the azction
I an esking you if the Commission saw fit to reduce the sllowable
through eacn pool on sll wells, top sllowable wells, irrespective
cf the pipeline company, do you think thet that would more fully
perhaps protect the correlative rights of sll the operators in
the pocl?

A I do. I think it would do away with migration between
different properties and fully protect them.

MR. CaMPBELL: That is all.

=

. PORTEK: 1Ir. Mankin,
Ly MR. HANZIN:
< . adams, apparently we have arrived at some sort of a
fine line definition here today between pipeline proration and
purchaser proration. The State of New Mexico speaks of pipeline
proration, pericd. There is no such thing as purchaser proration
renticoned., Do you have z fine line of distinction between them?
& To me there isn't even 3z fine line of distinction. 4
pipeline is & transporter of crude oil. 41l he dces is move that
crude through nis facilitiles, just like you get on a train and
take a ride some place, The purchaser is the man that furnishes

1

tnet procuct to go through his lines. To me it is entirely
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divorced and separated.

they get a tzriff on that oil,

That as fer as the pipeline is concerned

the more they run there the better

ol
5
o

off they are, the happier tney are, and with Cities Service 10

we'd be happy if we could run more through there. There is z very

distinct distinction between purchaser and pipeline proration. In

-~

Yansas, as I mentioned a while zgo, we had prorastion back there

that was due to a pipeline bottleneck. That Western Yansas expandgd

rapidly one time and the coast system had one pump system. That wad

pipeline proration, that was all they could get through their
facilities. The purchasers were willing to buy, but the pipeline
couldn®t get it through the bottleneck.

In other words, it is mechanical difficulties

that you

re spewking of, pipeline proraztion --

-
<.

4 (Interrupting) Ves.

., ~- Whereas purcnaser proration, there is some other factcr
involvad?

A Yes, sir.

= are you stating by this that you don't feel that an

emergancy existst

T

4 When a purchaser prorates I certainly think that an emerged

exlsts, when he is not able to take &ll the oi been

wssigned to him, not that he wants, thzt has been off on hics

-

Zou sttempted to give us your thoughts on .t you thoughnt

.
]

¢ @marginal well was. You nade some comments that well should noy

&

N

be lezs tnan five or ten barrels. You are

not cttempting to say

that tne deep wells shoula be on that same classificaticn; you

wre

oy}

top unit standpoint?

a

cy
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For ceep wells it should be greater?t

)

s 1t shoula be mcre than five or ten barrels.

¢ In cther words, the eccnomics goces intc the thing cn your
categorys

4 Yes, 1n my category when 2 well can't be eccnomically
produced it is & marginal well. ‘There it 1s epprcachning the
nzrginal Iimits, that is my ides of a marginal well. It aight
be in some «reas, 1t might ©e one or two barrels. 1In other sreas
it might be one hunarec.

L Lo you feel that in scme other States such as Texas their

merginzl wells cre more realistic than in New Mexicot

A Jell, ¥&s has this marginal well low that is the graduatdd

Texas

derth buasis, starts st 10 barrels st 2,000 feet and then goes on
down, but in my opinion Texas hasn't gone far encugh becsuse that
lzw was devisea long before tney had the deep drilling that they
have zt the present time in Texas, and long before this cffshore
came in.

7 10 to 35 barrels is the rznge there?

4 LY the present time. I think that's -- you can correct
me on tnis -- but I think it is ©,000 feet or 5,000.
% iz, five or six.

vid. WoSTCHR: Zight thoussnd.

b

VR, “alKIws That is z211.
X, FORTER: Tne witness may be excused.

(Witness excused).
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DIRECT EX4MINATION

‘: Std.te you_r Nnaie.

A& Tralpn U. Fitting, Jr.

L Where dc you live%
& Midland, Texszs.

¢ Whst is your profession?

-

4 I am a ccnsulting petroleum engineer and geclogist.

% Have ycu on previous cccesions testified before this
Comnissionst
A Yes.

& 1es.
K. CAMPBELL: Are the witness's gualifications acceptable
to the Commission?
MR, PORTER: Tney are.
¢ Mr. Fitting,. have you been employed by M. 4. Machris in
connection with this hearing?
4 Yesy I have.

& At their request have you made studies of the Townsend-

Wolfcamp 011 Pool in Lesx County, New Mexicc, relative tc the wells

G 45 a result of your investigation, will you state to the
Cominissicn generally the number of wells and the designsticns of
the wells of I, A. lachris situated in that pool that are affectea
by this psrticular heszring¢

A Mr. Mechris owns five wells in the Tounsend-Wolfcamp Field,
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all of which are connected to the Cities Service as purchaser.
It is my understending that these five wells plus one of Wilshire!
are tne only wells in the Townsend Field that are connscted to the
Cities Service, that Citles Service is purchasing the crude. Of
the five Machris wells, two are top zllowable and two are less thal
top allowable. The wells are offset by top allowable wells that
are connected to other pipe lines or to other purchasers.

Ir. Fitting, do you heve any information with respect to
the actual runs from the Machris wells during the month of April?

4 Yes.

2 Vviould you, referring to your nctes, read into the record
the actual runs and would yocu also state the February runs for the
wells, s you relate what tne runs have been for the month of
April eccording to the records of M. 4. Machris?

4 The five wells owned by Mr. Machris are: Well No. 15-2,
auring February the well ran 3960 barrels; the April allcwable
was 4633 barrels, the runs tothe pipeline were 2931 barrels. The
secona well 1s 32-3, this is a less than top allowable well, 2700
barrels -- beg your pardon, the zsctual allowzble during ipril
was 3451 barrels, with the runs 1574 barrels. The next well
is 36-3; during February the runs were 5556 barrels, in Aipril the
uwllowable was 5573 barrels, the runs were 3175.5 barrels. 0On a
two well lease there are wells 32-10 and 42-10, the total allowabl
for these two wells is 11,376 barrels; the actual runs were
4,337.65 barrels. The current status of these wells is that
wells 15-2 and 32-3 are stillAproducing,the storage is practically
full. The last shipment on 15-2 was on April 24thj; 32-3 was on

4pril 18th. The other three wells are currently shut in with

Ur
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storage full. 36-3 was shut in on ipril 23rd, snd 32-10 and 42-1C
were shut in on April 22nd.

¢ Mr. Fitting, nave you made an effort, utilizing those
figures,to construct zny kind of a formula by which those wells
have been cut back in connection with this proraticning?

A Yes, I have. I can see no rhyme or reascn to the actual
runs that were imposed on these wells. They don't seem to follow
any of the formulas we heard testified to earlier.

% Three of the wells are now shut in?%

A That is correcs.

¢ Vhich of the wells are marginal or non-top allowable?

A One of those 1is 32-10.

s How, Mr., Fitting, you stated that the Machris wells were
surrounded by top allowable wells connected to other pipelines,
is that correct? '

A Well, I don't mean that they are completely surrounded
by themj; for example, on the two well lezse on which are the wells
32-10 and 42-10, the lease to the north of both wells are top
allowable wells, the lease to the northeast is also a top allowablyd
well. The leases to the west and south are not top allowable.
Well 15-2, the wells around it are not top allowable.

2 Do you know what the zllowables for those wells are in
relution to the Machris wells?

A Yes, I could give you that. The north offset tc Machris
15-2 is Tidewater 17 Hillburn. It 1s called State "Y" cn the
proration scheaule. It's allowable is 30 barrels a day. The
well to the east of ths Machris well 15-2 is Shell 2-TB. It is

top zllowable. The south offset is Shell Hillburn 3, 118 barrels

b

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




70

a dzy. The west offset is Shell Hillburn 2 which has 67 barrels
a deye

6, Fr. fFitting, in those situations where these prorated or
cut back or shutin wells are offset by top zllowable wells or
wells able to produce =nd producing in excess of the proratead -
wells, is 1t your opinion that that results in drainage?

A Very definitely, yes.

@ And that the greaster the cut back,the greater the length
of time of the shutin while the offset wells are producing at
top allowzble or their full capacity, the greater the drainage?

i Yes, sir.

(Machris' Exhibit No. 1 marked
for identification).

~

¢ r. Fitting, I hand you what has been marked Machris
Exhibit No. 1 and ask you to state generally what that is, and
then we will explzain 1t.

+ 1t 1s a suggested methoa for prorating in a field of the

type of the Townsend-Wolfcamp where one purchaser 1s connected

to cnly 2 few wells and other purchasers are connected to remaining

wells, and one purchaser is limiting his purcnases snd the cther
purchasers are not.
Will you state to the Commission what the taree different
plans sncompass, please?
4 Well, Plan "A" is based on areal indication of zllowable
within = field. sassuming that the zmount of curtailed cil is a

thousand barrels & day cr one-eigntn of the 8,000 barrels normal

zllcwable in the field, that that field be limited to 7,000 barrel

& day aliowable and that 1t be redistributed among the wells in

the field ’T‘hf"f‘7 aof colirse ,can be daone on o "\prnpn‘l’ﬂgo basis hy
s
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just taking zn eighth of the allowable of the field, or twelve
and 2 half percent.

Fian "B" is a suggestion for allocating the entire emergency
cil throughcut the entire ares affected. It assumes that 15,000
barrels a day 1s the =emergency oill and that the zllocation for the
montn of ipril, for example, is 15,000 barrels a day and that
during the month of iiay there is another 15,000 of distress oil
znd thet the actusl zllowable prorated among the producing wells
be limited to 240,000 barrels.

Plan "C" is an extension cf that for an additicnuzl month
there there is no previous month to take into account sna that
only ths distress cil for that cne month be taken into account,
such as 295,000 barrels of allowable be prorated among the producid
wells.

¢ iow, ir. Fittiag, plan "i" as set up here doces not contem-
plate any -- 1t contenmplates reating the marginal wells in the
same muahner you treat the other wells, dces it nct®

L It actually doesn't state that, but that was the original
intent.

% Is there z manner by which the Commission Order i-77-(B)

O
+3

tne approach with reference to the marginzl wells could be
asec in conjunction with Flan "Ai'y

~» 1t certainly could. The entire thousznd barrel cut could
be rlaced on the top allowable wells and all the less than top
allcwzble wells coula remain at their current alliowable.

7 But the effect of it would be that where there is more tha
one purchaser in a pocl you would zvold the discrimination against

the producer who happened to be tied to the purchaser that was
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prorating belcw the normal sllowable, is that correct?

That is qguite correct, yes.

e 223

5 It would simply be & matter to everyone in the pool of
being delayed to some extent in their ultimate recovery, rather thj
belng in any respect drained by other operators in the pool?

4 Which does cccur uander the plan /7-%i, 7/-B.

2 The reascn it occurs under the plan as set up now, as I
understand it from yoar testimony that the wells wnich are being
prorated by particular purchasers are being drained by wells that

are not being prorated by their purchaser

-2

& That is correct,.

7 Is 1t your opinion that any of these plans lena themselves
more satisfactorily to the situation in the Townsend-Wclfcamp fcol
than any of the others®

7 £

4 T imugine bFlan "A"™ is ideally suited to Townsend-Wolfcamp

Fool or for that matter to any other pocl where this same situatioh

exists.
¢ Is it your recommendstion that the Commission consider the

zdditional application of the 100% factor for marginal wells as
is normally done in Stzte-wide prorationing in New lexico?
L Yes, that would be my recommendation.
MR. CAMPBELL: I think thst is zll.
R, PORTEE : any gquestions? FKr. Nutter.

CROSS EXAMINATION

By liR. JUTTER:
. Yes, I dian't get your runs in February on 32-3.
4 I believe I neglected to give that. It was 237%.

5 How about the totazl run for the 32-10 and %2-10%

L[]
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4 That was 11,058,
YR. CAMPBELL: May I asx one more guestiont

REDIRECT EXAMINATION

By M3. CAMPBELL:

¢ hr. Fitting, based upon the information that you have
avallable and assuming that the runs from the mazrginal wells were
on the basis of the reducticn up to the 20th and the 100% from
the 20th through ths 29th, do you have any estimate of the
number of barrels 1ost by Machris during that period?

A According to my calculaticns,the runs should have been --
this is based on 1) razther than 20 days, I didan't know the effecti
date of the change in the order -- on 15-2, 3205 barrels; 32-3,
2100 barrels; 36-3, 2837 barrels; on 32-10 and %2-10, 6906.

Q You have based that on what type of calculation, pricr to
April 1l:th%

i Well, it's nct, it's based on taking 60% of 137 days! runs
and 11 days azt 100% on the marginal wells and 11 days of 30% on
the top allowable wells,

MR. CAMPBELL: That is ail.
I’'R. PORTER: ©r. Holl.
RECRO3S EXAMINATION

By HR. HOLL:

% These wells that you were testifying to, could the size of
the tank battery, size of tanks on the leases, have had anything
to do with the actual runs that were made during the month of
Aprilsy

i I don't think so. There is ample tankage on the lease.

48 1 understand it, 1t 1s the question not of lease storage but of

o
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takes by the purchsaser.
Isn't it customary the pipeline will not run partial tanks,
it will run only full tanks%
&£ I would have toc ask Mr. Stone the size of the tanks, are
they not 5,000 barrel tanks?
MR, STON&: They are thcusand barrel, two thousand barrels
tanks on ezch one of the lesses.
7 Couldn't the fzct that the tank was not full or full make
a difference to the actual runs of the pipeline during that periodf
A It possibly could. I don't see how it could make the
differences we were talking sbout.
MR. HOLL: That is all.
ME. PORTER: Ir. Hankin.
By lai. HaNKIN:
¢ If the wells are shut in due'to full tanks, I guess they
are eligible to run, then, if that is the criterion,that a tank
must be full to be runt
L It certainly wouldn't fall in the partisl tank category.
They have been full, tcc, since about the 23rd ana 22nd of April.
MR, MANKIN: That is all.
MR. PORTER: A4ny further guestions of Mr. Fitting? If you
have nothing further, the witness may be excused.
(Witness excused).
M. PCRTER: Are there other witnesses?
MR. CAMPBELL: We have no witnesses. I would like to make
a stetement.
¥E. PORTER: Anybody else have anything further to say

before the closing statement? Ir. Campbsll.
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ME. CiMPBELL: If the Commission please, first I would
like to make a few remarks about the situation which has existed
in the Townsend-Wolfcamp Pool, -only that that is the only one
with which we are immediately concernedj and first with reference
to the month of ipril, I think the testimony shows that on ipril
the 6th the Commission issued its Order A-77-(4) requiring the
purchaser to purcnase from the wells from which it was purchasing

in the Townsend-Wolfcamp Pool 100% on wells which coula not nake
the top unit allowable. That order was amended and superceded

by the emergency order on April 14th and therefore there was

in effect an emergency order of this Commission from april 6th
through ipril 2%th requiring purchaser tc purchase 100% from

the non-top allowable wells. The testimony has reflected that
until ipril 20th the purchaser did nct comply with either of those
orders. The testimony further shows that since April 20th at
least on the three wells referred to in the Townsend-Wolfcamp
Pool which are now shut in, the purchaser has not complied with
Order A-77-(B). It is guite possible that due to the fact that
-most of that production is lost from marginal wells, that there
is nc¢ remedy which the Commission can give'fo Machris for the
failure of the purchaser to comply with the Commission's order;
but certainly the Commission, it seems to me, is obligated to
rrotect the correlative rights of producers in that pool and
perhzps the other ones with which I am not acguainted commencing
today, the expiration date of the order L-77-(B). Due to the
peculiar circumstances in the Townsend-Wolfcamp Pool which as

the evidence discloses indiczte that thils particular purcnaser is

acquiring oil from only a very few of the wells and that there are
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other purchasers in the pool, merely the granting of za full pro-
duction to the margirel wells axd taking the cut from the tog
allowable wellis doesrn't fully proctect the correlative rights,
because you have furtner proclems between those whe are being
proratea and thcse who are being prorated under the normal State-
wide preoration scheaule.

So it cccurs to us that pernaps in zdditicon to protecting
the correlazative rights of the owners of marginal wells zna prevent]
waste which might occur through gremature sbandonment and granting
to the morginul wells a full allowzble, as is done under our nornaj
procedures, that the Commissicn should in addition to that regquire
21l top unit allowable wells in a particular Fool to be prorated
during these pericds of distress oil, on the same busis, sc that
drzingge will not occar between those who happen teo be fortunate
encugh to be tied to = line that is not then in distress, and thos
who happen to be unfortunzte enough to be tied to a line wherethe
purchasing company 1is in some difficulty market-wise. That woula
certzinly protect tns correlaztive rignts auring the distress
perica rna would nct deprive anyboay ot their fair shsre of the
0il in the reservolr. It might postpone it for a period of time,
but certuiniy 1t would not crezte uncompensated drzinage.

Should the Commiczsion see fit to issue s new order ot some
sort effective 1lmmediztely, we wouald certainly like tc urgently
regdest the Commissicn to do everything they can in cooperation
witn the rurchuser, or otherwise to see that tnat order is compliec
with, beccuse cnce this proauction from murginal wells 1s lost,
it is lost forever. There isn'™ even the opportunity,ss remote

-
}

45 taesy ssem te think 1t way be,tc meke up that lost oil as has

Lng
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been done here in Hew lKexico in the pzust in the 3tuncliand case.

We are here to ask this Ceommission, in zddition to its perforn
ing its duty of preventing waste, tc protect our correlative rightg
beth for tnose marginal wells which have lost considerable pro-
duction and stand to lose considerable production in the future,

znd to cur tcp unit sllicwable wells which are being drained by
cffset production whicn is not being precrsted upon the same basis.,
We fzz2l tnat o consideration of these plans offered with a
possible modification suggested on Plan "A"™ to allow full productio
from marginal wells weuid fully protect correlative rights of all
the operator:z in the Pool because tomorrcw this may be happening

to the offset operator: who zre now in the fortunate position of

nct belng cut back or shut in because of the purchaser's prcblem

iE. PCRTER: Anybody else have & statement? ir. Hinkle.
#n. JINKLE: If the Conamission please, Clarence Hinkle,

appearing on b

[

half of Cities Service 0il Company. I might say
at the outset that the Cities 3ervice 01l Company are anxlious to

cooperate with the Commnission in every way possitle. We ure not

o
ry

e becsuse we don't want to comply with the corder cf the Commissi
but we are here because we think that the emergency crder of the
Commission in this case 1s contrary to the conservation laws in
Hew ilexicc.

I am sure that the Commissicn wants to be fair and it has in
the past been fair tc the industry in every respect. 4t the same
time, I know that the Commission alsc wants to comply with the
laws of tne State. I know that this Commission wouldn't willingly

undertake to issue &n crder which was in direct violation of tne

13

on,
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laws of this 3tate, thne conservation laws particularly, cr in
probable vicleticn cf its cwn rules and regulations.

I think that the Commilssicn ought to adovt = policy of being
very carzfal in the orders which it issues, to see that it doesn't
put = company or purchaser in the position of teing in jeopardy
of being penalized for compliance with the order c¢f the Commission
for probebly violation of 4 law of this State.

gur pcsition is simply that we have @ common purcheaser zct

nere in tne State, whether we like it or not, it is on the books.

Whether we agree with it or not, I think it 1s the first duty of tj

Commission and the duty of all concerned to see that that law 1s
complied with. I am not goilng to read all the provisions of the
Common rurchaser ict because I am sure that you are all familiar
with it, which requires all purchasers to purchase ratably, but
it does ceontain this provisicn. "If any common purchaser shall
not have need for sil such cil lawfully produced within the field
or 1f for any reason it shall be unable to purchase any such oil,
then it shall purchase from eacn producer in the field ratably,
taking @nd parchasing the same guantity of oil from each well,

to the extent that ezch weli 1s capable of prcducing its ratable
portion.”

WJhether we like the provision or not, it is the law of the
State and I don't think anyone here can contend otherwise. I
thinx zlsc that the litersl interpretztion of the .ct and the
interpretation that should be followed and the right interpretatiof
is that means ratable taking at the time the oil is produceda. It
doesn't mean that you can defer that time and adjust it by specu-

lation that these bacx allowables are going to be mede up in some

1=
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wsay, because the testimony here shows that they are probably not
golng to be made up. It means that you have got to take that
cil ratebly at tne time it 1s produced. That is it.

liow your own regu:ation 802 provides practically the same
wording zs the Act itself. Then the Commission has gone a little
bit farther than the ict itself in providing that where there are
marginal weils involved, which is Rule 802-C, that in order to
precluce the premature zbandcnment of wells, that you can require
that tne purchaser taze at least ten barrels from all wells which
are capable of making tnat amcunt. I think perhaps that the
Commission could go a little further and adjust tha to tske into
consideration the deep well proportional factor in fixing a minimu
allowable; but I don't think that the Commission can adopt a rule
which is a definition of a merginzl well which is a flexible
thing, whicn is not rzalistic at all. I think the adoption of tha
kina of rule and the issuing of this order and following it is in
violation cf the act itvself, the Ratable Take Act. 4is you know,
the retable rurchasing ict provides a very severe penalty for
anyone wino falls to comply witn it. 1In fact, it can be a felony
and it can amount to a thousand dollars a day fine for anyone who
fails to comply with it. So that is the reason we are here today,
not because we want to buck the Commission or not do what's right,
but we don't wént an order putting us in jeorardy of being in
violaticn of the Ratable Take provisions of the Conservation .ct.
I think the Commissionaugit to think twice and consider carefully
the issuance of any order that might put any purchaser in violatio
of that ict. Fortaanately, there's an easy way out of this whole

tning for the Commission, in that the Cities Service has been able
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through tneir efforts as z predicticn for this next month to make
deals sc that there will be only a 20% reduction in their take,
which isn't going tc hurt znybody tcc much. I think the safest
thing for the Commissicn to do 1s to 1ssue z new order providing
for compliance with yoar Rules 802 ana 802-C so that they would
take ratably with ample protection for what is & realistic defini-
ticn ¢f a marginal well. That woulan't hurt cnybody, it wouldn't
put the CTities Service Company 1n jeopardy. It would be harmonizil
this whole situation. You woula be complying with your own rales.
You would put the Cities Service in the position where they could
comply with tne order without being put in Jeoparay of being subje
to o penalty under the provisions of the Ratable Take Act.

K. FORTEK: Any further statements®

¥R, CAMPBELL: I &ssume that my comments will be construed

by tne Commission and I want them to be construed «s

W

reguest
that in any new order the Commission may issue, that 1t incorporat
a rzducticn on all wells within the pool egually, tc avoid what I
brougnt up ws discrimination agsinst operators tied to Cities
service,

MEk. PORTER: A4ire you speaking of all wells in the Pool?

“R. CaMpBELL: Yes, I am speaking of all wells. Iy regues
was that if the Commission sees fit to continue their policy of
trying tc vrotect the marginal wells and allow tnem full productiof
that the cllowable reduaction on top wells be taken from all top
wells 1in the Pcol anc simply treated as a reduced market demand to
that extent; but in zny event, if the Commission decides not to go
along in taking 100% of maerginal wells and prorate them, and then

we woula like to ask that sll wells be prorated on the same basis,

Tt
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ratner then just a few wells that would be connected to Cities

¥R. NUTTER: Would that zpply to all Pools in which Cities
service has connections?

MR, CulPBELL: I don't know, in a Pool where Citles Servic
ls @ predcminant purcnaser, I think it woula be fair as z general
propositionycertainiy 1f they are the conly purchaser it isn't any
problem particularly, because there is not any discrimination,
but where there is mcre than one purchzser I think it is the
reasonable approach ena fair approszsch. ,

k. PORTER: 4nyone =lse? HMr, Kitts.

M. EITTS: I have a shert statement. I want to make
this stutewent on behalf of the Commission staff merely to put
us on recora, particularly in view of the closing statement of
Cities Service.

e Teel that this 1s & case, as is often the situation, where
in locking at cone provision of our Statutes ycu will find one
section whicn reguires or indicates that one procedure should be
Jollicwed, und another section which is often inconsistent with
that. Ve zre minafur of the ratable take provision both in our
otatute 2ad in our Rules. At the same time, we must construe that
in connection, 1t has been our feeling thst we must construe that
ratatle take provision with 6-5, which provides in essence . that
any rule, regulation, or order of the Commission shall,sc far as
it is practiceble to ao so, zfford to the owner, each owner, an
opportunity to producz his just and eguitable shere of thes oil and
gas; 1n order words, the correlative rights provision found in the

5tatute, or tne maln one,
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I just wanted to mention thut to indicste, I believe this is
« casc where to do jastice to each operator, to afford him the
opportunity tc recover or eventuslly recover his just share of thne
reservcir energy, certain steps ought or shoald be taken. 1In this
particular instance it is possible that it conflicts with Rule
002=C of cur rules ana the ccmparable section of tne Statute.,
In making its final order, I am sure that the Commission will
endeavor to both protsct correlative rights znd to fecllow what
appears to be the mandate of other portions of the Statute. That
will be cur Jcb. It nay be & difficult one.

tF. PORTER: Anything else? The case will be tsaken under
advisement.
The nearing is dismissec.
X % X X %

STATE OF WEw 1IEXICO
COUMdTY CF BERILLILLO

I, 4Da DUARWLEY, Court Leporter, do hereby certify tnot the
fcregoing ana attached transeript of proceedings bzfore the 0il
Conserveticn Commission in Santa Fe, HNew Mexico, on jpril 30, 1 .5¢
1s a true and correct record of szid proceedings to the best of amy
knowledge, skill snd ability.

Witness my nand .nd seal this 10th dzy of May, 195C.

At ) oI

Notary Public - Court orter

Wy commlssicn exuires

Jaae 19, 1959,
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