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BEFORE THE 
OIL CONSERVATION COMMISSION 

SANTA PE, NEW MEXICO 

March 7, 1962 

EXAMINER HEARING 

IN THE MATTER OF: 
Application of the Oil Conservation Commission, 
on i t s own motion, to consider the establishment 
of minimum gas allowables i n the Blanco-Mesaverde, 
Aztec-Pictured C l i f f s , Ballard-Pictured C l i f f s , 
Fulcher Kutz-Pictured C l i f f s , South Bianco-
Pictured C l i f f s , Tapacito-Pictured C l i f f s , and 
West Kutz-Pictured C l i f f s Gas Pools, San Juan, 
Rio Arriba and Sandoval Counties, New Mexico. 

CASE NO. 
2503 

BEFORE: Daniel S. Nutter, Examiner 

A. L. "Pete" Porter, Secretary-Director of Commission 

TRANSCRIPT OF HEARING 

MR. NUTTER: The Hearing w i l l come to order, please. 

The f i r s t case this morning i s No. 2503. 

MR. WHITFIELD: The application of the Oil Conservation 

Commission, on i t s own motion, to consider the establishment of 

minimum gas allowables i n certain pools i n the San Juan, Rio Arriba 

and Sandoval Counties i n New Mexico. 

MR. MORRIS: I f the Examiner please, this case w i l l be 

continued to a later date which has not been set at the present 

time. The case w i l l be re-advertised when we have a definite date 

and w i l l be re-docketed. 

MR. NUTTER: The case w i l l be indefini t e l y continued. 
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STATE OF NEW MEXICO ) 
) as. 

COUNTY OF BERNALILLO ) 

I, ANITA OSWALD, COURT REPORTER in and for the County 

of Bernalillo, State of New Mexico, do hereby certify that the 

foregoing and attached transcript of hearing waa reported by 

me in stenotype and that the same was reduced to typewritten 

transcript under my personal supervision and contains a true and 

correct record of said proceedings, to the best of my knowledge, 

s k i l l and ability. 

COURT REPORTER 

I do hereby certify that the foregoing i s 
a eo-:p o,/e reo-....-i of tho proceedings i n 
the LV-.uLier :. Case . ^ T ^ ^ 
hearc LP i.e or._ ? f J , 19^2-

, Examinen 
New Mxico Oil Conservation Commission 
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BEFORE THE 
OIL CONSERVATION SOMMTSSION 

Santa Fe, New Mexico 
August 1$, 1962 

IN THE MATTER OF: 

Application of the Oil Conservation 
Commission, on its own motion, to con­
sider the establishment of minimum gas ) Case 2503 
allowables in the Blanco-Mesaverde, 
Aztec-Pictured Cliffs, BallarchPictured 
Cliffs, Fulcher Kutz-Pictured Cliffs, 
South Bianco-Pictured Cliffs, and West 
Kutz-Pictured Cliffs Gas Pools, San 
Juan, Rio Arriba and Sandoval Counties, 
New Mexico. 

BEFORE: Honorable Edwin L. Me chem 
Mr, A. L. "Pete" Porter 
Mr. E. S. "Johnny" Walker 

TRANSCRIPT OF REARING 

MR. PORTER: We will proceed to Qa.se 2503. 

MR. PAYNE: Application of the Oil Conservation Commis­

sion, on its own motion, to consider the establishment of minimum 

gas allowables in the Blanco-Mesaverde, Aztec-Pictured Cliffs, 

Ballard-Pictured Cliffs, Fulcher Kuts-Pictured Cliffs, South 

Bianco-Pictured Cliffs, and West Kutz-Pictured Cliffs Gas Pools, 

San Juan, Rio Arriba and Sandoval Counties, New Mexico. 
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MR. PORTER: I would like to call for appearances at 

the beginning of the case, please. 

MR. HOWELL: Ben Howell, Garrett, Whitworth and the 

firm of Seth, Montgomery, Federici and Andrews for El Paso 

Natural Gas Company. 

MR. PORTER: Mr. Keleher. 

MR. KELEHER: Pubco Petroleum Corporation; W. A. 

Keleher, Attorney; Frank Gorham, Executive Vice President. 

MR. PORTER: Anyone else desire to make an appearance 

in this case? The Commission will have one witness. We will 

proceed with,his testimony first. 

ELVIS A. UTZ 

(Witness sworn.) 

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

follows: 

DIRECT EXAMINATION 

BY MR. PAYNE: 

Q Will you state your name and position, please? 

A Elvis A. Utz, Engineer with the Oil Conservation Com­

mission. 

Q Mr. Utz, have you made a study of the production and 

deliverability of wells in six of the prorated gas pools in 

Northwest New Mexico with a view toward recommending minimum 
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allowables? 

A Yes, I have. 

Q Is there any particular reason why you felt that 

minimum allowables might be necessary or desirable? 

A Yes, there i s . 

Q Would you explain those to the Commission, please? 

A The purpose of this testimony is to show the need of 

minimum allowables and the effect of the various minimum allowabl4s 

for the South Bianco-Pictured Cliffs, West Kutz-Pictured Cliffs, 

Fulcher Kutz-Pictured Cliffs, Aztec-Pictured Cliffs, Ballard-

Pictured Cliffs, and Blanco-Mesaverde. 

The needed minimums is as follows: The New Mexico 

Statutes in 1953, 65-3-14 Paragraph (d) gives the Oil Commission 

the authority to establish minimums. Rule 11 of Order No. R-1670, 

the general gas proration order which was written several years 

ago recognizes the fact that minimum allowables may be advisable 

to prevent the premature abandonment of small wells which 

receive allowables based on the formulas which are too low to 

prevent premature abandonment. Wells which are plugged and 

abandoned because of extremely low allowables will certainly 

cause waste of gas which could be recovered. 

2. To establish a producing level in the above-mentioned 

six prorated gas pools below which the wells in the pools would 
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not be subject to the proration requirements of Order Ho. R-1670 

so long as the wells do not produce above the established level. 

These requirements consist of deliverability testing and over­

production shut-in. Wells in this category would be classified 

as exempt marginal wells. The purchaser usually leaves this 

classification of well on the line continuously which in effect 

prorates them on 100$ deliverability and eliminates the need of 

switching. This classification of wells will eliminate administraf 

tive expense for the Commission. Without a minimum, allowables 

must be calculated each month and reclassification accomplished 

periodically on many wells of questionable economic value. With 

a minimum these wells would remain constant in allowables and 

classification, and would not be subject to shut-in orders, which 

in many cases is damaging to the wells, particularly in respect 

to the wells which produce liquids. 

Q Basically, then, it's your opinion that minimums are 

necessary in order that the operator will receive reasonable 

lifting cost and prevent premature abandonment? 

A That is correct. 

Q Now, what about the acreage factor in the formula, 

Mr. Utz? Isn't that sufficient to handle the problem? 

A No, sir, i t is not. The acreage factor in a l l the pool«i 

that I am recommending is substantially below the minimums that 
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I intend to recommend except in one pool in which I am not giving 

any testimony in regard to, which is Tapicito, the acreage 

factor in Tapicito is something close to 2500 MCF a month. For 

that reason I am not including i t in this testimony, 

Q You are not recommending a minimum allowable for 

Tapicito-Pictured Cliffs? 

A Not at this time, no, 

Q Now, turning to your study, Mr, Utz, what time period 

of production is used? 

A The data on a l l my exhibits, including the graphs on 

the wall, are based on 1961 production. The wells that were on 

the line are connected on which we had deliverability tests at 

the end of 1961. 

Q Do you have the total figure of wells that were con­

sidered? 

A Yes, sir, they were, in a l l six pools there were 

3979 wells considered, 

Q You didn't consider any wells that were drilled in 1962, 

then, in arriving at your data? 

A No, I couldn't very well do that because I had to draw 

the line somewhere and start making a study. There were approxi­

mately 250 wells connected since the first of the year, I don't 

believe that these 250 wells would change this picture enough 
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to be, hardly be able to tell i t on the graphs, 

Q What about subsequent production from the older wells, 

the wells that are already drilled? 

A Well, of course, subsequent production, or the decrease 

in the ability to produce since the first of the year, would vary 

substantially in almost a l l cases, particularly in the area 

which we're concerned about here, the decrease could be substan­

t i a l . 

Q Would that increase or decrease, or not,effect the need 

for minimum allowable? 

A Well, that would increase the need for minimum allow­

ables and also increase the effect. 

Q In making your study, what particular data did you use, 

Mr. Utz? 

A Well, the data used was, as I have previously stated, 

1961 production deliverability of the wells, the study was made 

on standard units as a matter of convenience as a matter of being 

able to make a study; as a matter of fact, trying to consider 

non-standard units would be almost impossible. The producing 

ability of the wells was taken into consideration first in making 

classifications which are shown on our exhibits. 

(Whereupon, Applicant's Exhibit 
No. 1 was marked for identi­
fication. ) 



PAGE 

Q Now, referring to your Exhibit No* 1, would you explain 

to the Commission what is reflected thereon? 

A Exhibit No. 1 is the graph shown on the left which has 

South-Blanco-Pictured Cliffs portrayed and the Blanco-Mesaverde, 

which I will pass up and go on and pick up the Pictured Cliffs 

Pools firs t . The vertical scale is allowable in million cubic 

feet per month, 5, 10, 15, 20 million. The horizontal scale is 

the deliverability in million cubic feet per day. Those of you 

who may not be able to see i t , there's a dot after the three, 

or between where there are any two numbers, which is a million 

cubic feet. 

The graphs merely show the relationship between the minimums 

which I have made a study on and what I have chosen to call the 

zero minimum, which is actually prorating without any minimum 

at a l l on the basis of the formula as is done now. 

In other words, the zero minimum curve, such as is shown 

here, is prorating on the 25-75 formula. 

Now, this graph also shows the breaking point, and at this 

time I probably should clarify the meaning of breaking point. 

Even on the 25-75 formula with no minimums considered, we have a 

point below which al l wells are on 100% deliverability or pro­

ducing their maximum ability to produce gas into the line under 

existing conditions. Above that point the wells are prorated 
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on the basis of the formula. So the breaking point, to be brief, 

is the point at which wells go from 100$ deliverability or their 

maximum ability to produce under existing conditions and are 

curtailed to some extent by the formula. 

This breaking point is shown here which started at zero and 

comes up on a steep incline to a point where the formula takes 

over and then it's a smooth curve from there on out to the 

25-75 formula. This curve is the uppermost curve that may be 

seen. 

The next curve shown here is 1500 minimum, which, as you may 

see, is slightly below the zero minimum. The next one is 2,000 

minimum, which is also a littl e bit further below. The reason 

these are farther below the zero minimum is because we have 

taken allowables from established minimums. We take allowables 

from somewhere, they have to come from somewhere because there*s 

only so much demand from the pool, that allowable has to come 

from the better wells in the pool. It slides on down the scale 

to the wells which are affected by minimum assignments; this 

small flat curve here shows those wells which are assigned the 

minimum of two million in regard to South Blanco; so al l the well4 

from the graphic standpoint that are affected by the minimums 

are the wells from the zero minimum breaking point, which is at 

this point up to the minimum, and then, of course, those that are 
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shown on the flat curve. As you can see readily on South Blanco, 

the effect is not too great. 

West Kutz-Pictured Cliffs, I ' l l just go briefly through 

these because these are a l l exactly the same except for the show 

and affect. We note here we have a zero minimum, 1000, 1500 

shown. The breaking point again goes up to a certain point 

here and then on the zero minimum goes directly over without any 

flat spot. The higher we go in minimums the higher the 100$ 

deliverability wells, and in this case the more we have assigned 

the straight minimum either on a million, 1500 or 2000. 

I will call your attention to the fact that on this graph 

that this pool is probably most affected by any minimum that we 

would put into effect. That is graphically shown by the spread 

between the various curves. The Fulcher Kutz would be the next 

most affected pool by minimums. Aztec-Pictured Cliffs, a 

thousand minimum would not be effective under the present con­

ditions of development and market demand; 1500 and 2000 were. 

As we see, the curves are quite close together so the effect woulc 

not be very great. The Ballard-Pictured Cliffs, which has quite 

a number of wells in i t , 932 I believe, had an effect for a l l 

three minimums studied. As we see, the thousand had very l i t t l e 

effect. The 1500, quite more, and the 2000 s t i l l a l i t t l e bit 

more. 
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This, as I previously stated, is an attempt to try to show 

what the effect would be graphically. The same data that is used 

to make the graphs I have tried to put in tabular form on sub­

sequent exhibits. These exhibits will show the exact number of 

wells affected and the percentage, each group of wells to the 

total and the amount of allowable based on the conditions of this 

study which would be transferred from group 4 wells or the better 

wells in the pool; in other words, the wells above the flat 

area on the graph down to the wells in the flat area on the graph 

as well as the steep breaking point area. 

Q Now, before you go into Exhibit 3, Mr. Utz, did you 

want to explain anything about the Blanco-Mesaverde and how i t 

may differ from your proposal in the Pictured Cliffs Pools? 

A Well, I may as well. On the Blanco-Mesaverde Pool, 

which is a deeper pool, I've shown the same type of graph except 

that only a three million minimum was shown on the graph simply 

because the 1000, 1500, 2000 or 2500 would not be effective at 

this time. ' 

Q Now, the difference between the zero minimum line and 

the minimum allowable line as proposed becomes more pronounced as 

the pools become more depleted? 

A Yes, sir, i t certainly will. 

Q Now, your Exhibit 3, which is your tabulation, is that 
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available for the people at the hearing? 

A Yes, it's been available ever since this morning — to 

some people since yesterday. 

(Whereupon, Applicant's Exhi­
bit No. 3 was marked for 
identification.) 

MR. PORTER: Before we get into the next exhibit, we 

are going to recess the hearing until 1:15. 

(Whereupon, a recess was taken.) 

MR. PORTER: The hearing will come to order, please. 

Mr. Payne, would you go ahead with your examination of Mr. Utz? 

Q (By Mr. Payne) Mr. Utz, turning to Exhibit 3, which is 

the first page of your tabulation here, does that show the same 

information in a different manner as is contained on Exhibit 1? 

A Yes, i t does. 

Q Would you explain i t , please? 

A I think probably the best way to explain the well 

groupings is to explain i t in connection with the graph. The 

group 1 on the groupings on the left is grouping 1, 2, 3 and if. 

The group 1 are the wells which are on 100$ producing ability, 

and below the breaking point, as you will note by following 

across from left to right, there are the same number of wells in 

every group. That is the group of wells from zero deliverability 

up to the zero minimum breaking point in this area right in here. 
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Group 2 would be the wells with a producing ability of 

less than the minimum, but would be assigned more than the break­

ing point allowable up to the minimum, 

Q You are just talking generally now rather than about 

the South Bianco-Pictured Cliffs? 

A Yes, I'm talking generally because a l l the breakdowns 

are in the same grouping. That would be the group of wells from 

the zero minimum breaking point up to the minimum breaking point 

from whatever minimum is under consideration. 

The group 3 would be the wells in their group which calculate! 

less than the minimum allowable, but were taken into considera­

tion, but are assigned the minimums so that we don't have wells 

assigned allowables less than the minimum. That is the group 

of wells that are on the horizontal curve. 

Group k is the wells from where the curve breaks and goes up 

into the formula. In other words, group 4 is the wells that are 

prorated on the basis of the formula. 

Q Now, taking i t pool by pool, would you explain your 

exhibit? 

A The first pool I ' l l take up is South Blanco. I ' l l try 

to be as brief as I can with these things, but I think necessar­

ily i t will have to take a li t t l e time as I go through them, so 

there may be questions, clarification questions even when I get 
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through. We know what the groups 1, 2, 3 and 4 are, and this i s 

an effort to compare the same groupings of wells with the zero 

minimum as with various minimums that I took under consideration. 

So the left-hand column, or the zero minimum column would 

be the breakdown in accordance with straight formula. I t would 

be 199 wells or 21.4$ of the wells on 100$ producing ability. 

733 or 1&% of the wells would be on the basis of the formula. We 

have allowables calculated on that basis. 

I think I may as well call your attention to the fact that 

there are 932 wells considered in a l l of these various breakdowns. 

The allowable which is an average monthly allowable for the 

period in 1961 is 3,346,67$, Following to the right under 1000 

minimum, 1000 minimum, South Blanco, would not be effective under 

the present conditions of market demand and development, 

Q By effective, what do you mean, Mr. Utz? 

A Well, there would be no wells in groups 2 and 3» No 

wells would be affected by a minimum. 

Following to the right, the comparison between the zero 

minimum and 1500 minimum would be as follows: there would be 

six wells in group 2 and four wells in group 3, Now, to further 

explain the transfer of allowable, as I»ve attempted to show on 

these exhibits, you recall when I made the statement in relation 

to the graph that there was only so much allowable in the pool anc 
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i f we make a shift in allowable i t has to come from somewhere. 

In this case, when we're shifting allowable downstairs to small 

wells in order to make them an economic venture to prevent pre­

mature abandonment, that allowable has to come from larger wells. 

In this case here I've shown by these arrows on the zero minimum 

column for group 4 where that allowable goes, and i t comes from 

group 4 under zero minimums and goes to groups 2 and 3» 

Now, the figures in the brackets show the volume of transfer 

and the percentage of the group 4 allowable which was transferred, 

Going forward with 1500 minimum, you will see that out of the 

3,162,525 that there is none of that allowable transferred to 

group 2 and only 341 or .01% to group 3, group 3 being the 

wells which calculate less than the allowable when using the fact4 

ors or less than the minimum when using the factors, but are 

assigned a minimum. 

For the 2000 minimum,group 2, we have I46 wells or 15*7%, in 

group 2, or in group 3« You transfer allowable, in this case 

there's no allowable transferred to group 2 when using a two 

million minimum and only 2,123 or .07% to group 3» 

Q So, at the present time the effect on this pool would 

be slight? 

A Very slight when using a two million minimum. 

Q But you expect i t to increase as the pool is depleted? 
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A Yes, i t will increase as more wells fall into the 

minimum category. For West Kutz 1*11 try to run through i t 

briefly with the note that when using zero minimum we have 23 

wells below the breaking point. We have 156 wells that are on 

the formula. Using the 1000 minimum, we have 37 out of 179 wells, 

79 wells or 20% in group 2 and 10% in group 3, that*s approxi­

mately 30% of the wells affected by the 1000 minimum. The 

transfer of allowable from group 4 under zero minimum would be 

none to the group 2 and 2728 or 1.36% of the group 4 allowable to 

group 3. 

Under 1500 it has considerably more effect. We would have 

86 or 4$"% of the wells in group 2 being affected, 23 or 12.8% 

in group 4» In other words, we would have 26% of the wells, or 

47 wells would s t i l l be on the formula. The transfer of allow­

able from group 4 would be in the order of 7.7% to groups 2 and 3« 

That«s in percent of the 131,188. 

2000 minimum, we have 111 wells in group 2, s t i l l just 23 in 

group 3t which would be 74»8% of the wells affected by minimums. 

We would s t i l l have 22 wells under the formula, or 12%. The 

transfer of allowable from group 4 in the zero minimum would be 

in the order of about 23.3% to groups 2 and 3» 

Q In this particular pool the effect would be rather 

significant? 
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A Yes, it would. 

Q Do you have any water problems in this pool? 

A Yes, sir, we do have water problems on the west side of 

this pool, substantial water pools. 

Q Is that one reason you have to keep the wells con­

tinuously on the line? 

A That is one reason,it probably would prevent waste; I 

am quite sure i t would if they produce the wells as much as they 

could continuously and not be subject to water. When you shut in 

a well that produces a high water content, it's usually necessary 

to get a swabbing rig on before you get it back on-the line. 

The Fulcher Kutz-Pictured Cliffs zero minimum we have 47 w©13[s 

below the breaking point and 177 wells prorated on the formula 

out of 279 wells, Making a comparison for the 1000 minimum, group 

2 and group 3 combined, we have 78 wells, or roughly 27% of the 

wells affected by minimums. The transfer of allowables would be 

in the order of 1.65% to group 3. None to group 2. 

Under the 1500 minimum we have 128 wells in group 2 and 22 

in group 3, or a total of 148 wells out of 279 that is affected 

by a 1500 minimum. Transfer of allowable out of 208,905, we have 

in the order of roughly 4% of that allowable that is transferred 

down to wells receiving either 100% of their deliverability or a 

minimum allowable. 



PAGE 17 

Under two million we have about 68% of the wells affected by 

the minimum. The transfer of allowable would be in the order of 

roughly 16% from 42 wells or 15*2% of the wells. I would say 

that the effect of the two million minimum in the Fulcher Kuta 

would be significant. 

Q You don't feel that 1500 minimum would be effective? 

A. Well, I ' l l say this, any minimum would be more effect­

ive than none. 

Q But 2000 is more effective than 1500? 

A That's right. Of course, that don't mean that i f we 

get too low with the minimum we are going to prevent premature 

abandonment, which is what we are after. 

Aztec-Pictured Cliffs, we have 50 wells under the breaking 

point and 370 wells prorated under the current formula out of 

357 wells. There would be no effect on the 1000 minimum. The 

1500 minimum we would have roughly 15.7% of the wells out of 357 

affected by the minimums. The transfer of allowables from group 

4 to groups 2 and 3 would be .08%. 

Under the two million minimum we have 94 wells in group 2 

and 9 in group 3. Out of the 357 wells there would be in the 

order of slightly over 1% allowable transfer. 79»5% of the wells 

would s t i l l be prorated under the formula. 

Ballard-Pictured Cliffs, under zero minimums we have 83 well! 
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under the breaking point, 321 wells prorated out of 404 wells. 

The 1000 minimum comparison in groups 2 and 3, we have .8% of 

the wells affected by 1000 minimum. Transfer of allowable would 

be .03%. 

Under 1500 minimum we have in the order of 98 wells out of 

404, or about 24% of the wells affected by minimums. The transfer 

of allowable from 81.7% of the wells would transfer a half percent 

Under 2000 minimum we have about 35% of the wells affected 

by minimums in groups 2 and 3; the transfer of allowables from 

40.5% of the wells would be in the order of 1.8% of their allow­

able. 

Blanco-Mesaverde has a li t t l e different picture than the 

Pictured Cliffs Pools since the wells are usually better wells. 

Out of 1828 wells prorated in the pool, there are 393 wells, or 

21.5% that are under the breaking point, using zero minimum. Any 

minimums up to 2500 would not be effective. This is the only 

pool which I consider a three million minimum. The other pools 

I calculated the effect of the minimums up to two million, full 

well knowing that I would not recommend any more than two million, 

However, since Mesaverde is deeper, they have liquid to contend with, 

the operating costs are higher. I thought i t well to consider 

three million minimum. 

They would be 2.8% of the wells affected by a minimum. That 
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transfer of allowable at this time would be .03% from 75% of 

the wells. 

I believe that covers the tabular data of exhibits up through 

No. 8. 

Q Would you now explain how you arrived at the 2000 

figure and 3000 figure for the one pool based on your next 

exhibit, which is No. 9? 

A No. 9 exhibit is an example of income from various 

minimum allowables. This exhibit pertains only to Pictured 

Cliffs. The gas is calculated at 11.50 per MCF, which is the 

figure given to me, which includes average liquids. This is an 

average figure-that is being paid for Pictured Cliffs gas in the 

Basin. 

I used 12.5% royalty since that is the nominal royalty, 

full well realizing i t was brought out in the Basin-Dakota hear­

ing that there are royalties paid in excess of this. But this 

is by far the most common royalty. I've calculated the operating 

costs of an average Pictured Cliffs well as being $50.00 a month. 

We have data in the records of various hearings which indicate 

that operating costs are in excess of $50.00 a month. We also 

have data that would indicate it's only |35»00 a month. So I've 

used fifty because I believe it's a good average. 

Q Do you say that does include our value up here of the 
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gas, do you say that does include the liquids? 

A Yes. 

Q You recognize, of course, that some don't make any? 

A That's true, some won't get this much out of their 

because some have less liquid content,to say the least. 

Q Do these operating costs include well tests such as 

deliverability tests? 

A Yes. 

Q These wells are not going to have deliverability tests 

under this minimum, are they? 

A No. They'll save themselves about $35«00 a year. 

Q So that wouldn't significantly affect your figure? 

A $35.00 a year. We are not talking about much money. 

Q Did you consider in your figures here escalation 

clauses in the contracts? 

A No, I did not, because, as I indicated at the Basin-

Dakota hearing, that I have no way of second guessing the Federal 

Power Commission. It's my understanding that they have to approve 

all escalation clauses or escalation prices. They may not approve 

them, which would give a false figure i f I used an escalation. 

However, I understand i t probably will be another three years 

before there's another escalation into effect. I am not real 

sure about that time. 
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Q Have you ever considered the feasibility of doing this 

on a well by well basis? 

A Yes, we have discussed that to quite some extent. In 

my opinion it's impractical, particularly as to the administration 

of assigning allowables. We would have as many minimum allowableJI 

as we had hearings for minimum allowables. There would be no 

particular rhyme or reason as to the volume of gas that we would 

assign. We would have to base i t on the operator's testimony. 

As you well know, some of this testimony is a li t t l e hard to 

sift down. The companies — 

MR. PORTER: Does that apply to yourself too? 

A Take i t any way you like. Some companies have higher 

operating costs than other companies. Some companies use ad­

ministrative costs in their operating costs, some don't, so, when 

we started, when we would start having hearings on minimum allow­

ables based on a company's operating costs, I think i t would be 

most difficult to reach a decision. To say the least, we would 

have a terrific administrative load. 

Q So you simply tried to take an average based on your 

general knowledge? 

A I'm trying to take what I believe to be a reasonable 

average so that everybody will have a fair shake as much as 

possible. 
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Q Would you turn to Exhibit 10, please? 

A No, I haven't finished with Exhibit 9 yet, Mr. Payne. 

Q Go ahead. 

A The columns, the first five columns is the calculation 

based on the breaking point. That's the point at which the wells 

begin receiving reduced allowables due to the formula. I used 

the breaking point because that is the low point at which a well 

is curtailed, everything below a breaking point you can't help 

them anyway because they are producing everything they can under 

existing producing conditions. So I thought i t well to take a 

look at the economic point at' which we start curtailing produc­

tion by assigning low allowables. 

The Aztec breaking point is 1010. At 11.50, 12.5% royalty axid 

$50.00 operating costs, a person could expect $51.75 a month 

income. That only includes the two expense items. You have 

everything else that is to be included to be taken out of $51*75, 

such as taxes and any other expenses. 

Ballard-Pietured Cliffs, 915 breaking point. It would give 

you a $42.17 a month income to take a l l other expenses out of i t . 

Fulcher Kutz breaking point is 552, this is a deliverability fig­

ure, 552. You'd end up with $5.61 from a well that was capable 

where i t began having reduced allowables due to the fomula. 

South Bianco-Pictured Cliffs, the breaking point is 1468* 
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I t received #97.89 on which to pay his bills. West Kutz had 464 

breaking point. He's really in the money, $3.26. Now, I donft 

have to sit here and preach about how long that fellow is going 

to produce a well like that. 

Then the three columns to the right, I have used the 

economics at a thousand, 1500 and 2000 minimums, which are the 

three minimums that I made a study on. With the 1000 minimum 

he'd have $50.63 to work with. 1500, a l i t t l e over a hundred 

dollars. 2000 minimum, $151.25. In my opinion a person that 

can't expect $151.00 with which to keep a well on the line and 

pay for a lit t l e bit of profit i f there is any, he's not getting 

very much. If you don't give him that much, in my opinion he 

wouldn't be a very good business man i f he didn't plug the thing 

and forget i t . 

Now, Exhibit 10 is the same type of information except for 

the Blanco-Mesaverde. In this case I've used a figure given to 

me which includes liquids from the gas. Now, it's my under­

standing this .130 would not include tank liquids at the well­

head. I have not considered liquids in this exhibit because ther« 

are many. Mesaverde wells that produce no liquids, they don't eveii 

have tanks set at the wellhead. Some produce a lot of liquids, 

so rather than to try to average the liquid production, I ignored 

i t . A fellow has liquids, he's just in a li t t l e better shape. 
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I used 12.5% royalty. The breaking point for the Blanco-

Mesaverde is 2817 MCF. At this breaking point, or at the point 

at which we would begin curtailing allowables, or production by 

assigning allowables, he would receive $220.00 for operating a 

Mesaverde well. These wells vary in depth from some as shallow 

as I believe 4500 feet on down to 56, 5700 feet. 

The three million minimum, i f we would assign a three mil­

lion minimum to the wells that are capable of making i t , he would 

receive $241.25 a month with which to pay his bills and keep the 

well on the line. 

In conjunction with this exhibit, I have made a li t t l e com­

parison with oil well minimums. In early 1952, the Commission 

by Order R-96UA, established a ten barrel a month minimum allow­

able for oil wells. Let's take a look at the economics on a ten 

barrel a day. Did I say ten barrel a month? I mean ten barrel 

a day, to see what the minimum allowable as we have already 

established for oil wells would be. 

Using $2.85 oil, his gross income would be $84ov.OO less 

royalty of $106.00 and a dime and less well operating costs of 

$254.00 a month, and this is a figure which was given to me from 

one company's production data, and i t is an average. I t runs, 

the wells run from 3,000 feet to 12,000 feet. The average per 

month operating costs for wells of this company was $254#00 a 
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month. That's the figure I used, I think it's a fair average. 

He would have a monthly income from a ten barrel well, or a 

minimum oil allowable well, of $4##,74, That's substantially 

higher than my highest minimum here of $241,00, 

Q That ten barrel figure is during times of purchaser 

prorationing, is that right? 

A It's my understanding, according to the way I read the 

rupe, up to now it's only effective during times of purchaser 

prorationing, but i t would be effective at any time we went 

below ten barrel a day normal unit allowable. 

Q When you are on 100% acreage formula, as you are in 

oil, i t wouldn't effect production any time except during pur­

chaser prorationing, would it? 

A Any time we went below, or down as low as ten barrel a 

day normal unit allowable, the minimum would be effective. You 

wouldn't go any lower than that because the minimum is establishec 

In other words, everybody would get ten barrel a day, 

Q Does the order establish i t generally? 

A Pardon? 

Q Does the order that you were referring to establish i t 

generally just across the board? 

A The way I read i t , i t does, 

Q Do you have anything else that you wish to produce, 
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Mr. Utz? 

A I have some brief summarizing that I might do. As I 

stated before, consideration of a l l six of these pools, we took 

into consideration 3979 wells. Blanco-Mesaverde had 1828; 

Ballard, 404; Aztec, 357 wells; Fulcher Kutz, 279; West Kutz, 

179 and South Blanco, 932. 

Now, to give you the picture of the wells that would be 

affected for a l l six pools, group 1, as you may recall, is a l l 

wells below the breaking point, using no minimums. All of those 

wells in all six pools total 795 wells, or 20%. That group of 

wells would not be affected by minimums. 

In group 2, which is the wells that are assigned something 

in excess of the breaking point up to whatever minimum we are 

considering, in this case I am using the minimums I intend to 

recommend, two million for Pictured Cliffs and three million for 

Blanco-Mesaverde. The wells which would be on 100% deliverability 

or 100% ability to produce would total 687 wells, or 17% of the 

wells. 

Now, you add 20% to 17% and that gives you 37%, and that 

would be 37% of a l l the wells in these pools that would be on 

100% deliverability. We have got a lot of people here that think 

we ought to have, we are going to have i t on 37% of them. 

In group 3 there would be 102 wells that would be affected 
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under the conditions for which I made my study, or 2.5% of the 

wells which would receive a minimum and have the ability to pro­

duce more than the minimum. That, due to the minimum, would be 

assigned allowable in excess of what the formula would calculate. 

I believe that's a l l I have. 

Q Mr. Utz, the purpose of your minimums, recommended 

minimums, as I understand your testimony, is to prevent waste by 

granting the operator reasonable lifting cost, is that correct? 

A Yes, that's true. 

Q Were Exhibits 1 through 10 prepared by you or under 

your direction? 

A Yes, they were. 

MR. PAYNE: At this time we move for the introduction 

of Commission's Exhibits 1 through 10. 

MR. PORTER: Any objection to the introduction of the 

exhibits? They will be admitted to the record. 

(Whereupon, Exhibits 1 through 
10 were admitted in evidence.) 

MR. PORTER: Does anyone have a question of the witness? 

Mr. Keleher. 

CROSS EXAMINATION 

BY MR. KELEHER: 

Q Mr. Utz, is i t my understanding that this testimony 

that you have just given and the recommendations are the 
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unanimous recommendation of the Staff? In other words, are you 

speaking on behalf of the entire Staff of the Commission? 

A No, I couldn»t say that I am. We're just individuals, 

Mr, Keleher, and I have my opinions, I think Mr, Nutter has his 

opinions, and I am sure the people in Aztec have theirs. Some 

think we ought to do i t on an individual well basis. Others think 

that I am a piker for recommending two and three, i t ought to be 

much higher. 

Q Well, would it be correct to say, then, that this is 

your individual recommendation? 

A Yes, I think i t i s , I made the study by myself. Of 

course, everyone on the Staff was conscious of the fact that the 

study was being made, and I talked i t over with them, they are 

fully advised. 

Q During the course of your testimony you referred to 

65-3-14? 

A Yes, sir, 

Q And subdivision (d) of that statute provides as follows, 

I'm quoting now, "minimum allowable for some wells may be ad­

visable from time to time, especially with respect to wells al­

ready drilled when this act takes effect, to the end that the 

production will repay reasonable lifting costs and thus prevent 

premature abandonment and resulting waste." End of quotation. 
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That's the statute as you recollect it? 

A Yes, sir, that is i t , 

Q Would you say that you have injected into your study 

not only the reasonable lifting cost, but other factors? 

A No, I don't think I've injected into the study any 

more than what I would consider a reasonable income in order to 

prevent premature abandonment. Just where you can go with this 

$50,00 and $100.00 that I used, Mr, Keleher, is the cost of 

turning the well on and off and going and looking after i t , and 

your expenses, traveling expenses and so forth. In other words, 

it doesn't include any workover of any nature, swabbing, replac­

ing tubing, or anything else. 

Q Well, you have incorporated a l l those factors, then, 

into what you term reasonable lifting costs? 

A That's incorporated into the figure that you ended up 

with there at the tail end. 

Q You haven't included anything by way of profit? Once 

or twice you mentioned the profit. 

A Well, there is profit in there too, 

In other words, out of a two million minimum, $151.00 would in­

clude anything that he has to do, profit, taxeis, probably includes 

some more lifting costs. 

Q That would be the gross that the well owner received? 

Lf there is any. 
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A That,s what a man would have left in order to pay him 

to operate the well. 

Q It's my recollection that you said that your study had 

been limited to 1961? 

A That's true. 

Q You made no projection into '62 or '63? 

A No. 

Q In the course of your testimony — 

A In the first place, Mr. Keleher, I can't project in »62 

and '63 because I haven't the slightest idea what the market 

demand is going to do, and that's a very important factor. 

Q You don't have any opinion in regard to that? 

A Oh, I could have an opinion, but i t might be just as 

wrong as i t could be. I would rather use factual data. 

Q In the course of your testimony, Mr. Utz, you referred 

to plugging of wells, abandonment of wells prematurely in order 

to avoid waste. Do you have a record of the number of wells that 

have been abandoned? 

A No. 

Q Say in '61? 

A No, I have no record of wells that have been abandoned. 

I know of quite a number that are sitting there wondering what 

the heck they are going to do with them. I know some operators 
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that have stated, and I think Mr. Arnold can verify this, if 

something isn't done about some allowable on their wells, well, 

they are going to plug and abandon them, 

Q That is a threat rather than an actual fact, is it? 

A Well, I have no way of knowing whether it's a threat 

or not, but I can say this, I believe i f I was in their shoes I'd 

plug them, 

Q Do you have any idea of the number of wells plugged, 

we'll say in 1961 or the year in which your study was made? 

A I made no attempt to determine how many wells were 

plugged. As a matter of fact, I doubt at this time that there 

was very many plugged due to this, I do anticipate there will 

be many from now on out i f we don't have a minimum, 

Q Your thought, then, on premature abandonment is based 

on what you have heard rather than an actuality? 

A Well, it's based on what we've heard from the operators, 

yes, plus the fact that we've used just a plain, old, common, 

ordinary horse sense and know that they're not going to let them 

sit there making them no money, that they'll recover what they can 

out of them, I think Pubco would do the same, 

Q In the course of your testimony, you referred to 

shifting of allowables? 
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A Yes. 

Q And transfer of allowables? 

A Yes. 

Q In substance and effect, isn't that use of those 

terms and the results changing the formula that presently exists 

in the San Juan Basin? 

A Yes, I have made no attempt to say that there isn*t a 

shift in the allowables. I'd be a li t t l e s i l l y to try to tell 

anybody that there wouldn't be. I t will affect the formula by 

removing some allowable from the formula calculation. 

Q The end result would be a change in the formula, would 

it not, actually? 

A It would be a modification of the distribution of 

allowables. I t wouldn't change the formula. That is , that 

allowable would be left, would be calculated on the basis of the 

same formula. But there wouldn't be as much allowable to dis­

tribute with that formula. It will affect the well allowables. 

MS. KELEHER: I think that's a l l . 

MR. HOWELL: Ben Howell, representing El Paso Natural 

Gas Company. 

MR. PORTER: Mr. Howell. 

BY MR. HOWELL: 

Q Now, Mr, Utz, the proposal which you have would, in 
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several of these pools, have about the same result, would i t not, 

i f you changed the percentage relationship between the 75-25 

formula that now exists to a different percentage? 

A Oh, generally speaking the shift in allowables would 

be to that end. I t wouldn't be as consistent as a change in 

formula, 

Q Well, i f , for example, you were to change the allowable 

formula 50-50, that would result in a larger proportion going on 

an acreage basis and to each well, would i t not? 

A Oh, yes, 

Q And that's what you are doing, in effect, by establish­

ing a minimum, Tou are raising the figure that each well gets, 

i f i t can make2. 

A les, that is true, actually that's the whole purpose 

in i t is to give them some more allowable so they can keep them 

on the line. Let's look at this, for example, I can see three 

formulas in that curve, I can see a hundred percent deliverabil­

ity up to this point. I can see straight acreage out to here, 

and 25-75 i f you want to put i t that way. 

Q And the over-all effect of the rule that would create 

minimum allowables would be to change the allocation and, in 

effect, change the formula? 

A No, I wouldn't say it's changing the formula, I'm not 
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recommending any difference in the 25% formula, I am recommend­

ing that we give some of the wells in the pool enough allowable 

to prevent premature abandonment, which allowable would come 

from the better wells in the pool. 

Q Well, you are recommending that the allocations result­

ing from the present 25-75% be changed so that certain wells will 

receive a larger allowable than they now do,at the expense of 

other wells? 

A That's right. 

Q And in that connection, Mr. Utz, have you made any 

studies of reserves of the pools or of the wells? 

A No. That is,not for this particular thing here, in the 

past years I've made some reserve studies. 

Q In connection with your testimony today, you haven't 

based any of this on any reserve studies, have you? 

A No. 

Q Now, the effect of your proposal would be to substan­

tially increase the number of unprorated wells, would i t not? 

A You mean by non-prorated wells, the wells that are on 

100% ability to produce? 

Q Correct. 

A Yes, sir, i t will do that. 

Q When a well is permitted to produce a l l that i t can 
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make, i t isn't any way limited by the proration formula, is it? 

A Well, as long as i t stays, as long as the producing 

conditions, pipeline pressures, market demand stay constant, no, 

it's not affected, but i f the market demand goes down, i t could 

be affected by the formula,if the line pressures are lowered 

i t could be affected by the formula. 

Q Now, looking at the South Blanco, let's take each of 

these pools just for a brief look. I f you applied the two 

million monthly minimum, which you are recommending for the 

Pictured Cliffs, you would wind up with only 62.1% of the wells 

in that field to which the formula would be applicable, that's 

your testimony, isn't i t , as shown by your exhibit? 

A That's right. Then, of course, you can take 21.4% 

away from that, because that's the number of wells that would be 

affected under any formula. So we're talking about 41% of the wells 

to be prorated under the formula. 

Q Now, going to the West Kutz, to apply the two million 

would leave only 12.4%, and the effect of the formula would be 

to change 70.8% from a status to which the formula i s now appli­

cable to one in which the formula wouldn't be applicable because 

the minimum would affect i t , is that right? 

A Where did you get the 70.8%? 

Q I added 62% — 



PAGE 36 

. in 
z <\j 
0 n 

- z 
• I 0 

CJ 5 i 

I 
ps 

I 
ft* 

ft* 

2 N 

0 s 
3 O 

1 1 

•i a. 

A Your groups 2 and 3? 

Q I added your group 2 and group 3» 

A That's true, we would have 12,5% of the wells under 

100% or their ability to produce, which I believe you've, chosen 

to call non-prorated wells. There would be your 70,8% which 

would be affected by the minimums, 12,4% would be on the basis of 

the formula. 

Q In that West Kutz field you would have transferred from 

22 wells, allowables which they would receive under the formula 

as i t now exists and spread i t among 134 other wells? 

A That's right, to prevent premature abandonment and 

waste. 

Q This would not have affected in any way the 23 wells 

in that pool that are below the breaking point at the present 

time? 

A No, at current conditions i t wouldn't affect them, 

Q Turning to the Fulcher Kutz now, under your proposal 

of a two million minimum, the effect would be to leave only 15*2% 

of the wells in that pool to which the formula was applicable? 

A That's right. 

Q The other 84,8% would just be producing a l l they could 

produce? 

A Oh, no. I t would be 28 wells or 10% that would be 
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curtailed, 

Q That would be 2& wells, but there would be 209 that 

would be producing al l they could produce? 

A Well, it would be groups 1, 1 and 2 would be producing 

a l l they could produce. 

Q In each of the pools the effect of your proposal would 

be to increase the number of wells permitted unrestricted flow 

and to decrease the number of wells that are subjected to pro­

ration under the existing formula? 

A Yes. I think that's a true statement. 

Q Mr. Utz, with reference to your group 1 wells, I believ^ 

your testimony was that there was 795 wells of 20% of the group 

in group 1? 

A That's right. 

Q Now, of these 795 wells, not one would be affected by 

your proposal? 

A That's true. 

Q And these 795 wells are the poorest wells in the 

entire field in their ability to produce, aren't they? 

A I don't think there's any argument there. 

Q And yet, as of today, there are 795 wells that haven't 

been plugged and abandoned that are producing less revenue than 

you recommend as the minimum, isn't that correct? 
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A Yes, I think that would be true. 

Q So there are at least enough stupid operators that 

haven't plugged these 795 wells that are keeping them going with 

no hope that anything that could be done will increase their 

production because they're making a l l they can make? 

A Yes, they are making a l l they ean make under the 

present conditions, but they s t i l l live like the farmers, they 

hope it will rain. 

Q Well, speaking of hoping i t would rain, I believe 

you've already testified that you didn't consider any price 

escalations. Would you assume that effective January 1st, 1964 

a majority of the contracts in the Basin do provide for a penny 

price escalation? 

A I knew i t was a couple of years hence, two or three 

years. 

Q Well, that's a year and a third. 

A All right. 

Q Neither you nor I know whether the Federal Power 

Commission is going to let that become effective. Assuming i t 

does become effective, that would from 1964 on change the 

economics of these various pools, would i t not? 

A It would change the economics of a well that will 

produce the same amount of gas then as i t does now. 
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Q That*s correct, you've used an example of a well which 

you've related here to one well. Now, let's look at the Blanco-

Mesaverde. On your final, I believe it's Exhibit 10, now, the 

effect of a price escalation would be, as I interpret i t , and 

correct me i f I'm wrong, i f one cent price escalation did become 

effective as provided by contracts, that would add #28.17 to the 

income at the breaking point. The breaking point is 2817, i f we 

had a penny on each one of the 2817 wells, have #28.17 additional 

income, wouldn't we? 

A With a penny a thousand i t would increase the income 

a thousand, and I didn't have a slide rule. 

Q If that escalation becomes effective, your breaking 

point on the Mesaverde would actually be higher than the break­

ing point that you prescribe for the three million minimum, as i t 

is there's only $20.80 difference between the two, isn't there? 

A Oh, yes. Yes. Of course, this well that's capable 

of producing 2817 today, when the Federal Power Commission gets 

through kicking i t around for a couple of years to decide 

whether or not they are going to let you raise the price of gas 

a penny, it probably wouldn't produce that much. 

Q It might not, but i f the rules stay the same, I think 

what they would have to do would be after five months, after a 

total of six months, that their suspension, they could suspend 
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for no longer than that, when the rate went In, and it would be 

subject to later adjustment, I agree, but I think i t would be­

come effective, and if it's ever allowed, my point is that i t 

would go back to the beginning point, would i t not? 

A Yes. 

Q So i t might come in later, but it would be effective 

as of the middle of 1963? 

A I presume i t would, yes. 

Q Also, in that connection, Mr. Utz, I believe you testi­

fied that you gave no consideration to separator liquids, that 

is liquids that were recovered on the leases and are not paid by 

the gas purchasers as a part of the price of gas? 

A No, I didn't consider them because I have no way of 

knowing,that is i f we're going to set up a minimum, in my opinion 

i t ought to be for the average well or at least i t ought to be 

in the lower bracket of wells. I f a man has a well that will 

produce a hundred barrels of liquid a day and very li t t l e gas, 

which they are in Blanco-Mesaverde, this would have no effect 

on i t anyway. 

Q Well, you are not — 

A Since liquids are not prorated. 

Q You are not quarreling with the estimate which I think 

was made as of today's projection of the September allowables up 
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in the northwest would be over 3,000 barrels of condensate per 

day produced? That is what we're talking about when we are 

talking about separator liquids, isn't i t , the condensate that 

is listed on this report? 

A It's my understanding that's what we're considering 

there is incidental liquid, non-prorated liquids. 

Q That are taken out at the well head, and in al l of 

your studies you have given no consideration to allotting any 

of that 3,175 barrels of condensate a day to any of the wells 

here? 

A No, Mesaverde wells. No. 

Q That's actually about one-eighth — 

A Because, frankly, I don't know actually how much of 

that is Mesaverde. I would suspicion that just below 50% of i t 

is . 

Q It's,actually the condensates from the San Juan Basin 

are equal to about an eithth of the crude production, aren't theyf? 

The figure roughly was 25,000 as against 3,000. That's, I think, 

roughly an eighth? 

A Yes, that sounds about right. 

Q In considering the costs of operation, Mr. Utz, what 

consideration did you give to the fact that there are concerns 

in the Basin which will contract to handle the costs of 
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operating a well for as low as $30.00 a month? 

A Well, I think even that varies. I t depends on the 

location of the well, the number of wells that the operator has, 

and the type of wells that he has. I think you are correct in 

that wells in the vicinity where they don't have to drive more 

than ten miles or such matter, maybe fifteen, straight dry gas 

wells, Pictured Cliffs wells, he has enough wells, it's my under­

standing he can get a deal like that. I'm talking about an 

average. 

My opinion is on the low side, and if you, as a 

company, felt you could operate them that cheap, I expect you 

would be hiring these people because your operating costs are 

probably higher. I know some people's are. 

Q We expect to put on testimony as to our costs, Mr. Utz. 

We won't keep it a secret, but that is, but there is a figure 

there with which you are familiar that is substantially lower 

than the figure which you used. 

A It's lower than $50.00 a month, but from the figures 

that I had available to me, well, $50.00 seemed like a very 

reasonable average. 

Q Taking the two pools which are the poorest pools in 

there, I believe everyone will concede that poverty exists more 

in the West Kutz and Fuleher-Kutz than any other portion of the 



PAGE 43 

field. 

A Yes, they're the pools that's most depleted. 

Q Actually, aren't they reasonably close in and reason­

ably easy to get to, they are not in the outlying portions of 

the Basin, are they? 

A No, they're pretty close in. 

Q So that as to those wells in that pool, it would seem mc 

likely that those low operating costs would be applicable, is 

that correct? 

A Oh, of course, in West Kutz, in particular, well, I ' l l 

say both wells we have liquid problems, maybe some people operate 

them for $30.00 a month, but i f you are going to properly take 

care of your liquids, well I doubt that you get a very good 

operation, a very efficient operation for $30.00 a month to keep 

your well free of liquid so i t will produce into the line. 

Q Referring to your Exhibit No* 9 as an example, of where 

you've used the example of income, let's take the horrible 

example of the West Kutz, which I believe is the lowest amount 

of profit that would be shown anywhere on your study, isn't 

that correct? 

A Yes, that's true, that's a l i t t l e lower than Fulcher-

Kutz about two dollars and something. 

Q Well, now, as to the West Kutz, or Fulcher-Kutz, either 

st 
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that amount of profit is applicable to the well that right now 

is being permitted to produce a l l that i t can into the line, 

isn't it? 

A Oh, I don't think, Mr, Howell, that I've claimed any­

where in my testimony that we could do anything for the wells 

that won't produce, 

Q I'm sure you haven't, Mr, Utz, but the point that I 

want to develop here is that the well operator who is in the 

status that you are showing here can't be helped. The man who 

has a larger deliverability will receive additional allowables 

over and above this breaking point by application of the formula, 

will he not? 

A Well, they won't raise very fast from this point up, 

I can tell you that, until his deliverability gets away on up in 

the neighborhood of almost twice as much as 464 before he receive^ 

any substantial increase in allowable. That shows i t right over 

there. 

Q But he does from this point on, i f his well has the 

ability to produce more than this? 

A He'll get a littl e bit more. 

Q He gets increasing allowables as the deliverability 

of his well increases? 

A Yes, I will say a fellow, well, I ' l l show you, we have 
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464 breaking points, let's take a fellow with a half a million. 

Zero, based on these figures here of 1941, this fellow would 

receive, let's see, about 2800 a month. If he has a 500 deliver­

ability. 

Q Well, he would receive 40% more than this figure you've 

used here, then he would receive substantially more than that, 

wouldn't he? 

k Between 464 and 500 we are talking about a bunch of 

wells. I didn't bring my figures down, I could tell you exactly 

i f I had my tab sheets down here, but there are, I am sure, quite 

a number of wells in that area because the deliverabilities of 

the wells in West Kutz are very low. There's very few of them 

that are as high as a million. 

Q I'm sure that's correct, and I am not attempting to 

dispute with you about your testimony as to what you've said 

here, but I'm trying to bring out, and I hope you can help me 

clarify my mind on i t , I'm trying to bring out the point which 

is. that the 75-25 formula begins to allocate some allowables 

from this point on upward, any well that has the capacity. 

k We're not in any dispute about whether i t increases 

their allowable or not, I am saying I don't think i t increases 

it enough. We are talking about, as long as we are talking about 

increasing allowables, I think we ought to consider the number of 
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wells that we're going to effect too. Those figures that I gave 

you up to this point right here, in other words, up to 400, 

include a l l but 22 wells out of 179. In other words, there's 

where your wells are in West Kutz, clear down there trying to 

produce nothing. 157 wells are below that breaking point right 

there have less than 400 MCF. 

Q There are, right as of today, 23 wells in the West 

Kutz, are there not, that can't make that breaking point that 

are s t i l l being produced? 

A Yes, but I've heard t e l l that 12 of them i s going to 

be plugged real soon. 

Q Now, the acreage factor of 25% in the typical San Juan 

Basin formula, does provide a minimum figure for each well, does 

i t not? 

A The 25% acreage? 

Q Yes. A Such as i t i s . 

Q You aren't contending that there i s no minimum, i t ' s 

your contention that i t should be a higher minimum? 

A That's true, I think i t ought to be. I think the 

minimum ought to be high enough to pay a man to keep the well 

on the line to keep him from plugging i t . At least i t ought to 

be enough to encourage him to keep i t on the line i f i t ' s capable 

of making i t ; a l l wells that can't produce that minimum, nobody 
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but the Lord can help them. 

Q The effect of your proposal would be practically n i l 

on the Mesaverde at this time, would i t not? 

A That's true. I think I said something i n the order of 

three hundredths, yes, three hundredths of one percent. 

Q In other words, certainly in that pool the acreage 

factor is producing a minimum which is very close to that which 

you think should be established as an a r t i f i c i a l minimum? 

A Under present conditions, or under 1961 conditions i t 

was very close. I may as well point out at this time that I don' 

think we ought to l e t the horse out of the barn before we lock 

the gate. I think we should have had minimums when we wrote 

the order in the f i r s t place. As a matter of fact, I dare say 

i f I had brought this case on two years ago there wouldn't have 

been any complaining. 

Q Two years ago the same minimum of 25% acreage was as 

effective, i t is effective today? 

A Two years ago? 

Q Yes. 

A I t was probably more effective. 

Q I believe you've already testified that this proposal 

of yours has no effect upon the market, that i t can't increase 

the market demand,that's beyond your powers there, or power of 
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any formula? 

A I don't see how it would. I can see by virtue of these 

minimums El Paso might see f i t to take some more, but I would 

doubt i t . 

Q What we're doing, we are not abolishing the group 1 

wells, we might call that poverty, the poverty row down there, 

we are not abolishing or improving their condition a bit, are we? 

A No, we're just adding to i t , we are giving them a few 

more on 100% deliverability. 

Q We're just spreading the poverty rather than leaving thdm 

in this same group? 

A All this group would produce something more than what 

this formula gives them. 

Q That would be at the expense of the better wells in the 

pool? 

A I think if you are going to take i t from somebody, I 

think that's where it ought to come from. 

Q In answering my question, you do concede that's a 

reality, don't you? 

A Oh, certainly. They have been enjoying prosperity for 

a long time now since March 1, 1951. 

MR. HOWELL: That's a l l . 

BY MR. KELEHER: 
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Q Do you have any figures showing how many wells have 

been permitted by the Commission to increase allowable production 

in 1961? 

A How many wells have been — 

Q Allowed under the statute, that 65-3-14, the Commission 

has the authority now. 

A You mean that have been granted premature allowables? 

Q Yes. 

A Due to low acreage factor, there are 12 wells. 

Q Twelve wells in 1961? A Yes. 

Q Do you have any figure for prior years? 

A That was granted before 1961, but they're s t i l l in 

effect, we assigned them 1400 minimum because some had 40 acres 

and some BO acres, one or two had 120. No more acreage they 

could dedicate, and these were wells that were drilled prior to 

160-acre spacing. 

MR. KELEHER: That's a l l . 

MR. PORTER: Mr. Keys. 

MR. KEYS: I would like to make a couple of statements 

in regard to those so-called stupid operators and not plugging 

their wells. 

MR. PORTER: We'll ask for statements in a few moments 

when we are through with the witness, Mr. Keys. Does anyone 
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have any questions of the witness? Mr. Payne, 

REDIRECT EXAMINATION 

BY MR. PAYNE: 

Q Isn't i t true that there are a number of wells in the 

San Juan Basin that aren't actually on the line but are not 

plugged? 

A That's right. Yes. Just how many I don't know. I 

know there are some.that are disconnected and some are even sit­

ting on the line not producing, they just can't produce. 

Q Isn't i t also true that some operators may keep a well 

producing even though it's not economical to do so on that per 

well basis in order to hold the lease? 

A That's right, i f they don't have other production on 

the lease. 

Q Is i t your opinion that correlative rights, the pro­

tection thereof, is an absolute thing? In other words, doesn't 

the definition say insofar as practicable? 

A Oh, yes, i t certainly does. 

Q Mr. Utz, as to this operating cost, do you have any 

opinion as to testimony we have heard in wide spaced cases as to 

operating costs as compared with your #50.00 figure? 

A A lot higher. 

Q The testimony in those cases rather than the 50? 
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A That's right, 

MR. PAYNE: Thank you. 

MR. PORTER: Anyone else have a question of Mr. Utz? 

A One thing I might point out is that some of these wells 

that you mentioned that were tied to the line and not producing 

are not producing because the operator is just tired of spending 

money to go out there and swab them in, those are wells that we 

have shut in by shut in order and caused them to load up. 

Therefore, when they are released we cause them to have to go 

out there and swab them in so they'll start producing again. 

Q (By Mr. Payne) That's what happens i f you don't make 

exception to the 75-25 formula? 

A That's right. 

Q You have to keep reclassifying them, shutting them in 

and letting them make up the under production and over production 

and so forth? 

A That's true. Another instance, we will be assigning 

allowables in the neighborhood of, oh, three or four hundred 

MCF a month based on the formula, A well just slightly under 

this would be classified this six months as a marginal well. 

Well, we classify every six months. So i f the market demand 

goes down, which i t has done in the last year or two, at the end 

of the six months' period,well, we look at him again for 
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classification and then we find that the market demand has gone 

down, so he's actually been a non-marginal well instead of a 

marginal well. What do we do, after we have gigged him by assign­

ing him a measly 300 or 350 MCF a month. Then we turn around 

and slap him with overproduction and declare him over active and 

he has to be shut in, 

Q Do you feel that the minimum that you have recommended 

would be enough to keep these wells on the line more or less con­

tinuously? 

A Well, it's hard to say i t would help the situation sub­

stantially. It's hard to say because i t just depends on the con­

ditions of the well, how much liquid they have got, the pressure 

and so forth. 

MR, PAYNE: Thank you. 

A But it would help i t , 

MR. PORTER: Any further questions of Mr. Utz? You may 

be excused. 

(Witness excused.) 

MR. PORTER: Mr. Howell, did you say that El Paso has 

some testimony to put on? 

MR. HOWELL: We have testimony, but i f the Commission 

please, I think that Mr. Rainey expected to commont on some 

testimony that may be put on by Pubco and i t would be more logical 
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from the standpoint of our presentation to have them put theirs 

on firs t . 

MR. PORTER: I hadn't had any indication. They made 

an appearance, but they didn't state they would put on any 

testimony. 

MR. KELEHER: At this time I would like to read into 

the record Pubco's position. Pubeo Petroleum Corporation 

strongly opposes establishment of minimum gas allowables in var­

ious gas pools in the San Juan Basin as recommended by the Oil 

Conservation Commission Staff for the following reasons: 1. The 

proration formula of 75% deliverability, 25% acreage protects 

correlative rights, provides for an equitable division of the 

market between wells based on each well's recoverable reserves. 

2. The application of a minimum allowable will materially 

change the proration formula and therefore would not provide for 

equitable division of the market between wells based on each 

well's recoverable reserves. 

3. The proration formula already provides for a marginal 

well classification and a space of 25% of total market in each 

pool to a l l wells and an acreage basis without regard to known 

differences in individual well reserves. 

Before any action is taken by the Commission toward the 

establishment of a minimum gas allowable, i t would be a flagrant 
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violation of correlative rights since i t would artificially 

extend the producing life of those wells which should be abandoned 

at the expense of the average wells in the various pools. 

It is further the opinion of Pubco that the only problem 

that exists today in the various pools in the San Juan Basin is 

an overall inadequate gas market, which, in our opinion, can not 

be remedied by an application of minimum allowables. We have 

a witness, Mr. Frank Gorham, I will ask him to be sworn and take 

the stand. 

(Witness sworn.) 

FRANK D. GORHAM. JR. 

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

as follows: 

DIRECT EXAMINATION 

BY MR. KELEHER: 

Q State your name. 

A Frank D. Gorham, Junior. 

Q What official position, i f anŷ  do you occupy with the 

Pubco Petroleum Corporation? 

A Executive Vice President of Pubco Petroleum Corporation 

Q You've testified previously before this Commission? 

A Yes, I have. 

Q And qualified as a witness? 
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A Yes, sir. 

MR. KELEHER: Would the Commission forego the qualifi­

cations again? 

MR. PORTER: Yes, sir, the Commission considers Mr. 

Gorham qualified. 

Q (By Mr. Keleher) Mr. Gorham, in connection with the 

presentation of this case, have you had an occasion to make a 

study of it? 

A Yes, I have. 

Q And have you prepared exhibits? 

A Yes, sir. 

(Whereupon, Pubco rs Exhibit 
No. 1 was marked for identi­
fication.) 

Q Have you prepared an exhibit showing the average market 

allocation, 1955 to 1962? 

A Yes, sir. On the Exhibit No. 1 we have included sev­

eral plates which involve al l the various pools under discussion. 

As a matter of fact, an additional pool. The first plate of 

this exhibit shows the Blanco-Mesaverde Pool. On the left-hand 

side is the acreage allocation reading upward from zero to 5000 

MCF per well per month. On the bottom scale are the years 1955 

through 1961, the first six months of »62, and on the right-hand 

side of the graph is the average field production in MCF cubed 
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reading from the bottom from zero up to 20, and in reverse order 

you might say the number of wells in the field for those various 

years beginning at zero at the top and coming down to 2000. 

Beginning with the average field production, I think i t 

should be noted that back in 1955 the average field production 

for that year was approximately 975 billion cubic feet. I t 

increased in 1957 up to someplace between 16 and 17 billion cubic 

feet, and then has decreased from 1957 to the present time. At 

the same time, or during this same period, the number of wells 

has increased from a total in 1955 of approximately 820 wells to 

the current date of approximately 1825 wells. 

Also on this graph is shown the acreage allocation which is 

given to each well on an average monthly basis for each year 

beginning in 1955* 

Down in the lower right-hand corner I have shown a compari­

son between 1957 and 1962 in the Blanco-Mesaverde Pool which 

shows a decrease in overall field production primarily due to 

lowering of nominations and the, in part, partly the impossibility 

of the wells' ability or capability to produce, the number of 

wells increased 55% and the acreage allocation,because of the 

decreased nominations and the increased number of wells, have 

decreased 

Down at the bottom of the graph we are showing two lines, 
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one which was printed called minimum monthly sales required to 

offset operating costs. This computation was made as a result of 

a study of only four wells, as I recall, in the Blanco-Mesaverde 

Pool which we operate. During the last week we decided to make 

a complete and full study of our entire operation in the San 

Juan Basin, both as to Pictured Cliffs wells and to Mesaverde 

wells insofar as lifting costs are concerned. 

The result of that study will actually be discussed in our 

Exhibit 3, but that red line does represent the amount of gas 

which we believe each Mesaverde well would have to receive on a 

monthly basis in order to offset lifting costs. I can proceed 

from the Blanco-Mesaverde to each pool if you wish, Mr. Keleher. 

Q I would like to ask, Mr. Gorham, to what extent are we 

interested, Pubco interested in Blanco-Mesaverde pools? 

A Pubco has a working interest in a total of 43 of the 

wells in the Blanco-Mesaverde Pool, and these wells are not 

consolidated, but are scattered throughout the entire Blanco-

Mesaverde Pool. 

Q Where did you get the data upon which these graphs 

have been prepared? 

A All of the data that were used for these graphs were 

obtained from the Oil Conservation Commission proration schedules 

Q Is Pubco's position essentially any different from that 
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of any independent producers in the San Juan Basin? 

A No, sir. At least I don't believe so. We operate a 

total, we don't operate, we operate or have a working interest 

in approximately 80 gas wells in the entire Basin, 40 of which 

are Mesaverde. We are an independent company and these wells 

are scattered throughout a l l of these fields. 

Q By way of comparison, what can you say as to whether 

or not you are producing the same quantity of gas with almost 

twice as many wells as you did in 1957? 

A Tes, sir. I think that is portrayed to some degree 

on the first graph that I was referring to in the Blanco-

Mesaverde Pool. At that time Pubco had completed the majority of 

its Mesaverde wells during what appears on the graph to be a 

peak nomination period, and at that time with half of the 

number of wells that we have today, were producing slightly 

more gas than we are today. 

Q Now, to what extent is Pubco capable of producing gas? 

A In our opinion, based upon the deliverability calcula­

tions and the actual flow rate calculations which they are 

producing approximately twice the amount that we were producing 

in 1957. 

Q Why aren't you producing twice the quantity of gas? 

A Well, the reason we are not is because of a decrease 
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in nomination in the various pools, and at the same time there 

has been an increase in the number of wells serving that reduced 

market, resulting in a decreased nomination for each individual 

well, 

Q Mr. Utz referred to what might be described as distressed 

areas in the San Juan field and indicated that some of the 

operators are hurting. Would you say whether or not Pubco is 

hurting also? 

A Yes, sir, I would say that we're hurting,as far as I 

can tell we're a l l hurting. 

Q But notwithstanding the fact that we are hurting, what 

is your position with reference to whether or not an administra­

tion order would permit the fair and just distribution and allo­

cation of the gas? 

A Well, I believe that an administrative order allocating 

minimum allowables would drastically change the proration formula 

under which we have been operating and have made our investments 

accordingly, and that in effect the proration formula would be 

changed in large amount. I show that on Pubco's Exhibit No. 2. 

Q Now, direct your attention to Exhibit 1, just to go 

through those briefly, Mr. Gorham, and testify as to each one. 

You've already testified in regard to the Blanco-Mesaverde Pool. 

Now go to the South Blanco. 
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A Well, in the South Bianco-Pictured Cliffs Pool, the 

f i e l d production from 1957 to 1962 has decreased down to 81% 

of what i t was in »57, The number of wells has increased 136%, 

excuse me, I made an error, the f i e l d production has increased 

81%, the number of wells has increased 136%, the acreage alloca­

tion per well has decreased 26% because the f i e l d nominations 

have not kept pace with the number of wells completed in the pool 

Again, down on the bottom we have shown in a red line the 

amount of gas that we feel based on our detailed study is neces­

sary to offset l i f t i n g costs in the South Bianco-Pictured Cliffs 

Pool, 

Turning to the Ballard-Pictured Cliffs Pool, f i e l d produc­

tion has remained almost static; during this particular period 

the number of wells increased 130%, the acreage allocation per 

well has decreased 61%, because the nominations have not kept 

pace with the increased number of wells, 

Tapicito-Pictured Cliffs Pool was studied, however, since 

Mr, Utz does not make any recommendation here, I can pass that 

pool, i f you wish. In the Fulcher Kutz-Pictured Cliffs Pool, 

here is an example where in our opinion the acreage allocation 

per well comes very close to the minimum amount of revenue re­

quired to operate the well. The f i e l d production has actually 

decreased 38,5%, I'm sure in part due to nomination and part due 
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to the fact the well can not continue to produce. The number of 

wells have remained almost static, 1,3% increase. The acreage 

allocation per well has decreased 27%, almost in line with the 

field production. Again, we have shown by a red line approxi­

mately 325 MCF which, based on our studies, is a l l that is neces­

sary in order to offset lifting costs. 

The West Kutz-Pictured Cliffs Pool field production has 

actually decreased 56.3%, the number of wells have remained a l ­

most static. The acreage allocation per well has decreased 

43*5%, but again, however, the acreage allocation in our opinion 

is above that which is required in order to offset lifting costs. 

In the Aztec-Pictured Cliffs Pool field, production has 

increased 5.5%, the number of wells have increased 54»7%, the 

acreage allocation per well was decreased by 34% because of the 

static market, the increased number of wells. However, the 

average field production, again in our opinion, is far in excess 

of that which is necessary to offset lifting costs. 

Q lou have referred to lifting costs several times in 

your testimony, Mr. Gorham. Will you state to the Commission 

your understanding of lifting costs and what is incorporated in 

the term lifting costs? 

A All right. In regard to Pubco»s analysis of lifting 

costs, Pubco has analyzed every well which i t operates in the 
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field or has a working interest in which includes our Mesaverde 

and Pictured Cliffs wells. Exhibit No. 3 shows the amount 

necessary in our opinion that a well will have to produce monthly 

in order to continue operation. It is our opinion that for a 

Mesaverde well, 450 MCF, or is that 490, 490 MCF is required, and 

for a Pictured Cliffs well, 325 MCF. This is based on 130 for 

Mesaverde gas and .11750 for Pictured Cliffs formation gas, and 

in the case of the Mesaverde wells we made another study to see 

the overall effect of condensate or distillate insofar as Mesa­

verde wells were concerned that we operate. 

Again, I would like to say that our wells are scattered 

through the Blanco-Mesaverde Pool. We have wells that make con­

siderable condensate, some that don't make any. We found that of 

our total revenue on an average monthly basis that 5% of that 

revenue is attributed to condensate sales, so that for the 

Mesaverde wells which we would have received #64.00 for the amoun|t 

of 490 MCF, we would receive an additional $3.00. For the 

Pictured Cliffs well, which we receive $39.00, we would for a l l 

practical purposes, for Pictured Cliffs wells, have no recoverable 

liquids. Total value for Mesaverde of $67.00; Pictured Cliffs, 

$39.00, from which we have deducted base royalty of $8.00 in the 

case of Mesaverde, $5.00, Pictured Cliffs, less production taxes 

of $4.00, Mesaverde, $2.00 for the Pictured Cliffs, less operatin 
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costs of $51*00 for the Mesaverde well and $30.00 for the 

Pictured Cliffs well. 

Operating costs, those factors which we included in operat­

ing costs include maintenance, which accounted for approximately 

12% of that figure. Operation, 74%, Ad Valorem taxes on well 

equipment of 11%, and miscellaneous charge of 3% in the Mesaverde^ 

1% maintenance in the Pictured Cliffs well, 91% operation, 7% 

Ad Valorem taxes, and 1% miscellaneous. 

As I repeat, this study i s an average of some 43 Mesaverde 

wells and some 37 Pictured Cliffs wells scattered through the 

Pictured Cliffs Pools. 

Q In your opinion, i t reflects the true condition exist­

ing there? 

A In our opinion, this i s the amount of money which an 

operator would be required to receive in order to offset li f t i n g 

costs. 

(Whereupon, Pubco*s Exhibit 
No. 3 was marked for identi­
fication. ) 

Q Have you had occasion to prepare an exhibit on gas 

allocation? A Yes, s i r . 

Q Do you have an exhibit which will be identified as 

Exhibit No. 2? A Yes, s i r . 

(Whereupon, Pubco's Exhibit 
No. 2 was marked for identi. 
fication.) 
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Q Will you state what that purports to show, Mr, Gorham? 

A We made an analysis of the August, 1962 pool allocation^ 

in the various pools, to see what the effect of a 3000 MCF 

minimum would be on a Mesaverde well and the effect of a 2000 MCF 

minimum on a Pictured Cliffs well insofar as to how i t would 

actually affect the formula, 

Blanco-Mesaverde Pool, the 1962 pool allocation was 

7,221,214 MCF. There are 1$98 wells which, givena minimum of 3000 

MCF per well, for that month would have taken 5,694,000, leaving 

the amount to be allocated under the proration formula of 

1,527,214 MCF, or if one assumed that a l l wells could produce 

equally, an allocation of an additional 806 MCF per well per 

month, which calculates out, in our opinion, to an actual operat­

ing formula of 79% acreage and 21% deliverability rather than 

the formula which is now in effect of 75% deliverability and 

25% acreage. 

In the Aztec-Pictured Cliffs Pool, the August, 1962 pool 

allocation was 975,101 MCF, 365 wells at 2000 MCF would deduct 

730,000 MCF, or leave an amount to be allocated of 245,101 MCF, 

changing the formula to 75% acreage and 25% deliverability. 

The Ballard-Pictured Cliffs, the August, 1962 pool alloca­

tion was 923,590, MCF, 421 wells, which, if they were given 500, wou]|d 

deduct 842,000 MCF, leaving 8l,>90 MCF to be allocated under 
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the formula, which would result in a formula of 91% acreage, 

9% deliverability. 

In the Fulcher Kutz-Pictured Cliffs the August, «62 was 

426,030, 310 wells at, they were given a 2000 MCF minimum. 

Obviously the wells would be on 100% acreage. 

Skipping the Basin-Dakota; South Bianco-Pictured Cliffs, the 

August, 1962 pool allocation was 2,742,186 MCF. If 969 wells 

were given a minimum allowable of 2000 MGF, that would deduct 

1,938,000, leaving a residue of 804,186 to be allocated under 

the formula, with an actual operating formula resulting in 71% 

acreage and 29% deliverability. 

I will skip the Tapicito-Pictured Cliffs Pool because it»s 

not under discussion. The West Kutz-Pictured Cliffs Pool, 

again the minimum allowable would be in excess of the alloca­

tion, the pool would be on 100% acreage basis. 

Q Now, that table that you have just read from which will 

identified as Exhibit No. 2, is based on the assumption that 

the proposed allocation would be made? 

A Yes, sir. This is under the basis that a 3000 MCF 

minimum allowable were granted for the Mesaverde Pool and a 

minimum allowable of 2000 MCF for a l l of the Pictured Cliffs 

Pools. 

Q Mr. Gorham, state to the Commission your opinion as to 

be 
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whether or not the present formula adequately provides for a 

minimum allowable, 

A Well, now, going back to our Exhibit No, 1, which 

shows the acreage allocation being actually given to the wells 

under the present formula, and using the minimum operating costs 

which we have computed, in my opinion a l l of the fields are 

being adequately protected by the formula-in effect, 

Q Would you state whether or not in your opinion the 

application of the minimum allowable suggested and recommended 

by some of the Staff would materially change the proration 

formula in favor of acreage? 

A Yes, sir, I believe that in reciting each one of these 

pool changes, as we see i t , in a l l cases the acreage allocation 

would result in wasting acreage in the actual operating formula 

to a great degree, 

Q Would you state that in your opinion i f the Commission 

adopted the proposed recommendation that the Commission would 

be obliged in substance and effect to take gas from one owner 

and distribute i t to others? 

A Yes, sir, I believe i t was also pointed out by Mr, 

Utz to the effect that without question the gas allocated to 

these so-called minimum wells would have to come from the average 

well, which in our opinion would be an invasion of correlative 
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MR, KELEHER: At this time we would like to offer in 

evidence and have the acreage market marked Exhibit 1, Pubco's, 

and the gas allocation summaries identified as Exhibit 2, and 

the exhibit showing the minimum amount of production of gas and 

distillate on a monthly basis required to offset lifting costs 

identified as Exhibit 3 and have a l l three exhibits offered in 

evidence, 

MR. PORTER: Any objection to the admission of the 

exhibits? Pubco«s Exhibits 1, 2 and 3 will be admitted to the 

record. 

(Whereupon, Pubco»s Exhibits Nos. 
1, 2 and 3 were admitted in 
evidence.) 

MR. PORTER: We will take a short break. 

(Whereupon, a recess was taken.) 



PAGE 68 

AFTERNOON SESSION 

MR. PORTER: The hearing w i l l come to order, please. 

Does anyone have a question of Mr. Gorham? Mr. Payne. 

CROSS EXAMINATION 

BY MR. PAYNE; 

Q Would you refer to your Exhibit 3, please, Mr. Gorham? 

You show 490 MCF as being the minimum sale required for con­

tinued operation in the Mesaverde, is that right? 

A That i s correct. 

Q Does Pubco have any Mesaverde wells that averaged this 

well production? 

A I believe that we have one. Our Zuder Federal No. 2-X, 

Are you basing that on one well or well that produces 

more than this? 

A No, s i r , what we are basing this exhibit on is a 

detailed study of what we have here, our allocation of our direct 

charges, our l i f t i n g costs for every one of the wells in the pool, 

in fact every well we have in the San Juan Basin. We have a 

petroleum engineer and three switchers that service these wells, 

and the switchers* time to these wells is allocated on a monthly 

basis and the charge i s made against that well and a l l of those 

charges were added up and divided by the number of wells. 

Q In that case your exhibit assumes that your operating 
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costs are going to remain the same even when your well becomes 

depleted, isn * t that correct? 

A By depleted, you mean when they're through producing? 

Q No, I don't mean when they are through producing. 

A No? 

Q No, I mean when they are at a lower stage of production 

don *t they require more work on them at that point? 

A Some do, some don't. I t depends on the water problems, 

i t depends on whether they are making liquids, i t depends on 

whether Sl Paso is keeping them on with El Paso or Southern 

Union for a particular long period of time, or whether they are 

shut in or opened up materially. 

Q Actually you don't have much expense with the wells 

at these particular figures since you have only one well pro­

ducing this? 

A That's in the Mesaverde Pool. 

Q How many Pictured C l i f f s wells that average 325? 

A Well, 1 hope we don't have many, but, le t ' s see. I 

believe our Scott Federal 17-3-21-3, some of our Buttrum wells, 

which incidently are some 90 miles from Aztec, f a l l in that 

category. 

Q But in any event your exhibit does assume that operatin 

costs w i l l remain constant during the l i f e of a well, or at 
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least the l i f e from the point where yours are now, down to the 

minimum figure you have here? 

A A l l I have shown here i s what we believe to be the 

average amount of gas that an average well has to produce in 

order to offset l i f t i n g costs, 

Q Let *s go into the costs. I notice you have maintenance, 

operation, ad valorem taxes and miscellaneous. 

A Yes. 

Q Do you include any swabbing i n your maintenance, for 

instance? 

A Our l i f t i n g costs would probably, I can not answer 

that directly, but I'm quite sure, although not positive, that 

l i f t i n g costs include a certain amount of swabbing on those wells 

which were needed during the average period. 

Q Did i t include anything for, say, intermitters or free 

pistons? 

A No. I'm sure they do not. 

Q Because you don't have any wells that have those on, 

do you? 

A Yes, we do. 

Q Yet you didn't include i t here, that's an operating 

cost, i s n f t i t ? 

A Those wells happen to be in Colorado. 
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Q So you don't have any that are relative to this hearing? 

A That is correct. 

Q Your Exhibit No. 2, i f you w i l l refer to that one 

assumes, does i t not, that every well in each of these pools 

would produce the proposed minimum allowable as recommended by 

Mr, Utz? 

A Well, i t ' s my understanding as per Mr. Utz' testimony 

that i t varies from pool to pool by, on an average of some twenty 

to t h i r t y percent of a l l of the wells in each pool are incapable 

of making the minimum allowable as i t now exists. 

Q Yes, but your exhibit here assumes that every one of 

them i s going to be capable of making his proposed minimum 

allowable, doesn't i t ? 

A Well, I would certainly assume that i f the well can't 

make i t , he shouldn't be given additional amounts to produce i f 

he physically can't do so. 

Q That's not what Mr. Utz formula proposed. Would you 

refer to his exhibits here and note, for instance, that in the 

Blanco-Mesaverde he shows 429 wells that would not be affected 

because they couldn't produce the proposed minimum? 

A Which exhibit are you referring to? 

Q Well, they're a l l on this tabular form. South Blanco 

is Exhibit 3. 
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A Yes. 

Q Let's look at South Blanco here. Isn't i t true that 

he shows 345 wells here that vouldn »t make his proposed minimum 

and, therefore, wouldn't be affected and wouldn't affect any 

wells that have high deliverability because they're already pro­

ducing what they can make? 

A Well, the number of wells that f a l l into that category 

merely stresses the point that the formula i t s e l f i s taking care 

of those wells which are producing on a f u l l thirty-days' basis, 

and i n r e a l i t y the suggestion, as I see i t , is a reallocation 

in those wells which should be under the proration formula of 

gas from the better wells or average wells to those wells which 

perhaps could produce s l i g h t l y more than those which are on f u l l 

t h i r t y days a month. 

Q Yes, but, for instance, look at his No. 1 group. 

A Right. 

Q Now, on your exhibit you have shown every one of those 

wells as being capable of producing the 2,000 minimum that he has 

recommended? 

A Right. 

Q But they can't produce that much. Therefore, they 

wouldn't be affected at a l l , nor would they affect any high 

del i v e r a b i l i t y wells, isn't that right? 
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A Well, I'm not certain whether they could or could not. 

Q Anyway, that's what his tabulation shows, doesn't i t ? 

A Apparently. 

Q Isn't i t also true that on your Exhibit 2 you used the 

month of August, 1962— 

A Yes. 

Q — as a basis of this exhibit? 

A That is correct. 

Q Would you say that the month of August was representa­

tive of gas demand? 

A Well, I merely have to quote from the September alloca­

tion which shows that in some pools there's an increase in 

nomination and a decrease in other pools, that without question 

the summer months have lesser nominations than the winter months, 

that is correct. 

Q You are aware, are you not, that Mr. Utz, in his com­

putation, used the average for the entire year 1961? 

A That is correct, but in using 1961 I think that he 

should take into consideration the nominations which have 

occurred since 1955 projected through 1961, and i t certainly 

indicates that those nominations on a per well basis are de­

creasing. 

Q But you only projected yours for one month? 
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A Well, we used 1955 through »6l. 

Q That was on your Exhibit No. 1? 

A That is correct. 

Q Now, you've also assumed here, you've used the allow­

able assigned for the month of August? 

A That is correct. 

Q And you are aware, are you not, that the purchasers 

actually nominated some nine m i l l i o n rather than seven? 

A No, I'm not aware of that. 

Q Well, assuming that they did and they might very well 

produce more than the allowable assigned, might they not? 

A Yes. 

Q I mean that's not uncommon. Mr. Gorham, does Pubco 

have any wells in the Blanco-Mesaverde which you feel have a l ­

ready produced more gas than they could possibly have under the 

tract dedicated to them? 

A No, s i r . 

Q You don't feel that you have any l i k e that? 

A No, s i r . 

MR. PAYNE: That's a l l , thank you. 

MR. PORTER: Anyone else have a question? The witness 

may be excused. 

(Witness excused.) 
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MR. PORTER: Mr. Howell. 

MR. HOWELL: Has Mr. Keleher finished? 

MR. KELEHER: Yes, I believe so. 

MR. HOWELL: Well, I»ll c a l l Mr. Rainey. 

(Witness sworn.) 

DAVID H. RAINEY 

called as a witness, having been f i r s t duly sworn, t e s t i f i e d as 

follows: 

DIRECT EXAMINATION 

BY MR. HOWELL: 

Q Will you state for the record your name and your em­

ployer and the position which you hold? 

A I am David H. Rainey, I am Administrative Assistant 

in the Proration Department for El Paso Natural Gas Company. 

Q You have t e s t i f i e d , and your qualifications as an ex­

pert witness have been accepted by the Commission heretofore? 

A Yes, s i r . 

Q I w i l l ask you i f you are familiar with the proposals 

which Mr. Utz has made in this case. 

A Yes, s i r , I am. 

Q Will you t e l l the Commission what El Paso did and what 

you did in analyzing and studying these proposals? 

A We made a detailed study of the various pools in the 
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San Juan Easin to determine what effect the proposed minimum of 

two mil l i o n a month i n the Pictured C l i f f s and three mil l i o n a 

month in the Mesaverde would have on those pools. Without going 

into a great number of details of the study, I w i l l say that the 

figures shown by Mr. Utz i n his Exhibits 3 through 10 where he 

shows a breakdown of the individual pools compare very favorably 

with what we came up with. There's not enough disparity to 

argue about as to the effect on individual wells within those 

pools. The number of wells that w i l l be affected in various 

pools by the imposition of these minimums. 

I might point out Mr. Utz kind of hurt my feelings talking 

about these stupid operators that are operating these poor wells 

when they ought to be abandoned. In the West Kutz Pool, for 

instance, actually as a practical matter, i t was my understanding 

of his testimony that not just 23 wells, those that have pro­

ducing a b i l i t y less than the zero breaking point, but 134 wells, 

the 23 that have a producing a b i l i t y less than the zero minimum 

and also a l l those that are not capable of producing the minimums 

that he's recommending here should be abandoned, which means 

there's 134 wells out of 179 wells i n that pool ought to be 

abandoned because they are not making economic quantities of gas. 

Unfortunately a great number of those wells are El Paso 

wells, but that i s true i n the other pools as well. For instance 
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the Fulcher-Kutz, there are 209 out of 279 that according to 

his testimony of the two m i l l i o n minimum are not even capable of 

producing the minimum quantities that he says are necessary to 

make the wells economic production, I think that's about the 

extent of i t . 

I might point out because of Mr. Payne's questions of Mr. 

Gorham that we did calculate the average acreage factors for 

a l l the pools in the San Juan Basin for the f i r s t six months of 

1962 in addition to calculating the same figures for the year 

1961. As a matter of fact cf actual practice, in a l l but I 

think one or two of the pools the acreage factors have been 

higher in 1962 than they were for the average for the year 1961. 

Q What did your studies lead you to conclude with 

reference to the fact that the proposals made by Mr. Utz would 

have upon such matters as changing allowables from one operator 

to another operator and increasing the number of wells that are 

not actually subject to proration and changing the formula, 

which has been adopted for these several pools? 

A I t ' s my opinion that the formula w i l l be substantially 

changed in the pools where there's any affect to be noticed at 

a l l . For instance, to go back to the two horrible examples, as 

we're prone to talk about them in West Kutz, there are In 

effect a l l but 22 wells of 179 which w i l l become unprorated 
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under his proposal, whereas under current conditions there are 

only 23 wells that are unprorated under current conditions. 

In the Fulcher-Kutz a l l but 42 wells out of 279 w i l l become 

unprcrated, whereas under present conditions there are only 47 

marginal wells which are in effect unprorated in Fulcher-Kutz. 

There are some pools, i t i s true, where he points out there i s 

practically no effect. South Blanco has very few wells in respect 

to the whole pool that are affected, and to my way of thinking 

there's so l i t t l e effect there, there*s ?no necessity of putting 

a minimum allowable in anyway. 

Q As to these others, w i l l that have the effect of 

possibly transferring the reserves? underlying one well to another 

well, referring, i f you w i l l , to the exhibit covering the 

West Kutz? 

A Yes, s i r . 

Q W i l l you note the last column where the two mi l l i o n 

minimum is set forth? Have you found that? 

A Yes, s i r . 

Q Now, what would this proposal do to those 22 wells 

that lose some of their allowable? 

A Well, as a practical matter, according to Mr. Utz* 

figures, 21,3% of the allowable which is assigned to the 134 

wells in groans 2 and 3 come from the 22 wells that are so-called 
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gocd wells, or w i l l be the only wells that w i l l remain prorated 

i n the pool, 

Q Would a result of this proposal be in these two pools 

to have the majority of the pool producing a l l that the wells can 

make in a small proportion of the pool only subject to proration 

under a formula? 

A Yes, s i r , that's quite true. 

Q Does that, in fact, n u l l i f y proration? 

A To my mind i t does. I think i t ' s pretty clear that 

when 157 wells of 179 in one pool are unprorated and 137 wells 

out of 279 in another pool are unprorated, i t pretty well 

n u l l i f i e s the effects of proration entirely. 

Q What effect would that have upon the correlative 

rights and of operators and producers i n the pool? 

A I think there would be considerable impairment of 

correlative rights with respect to the wells that are s t i l l pro­

rated in those pools. 

Q Now, Mr. Rainey, have you given any consideration or 

made any studies in an attempt to determine the effect that the 

acreage factor has in providing a minimum? 

A Yes, s i r . We have made a tabulation, a lengthy 

tabulation, of a l l the pools. I have the figures for a twenty-

four month period beginning just, coincidentally, I told them to 
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go back two years and tabulate these figures for me, so they 

went back a f l a t two years to September, I960, and came up to 

August, 1962, and tabulated the acreage factors and A times D 

factors for a l l the pools i n the San Juan Basin, and that 

twenty-four month average which we have obtained, and then I ' l l 

talk about the 1961 and '62 averages compared to i t , show that 

based on El Paso's experience as to their operating costs of 

wells, and I dare say we operate more wells than anybody else 

in the San Juan Basin, that the minimum production which would 

be granted by the acreage factor to any well in the San Juan 

Basin is i n the Fulcher-Kutz Pool; according to the twenty-four 

month average, which Is 453 MCF per month, is something i n 

excess of 100% p r o f i t over our actual operating expenses for 

l i f t i n g costs and overhead. I t includes the overhead which we 

charge against those wells for that acreage factor alone, bearing 

in mind that there's some allowable granted to those wells be­

cause of their d e l i v e r a b i l i t y . 

Q Would you comment a l i t t l e b i t more about the effect 

of applying the formula on the group of wells that f a l l in the 

category above the breaking point and below the recommended 

minimum allowable? Let's refer to Mr. Utz» Exhibit No. 9 which 

covers the various Pictured C l i f f s pools, I believe. 

A I think 9, excuse me, r i g h t , the summation. 
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Q The summation? 

A Yes, s i r . In the f i r s t place, our average l i f t i n g 

costs, and this is based on figures that the Accounting Depart­

ment gave me, and the l i f t i n g costs included labor, taxes, 

insurance, material and supplies, general allocation, which i s 

the overhead, i t ' s a fixed figure for every well, on a group of 

Pictured C l i f f s wells selected at random which they assure me are 

representative of the overall costs, average out for the period 

of the entire year of I960, and a good portion of the year 1961, 

average out to about $20.00 per well. 

I f we add |30.00, assuming that those operating costs are 

representative at least for El Paso's wells, looking at the last 

figure at the bottom of the page for Mr. Utz' breakdown, and 

assuming that his operating costs of $30.00 is too high, based 

on El Paso's experience on a great number of the wells. You 

add $30.00 to each one of the figures at the bottom of the page, 

you get a f a i r l y representative p r o f i t , a large percentage of 

p r o f i t ever and above actualy l i f t i n g expenses. 

Q And assuming that there's no change in the formula and 

no minimum established, would every well i n , l e t ' s say the 

West Kutz Pool, looking at i t , which has the capacity to make 

over 4-64- MCF in a month have an excess, even assuming Mr. Utz' 

figures of somewhere between $3.26 and $151.25 with the wells 
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f a l l i n g i n various spots along that range? 

A Yes, s i r , i t ' s to be borne In mind that the 464 repre­

sents a well with a deliverability of only 14 MCF per day, which 

is a pretty poor well, admittedly, but there are a great number 

of wells in that pool that don't make a whole l o t more than that; 

none of which are abandoned, I might add. 

Q What is your opinion as to whether or not the present 

rules provide an adequate allowable to provide l i f t i n g costs to 

prevent premature abandonment? 

A I think the acreage factor alone, based on El Paso's 

experience over a number of years, and operating expenses on 

wells, that the acreage factor alone grants considerably more to 

the operator than is necessary for actual operating expenses when 

you include l i f t i n g costs, taxes, insurance and things of that 

kind. 

The rules of, the gas pool rules for the pools in the San Juan 

Basin further have a provision that after notice and hearing an 

operator for good cause shown may be granted a special allowable 

to prevent premature abandonment. 

I f the Commission feels that there are enough wells in some 

of these pools that are getting to the point that they are i n 

real danger of an operator having to abandon them rather than 

producing them at a l l , and i t ' s been my experience that an 
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operator can make a l i t t l e b i t of p r o f i t , particularly out of 

these old wells, he's going to keep on producing them, because 

most of them paid out anyway i f they were ever going to pay out 

to start with, that the operator has an opportunity to come in 

and ask for a special allowable to prevent premature abandonment. 

I f the Commission feels that the administrative burden or 

the possibility of a great number of hearings is too burdensome, 

I think provision could be made for administrative procedures 

to grant premature abandonment allowables, i f you want to c a l l 

them that, to operators for good cause shown, and the Commission 

could set up c r i t e r i a to specify that the operator shall under 

sworn evidence presented to the Commission, with copies furnished 

to a l l the offset operators, prove in effect that he has to have 

more allowable and that the well i s capable of making more gas 

to prevent premature abandonment. 

As is the usual case with administrative procedure, I f aftej* 

twenty days the operator has shown by the evidence presented to 

them,they could administratively grant him such additional 

allowable as the operator cr the Commission deems necessary. 

I think at the same time there should be probably some maximum 

made on t h i s . I don't think i t should be unrestricted. Some 

operators may have unusually high operating expenses, and i t ' s 

my impression from testimony that I have heard here, that many 
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operators must be including interest on notes at the bank and 

things l i k e that when they are talking about operating expenses, 

which I don't think are operating expenses. That's just the 

hazard of the business. 

Q Mr. Rainey, would such a procedure of making a deter­

mination on a well by well basis under an administrative procedure 

established by the Commission, would that have the effect that 

you have t e s t i f i e d this proposal has i n transferring throughout 

the pool as a whole allowables from one group of wells to another 

group of wells? 

A I doubt that i t would be nearly of the same magnitude, 

no, s i r . There are a great number of wells, based on Mr. Utz' 

figures of operating costs and so f o r t h , that I don't believe 

the operator could prove he has to spend that much money on month 

in and month out to operate them. Consequently there probably 

wouldn't be anything l i k e the number of wells thrown into a so-

called minimum allowable, or special allowable category, as the 

blanket proposal here. 

Q Do you know of your own knowledge whether there are 

variations within wells in the same pool as to d i f f i c u l t i e s of 

production and the costs resulting from intrusion of water or 

liquids into the well bore? 

A Yes, s i r , that's quite true. As a general practice, 
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El Paso attempts where there are water problems and the deliver­

a b i l i t y of the well w i l l j u s t i f y i t , and we've put them on some 

awful small wells, attempts to put intermitters on the well or 

free pistons to l i f t the liquids out so that we don't have 

special operating expense such as swabbing or things of that kind 

Occasionally we do have to swab wells, but as a practical matter, 

intermitters and free pistons and things of that kind are in the 

nature of workovers rather than operating expenses, and the 

operator puts an Intermitter because of the beneficial results 

he's going to obtain by putting the intermitter on the well. 

We don't include that other than the maintenance on the equip­

ment, we don't include that in operating expense, that's a work-

over expense as such. 

Q In your opinion, would the proposed rules give any 

incentive to an operator to adopt recognized practices to improve 

the capacity of his well and a b i l i t y of his well to deliver? 

A Well, i f the Commission is going to give him a bonus 

allowable, as i t were, i t doesn't seem to me that there's any 

incentive to keep the well i n good operating condition as long as 

i t can make the so-called minimum. He's going to l e t i t rock 

along making the minimum unless he sees that he's going to get 

a substantial increase. 

There are months that by virtue of the operation of the j 
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minimum proposed here when so-called prorated wells, non-marginal 

wells may be receiving allowables under s t r i c t calculation of the 

formula less than some of these so-called minimum allowables or 

premature abandonment allowable wells. Now, just what effect that 

would have i f you are going to put a floor under allowables, i f 

the calculation of a well that's capable of making a great deal 

more than the minimum allowable, i f the calculation comes out to 

less than that minimum, would the proposal be to assign an 

arbitrary two million to that whether he was entitled to i t or 

not, I don't know. But i n some months i n these smaller, lower 

de l i v e r a b i l i t y pools, that could happen. 

Q Are there any other conclusions you would l i k e to 

state as a result of the studies which were made? 

A I believe not, other than just the basic conclusion 

that i f a minimum is necessary, and El Paso does not want to go on 

record as being opposed,to prevent premature abandonment, I 

think the minimums proposed here are drastically too high and 

there are present mechanisms both as to the acreage factor in the 

present allocation formula and as to provisions in the f i e l d 

rules for granting special allowables i f the operator can show 

that he's being hurt by the operation of the formula. 

MR. HOWELL: That's a l l . 

MR. PORTER: Anyone have a question of Mr. Rainey? 
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MR. PAYNE: Yes, s i r . 

MR. PORTER: Mr. Payne. 

CROSS EXAMINATION 

BY MR. PAYNE: 

Q Mr. Ralney, I believe you t e s t i f i e d El Paso probably 

operates more wells than anybody i n the Basin, is that right? 

A I think that's probably true. 

Q V/ouldn *t i t be true just as a rule of thumb that the 

more wells that an operator operated, the cheaper the per well 

cost? 

A Yes, s i r , that's true. I might add at this point, 

however, I don't have the specific consultants or engineers, or 

what have you, iden t i f i e d , but we made a check with them and as 

a practical matter there are consultants In the San Juan Basin 

area who w i l l operate walls for $23.00 a month and make a p r o f i t 

on i t , and they make no distinctions as to whether or not they're 

Pictured C l i f f s or Mesaverde wells, for an additional $5.00 a 

month t h e y ' l l f i l e a l l the paper work on them. 

Q By operating them, do you mean just turning them off 

and on? 

A Presumably maintaining them. They take care of the 

wells, i t ' s a contract job and they take care of the wells. 

These are the figures that were obtained some six or eight months 



ago and some of them may have gone up since that time. 

Q I take i t that El Paso would have no objection on the 

well by well basis as long as the applicant proves his case? 

A Yes, so long as he proves he's spending more money 

operating i t , I think the Commission should look at i t with a 

juandiced eye and make him give a detailed itemization of the 

costs I f he's talking about $100.00 a month to take care of the 

wells. He can hire i t done cheaper than that. 

Q What i f he's the type of operator that likes to stay 

on the well, so-to-speak, and maybe do things to i t more than 

some other operator, you are going to l e t him have a minimum 

allowable and that's going to be more inequitable than have I t 

across the board, based on an average? 

A No, s i r , I don't think so. I think i f he can show and 

prove to the Commission's satisfaction that i t ' s costing him that 

much money to operate and that the allowables granted to that 

well are not sufficient for him to continue to operate that well, 

I think the Commission can use i t s discretion and grant him a 

small p r o f i t , and I'm dubious about these hundred percent and 

three hundred percent profits that Mr. Utz i s talking about over 

actual operating expenses, that i t could be granted in that case. 

Q Does El Paso have an}' wells i n any of these six pools 

that are not producing now because they won't pay the l i f t i n g 
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costs? 

A I don't know of my own knowledge, Mr. Payne. I know 

we have got a l o t of wells on the l i n e that aren't producing 

that are making around i n the neighborhood of five and ten MCF 

a day. 

Q Do you include administrative costs in this operating 

figure? 

A Yes, s i r . The overhead,which i s administrative cost, 

i t ' s a fixed figure charged to every well. 

Q That's just based on t o t a l divided by number of wells? 

A Presumably so, yes, s i r . That's the only way I know 

how to arrive at i t . 

Q Would they do i t by one particular area or company-

wide basis? 

A I t appears to be on a company-wide basis because the 

figure is the same for the, both Mesaverde and Pictured C l i f f s 

wells, that overhead cost. 

Q The company is going to have a certain amount of over­

head whether they have one well or one thousand? 

A That's true, but i f they can hire i t done they are 

not going to have any overhead themselves, and these people are 

doing i t at a p r o f i t at a figure substantially less than Mr. 

Utz' figures. 
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This i s without regard to how close the wells are 

together? 

A Some of these so-called consultants, or whatever you 

ca l l them, engineers, charge no mileage, others charge upwards, 

some ten cents a mile, some fi f t e e n cents a mile. 

MR. PAYNE: That's a l l , thank you. 

MR. PORTER: Does anyone else have a question of the 

witness? 

MR. KELEHER: I would l i k e to ask one question. 

MR. PORTER: Mr. Keleher. 

BY MR. KELEHER: 

Q Can you define for the Commission l i f t i n g costs and 

state whether or not in your opinion such costs include work-

overs for other capital investments? 

A L i f t i n g costs, the way El Paso defines them, and my 

understanding conforms with that, i s the labor, maintenance, 

material that may from time to time may be necessary in main­

taining the wells, and this overhead expense and a month to month 

operating continuing to operate the wells. Workovers, the In­

sta l l a t i o n cf intermitters, free l i f t pistons and things of 

that kind are capital expense, i t ' s not charged to operating costs 

and to my mind should not be charged to operating costs because 

the operator works a well over, i n s t a l l s intermitters, free 
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pistons, what have you, with the expectation that the more 

ef f i c i e n t or additional production that he may get from that 

well because of the workover, or whatever other in s t a l l a t i o n he 

may put on i t , i s going to j u s t i f y the expense of that workover. 

Q Those are capital investments which actually belong to 

the risk part of the business? 

A Yes, s i r , 

MR. KELEHER: That's a l l . 

MR. PORTER: Anyone else have a question? The witness 

may be excused. 

(Witness excused.) 

MR. HOWELL: That concludes our case. 

MR. PORTER: Does anyone have any further testimony 

to present in this case? Anyone have a statement? 

MR. HOWELL: I would l i k e to make a brief closing 

statement, i f I may. On behalf of EI Paso Natural Gas Company, 

our position is that we certainly are opposed to premature 

abandonment of a well. In addition to the investment that we 

as the operator have, any well might have, or any other operator, 

we have an additional investment i n wells connected to our 

system of having installed gathering lines and gathering f a c i l ­

i t i e s that would not be amortized or paid out i n the event the 

well is prematurely abandoned. So that we have every incentive 
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to want this Commission to prevent premature abandonment. 

However, i t i s our feeling that the, and our belief, based 

upon the study that has been made, that the proposals which are 

made and the figures which have been set here are not necessary 

in the l i g h t of conditions that exist today. The 20$ of the 

wells i n the San Juan Basin which are the poorest wells and the 

most l i k e l y to be abandoned are i n a category that won't be 

helped a b i t by t h i s . I t seems to me that what we're doing i s no 

abolishing poverty, but I f this proposal is adopted, is spreading 

poverty so that even those who had good fortune or good practices 

of wells that are average or above are forced to share their 

reserves with somebody who isn't quite that fortunate. And that 

the proposal constitutes a change, a material change i n each 

of the proration rules and formulas without giving any consider­

ation to reserves and without being based upon study other than 

an estimate of economics, which we think i s not related to the 

statutory directions, to grant to certain wells an allowance 

because of l i f t i n g costs to prevent premature abandonment. 

We think the record i n this case w i l l show that for those 

791 wells that admittedly won't be helped, constituting 20% of 

the f i e l d w i l l not be prematurely abandoned and have not been 

prematurely abandoned up to the present time, that the granting 

of additional allowables to even better wells that are getting 
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a great production right now than these w i l l not have any effect 

that i s related to premature abandonment. 

I t constitutes a sharing of poverty between those who are 

not quite as poor as others and those who are i n the poorer 

category, and our opposition to the proposal i s based upon that 

belief and the results that w i l l follow, and we certainly do not 

want to be considered as opposing the grant of necessary allow­

ables when i t actually prevents premature abandonment. 

MR. KELEHER: I would l i k e to say t h i s , that we trust 

the Commission w i l l dismiss this p e t i t i o n . I t w i l l just bring 

chaos into the f i e l d . 

MR. PORTER: Mr. Keys. 

MR. KEYS : In regard to the operating of wells, we 

work for quite a few of the smaller operators and our costs vary, 

or charges run anywhere from twenty-five to f i f t y dollars a well. 

The f i f t y dollar charge includes a complete service that's 

producing the well, keeping i t painted and doing necessary repairs 

but does not include any f i t t i n g s that we might have to put on 

the well, and i t includes f i l i n g a l l federal, state reports, any 

other incidental reports that might come up, and making d i s t r i ­

bution of funds, that is to the working interest and to the 

royalty interest. 

I know of one case, one well that I believe i f the minimum 
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allowable were set, as Mr. Utz claimed, that that party would put 

out a l i t t l e b i t of money and get that well to where i t i s pro­

ducing, whereas now they have abandoned the well. They haven't 

plugged i t , but they w i l l do so. 

MR. PORTER: Fir. Keys, as I understand i t , you operate 

a well testing and reporting service? 

MR. KEYS : That's r i g h t . 

MR. PORTER: Does anyone else have a statement? Mr. 

Eaton. 

MR. EATON: For Pan American Petroleum Corporation, 

George V.7. Eaton, Jr. Pan American i s opposed in principle to 

the establishment of minimum allowables for the Pictured C l i f f s 

and Mesaverde Pool In the San Juan Basin. Minimum allowables 

tend to disrupt and to n u l l i f y the orderly operation of the 

established proration formula. They also tend to favor one 

group of '.fells in favor of another group within the same pool. 

The ultimate effect of a field-wide minimum allowable would be to 

distribute a l l production from the pool i n a prorated pool without 

regard to the allocation formula. 

We've heard testimony here today that such would be the 

immediate effect for a l l practical purposes i n two pools. Pan 

American, therefore, urges that the Commission not establish 

minimum allowables for the Pictured C l i f f s and the Blanco-
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MR. PORTER: Does anyone else care to make a statement? 

Mr. Payne. 

MR. PAYNE: We have received a communication from 

Skelly Oil Company which reads as follows: "Skelly Oil Company 

favors the principle of establishing minimum allowables for gas 

wells particularly in Northwestern New Mexico. Existing statutes 

and power of the Commission to establish such minimums to permit 

premature abandonment, also the decreasing market for gas during 

the past year has forced the Commission to assign extremely low 

allowables far below amount of gas necessary to be produced to 

prevent premature abandonment. Also i t i s necessary to relieve 

these marginal type wells of necessity of taking d e l i v e r a b i l i t y 

tests and other onerous requirements not necessary for a marginal 

type well. We would recommend from two to three mi l l i o n minimum 

allowable per month. Which under present economics would require 

thirteen to fourteen year pay out." Signed George W. Selinger. 

MR. PORTER: Is that all? 

MR. PAYNE: Yes, s i r . 

MR. PORTER: I f no one has anything further to offer 

i n the case, we'll take I t under advisement. 
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