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Before the
0IL CONSERVATION COMMISSION
Sants Fs, New Mexico
June 1%, 1956

IN THE MATTER OF:

Application of the 0il Conservation Commission
upon 1ts own motion to consider aevidence per-
talning tc the exception tc or the teamporary
suspension of the rules of over production and
under production in all prorated gas pools in
Lea County, New Mexico. Applicunt, in the
above~gtyled cause, as a result of applica-
tions from Permian Basin Plpelins Company and
Southern Union Gzs Company will recelve esvidence
pertalning to the exception to or temporary sus-
pension of Rules 7 and 10 of the Speclal Rules
and Regulstionsz for the Jalmat and Bumont Gas
Pools as set forth im Order RK--520 and Rules 3
and 10 of the Special Rules and Regulations for
the Tubb, Byers-Queen and Justls Gas Pools a3
set forth in Order R-586 and Rules 13 and 1% cf
the Specisl Rules and Regulations for the
Blinebry Gas Pocl as set forth in Order R-610
s¢ far as sald rules pertain to over production
and under production in all prorated gas pools
in Laa County, New Mexico.

No. 1082
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BEFORE:
Honorable John F. Simms
Mr. E. 5. (Johnny) Walker
Mr, A, L. Porter

IBANSCRIPT OF HEARING
MR. PORTER: The meeting will come $o order, pleuse. The
next case on the docket is 1082. Mr. Gurley, would yoa read the
case?
MR. GURLEY: Appiication of the 0il Conservation Commission

upcn its own amotion to conslder svidence pertaining to the excep-

s

tion to or the teamporary suspension of the rules of over productior

and under production in all prorated gas pools in Lea County, New
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Mexico.

MR. PORTER: How many witnesses do we have 1ln this case?

MR, KELLAHIN: If the Commission please, Jeson Kellahin,
representing Permian Basin Pipeline Company. We will have two
witnesses.

MR, GREINER: We will have one on behalf of Southern Union
Gas Company.

MR. PORTER: Mr, Kellanin, would you proceed?

MR, KELLAHIN: Before we proceed, I would like to maks
a brief statement if I may.

This is a hearing called upon the applicaticn of the
Commission on its own motion to conslder svidence in coaneetion
with temporary suspensiocn of the rules pertaining tc ovarproductio?
and underproduction in the various Lea County Gas Pools.

The Commission's action resulted from applications for
temporary exceptions that had sreviously been filed by Permian
Basin Pipeline Company and Southern Union Gas Company. While the
call of the hearing is, we feel, sufficiently broad for the Com~
mission to consider any matters pertalning to the granting of
exceptions to or temporary suspension of the rules relating to
over and under production in all of the varicus pools, Permian
Basint's application applied only to the guestion of un exception
te or temporary suspension of the cancellation of underproduction
in the pools in which 1t has connecticns.

These pools, and the rule governing underproduction with
which Permian i3 prepared to present testimony include Rule 9 of
Orders Nos. E~520 and E-586, covering the Jalmat, Eumont, and

Tubd pools, znd Rule 13 of Order No, R~610Q covering the Blinsbry
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Gas Fool. Any testimony we have to offer wlll necessarily be
limited tc those pools, as they are the only ones in which Permian
Basin Pipeline Company has connections. Farther, our testiamony
will be limited to the guestion of suspension of the cancellation
of underproduction, since that is the prohlem with which Permian
Basin Pipeline Company 1s presently fuced.

While 1t 1s true that gas prorationing has been in sffect
since January 1, 1954, the problem with which Permian Basin Pipelisde
Company 13 of recent origin, We are prepared to show that Permian
has taken, and is taking all poasible messures to correct the
situation in which it now finds itself, and to protect those pro-
ducers to whose wells Permian Basin Pipeline Company is connected.
Steps are now being taken, which, we feel, will enable Permian
to take the full allowable assigned to its coanections and to make
up the underproduction which has accumulated during recent months,
wWithout an exception to suspension of the rules pertaining to ths
cancellaticn of this underproduction, however, these steps will
only partly remedy the situation that has arisen.

The situation to which vwe are referring, briefly, is this:
The wells to which Permian is connected currently have sn accumu~
lated underproductioﬁ of approximately 1C million MCF. The letter
of the commission rules would rsquire cancellation of a very large
part of this accumulated underproduction, as of July 1, 1996,

The evidence will show just how this situation came about,
what steps have been taken and what steps are nhow belag taken to
correct it, and that we have a need for this gas t¢ fulfill asrket
requirements.

Under the cull of the hearing in this case, we feel that
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the Commission can relieve the situation la either cne of two wayst
Either grant to Permian an exception to the rules involved, or
grant s temporary suspensiocn of the rules, which would apply to
all operators within the pools covered by the notlce in this case,
It 1s clearly within the power of the Commission, in our opinion,
to grant the relief reguested.

The evidence to be offered, we feel, will show that some
ralief is necessary, and apprcpriate, and the granting of such
relief will best serve the purposes of the conservatlon statutes
of the State of Rew Mexico.

We will have two witnesses. I would like to call Mr.

Rex Fowler, pleuse.
REX D. EQYLER
called as s witness, having been first duly sworn, testified as

follows:

DIRECT EXAMIRATION
By MR. KELLAHIN:
Will you stute your name, please?
Rax D. Fowlar.
By whom are you employed, Mr. Fowler?
Permian Baszin Pipeline Company.
what is your position with the Permian Basin Pipeline Company?

I am manager of gas purchase operations.

O oOH > O P> O

Mr. Powlier, in connection with your position, what are youp
duties and responsibilities?

A 1'd say that my principsl duties were the administration
of our gas purchase contracts. Included within that, of course,

1s the supervision over making nominations to the Commission and
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the allocatlon of gas to our sources of supply and to individual
wells within those sources of supply.

N ¥hat experience have you had in connecticn with that type
of works

A Well, T was employed by Northern Natural Gas Coampany on
sugust 3, 1937, some 18 or 1) years ago. I have been continuously
employed by Northern since that date. 4All of that time in the
Gas Supply Department, and zll of that time my work has been
concerned with preration and allceation of gas requirements in
accordance with contracts and in accordance with State rules, regud
lations, and orders.

¢ dave you previously appeared before this Commission and
yualified as an expert witness, Mr. Fowler?

A T havse.

MR. XELLAHIN: Are the witness's qualifications acceptuble
to ths Commission?
MR. PORTER: They are.

2 Mr. Fowler, are you familiar with the application which
Permion Busin filed, which resulted in the Commission's calling
of Case 10827

a Yes, I am familisr with it.

Q You are familiar with the call of the hearing in Cuse 1082,
are you?

A Yes, sir.

Q W¥What are Permian Basin Plpeline Company's operations, Mr.
Powler? Could you describe theam briefly?

A Permian Basin Pipeline Company ls engaged in the purchase,

gathering, compression, processing, transmission and sale of n&tur@l
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gas. Our gas supply originates in West Texas znd Southeast

New Maxico., In West Texas we purchsase gas from the Puckett

Field in Pecos County, from the >rriberry Trend area and froam one
well in the Holmun Pileld in Gaines County, Texas. In New Mexico,
in lLea County, we purchuase gas from Skelly 0il Company's Lovington
Gasoline Plant in & relatively small volume, it runs around three
and & half million a dey curreatly. That gas is delivered latc
our systam at u point downstream from or‘north of our Hobbs
processing and compressor plant., The balance of the gas purchased
by Permisn in Lea County is necessarily processad through our
Hobbs plant. That gas originates from several pools in Lea
County; namely, the Eumont, Jalmat, Bilnebry, and Tubb. The

vast majority of our Hobbs plant gas is purchased from those four
pools. In addition, we do purchase some relatively minor amounts
from gas wells in oil pools from unprorated wells and from Skelly
011 Company again at thelr Bunice plant.

¢ You have referrsd tc your Hobbs plant znd some other
connections, Mr. Fowler. Could yor describe brlefly the pipeline
operatad by Permlian Basln?

A Wrll, as one leg of the systeam originates in West Texas
and Pecos County and terminates in Yoakum County, Texas, nesr El
Paso Natural Gas Company's Plains station. The other leg of the
system originates in Lea County and alsc terminates near El Pasco's
Plains station. All gas handled by Permian is delivered intc El
Paso's facilities at the Plalns station.

Q In addition tc the gas whiech you have described handled
by Permian, do you purchase any residue gas in Lea County?

A Vell, the small volume that I mentioned we purchased from
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Skelly's Eunice plant 1s resldue. Well, alsc the Lovington Flant
gas 1s residue.

¢ How ls this Les County gas handled by Pesrmiany

# All Lea Ccunty gas, other than this Skelly Lovington Plant
gas,1s gatherad by Permian in one common gathering system and de-
livered to Permian’s Hobbs Plant where ‘t 1s processed for gasoll
axtruction, dehydration, and desulphurizaticn, and is also com=-
pressed at that point.

Q3 VWhere does it go froam there?

4 It 1is dslivered on then to 2 point on Bl Paso's system
near £l Paso's Plains Compressor Statlon where it is delivered
into El Paso's facilities,

¢ Now what happens to the gas aftsr 1% reaches the Pislins?

A It is handled by El Pagcj El Paso doesy, however, dellver tg
Rorthern Raturil CGas Company an equivalent volume zat a peoint in
Moore County, Texas, near El Paso's Dumas Plant.

Q@ Then, in effect, am I correct that it resulis in an equal
exchange of gss to twe differant points?

A Thut is right.

Q To vhat line does it go in Dumas?

A Intc the systea of Northern RNatural Gas Compeny and
Northern carries it on intoc its market ares,

Q@ Are you famillar with the history of gss prorationing in
Hew Mexico?

A Yes, sir, I belleve I am.

Q To your knowledge, has there ever heen any caacellatlon
of overproduction or shut-in of wells on account of overproduction

at the end of a balancing periocd?
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A Well, there have been thros dates passed, when,under the
letter of the Ccmmission's proraticn crders, cancellatlon of under-
ages or shut-ins because of cverproductlion would have been called
for., The end result has been that no cancellatlion has occurred
and no wells have been shat-in for cvsrpreduction., However, I
might point out that ca tis first of these balancing dates, which
was January 1, 1955, some underages wers actually cancelled but
reinstated within the next amcnth or so.

Q Do you know when prorationing started in southeastern
New Mexlco?

A It was made effective in January, 19554,

¢ ¥hen did Permian Basin Pipeline Company start cperations
in scuthesstern New Mexico?

A Actuully started teking gas very late in 1753.

Q As a result of prorationing in scutheastern New Mexico,
have any problems srisen affacting Permian Bzsin Pipeline Company?

A Yes, 1'¢ say there hud been.

§ Have you prapéred an exhibit, Mr. Powler, which will
indicate to the Commission just what those problaems are?

A Yes, sir, I have.

MR. KELLARIN: I ask that s five-page document be marked
48 Permian's Exhlbit Ro. 1.
(Permian Basin Pipeline Company's
Exhibit No. 1 amarked for identi-
ficatlon).
¢ Referring to the five-puge document marked for identlfica-
tion as Permian's Exhibit ¥o, 1, would you state, Mr. Fowler, what
that 1s7
A Yas, PExhihit Ho, 1 i3 & tubuiation of statistical inforama-
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tion regsrding proration matters in the four prorated gas pools
in Lea County, New Mexicc, The data shown therecn is confined to
walls connected to Permlants gathering system. Thsze four pools
are the Eumont, Jalmat, Blinebry, and Tubb. All gas purchased by
Permian in Lea County which is: subject to gas proration originates
from gas wells located in these four pools.

The exhibit covers by months the period of time from the
effective date of proration on January 1, 1954, through May, 1956,
the most recent month for which mformation is available. The
exhibit consists ¢f five sheets. The first sheet is a sumaary of
information for all four pools. The remaining four sheets cover
each of the four pools separately. The figure shown opposite
each month under each column on the summary sheet was determined
by adding together similar informaticn for each of the four pools.
The date shown on this exhibit was taken from the monthly gas
rroration schedules issued by the Hew Mexico 011 Conservatlion
Commisslan.

§ Was this exhlbit prepared by you or under your directicn
and supervision?

A It was.

¢ Does the exhibit reflect only informaticn affecting Permian
Basin Pipeline Company's connections?

A That i3 right. It is s summatlon of informstlion for wells
connected to Permian Besin Pipelins Company.

) Referring to the first page of the exhibit, Mr. Fowlar,
the first column there shows number of connected wells. Does that
reflect any change which would affect your situation at the present
tine?
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A Yss. I would iike to point out thut in the {irst month of
proration, widcn by the way almost cojncided with the time that
Permian started to ruu gas, we had 46 wells conascted to our
system. By the end of Decesber of that year, the number hud in-
creased to 167, or cn increase durlng the year of 12l wells.

By tae end of 1955, the number had accumulated to 248, an increase
of 81 wells during 1955. At the end of May, Peralan had 267
wells coanected, 223 more than we had im January of 1754,

¢ Referring tc the second column, I notics the first item you
had 46 wells connscted and it showed thirty alne aud a half 160~
acre units., What does that indicate?

A Well, that indlcates that st least & nuamber of the wells
held less than a 160-acre unit.

q¢ Is that fact significant in fixing the allowable?

A Yes, sir. Gas is prorated on straight screagej therefore,
s«llowables are directly proportional to the number of units.

¢ In comparison with the number ¢f welils connected, has there

been any significant change in the number of 160~acre units connec

4

ted?

A Yes, there hes been even a greater increase in the number
of 160=acre units. You will note in Jamary of 1%5%, the comparispn
18 46 agulnst 37 and & half. That 1s the number of 160-acre units
were less thau the number of wells., Moving clear to the end of
the period covered by the exhibit, the end of May, 1356, although
we had 26, wells connected, the nuamber of units was 301.9, scae
31 or 2 units grester then the number of wells.

Q Rerarring to the column eited as "Nominations and Current

idlowablest, what does that indicste?
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A Well, the noamination columns reflect the nominations
actully mede by Peramian Basin Pipeline Company to this Ccamission.
They wre advance estimutes of our, Permian's requireaments from
tha four pools involved. The curreat allowable colusn represeats
the sllowables actually assigned to wells connected to Permian
in these same four pools,

¢ Vhat does the production figures show in relation to that?

4 Well, the production figures are the actual production by
11l wells connected to our system. You will note that for the yean
1954, current allowables and production were substantlially equal,
whereas in 1755, the current allowables greatly exceeded both our
nominztions and prcduction. The same sitaation is true to a lesser
degree in the five-month periocd in 1756. Grand totuls, of course,
indicate the same direction of difference.

§ Now referring to the last column on the exhibit,Mr. Fowler
what does that show?

A The final cclumn represents the cumulstive status of all
wells connected to Parmiun taken as a singie unit, and you'will
note thut we, in the early days of proration, we overprcducedj
with the exception of two menths in 1954+, we were overproduced
continuously. The overproduction continued through April of 19595,
after which a modest amount of underproduction prevalled through
July of 1955. 1In August of 1955, the underproduction increased
substantially and rapidly thereafter, gt least until the end of
1955, and by the end of May, 1956, had increased somewhat more.

Q During just what pericd of time would you say that Permian
Basin's problem of undarproduction becasme acute?

A puring the last half of 1955, I would say, comamencing in
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August.

Q What is the present situation, Mr. Fowler, as compared to
the increase you experienced from August to Deceamber of '55¢

A Well, although it has increased from December of '55, from
8.4 billion to some 10.4 billion by the end of May of *56, the ratj
of increase has been arrested, I belleve.

2 Does that indicate then that Permian has taken steps to
handle the gas avallable through the allowsbles assigned to thea?

A Well, we have operated our plant at its maximum capacity.

Q Now, referring to the sheets attached to the exhibit, what
are they?

A The four sheets attsched to the suamary show ths same type
of information as 1s shown cn the summary, except that it is
sepurated by pcols. The same general pattern is shown for each
pocl as is shown on the summary. By that I mean we were cver-
produced during the early psrt of proration and more recently have
bean anderproduced in each of the pools.

Q Now, referring agein to the first page of the exhibit,Mr.
Fowler, why are the allowables substantially different from the
ncminations made by Permian?

A Well, when a pipeline company 1s taking gas froam s prorated
pool where other companies are alac taking gas, it necessarily
follows that each pipeline compuny's cperation is influenced by
the operations of the others. Now allowables are determined by
this Commission by summating the nominations for uall companies,
and after adjusting those nominations for differsncesz between
previous months' nominations and runs and the remainder 1s spread

to all wells in the field. If another pipeline company, or several
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other pipeline companies other than Permiun have a requireament
for gas thut is greater per unit than Permian's requirements, then
Permian'®s allowables are naturally higher than its nominations.

3 You testified earlier, Mr. Fowler, that you wele familiar
with the application which Permian filed which resulted in this
present casey

A Yas, sir.

Q Whuat was the purpose of that application?

A The purpose of the application was to ask this Commission
to grant Permian some additional time within which to make up the
subgtantial underproduction ncw existing on ocur system. We have
requasted that the normal cancellation date of July 1, 1956 be
suspended until July 1, 1957.

Q As an alternative to that, would you say that Permian's
situation could be handled by an exception to the rule?

4 Yes.

Q In the event the Comamlsslon saw fit to grant either an
exception or a suspension of the rule, what azsurance do you have
that Permian Basin Pipeline Company would be able to handle the
anderproduction in addition to its current allowable?

A Permian has two or three things under consideration. First

of all, Permian is now enguged in enlarging its facilitlies at its
Hobbs Plant, the desulphurizaticn, dehydration, and gasoline
extraction plants are now being enlarged. Contracts have been
let for the construction of those facllitles, We expeet them to
be in operation about December 31, 1956. The lncrease we are
building will be about a thirty-three and a third percent increasd.
The present processing capacity of that plant is 165 million cubic
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feet per duy. The proposed capacity is 220 million cublc feet
per day.

Q Now, will this increased capacity in your opinion enable
you to run the undersges in addition to your current allowables
by July, 19577

A We hope that it will., In the event it appears that it
will not, owr company has under consideration the construction of
additional facilities at Hobbs.

Also, representatives of Permian Basin Pipsline Company
have had and expect to have more discussions with El Paso Ratural
Gas Company and Southern Union, the end result of which may be
that some of Permian's gss will be delivered to those other compani
to the end that underproduction and overproduction may be brought
more nearly into balance,

¢ Are you physically equipped to handle an arrangement of
that type with El Paso Nstural Gas Company?

A 1 believe we are. W¥We have a connection with El Paso near

their Flains Station to which I previously referred. Perhaps otheg

connections could be arranged.

Q@ In your opinion, will the granting of an exception to or
suspension of the rule result in protection of correlative rights?

A Yes, I bellew it will.

Q Serve the bast interest of conservation?

A That 1s right,

Q Now, Mr, Fowler, this hearing has been called by the
Commission to consider both overproduction and underpreduction;
how do you feel about the yusstion of overproductlion?

A If this Commission should see fit to grant Psermian the

CEN
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right to curry forward and produce its underproduction between
July 1, 1956, and July 1, 1957, and i1f there are other companies
who find themselves in an overproduced position and have need of
an exception or sz suspension of the shut-in provisions of the basid
orders, and they do not have other gas available tc them by means
of which they could cut back their overproduction in Lea County,
then it seems logical to me that an exception should be granted on
the overproduction side comparable to the exception on the under-
production side.
Q¢ Permlan Besin at this time does not have that fault?
A Ve certainly do not,
MR. KELLAHIN: That is all the guestions we have.
MR. PORTER: Anyone have a question of the witness?
MR. KELLAHIN: Before we go into that, I would like to
cffer in evidence Permian's Exhiblt No. 1.
MR. PORTER: Any objection to the admission of the exhibit
It will be admitted. Any questions of the witness? Mr. Utg.
GROSS EXAMINATION
By MR. HIZ:
Q Mr. Powler, you are not recommending a suspension of Rule
10, Order R-520, are you, or are you not? I kind of misunderstood
your last bit of testimony there.
A Do 1 understand that Rule 10 applies to overproduction?
§ That 1s correct.

A I would say that I had no objeetion to it if it is needed,

as I previously suggested, we don't have an overproduction probleq.

Q But other people may have?
A They may have,.
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¢ Do you think that there should be any celling on individual
well overproductiont In other words, the present ceiling 1s six
times the current sliowable; do you feel that any wells should be
allowed Lo overproduce in excess of that amount?

A Mr. Utz, I haven't givan that problem any study.

¢ WVell, if youm did, you could foresseably have wells that
would be z0 far overproduced that they would have io be shut in;
is that a reasonable assumption?

4 Yes, I presume that is a reasonuble assumption, if the
othzr compznies have that lurge a requireaent for gas. How, I
don't have any specific recommendation on the thing. It would
seen loglcal that some sort of a celling aight be put on.

MR, UrZ: That is all I have.
MR, PORTER: Anyone else have a guestion of Mr, Fowler?
The witness may he excused.
(Witness excused),
Call the next witness, plesase.
G. E. BT AdLs
caulled as a witness, having been first duly swora, testifled as

followss

RIEECT EXAMINAZION

By MB. NillLaBlN:
g Will you stats your name, please?

A G. E. Stahl.
¢ By whom are you eaployedy

e

Permian Busin Pipeline Compuny.

What is your addreszs?

«:

A Omaha, Nebraska.
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{ What 1s your position with Permian Basin Pipeiine Company?

A I am manager of new gas purchases for the coapany. I am
manager of purchase opsrstions,

% Ia connection with that position, what are your datias
and reaponsibilities?

A V¥Yell, as maznager of gas purchases for Peraisn Basin Pipeliﬂs

Company, :ay primary attention 1s devoted to sollcitation and nego-
tiations of gas purchasing coatraets with the producing segment
of the natural gas industry. In addition, I sa chuirman of the
Gas Supply Cocrdinating Committee of our company, which coordintes
the activities of our marketing operation, coastruction and supply
afforts of the compnay.

¢ How long hsve you bean in this type of worky

A I have been with Northern and Permian, with Permian since
its inception snd Rorthern flve years.

Q¢ Dec you have any educaticnal background or experioncs in
this line of work?y

A Yes, sir. Ia 1744 I commenced ay university education,
which was interrupted by military service, and I szerved two years
in the United States Navy., After discharge from the service, I
returned to collsge, where in 1948 I received a2 Bachelor of
Sclence degree in Civil Engineering. My engineering education
was Obtxined at the University of Wisconsin and Nebraska, and my
degree wa:s granted by the University of Nebraska. In Juns of
1351 I obtained an L.L.B. degree¢ from the University cf Nebrasks
and was adamitted toc the practice of lav before the Federal and
Nabrask: state Courts,

During the pericd of time prior to June, 1951, I held the
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positions of fiald engineer and subsegueatly chief field engineer
for Johnson Construction Company, Ine. I alsc practiced as a
consulting enginear in structural design, civil engineer in related
fislds,

In July, 1951, I joined the legsl department of Northern
as sn attorney and was assigned principally tc Peramizn Basin Pipeli
Compuny, with speclal emphasls on the gas supply und gss sapply
phases of the compsny's activities. BEurly in 1953 I Jolned Mr.
John .lanley , viee-president of peramian in cherge of gas supply,
as a staff asslstant assigned ic gas conlract matters.

I subsequently was named mansger of gas matters [or Xorthen
and Permian, which position I now hold. I am a member of the
Mid~Continent Gas Assoclatlon; the ¥ew Mexico 011 und Gas Associa-~
tion, the Independent Ratural Gas Association, the American Gas
and Americuan Institutso of Mining and Metallurgiecal Engineering.

I have previocusly testified defore the Federal Pover Commission
and this State Comaission,

MR. KELLAHINt Are ths witness's quelificatlons acceptable
to the Commlssion?

KR. PORTER: Any objlection to his gualificztion? They
ars.

Q Mr. 3tahl,in connectlicn with your work, have you had any-
thing tc de that 1s conceraned with the prorationing of gas?

A Yes, sir. at the time that Permian Basin Plpellne Company
becane a reality, I was assigned tc supervise, with respect to
proration in lea County, and uctively participated from the
incepticn of the Commission's hearings on proration as both

counsel and witneas.

ne

n
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§ Wculd you explain briefly the operation of Northern
Natural Gas Company and Permian Basin Plpellne Coampany's system?

4 Yes, sir. We consider that it 1s integrated operation;
starting at the south end of the system, Permian gathers gas, as
Mr. Powler described in hils testimony. That gas is then scld to
Northern Natural Gas Compeny, who in turn through a lease arrange-
ment with Z1 Paso Natural Gas Company, which incidentally has 33
years left to run, trades out gas with El Paso so that the gas
that Permian delivers to Northern 1s glven to El Paso at the
south end of the El Puso Dumas line, which is spproximately 200
miles south of the point where El Pasc returns the gas tc Northern,
Northern then takes'the gas from Permlian and other gas which
Northern purchases in Texas, Oklahoma and Xansas, and moves it
north into Northern's market areas.

2 1Is Permian s natural gas company within the meaning of the
terms of the natural gas act?

A I have teen so advised by ay counsel, yes, sir,

Q What type of market is Permian gas sold to and where is
it consumed?

A Permlan gas is sold in market territory known as the
Northern Plalns area, consisting of the State of North Dakota,
South Dakota, Webrasks, Minnesota, Wiseconsin, Iowa, and a portion
of Kansas, In the area that we serve we are the scle supplier
of naturzl gas to the communities and industries that we service.

2 Has there been any increase in the past of Northern's salef
capacity?

A Yes, sir, as it reflects Permieon Baslin Plpeline Company's

operations in 1953, before we had Permian Basin Pipeline Company
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in operation, the company was certified by ths Pederal Pover
Commission to¢ sell 825,000 cubic feet of gas per dauy. At the time
that the Permiun gas became avallable to Northern, we increased
that saleable capacity tc 1,100,000,000 cublc feet per day. That
is our current capacity. At the present tlme we have before the
Pederal Power Comaission an application to incrsase that capacity
to 1,220,000,000 cublc feet per day.

Q In regard tc these prospective requirements of Northern,
will any portion of them arise during the next twelve months?

A Yes, zir, ¥e now have before the Power Commission an
application to sell an additiocnal 120,000,000 cubic feet per day.
Last Priday we received temporary authority from the Pederal
Power Commission tc comstruct facilitles on the Rorthern syatem
to take s portica of that 120,000,000 cublc feet of gas to market.
We alsc received authority last Friday from the Federal Power
Coamission to operate a large-scale gas storage project in vestern
Iowa, which will require the injection in the ground of volumes
of gas in the neighborhocd initlally of 100,000,000 cubic feet
per day over and above the gas we sell to our customers.

1 might point out that Northern has a treaendous market
area both house heating, space heating, industrial and industrial
load., We fael we have a tremendous market at the present time
and s tremendous potential for growth on our system.

Q Do you then anticipate that you will be tzking increased
amounts ¢f gas from scutheastern New Mexico?

A Yes, the reason that Northern went intc the Permian
Basin Pipeline Company project when it did was to get a pipellne

jat the poteati
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for discovery of additiocnal gas reserves was tremendous in the
Permian Basin. We particularly recognized that the Four Corner
Ares of southeastern New Mexice had barely been scratched and therq
would be tremendous gas reserves dlscovered 1n that area, and that
of course, has been proven out. We need additlional gas and it is
going to have to come from this part of the country.

Q¢ You heard Mr, Powler's testiamony as to the increased
capacity which was being constructed at the Hobbs Plant. Mr.
Stahl, does Permian and Northern have sufficlent capacity beyond
that point to handle the increased amounts of gas about which you
have testifled?

A Yes, sir, The bottleneck in our system in this particular
problem has been the capacity at the Hobbs Plant, as testified
to by Mr. Fowler. Once we circumvent thut bottleneck, then we
have adequate capucity or we have plans to construct adequate
capacity to move all of that gas to market.

G Does Permian have a need for the gas allowsbles which are
presently subject teo cancellation?

A Yes, sir, we definitely need the gas which ls subjeet to
cancellation,and 1f the Commissicn does not grant us the applica-
tion, then it will put a severe strain on our other gas supply
sources.

Q Would, in your opinion, the granting of an sxception to
or suspensicn of the rule conceraing cancellation of underage servpg
the interest of conservation and serve to protect correlative
rights?

A Yes, sir, it would. I would like to point out this:

We feel, Hcorthern and Permian feel that we have u demand foreseeable
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ut the present time, over the next five ysars, of a ainimum of
an sdditional 500,000,000 cublc feet. We definitely need this
gas plus additicnal gas.

MR. KELLAHIN: That is all.»

MR. PORTER: Does sanyone have a question of Mr, Stehl?
Mr. Utz.

GROSS EXAMINATION

By MR. UI&: |

Q Do you believe that the Comaisslon can or shculd suspend
underage and the cancellation cf underage without also suspending
the balancing of overproduction?

A No, sir. I believe it's a two-edged sword that has %o go
both ways.

¢ If we suspend canceliation, we should also suspend the
balancing of overage?

A That is my personal opinion, yes, sir.

Q Do you ansver that from an engineering standpoint or legal
standpoint?

A I'11 let you make that decision, Mr. Utz.

MR, UTZ2: That is all.
MR. PORTER: Anyone elae? Mr. Montgoamery.

By MR. MQNIGOMENY:

Q Did I understand that you say within the next five years
you anticipate you will be tuking some 500,000,000 cublic feet a
day from the southeast area?

A No, sir. As I testified, our present capacity is &
billion one hundred million. We have before the Federal Power
Commiasion an application to increa-e that to s billion two hundrefl
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twenty aillion cubic feet per day. Our marketing department has
advised us that we have a demand for an edditional 500,000,000
which would run that up to approximately a billiocn seven hundred
million for the total of both companies. A substantial portion of
that, in ny judgment, has got to come from the Permian systea, and
one of the most attractive areas that Permian 1s in is in Lea Count

MR. MORTGOMERY: That is all.

MR, PORTER: Anyone else have a guestion of Mr. Stahl?

MR. WALKER: With your rather limited qualifications,
couldn't we find a better term to use to circumvent around the
Hobbs area: that is a term that 1s usually used by professional

Y o

politicians rather than one of your organization, of your kind, cag't

ve chunge that some way? I would hate for that word to appear in
the record.

A Yes, sir, I think ve ought to maybe change that to "break"
the bottlensck which Permian is in the process of hreaking at the
present time.

MR, WALKER: Thank you.

ME. PORTER: T have oae question. You may have mentloned
this; when did you antleipate the coampletion of the e:kpaasion of
your Hobbs Plant?

A Our current best estimete and which we have gotten from
the contructors that we have hired for the job is that we will
have the plant in operation lats in December or the latest, about
the first of the year.

MR, PORTER: I see. Any other questions?y

A Incidentally, I might point out that the construction work
bhas started on the plant now.
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MR. KELLAHIN: In that connection, if I may say so, that
the application filed by Permian asked for a year, rather than
merely a six-month period for that rsascn,

MR. PORTER: Yes, sir, The witness may be excused.

" (Witness excused).

The next witness, please.

MR. GREINER: A. S. Creiner for Southern Union Gas Company|

ME. PORTER: Mr. Greiner,

MR. GREINER: 1f the Commission please, Southern Union
Gas Company, in its partlicipaticn in this case, is in some respectL
here in the same fashion as has been menticned with regard to
Permian Basin Pipeline Company; that is to say, we flled two
applicaticns of our own which have apparently been consoclidated
for hearing or converted for hearing into this proceeding on the
Commission's own motion in Case Nc. 1082,

One of these applications related to the Eumont Gas Pool
wherein Southern Union has some 15 wells which are currently in
an overproduced status, and based on May allowables, each of these
wells was overproduced by more than six times the May allowable.
That was filed in Case No. 1078.

The other application which we filed relates to one well
in the Jalmat Gas Pool, and that was assigned Case No. 1079, we
thought. But today's docket bore on there Case No. 1079, applica-
tion of Jtanoliind 01l and Gas Company; so I am frankly at a loss
tc know what number, if any, applies to that second application

of‘ours, and we would at this time like to have incorporated by

referenceinto the record in this case these two applications, the
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Cuse 1077, but which now may bear some different number.

1078 was heard yesterday, Mr. Seelinger tells me, and
that docket number was assigned to one of the others, which were
docket numbers which were given to me by the clerk.

MR. GURLEY: If it please the Commisslion, I would like to
explain the apparent foul-up in docket numbers here, At the
time we received the application of Southern Union along with the
Permian Pipeline Company's application, we had decided to hear
them as separate cases, and later decided, because of the overall
problems, to combine both the applications into one case along
with the entire problem that faces those flelds at this time,
and called the case on the motion of the Commission; and that is
why it now bears the docket number of 1082. A4ll of these cases
are under this docket call of 1082,

MR. GREINER: Can you advise me as to how these applications
are now identified in the Commission's files, to the end that I ma)

-

properly request the Commission to incorporate them by reference?
MR. GURLEY: They are identified as part of this particula{
case and under your own application., They are still your applica-
tions, if that is what you mean. We can so identify them as
applications "A"™ and "B" in Case 1082, yours will be "A®" and "B".
MR. GREIKER: I see. Application 1, that will be "A",
and the cne that relstes to the 15 wells in the Eumont Gas Pool,
that 1s 1082-A, and the one that relates to the one well in the
Jalmat Pool is 1082-B. We request the Commission to incorporate
them by reference into Case 1082,
MR, GURLEY: Does that meet with the Permian Basin
approval?
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MR, KELLAHIK: They are all part of the record, as I
understand it.

MR. PORTER: That 1s right.

MR. GREINER: One further point: In speaking of the wells
just now, I spoke of them as Southern Union wells. Actually these
are not wells in which we are the operator; we are the plpeline
purchaser from the wells in question. I flled these applications
in that capacity.

MR. WALKER: How long have you known these dockets were
fouled up?

MR. CREINZR: When I got here this morning and the sudden
coincidence of numbers hit me.

MR, WALKER: It might have served a good purpose if we had
straightened thls out baefore we came here.

MR. GRRINER: I am sorry I didn't. I am sure there was
a ready explanation. I didn't know, us Mr. Seelinger tells me,
there was confusion in another one., I didn't mean to embarruss
the Commission. Ve have as our witness Mr. Walker.

B-. B-. YALEKER
called as a witness, having been firast duly sworn, testified as

followss

By ME. QREINER:

Q Will you state your full name, please?

A H. k. ¥Walker.

§ What is your position with Southern Union Gas Coapany,
Mr. Walker?

A I am district transmission superintendent of the Carlsbad
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§ How long have you held this position, Mr. Walker?

A 5Since October of 1952,

Q What is the general scope of your duties, plesse?

A Generully, the supervision of gathering and transamission,
production of natural gage-

g Is it -~

A == in the southeast New Mexico area, the Carlsbad District,

@ Do your duties include the regulation of takes froam the
wells connected to Southsrn Union system in this area?

A& They do.

¢ In the light of the proration orders and schedules issued
by this Commission?

A Yes, sir.

¢ FKow, you have menticned the Carlsbad District, Mr. Walker,
could you desceribe generally the characteristics of activities
carried on by Southern Union in its Carlsbad District?

A Yes, we serve as a natural gas utility serving the towns
of Carlsbad, Artesia, Lake Arthur, Dexter, Hagerman, bi-city gate
sales to Roswell, bi-city gate sales to Hobbs. Alsc we sarve
lovington under our cown name. We serve several large industrial
customers, lneluding five potash mines at the present date, some
electric generating plants, und some 01l refineries.

q¢ Is the City of Eunice, New Mexico, also served?

A Eunice 13 also served by us.

w Are &ll the sales made by Southern Union Gas Coapany in
its Carlsbad District purely an intra-state commercs?

A_That is right,
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Q None of the gas taken by Southern Union, then, in this
Lea County area goes cutside the State of Nevw Mexico?

A That 1s right. It is all intra-state,

% What are the approximate current annual gus requirements
of Southern Union's Carlsbad District?

A Approximately 18.6 billion cubic feet.

Q Is this Carlsbad District separate from the remaining area
served by Southern Union Gas Coampany; that 1s to say, Southern
Union buys a considerable amount of gas in the San Juan Basin?

A This is physically sepurate. There is no connection by
plpeline between the two or any other districts that Southern
Union operates within the State, that is the Clovlis or West
Texas District, there is no connection.

Q What are the sources of gas at the present time which
Southern Union employs to satisfy these annual requirements which
I believe you said were approximately 18.6 dillion per year?

A That 1s right. We have several sources., The Lea County
vells connections are one, the Eddy County well connections, we
have connections with two residue plants in Bddy County, we have
a connection with El Pasc RKatural Gas Coampany nsar Carlsbad.

Q¢ Are these other sources of supply, exclusive of Lea County
area, sufficient to satisfy in full these gas requirements of which
you have spoken?

A No, sir, they are not.

¢ Approximately what volume of gas is required by Southern
Union at the present time from the prorated pools in the Lea
County areu,taken in the aggregate?

A That 1s on an annual basis?

]
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§ Yes, sir.

A I believe ubout 4.4 or 5 billion, somewhsre in there.

Q Is that volume of gas taken evenly avery day throughout
the year?

A Ko, it can't be taken evenly. Ve have space heating load,
which, of course, varies on demand, In the winter we have to havJ
larger volumes than we do in the summer.

3 Could you give us some indication as to how muech larger
the requirements are in the winter than in the summer months?

A Froam this fleld or total?

¢ I am talking now, generally, from the Lea County ares,
narrowing it down toc that. What, for instance, did you budget as
being the total take?

A Okay, let's see, yes, here it is. For instance, in
January we budget about 1.8 billion per month and in June about
1.4 billion, in round figures, per month.

(Southern Union's Exhibit No. 1
marked for identification.)

Q RNow, referring to this map which has bsen maurked for
identification as Southern Union Exhibit No. 1, what is this aap,
Mr. Walker?

4 This map, it is just a general operations mapjy 1t shows
our gathering and transaission lines into this area with certain
of the pools surrounded to indicate the pool and the sour gas
facilities and the sweet gas facilities. This 13 the Jalmat pool
down here. This is the Bumcnt sweel gas field. Here is the
Eumont sour gas field, and this is the Blinebry gas fleld.

Q Was this map prepared by you or under your supervision, Mn.
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Walker?

A No, sir, it was prepared in the Dallas office, but I am
familiar with the map and 1t is -~

¢ (Ianterrupting) You have chacked it against the facts as
you know thea from personal cbservation and experience there, and
it correctly portrays them?

A That is right, 1t does.

Q These dark solid lines are Southern Union Gas Company's
gathering or transmission pipelines in the area?

A That is right.

Q They indlcate service to the town of Bunice?
A That is right.

¢ To 0il Center?

A Yes.

Q Bow about the linses running up here to Hobbs; now 1s that
a Southern Uniocn line to Hobls?

‘ A Ko, that belongs to Basin Gas Company, and we deliver to
them through our own line at this point.

Q Is that all of the supply of gas for Hobbs?

A That is the only supply they have, yes, sir.

Q Now then, going oa north from Hobbs to the portion of the
map which got lapped over the top here, are any other counties
served on north of Hobbs?

A Llovington 1s served by transmissicn line of our own from
Hobbs to Lovington.

Q We have to deliver to Hobbs before we can get it back for
delivery to Lovington,~is that correct?

A That is correct.
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Q You menticned sweet and sour gas wells in this areu.
Can you describe that situation in &« little bit more detail?

4 Yes, the wells within this area --

¢ (Interrupting) That is the arez merked as Bumoat sour
wells?

A That 1s right. They have hydrogen suiphide and C02, it:
the gas, as it is produced from ths wells, 1s oot sultable for
delivery to our customers and must go through a processing plant
here at 01l Center. The sweet 3as or the portion we have marked
as sweet gas field, the gas from those wells does not coantain
hydrogen sulpnide and is suitable for delivery to our customers
simply by dehydration, which is accomplished &t the wellhsads.

Q Referring to the applications "A" and "B" in these cases,
you have read those spplications and are familiar with them?

A I have.

¢ In taem, they refer to some 1% wells, I believe, that are
overproduced in the Bumont Area and to cne well which is overpro-
duced in ths Jalmat Area. Have those particulsr wells been indice
on this map in any fashion 30 as to be ldentifiadlet

A The overproduced vells in both aress are those encircled
in red.

G Are there wy wells connected to this gathering systea

Lad

which ars now in a state of underproduction and which have also bepn

so since the bdeginning of the last balancing period?

A There are two, the ones encircled in blue, one in the
Riinebry and one in the Jalmat.

Q Now, as lndicated in these sppliecations, how many months

DEARNLEY-MEIER AND ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




31

beer. cireled in red; that is to say, give us the longest and short-
est ﬂonﬁh of overproduction, if you would.

A The longest one is the Atlantic Coleman No. 1y 25.8 months
overproduced on the basis of the May allocation; the one with the

shortest period of overproduction is the Me-tex Wallace SBtate
No. 2 with 7.2 months overproduction, bused on the May allocstion.

Q The other of these wells fall generally between those
figures, but in the range of from 16.6 months on down, is that
correct?

A That is right.

{ Wwhat is the totsl number of wells which are connected
to Southern Union's lines in this Lea County area as shown on
the map at the present time?

A 26,

Q That mesns, then, that there are some 10 wells only which
are not now circled in red, and thus not subject to shut-in if
the normel regulations of the Comaission were to be applied, is
that correct?t

A That 1s right.

¢ ¥ould these 10 wells be capable by themselives of satisfying
the gas reguirements of Southern Union customers who are dependent
for their gas supply on this area?

A No, they would not for any considerable periocd of timeyg
a few days, possibly, something like that, not during the winter
weather at sall.

Q Do you say that because the total delivery capacity of
these wells is less than the total gas reguirements, or because
of the way that thsy and the physical facllities are situated?
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A RNo, the delivery capacity of the wells is probably suf-
ficient, but the physical hookup of the wells and their locations
to the line and their markets, they could not deliver it.

Q The slzes of gathering lines would just be inappropriate?

A That 1s right.

Q¢ Are you familiur gensrally, Mr. Walker, with the volumes
of gas which Southern Union has had allowed to 1t under the pro-
ration orders of this Commission in thls area commencing 1n 1554,
as well as the volumes of gas which Southeras Union has taken from
the area?

A Yes, sir,

Q Going back to 1954+, which was, I believe, the first year
of effective proration orders there, 1s that correct?

A That is right, started the lst of January.

Q What was the total allowable for Southern Union froam the
wells to which it was connected in the Lea County prorated flelds
at that time, that was total allowahle?

A In 1354, the total allowable was five billion, seven hundrgd

fifty-one million, eight hundred eighty-six.

Q What was the unlt, is that cubic feet?

A That is cubic feet.

Q That 1s., What was the asctual take of Southeran Union froa
these prorated pools during that same pericd?

A Five billlon, four hundred sixty-seven million, eight
hundred seventeen cublc feet.

Q So that at the end of that first balancing period, Southers
Union's system, taken as 2 whole, was substantially underproduced,
is that correct?
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A That 1s true, it was.

Q What happensd in that regard in 1355, what was the allow-
able for that year for the wells connected te Southern Union lines
in this area?

A The allow:ble was three billion,nine hundred seventeen
million, three hundred forty cublc feet.

Q V¥hat was the producticn from these wells?

A PFour billion, five hundred forty million, eight hundred
fifty-seven cubic feet.

¢ In other words, Southern Unlon lowered its takes but the
allowable dropped cff even more?

A That 1s right.

G And at that time, st the end of 1959, the situation was
one of net overproduction?

A It was.

Q Now, in '56, what has the trend been?

A The first four months, I believe 1s all we have on here,
through April. The allowable has been cne billion seven hundred
thirty thousand six hundred fourteen, and the production has been
one billion, six hundred seventy-five million, seven hundred ninet,
eight.

¢ So that those have been approximately in balance, but with
a slight trend toward overproduction in this year, also, is that
correct?

A No. oOur trend has been to reverse. We have reduced our
overproduction so far this year with one billion seven hundred
thirty million six hundred fourteen thousand allocated, and one

dred ninsty-
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eight produced, sc therefore we havereduced our overproduection so
far this year.

Q In addition to the problems of trying to match up pro-
duction against these varylng allowables, has there been any
difficulty experienced by Southern Union during this period with
respect to the division of its takes between sweet and sour gas
wells?

4 Well, yes, there has been. We have a little treater plant
over there which during 175% had a certain nominsl capacity, which
vas not sufficient to take all of the sour gss allocated from
these fields;y so beginning about the end of 1954, we started an
expansion of this treater plant and loocking to an alloeation appro
imately egual to 1954, we built additicnal facilities to
increase our capaecity to treat this sour gas, and therefore end
up this situation as brought out before we were underproduced in
'Shs and we took steps immediately to correct it by increasing
our facilities.

G And since these new facilities have been installed, have
they been useful to the coapany?

A No, sir., We found that in '5% we generally had more
facilitles than we needed.

Q So that, based on what actually did happen in '55, and
from then on, these would not have been needed at all?

A That is right.

Q What has been the cause, Mr. Walker, in your opinion, of
this fluctuation in allowables which has shifted Scuthern Union
so radically from an underproduced into an overproduced position?
Has that heen a mutter which is the consequence of any action on
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the part of Southern Uanion?

A BHNo, it hasn't, We are & comparatively small teker in
these f{lelds and our nominations for gas have really little
effect upon the final fleld allocation, because we are just simply
too small in these flelds.

Q Speaking of these three fields vhich are involved here,
what is, well, for 1955, whut would have been Southern Union's
production from those threse flelds expressed as s percentage of
the total production?

A In 1955, we had a total percentage f{rom these fields of
about, that 1s *54, I'1l get over here -- in 1955, 3.663% of
the total produetion.

Q What was Southern Union's percentagse of the total allawabl?
for these fields for that same period of 19557

A 3.005%.

Q Coming down to this four-month period in 1956, what would
Southern Union's percentage be there?

A Mr, GCreiner, I don't have a percentuge figure on that,
That is on the production?

On the production.

Do you huve one on the allowable?

I have one on the allowable.

What was 1t on the allowable?

2.932%.

Q Has Southern Union during this period when it has been

> 0 P O P> O

muterially overproduced in this group of 16 wells been nominating
the volumes of gas which it has actually required for the meeting

of its market reguirements?
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A Yes, sir, we huve.

Q So that it has not been the consequence of not nominating
enough that we have not been getting the allowables?

A Fo, sir,

¢ What, in your opinion, would be the effect on these 16
wells if they were now to be shut-in for periocds ranging, based
on these May allowables, from not gqulte seven months up to slightly
over two yearsj; would that be good for the well? ]

A Well, it is generally considered that such & protracted
shut-in would not be goodj however, I have not made any study of
the particular wells involved and it 1s just general practice that
a long shut-in such as that could possibly be harmuful to the pro-
ductive capacity of the well.

Q What effect would it or aight it have upon the arransementé
between the owners of these wells and thelr lessors?

A There can be a detrimental effect there, as sometimes therq
13 within the contract requirements for production within spscifieq
pericds, That is,no prolonged shut-ins, aéd again I do not have
access to their individual lease contracts, but it is reasonable
to expect that thore are some which could be adversely affected.

Q Now, faced with this situation, is there any hope of
remedy for it? Is the company doing anything in an effort to
remedy 1it?

A Yes, we are, We are, in ths first place, we have recently
made some additiocnal conmections in Bddy County for residue gas.
It is ay understanding that the management of Scuthern Unlon and
El Faso has generally agreed upon an interchange of gas by which
El Paso would deliver us a certain volume, the figure, I believe,
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is ahout two billliocn & year in lLea County. 1 know --
Q (Interrupting) That would be a change for gas where?
A PFor gas in the San Juan area.
Q Sc you would ba delivering gas in the San Juan area to
Rl Paso,for exchange approximately egual volumes delivered to
Southern Union Gas by El Paso in the lLea County area?
That is right. That is ay understanding.

.

You did not personally participate in those negotiatiocnsg?
Ko, sir, I dida‘t.

-~ S o

Q How does that two billion figure compare with the approxi-
mate total Lea County requirement which you estimate for the ccninq
year?

A It is a little less than hailf of 1it.

¥ Have the final contracts been signed on this exchange
arrangement with El Paso Natural Gas?

A Not to my knowledge. Bowever, they could have been signed
within the last day since I heard of it., It is my understanding
that the verhal agreement nhaz heen reached and thst the exchange
is definitely, will be worked out.

Q When do you anticipate that actual deliveries of exchange
volumes ¢of gas might begin in this area, so as to glve Southern
Union relief?

A There would be certain facilities to construect which would
tuke some time, but if the contract is consummated and signed up
shortly, we should be getting some gas from them within the next,
oh, three months.

Q@ Before the close of the —-

A (Interrupting) Yes, before the close of the next prorstiof
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pericd.

Q@ In addition to those volumes, will Southern Union be getting

any further relief towards a workoff of this overproduced position

by reason of the additional tskes menticned by the Permian witnessds

in their prior testimony in this case?

A Yes, that will have its effect, an increase in the alloca-~
tion, the current allocation will definitely reduce our overpro-
duction and so therefore we do expect some relief there,as Permian
is able to increise their nomlinations and production, then it
will help us to overcome our ovarproduction,

Q¢ There will be a larger allovable for each of your wells,
is that correct?

A That 1s right.

¢ So that by taking the same volume of gas below that allow-
able, more will be worked off each month than is being worked off
now?

A That is right.

9 1n addition toc that, will there be sny effect in this
increase in the size of the monthly allowables upon the apparent
number of months overproduction involved in these wells?

A Well, yes, there will bejas the allocation per month 1is
increased, that will, of course, reduce the overproduction based
upon the monthly, the current alloocation.

Q To state an extreme example, 1f the aliowable per well per
month were doubled, the number of months of overproduction would
be approximately half?

A That 13 the answer, yes,. |

Q@ Do you feel that in the light of those other arrangeaents
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and circumstances which you have just mentioned, it would de
appropriate for Southern Unilon at this time to be golng out and
seeking additional well connections as sort of a self-hnlp remedy
in an effort to work off this overproduction, or do you think
that i1ts activities tc date have been reasonubly sufficient for
that purpose?

A No, sir, Mr. Greiqu, I do not think it would be wise for
us to seek further connections. We have seen the allocations
fluctuate up and downj as I said, in 1954 we were guite seriously
underproduced. The next year we found oursglvas overptoduead;

To contract additicnal wells and then have the allocation per unit
or per well increase substantially would put us in a position
where weé could not produce the allocated or aminimuam figures.

Q Now, there are also two wells which are shown on the aap
circled in blue which I believe you sald were unﬁerpreduced vells,
is that correct?

A That is right.

¢ What are those wells, Mr. Walkir?

A The one here in the Jalmat is the Gackle Sinclair Btate
No. 4, the one in the Blinebry is the Aztec s or No. 2 and those
two particular wells, they have,the underproduction is a little
bit of a special situation on the Gacklewell; 1t was due %o a
rededication of acreage and transfer of gas from another well to
this particular well fairly late in the current proration period.
Though we uare reducing this underage at a very good rate, there is
still some underproduction charged against this well,

Q What currently are ve making up on this “zc<l-well per
aonth?
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A Well, the exact amakeup depends, of course, on the curreant
allocation, but for May we produced 88 million in round figures
from it, and I belleve our allocation on that was 28 million;
therefore we actually made up about 60 million feet of that under-
production in cne acnth.

{ How much underproduction is there still left?

A As of May, there is 220 millioa.

G So that there 1s 220 million there of underproduction
which will also be available to assist in the workoff of the over-
productions, 1s thet right? .

A That is correct.

Q As to this Aztec .:zuwonwell which you mentioned -~

4 That again is a specilal situation. We wanted the gas from
the well, but the operator was in the process of some negotiations
on communitizing the acreage with another company and he requested
us to produce it only on a “0O-acre basis until such time as he
had completed his negotiations, The Commission did continue to
allocate it & 160-acre unit, and the operator asked us not to
produce it except on a 4O-acre,so therefore we wound up with an
underproduction there.,

Q VWhat is your anderstanding about that situation in the
future? ]

A I understand that the operator did communitize the acreage
and the well definitely will be on 160-scre unit as of Jjust s few
days ago, and therefore we will have that underage available to us
for production.

§ How much is that underage, Mr. Walker?

A 128 million.
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Q Taking the aggregate net overproduction at this tine of
Southern Union in this area, what is that, as of the lateat date
that you have 1t?

A The net, aggregate net is 870,250,000 cublc feet.

Q As of what date was that?

A As of May 3lst.

Q That is on the basls of the Commission®s recordsy

4 Yes, sir.

Q One other aminor point: Are all of the wells which were
1isted in Southern Union's application in 1082-A carried on the
Commission's proration schedule as being Scouthern Union wells, or
ure there any of them which are carried as being connected to othex
pipeline companies?

A Yes, there are a cchple of them. Let's see if they're
on here. Restate your question, Mr. Greiner; maybe I didn't get 14§
right.

Q I was simply asking if, out of the 1list of 15 wells here,
all of them are shown on the Commission's current proration
schedules as being Southern Union connected wells.

A Of these 15 wells, all are Southern Unlon connected.

Q Well, that is part of the story, but are they all shown
as being Southern Union on the Commission schedules? Although
there are some wells which are shown on the Commission schedule
as being connected to other pipelines, although Sounthern Union 1s
actually taking from them under individual arrangements, none of
those wells are involved here, is that correct?

A That 1s right, none of them are shown on this application.

g Thank you. Mr. Welker, if the rellef requested by Southerp
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Union in this case were to be granted, that is to say, these wells
not to be shut-in at the present time but be permitted to continue

producing at reduced levels, gradually working off their acaumulatﬂd

overproduction, do you feel that would result in any waste of gas?

A No, I do not. If the relief were granted it would not
result in any waste.

Q Would it result in any abuse of correlative rightst? Do
you understand that term?

A I don't believe it would.

Q Over a period of years with the wells balanced out, in
your opinion, they would still be delivering their falr share of
the gas from the pools?

A Yes, sir, they would.

MR. GREINER: Thank you very much. That is all we have,

MR. PORTER: We will take a five-mlnute recess, pleuse.

(Recess).

MR. PORTER: The meeting will please come to order. Mr.
Greiner, you may proceed.

MR, GREINER: I have & couple of guestions more I would
like to ask the witness,

Q Just before the recess, we were talking about wells connacted

to Southern Union lines but shown on the Commission's proration
schadules as belng connected to another company. Have you

identified those wells now as being in the Jalmat, rather than beiTg

in the Bumont Pool?

A That 15 right. We do have two wells in the Jalmat Pool
which are shown on the Commission®s schedule &s connected to
another company, but we are taking the gas from them by wellhead
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¢ Those two wells are which?

A Ths Gulf Christmas No. 1 and Qulf Christmas No. 2.

¢ The Gulf Christmas No. 2 1s the one that is overproduced
by several months, 1s that correct? It is one of those circled
in red, the Gulf Christmas Ro, 1?

4 It is the Fo. 1.

@ It is overproduced?

A That is right.

¢ But the No., 2 is not the subjlect of the application, 1s
that right?

A That is right.

Q One more guestion. Is Southern Unlon making any effort
at this time to your knowledge to connect additional wells in
this Lea County area?

A Well, yes, we are, We have recently connected some addi-
tional wells,conly a short time sgo we connected two wells which
proved to be non-productive, That interfered with our schedule
& little bit, but we have since then connected an Atlantic well,
ve have connectsd one for Morris R. Antwell, and we are negotiat
for a couple of others that I know of. That is in Lea County.

We have also made another connection in Eddy County just recently
for some residue gas, and are negotiating for another wvell connec-
tion over there and expecting another wildeat which we will be
able to connect, s0 we are definitely not through connecting wells,
We are coantinuing and by percentage, with 26 wells connected in
Lea County, our recent connection of four over there 1is approxi-

mately a 20% increase in comnections just recently.
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Q Thank you, Mr. Walker.

MR. GREINBR: I would like to make one brief statement
at this time as to our company's position before cross examination.
We thought that perhaps it will serve to clarify a little bit the
position of our company.

MR. PORTER: Certainly.

MR. GREINER: In the two applications which have now been
referred to as 1082-A and B, Southern Union Gas asked for an
exception to the wells listed therein for a pericd of six months.
It was our thought in making the application for a six-month
pericd that any excepticn elther on the overproduced or under-
praduced side should be for a fairly limited period of time; and
that probably at the beginning or just before the beginning of eac
balancing period, the Commission ought to take another look at aacI
one of these exceptional situutions to see 1f the parties affected
ware making a bona fide effort to get themselves back into line
and were being at all successful in thelr efforts. If they were
just beating their heads against a stone wall, the thing ought
to be looked at in that light. As the matter has now been pre-
sented by Permian, they are now asking for a year's suspension or
exception., We would be agreeable to that, because as has been
apparent from the testimony already, many of the things that have
been talked about here as relieving both their underproduced

situation and our overproduced situation cannot bacome very

effective until just about the end of this next six-months balancing

period.

Under those circumstances, it would seem appropriate to

run for & year before teking another look., We do, hovever,
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definitely feel that this thing shouldn't be allowed to go on
indefinitely without being looked at at periodlic intervals and
being reappralsed,
MR, PORTER: Does anycone have a question of Mr. Walker?
Mr. Mankin.
CROSS EXAMINATION
By ME. MABNKIN:

Q Mr. Walker, referring again to these Culf Christmes wells,
you indicated that you are hooked onto those wells. Is the
Commission schedule in error in carrying those as Feralan Basin?

A No, sir, I don't believe that 1s so. The exact arrange-
ments there between Permian Basin and Southern Union I am not
familiar with. The gas 1s dedicated to Permian, I believe, and
by trade-out of some other wells, why, we are purchasing that gas,
we are taking that gas and Permian is taking some that we did
have at one time.

§ Permian is reporting ite

MR. GREINER: Yes, sir. For your information, we pay
Permian for that gas and they pay the operator, so that the pro-
ration schedule is correct and it was not meant to be iamplied it
was incorrect. It was simply so you might understand vwhy we are
applying to a well which showed as a Permian well on the proration
schedule.

MR. MANKIN: That is all I have.

MR, PORTER: Any other guesticns of Mr. Walker? The
witness may be excused.

{Witness excused),.

Aany other witnesses in this case? anybody have any state-
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MR, GURLEYs If it please the Commission, I would like to
make two statements at this time that we were asked to make and
read into the record, one coming from Aztec 01l and Gas Company
by letter of June 12, 1956, in which they stated that they concur
with Southern Union's request for additional time to make up the
present underproduction of the wells,

The Texas Company, by Mr. H. N. Wade, asked to have the
following statement read into the record, Case 1082, dated June
14, 19563

"The Texas Company, as an operator in some of the flelds
involved in Case Fo. 1082, will be affected by the Commission's
decision in this case. The Texas Company believes that, because
of the extenuating clrcumstances sencountersd by the applicants
in gathering and processing gas from the fields covered in this
case, an axception to the rules of under production and over
production is in order. The Texas Company would, therefore, suggest
that the Commission enter an order granting the exceptions as
applied for."

MB. PORTER: MNr. Samith.

MR, SMITH: J. K. Szith on behalf of 8tanolind 0il and
Gas Coapany. We would like to go on record as supporting the
application of both Permisa and of Southern Union., I think that
the matter could be taken care of eithar by extending the periocd,
balancing pericd for & minisux of one year, from July 1, 1956, or

suspension of the balaneing rules for a like pericd. Either nethor
would be proper, I think, and would have applicatican on the statutes.
0f course, we feel that the matter should work both ways, both

DEARNLEY-MEIER AND ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




47

for underproduction and overproduction.

MR, GURLEY: I would like to ask Mr. Saith a question.
Pid you say for s aminimum of one year?

MR, SMITH: As I understand, the application is for ons
year; it may well be that at the end of the year's time it may be

necessary to look at it «gain to see if it should be extended another

six months. I think the key to it is the rapidity of development
in the area, plus the ability of Fermian to get their additional
facllities for processing the gas in cperation.

MR. GURLEY: You would be in favor of reviewing the
situstion agaln st the end of a year's time?

MR, 8MITH: 1 think thst is a matter that could be consid

MR, MALONE: Ross Mslone for Gulf 0il Corporation. gGulf
is the operator of & number of wells connected into the Permian
Bagin Pipeline system. It's the feeling of Gulf that inasmuch
as this underproduction did not result from any inability of the
vells to produce, but rather because of the fact that development
had progressed at a more rapid rate than the facilities have been
made available, that it would be unfortunate and an abuse of
correlative rights insofar as the operators, the royalty owners,
including the State, if this allowable were cancelled and forever
lost to those owners. Under those circumstances, we feel that it
would be both equitable and appropriate for the Commission to
exercise 1ts discretion, and we support the application of Permian.
We feel that the rule which is applicable in one case should be
equally applicable in the other, and therefore support the appli-
cation of Southern Union as well.

ed.
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MR. HINKLE: If the Commission pleasa, Clarence Hinkle,
Roswell, representing the Atlantic Refining Company.

The Atlantic would like to gc on record as not being
oppcsed Lo this application or request made here by the Permian
and the Southern Union. In fact, they would like to join in the
request that the exceptlions be granted; however, they would not
favor a suspension longer than July lst, 1957, without the matter
agaln being taken up and being reviewed by the Commissicn.

MR. PORYER: Mr. S8aaforsh.

MR. SEAFORTH: Rey Seaforth with the Amerada Petroleux
Corporation. We wish to concur in this case insofar as it would
protect corrmelative rights,

MK. PORTER:s Mr. Johason,

MR, JOHRSON: Paul Johnson, representing Albert sackls
operator. This may be rather anti-climatic after the rest of the
statements concurring in this. I do have a particular lastance
that I want to cite in the mutter of the overproduction and under-
production 1in the Jalmat Gas Pool., In particular, I refer to the
north half of Section 3, Township 23, South, Range 36 Rast, N M, P.M|,
Lea County, New Mexlco. This acreage is ownsd by Albert Sackls
et al, and 8inclair 0il and Gas Company. The acreage is operated
by albert Cackl: , operator. The referred-to acreage is under
contract to the Southern Union. Due to mechanical conditions, for
& pericd of time 1t vas not possihie 0 produce the allowable
assigned to this acresge. However, mechanical conditions have
been corrected and it is nov possible to make up the underproductioﬂ
from this acreage. In the present, gas production status of the
acreage is as follows: The May current allowable was 28,890 MCPj
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the May net allowable was 323,467 MCF. There was a credit from
April that did not show on the proration schedule of 14,853 MCF,
which mnkes a corrected May net allowable of 308,608 MCF., The

May production from the acresge was 88,580 MCF. Now, then, the
June current allowable is 26,43C MCF, and the June net allowable
is 246,458 MCF. That means that during the month of May 59,688
MCF gas of the underproduction assigned to the acreage was made
up. It can be expected that the underproduction will be made up
in a reasonable length of time. Therefore, it is our position tha

gas underproducticn should noct be cancelled wherever it is poasiblg,

with the underproduction to be prodoced in & reasonable length of
time.,

| Purther, under such conditicns, unless an extension of
time is granted, the cperator or operators will be deprived of
the opportunity to produce their Just and equitable share of the
hydrocarbons in the Jalmat Gas Pool, The granting of an extension
of time will protect correlative rights and will not cause, tut
will prevent wastes.

Purther, I would like to cite an instance that pertains to

the northeast quarter of Sectiom 33, Township 22 South, Runge 36
East, on which we preseatly have an underproduction, but we are
in the process of negotiations with the El Paso Natural Gas Company
and the United Carbon Company to obtain a lower pressure connec-
tion, and when that is done we will be able to make up the back
allowvable from that acreage and we will be able toc produce our
just and eguitable share of gas from that portion of the Jalmat
Gas Pool. Thank you,
MR, PORTER: Anyone else have a statement? Mr. Woodward.
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MR, WOOIMiRD: El Paso is & purchaser 1n the fields in
guestion and is, of course, affected by the decision of the
Commission in thils case,

El Paso concurs in the rscommendations of Fermian and
Southern Unicn in this case, upon the condition that the period
for making up ell underages and overages which have haretocfore
acarusd in the fleld be limited to one year, commencing July 1,
1956, and that such yeur be treated as one proration pericd.

Under the Commissions rules, cancelled underages are re-
distributed to all wells in the field, thereby increasing the
allowable cf wells that amust make up over produbtion during the
current proration period. WwWithout a redistribution of underages
during the next six months, some overproduced wells will be shut
in for 4 time, although it is ultimately deteramined that they were
entitled to produce = share of the underages not made up by July
1, 1957. In the interest of falrness, we therefore feel that
the Commisslon should not require producers to meke up over pro-
duction sc long as underages are continued. As a practical matter
such action 1s necessary to give the field its falr share of the
market. If over produced wells are cut back during the next six
months and underages are not made up until July 1, 1957, it is
cbvicus thut the pool will not produce its current market demand,
as reqguired by lawv.

Mik. PORTER: Any more statements? The case will be taken
under adviseament.

Wetll move on to the naxt case.
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COUNTY CF BZRNALILLC

I, ADA DEARNL:IY, Notary Public in and for the County of
Bernalillo, State of 'ew Mexico, do hereby certify that the fore-
going and attached Transcript of Proceedingzs before the 0il Conser=-
vation Commission for the State of New ilexico was reported by me
in stenotype and reduced to typewritten transcript by me and/or
under my personal supervision, and that the same is a true and
corract rescord to tne vest of my knowledge, skill and ability.

WITHCL5S my Hand and Seal, this, the 27th day od June,

1956, in the City of Albuguerque, County of Bernalillo, State of

New exico.

My Commission sxpires:
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