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CASE 5264

¥R, PORTER: ACase 5254,

MRe CARR: Case 5264, Application of El Paso
tlatural Gas Conmpany for the ameadment of Order No. R=1670,
Blsaco Hesaverde Pool, San Juan and Rio Arriba Couaties,
New Mexicoe | | |

MR, PORTER: At this time, I would like to call
for appearances in this case,

MRe FELDERICI: If the Commission plesse, on
behalfl of the Petitiocner, £1 Paso Hatural Gas Coumpany,
¥illiam ?ederiei of Montgomery, Federici, Andrews and 3Buell.
Mre. Richard S. Morrie and John B. Chapman, counsel faor
El Paso Natural Gas.

MR, PCRTER: Thank you.

e CAMPBELL: Jack M. Campbell, Campbell and
Bingaman, Santa Fe, New Mexico, appearing on behalf of
Scuthern Union Production Company. Mr. Williaam &. Jameson,
General Counsel, Scuthera Union Productiocn Coupany of
Dallas,

HMRe PORTER: Mr. Hinkle?

‘MRe HINXLEs Clarence Hinkle aéd Hareld Heasley
of Hinkle, Bondurant, Cox ancd Eaton. e would like to
enter an appearaace for Mesa Petrolsum Company, and in

connection witi MKesa, we are sssociated with Richard C. Byrd

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 282-0386




CASE 5254
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f Anderson, Byrd and Rickerscn of QOttawa, Kansas and
£d He Selecman, General Counsel for Mesa out of Amarillo.
I would like to introduce tlhese gentlemen,
I wculd alsoc like to enter an appearance for
Agtec (il and Gas Company and in connection with Aztec,
we are associated with Mr. Kenneth A. Swanson whe ig Vice
President and General Counsel for Aztec.
We would also like to enter an sppearsnce for
| Atlantic Richfield Compaay. |
MRe PORTER: Mr. Kellahin?
MRe XELLABIN: If the Commission please, Jason
Kellahin of Kellahin sand Fox, Santa'?e, appearinz for
Clinton C4il Company. I am appearing in associaticn with
Mre. Robert C. Spurlock who is & meaber of the Qklahoma
dar and will participate on behalf of Clinton.
f would also like to enter an appearance for
Union 01l Company of Califernia and Amerada Hess Corporation.
MRe CARPEINTER: Richard H. Carpenter ¢f Bighbes,
3yrd, Carpenter and Crout, Santa Fe, New Mexico, cntering
an appearance for Scuthern_Union (Cas Ccmpany along with
A« S. Grenier and Jack Herts of Dailas, Texas.
¥ile ZWANs Oscar Swan, Penver, Coloraio., I am

associated with the firm cf Atwood, Malone, Fann and Cooter
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CASE 5254

of Roswell, They have entered an appearance. I an
appearing on behalf of Amoco ?roduction Company.
#¥Re PORTER: Are there aay other appesrances?
At this time the Commission will recoynize
Mre Morris for the Applicant,
MR, MORRIS: 1If the Commission please, El Paso
is ready to proceed in this case by oreseatation of

evidence in support of our Application. We will have two

1| witneases, Mr. A. M. Derrick and M¥r. A. F. van Everdingen

and at such time as the Commission is prepared for us to
prbceed with cur case, we are ready.

MR« PCRTER: Thank you, Mre ﬁcrris. wWe have
two motions for continuance of this case filed by Mesa
and Aétec, and I have g8 letter that I wrote concerning
this matter to Mr. Paul J. Xelly, Jr. of the Hinkle firm
deted July 15 in which I said that it is the Commiasion's
decisicn that arguments on the Motion for Continuance
will be heard at the beginning ¢f ths Hearing on Auvgust 13%
I alsc indicated that arguments by each participant would
be limited to 30 minutes.

Now, Mr. iliinkle, would you like %o argue your
Motion for Continuance at this time?

Mile HINKLEs Mr. Byrd is here for Mesa and I
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will let him oprecede me for Mesa.

MRe PORTER: The Commission will recognize
Mr. Byrd. |

MRe BYRD: Mr. Chairmen, members of the Commission
Masa Petroleun Company is a producer in the Mezaverde
Pool and has an interest in L50 wells and is operator in
a number of these wells. As stated in our Motion for
Continuance, shortly after this Application was filed,
the Federal Power Commissicn issued 2 naticnal area rate-
holder opinion, Order 699, and in that Crder they indicated
literally, at least, that gas produced from wells <rilled
on and after January lst, 1673, would be subjsct to the
new naticnal area rate.

How, Mesa's positicn i3, that in view of the
fact that the Applicant here seeks permission to drill
an additicnal well on each unit in the posl, that wntil
such ﬁime as Mesa can ascertain for sure what price they
are going to receive for the production from new vwells,
that it is impossible for them to decide what their
nosition will be in ragar& to £l Paso's Application. I
notice this Commission does not concern itself with the
price of gaz, that it is through the jurisdicticn of the

Feceral Power Commission, but in this particular zituation
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CASE 5264

that exists in this pool, I think the Commission is aware
that the producers are in different positions, For example,
the Applicant, El Paso, is both the purchaser and producer.
If I interpret the rules and regulations under which they
operate as far as the Federal Power Commission is concerned,
on leases which they acquired prior to 1959, they receive
cost of service treatment in the rate-making procedure
befére the Federal Power Commission. Thus, El Paso will

be in a position to include in their cost of service in

a rate case before the Federal Power Commission, the
additional expense of drilling another well cn the unit;
whereas, Mesa and the other independent producers in the
field are not in that position. They are regulated on

an ares-rate hasis, either the national-area rate or the
present existing rate for this particular field., The

firm rate is sround 2L¢ MCF.

Now, the purpose for our Motion for Continuance
is to wait until the Federal Power Commission interprets
their opinion 699 so that Mesa and the other indepcnient
producers could ascertain whether they are going to get
2Lg or L3# plus for the zas from the new well. It makes
all the difference in the world as to economics of drilling

anocher well on the unit, In view of the fact that
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CASE 5204

El Paso i3 not in the same situation and can possibly
drill wells on their unit aven though they didn't receive
& higher price, it would create a situation wheore irainage
could cccur and correlative rights could be viclated,

I think the Commission is somewhat awure of the
oroblen because I did receive a copy of the letter that
the Commission wrote to the Federal Power Commission
requesting an opinion as to what their interpren&tica of
the Order might be regarding gas produced from new wells
on previcusly dedicated acreage as is involved in this
£1 eld. - |

Unfortunately, the Federal Power Commission
hasn't responded to your inguiry or I am not aware of it.
They did, on August 2nd, issue an amendment to H5Y, but
they did not answer the gueastion that is involved in this
proceeding. They ﬁroadened their interpretation: 1ittle
bit, but they didn't specifically address thenselvaes to
the question of the applicability of the nati#nal—area rate
to new wells on previously dedicated acreaize. I read
in some trade journals that as of Menday, they have
schedulad oral arguments on all of the Motions for

ieccnsicderation of Opinion 999 and those are set for

~ry

- argument on August Z22ad and 23rd in washington. I have
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been éinsed by pecple that are monitoring the proceeding
that at least tvwo pipeline purchasers have raised the
spocific guestion which the Commizsion raised in its
letter to the Commission, and that is the applicability
of the new rate to wells drilled on previcusly deiicated
acreage.

As I stated in my Moticn, the position that we
are in, we don't know whether to Jump or sit. ue can't
really determine how this thing will effect us rom an
eccnonmic standpoint until we get an answer to the guestion

&s to what theipric@ is going to be and I would respect-

fully move the Commissicn to continus the matter watil

the Federsl Power Commission has determined that particular
{eaue, Thank you.

MR. PORTER: Hr. Hinkle?

MRe EBINKLE: The Motion of Aztec for Continuance
is based principally on two thingss First, critical
chortage of tubular goods and the availability of the
rigs to carry on extensive drilling provrams. ISeccnd,
znd the main thing is an exteaded drilling program at this
time would actually cause the violation of coerrclative
rizhts as indicated by Mr. Byrd,.

This is a very impcrtant case, not only fur the
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CASE 5254

C&mmission, but for the State of New Hexico. The Blanco
Mesaverde Pool covers some $0C,C0C acres in which there
are some 2050 wells under production. Under the present
rule, there is 320 acres dedicated to each well, and,
of course, approval of this Applicaticn necessarily neans
that it might be neceseary to drill 2050 additicngl wells,
ThiS'would invoive a large expenditure. If you figure
£150,00C a well, 2000 wells is £3CC million. To obtain
the necessary rigs and the drilling eguipment, the tubular
goods to drill this many wells in normal times would be
quite fast, but this is not - we are not in no;mal times,
It i3 a mattver of common knowledge that the obtaining of
tubular goods is very critical., It is my understanding
that the supply companies are allscating tubular.zoods
on the basis of their customers during the preceding year.

Aztec did not érili & great many wells during
last year, They»have octher 4drilling commitments and in
their consideration of this matter, it would not bs
pogsible for them to drill very camy wells thig next year,
poasibly 12 at the most.

Aztec hasz an interest in some 00 wells in the
esaverds Pool, They are the onerator of 130 wellz. This

zeans that they will be obligated, if this Order 1o
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CASE 5264

approved, to &rill an additional 130 wells which is a lot
of wells.

The reéords of this Comnission show that Ll Paso
Lowns or operates wells on the most prblific units in the
whole pools That is, they have the greatest poteantial.
Cue to this situatioh. Z1 Paso c¢ould Jump in snd drill 30
or 4G walls in gquick order on thesze units that have the
zreatest potential. Of course, this would éo a long way
to meet the deliverability requiremeats of El Faso. At
the same time, these wells would offset unite om?ed by
other operators which would require an immediate offaet
and {f these offsets were not drilled, of course, it would
viclate correlative rights., The question is, under the
present situation where you cannot obtain tubular gocds
readily as to whether or not thesze obligations can be_
promptly met.

In addition, a rapid drilling program if El Paso
hopped in and drilled all of these wells in the most
Iprolific part of the Pool and the offset cobligaticns could
not be met, it would mean that there would be drainage
as far as the outlying areas are ccncerned, ani of course,
srain, this weuld violate corrclative rights.

we think that the Commission should take notice
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of the fact that a large portion of the land in this pool
are Federal lands, and of course, in every Township there
ig at least four sections of State land involved. Now,
if these offset obligations cannot be met, of courss, the
State's interest 1s going to be vitally affected due to
the fact that'the State has a 37+ percent overriding
royalty interest as far as the Federal lands are coencerned,
and of course, they have all of the royalty as far as the
State leasses are concerned.

As pointed out by Mr. Byrd, El Pasc is acting
in & dual capacity as a producer and purchaser éf gas
and the Applicabionlsurely shows that all gas produced
and purchased enters the interstate pipeline system and
that most of the gas is delivered at the California-Arisona
or Califecrnia-Nevada line,

Now, the problem, as we understand iﬁ; of E1 Paso
is deliverability and all they are asking the other
operators to do is to help them meet this additicnal
deliverability so that they can ship State gas out of State.

Now, there has been no waste committed so far
by a delay in she further devalopment of the pcol, aad an
additicnal delay of a few menths is not going to perait

waste and thers 1s not going to be any deroration of rights.
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Aé I have stated, due to the present situaticn, the
inability ¢o cobtain drilling rigz, tubular goods, we
think that it is highly advisable that the Commission defer
conzgideration cf this matter for at least a rsascnable
time and we, in the Motion, have requested six months,

Thers is one other matter which I would llke to
mention in closing. Astec in its study of the entire
eituation has come to the ccnclusion that probably the
only way that correlative rights are ever going to be
protected in this large pool is through unitizaticn. HNow,
it is our understanding that there will be a Bill introduced
at the next sessicn of the Legislature which will provide
for compulsory unitization. That is only less than aix
menths off, the meeting of the Legislature. ue think'
it would be highly desirable to wait until after tha
Legislauuré meets bafore eantering an order in thiz ¢ase to
give thenm an opportunity to pass such an aet and if 1t'is
sassed to wait a reascnable time to see if this arsa cannot
be unitized because, as I astated, in cur opinicn, this
i3 the only wiay that correlative rights can ever be fully
protected,

I entered an appearance in this cace for Atlantic

Richfield anod I would like to make & briel staterant on
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behalf cof Atlaatic.

Atlantic Richfield Company is an operator in the
Blanco Kesaverde Pobl vhich is the subject ¢f this cause.
In view of the short supply of tubular goods, building
suppliesz and the availability of drilling rigs, it is
Atlantic Richfield's recommendation that this Hearing be
continued or no Order be issued for at least cne year.
Thaey go & little further than we do. They would like to
have & yeare Tp issue an Order at this time in the face
cf such shortages will undoubtedly result in a violation .
cf correlative rights. It is our belief that within a
year these shortages will not be &as critical as they are
now,

MRe PORTER: Governor Campbell?

¥R, CAMPBILL: 3Before the Applicant responds
to the motion, I think it is appropriate that faf Jouthern
Unicn Production Company, I rize to support the MNotion for
Continuance. On July léth, 1674, this Comamission
addressed a letter to the Federal Power Commission in which
doubts were expressed as to the interpretation cf QOpninion
No. 6G9 as related to the Application in this cass. In
that letter, the Commission raised two questionst First,

the basic question {s the naticnal rate for sale of
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CASE 5204

natural zas from wells commenced after January 1, 1373
apolicable to sales of gas from wells drilled after
January 1, 1673, on leases, the reserves of which have
already been dadicated to the interatate market by nre-
existing contracts, |

| If the answer to this quastion is affirmative,
the second guesticn arises: Shall proportica of gas from
the lease to raceive the new rate be determined cn the
basis of actual measured production from the new well or
on the basis of that well's proportional deliverability?

In view of this uncertainty, Mr. Chairman, which

goes noc‘cnly to the Commission, but perhaps in greater
meagure to producers in the field, who have to evaluate

their own situation and determine their position in this

‘case, both in termsz of cross exsmination of Applicant's

witnessez and in the preparation and presentation cf their
own cases in addition to the basic consideraticn of

support or copposition, in view of that, it secus to us
nnwise to proceed with any of the case until such time

a8 this matter is by the Federal Power Commission clarified
either by response to this Commission's letter or in its
Order fcllowing the Motion for Re~hearing which hes been

filed and which Mr. 3yrd advises have raised this vary
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question.

MRe PCRTFRt Does anyone have argument for the
Motion?

MRe CARPEXNTER: On behalf of Southern Unicn Cas
Company, we do suppert the Motion for Continuance,

We call to the Commission's attenticn thet this
Order 559, which Covernor Campbell mointed out, is subject
to thes deternination of the Motion on Re=haaring nest week,
In this 559, the primary purpcse of ?;P.C. action as
stataed was to encourage the exploratory drilling and
developuent of new reserves. I think cn the face of this
Application, this Application runs rizght in the face of
the P,P.Cs Order. In that, what it really secks to do is
to exploit faster known reserves rather than finding new
reserves, I think that i{n the F.P,C. Order which has been
referred to and alsc that the FuP.C. found that the new
naticnal rate together with the fixed escalation and
tocether with biannual reviews which are provides faor in
that order, should give an incentive to producers to flad
new reserves &nd new gss suppllies for the interstate
market. #e feel that Crder should be given time te find
out whether, in fact, it has efficacy or doesn't have

efficacy before thia Commission passes to the issua of
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rmore rapid completion of éxisting resexrves.

Our basic reason, Mr. Chalrman and mewbnyxs of
the Comalssion, and as you will lLear, hoperully, st another
date on our teétimon), ig that we are terriol; concerned
by the grantiny of this Application xight now ag to the
eitect it has on hali-million consumers that Southern
Union Gas Coumpany serves in Albuquerque and Santa Fe and
other areas in the northwest. For those rcasons we do
support the Motion for Continuance, Mr. Chairman,

May I wddress a question to the Chalr at tkis
time as to whether it would be possiblé to have your
letter of July 18th intrxoduced into the record since 1t
has been referxed to as Commissions's Exhibit No. 1?

MR, MORRIS: Mr. Commissione-t, may I 0@ heard
on thét reduest a3 part of my response to tha Motion?

MR; PORTER: Surely, Mr., Morris. Does thils coli-
clude the arzuments in support of continuance?

Mr. Morris?

MR, MORRIS: If the Commission please, I announced
on behali of El Paso at tha outget of this case that we
sre ready to proceed with the presentation of our evidence.

We believe all the parties who are now here pefore thoe

Coumission have Leen certainly ziven amplo notlce, ample ting e
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CASE 5254

prepare their case and I believe even those who have moved
for continuance have been notified by the Comsission to
come to this Hearing and be prepared to proceed with the
presentatiocn of evidence. We fully subscribe to tha positiof
that this case should go forward at this time.
With regard to the Fedsral Power Commissica'’s
Cpinion Hce. 599 establishiang the national area rate, I
would like to recall for the Commission that 1t wus ovér
two years ago in early 1572 that El Paso first brought
to this Comnission 1vs applicavion for lafill drilliag
in the Blanco Mesaverdae Gas Pool. El Pasc &t that tinme
could ses the need for infill drilling, the technical
feaeibllity for infill drilling and certainly the nee&
for developing the additional reserves and deliverabllity
that we believe the infill drilling program will genarate.
The asftuation that prompted us to bring that
application to the Commission at that time is with us
today in even more critical termz. In the sense that
the supply picture facing the naticn and certainly our
market ares--am we submit other market aresz--is such
thatithis program needs to proceed 1ot only to develop
the additional deliverability that the inlill drilliag

program will produce, but we submit that, as will be shown
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CASE 52064

by our evidence in thiam case that substantial additional
reserves will be developed by this program.

£l Paso fécognized gome tLWO years ago thrat
even though the program was techinically feasible at that
time, there might have been scmeé quastion as %o 1is
sconomic feasibility because of the lack of expression on
the part of the Federal Power Cozmission conceraning the
new price that should be accorded for gas im the Zan Juan
Sasine AP that time, the Commission.will récall e
Federal Power Commission had not yet entered ita order in
the Rocky Mountain ares rate proceeding. Price levels
were still extremeiy low-at that time., S5Since then we
heve had not only the Order esteblishing the rate for
the Rocky Mouatain area rate proceeding, of course, we
have Opinion No. 599,

i will certainly be the first %o recognize
and acknowledge that Opinion 5¢9 does not 3pecifically'say
that the El Paso Applicstion, with regard to the Elanco
Kesaverde GCaa Pocl, or that infill drilling ia the Blanco
Hesaverde Cas Pool will be accorded the new rate for gas
for weils drilieﬂ on and after Jeanuary 1, 1973. It dces
not specifically addreas thia spscific prdjecs. e do

believe vory firsly -- I want there to be no mistakse about
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our view of this matter -- we think the Oninicen £99
¢clsarly and unmistakably provides the new price for the
wells that will be drilled under this progran. It clearly
says that the new price applies to the wells commenced

cn and after January 1, 1973.

I think it is important for the Commigssion to
recognize that the so-called vintaging concept was used
by the Commission in this Order, That is, applying the
new rate with respect to vhen wells afe commenced 135 a
market departure from what the Federal Power Cogmicsion
had done in the past where its vintaging concepts had
related 20 the dedication of the acreage and lesschold
{nterests to the interstate markst, It was the text
of the Order, the whole background of the Order entored
by the Commission in its Opinioa 559 strongly supporis
the idea that that Order was intended to encourare aperators
to drill wells on acreage that was already dedicates to
the i{nterstate market and that the wells drilled on and
after Janusry 1, 1973, even on acreage already dedieated
to the interstate market, nevertheless would be accarded
the new national area rate. |

How, Mr. Carpenter addregssed this probles {n

- his argurent where he said vhat we were {lying in the face

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 9820386




CASE 52564

of the philosophy of Order 555 because, as he put it, all
ve {ntended to do 12 exploit faster the known recarves
in the field, I think that perhans typifies the problem
that the Commission here faces in trying to mile on 3
Motien fcr‘Coqpinuance at this time and that is the
Commission hasa't heard the evidence yet to know whather
indeed that is what the evidence is going to show with
respect to the infill drilling program in this field.
I willirepresent to the Commission’hére and now that
Fl Paso's evidence will show, we think very dramatically,
that the infill drilling prograa will not omly gensrate
additional current deliverability, but it will also
develop substantial additional reserves in the isld,
reserves vhich unless developed will amount to waste 4
and which will amount to a viglation of correlative rights
of the ownérs and operaters of the leasas under which
those reserves are located., Correlative rights are
obviously beoing violated if the operators of those leases
are not afforded the oppcrtunity to develop and produce
thom,

The suggestion has besn mada that the Commisesion
should wait until there s a clarification of Cpinicn 55G.

Hone of us know what may happen to us with respect to
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Order 65%%. Uadoubtedly thars will be anpeals of thng
Order. Az I bellieve Governor Camnbell nolnted zut sad

Mre. Byrd pointed cut, there has been a re-hearing
scheduled for August 22nd before the Federal Power (ommis-
glon with respect to that coninicn. At least oral argpuments
on the otion for Re~hearing have been scheduled. s
don't know what will develop {rom that. ¥We dou't Wlow
whether the Commission will consider upon oral argument
that perhaps some increased price ovér and above the 42¢
base price might be considered, We don't know what
modifications might be made or what sdditional proceedings
the Federal Power Commiasion might enter into. %hst we

do kaow {s we now have &n ordar. %e now have an opinion
that staniz as an expression of the Federal Power
Commission and until it {3 changed either by the Commission
or by the éaurts. that for the first time in a loag long
time we have something upon which we can develcp sur
estimates, develop our ideas with respect to the economic
foasibility of this project, and the supgestion nhat this
Commissicn:should walt until all Guestions are clsorified
and I suppose untll 2ll appeals are exhausted, is roeally
guite impractical, such a suggestion to this Comsission.

This Commission has responsibilities of {ts own which are

‘w\.
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completely separate and apart from those that face the
Foderal Powar Commission. we submit that the eviience
that we wlill present here will show a crying need for the
development program that we are suggesting and that gthis
progran needs to get under way Just as soon as poasible
from geveral standpoints: Preveation of waste, protsction
of correlative rights and the development of the ad-iitional
supplies that are needed for the nesds of thiz nation.
Now, conceraing the shortaga of tubular poods
and rigs, there is some shortage. I dou'ﬁ know o what
extent this Commission 4¢ charged with ¢r should consider
thoses factors in discharging its responsibilitiss, By
and large, the szhortage of tubular goods and rizz is &
matter, howaveyr, that amdunns to ordering oriority. ¥e
submit that the operators will put their tubular goods and
rizs to_usé in those projects and in those areaa »f the

country where it will be to their baeat advantare tc do so.

The idea thut asome operator will cous before thiz Cozmmission

and say, "we don't have enough tubular gszods to amter
into infill drilling programs in ¥ezaverde,” I subm:

is maybe Just another way of saying, “wWe would rasher

use the availadble tubular goods and rigs perhans somevhere

elsa where we can seoe a betver profit where we havs what
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wa consider t¢ be enhanced obligations or opportunities.®

At the very least we submit o the Commission
trat 1t should go shead and hear this case and decide
this case so that then the operaﬁcrs_whc kave limited
tubular geode and rigs can know how to order thase
sriocrities, Certainly until the Commission acte, it
further cowpounds the problec that every operator nust face
in knowing how to allocate its resources and supplies,

| Finally, with respect to tﬁe suggestion thad

the Commission should wait until the Legislature oight
consider & unitiszation -bill, I think this has scue
obvious dravbacks. Cne,- it 15 some time until the Legis-
lature mests and some further time until 4t acts and then
who knows how long a time before ths laborious process
of unitization can be implemented.

ke submit that our evidence ia thiz c¢sss will
shew that neither the operators acr the Commissiovn can
wait that long uatil {ofill drilling orograms should be
allowed to procesd.

Thank you, cir.

Vile PORTER: Does anyons elszs want to &peﬁk
agaianst the Motion for Coﬁsinuance?

(ihereunon, a discusaioa was held off tha

record. )
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¥R, PCRTER: The Commissicn will admit the letter
{nto the record. It is a letter directed to the Pederal
Powar Commission by ne.
(vhereupon, Commission*s Exhibit Nb. 1 was
marked for identification, and was admitted
into evidence.)
MRe PORTYR: We will have & short recess and
rule on the continuance, '
(¥hereupon, a short recess was held.)
¥Re PORTER: The Hearing will come to oriar,
please. )
The Commissicn has decided to cverrule the

Motion for Continuance. At this time we will ask the

§ Applicant to have his witnesses sworn, and I bellisva I

will ask whoaver else desires 10 present testimony to have
them all sworn at the same time,
MR, MORRIS: Mr. Commissioner, I will ask
Uir. A+ He Derrick ond Mr. A. F. van Everdingen to stand
and be sworne.
Re PCRTERS }Yau orly have the two witnesses?
MRe MORRIS: Yes.
Mle PORTIER: Governor Campbell?

Mite CAMP3ELL:s I have cne witness, kre Susash Arore
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MR, PCRTER: MNr. linkle?

MRle HINXLE: Aztec will have one witnezs, Mr. Tom
Morris.

MRe BIRL: Mesa will ﬁave cine witness, Kr. Chairnar
¥r. Cammes,

MR, SWAN: Amoco will have cae witness, Hr. Giles.

MR, CARPENTER: Southera Union CGas Coxpany will
have cne witness, Mr. Oren L. iiaszeltine.

MRe. PORTER: I will nsever §roncunce Lttt one
right anyway. He has been coming to our hearings 2 long
time. -

(Witnesses sworn)

MR, ?GRTERi Mr., Morris?

MR, ¥ORRIS: If the Commission pleasze, I have
pretty well given my openlng statement in connection with
our argument on the Motion for Continuance, sc I &a sure
you will aot be displessed to have me dispense with that
for a change.

¥R, PCHRTFR: I appreciate any considersticn.

¥Re HORRIS: We c¢all ¥r. Derrick as our first
witness, We will need a few minutes, 1L the Cumzsiazsion
please, to put the official stamp en our exhibite,

{(khereupon, a discuszicn was held off the

recorde )
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r MRe PORTER: Mr. Morris, you may procsaed.

Ao 1Mo DERRICK

called as a witness, having been first duly sworn, was
sxamined and testified as followst
CIRECT EXAMINATION
3Y MR, MORRISS
- Q ¥y, lerrick, please state your nanmé and business

address?

A Ae. ¥, Terrick, P. O+ Box 1#92, El Pasp, Tuxas,
75978. |

Q By whom are you employed and in what caracity?

A I am emﬁlcyeg.by El Pazo Natural Gas Company as

\

Vice Presidaat in charge of gas supply.
Q In the El Paso Natural Cas Company, whit actlivities
are iavolved in the gas #upply function?
A The gas supply group includes reservoir sagineering,
gas purchases and gee proeratlion.

Q M, Dersick, even though you have testiflicd
previcusly before the Commissicn, again, would ysu brlefly
state yeur educational background?

A Teee I have a Bacheloi of Scienca fazree in
Petroleun fngineering {rom the Univeraity of Toxaz and

o Master cf Science deopree in Petroleum Engineering from
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the University of Houston.

Q YWhat professional experience in the Petroleunm
industry did you hava before joining El Paso Natural Gas
LCmpany?

A After serving as an engineering officexr in the
U. 8. Navy during World wWar II, I joinéd Stanolind 04l and
Gas Company which is now Amoco Productions in June of 1347,

and with them I performed various flield and office duties and

later X was assigned to reservoir engineering. I worked 4in

their Pampa and Wink field offices and in the genexal office
in Tulza, Oklahoma, and -alsc, at the time X l§££ Stanolind
to join El Paso, I was in-charge of redervoir engineerxing

in the West Texas District Office in Midland.

Q When did you join El Pasoc and what has been your
professional experience with Pl Paso?

A . I.joined El Paso in April of 1953 =ms a senior
petroleum engineer. I was assigned to El Paso's Reservoir
Engineering Department, and in 1960, I was made Manager

of the Reservoir Bngineering Department. In 1966, I was
elected Assistant Vice President and in 1972, Vice Presicent.
Q Are you a member of any professional organizations?
A Yes. I am a menber of the Society of Petroleum

Engineexrs of A.I.M.E., the Society of Petroleum Evaluation
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fngineers and the American Associstion of Petroleun
Ceologista.

Q Mr. Derrick, you stated that you are in charge
of the acbiviﬁies of El Paso's Reservolir Eagineerins Depart-
mant, Gas Purchases Department and its Proration Dupartnent.
#ould you explain briefly the resnonsibilities of these
depértmenta? |

A Yes. Our Reservoir Enpineeriag Cepartient
determines the gas supply behind ths'chpany's various
sources of supply. This includes calculating reservas,
availability,and our Gas Purchase Group follows the gas
activitiesrand development activities and they nepzstiate
cas purchase agreements with producsrs, and our Uags
Proration operations haoandlea the proraticn matters. ¥Xe
handle the rules and regulatioans that govern cur zas
prorations,

N Are you familiar with El Paso's applicetica in
this case, Casa No. 525647 |

A Yes, I am.

Mile MDHRIS: Mr. Commissioner, are the witness®
qualifications acceptable?
¥Ae PORTER: The Commission coasiders Mre Derrick

qualified to testify.
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8Y MR, MCRRISs

Q Please outline £l Fasc's Applicaticn in this caue?

A El Paso 13 seeking to change the rule gavaraing
the drilliag of gas wells in the Blanco Mesaverde Gasz Pool
in New Mexicos, We would change these rules to perait the
4rilling of a second well in & 320C-acre proration unit
at the opticn of the operator and to cause the rules
granting the allowables to be changed in such s manner that
the deliverability of each of the twd walls on a proration
unit would be added together to determine the deliverabilicy
to be applied in the proraticn formula or assigning allow-
ables in the Blanco Mesaverde Cas Psol. also, in con-
sidering whether the well is marginal or non-marzinal and
alse ;n balahcing overproduction and underpruducticn, both
walls would be considered as being produced from cae

proration unite.

Q Specilically what rules chéngea does El Paso
propose?
A Ye have it outlined in an exhibit that I have

preparel which we have marked as Exhibit l.
{(Whereupon, El Paso'a Exhibit No. 1 was
marked for identification.)

- BY MRe MOHRISY
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Q M. Derrick, referring to what has been marked
as El Paso's Exhibit No. 1, would you Just go throuzh that
axhibit? I wen't ask you to read it, but please summarize
the variocus rule changes that are set forth there?

A Yes. The first section there applies to wall
lecations ané acreage requirements, AaAs far as the inivial
well that is presently there 183 concerned, we would leave
that the same for future initial walls, That woul:l be
covered under Rule 2-A which would replace the prezont
Kule 2. Now, we also propose the addition of & new rule
tc be known as Rule 2-B and in this one, the second well
location is covered, apd,in there, we would pr&gasa that
the second well {(n a 32C-acre sroraticn unit be ﬁriilad
in the opposite quarter section to which the present well
1s drilled. Covering Rule 5-B, thera the District Supere
visor of tﬁe Commisgsion ghould have the guthority to
approve the drilling of a second well.

Then we come dowa to Allocation and Cranting of
Allowabless Hule 9«E would be added and there, when we
calculate the allowable for proration uaits containing two
wells in acccrdance with Rule 9, the deliverability of
the twoe wolls on the proraticn unit would be added together

and be uzed incalculating the acrzage deliverability factor,
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and the unit allcwable could be oroducad from either or
both of the wells.

The next is Balaneing of Producticn. ue propoge
Rule 15-E be added, and there again, for purposes of
balancing overproduction or underproduciion, both wells
on the proration unit would be censidered &3 one and the
combined producticn from the twoe walls would be ecompared
against the allowable.

On Classification of Wells, we propose that
Rule 15~ be added, and here it indicates marginsl or
non-marginal. Wwa would use the production from both welle
in setting this classifiqatioa.

The next iz Section F which is Reperting of
Froduction. e would propose that the production be
reported by the individual wells and for the sum of the two
wells located on the proration unit,

R Mr, Derrick, Jjust by further explanaticn, the
underlining shown on EZxhibit 1 represents new material,
That portion ¢f Rulé 2-A which i3 not underlined represents
the language of the existing rule?

A Rule 2, y=as.

MRe NUTTER: Mr. Porter, before this procceds
further, I would like to point out that the propessd rulesg
TR ATmoRTIG SE e
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DERRICK~DIRECT Page...... 34,
are in variance to the advaertisement of the case which was
prepared from the Application filed by El Paso. In Rule
Noe 2-5-3, the wording here says the District Supervisor
of the Commiszion to approve the drilling of tve second
well. The notice of the case which was prepared, as I
say, in accordance with the Application provides that
the Secretary~Director of the Commisaion will approve the
¢€rilling of the second well. I thought I would point
that oute. _

¥Rs FORRIS: Wr. Coﬁmissioner. that was going
to be my next guestion to the witness as to whether there
is any change in the rules as shown on Exhibit 1 with
thoce submitted in the Application. I will just state
for the record that El Paso has no preference one way or
the other, and if it would simplify mavters as far as the
advertigemént of the case is concerned to consiider
Rule 5-B here as meaning the Secretary-Director rather
than District Supervisor.‘we would &ek that Exhiibit 1 be
considered amended at this time in that regard,

MRe PORTZR: Mr. Morris, I believe it would
be better if the exhibit 1s amended as suggested.

MR, MORRIS: I so move, Mr. Commiszioner so that

there be no difference between the rule as submitted with
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the Applicaticn and the notice given in the case,’ |
MRe PCRTER: The Commission will accept the
amended Applicant's Exhibit Ko. l.
BY MR. VORRIS:

Q ¥r, Derrick, just zo the record will be zbsolutely
clear, deo you subscribe to that rule change that I just
nmoved as & matter of record?

A Yos, I do.

Q Endér the rule change which you have cutlined
and as set forth in Exhibit 1, would any change be nade
in the current allocation formula for Blanco Mesaverde
Gas Pool? | “

A No. The present formula grants allowables from
wells in two parts: 5 percent of the allowable iz
assigned based on the acreage that the well has or its
ratio of the total acreage within the pool, and 7¢ vercent
of the Allowable is calculated by using the ratic of that
well'es deliveradbility to the total pool deliverability
and this is corrected, of course, for acreage to the total
deliverability of the pool. With the drillins of 2 secend
wall in & proraticn unit, there would be the =ame allowable
facter based ¢n acreage, however, when it comes to

deliverability, it would be a matter of addin; both wells®
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deliverability to get the deliverability to be used in the
A-D factore

Q Vould ybu expand a bit on why the deliverability
cf the second well should be added to the first in computing
the deliverability factor to be plugged into the allocation
fornula?

A Yes. I think the total deliverability should be
considered, For examplas Now we have many wells that
change deliverability from time to time. Large walls
become small wells, and in other instances, ws have wells
which are worked over and assuming they ars successful,
the deliverability increases, I raaily can't szee a grreat
déal of difference in adding the deliverability of the
second well for prorsticn purposes with affording the
deliverability of the well that i3 worked over. £iill,
wWe ’re gonéidering the total deliverability from thz nrow
ration uait.

e Did El Paso consider requesting lOCeacrs soacing -
rather than the opticn of drilling the second well on
the existing 320-acre proration units?

A Yea., We gave that full consideraticn, but we
decided azainst Lt because this would disturb the cquities

ia the present preration units and many of these proration
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units have been in effect over 20 years.,
(Wherewpon, El Paso's Exhibit No. 2 was
marked for identification.)
BY MR, MORRICS
Q ¥re. Derrick, what is El Paso's Exhibit No., 2?
A Exhibit No. 2 i3 a map of the Blance Ma&a#erde
Cas Poocl in Rio Arriba and San Juan Counties, Haew Mexico.
The green 1ine‘o? there is the limlt &= set by the New
ﬁegico G11 Conservation Commission, and you will ncte there
is a number of wells on there and these are all of the wells
drilled to Mesaverde to-1/1/74.
Q  Approximately how many producing wells are
within the Blance Mesaverde Cas Pool in Hew Mexico?
A As of January lst, 1974, there were Z0:i5 wells.
- Mre Cerrick, has a study besen made ¢i the
presently developed gas reserves in the Blaaco Mezaverde
Pool?
A Yeze These have been summarized on Ixhibit 3.
{:hereupon, E1 Paso's Exhibit 3 was mark=d
for ideatification.)
¥Re MORRIS: 1Ia this regard, if the Commizzion
nleaze, Exhibit 3 is8 guite a bulky exhidit, being a

machiae run of varicus tabulated inforzation ia cll of the
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wells in the pool. We apologize to the Commissicn and
the staff and all the participants in the hearing. e
Zo not have sufficient copies of this exhibit to nmaXe
available to everyone, howaver, we have provided one marked
copy to the Commissicn. Mrs. Rodriguez has two ccples
which cértainly can be made availablé for inspectica and
verhaps some distribution if she can get them back.
MRSe RCIRIGUZZ: Do you want both sets, #r. Morris
or one set?
| MA. PORTER: I think those should be rade
available at the table here. |
MRe MORRIS: . We would like to make Exhibit J
available here at ccunsel®s table.
(¥hereupon, & discussion was held off the
record.) |
BY MR, MCRRIS:
Q - Mr. Derrick, with respect to Exhitit Ne. 3,
would you identify this exhibit sud explain to the Commission
what it shows?
A Yes. This is a schedule listing all of the
developed wells in the Blanco Mesaverde Gas Pool and the
erder in which they are listed is in the order of magnitude

of remaining raservese. The first celumn is El Pase's well
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{centification number, The seconi column is well location
by unit letter, section, township and range. The third
column iz the original racoverable reserves by walls.
The fourth column is the cumulative production by wells to
1/1/74. The fifth column is the remaining recoverable
reserves as of 1/1/7. by wells, The szixth coluzn is a
nercent of original total peol reserves attributails te
the well, The seventh column iz the perceat of total
pcol remaining reserves attributabla.uo the well, The
eighth ¢column is the estimate of number of years remaining
to deplete the well., The total developed orizinal rsaserves,
and this is by totaling Column 3 of this schedunle iz
(8.66§ trillicn cubic feet. That was Column 3. Heow, 4f
we sum up Column 5, the total developed remaining racover-
able reserves as of 1/1/74L, we get & total of L.S42
trillion cublc feot.

MRe PORTIR: What is that figure again?

THE WITHZIS: Lo%42 trillicn cuble fect,

¥Re PORTTR: That iz remaining?

THE WITNESS: Yes, sir, as of 1/1/7i.
BY MR. MORRISS

Q Mre Derrick, these figures are actually cshown

on the very last page or the botton of the exhiibit, Shese
rl
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totals that you have beea referriag to?

A Yes,

Q Now, with respect to these remaining reserves
that you just mentioned, L.9 trillion, are these the
rcmaining reserves that are estimated with reg rd to the
development that has occurred up to this time in this pool?

A Yes, that is correct.

Q This has nothing to do with the reccverable
reserves that we would expect &as a résult of the infill
drilling »rogram?

A That's correct. This is just for the prasent
2C55 wells, .o

(o] vhat is the average wells remalning recovarable
reserve as shown or as computed from this exhibit?

A The average wells reserves as of January 1lst,
1974 48 2,505 billicn cubic feet, That is obtainad by
dividing the total remaining recoverables of the peol by
the total number of wells.

Q Please explain to thc Commissica what analyscis
has been made of Exhibit No. 3 andg in this rsrard, I will
asx you to refer to what has been markel as £l Taco's
Exhibit Noe ke

A Yas. sir.
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(whereupon, El Paso's.Exﬁibit No. 4 was
marked for tdentification.)
BY MR. MORRISS

Q Please proceed, Mr. lerrick.

A Based upcn Exhibit 3, I have summarized the
reserves into two groups. One group is above average
raserves, and as I mentioned there a minute age, our average
reserve {rom Exhibit 3018 2.405 billion cubic feet remaining.
Also we have a category of belaw'éverége reéerves. If we
look on Line 1 there we ses on the above average that there
ia 593 wells with an above average reserve. The reaaining
reserves for this group is 3.524 trillion cubjie faet.

That is for the‘cotal field, The remaining reserves —-

let me back up «- I was right the first time. The remaining
reserve under Column C is for the group, the 3.624 trillion
for the 693 wells. We come out to Column D and we fiad
the remaining reserve per well is %,229 billion cubic¢ feet.
The above average reserves have a 73 percent of thes total
field reserves. Then we go on out to Column § for the
years to depletion and wa find 101 years. Thesze are for
the above average wells. For the below average wells,

there are 1352 in this group and the total reserve for
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CERRICK-DIRECT S Page..... 12

remaining reserve por well is 58 million cubic feet,
Thece belew averags groups -- cor this below average pFroup =-
has 27 percent of the total remaining reserves and the
vears to depletion for the below average group is LU years.
< From this study, Mr. Derrick, that has bean
shown cn Exhibit 4, which 1s the study of information
shown cn Exhibiv 3, what conclusions can be drawn?
A Well, in the first place, it'is evident that
the below aver#ge welle are at a nore advanced stage of
depleticn than the above average.walls, and also, tha
remaining daliverabiligy 1life or the remeining life of
the below average wellsrgre greatly below the above average
walls, and as yosu woulé.suspecn, the average prassure
for the below average wells i{s lower than that for the highery
or above average walls. It appeers to me from looking at
this that the high wells, the above average wells are
pretiy éellilimttad under the present field rules in
roecovering their reserves. That is comparing the deliver-
ablility life betwern the two.
< In your opinion, would the rules proposed by El
Paso in this case alleviate the oroblem that you have just
refarred to? |

A Yes, elthourh it will not completely curs the
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problem, I think it will certainly éssist in curiag the
prceblems

Q Have you prepared a sgeries of exhibits comparing
the production and income %o be realiged, assuming on the
one hand the continuation ¢f the present rules and the
present state of development, and on the osther hand, the
approval of El Paso's Application and the {afill drilling
orogram?

A Yes. This consists of Exhibits 3 through 9,
five exhidbits which were prepared to show this.

(v¥hersupon, El Paso's Exhibits Nos. 5 through
9 were marked for jdentification.)
BY MR. MOWRIS:

Q ¥re. Derrick, would you first just cutline what
18 contalned {n this series of exhibits?

A Yese These five exhibits coasist of an sstimate
of the production from & current well under existing field
rules. That is Exhibit . Exhibit S is the production
from this same well, but under the proposed rulas assuning
infill develcpment. Exhibit 7 is an estimate of the
production and the income for the average infill well under
the proposed rules assuming infill development., ZIZxhibit &

is the estimate of production 2nd income for an average
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drill site under the proposed ruleé assuming infill
dsvelopments In other words, that would be for the full
320 acres., Exhibit Hoe. 9 i3 really a coumpariscn for an
average drill site under the préaent rules and uader the
pronosed rules and the fncrease in net iacoms under the
propesed rules, again, assuming infill dasvelonment.

'@ Now, will you go back and treat each of these
exhibits individually, pecinting out the information shown
on each one?

A Yoz, This is a 2C-year nrojection cf production
and income from a current well in the Blanco Mesaverde Gas
Pool operating under the present field rules.

Q You are now referring to Exhibit 37

A Yee, Exhibit &,

Q &1l right.

A The first cclumn, Column A is the nunber cof yesrs
and we show a projection of 20 years and this is5 starting
1/1/75. Coluzn B is the annual gas oroducticn. Column €
{2 the annual ofl producticn. D lg the income aftser
royalty end praduction tax deductions. Column E iz the
sstimated operating expenses. Colwin 7 is the net incoxe.
Coclumn G is the net income discounted at 8 percent. You

will acte there that cduring the 20-year perica, we nroject
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CERRICK~DIRECT  Page....taB.
that i.LSO billion cubic feet will be produceds The net
income under Column F would be $4C8,0C0 and on a discounted
basis, would be $245,00C. Column 6 is production from this
same average well, current well, under the proposed =

Q (Interrupting) Do you mean Exhibit 57

A Exhibit 6. Exhibit 5 is the projection of the
estimated production and income for the curreat average
well under the proposed rules, assuming infill development.
Ligain, the headings are the same ‘as in Column 2, &0 I
won't go through that, but in summarizing the amount of
gas produced during the 20-year period, again, this would
ccmmence 1/1/7%, the gzas produced is 1.347 billiasn cubic
feet. The net income would be ©£358,000 and the not incoms
discounted at 2 percent, %203,000.

-Rext,lturning to Exhibit 7, this is the 20-yaar
projecticn of production and iacome for the average {nfill
well under the proposed rules szsuming infill developmeat,
Lpatn, the headings are the same as in Exhibits & and 5.
we fiand that thé producticn for the ZC-year period
commencing 1/1/7: for this infill well 1= 2.47¢ billion
cubie fecte The net income under Coluan F is 1,338,000
and the net income discounted at & percent, 777,000,

I think it is5 of interest to note on Lino 1 or Year 1,
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the income for the f{irat year, the discounted incomo, is
€113,000 and we astimate that the cost of the infi1ll well
in the 3lanco Mesaverde Cas Pool would be £11C,C0C. So
we more than recover the cost of the infill well fron
the income during the first year's operation,

< | ¥r. Terrick, at this péint, let nme aski what
azsumptions have you made here with respect to the price
of the gas?

A I have assumed that the price included in the
R-38%9-8 or the Crder 699 would anply and this would be
L3¢ in this year and escalating l¢ per year after ~- well,
it started slready -~ it would be lg per year and would
be about Li4g for 1975 and thereafter. That Lig would be
on a pressure basis 1li.73, whereas, these achedulss are
all prepared to the New Mexice standard base of 1%,025 PSI.
“e have a 1g escalation. Theré is an adjustment for BTU's
and also tax reimbursement.

Q While we are on that point, ¥Mr. Derrick, in your

~opinicn, will those gas prices asnd the economics as you

have shown them here cn Exhibit 7 provide sufficient
aconcmic incentive for the producers to eagage in and
afford thempelves of the opportunity provided by the infill

érilling program?
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A ¥os. In my opinion, the prices included in 669,
if applied, and I feel that they will be, to the new gas
wells drilled after January 1lst, 1573, that this will be
a suffictent incentive to cause a great many of these
walls to be drilled. Yow, I think we all recognize that
the 559 Order and»tha price included therein is not
sufficient to dr{ll in s great many areas, especially in
the deeper areas, but I would certainly congider that it
vwould be an adecuate incentive to cause development in
this field.

G Would you continue with your explagatisn of
Exhibits 8 and $7?

A Yos, Exhibit & Lz a schedules of producticn and
income for an average drill site under the propcsed rules
assuming iafill develcpment. Again, the headings are the
same as'fof % through 7. For the period of 20 years,
starting 1/1/75, the annual gas production would ba 3.822
billion cubic feet. The net income, 71,7C5,00C, and then
the discounted income would dbe $£%581,000. |

On Exhibit ©, we have a2 comparison, really, of
Exhibits & and 8. Ve have it again for a 2C-year period
starting 1/1/7%. The annual productioca under present

rules is iacluded in Column B. Assuaing infill development
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and changed rules, we show the annual gas volume in

Column Ce We hava 1l.480C billion cubic feet.that wenld

be nroduced by the one well that is there now under the
present rules. The production under our propcsed rules,
assumine tnfill development, would be 3.821 vhich is an
increase of 2.341 billion cubic feet. The increase in

net income is included under Column E. That is £1,298,0C0
increase and when this is discounted 8 percent, it equals
£756,000.

(o3 Mr. Derrick, referrinyg to Exhibit 10, have you
zade a2 forscast and estimete of the increase in production
and income on 2 pool total basis?

(shereupan, El Paso's Exhibit No. 10 was
marked for identificatiocn.)

A Yes, Exhibit 1C applies to the total Blunco
Mesaverde Cas Pool, whereas, Exhibits & through & apolied
to indivicdual proration units.

Q And this would bs under the {nfill drilling
! prosram, under the rules proposed by El Paso?

A Yes, we have it both ways. Under the present
rules -« aad, ageiny this is a 20-year forecast -- under
Coluzn B we have the annual production for the tntal pool

unier cur prezent rules, and under Column € we have the
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RELATION BETWEEN RATE OF PRODUCTION AND INDICATED GAS IN PLACE

A - Using T7~day average pressures

Slope Years Covéred Average Rate - Indicated gas
~ per well, in place,

MMcF BCF
1 1953-1957 170 3,700
2 1957-1960 123 6,900
3 1961-1964 76 | 16,300
4 - 1965-1969" 100 A 10,900
5 1970-1973 110 7,800

B - Using Long Term BU Tests

1 1956-1961 120 8,000
2 1960-1965 84 22,800

C - Using Strat-tests

1 1959-1964 85 22,200
2 1965-1969 100 17,600
3 1969-1973 109 | 11,400

(%)



) EPNG Exhibit No. é

BLANCO MESAVERDE GAS POOL

ESTIMATE OF PRODUCTION AND INCOME FOR THE CURRENT
AVERAGE WELL UNDER PROPOSED RULES ASSUMING INFILL DEVELOPMENT

Gas Volumes in MZcf at 15.025 psia and 60° F.

Annual Production Income After Net Income
Gas, 0il, Royalty and Operating Net Discounted

Years M2cf Bbls. Prod. Tax, $§ =/ Expenses, $ Income, $ at 8%, $
@ (b) © ) (e) (69)] @
1 110.8 506 28,890 1,680 27,210 26,170
2 101.0 462 26,930 1,680 25,250 22,440
3 92.3 422 24,970 1,680 23,290 19,140
4 84.4 386 23,180 1,680 21,500 16,340
5 82.6 377 23,160 1,680 21,480 15,090
6 79.8 364 22,690 1,680 21,010 13,650
7 76.7 350 22,240 1,680 20,560 12,350
8 73.4 335 21,590 1,680 19,910 11,060
9 70.0 320 20,940 1,680 19,260 9,890
10 66.7 305 20,280 1,680 18,600 8,830
11 63.5 290 19,620 1,680 17,940 7,870
12 60.3 276 18,870 1,680 17,190 6,980
13 57.2 262 18,230 1,680 16,550 6,210
14 54.4 248 17,540 1,680 15,860 5,500
15 51.7 236 16,960 1,680 15,280 4,900
16 49.1 225 16,330 1,680 14,650 4,340
17 46.7 214 - 15,720 1,680 14,040 3,850
18 44 .4 203 15,200 1,680 13,520 3,430
19 42.0 192 14,540 1,680 12,860 3,010
20 39.6 181 13,930 1,680 12,250 2,650

Total for

Period 1,346.6 6,154 401,810 33,600 368,210 203,700

1/ Gas price at 25¢/Mcf, escalating 0.5¢/Mcf per year, adjusted for BTU' content.
0il price at $6.29/Bbl.

BEFORE THE
OIL CONSERVATION COMMISSICN
Santa Fe, New Mexico

Case No. g &57 Exhibit VNo. é”

Submitted by d_f,é 7
Hearing Date 4’ (D / (=
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- EPNG Exhibit No. Z

BLANCO MESAVERDE GAS POOL

ESTIMATE OF PRODUCTION AND INCOME FOR THE AVERAGE INFILL
WELL UNDER PROPOSED RULES ASSUMING INFILL DEVELOPMENT

Gas Volumes in MZ2ef at 15.025 psia and 60° F.

Annual Production Income After Net Income
Gas, 0il, Royalty and 1 Operating Net Discounted
Years M2cf Bbls. Prod. Tax, $ = Expenses, $ Income, $ at 8%, $
(a) (b) «©) (d) (e) 1¢9) )
1 248.1 1,134 119,710 1,680 118,030 113,490
2 222.2 1,015 109,350 1,680 107,670 95,720
3 199.6 912 100,330 1,680 98,650 81,080
4 179.8 821 92,130 1,680 90,450 68,730
5 166.2 760 87,080 1,680 85,400 60,000
6 153.7 703 82,040 1,680 80,360 52,200
7 142.4 651 77,360 1,680 75,680 45,450
8 132.0 603 72,990 1,680 71,310 39,600
9 122.4 559 69,000 1,680 67,320 34,560
10 113.7 520 65,400 1,680 63,720 30,240
11 106.3 486 62,190 1,680 60,510 26,550
12 98.9 452 58,730 1,680 57,050 23,150
13 92.1 421 55,670 1,680 53,990 20,250
14 85.9 393 52,780 1,680 51,100 17,720
15 80.3 367 50,250 1,680 48,570 15,580
i6 75.2 344 47,780 1,680 46,100 13,670
17 70.5 322 45,480 1,680 43,800 12,000
18 66.2 302 43,320 1,680 41,640 10,550
19 bl1.9 283 41,200 1,680 39,520 9,260
20 57.9 265 39,170 1,680 37,490 8,120
Total for
Period 2.475.3 11,313 1,371,960 33,600 1,338,360 777.920

1/ Gas price at 44.9¢/Mef, escalating 1¢/Mcf per year, adjusted for BTU content.
0il price at $9.23/Bbl.

BEFORE THE
OIL CONSERVATION COMMISSION
Santa Fe, New Mexico

Case No. £9.6 t Exhibit NO-._j._.__..

Submitted by & ¢ (=
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EPNG Exhibit No. g‘

BLANCO MESAVERDE GAS POOL

ESTIMATE OF PRODUCTION AND INCOME FOR AN AVERAGE
DRILLSITE UNDER PROPOSED RULES ASSUMING INFILL DEVELOPMENT

Gas Volumes in MZcf at 15.025 psia and 60° F.

Annual Production Income After Net Income
Gas, 0il, Royalty and Operating Net Discounted
Years M2cf Bbis. Prod. Tax, $ Expenses, $ Income, $ at 8%, $
(a) ) () (@) (e) @ @
1 358.9 1,640 148,600 3,360 145,240 139,660
2 323.2 1,477 136,280 3,360 132,920 118,160
3 291.9 1,334 125,300 3,360 121,940 100,220
4 264.2 1,207 115,310 3,360 111,950 85,070
5 248.8 1,137 110,240 3,360 106,880 75,090
6 233.5 1,067 104,730 3,360 101,370 65,850
7 219.1 1,001 99,600 3,360 96,240 57,800
8 205.4 938 94,580 3,360 91,220 50,660
9 192.4 879 89,940 3,360 86,580 44,450
10 180.4 825 85,680 3,360 82,320 39,070
11 169.8 776 81,810 3,360 78,450 34,420
12 159.2 728 77,600 3,360 74,240 30,130
13 149.3 683 73,900 3,360 70,540 26,460
14 140.3 641 70.320 3,360 66,960 23,220
15 132.0 603 67,210 3,360 63,850 20,480
16 124.3 569 64,110 3,360 60,750 18,010
17 117.2 536 61,200 3,360 57,840 15,850
18 110.6 505 58,520 3,360 55,160 13,980
19 103.9 475 55,740 3,360 52,380 12,270
20 97.5 446 53,100 3,360 49,740 10,770
Total for
Period 3,821.9 17,467 1,773,770 67,200 1,706,570 981,620
BEFORE THE

OlL CONSERVATION COMMISSION
: Santa Fe, New Mexico
Case NQ._A\Q\,L Exhibitjgo.
Submitted by X (Fiezg
Hearing Date ’{/ 1% / 19
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EPNG Exhibit No. ?

BLANCO MESAVERDE GAS POOL

ESTIMATE OF PRODUCTION FROM AN AVERAGE DRILLSITE UNDER
PRESENT AND PROPOSED RULES AND THE INCREASE IN NET INCOME
UNDER PROPOSED RULES ASSUMING INFILI. DEVELOPMENT

Gas Volumes in MZcf at 15.025 psia and 60° F.

Annual Production Increased Increase in Net Income
Present Proposed Prod. Under Net Income Under Discounted

Years Rules Rule Proposed Rules Proposed Rules, $ at 8%, $
(a) (o) © (@) (e) (¢9)]
1 111.9 358.9 247.0 117,730 113,210
2 107.8 323.2 215.4 105,870 94,120
3 103.3 291.9 188.6 95,650 78,610
4 98.8 264.2 165.4 86,490 65,720
5 94.3 248.8 154.5 82,120 57,700
6 89.7 233.5 143.8 77,530 50,360
7 85.4 219.1 133.7 73,160 43,930
8 81.2 205.4 124.2 69,020 38,330
9 77.1 192.4 115.3 65,220 33.480
10 73.2 180.4 107.2 61,7760 29,320
11 69.5 169.8 100.3 58,660 25,750
12 66.1 159.2 93.1 55,240 : 22,410
13 62.9 149.3 86.4 52,190 19,580
14 59.8 140.3 80.5 49,340 17,110
15 56.9 132.0 75.1 46,850 15,030
16 53.9 124.3 70.4 44,500 . 13,190
17 51.0 117.2 66.2 42,350 11,610
18 48.3 110.6 62.3 40,310 10,220
19 45.8 103.9 58.1 38.220 8,950
20 43 4 97.5 54.1 36,150 7,830

Total for

Period 1.480.3 3.821.9 2,341.6 1,298,370 756.460

¢
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projected sanuil production under the proposed rules,
tader Columa 3, the total for the period, we would show

a little cver 3 trillion cubic {eet producad during the
o=year neriod ggg 3040 billion cubile feet. nder

Column €, uvader "Iafill,* assusing infill and the propesed
rules adoption, we would produce 7.234 trillica cubie

feat == or 7234 billiocn cublc feet, and I think it i3
interesting to ncte there that during the 20th yuar,

that producticn ia almost three times as gresat undar our
oroposed-rule change as it {2 under our prezent rulea,

I mizght add that in making up this sxhibis,
it was assumed that commencing in the year 1577, thal
200 wells per year would be drilled, 200 iafill wells,
and this would continue until there waa en infiil well
located on sach proration unite.

Under Cclumn D, i# the increase of prasuction
under the »ropesed rules of L,1%3 trillion cusic fest
gver the 20=~year pneriod and.thea Column © i3 the increase
in gress inceoma under the proposed rules. This iu in
=i{llicns of dollars.e So, the total for the 2lwyasr pericd
would be %3,113,0C00,000,. |

G Yire lNerrick, in rerard %o Exhibit Ho. 10, what

inforsaticn J4d you use concerning gfas reserves aad what
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was the ssurce cf that information?

A Foer the infill drilling, under the proposed
rules, I used 2 total reserve for the developed portion
of 15 trillion cubic feet in the Blanco Mesaverde Cas
Fool and these were developed by ¥Mre. van Everdingen.

Q 'Will Mr. van Everdingen be testifying following
you in this case?

A Yes, he will,

& You mentioned 15 trillicen cubic feet as Deing
your assumption of the recoverahle reserves, assuning
the developmant under the infill drilling Drogram.,  How
does that figure compare to the recoverable reserves under
the etate of present development?

A From Exhibit 3, the original recoverablec reserves
for the present developed portion of the Blanco Hesaverde
Cas Pool comes out rounded off £.7 trillicn cubic fest.

Now, if we subtract that frem the 1% trillion, we geb

]

an increasas of A.3 trillion feet, cubic feet,
(vhereupon, a discuzsion was held off the
record. )
BY MR. MCRRISS
Q ¥ir. Doerrick, cbvicucly the information you have
prasented here shows a subssﬁntially increased rezerves

and alsc substantially increased nroductica cover tha
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20-year period that you have assuned?

A Yes, sir. |

C Can ¥l Paso's facilities i{n the San Juan Basin
handle these volurmes of additional gaa?

| A Yes, in my opinion, they can, at least fronm
that portion dedicated to El Pasgo.

- < In this regérd, would you expand and give us
some field for_El Pasc's present facilities end its
capabilities?

A Yes. El Paso presently has facilities capable
of handling 1L00 billion cudbic feet per day of wellhead
gase. Now, after shrinkage fuel aqé field uses, this is
reduced to about 1300 millisn cubic feet which is the
amcunt of gas that could be gotten to our main line.

The total rcyalty gas available to our San Juan systaewm

at the present time iz about 11:C million cubic feet per day.
So, you canﬂseé right there we have about 25C millisn a
day additionsl capacit?. Prior to the time that ths
decline commenced in the San Juan Basin or prior to the
time that the amount of gas declined to the point that
wg couldn*t fill our facilities, El Pasc was capabla

of handliag 1500 million cubic feet per day on a toval

wellhead basis, Due to the decline in deliverability, we
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cshifted some of that comnression from main line or from
that statizsn which would get gas into the main line to
{16012 compressicn. S0, in the event that this projsct
goes ahead, we would plan to move bacx that compression
ard nske, again, our facilities capable of heandling
1500 million cubic fest per day. |

Q If chis Application is granted, do fo# foresee
that £l Paso would be required te reduce its take from
wells, from existing wells?

A No. Of course, we io have the preseat wells
declining. This has been happeniag all the way <down the
road. We weuld anticipate that we Qould be able to handle
all the gas that becomes available.

Q what has ¥l Paso done in recent years by way of
fastalling additional compression to lower the pressures
in tha gathering lines?

A Cver a three-year pericd, commencing in 1953,

F1 Paso installed considerable horsepower in an elfort or
in ordéer to reduce gathering line nressures., For egxample,
in 1669, we installeuy 32,0CC horsepcwer &t a cost of
*13e.4 million. In 197C, we installed 9:CO horsepcwsr at

o cost of 53 million, &nd in 1571, we installed 43,300

hersepower at a cost of $11,15£,000. we accomplished
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here a recduction in the gathering line prezsures of
approximately :CC to 250 nsia for the Lakota-Blango
Mesaverde high pressure system, and for the Picture Cliffs,
cur low preséure system, the pressure declingd from
approximately 250 psia to 130 psia.

Q would adcditional compressicn be Justified at this
time?

A No, not in my opinicn. Any additionsl compraessicn
would not increase the gas availabiliny apprecliably, and
in =y opinion, it would be a waste of available rezoprvoir
Gnergy.

Q wWould you expand on yosur comment that this would
represent a waste of available reservolr energy to install
additional compression? | |

A Yoss In the svent that this project Ls not
approved,. we would aaticipate that we would gs.ahead‘and
reduce the line pressures te take the gathering liﬁa
gressures on down. Then, in the future 1if we ccme along
and decide that the iafilling progrsa is feaéible, then
we would be’producing the iafill wellz into a lower
gatheriaz line pressure. In cther words, we would not

be taking advantage c¢f reservoir pressure as it currently

. exiats, We would be wasting - it would be economic waste
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by putting in additional compression now, and alsza, it
is-rather expensive, both economically and physically,
to use the gas as fuel to operate the compressors., 30
that gas that 18 used for fuel is gone. You will aever
gee that, so that 13 complete waste, but Lf we have
infill 2rilling now, we ¢an produce the wells into the
current gathering system and not have to lowsr ¢he line
pressures.

(™ Mr. Derrick, will you discﬁss the T1 Paso
narkaet deﬁaud for gas from the San Juan Basin, and in that
discussion, compars the.situasiﬁn that presently exists
with that that haz existed in the past?

A Yes. Despite the fact that we have been taking
all gas that is available to uszs from the San Juzn Basin
and our cther gas supply gources, weé have not becn able
to meet the needs cof our customers, DBssed on zll of our
projecticns of our total gas cupply, we are lcoking at an
annual decline of ebous & percent per year which equates
to about 3CO0 million cubic feet per day per vear, ani that
is the decline that we are presently experisnciag zrd i3
cna that we anticipste will continue in the indefinite
future. |

G Since Cctober of 1772, has El Paso had to curtatl
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service vo 1ts customers on its interstate systom?

A Yes, practically every day eince Dctober 3Cth,
1972, we have had to curtail ocur customers.

Q ithat do you mean by ®"curtailment®?

A Curtailment refers to reduction of gas service
rendered to our customers, In other words, te tha sxteant
that El Paso lacks sufficieat available deliverablo
supply to satisfy its custonmers® eatitlemont, and g the

extent that those entitlementa go wsatisfied, then service

to'such customers is said to have been curta;led.

Q How does El Paso determina which requirensnts
are to be satisfied and which are‘not?

A We have some help on that. Il Paso is an {inter-
state natural-gaé company, serving customers in Texas,
Oklahonma, Hew Maxico, Colorado, Utah, Arizona, Nevad
aand Califeorania, and aé such, we are regulated by the~
Faderal Power Commission, and that agency has set forth
a zroup of fivse priorities whieh lists the order in which
we will curtail in the event of ;as shortages and these
have been listed on the daszcription on Zxhibit 1ll.

(whereupon, El Paso's Exhibit No. 1l vax
marked for identification.)

MRe CAMPBYELL: Mr. Chairman, while this exhibit
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ie being distributed, may I raise 8 question ccacerning
the introduction of evidence, relaﬁing %o requirewmsnts
of the Apolicant for natural gas from this pool for the
purpose of satisfying its customers' demande or testimony
relating to reguirements and curtailments of deliverias
of natural ;as, is not material to this Hearing in view
of the limited jurisdiction of this Commission to issue
any order in this case based only on the prevention of
waste and the protection cf correlauive righta.

MR. XKZLLAKIN: If tke Commiseion pleace, I would
1ike to Join in Mr. Campbell's objection and call attention
of the Commission to the ruling of the Hew‘Mexica‘ﬁuprema'
Court in the_Continental case where it gatds "ive find
no- statutory authority vested in the Commission to
raguire the productica of a greater perceataze of the
3llowable or to see to'ic that che gas purchasers can nore
nearly meet market demsnd unless such results sten {rom
sr are wmade negcessary by the prevention ¢f waste or the
pretection of corralative rights.” we submitvtbat the
testimony that has been =subsitted in this cennecticn is
{mmatertal to this psrticular proceeding.

Mile PCUTERs Mr. Worris?

e MORNIS: If the Commigsion pleass, I am sure
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the Comnmission is well aware of the Supreme Court ruling
in the so-called Jalmat case of Continental Oi1 Ccupany
versus the 0il Conservation Ccmmission. I think 2ll of
the participants in this hearing, cervainly incluiiag
£1 Paso, are aware of that. I submit to the Commission
that the ruling in that case, while emphasizing that the
Copmission should base jts orders upon the preventicn
of waste and the protection of correlative rights, did not
tell the Commission that it had to bé blind ts the market
demands'or zmarket requirements upoa the purchasers of
natural gase. Rather, the Court said that the Commission
could not base its decision solely upon such considsrations,
but Lf it baées {ts considerations upon the recognition
of its statutory duties of prevention of waste and pro-
tection of correlative rights, thers is certainly nothing
remiss about this Commission 8also considering the purchasers
market demand and its need for natural gas to satisly
{ts market whether they be intrastate markenaﬁar'intar-
state merkalse.

iie further submit to the Commission that times
tave changed greatly since the decision {n the Jaluat csse

and we are now faced with a very critical preblem of

natural pgas supply throughout the United States in various
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ingeratate markets, and certainly, we would intens o

show by our testinony and exhibits that Fl Paso iz faced
with a very critical situation with rezard to availability
of gas to supply its interstate market. I think it is
cuite material for the Commission co'conaider thiz evidence
ih this casa.

MR, PCRTER? Genclemen,'tﬁere was aa Order {ssued
dated July &, 1972 in Case 4582 in which the Commission
kad this fiading: "Evidence cancerniﬁg market demand,
curtailment of gas supplies, energy crises and environmental
impact will be received by the Commission and conaidered
in its determination to spprove or disapprova-the &pplicaticJ
i€ the party offering same can ghow ﬁhe relevance of such
matters to the preveation of waata‘and the pratecﬁian~of
correlative rights.”

Now, within that framework, we will cconsider
a discussion of market dewand, but in no other. It has
to be relatod to correlative rightz and waste,

MRe MORRIS: Mr. Comnlssioner, we certeinly
believe that ocur evidence will wmeet that criteria, however,
I would like to make our position clear on the recorde.
we balieve that this Cosmiesion should interprat the

statuges under which it operates, the State Statutes under
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which {t crersates in such 3 manner as to aveld & ¢uaflict
with the pattern of rejulatisn that exists at tho Faderal
level., e have no deeire to mees this Commission zaver

iato or adopt an attitude., We do not think it is required

ty the Stavutes of the Ftate of New Mexico to adent an

astituds that would run contrary to the requirs=esis of
Federal Law and Federal Constitutlione we do nat Lelieve

vhat the State Conservation Law should be {ntarpraved

aad appnlied in such a manner as would be contrary Lo the -

we subsite-the sverriding reguireasats of intersista
conmerce., Sow, I want to make cur position clser that
wa believe thers is that poteatial for confliet, Muwaver,
»ithin she ruling %hat has been wmade by the Lomuisaion,

wa 8t11l bDaliave that the evidence that we would subait

to this Commission will meet tha criteria that ysu rave

anaounced, that 1&, that 1% will relate to the nritagtion
af ¢srrelative rignts and the prevention of wasto.

MAs CAMPRELL: HMr, Chairman, I, teo, would like
to have tha record clear on the poaition of Suuthera Union
?roductiun Conpany. There kaz baen no statement or certainl
ao showing to this tine of exactly how this eoviiencs which

1o now being olicited may in sasme fashion be zufficiently

~related to the prevention of waste and the protectica of
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correlative rights to comply with the Order that the
Commission issued in 1972 {f that is to become the ruling
here., Ve would have to pass Judgement &t such time as we
had identified for us this linkaze. In the meantino, we
wish te objactlio the feceiving into evidence of Exhibit 11
and aﬁy other exhibits which are to follow that relate

to the filling of market demand by El Paso Natural Cas
Company.

With regard to the q&estioﬁ'of the relaticaships
between F.P.C. positions and these of this or any sther
State Commissien, this'is a very critical and sansitivé
issue, and we agree thﬁt this Commission, to the extent
it can, be consiotent with its statutory obligatiocn should
avoid a direct conflict with the Federal position in this
matters On the other hand, we think the Commiscion should
be particularly careful not to allow 1ts Judpsments and
ite responsibilities under the statutes of this Stzte and
the decisions of the ccurts of this State to be tart by
the rulings of the Federal Pewer Commission whose Yaspone
sibilivies ars considerably different than thoze of thié
Commission. 3ut the record shbuld show our objeection on
a general basic to this testimony unless there iz a clear

-relationship to the preventicn of waste and protection
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of correlative rights,.

{vwhereupon, a discussion was held off the

record.)

MR, PCATYR: GCentlesnen, the Commisaion fesls
that the objection is well taken and that before proceeding
further with any evidence concerning market demand aad
curtailment snd the other matters raised here, it is
tncumbent upon the counsel for the Applicant to show us
as accurately as poszible how this téstimcny will relate
to the {ssues of waste and correlative rights. The
Commission will recess the Keariny at this time until
1315,

{Whereupon, the Hearing was recessed &%

approximately 11:L5 a.m.)
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AFTERNOON SESSICN 1:15 ©.M,

MR, PORTER: The Hearing will come to orxder,
pleasa. Mr, Morria?

MR, MORRIS: Mr. Commissioner, in response to
the Commisslon's invitation to outline the testimony and
evidence that El Paso wishes to present with regard to
its market demand, we would have two wmore exhibits,
Exhlbics‘ll and 12, Exhibit 11 will show the prioxities
of service that have been prescribed by the Federal Power
Commission pursuant to which El Paso is required to observe
in curtailing its service to. its interstate customers, We
also have Exhibit 12 which would‘ghow gas supply versus
xequirements projected for the next three years, that is,
'74e75, 75756, '76-77, showing the amounts of zas recuired
to service the peak 1oad.requirements upon our system fox
the various priorities of service that are set forth on
Exhibit 11. By this evidence and the explanatory material
that Mr., Derrick would add to explain these exhibits, we |
would hope to show to the Commission that there is a critie-
cal supply problem on our interstate system and that the gas
volumes that would be generated by the infill drilling

program under the proposed xules presented in this case

 are needed to help tulfill those requirements,
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Now, we belisve that we already have shown to
the Comnission evidence -~ a&nd I refer specifically to
Exhibit 10, and thers are other ext:ibits that show thig -~
avidence showing what the annual procuction would be from
the 3lanco Mesaverde Cas Pool under tha proposed rules
conparoed with the preseat rules. We fesl it iacumbent
uoon us o show %0 the Commission that our market dezand
is sucﬁ and osur facilities are such thgt wa carn handle
the amount ¢f production that would be generatad under
the {af1ll drilling program. Certainly waste would rasult
if we were not proposing something herse that would generats
the increazed volumeas if we were unable to take it either
by restrictiona in our facilities or ieetricuicuﬁ in our
market demand. we believe our concept of prevention af
waate 1g involved there, and we bYelieve wa need to show
what, our mﬁrket dexmand is {n order to satiafy that
oblipation,

Now, conceraing correlative rights, cartainly,
i gperators are denied the opportunity to orcduce vhe
resarves uaderlying this tract, the additicnal escrves
that Mre Terrick has already alluded to, bteing in some
of the additicenal 4.3 trillion cubic feet of gas thot we

believe will Le generated under this program.
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If the cwners of the tract under whick these
regerves lie are precluied from drilling and develoning
these raserves, not only will wasts be cauvsed, but thair
correlative rizghts will be vinlatei bacause they will be
denied the c¢ppercunity that would be afforded wundaer the
proncsed rules to provect thelr correlative righis to
aroduce that gas. Likowise, unless E} Paso is in a
position to purchase the gag that is p?cduced and has the
market demznd to support its purchagse of that ;3s,
correlative rights, likewisse, would be violateds.

%0, we believe, really for esseatinlly the
same I'easons, nﬁat it i3 incumbent cpon us to show that
wo have the narket demand, the ability oad williagsness to
taks the fas {a order to prevent waste snd protect correla-
tive rights,

I would suggest that the Commissica sllsw us
to praceed and introduce this evidence sni allow . Terrick
te explain it and perhaps even sllow those who ars in
cppasition td this evidence being presented to the
Comnissicn U9 cross exawine Hr. Derrick, befors the
Commiscica rules cn whether the evideace will be ceemed
naterial bacause 1 Zhink that fo the best way to have the

asatter fully bafore the Commission, 3¢ that a proper ruling

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386




§ 3
Yo ¥
Ve

DERRICK~-DIRECT Page......35 e g

can be made to go ahead and present it and then the
Commission can then determine the materialitye.

MR, PORTER: Mr. Campbell?

MR, CAMPBELL: Mr. Chairman, just a brief
responge to this. This is a rather strained relationship
between present demand of customers for gas and the
preveation of waste and protection of correlative rigﬁts.
It seemquuite,inadequate to us. Almost as strained as
suggesting in the Gas Proration Hearing this moraning
that gas fields in northwest New Mexico have a producing
capacity in excess of market. We are in a time when there
is no overprocuction of naturael gas, and it doesn't seem
to us that there is really prevention of waste or protec-
cioh of correlative rights aspect of this case, except
the very legitimate cne of recovery of some substantial
additional reserves as a rasult of the granting of this
Application. Protection of correlative rights has not
yet really surfaced in the Hearing which obviously will
te a significant part of it. we still object to thise
testimony and the introduction of these exhibits in this
case.

HWRe PCRTER: We will sustain the objection.

Cace again, lat me call ycur atteation to the fact that the
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case will be decided upon the issues of wagte and correla-
tive rights. You may move on with the testimony,

3Re¢ HMORRISs At this time, if the Commission
please, because we fesl that this evidence relating to our
market dsemand on £l Paso's incerstate system is critical,
baecause Qe feel that the Commission should considér it in
tris case, even though the Commission has now ruled that
it will not, we would, at this time, with to ﬁake an offer
of proof with respect to this matter. ¥e would like to
follow the usual procedures that apply in court for making
an offer of proof, thav ig, by asking the witness guestions
and eliciting answers from him jJust to show the matter
that we deemed material. We have no desire, if the
Commission please, to antagonize the Commission o argue
unnecessarily with its ruling, but in order to protect
our position in this case with regard to thia evicence,
we must insist upon our rights to make an offer of nroof
to show the Commission that evidence which we would have
ghown if the Commission had ruled that the evidences was
materfsl. At thic time we ask leave of the Commission to
make our offer of proof by asking of the witness guesticns
and eliciting ansﬁers from him on the record. It would

nct be 8 time consuming procedure. wWe would ask to do so
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at this time so that this evidence will appear at the point

in this record where we would have otherwise offafed it.
MR, PORTER: You ma} proceed, Mr. Morris,

BY MR, MORRIS: |

Q Mr. Derrick, these questions that I will ask of

you are asked just as though you ware testifying in anawar

.to questions that would be material, however, they aze

being asked of you by way of'an offer of proof in the case.
Please refer to what has been warked as Exhibit

No. 11 and explain that exhibit,

A Yes, sir. E;hibit 11 contains the ﬁive prioii:ias
that werxe set forth by the Federal Power Conwmigeion in
El Paso's cyrtailment c#se. This 1lists the priorities
in order of fimportance. Priority 1, of course, residential,
small commerxclal, and it goes on down to Priority 5 which
{3 the large bar, Fuel Uses, and at the time we curtail,
we curtail in ioverse order. Priority 5 is curtailed

first, 4, and on’up through 2 and 1.

Q Mr. Derrick, please refer to Exhibit 12 and

explain that exhibic,

(Whereupon, E1 Paso's Exhibit No. 12 wns

marked for identification.)
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A Exhibit 12 1= a 3-paged graphical presentaticn
of El Pazo's supply and requirerments. The reguirements
coincide with pricrities here and esincide with those
outlinad in Exhibit 11l. If we could look at May of 1974
which would be on Page 1, I could explain the way it is
zet up. The lower shaded arca is Priority 1, and say
for the Month of May, for one day we would have a2 cdemand
under Pricrity 1 of abcut a billion 8 and you can see it
declines on dovn in the low day for Priority 1 during the
month of May, 1974 to be approximately 9CC million cubic
feet. Then on top of that is the Friority 2, and again,
it 4= arranged in descending order from the top, the
highest daily requirement, down to the lowest. Then the
small white area is Pricrity 4, and then the large sray
area above tha%t again is Priority 5.

For example, in the month of May, ocur supply is
approximetely 1700 million cublic feet or 3%;§%llicn cubic
feet ver day. well, that shows that during a good part
of the menth, in fact, all of the month we will be cuv-
tailing part of our‘Priority %« Luring that month we did
not curtéil anything lcower than Priority 3. I might add
too, there aboub‘at the 3°00 leval and extending aceross

from May through Cctober there ic a shaued area labaeled
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“Advance Deliveries to P. C. and E.¥ equal to 25,4 billion
feet rourhly. So, what we are deoing there ic delivoring
gas in the form of advanced sale to Pacific Caz and Electric
and we are going to have to call to get that gaz back
starting in December or whenever we need it in order io
supply the Priority 1 and Priority 2 requirements for our
east of Califormia customers. The people in Californis
through their own storage programs aad other scurces will
take care of their own Priorities 2, 3, 4 and ! Jduriag the
coming year. HNow, I might add,'téo. at the time we were
making these deliveries or these advance deliveries to
P. G. And T4, we are taking away from east of Califoeraia.
In other wcr@s, it {8 Priority 5 gas that is not delivered
to California. So, the California companies take n&air
Priority & gas and inject {t to supply their own nesds,

Now, i1f you will lcok over to December of 1574,
you will zee that El Paso is not able to supply its
Pricrity % requirements. That is the first time that we
have gottan dovn to thae point that we are not g.ing to be
able to supply Priority 2. That shows us to ﬁe about 6%
billion cublc feet for the 1974=1%7% heating seasoa, but
we are goiag to gét a sufficient quantity of gas back

duriag the '74-7. heating season when the gas that we scld
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to Pe Co 2nd T to serve the east of California Pricrity 2,
So, tren, I would refer you cover tg the '75;75 heatiag
5364300 ==

& (Intarrupting) Mr. Derrick, before we zo over
to the next exhibit, would you neint ocut the line that
cxists, the herizontal line that exists at the LU1l million
cubic fest vper day across the top of 1t?

A That is our sales capacity. In cther words, if
we had gas available from San Juan or any other source,
the demand {2 there and we have the capacity to deliver
up to 4011 million cubie feet per day.

Q S0, to whatever the available supply does aot
come up to that sales canacity curtailment exiszted?

A Yas. You can see that the Priority ¢ extands
above during portions of the month every mcnth through
November. 'ﬁhan we get into Decamber,'you can zee the
Priorities 3's and 4's that the total is above the LOll,
Thea if you turn on over to some of the later pruphs,
¥su can see that we are 2;aia atv 3's, L's aad 5'c exvending
above the capacity of the system,

Q All right. ‘How, not only ara they extending in
some cases above the capacity of the system, but as you

are peintiag out, they are extending above the supply line,
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the supply 1ine, again, going back to the '74~7: exhibit
starts off at 35CC million a day and then drops censistently
and moves acrcess the =
A {Interrupting) Yes. These are average daily-
monthly volumes and they are down & little above 3 million
a day at the and of A»nril of 1975,
Q@ Go, does shis exhibit show that the available

supply, absent this infill drilling pregram, would drop

from 3500 million cubic feet per day in May of 1974 on

down to approximately 300C by the end of April?

A Yes. You mentioned Lnfill -= infill or cther

supplies?
G Yes,
A Yes.

G Then that supply line continues to drop ca the
succeeding page?

A That is correct, yes, sir.

Q Excuse me. Go ahead.

A All right. Referring to the '75-746 heating season
which is Page 2 of Exhibit 12, you can sea there ﬁhac we
have a deficiency that i3 written there on the left side

of the page, Potential Volume [or East of California

. Load Ecuations, of $2,0C0 millicn cubic feet or 72 billion.
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low, 1f we had the place to store it, that pgaz cculd go to
storage. Then we look up above the supply line on the
richt side and we say, "Meed for Rast of California Load
Fquation eguals 23.5 or .7 billion.cubic feet ., That's
the amount of gas that we need for Priority 1's andg
Priority 2¢'s for our east of California load during the
=75 ae#son. fou can see in LDecember in 197:%, for the
first time, owr Priority 1l is in danger because it axtends
above our supply line and therefore, we are pgoiag tc have
to have storage or soma other socurce of gas in order to
meet that desand, and we consider the Priority 1's sad 2's
to be the most important,

I might add the tgcal P-1l and P-2 deficiency
for 1975=753 i8 dL.4 billion cubic feet, however, that
includes the P=-1 and F=-2 in Califormia. Just, zgzin to
repeat, for east of California, cur deficiency thure is
23.7 billion cubic feet.

Then we turn over to Page 3 of this exhibit and
the situation becomes prograssively worze. During that
period, our Priorities 1 and 2 for east of Califcornia is
40e7 billion cubic fest., That does not include Lthe
Californiae You can see the requirements ars substantlally’

atove our supply line. Of course, that is due to two
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things:t One {2 cur high pricrity loads have increcased sone,
and alsc our supply has decreased, So, the coxbiaation
of the two has provided very critical factcrs here,

I believe that is all I héve to discuss ca this.

Q Mr. Derrick, to continue our offer of proof here,
if this requost were granted, that is, our Application
befors the Commission were granted, and new wells were
drilled, then, may wo conclude from this Exhibit that
El Paso woﬁld have a definite demgnd, there is a definite
market demand on El Paso's system for the additionsl gas
volumes that would be produced under this program?

A Yoz, that is right. In taking the difference
between our demand and our supply, it is readily apparent
that we need a consiﬁerable amount of gasz.

Q | If the additicnal volume of gas were generated
pursuant t¢ this infill drilling program, would ¥l Paso
£till be in a situation of scme curtailment existing on
the system? |

A Yes, ¥e will be in a curtailment situation
tndefinitely. I can't see anything on the horizen that will
offeet our declin;ng sunply and meet the total recuirements
cf the Companye. |

. MR. MORRIS: If the Commission plesse, that would

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505} 982-0386




CASE 5264
TERRICZ-CIRECT T Page. P ‘
complete the tender of proof that we would like to nake.
I would like to go back to what we would think to be an
offer of evidencs that has not been ruled immaterizl by
the Commission.
MR, PORTER: You may do so, Mr. Morris.

BY "MR. MORRISS

- Q Mr. Derrick, in your opinion, would the rules
proposed by El Faso, the rules changes that would permit
infill drilling, more adeguately prevent waste ani protect
correlative rights thaan the present rules that are in
elfeoct?

A Yess Under the proposed rules, each cperator
woulcd havae the opportunity to incraéee his gas regserves
and also his gas deliverability, and in wmy mind, this
would prevent waste and protect correlative rights.

G In your opinion, Mr. Derrick, what are ths
principal advantages of the infill drilling proivan?

A well, in summing up, I think the big aavaﬁtage‘
is the {ncrease in gas reserves and availability that
will beccue avallable pending the appreval of this nroject.
2{ course, when we get down to the increased gas reserves
and increased avajilability, we are looking at beassfits to

a8 Lreat many people. First, we could start with the
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consuner, The consurer would have a larger amount of gas
durinz this periocd of critical cas supply, ancther recent
shortages. Secondly, the conesumer could get the jag cheaper
bacause of the fact that the facilities are more fully
loaded meansg that the unit volume costs them lesg than it
would absent that volume of gas., And the producersz, of
course, will share in this because they will be increasing
thelr gas reserves and availability, and according to
thé calculations that I have made, this is an eccnoumically
viable project. So, from an eccnomic standpoint, the
producers would benefit, Ceftainly. £l Paso, az a pipeline
would benefit, not only as a producer -- well, I don't
think we would beaefit as a producer much decauszg we are
on a cost of gservice and we wouldn't share in these higher
prices that maybe the producers would -—— but we would
benefit in that we would be able to more fully lcad our
facilities and better serve the needs of our customers.
The reyalty cwners would be a substantial beneficiary.
That includes the Federal Covernment and the State of
lew Mexico., The State of Hew Mexico would benefit through
{ncreasad taxes that would be applied to these increased
reserves from which they are produced, So, I think in

2umning up, there is just 2 great many benefits to ba
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dertved in Jjust about all sezments of both the oil aad
sas {ndustry, the nipeline industry and coaswiers and
royalty owners would benefit as a result of this oroposed
nroject.

Q Mr. Derrick, were Ixhibits 1 thrcough 10 prepared
by you or under your direction?

A Yee, they were,

#R. ECRRIS: At this time, ¥r. Examiner, we
nove that El Paso's Exhibits 1 through 10 be received in
avidence.

MR, ?ORTER: If there are no objections, El Paso's
exhibite == BMr., Kellahin?

MR, KELLAHIN: I would like to make &n cbjection.
If the Commission please, we object to the introduction
at this time of Exhibit Ho. 3, being & study of ressrves,
computer run. e haven't had an opportunity to cxamine
iv, but in addition to that, thare has been no basic
testimeny $6 support thiszs exhibit. There is ne foundation
laid for i%. I am assuming that shey will have a witness
aha zade the reserve study, and il he can tell us hiow this
exhibic was prapared, but at the present time, there is
no sufficient foundation laid for the exhibit,

Now, this same cbjection would probably zo to
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Exhibit No. &4 which I will have to assume {8 bsosed solely
on No. 3o So, until & foundation has bteen lald for No. J,
I don't feel that No. 4 is admissibdble,

Now, we come to the Exhibits % throush 12, all
of which relates to esconomics or to the El Paso's needs
for gas reserves to {ill their pipeline. The Commission
has’ruied that they will not cénsider this evidence, and
we feel that none of those exhibits should be aduitted.

MR, PCRTER: Are you referring to 5 through 12
or 5 through 117

‘MR, KELLAHINT & through 12. He. 12 is directed
toward their necessity for gas to meet their market Jdemand
end 1t is nct a matter before this Commission.

¥Re MORRIS: At tﬁis time, if the Commission
pleace, I have only offered 1 through 10. I will get %o
11 and 12 ip Just a moment.

¥Re KFLLAHINS We will object, tuen, to from
1l through 10.

MRe PCRTEd: Are you objeecting to 1 throurh 10
or to 3 through 107

H¥Re KELLAHIN: e are objJecting o 3 bhrough 10.

{shereupcn, a discussion was held off the

record. )
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¥Re PCRETER: Mr. Xellahin, yocur objecticn, as I
understand, on Zxhibits 3 and 4 were lack of a foundiaticn
being laid by the witness. HNow, what are your objactions
on 5 through 107

HMRe KELLAHIN: Extiibits % through 9 are coa-
parigons of production and income, which in no way by
this witness has been relatsad to the prevention of waste
or the protection of correlative rights, which I think,
again, cama# within the purviewof the Commission's ruling
esrlier in the Hearing. The Exhibit No. 1C 15 the zame
thing as to the pool as a wholae or an analysis of nool
producticn related, again,~co income under their proposed
rule, which, agéin, 18 no way relzted to the prevention
of waste or the protection of correlative rights.

MRe MORRIS: M ; Comissioner, nerhanss I could
nelp resolve this matter by asking a couple of clarifying
guestions of the witness which I think he may have already
testified to, but if he hasa't, I wan tc'makﬁ sure they
are on the record,
3Y MRe MCRRISE

Q Hr. Derrick, with regzard to Exhibit No. 3, I
believe at tha timae we talked about Exhibit 3, I acked you

if Zxhibit 3 represented a study that had been mads with
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regard to the presently developed gas reserves in the Blaaco
vesaverde Pool, is that correct? |
A Yes.

C %ho prepared thiz study?

A Thisz study ~—- and by the way, I will point out -
thio is & study of individual wells based on presgure per-
formance. It is pressure versus cunulative production for
all of the wells which are presently developed. This was
srepared in our Reservoir Enginaering Denartment. It is a
study we have had continuing for many many years. It ls
a study that we used in ths Federgl FowerICOmmimsion
proceedings. S0, it 18 not something that we just siged
un for this Hearing. It is something that we maintaéin cn
2 continual basis.

Q T balleve you previously tesvified thot tha
ieservoir Fnpineering Tepartment is a function of the
Company that is under your direct supervision?

A That's correct, yes.

¥Re ¥CRRIS: we submit, Mr. Commissicner, that
txhibit 3, Exhibit 4, &1l of the exhibits thzt we have
sresented here are admissible and certainly should be con-
sidered by this Commission. Of courze, Mr. Xellshin and

. a1l other parties to the case may ask whatever cuezstions
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they wigh of this witness on crose examinaticn to test
his knowledge of the manner in which theze exhilits were
prepared and the informaticn that they were prepared f{rom.
That i8s a proper matter for cross examination. It does
not relate to admissibility.

we would, again, move the iatroduction of
Exhibits 1 through 10. |

(khereupon, & discussion was held off the

racord.)

MRe PCRTER: The Commissicn will overruls the
objection to the admission of Exhibits and the Exhﬁbité
will be admitted to the record.

{vhereupon, El Pasota Exhidivs Nos. 1 through

1C were offered and admitted into evidencs,)

MRe MORRIS: AT this time, i1f the lommissien
please, we would also move the introducticn {ats evidence
of Exhibits 11 and 12 end would tender to the Comaission
the explanatory testimony of Mr. LDerrick that waz geaerated
with regard to those exhibits by way of the offer of tender
cf proofe I offer thic as a natter of form, of course,
recognizing that the Commission has already ruled ¢n this

matter, but we again formally tender this matter for

»

- consideration by the Commission as evidence in this c¢ase.
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HRe PCRTERE Nr. Morris, Exhibits 1 through
10 will be admitted. Exhibits 11 and 12 will not be
admitted.

MRe HMCERIS: If the Commission plewss, 3t this
time, that's all we have on direct examinaticn of this
wi:ness.' ¥e are prepared to offser ¥r. Derrick at this
time for cross examination, or if the Commisgsion shaould
see the merit to the sugpestion that we procesd Lo give
the direct examination of Mr. van Everdingea, ws would be
happy to do that at this time and then make both of these
witnesses available, again, in the order of Hr. Eerrick
and Mr. van EBverdiagen, for c¢ross examinavion.

Mite PORTZR: In other words, you would ofifar
your entire case and then open the two witnesgas for
¢cross examination?

Mie MORRIS: we will be glad to Jdo that 1f the
Commission seas any merit to proceeding in that rnanser.
We are certainly nct insisting unon {%.

MRe FPORVER: would anyone objsct to that
oroceeding?

MRe HINKLZI: Yes. I tuink we Qught to zo ahead

and cross examine gach witness while it is frezh in our

‘minds and so forthe.
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¥Re MCRRIS: That Ls certainly fine with us,

M. BYRC: Mr. Chairman, I hate to dizmgree with
ny co=counsel, I was fearful that at cne point in this
proceeding that Asztec méy go one way and Meza the cther,
but certainly, the reason that I prefer the other method
1s that at the ccnclusion of the direct testimeny of the
two witnessesz, 1 was going to renew a motion for come
additional time, hopeful that the Commiesion would bae
vitally aware of the positicn of,%as# sné I think some of
the other praducers are in, net xnowing exsctly what sur
positicn is going to be., For thellife cf me, 1 can't
uncerstand why I1 Paso would object to a few weeks
contiauance, either in cross examination or evidence of
the Intervanorsz here when ﬁt might result in thelr petting
some support rather than oppesitisa. I am faced wisy the
position here where I might ask Yr. Derrick & question
that if he answers, it might cause ;he Commission Lo want
to deny his application, and four weeks from now I wight
find cut I want it granted, &0, out ¢f despairnosy, I feel
that the Intervenorz here, narticularly Hesa, surhi to have
a continuance before we croca aad before we rresont osur

case until we find out what the “.P.C. i3 golinr t» o on

. the question of 599. Now, if we follow the procedure that
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Mr. Morris has suggested, we weuld have the direct testimony,
and there might be some clarifying questions that the
partiez might want to ask of the two witnessez in preparation
or better understanding of the cross examinaticn at & later
date, but I think it would be an orderly procedurs and it
would permit us to find out which way wWe are going o go,
HRe HINKLE: In view of this statement, I will
withdraw our gbjection.
¥R, MORRIS: If the Commission please, I had ao
inventicn by suggesting that we preagent our direct cxazminas-
tion of the second witness to afford cpnesing councel an
oppertunity to re-argue their Hoticn for Continuanca.
I conaider that the Commission has ruled on the liction for
Centinuance, and Y am makiang the suggsstion here thab it
is Just a practical way of getting on with the case in the
BoSt e££1c1§nt manner, assuming thot the Commission is
going te adhere to its ruliag that it bas already made on
the Motion for Continuasnce. If there i3 sny sugrestion,
as Mre. 3yrd has suggested, that he wants ¢ re-argue a
patter already moved on by sthig Commission, I would have to
withdraw my offer to procesd in the manasr that X suzgested,
If we go on with our case, we certainly do so with vre

assumption that the whole cage is foing —
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MRe BYRD: (Interrupting) I didn't meen o imply,
Mre orrig, that thie {¢ such a request. I &3 going vo
make that request whenever the direct evideace iz in
and whenever I have to cross exanine. It would ba 2 lot
more convenient ﬁo do it at the ccacluslon of your eatire
direct case rather than doing it at the end of ¥r. Larrick's
testimony. |

ﬁﬁ. PCRTER: It is my understanding that you
are going tc make that reguest, MNr. Syrd.-than Hre Moreis
would liﬁe ﬁc orcceed with each witness individually,
is that correct? |

MR. MOREIS: Yes, sir.

¥Rs BYRC: Then I would have to make my Motien
for Continusnce at this time for the reascas previcusly
stated.

In view of what has ¢cecurred here alreaiy and
how important the econonics is in drilling this soscouad
well on this pool, that about 7 of iir. lerrick's exhibits
related to the economics, and in his exhibits he has used
the price of Lig, He is assuming this is going &0 be the
price in Exhibits 7, € and 9, and that is what we uca't

xnow, and until we know, I can't ¢ross examine him. I
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I think it is out of fairness and I think it i& dus process
to require that we have an Opportunity; first, t2 ascertain
the most important factor in this case, and that is the
price of new gas, what it is going to be. | |

¥Re CAMPBEILL: OSouthern Union Production Company
would like to jein ia what I gather 18 now a Hoticn to
postpone crozs examination or rebuttal testimony in
evideace unzii the parties have had an opportunity to
exanine the avidence,-the gxhibits wﬁich have been presented
here, all of which are predicated upon regerve estioates
that I asgume anocther witness is golng to precent. |

Daespite the brillisnce of the local atieraeys,
and thelr loag experience in complicatad ;éses belore this
Commission, I deubt there has been ény nore imyertant S0
producers in the San Juan Basin or perhaps the Htels than
this partiﬁular cace, and the computerized tsbulation of
prasently estimated reserves, though I suppose is available
from the Federal Power (ommission, has not been available
to us %o dizcuss with our witnesses. The computations
ti:at have been wmade in a nuwuber of exhibits require
inteasiva and extensive cross examianaticn as to the facts

if

«r

he record 1s to be complete. Ve certainly aspreciate

thae suggestica of lire ¥orris that both witnesses testify
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the cacse~in=chiefl and give us at least maybe cveraisht or
a lunch hour to review this evidence, but I &n not sure
that that will be adequate. I realize this has not been
a practice of this Commission, It is not ununusal in
adninistrative law, The Federal Power Comamiszszion, vhere
El Paso does a good éeél of business, the narties submit
their exhibits to other parties in advance of the hearing
in order that crcss examination may be adequately prepared.
I am not sure this would not be a'godd procedure for

this Commismicn, but 1t is not done at this time, and the
only way, I believe, in- vhich we can adeguately resnond,
and I prasume where some of the Commismion'ﬁ ova gtaff
can respond, is to examine this avidence. I am sure the
avidence of the cther witness ia going to dbe auch wmore
cemplicated and extensive ag this because this fg 51l
preéica@ed'ppcn reserves, prassnt and fusure.

So, we jJoin in the Moticn.

ob
o
[+

e HINALE: Aztec would like to Join in
fotion.

#Re MORRIE: If the fommisaion please, I 2immly
would state that we are, of course, opposed to the Motion
for Continuance or the Moticn to defer cross examination

which 1s just a way of stating the Motion for Continuance.
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At the tinme we nrocaeeded in this case with our diract
testimcny’this aorning, we did 80 in view of the Connmission'd
rulinpg on the Motion for Continuaance with the oxpactaticn
that the cage would proceed on the cross examinatica and on
the presentation of evidence by all parties present o
vhatever extent they wish to present evidence tc this
Commisaion. YWo feel that it wauld ba prejuidicial to
1l Pasc to now change the rules, the Conmissien having
already having ruled cn the Motion fér Continusnce, 350
we would respactfully raquest the Coxmission cimply adhere
to the previous ruling in"this casa,

(“hereupon, 2 discussion was held cff the

record.)

¥Re PCRIER: The Commission will cverruls the
{lotion and the witness is available for cross oxamination.

ﬁﬂ. HENSLEY: ¥re Chairman, on behalf of iztec,
we would like to proceed with croas examination of the
witﬁess at this tinme.

K¥Re PORTTRt All right, sir, you may <o so.

CROZE EXAMINATION

37 MR, HEXSLEYS:
Q Mre Derrick, I would firct like to refer your

attantion ¢o what you have identifled as El Fasotsz Lxhibit
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No. Le Now, as I understood your cirect testimocny, this
exbidbit, in effect, suunmaricges the reserves study wihich is
con;ained in Exhibit 3 in two separate categories, one of
vhich is delineated "above average," and the zecond of
which i& delineated “below average,” is that corrzct?

A Yes,

Q Did your study which oreceded the preparation
of this exhibit contain an evaluation of the adverse
producticn figures of each of these wells in the two
separate categories?

A Ho, I den't believe they were brcken down 1n
this panner before. ue havé always Just looked at the
total, and normally, we look at that, of course, which is
dadicated to El Paso, although we do from time Lo time
look at the field reserves,

G But you did not examine your daily deliversbility
from each of thesa tvwo separate categories, iz that correct?

A I might hot have followed. I thought you ocsked
if I had in previous times broken it down in this manaer.

N No, my'question was jntonded to elicit a4 respunse

*

concerning whether or not the average production fiyures

from the variocus wells which are coaprised in theszs two

- separate catezories, were consliered in coanecticen »th the
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nreparat.on of the exhibit?
A ¥e have broken dowmn - we have teken the average

deliverability for each group ¢f wells, and I have the
viork paper right here that that was the method that we
oroceeded on.

Q Well, as I undarstand Exhibit 4, then, zut of
the 2055 nroducing wells in the 3lanco Mesaveris Piol
at this tinme, 1352, or considerably more than half are
in the category of below average walis 80 far as roserve
i1a concernad?

A So far as reserves, vyeas,

Q Is 1% trues, Nr. Derrick, that likewice, avsr

half of the wells in the pool have daily deliverability

rates less than what you would consider ¢o be tha averag
rate ccnsiderihg all wells in the no0l%

A I haven't made a gtudy eof that. If you di%ide
them up as to deliverability, it might break ssch e
aceerding to reserves.

Q Let we ask you thiss Is Lt net a fair ctatement
that over hslf of tré wells in the pool have a daily
deliverability rate of less than 200,000 cubic fest a day?

A I am sure that is correct.

Q Wow, of this group which has baen catsporizaed as
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the above average group, pursusat to the reserve compariscn,
including 5%3 wells according to Sxhibit L, how maay of
those wells are cunnected to the El Paso pipelinse system?

A I donfc knowe

< How meay of trose wells are owned or operated
by 1 Pasc?

A I don't know.

¢ Your records do nct indicate?

A I could check, but that wouldn't iafluence my
exhibit.

Q Ho, I didn't indicate that it would, I simpiy
was inguiring as to whether or not the above average wells,
most of the above averége walls are connecbed‘ta your
system?

A e have soume good wells, yes, sir, but I hqveﬁ':
fone throuzh and broken then down ag to the connect.on.

Q To you have any indicavions from your work
pepers of how many of the 695 wells indicated to ba above
average from a reserve standpeint are cocnnected to Southern

Uaion's systenm?

A Ney, I do acte.
Q Do you kxnow whether any are?
A I would anticipate vhal many of them ars Lecause
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Souttern Union has a lot of welle connected, but I couldn't
tell you the anumber. It wsuld be relatively simnle,

ancd I am not supgesting that I 4o it, becéusa 1 2cn't plan
to, but by going through Exhibit 3 and take each wezll,
anyone that is interested could see what pipelins 1t is
connected to.

C Now, there arg certain aress of this novl, are

there not, Hr., Derrick, where ths wells have considerable

higher deliverability rates than the.onhér portions?

A Yas, sir.

Q Tha center portion of the field, generslly
speaking, contains more prolific wells frum the ctandpoint
of deliversbility?

A I think the west central.

Q Assuning that they are mostly located in the
weat centrai portion of the pocl, doces Tl Pasc swnt or
cperate @ sﬁbshantial portion of the wells in that part of
the field, or do you know?

A Qur pipeline extends pretiy well 211 cver the
Basin except for the égs:ern perticn, the northesstern
porticn which the Norﬁhwest Pireline takes., Now, I don't
knew., I think we woula have to get a map and lgok, rather

trhen me trying to define which township and which zection
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our lines serve.

Q I think you misinterpreted my questicn, I will
clarify it. I am talking about the wells that El Taso
owns or operates, not your pipeline system?

A Yes, normally we are cinnected to the wells that
wa own or operate, so cbvicusly, our pipeline system would
be in the came &rea.
| Q Do you heve considerable operating interest,
to your knowledge, in this area where the wells hevs higher
deliverability rates? |

A Letts séa. We operate, I thiak, maybs 1100 Qalls
out of the total 205%%5. We have sowe geod a&creage. It is
& matter of public record of the wells that El Fazc has
an interest in, where our pipelines are, which wells are
connacted to ocur system. I &m not trying to hids saything,
bat I Just dont't have all of that information at hand.

G Can you safely state that your cwnership in this
central porsion cf the field ccatains azome of the battaer
wells in the field?

A Tes, we've got some good walls.

Q Is it also true, to the bast of your kaewladse,

8 o8 Dsrrick, that on the outlying fringes of the 900}.

‘that the deliverability rates and raserves, I sasume
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srrespondently, are considerably less?

A Yas,

< That brings me to Fxhibit Ho. 5, actually 5, 6;
7, ¢ and 9, that I will be asking you questicns about,
Firat of all, with respect to Exhibit No. 5, which deals
with the averace drill site under the present field rules,
ay first question is: How did you arrive at a sc-called
average d¢rill site?

A ¥ell, it is the crill site that preseatly is
drilled, the 2055. This is the average well on that
drill sits. In other words, this is &an average well in
the Blanco ¥esaverde Field operating wnder the present
field rules.

Q Now, this indicates to me, although I am not a
mathematician, that based oa 111.5 million in the first
year, that sverages out at a daily rate of over 0(,CC0
cubic foet, is that right?

A thatever the zathematics shows.

g well, assuning those mathematics ere correct,

I would like ==
A '(Iétarrupting) Livide 35% ihto the 111,
? I believé you indicated in your testimony Just

2 few minutes ago that over half the wells in the ficld
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had a daily deliverability rate lezs then 20C,CC0, is that
not correct? |

A You asked me to accept that suggesticn sg correct,
I didn't argue with you. I don't know.

< Well, assuming that that (s correct, thm more

than halfl the wells in the field csnnot cualify for the

lacznomics which are reflected in Exhibit &, i3 that correct?

A Yell, anytims you take an average, ycu have some
below and some adbove, yes.

2 Is this a weighted average or remaining average
cr how wag that calculated?

A No, I had better check my work papers. a1 aversge
deliverability bazed on the back pressura tests - well,
based on the 7=day annual test that we conduct here in
New Mexico.

< Now, directing your sttentica, if I may, %o
Bxﬁibic Noe. 7, if I understand thigs axhibit, this relases
ts en econcmic projection for what, spaian, is ciasaiflied
as an averare in-field well, i3 that corract?

A Tea.

g Letts aszune that there are hypothetically 2CC0
wells to be drilled on your infill progranm based ¢n the

fact that thers are slightly over 200C at this time, Does
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your study indicate how iany of the projected nusber of
2060 new infill wells would fall into éazegorieﬁ of
deliverability &0 that this eccnomic projection would be
applicable to that study on that particular vall?
A Now, this again, ie an average locaticn. This

would be the average for the total Blanco #esaverie (&3

Pool. There would be many below and scme abova.

Q what type ol an economic situation would an
operator be lceking at 1f he were lying on she Ivinrse ares
of this pool and now producing a well delivering 105,000
cubic feet a day? Wwhat kind of economic schedule have you.
orojected for him? |

A well, I haven’t‘prajectea one for him. A4Azain,

I am looking at the average, but we know —- and I think

Mr. van Everdiagen will testify to this -- in many instaaces
the wells'ﬁhaa are thers now are not draiaing the ful;

320 aeres. Ia fact, soxns of them &re not draininﬁ 16C.

S0, wa would be looking on these fringe areas of wrobably
coming in at alicet initial conditicas. Do, the walls

were drilled there initislly at cersajaly less income

per unit volums produced than we are presently laoking ag,
so I don't shink we would be looking at the ssme sconomics

that you would be looking at for s well that iz currenily
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thera. I am sure you would look at that and decide
vhether you wanted to drill. T am not suggestiang for one
minute that all 2055 drill sites will be drilled, |

Q Are you, though, suggesting that the majér
portion of the additionsl resarves of 5,3 trillicn cubic
feet which I bualieve you vestified to would be in cutlying
fringe areas where the present spacing units weuld not
'eff1¢1ent1y and economically drain 320 acres?

A Again, Mr. van Everdingen will testify to that
because he has made a study of that, dut I would nresume
from visiting with him that that i3 where some of thess
reserves are, of course. | |

Q Would it slso be true, Mr. Derrick, that the
corollary of that proposition would likewise be trus, that
in the meat of t&e field where the higher pay sactions
exist and Q@ere permenbility and perosity are betier, that
you would find little if nc additicnnl reservesz by
atditional infill wells?

A N5, there will be slditional reserves. I would
arain defer that question to hin.

Q I notice also that Exhibit No. 7 as previously
indicated is based cn the initial orice of LL.5#, i3 that

correct?
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CASE 5254

LERRICK~CADSS | Page.... 58 . .
A Yeu, sir,
Q And that was derived, I assuse, from Order No. 599%
A ighte.
Q Pendtng 599,
A I don*t think it i= pending, neceszarily. 959

i3 {ssued,

G Yea, sir. I dida't mean to indicate that it wan

Assurping that in resnponse tc the Commiszion's
request for clarification of that Order that the new
price‘would net ba available for infill drilliag, what
type of eccncmic'study would be indicaved, or economic
retura would be indicated?

A Yhatever -- let me clarifly this.- 21'8 yoU SULLeS—
ting that they would kasck out the L5# or the LLg in 5997

° . ﬁsll. I anm nst suggesting ive. I am asking what
effect that would have on the projection of ecsnnnics as
contained in Exhibit Ho. 77

A wéll. i1t depends on the price that is set.
¢f course, we probably have something else coming up. The
F.P.Cs has promised to come cut with 8 new price fzr old
£as. We may be looking at a higher price over and zbove

the LL¢ that wa aras now lcooXing ate Co, 4% is Just
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whatever assumption you make as to what economics you
crank in,

Q Again, directing your atteantion to thi:s exhibit,
¥r. Lerrick, this projection indicatea an anaual production
tha first vear from this average infill well of 24i%,
zillion cublc fest, i3 that correct?

A Yos,

Q Again, I don't héve a calculater here, bui you
are salking about a delivery rate of over 5C0,000 cubic
feet, are you not, per day?

A Yes, I think it is clozer to 7CO.

Q Okay, 579, my co-counsel Mr, Byrd says.

How many of these infill lcocations do you estimste
cculd be drilled with an initial deliverability potentiel

of 57%9,00C cubic fest a day?

A I think the averaze one can.
Q The average cne?
A So, all above average would be more anu sll below

average would be less, keeping in miad that we arg Lapping
some areas where the pressure 1s higher than it is uader
the curreat wells because of lock of dralnage.

Q But that, I Yelieve you have already iadicated,

"would exint mostly in the fringe areas of the pool?
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A Hot necesasarily. It wlll exist theres, but {t
will also exist over in the heart of the field. =e know
that from our strat tests frem new wells that are «Jdrilled,
when we looked at the current wells that are there aad
the pressures that are recorded, we asre not saylng, or
certajinly, I don't think anyone shculd say that that is
the pressure that axists nmid-way between this lscation
and the next loscation, because that area would be the on§
that would be drilled under our propecsed infill prozrazn
and the pressure wculd bDe considerably higher,

Q These eccncmics, though, as indicated by Exhibin
Koe. 7, necessarily are predicated on a deliverability
vclure ecgual to the projections eontained in the fﬁrﬁn
colum?

A That is exactly righs.

Q S0y Af you drilled a location and 1§ it iz a
location where those deliverability ratez caanct be
obtained or sustained, then these projections ares inaccurate
85 to that opsration?

A I doen't say they are inanccurate. I would say
that the lccation you are speaking of is a below average
locstion, On the other hany, 1f you go over and ¢rill cne

‘that makes & millicn 2, that ia an above avers;e, This 8
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»h:at we frame as an averaze.

Q How, I assume that this exhibit, as 18 true with
txhiblts $ and 0, &ll assume constant well cout, onerating
expenaes, do they not?

A Yes. $1580 pér well per yesar. That is 5140
a month per well.

Q what has been Z1 Paso's experience in the
stability in cperating expenses, say, in the last {ive-
year period?

A Well, this is what we are looking at ncw, and I
suspect like the price of gas and the price of drilling
and everything, I am sure it has goane un,

(* Are therse exhibits designoed to indicate in any
way how you would propose to allccate production bestweea
the present existing well and the nroposed inf{ll well?

AL . Eg, I don't prowmose ﬁo allocéce gas betwean the
oropoged well and the present well, I think each nrocucer
would have to taka & look at ift and zae exactly what his
allowable is, hew nuch spare produciag c¢apacity hoe has,
if anye I dou't think he is going to have very much.

I thiak people are a little overly Opﬁimiatic vhen they
como around te that, And then, he 18 geing to have to

loock at the deliverability to save the depletion of the
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new well as opposed to the other, and then he is going to
have to decide how he will divide the production, if he
has that choice.

Q If he faces that choice, then the economics
would depend upon the deliverability that was ausipned to
the new well at a higher rate, 1f that isg txue?

A I can't see this deliverability assigned to a
vnew well. I mean, it has its deliverability, It has its
ph&aical rate of ilow, or it ia capable of producing at
a certain rate, Let's just take, for example, let's say
it makes 600 MCF, If the old one makes 300, that is a
total of 900. If the allowable only comes up to 700
for the location, then he would have a choice as to how
he would allocate or distribute the 700. We don't propose
that either well has an allowable., It is in the drill site,
the 3209ac£§ proration unit that would carry the allowable,
For all purposes, maréinal, non-macginal, overproduction,
underproduction, all of that would be looked at on the
320 acre basis,

Q All rxight, sir, if I wmay, I would like to direct
your attention fox the moment to Exhibit 10,

wWell, pardon me, 1f I way. Let's go back to
gxhibit No. 7 again, if we can., As I read this exhibit as
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1t 18 designed ¢v iadicate income from an average ialill

well, your income after royalty and production tax for

the first two years -- well, let's just take the net

{ncome figure, Column F -- {s 225,000, is that correct?
A  Are we on Exhibit 77

Tes, 2ir.

s

A 2225,0007

Q Yes, income the first two yesars?

A Oh, adding them. Excuse me. Tes.

Q Let's suppose we have a situation, HI's Derrick,
and let's hypothesize that this order will be apnrovad
by this Commissicn and El Paso is in a pogition with their
tubular goods asad rigs to jump in and drill a location
offset Ly another operator. and further assume that the
offset cperetor did nct have accesz Lo either riga or
tubular.gc§ds and could not drill for a pericd of two years.
what would be the affect from the stanipoint of corralative
rights on the offset operator who could not meet whe offaet
obligations because of a t,ubular gocds or rig shortage
{1 El Paso attained .an avarage well aad extracvad & net
jiacome from that well the first two years of $225,0007

A well, I would like to preface that vafors I get

into it tkat E1 Pase ie having preblems on tubular goods
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also. I think that is nretty prevalent thfaughouﬁ the
{ndustry.

It would be juet the same g3 if you went into
another locaticn and E1 Paso drilled andnfor sGme r'aagon
the cffset did not, as I see it, The situvation hera is
no different. It is Just something thas each'?rsducer
12 poinz to have t¢ decide. He is going to have %o declde
how such pricrity he is going to assign to thia_lacation.
If he is zoing te drill a well in Oklahoma, 1if he is
going to drill a well in California, 4f he has a shortage
of tubular goods or shortaze of money, that is a prabtlenm
invclved, So, it is just a mattef of whether or not the
cperator cheoses to drill. If there i{s scme reascn he
can't drill, he may be at a d4iszadvantage,

Q Well, 4f you assume that the operstor desires
to offset what you ot 23 a gond well, and ke $im&1?.60uld
nct because of the lack of thoze materials, then he |
wauld, in fact, be dratined, would he not?

A Weall, again, Mr. van Everdincen will get into
trhat, but there is aot 22 much comuunication botwren these
vells and locations that some pmeple believe. we, again,

ret back t¢ our strat teéet which about 2 half mile away,

~the pregsure i1s 300 or LO0 pounds above what the nressure
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!5 in the producigg well, I don't think you are going e
be overly damaged if you go two years without drilling a
wolle

Q ¥ell, I am having difficulty based cn your direct
testimony, because 1f my recollection ig correct, you
tnéicated come 200 4nfill wells per year?

A That was the purpose of setting Exhibit 10, That,
I thcﬁghb, wge a feasonable nurber of wells to orill,
2CC a year, in the Blanco Mesaverda Gas Pool under the
infill orogram. Somecne élse could meke a different
estimate and come up with somcthiﬁg else.

Q Wwell, even assuming that you could get rigs and
tubular goods sufficient to drill that number of wells,
you would be looking ar, what, 10 years to offset all of
the exiesting locaticns in the pool?

A It bhas taken loager thaan that to drill the
Blanco Mesaverde Pool.

Q And isn't it a fact, Mr. Derrick, that iIf an
operator is delayed by several years in offestting 2
rroducing well in this peol, that he deflinitely would be
dérained and suffer economic loca?

A we would have to study the individual lication

. and see what tho pressure charactesristics are. I just
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don't think the damage would be neerly es grezt 29 you may
ba {indicatinge. and, again, with the econcmice delay as
ccod as they are, unless he waz just in a position of not
ever being able to get tubular goods, why would he delay
it for so long? |

‘Q In this connection, you testified cn Lirsct
examination concerning £l Fase's nreseat capacity, aand 4f
ny notes are correct, 1490 cubic feet per day?

A That 1 total San Juan Basin. That includes
fields other than Blanco Mesaverde, yves.

< And that your present deliverability into those
facilities {s 115C million cubic feet, is that correct, or
a differential or excess capacity of 250 millicn per Jday?

A Yesz, that's roughlye.

& How many infill wells, Mr. Derrick, with the
initial,deiiverability rates of 2 million cubic fest
would it vake %o absorb that excess capacity?

A Welly, if you want o keep it simple, we wan
assums a willion, it takes 2L0 wells, and that wuuld have
t¢ be on acreage that {3 dedicated to [l FPagoe Thin, vwe
would have to offset the decline {n cther wells in the
fen Juan Basin area. VWe've geot the situaticn whero the

T«Ce Lakota and the Mesaverde sre all declining, o not only
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do we have the 250 million capacity now, we alga have a
declininz supply in other wells,

Q If you drilled 250 wells with an averass deliver-
ability of a »illion cubic feet, you would immediataly use
un that excess capacity?

A If that number of wells could be drillsd more
or less instantanecusly on El Paso's dedicated acreasge,
that 13 correct.

< Assuming no further compressicn at yosur pipeline
facllity, whaﬁ would that to dothe line pressure that these
wells would have to be delivering into?

A Again, 4t would depend én the area in which they
are drilled how we are abls to handle it, but it could
raisse the pipeline pressure. |

R would 1t raige sufficiently that a nunber of
now producing wells would be cut off because they csﬁldn't
buck the pressure?

A Well, Y don't know without looking at the spacific
area wa are talking about. I doa't know -- we are locking
now at about 25C pounds, I believe, on our hisgh npressure
system, and ggain, we would have tc exaninae to see if thoere

135 any way to reroute the gas or some of it could ba turned

_4into low pressurs system. It is Just a matter -- with the
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nusber of wella we have ccnnected_cut thera, it is5 just a
day to day cperatiocn to stay on top of ft. I azres, if
you £9o in and turn more gas ia, you are going to raise
the pressure.

Q And you are gbing to have a problem, are you nog,
6f permitiing operators a facility to market thelr j;as
i1f thoy Jump in and drill a nurber of infill wells in the
first three or four years?

A Well, as I =mentioned, we've got a situastion
where we've got & declining supply, both in the Jan Juan
and other areas, and I am speaking Just for El Fauw, We
have rizght now 250 million éapaeity. A3 I menticnad, we
could increase that to 17°CC millicon a day without very
much trouble because we had. tﬁat situation befcre we
diverted zome of the compression. Alsc, we have 2 line
which goues frem Plains, Texas to over near Callup, Hew Mexic
that we call cur Permian-San Juan Crossover that has a
capacity -« well, it has a supply that i3 declining. G&o,
we can make whatever arrangeseits ars necesssry, siven
the supply, to gebt the gas into our systes.

S And you are fairly satisfisd that the cperators ==

woll, if the Commission orders thiz infill drilling program
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ohlipaticns that you would have sufficient canacity to
take care of that praduction even though you admit that
250 wella alone at an average deliverability of s willion
would use up the full excess capacity in the line except
for additional compressicn?

A Azain, when you start looking at 270 wells of
=l ?asé, of course, we don't have nearly all the acraage
un there, 8o that would mean that there would be a preat
many wells drilled under other arsas. Co, I don't think
this is something that can hapnen overnight.

Q %ell, your quaétion causes an interestiny inquiry
tc me. What about the operators whoze welle are ¢cnnected
to Southern Union? Vhat ajltuaticn are they goiag to be in
when they go in and drill a new infill well and can®t find
a purchaser for the pas? |

A Ky familiarity with Zcuthern Union is only very
reneral and they are geoing to have a witness, oo I o osure
he will be able to answer that.,

Q Are you sufficiently generally familiar with
tholr situation to either corroborate or.nbt the fact that
there is no &dditional capacity in treir line?

A tiell, I would susnect that i{s trua becnusa

something over the last 20 years, we have been buying
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their excess fas.

Q Vhat is an offset operator going Lo d» whoze
well has to be conneeted to that system L{f he caatt ges
{1t cennectad? How is bis correlative rights going 60 be
protected under this proposed rule?

A Apain, from ay kncwledge -~ and I 2a nob trying
to presmpt Southern Unica's teztimony —- but they bhave tied
1n wells in the past and they have taken the alluwables
and the excess gas that they had, they sold to El Paso.

g Are you familiar with the pipeline pressure
differentisl now existing between El Pazo and Southern
Unica?

A Hoe.

(5 Lo you know whether cr ast the preseat Zouthern
Tnion precsure is higher?

A Ko, I do not.

< Again, assuming hypothetically, Mr. Derrick, that
this Commission grants this Order and that 2.0 welle are -
well, I will say 3CO to avoid the decline preblexr that
yau meationed - are <rilled by cperators in the naxt year
with an average production rate of 3 millica cubic [eet

and your excess capacity ie gone, how are you going %o

Ctake the additicnal gas from Southern Union 4f you don't
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have aay capacity to take existing production from a new
infill well? |
A I think you are baing overly optimiztic on the
nuzber of wells which would be drilled {n the nsxt year.
You just cited me an ethple of the tubular goeods aupect

that they might be faced with and thay couldn't drill,

but then you come aloag and say, well, what about 300 wells.|

well, what about &CC wells? If ECO wells were drilled
this year or next year, we couldn't haandle it, but I will
say thizs El Fasc is certainly willing to install whatever
racilities are necessary, given the supply of gas.

¥Re HEN3LEY: We pass the witnesso.

MRe PCRTER: IMr. Derrick, I have one quesztion
I believe will elarify something. I believe you inuicated
& while ago that you had curreat capacity of 2:¢ mlllion
which you could increase to 1a00 xillion. NHow, do jou
maan that you had aa excess capacity of 2I0 2illica?

THE «ITHNESS: Looking at our total capaclivy,
we have l4CC and our supply iz about 11:IC, go that ives
ug the 25C.

MRe PORTEH: ¥We will mcke the witnezs avoilable,
¥Yre Byrd, for croszs examination after a shoart recoss,

(#hereupcn, a short recess was held.)
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MR, PCRTER: The Hearing will come to order,
please, The Commisaicn will recosaize Hr. 3yrd.
MR, BTRD: Thank you, ¥r. Chairuan.

CRCSS EXALNMINATION

B8Y ¥R, BYRDs

Q #r, Terrick, would ycﬁ please refer to Ixhibis

No. 1?
A Yes, sir.
Q And the proposed change in Rule 9=E, Do X

underastand that the unit sllowable would be nroduced from
either or both welle?

A Yes, sir.

Q Now, Lf the new well would make the totsl allow-
able, could you produte it all from the new well and plug
the old well?

A well, I weuld think that the operator woulid be
reluctant to plur his own well bacause thére oy be 1 time
in tha not oo distant future that he would need $that old
well to make his allowable. There might be zome extenuating
circunstances that initi{ally with plugpred producticn that
he could make the allcvadble from the new well, but I just
don't think there is going to be too many caszen vhere one

vell can make the allcewadbla,
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You are going to leave this up te the cperator?

Q

A Ysn, Bir.
Q How many -welle does El Paso operate in thia pool?
A

1100 or 12GC.

You orerate some of the wells 4in which Kesza has

£3

an interest?

A I believe we did Pubco, so that i3, yes.

Q Aes a purchaser of gas, wouldn't {t be to your
advantage to caké as ruch of the allowable cut of the old
well that you are only paying 24¢ for?

A Mr. Syrd, we don't make any money on gaf. Qur
money is made based on our rate base, cur rate of return.
vhatever we pay for gas, we hopefully pass that 2laony to
the consumer.

< Do you think the Foderal Power Commiszion would
eppreve rates in which you had an opticn €5 take hirh
»rice or low price gas and you took the high orice oas?

A well, I ruess wa've had situaticns in Stho psst
vhere we might have scmething stimilar to this, nct {2 the
came fleld, but we pay differeat nrices for gas throushous
our system., We try to look 2% it on things cthar than
price. For example, here, Fl Pasc as cperstor, we would

want to leok &t it ajpsin, a® I menticned to this pgeatleman,
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about the stage of depletion and all. It may well be ==
well, I think 1t will be in most of the areas, that the

stage of depletion, of courss, cn the new i{nfill well is

..ii

foing to be much lass depleted, thereby having a hizher
pressure than the sld vell. 30,I would want to denlete --
with El Pazo as ovperator, I would strongzly recommend that

we try to produce thesze in such a manner that we would
denlete them at about the same time. Sé, that wculd {ndicate
to me that I should produce the new well at a higher rate
than I weuld the old well.

G ¥ow, in referénce to Zxhibit } again, your
proposed Rule 21-F, I presume that you are going to meter
the producticn froz the wells individually?

A Yes, szir.

” To you have any objectioun to letting this
Commissicn'get the allcwable on a unit betweea the walls?

A ve [eal that the flexibility i3 so much greater
vhen you look at it on a 3Z0-acre unit rather thaa Lty to
set the allowsbles. This would double their Joh, a¢suming
all of tha wells were drilled. Inctead of haviaw 2000
wella cn the proration schedule, they would have 4ULG, bdut
tf we zo at it that both wells were added together, then

wie would 5841l only have 2000 nprorstion units.
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N That is real convenicence tc you ag & purchaser
and operator of other people's {nterest, but den't you
think in crder to really guarantes 8 producer like Mesa
vhere ycu are operating the well, that the allowables cught
to be assigned to the two separate wells on the unit on a
reasonable basis?

A No, our proposal i3 that the 320-acre irill site
would be assigned an allowable and the precducer eould
produce it as he sees fit,

Q And you don't want thiz Commission telling you
what each well’s allowable i3 foing to ba on that wait?

A No, sir.

G Tou do object to that suggestion?

A Yes, sir. I will stick with cur prencsad rules
changes. |

Q ‘Row, if the Federal Power Commissicn would
determine that the naticnal area rate is availaoble to new
w2lls on Zedicated acresze only if the Commiscion hore
found that it wae necessary in order to jacresse delivere
&bllity end incresse the ultiumate recovery and that chey
would allcw the new price only if this Commizzien uet
allewables for each well en the unit, would you then ge

along with 1t?
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A Yes, I would. I would just say this: When I
looked at this, as we reviewed 699, as Mr. Morris stated
today, we didn't feel that there was any reason at all why
the Commission wouldn't allow the price on wells spudded
after January lst, 1973. It just never entered my mind
that they meant anything other than what it said.

- Q Are you agreeable to renegotiate.the contract
price up to the national area rate on the new gas wells?

A Well, what we have, Mr. Byrd, is about something
over 90 percent of our contracts, we signed an amendment
about two years ago, giving the producers an F,.P.C. rate
clause, 8o whatever the F.P.C. permits, they can collect
up to that,

Q Let's assume that the national é:ea rate wouldn't
apply. Would you still renezotiate the contracts to
provide that the new well oo your unit, the producer would
be entitled to at least the minimum of 44¢7

A No. The producer has an area rate clause in the
contract, 80 we say that he can cgllect whatever he 1s
pexmitted by the F.P.C. Now, as far as my being stubborn
on this rule, if the Commission or F.P.C. should act, or
if the New Mexico 01l Conservation Commission should see
that it should be the other way, why, we would accept it.
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This is Just what we are propesing.

Q Wouldn't this take a burden off your back in
your rate cases if the new well had an alleowsble and the
old well had an allowable so that you wouldn®t be zrguing
with the Federal Power Comamiszion about any lew priced gas
or high priced gas during the teat period?

A I »ill admit that is 8 possibility.

< Now, I would like to refer you, if I =ay, to your
Exhibits & through %. As I understand, all of thesge
exhibite sre predicated on "an average well,® is that right?

A Yes,

Q And comparing Exhibite £ through 9 with Exhibit &,
do you know where your avsrage well would £187 would {t
be in the below or above averasge group on Exhibit 47

A I think I had that cuestion before agnd I <didn't
Knowe

N I dldn't set the answer,

A I zay, I beliave I had that questican 3 few minutasg
aro and I didn't knoQ the aaswer to it. I Jdon't Xnow where
it weuld fit.

% well, I thiak you did agree that ﬁhera wére almost
twice as zany below average wells as there are above average

wells on Exhiibit L?
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A Yes, sir.

Lo And you den't know what the averags deliverability
of your below averare wells aras?

A No, I would have to do some chacking, ani I den't
think we have it in that form.

Q Let me ask yous Tou admitted a minute azo on
questicns previously answered on cross that you @id not
trend your operating expenses up in this 20-ysar neriod?

A No, sir.

Q Did you make any calculstions to see what would
happen to the aconomics Lif ycu had trended them upward?

A lio, &8 I stated earlier, of course the traad of
everything has been up because of inflation and the trend
of gas has been upward. Two years ago, we were locking
at something like 14¢ in the San Juan Basin and then we
got up to éa end now we ara looking at 44 at lsast for

the new weils. So, everything is trending upward.

Q But you didn't consider it {mportant to trand
YOUr =
A (Interrupting) No, as I ssy, I dida't trend

trhe —«= gther than the 1z installatican for the new wells,
I didn't aszume that there would be any cther increases

in gas pricoes, nor did I assume that thero would be any
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increase ia operating expenses,

& But you 4id trend }aur increase in rag price up?

A Cnly what the P.P.C. permitted, the 17 ezcalation.
I haven't assumed that they will g0 back and find that that
ras should be 50¢ rather than L3¢ is the point I #ﬂs trying
to make.

< On your 0l3d wells, you trended the incone from
thae 0ld wells up for the half cent per year increase which
is permissible under the Rocky Mountain area rate?

A Yese.

¥ Is that permissible under the existing Roeky
Mountain area rate?

A I“believe it 13, yes. That ls my recollection.

o] How, referring to Exhibit 7, I am not sura that I
understand how you got the LL.S¢.

A ?ell, keep in mind, this exhibit comnences the
year one with 1975, The prices escalate in 197¢ to Lbg,
Now, there is & difference in oressure base betwaen what
the F.,P.C. uses and what the New Mexicc Cil Conservation
Commission user. With the higher pressure base, yru get
more cents ner LT,

Q Iid you adjust it for the BTU content?

A Yez, sir.
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G Pid you adjust it for JState taxes?

A Yese e took out the State taxes. It i35 really
8 washout on the State taxes., The F.P.C. allows the State
taxes %o be collectad on top of the base price.

Q I understand that the F,P.C. allows that you
zet a BTU adJustment cn top of State taxes?

A I don't know.

G I hand you‘Opinion Ho. 699, issued by the Federal
Power Commission and asgk you to look at Appendix I, JIan't
there an example there of how you figure the price under
the Commission's opinion? o

A Well, if you get a BTU adjustment on the Statae
taxes, you turn right around and pay it back in taxes, do
you not?

Q No, you are just going to pay a percent tax,
aren't you, on the price?

A Yes, but {f the price -~ well, we are looking
at zomething over 1l0C BTU's right here, maybe 1lAiCU~0dd,
but tax, «8 I understand {%t,1s cn the total prics.

Q Loes that exhibit explain teo you how you calculate
the price under that c¢prinion?

A Yes, sir. This is R-3€9%=B, Appendix T, “heet 1

of 1, zome computations of national effective rates, They
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show Line 1, the base national rate as being 42¢, the
State production tax,‘and in this instance, they have used
301517, 1 am not sure what State this applies to, but
{t dsesa't matter. The subtotal of 45 and then the 3TU
aijuctment i3 applied on tep of that.

Q You didn't do this calculaticn?

A Ko, I don't beliave I did. %hat we did, we used
a flat 7.0% percent State Tax, anéd it varies between the
counties and the school districts and what have you, 50 4t
would be a very smali correction.

S ¥re. Perrick, referring to Exhibit 3, I belleve
you intimated that these are tabulaticns on indivilual
wall sases that your Company has kept for several years?

A well, what I meant %o iaply was, going back to
about 1963, we made a very thorough study ¢f the nrassurs
decline perforaance zn the Blanco Mesaverde, and gince that
time, we have updated it anc pecsted new pressures against
the cumulative prcductica, and that is basically that study.

< Kow Lg the cther witness going to testify
rerarding the reserve study?

A The other witnass has nothing to do =« this is
zy studye The other wituess is going to testify on thé

zotal field or the total develeoped reserves, 1! trillicn.
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iie has not lcoked at this, nor I don't believe he is

familiar Qith it even,

Q This is based on pressure decline versuz cumulativ
rroduction?

A Yes, sir.

Q Do you have the work papers that you used on this?

A No.

< There is no way to tell from looking at Exhibit

2 which well is connected to E)l Paso and which well {s not?
A No. You would have to check that azainst the

proration schedule, I belleve,

g Exhibit 3 doeen't show any of the curreat
pressures?
A No, that just shows the original ressrves,

the cumulative production, the remaining reserve:r, 2ad
tiiinge ?f §bat nature, It is ngt a pressure-nrofachion
decline history, by any means,

Q I notice on Pages €1 throuzgh Page §7 of Txhibit
3 that you list 3 lot of wells with no remaining recarves,
{3 that corract?

" That i3 altogether possible, yes.

Q And some of these wells had no original recover-

able reserves?
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A %ell, 1f they never went on production, these
are theoretically producing wells,

G I presume that these wells that had original
recoverable reserves and had pfoducéd then all sre wells
that have been‘on production for a number of years?

A I don't = this would vary.

g You have no independent knowledge of the date thesas
wells were drilled, any of them on Exhibit 37

A we certainly have them in our records. I doa't
nersonally.

Q You mace a statement in answer to & guestion a
while ago, that in your opinion, there wasn't any difference
between what would happen Lo an c¢perator in this field
or poel if this Order was approved that couldn't drill
and what would have hanpened te an operator vhen the field
Y3 s ininiaily developed. WwWas that true?

A 1 said it would be a similar situaticn in that
gome mirht claim that an offsat oblipation was there and
it is sonmething that the producer would have to wri out
if he wanted to drill,.

< Ié it your opinion that this Commission has a
legal responsibility to protect correlative rights of an

uwidavelopad lease?
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A As I understand, correlative rights iz affording
the opportunity tc recover your portica of the zas based
on 1ts ratio to the total field. This is certainly
somethings that would be afforded every producer.

Q But before a well is drilled on a laace, this
Commission has no obligation to protect correl&tive rights,
does {t?

A As T would see it =-= I am not an attomey =-
but I would think he would have to be afforded that right.

« Lo you know whather or net the New Mexico Law
requifos that this Commissicn ie to protect the correlative
rights of undeveloned leases?

A No, I den't, but I would ==

Q (Iaterrupting) Would you agrse with me that
the producer that has drilled his well in accordancs with
the Commission®s rules on 320-acre spacing units has
daveloped his unit?

A Under the present rules, he has a well cn 320
acres which is a proration or sgpacing unit, and under

cur proposed rules, that operator would have the option

to drill & zecond well 4f he 30 decided,

% But 4L it is true that you don't have an oblira=-

tion to »rotoect the correlative rights on an unaeveloped
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lease, and the operator that has deovaleoped his lease under
the prerent rules ysu do have an cbligatfion to »srotect
the correlative rights, then your statement that thae
situation is the same isn't true? |

A I didan't agrea that the Commission doesn't have
the obliration to protect the correlative rizhis in
an undeveloped tract. I don't knowe It appears to me
that they should Yecause the coperator would have tha right
to drill cn that tract and thereby protect the corrslative
rizhts.

[} Mr. Derrick, has El Paso mads any study that
you are going to present in this proceeding as to the
interferance batween wells in this pool?

A The next witness will certainly get 4ints that,

Q Now, have you made any study or will theaers be
any eviience presented in this record by E1l Pasoc ez o
wiat the actual effect would be to a proraticn unit after
£00 new wells were drilled on 500 other units and the
remaihins units still have one well on it? Have ycu made
gny study on wnat effect it would have on allowables of
the units that have not had the second well drilled?

A Ho. e have proposed certain rules that would

aoply as far as allcwables go. he wells which have been

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSOMN STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) £62-0386




A et e
A
vne de

.
LFEREICK-CROES Page..... 12 ... .

zrilled on the opticnal locatiocn, the second wall toliver-
ability would be added to the first well's delivorability.
In the !astanco where the proratisn units which 4dii not

have a second well, it would be restricted to deliverability

from the well that is there now.
S liave you made any test runs or calculations to

cee whst the effect on the alleowable of the single-well

units would be under your propesal where there hag bLeen

£C00 units drilled with a new well on sach unit?

A No, but Just off the top of =my head, what it

looks like to me would happen is many of those wolls
would become marzinal and they would be allowed to produce

all the time,

G But you have made no study as te what the effect

ie reoing to be on individual well units in thic {ield

if yeur proposal is adopted?

A No, =ir.

L . Don't you think that is {mportant?

A As I say, Mr. Byrd, I would first have to assume
which wells are soing to be drilled a2nd at whet rate.
For purposez of Zxhibit 1C, I assumed that 2C0 wells per

vaar would be drillede The way 1% appears to me, arain,

- and the fact of lecoking at Tl Pazote sunply and reouirements,
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will noniﬁate up to that volumé. Now, the proration units
which did not have a gsecond well would be restricted by
virtue of not having as much deliverability as the unit
with two wells,

Q So their participation in the field will jo down,
will it not? Their A-D ratio will go down?

A It very well could,

Q So you could reduce the allowables to the old
wells that have not had a second well drilled on the unit
through your formula? -

A‘ No, I think what wouldlhappen is that those wells
would become marzinal because of their lower deliverability,

Q What happens when they become marginal, Mx. Dere
rick?

A They are permitted to produce all the time. They
are not restricted,

Q Well, they can't produce about the allowable,
can they?

A Well, {f they are marzinal and can't make thu
allowable, that osroves they are a marginal well.

Q But you are telling this Commission that you made
no study at all as to the effects 0of your proposed allowablg

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 992-0386




(“'} .
ke S

DERRICK~-CROSS CASE 5254
126

formula on the ghift of allowables between units within
this pool?

A No, I haven't made any astudy about that.

Q Referring to Exhibit 7, if you would, please, did
you calculate, My, Derrick, what the economics would be
had you used the present Rocky Mountain area rate of 24¢?

A No.

Q I see on this schedule as on the other schedule
you uged an 8 percent discount., Can El Paso borrow monay
at 8 percent?

A No, right now the interest rate is higher than
that, but I looked at the prime rates over a several year
period and it fluctuated so that it was very difficult
to come up with a number, 8o we decided on 8 pexcent.

Q Well, in this instance, you didn't take the
current rﬁta?

A No, I did not,

Q Is this the way you try your rate cases?

A I am not a rate man., I don't know., Again, it is
like our cost of gas service, we put in our rate cases
what our actual interest rate is,

Q Would you agree with me on Exhibit 7 that {£f
you reduced the 44,9¢ per MCF to 24¢ per MCF, it would
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materially reduce the {igures shown both in Columnx F
and G?

A Yes, I would,

‘Q And you don't whether under those circumstances
that it would be eccnomically f{esasible or nct?

A It wouldn't be as econcmically feasible to dri{ll
3s many wells. It would still be economically feasible
to drill come of the wells.

Q Can you tell the Commiseion how many wells
that will be drilled under your proposed field rules that
would be what you have depicted on Exhibit 7, an average
well?

A well, 4+ we are right on the button, I gusss half
the wells would be above average and half below average.

< But Exhibit 4 shows thers 2re twice as gpay
balcw average wellé?

A That's rizht. Cn a reserve basis, it doss show
one-tnird above and two-thirds below.

e D13 you make any calculations as Lo how far
below average a well would have to be befora it beccmes
uneccnowic %S¢ drill 2 second one?

A No, that would vary so much between producers,

8¢y I have jurt taken the averare well here.
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Q Doces the Comnission set allowables for average

wells, or 4o they prorate them individually?

A No, normally they prorate individually,

Q But you didn't make any study on individual wells?

A No, except the reserve studies in Exhibit 3.

Q You testified both on direct and on c¢russ already
about the ca§acizy of the existing facilities, Is thera
additional deliverability from the above average wells
connected to your gystem?

A Yes, we have the advaniage -= I guess you would
say advantazge -« ¢f using that gas, This i3 gas that is
over.and above the allcwables, you are stating?

< Yes,

A Yes. Due to the balancing periods and all, we
can take some of that gas during the winter peakiny period
to help offset our peak demand, but again, it comes around

to having to balance over & periocd,

Q How often do you lhave to balanceé under the presens
rules?
A I believe you have about six months to po, and

with all these proration epeciaslists, I would rather not

speculate on {t, but we lcok at it on about a fixencnth

. basise
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Q Have you made any calculations as to how much
additional gas you can get from those wells 1f you added
compression?

A Yes, we have looked at that, and as I stated in
my direct, we have reached the point where ve don't feel
it ia feasible to inetall anymore compreasion at this time,
As you know, the flow rate is dependent on the difference
in the pressure squared between the resexvoir, the wellhead
and the gathering system. Ve have reduced our high
presgure gystom in half ovexr a three-year period.
1t cawe from about 500 down to 250 or 250. So, we wnﬁld
get very little increase if we went in now and started
reducing line pressure, and then we would just have the
effect of emptying that compressfion im the near future.

Q Well, if some of these above average wells can
produce in excess of the allowable now, they could certainly
produce an even greater volume if you increase the compres-
sion you have in your system?

A No, not to any degy:e, Mr, Byrd.

Q Then it is not the limitation of allowables that
ia keeping you from producing these above average welle
at a greater rate than they arxe producing?

A Suxe, it is the limitation that isimposed on us
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Ly the allowable.

Q Have you raised your nominaticn?

A we nominate what we noed,

< Have you suggested to the Commiesicn that they
might give you more latitude in balancing these wells?

A well, there was a pericd of time when we had a.-- |
2 long periocd where we didn't baslance, but eventually
vou rave to balance, and you are able to take that pas
ouring the wintertime when you need it the most and then
you cut back in the summer periods I think what you are
suggesting is eliminating proration. |

Q Ho, I am suggesting, maybe, that they have a 12
cr 2g-month balancing pericd, Mre. Derrick. Wouldn's that
be a lot easier for you than building the gatheringy systems
with another 20CC wells?

A No, it is Just like whea you go down and borrow
money at the bank. It catches up with you, and we have
found that same thing happeans vhen you over-produce a well,

< One finzl quention, Mr. Derrick: You stated a
minute age on direct, when you were talking asbout ths
beaefits that were going to be derived from the propesed
Crder that El Paso, as a produce:, would nct receive any

benefits.s Do you mean to imply that you doa't get a rate
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or return o2 the mcney you spend on your own develooment?

A I didn®t mean to imply that we don't - ‘n fact,
we would have a lot more gas with which to better zatisfy
our needs and keep our facilitias loaded, but whatever
ve invest in the way of rate base, and wells would be a
part of that, we earn on that,

- Q And you get that whether or not you get the area
rate or national area rate oﬁ whatever?

A Tes, sir.

Q Do you get it whethar or not Mesa got more than
244 or less?

A Yes, =ir.

Q I believe in your calculations on Exhibit 7, you
agreed a minute ago that that would figure out somevhere
around in excesg of 5GC MC? per day, isn't thay right?

A Yes, dividing the 248 by 355, I think scomebody
divided it out a while ago. Maybe you did.

g Now, do I understand that it is your intention
that you, as coperstor, have the prercgative of determining
which well you are going to preoiuce the gas out of, and it
is your intenticn to produce the old well and the now well
so that you would deplete the recerves under each so that

they would b2 depleted at the same time?
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A Yea, I think that is<something that ycu c¢oulid
shoot at, ani the pressure out there in the new infill
wells will probably be 200 or 30C pounds greater than the
old well, so you would be taking considerably more gas
from the new well than you would your old well.

Q Now, if you drilled a new well and {t turned out
that the reserves ware the same 33 the remaining reserves
under. the existing wall on the wnit, you could produce
then egually?

A ¥ell, again, I would have to see what my allowable
was and see 4 I could -~ maybe the allowable would bé
such that I would have to produce more {rom the new well
bacause I would add the deliverability vogether %to cone
up with my allowable, 30 {f an equal rate of proﬁuction
from the two would not give me my allowable, I would have
to produce the new well higher 1f it had a higher deliver-
abtlity. I think this i3 something that producers have
to look at on their own and be the judge of.

Q Well, you do agree that there are a lot of
nrcducers that have interests in the wells that you operate?

A That's right.

Q And {f the new well came in with the sane rexsine-

. 1lar reserveg 23 the old well, and you depleted them over
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the same number of years, your ecgnozics as shown on
Exhibit No., 7 wouldn't apply, would it?
A I thiak that is right.
< You have acssumed 679.7 MCF per day for an average
well?
A For the averags 1nfiil vell.
MR. BYRD: I believe that is all, ¥r. Derrick.
MR, PORTER:; Governor Campbell, dc you have a
guesticn?
MRe CAMP3ELL: I have & few, Mr. Chairman. I anm
zoing to try to avoid duplication here.

CRO35 TYAMINATICH

BY ¥R. CAMPBELL:

Q I would like to ask ?au a few cuestions concerning
¥l Paso Natural Gas Company's position in the field as
related tc the position of the other producers. I believe
you stated that out of some W55 wells in the Mesaverde,
that as of January 1, 1674, you believad El Paso Nadlural
Cas vompany owned about 11007

A I believe I said they cperated about that mnany.

Q That includes the wells in which you may be
operator under & unit or some other arrangement?

A Yoz, sir.
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< In any event, it exc¢eeds t0 percent of the wells
in the field that are owned or aperated by El FPszo Natural
Gas Company?

A Yes, I believe that is a true atazemant.

Q In how many wells in the field is El Paco
Natural Cas Company connected az a purchaser, approximately?

A I think we are connected to about 1240 wells,
however, we ars connected to scme wells that belens %o
Northwest Pipeline. %o have an exchanze or gathering
srrangenent, so we are in the rénge.ef 5Q0=-0dd pereent
that 48 daedicated to El1 Paso, that we are connsactad to,
that we overate and not all together in the samsg wells,
but aveyall, that*s about right. |

Q Tou made reference in your testimony, I believe
you szaid in all of these wells, that you were onsrsting
¢n 2 cost of service basis in terms of your rate base,
iz that corraet?

A Well, the way the F.,P.C. Crder came out wus
that on Cctober 7th, 165G, all of the acreage the pioeline
companies had in the house at that time would Le unler
cost cf service., Acreape acguired subse§uent T3 Cetober 7th
of *49 would be on the area rats. Now, most all of the

acroage we hava had {n the 3aa Juan goes back behinid
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October 7th of '59, Therc might be a tract or two that is
beyond that.

" %ould you enlighten me as to what the "coet of
service” means in terms of your cost of drilling infill
wells. How i{s that handled in terms of your rate base?

A well, a2 I understand {% -~ and this is certainly
not from an accounting staandpoint or lezal standpeint or
anything else.~- but as I understaad it, El Pago invests
in factlities, pipelines pressure stations, treating
plants, and ipcluded in there are wells that come under
the coszt of service., 30, all of thav goes intc cur rate
basa and El Paso earns somethiang iika maybe 2 percent over
the overall rate base and thesa wells would be included
in this,

Q That is whether they are good wells, bad wells
er dry holes?

A Yes, sir. Of course, there is one acdvantags to
that. You are protected. On the other hand, {f the price
cf gas goes to Li¢ or 552, you ars nct allowed to collect
that. S0, it cuts boath ways.

¢  Does El Paso Natural Gas Company have a preseant
érilling program in the eveat thieg Applicaticn is soproved?

A No, we don't. Ve do not.
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< Do you have any estimaie of the number of wells
that £1 Paso Natural Gas Company might be prepared to
drill in the firct year?

A weil, I would certainly encourage thes to drill
3 hundred.

2 The gsecond year?

A I would think & hundred a year would be -- and
T was basing that pretty much ~- that is the way I came up
with my 200. I thought that El Pasc would be in the busines
to drill about 1030 wells and wé've got about half of the
nroperty up there, so T would assume that the cthers would
drill something on that order. |

Q Tees Fl Paso Nstural Gas Company presently have
gufficieat ¢ubular material and drilliang rizs to accomnlish
that?

A No, sir.

g Is there any reason $0 believe that that situation
19 going to improve?

A we hope next year that the situation improves.
ve are behind our schedule this year on drilling, and i¢
18 becauss of, orimarily, lack of tubular goods.

Q Toenn't that chanse the estimates you wake on

your 20 years here in your Exhibits through G
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A No, and to go tack a minute, one reason that
ahd El Faso were encouragiag this Commission to 2dont
our proposal i3 to get out an order sc that Y1l Paso and
cthers cen etart planning ahead for our budyset for next
year, for cur tubular goods, make arrangements to get rigs,
and until we knecw this, it is very difficult to make the
pleans., Now, of course, the main problem, and I would be
the first to admit this, is getting the tubular gondis,
but from talking to our drilling pesople and cur purchasing
paople, they think 1t {2 going to {aprove next year.

G Lo they believe that considering the zituation
that you can still drill wells for $110,0007

A Yes, sir, that was the number that I requested
from our Trilling Cepartment, &nd they made a careful
study of it and that is the number they came up with.

e I wonder L{f Bl Paso Natural Cas Company weﬁld
be willing to entar into a contract for turmkey drilling
of the Meszaverde wells?

A Well, unfcrtunately, we don't have any drilling
rirs of our own, but apparently this {s based on experience,
and I con't have any reason to doubt ﬁhe validjty of {t.

Q If that figure {3 low by a substantial amcunt

cn present costs, that too would change your estimste of
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recovery to some extent, would Lt not?

A You mean recovery of moaey?
e Tes.
A Yes.

¢ T would like to refer you to Ixhibits No. &4 and
No. 10, I may have misunderstood here. Your Exhibit No. 4
indicates and your testimony indicates additional recovery
of reserves in the pool of some 5 trillion?

A Ho, sir, 5.3 trillica.

Q fe3 trillion?
A Ta3, sir.
< I presume that that would be substantiated by

tha testimony of the next witness?

A Yes, sir. I care up with an 2.7 trillion which,
azain, is8 a summary of Column 3, I guess, in Exhibis 3,
and then ﬁf. van Everdingen is going to substantiate 1%
trillion.

Q Well, he has estimated almost twice as much as
your figures estimate?

A Yell, it is 8.7 compareé to 15.

2 nell, let's take the 5.7 remaining recoverable
reserves. 1s trat your figure?

A do, I believe L. -= wall, if you are locking at
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Fxhibit L =

Q (Interrupting) That is the one I am locking at,

A This is purely on the develoned side. The
remaining reserve is 4.5 trillion.

« That is on the present wells?

A Yos, sir.

Q ¥Well, let®’s take that figure, or take the 5.7
trillion remaining recerves that you estimate elsewhere,
under your Exhibit 1C, you estimate the increased pro-
duction under the new rules in 20 years to be 4.2 ;rillion,
is that correct?

A Yes, sir.

Q Seo that you will be producing, under your figures
in the next 20 yearas, considerably in excess of half of the
remaining reserves?

A No. I would look at something over 11 trillion.

G Of remalning reserves?
A Tes, ¥ell, let's ses. You are looking at
Column C?

& Yos, on Exhibit 10.
A fes, you are right., Wwe would be producing more

trkan hralf.

~

S Do you expect the price of gas to increass
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consistently in the future as the supply declines and
the demand increases?

A well, that {s a most difffcult questicn, I can
enly judze on what has happened Ln the last 10 or 12 years
and we hava geen an increase in the price of gas. Certainly
if the price of other forms of energy goes up, I would
anticipate that the price of ga# would increase, although
I have ndo assurance.

g ¥r. Derrick, I would like to ask you a few
questions about what knowledge you might have of the
reservoir characteristics in the Mesaverde Pool. iHave you
made a study of those yourself?

A we bhave studied them over the 20 years that I
have been with El Paso. I can't say that I have pona out
and made a geological study and studied the samnples and
cores tc that extent.

Q wWould you say that this field has a gfe&tﬁr than
average horogeneity or it s heterogeneous?

A I would say it is haterogeneous,

C Is it substantislly so betwaen tracts? Aosparently
that 18 your testimony.

A Yes. In visiting with Mr. van Everdingen, he has

found througn the study of logs and core analysis and things
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of that nature that there is quite a bit lensing there,
and I don't want to get into his testimony, but that is
one of the bases that we would show a substantial increase
in reserves as g result of infi{ll drilling.'

Q Ras Fl1 Pasc Natural Gas Company just discovered
this phenomena?

A No, we have been aware of this, and we can go
back to ~=- I recall the first time we made a showing on
infill drilling before the F,P.C. was about 1956,

Q You had a hearing before this Commission in 1951
on the spaeing in this pool. Were you with £l Pase Natural
Gas Company at that tima? |

A No. I know that Tl Paso, at the time the spacing
canme abeout, El Paso and others felt that one well would
adequately drain 320, but I think the perforsance subsequent
to thkat time over the last 20-¢dd years have shown tgat
probably that is nct 2 valid estimete.

Q o you believe that in & pool with zniamistedly

heterogeneous conditions that this one has, and the wide

variaticns between trscts as you have testified, can

pronerly be evaluated on the basis of average wells or
averape production?

A For purposas here, we are looking at a pool-wide
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basis, and {f I were going to £0 out and invest my money
as a producer, I cértainly wouldn't take the fiel:d average
wall and =zay, "This i3 what I a2z going %o find." I would
£o in and lcok at the individual wells in the yenersl area
and even theugh they might not give you as good an answer
as you weuld like, it might be the best aaswer you can
conte up with,

Q would you also look at the poteatial investment
apportunities elsewhsre?

A Yes, sir.

MRe CAMPBZLL: I believe all the guesticns,
appropriate ones, with regard to cbrrelative rights and
protection, Mr. Chairman, havs been askaed, and I will
ccanclude my cross examination,

(shereupon, a discuszion was held off the

recerd. )

KRe PCATZll:s Does anyone else have & cussticn of
the witness? Mr. Xellahin®?

M. KELLAEIN: Just a few. I will be very brief,

CRNZS EVAMTNATICN

3Y MRe KoLLAHIN:
Q Mre. Derrick, Exhibit No. 4, I assume, Ls based on

averages taken from your Exhibit No. 3, is that right?
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A Yes, sir.

Q Now, when you go to Exhibits 5 through ¢, you
have basically taken this frem that exhibit, or what source?
For example, Annual Production for Existing %wells?

A Well, that i3 based on our present wells, and
again, it iz btased on Exhibit 3,

Q This is averags production for 2ll wells in the
pool?

A Yoz, then we get cver to Exhibit 7, which ise
the infill, we get into someshing_else.

N That ie what I am coming to. what do you get
into there? | |

A well, we get in therg. based on the work that
¥r. van Zverdingen has done, he estimates that the original
recoverable reserves for the developed portiocn of the
field is'lﬁ trillicn cubic feet, h

Q That's the same figure that you have used aa
brought out by ¥r. Camnbell, is that correct?

A Ch, yes. e were'Speaking of that aunber. we
vere talking about rermaining or soaething, but that is the
oririnal. In our study for the Lxhibit 3, whsn tateling
up» all cof the wells that are thsere now, we come up with

about 8.555 a= the original recoverable reserves for the
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8.7 from 15 and it showed an increase of 6.3 trillion cubic

feet which would result through this infill program.

Q Now, arxe those increased reserveg or is that
merely a figure that you feel will be produced in the next
20 years?

A No, let's don't confuse this 20 years. That is
an increase in the original recoverable reserves,

Q Where do you show that in any of the exhibits

that you have hera?

A That exhibit is coming up with the next witﬁess.
My exhibit shows 8.7 trillion which was the result of
Exhibit 3.

Q Let's stick to this exhibit. When ve come to |
that, we can ask you about that,

A Okay.

Q At the pxesent time, you have confined your pro-
jection to 20 years?

A Yes. Jusat for illustrative purposes here,

Q It could have been projected for 100 years, too?

A This pool is to me below average, and it could

be 40 years, yes.

Q S0, the fijzure you are talking about in youg
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Exhibit No. 9, the increased production under the proposed
rules, is merely an increase as a result of additional
wella?

A Yes. This is for the individual well., Referring
back to Exhibit No. 9, Column B shows the amount of gas
that could be produced, thst we anticipate would‘be produced
from an averaye well as it 18 presently drilled under our
preéent rules, and that shows l.44( billion cubic feet.
Under the drill site of 320 acres that has a second well
drilled, we show a total thexe of 3.821 billiom cubic feet.

Q So, you have added to COlumn B the figures |
supplied as a result of the reservoir study which is not
yet in evidence, 1ig that correct?

A Yes, you are correct.

Q You have no way of supporting that?

A Right. The 15 trillion, and as I have said, it
is based on the next witness' work.

Q 1 ask you the same question with regard to
Exhibit 10 and your angwer would be the same?

A Exzctiy, ves, sir.

¢ In connection with the oparstion of your wells,
you operate some 1100 wells, as I undexstand, will you

take the zes from the woell with the new prlice in preference
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to the wall with the old price?

A The way I look at that, as I meationed to an
earlier cuestica, I think -- and, sgain, there wauld be
excepticns to it, 1 am sure, maybe not by F1 Facso, but
maybe by cthers -- but I would like to see the drill site
depleted at an even rate. As I stated, as we sws %, the
pressure in the infill locaticnz, the undrille:l lucations
{e in the range of 2 or 3 or 4CO pounds greater than it is
when you s3e the well that iz there now. So, I think you
would have to conclude that you have more rezerves under
the undrilled tractz, the undrilled 150 than you do. under
the drilled. S0, on that basis, I would recosmcead producing
more ges, assuaing the deliverability is there, I would
recommend taking more gas frqm the new location or the
new well in order to equalize the rate of derleticn or the
stage c§ Jenletion,

Q Now, Yyou say you expact to find 3CC or LU0 pounds
of pressura?

A I ssid, 2, 3 or 4CO.

G And you have not drilled any wells in t'is pool,
infill wells?

A %ell, yes, several yearz ago ve drillei three of

vhat wa call'strat tests.
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Q What did you find in those wells?

A we have cbserved the pressures on these, and they
have been a matter of record here {n the Commission éffice
for a number of years, énd we find that the presgsures were
congideradbly higher in those wells, and this is one of the
toola that Kr. van Dverdingen used Lo come up with hisg
study. liz cartainly considered these plus cther wells that
had been drilled, maybe not infill wells, but wells Zrilled
in between producing wells.

Q And he will testify to thesé?

A Yes, he will. |

MRe KELLAHIN: Thank fou very much,
¥Ro PCRTER: Mr. Carpanter?

R0SS_TXAMINATICH

BY Re CARPENTER:

Q. %f. Cerrick, would you refar to your Exhibit 2,
please, a map of the pool?

Loean't your Lxhibit 2 show approximately 4CO

undrilled 320 lccaticns within the pool?

A I see cuite & few'undrillad secticons in there,
so 4f you counted them and there are LOO locations, I would
accept that figure as correct.

< All right. If I understand your teutimony,
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H¥r. Derrick, you tes:ifie& that the new rate justifies,

{n your c¢pinion, the drilling of infi{ll wells f{a this pcol,
and sir, if that i3 true, wouldn®t that alnc #ive incentive
to drill she inisial well on these LUC unexplolfad cites?

A well, that price 2nly came out on June 21st of
this year, so I would think a lot of pesple woull ba looking
at that very thing.

e How, 1f that is trug,'%r. Carrick, and we sssume
your fipure of 200 wells a yesr would be a resscnabdle figure
{for devglc#menn in this area, iza't your Applicaticsn about
two years premature 82 that we will use up the unused
zites first?

A You can't force psople Lo go out and drill these.
If they dihn*t drill them, we woulédn't have the pas.

g Hiow many of these are contrelled by El Paso

Watural Gas, Mr. Derrick, do you have any icdes?

A No, I do not,
] Zome of thow?
A With sur vast soread of acreame there, 1 am sure

that gowe of those are ca units that are cperstod Ly El Paso.

Q “euld Bl Paso drill the initial well tefora the
double drill?

A I s.’.oubt it
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Q You wouldn't. Now, referring to your Exhibits &
through 10, Mr. Derrick, isa't it fair to state that the
figure would not substantially chaage if year cne in
Columa 4 %as 1377 or 1978, rather than 1575°

A It would just be pushed down the rcad, The gas
gvailability would be pushed down the road.

VRe CARPENTER: All right. Thank you, gir.
}Re PORTER: Any‘further questions of ¥r. Derrick?

¥r. Nuttar?

CROZS EXAMIRATICH

BY MR. NUTTER:

- #ir. Derrick, first of all, referring to your
Exhibit ¥o. 3, please, the machine tura-ocut.

A Yes, sir. I am sorry, I don't have a copy of
ite Ve are pretty short,

S well, I will read you the figures that I am
talking ebout. You are probably pretty well accuainted
with them. Thay are all on the last page hers. You show

o
~

a total original recoverable reservaes for the 2100 we'ls

that you have listed on this exhibit as being .7 trillien,

correct?
A Yes, sir.

Q Row, there are 2152 wells, I think, although
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there 1sn'% & summary of the total numster on here, I
believe that is so. So, 1f we take the 2152 wells into
the 8.7 trillion, you get an average original reserve
of right at 4 billion cubic feet per well. How, 1{ we
take the total cumulative production and divide that by
thoze 2152 wells, we get an average cumulative nroduction
of 1.7 billion cubic feet. And if we take the remzaining
reserves, vwhich is 4L.94 trillion and divide that by the
2018 wells on this exhibit which show remaining researves,
we hava a remaining reserve,average reserve, of 2,449 |
billion cubic feet, Do you agree with me so far?

A wall, I see what you did, but I think we get
off a little bit because the &.55 trillion i{s {for these

vells that are listed on here. You mentioned scmething

over 21007
L Yea, sir. That is the nunber I counted =-n here,
A Okay. %ell, there is 20%S on the prorvabion

gchadule ncw.

Q %ell, I counted 2?5 pages with 25 well:z on them
and one paze with 12 wells and I got 2152. |

A Ckay, g0 shead.

Q Okay. Now, in other words, this pool has been

prouuced for approximately 24 or 25 years, is that corrsct?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386




CASE 5264
DERRICK-CROZS ' - Page..... 151

A Yes, air.
Q And the average well in that 24 or ZS-year period
has produced 1.7 billion cubic feet,

Now, I refer you to ycur Exhibit No. 7 in which
you show that the average infill well in a 2C-year nperiod
will nroduce 2.47 billion cubic feet. ¥ould you explain
to me hew the average infill well is geing to be better
than the aversge well in the posl for the last 20 or so
yearsa®?

A Are we looking at Exhibit 7, Column B?

Q Yes, sir. Your anausl production totzls out

A {Interrupting) é.b.

Q 2,47 or 2.% over a 2C~year pericd?

A ¥ell, the way I came on thig, I tcok the hack
pressure curves as we have plotted for all c¢f tha wells,
the average, and I applied the high pressure which we
believe exists in the undrilled.lccaticns, gad it is
something over 800 pcunds, and I took that curve, and
using it for the deliverability curve, I came out with
these nuxbers,

Q Well, that pressure {s not higher than the

originsl pressure in the pool, {3 it?
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A No. The original pressure was in the range of
1100 to 12CC pounds.

() 3ut you afe going 2 produce more from the average
infill well than the a§erage well has produced?

A Yes, Let's remember, too, that there has been
some restrictions in the past, certainly by Il Paszo, and
I am sure by Northwest Pipeline and Southern Union. In
the 1G50's and 155C's when the Dakota was coming in, we
were not preducing at capacity.

Q It i{s indicated to me here that the average
sroduction of these average wells has been 1.?_billicd
cubic feet 6ut of an original reserve of & billion, s0
the average well to date has produced 43 percent of its
reserves, HNow, if we go o Exhibit No. 10, we find that
you are projecting for a pool iancrease that we will have

Le?2 trillion eubic feet of new reserves produced, is that

correct?
A Yes,
Q ad you said that she other witness will show

that there is 5.3 trillicn cubic leet in additiconal reserves
being produced as a result of the infill drilling?
A Yses.

& That figures out to be 57 percent. TYou &re going
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to produce 57 percent of the reserves in a Z0-ysar period
from the infill wells, and yet the other wells in the pool
only produced 43 percent of the reserves.
A #ell, there ére several things that I mentioned.

We were restricted, and keeping in mind, too, that all of

thesze wells ~= of course, this would be true in Zxhibit 10 =

but all of the wells in the San Juan Basin, Blaaco

Hesaverde Fool have not been producing for 20 years. There

were periode in there whoen we were not taking zll of the gas

rhat was available.

g wWell, all of the 2CCC wells you are projecting
to be érilled at the rate of 200 a year for 20 yesrs won't
be producing from the year cne, will they?

A That's right.

Q Yet you are going to make 57 percent ci the total
resarves béing produced in a 2l-year period.

A what two numbersz are you comparing te pet 57
percent, ¥Mr. Nutter?

] You chow the incréasad production in the third
column on Exhibit 1G?

A Yes, sir.

Q The increased production for the pool, 4.2

trillion cubic feet, {13 Lhatr correct?
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A That's right,
Q Thet 13 increased production?
A Yes, sir.

¢ You stated that the witness will show theras are
5¢3 trillion cubic feet to be added to the pool reserves?

A To be added, yes, sire. That's cn top of the
original #.7. He is going to show that there iz 1%
trillion original recoverable reserves in the Blanco
Yesaverde Cas Pool.

Q I appreciato that. I am assuming that this 6.3
trillion is lying on these "undeveloped 150-acre troctan?

A Y=s, sir, for the most part.

Q ind of those 6,3 trillion) you say that you
arae going %o produce 4.2 which is 47 perceat, ¥r. Derrick?

A Yes, sir. All right.

Q How, 1if we take the L3 percent of the reserves
“nich we have aslready determined the average well has
nroduced from your Ixhibit No. 3, and we go to Ixhibil
Noe 5, we find that L7 we dida't have any infill prazram,
we would sroduce anctner l.48 billisn cubic feet frem
those #ells. They have already progduced l.7. S0, their
total productica sver a 4C-plus year period would be

3.2, and we determined that tha average well had & reserve
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of 4 billicn cubic feet, so, therefore, the old wolls
cver a LO-year pericd are going to produce only EC percent
of their reserves, but ycur new wells you talked about
are going tc produce 07 percent. I can't see how these
new walls are going to be such good wells. would you
explain that to me?

'A Yell, you have given me a pretty bip order, and
you have thrown a lot of numbers at me and I haven't been
able to follow them all, In some instances, the wells that
are £here now are draining mora than 160 acres becsuse
they have benefitted somewhat by the offset locations or
the other 160. iHow, when we come along and drill those
¢ther 160's, we reduce slightly - and I think it is 13
percent -- wo reduce the reserves under the precent welles
bocauce agsuming that they have -~ and based on some
calculaéionﬁ wa did ~-- it appsars that they hrave dr&{ned
13 percent of reserves f{rom the offsetting 150, S£o, when
vie comd 15, thase offcet locaticons will be deplet@d‘
roughly 13 nerceat. A3 I nentioned, we wera looking at
something over 200 pounds, aand this is effective reservolir
nressure, Tris is what we measured in cur strat tests
ana what appaars tc us to be the prossure that eiisns in

the offsettinp 15G. So, we will go in there and drill that
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well and thiz, of course, is assuming producing btoth of
them at S0 percent capacity throughout the period, and
trhese nuxnbers that I have shown here i{n Exhibit % through
gland carrying on over iato Exhibit 10, would be the
reserves that would be produced frem the present wells,
fron the infill wells and coming up to Exhibit 9, tho
dtfferencé. There, we are lcoking at an increacse on a
per-well basis of 2.3 billicn cubic feet.

How, 34f I took that 2,3 billion and assuned
that every infill location was drilled as of 1/1/7% and
multiply that by 2000, that would be approximately 4.5
trillicn cubic feet, but if ycu check over on xhibit 10,
the fact that sozme of the infill wells, of course, are
spaced out ~- well, they are all space& out over ZC0
noy year for 1C years == that orings ugs down 22 8 Le2
trillicn increase over that period, and that compara
with the L.b or 4.7 that you would get il you hau them
all completed at the same time. |

i In the early dates of the pool, what wzz the
averapga deliverability for ﬁhe well that was drilled?

A Well, it varied quite a bit. I can remender

when we were -- wWell, I don't remember what the average was.

Q I believe if you check the records, Fr. Lerrick,
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you will find the average deliverability in the nool of
the new wells was approximately 770,000 cubic fect per day.
flow, referring tc Exhibit No. 7, this nrojected first
annual rate cf production figures out to be 579,L(U.

A - Was that deliverable or was that what we produced?
Q - That was calculated deliverability under the
Heliverability formula. So, actually, you are showing
here that the wells are going %o produce approximatoely

0 percent of what the original wells produced which is
Clcse. Tou say thare has only been a 13 percent decline

in the undrilled 16C. If we've got a spacing pattern in
tha pool, which i5 after 2% years only vproducing abcuﬁ ——
has cnly affectad thae remaining 15C to the tune of 10
percent deliverability or 13 percent pressure, isn't this

n cace for 15C-acre spacing?

A %ell, a3 I mentioned 4{n my direct this moraing,
~& certainly considered whether or not we should . gpoly for
L5C-acre snacing, but I don't know how you would go about
roing to 150-gere spacing. You've got the situation there
<here people or operators have pooled their acreage to

[come ap with the 320-acre proration units. They have put
nonay up toc drill a well. They have produced. They have

pakan the aoney -- and this apolies to both the oncrators
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and royalty owners -- now, how can you come back =n: say,
“All right, we are going to split this between 15(-acre
tracts.” I don't kow how you would £o about reconati-
tuting tre eculty that presently exists. That is a
problem I would have.

Q You had a rather lengthy diséussion with M¥r. Byrd
over what the pretection of correlative rights méana.
thé protection of correlative rights of undrilled tracts
and so ferth, but now, in your studied opinica, Mr. Derrick,
where does this put the royalty owner or the overriding
royalty owner if he's got land under a 320-acre tract
to offset a 32C-acre tract that has two wells on it?

Is the tract that has the one well on it a fully Zeveloped

tract?
A I don*t know that answer,
¢  Well, 4if you retain the 32C-acre znacinz that

has 2 well on it, 4t is a develoned tract as far as the
Commissisn rvles are concerned?

A That's righg.

Q And it would be up to the royalty owner to
shew that {t wasn't developed?

A Yes, whotever the lease agreement would show.

Q I think we went ints this briefly wth you,
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fcu assumed that the Li¢ natioqal prices would ro into
effect or has gone into effect and would be apslicsble
te thesa wells, correct?
A Yes,
e And you assumed that the annual escalation would

o into effect or ves taking effect?

A Yes,

*; You 414d not assume eny increase in cnereting
costs?

A No, sir.

€  You did not assume any increase {n drilling cost

even though it would take 10 yearé to fulfill the 2000
wall program?

A . Yes., Of course drilling costs didn't enter
into these numbers on Exhibits 5 through 10. I just
made a comwment that on the case of Exhibit 7, that t$
compare the first year annual income, discounted alb
£113,GC0 v@fsus $110,0CC drilling c¢cst. That is the only
comparison I made. The drilling cost does not appear
ahywhere in these exh{bits.

Q How, the area-wide price order alsc proviies
that ag 2ld easntracta exnire, they coan be resewed wnder

the new nation-wide price doesn't it?
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A Yes,

Q And you haven't taken under consideratica that
fact. You have used a constant 2%z MCF with a half-cent
oscalation per year?

A well, we have renegotiated cur San Jusn coatracts
largely, to a large part of the operators, and we gave
them the F.P.ls area rates., How, if tha F.P.C. stické
to their promise of couing out with a new price for old
wells, thsen, this 242 or 25¢ would be increased.

(o What about that portion of COrder 6§§‘that says
that as old contracts expire, they caan renegotiato under
the new nation-wide price? Ian't that in there alzo?

A Well, we ronegotiated these contracts prisr to
their expiration date and they have all types of expiration
dates., In 1972, I belleve it was, we amendasd gur coantracts
to put F.P.C. area rate clauses and then toox osut certain
other things.

g Zeme of these contracts would be clipgible to
be rencgotiated later on?

A It is possible.

Mile NUTTER: I believe that's all. Thank you.
N, I am golng to ask you one more questioa.

3Y HRe MUDTEIR:
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Q This other witneas, on this 6.3 trillion, is
this the voluwetric calculation of reserves?

A It is based primarily, I believe, on pressure
performance., Again, it 1s 15 trillion, and I would rather
he would explain 1t to you. I don't want to prejudice
his testimony.

Q Is this based some on pressurs periormance and
some on volumetric?

A  He will explain the whole study, the whole thing.

Q Your Exhibit 3 i3 based solely on pressure declinei

A Yes, sir. |

MR, NUTTER: Thank you.

MR, PORTER: Does anyone else have a question of
Mr. Dexrrick? The witness may be excused.

(Witness dismissed.)

MR, PORTER: Gentlexen, we are going to recess
the Hearing until 8:30 tomorrow morning. We may have to
move at 10300 o'clock. The State Land Commissioner has
a geothermal lease sale advertised for 10:00, so it
depends on how many people show up for that. If he can
accommodate the crowd in his ciafarence room, then we can
continue to usa this room. If not, we will try to make

arrangements for one of the legislative rooms or perhaps
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Mabry Hall where we used to hold our ﬁearings.
Right now, the Hearing is recessed until £330
tomorrow mcrning.
(Whereupon, the Hearing was recessed &t

approximately Li30 peme)
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(Whereupon, the Hearing was re-
convened the following morning at 8:30
A.M, Comxissioners Porter and Trujillo
were present.,)

MR, PORTER: The Hearing will come to orxrder,
please, Mr, Morrisg, would you call your next witness,
please? |

MR, MORRIS: I Call Mr. van Everdingen,

(Witness previously sworn.)

ANTONIUS F, VAN EVERDINGEN

called as a witness, having been first duly sworn, wés
examined and testifled as follows:

| DIRECT EXAMINATION
BY MR, MORRIS:

Q Please state your.hame and address.

A My name is Antonius F. van Everdingen and I live
on 6138 Bandera, Apartment D, Dallas, 75223,

Q Mr. van Everdingen, we're going to sure have to
ask you to speak up as loud as you comfortably can sc that
not only the Commission can hear you but so the audience
can hear you as well, What is your occupatioa, lr, van
Everdingen?

A I am a Senior Vice President of DeGolyer and
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Mncmaughton, a firm of petroleum congsultants and evalua-
tion engineers, and I am particularly charged with anything
to do with reservoir work,

Q Will you describe for the Commission in gove de-
tail, Mr, van Everdingen, your education, your qualifica-
tions, and your experience in the petroleum industry?

A Vell, 1 giaduated in 1923 and for a year 1
shoveled coal as a mining engineer from the Technical
University in Delft. For a year almost I had to shovel
coal because there was no job, Then I became a hydrologist
for the Curacao Petroleum Company which had just started
building their now very large refinery on that island,
Vell, the idea was to find as much water so that we wouldn't]
have to import it. But the refinery grew so fast that
three years after 1 left the supply was gone and they are
now bringing it in by ship., Now, the only reason I bring
this up is because from the very first I had to do with
fluid flow, and I wish I knew at that time what I do know
now when we meet water wells which are simply drained,
whatever ground water exists and flows off to the sea,

In that stege I met a man that's Chief Engineer frouw
Surabaya. He came out to do similar work for the town

of Willerstadt on the island, The only reason I bring
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o ' this up s I had a lot of data that I could ghare. And I
met him again after about four years as an exploration en-
gineer in the East Indles, so it was Curacao ia '27, then
to Europe, off to Indonesia, and then all through
Indonesia ~- I mean Sumatra, started off Sumatras, in
Java == the last island was Teracao (sic). Still, a
very prolific field going on now for Tesoro, I un&erstand;
Tesoro Petroleum hss 1it,

Q What time period was this now?

A This was 1927-'31. And there you were on your
owa, This was a time we had no logs; we had no radiog

there was a telephone line strung to the forest, and that

was a good thing because the boss could never visit wce,

it was too far away. If he did, he had to call Ehe inter-
sediate stations, and the intermediate stations had to tell
nme what I did wrong. 1In thic respect it was pretty geod,
But the one other thing I had, I was present when we run
the first Schlumberger f{m Java in 1930, &nd we thought we
had it. There was some nice big kinks on those curves,

you know, and later coring showed they were, of course,

the limestone and the oil was just about ten meters below

that,

-~ In '32, in the depression, I was stationed in the Hague,
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Q Now, who were you with at that time?

A 1 am all the time talking about the old Royal
Dutch., I mean mama == or whatever you wish to call it =-
of the Shell 04l Company in the States. '

I met my friend from Curacao again, and he started
resexvoir cngineerins in the Hague office, and I was his
assistant for two years. He passed away, but in the mean~
time I had made a visit with the chief geologist from
Esso, it is called, from the Standard of New Jersey, anyhow
with the Anglo Persisn we were sent out to evaluate the
properties of Stan-Cal, Standard of California, had in
Arabia on the island of Bahrein in the Persian Sea; Ve
all racbmmended that wve should go in together with them,
that was the idea, but some man later said -- that's the
way it came back to e -~ gsomeone higher up in the Anglo
Persign said he would bring all the oil that could be found
west of the Gulf of Persia, Now, mind you I think this was
7 '33, there was no oil at all there, there was just
one rig going up in Arabia, so we were out, period, My
friend and 1 went, I was sent to the States on loan, After
being on loan for two years =-

Q (Interrupting) Excuse me, you were on lcen to

Shell 04l Company?
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A On loan to Shell 0il Company.

Q All right,

A I'n still on loan from Shell 0il Company, one of
those retired from them fn '62., In Shell Oil I was sta-
tioned in Houston for almost from the very beginaning from
about '34, '35 through '56, and after two or three years
checking, you know, all the wells that we were suéposed to
drill were recommended for drilling, to go over the
evaluations made for all the properties we wanted to buy
because, unfortunately, in '32 somebody had sold out half
of Shells' leases in the East Texas Field, snd that didn't
sit so well, so the man was promptly fired, but you had to
buy them back slowly you know, and it's a good education to
buy properties when as a young man you have a holy respect
for half a million or a couple of million of dollars., It
doeen't look like so much now, but at that time it loocked
like a big investment, and you wanted to be sure that the
Company got whatever it paid for., That meant that you had
to evaluate recovery efficiencies and the influence of
position of leases on the £inld, the inference of the
position of leases on the field on their ultizate proe-
duction,

Now, that went on through the '40s I must say, but
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by that time the Hagus was == as they say in Shell Oll --
they don't talk about the "Royal Dutch," they talk about
the Hague, The Hague came in and they had to go out

to Venezuela where thgy were trying to buy out,.or did

buy out, the overriding royalties of Barber Oil on their
leases around the Maracaibo Basin., I had to do the
evaluation of East Venezuela where we took an interest
from Gulf and there was in those years the question should
we or should we not go deeper into Columbia because that
was a huge gas fleld, There was a rim of oil, and it
didn't look so good and it astill doesn't look so gobd. So,
that gives you an idea as to how many evaluations you had
to make over that 20-year span., In addition, we had a
more or lesa & echool going where we trained peopla for
sending out in the various divizions, and at the same time
we tried to well to undératand the reservoir behavior
better than we had done so far.

Q Now, Mr, van Everdingen, excuse me for interrupting
but when you say you ware training people, you were train-
ing people in reservoir engineering, is that right?

A In regervoir engineering. I had to teach them
chevprinciplea as far as we could determine at that time

as to how tb evaluate rates of withdrawoal and their effect
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on the pressure that would follow,

Q Through this time, what was your position with the
Regervoir Engineering Section of Shell?

A 1 have been the Chief Engineer for the Reservoir
Section, never saymore, from == I might say =-- from 1934
through '56, and then 1 followed anoth;: six years the
economic problems in the main office in New York aﬁd then
the last three years 1 weat back to the Hague, On my
return, I was then past 60, It was the end.

Q  When did you retire from Shell?

A I retired from Shell at the end of '60 and that
gives mwe == and for about a year I didan't do anything,

I was just retired. And them I had a lot of friends,

most of them I kinew very well from the schools they had
gone through in Shell, and some of them were picked up

by DeGolyer and MacNaughton, you know, so that is the firm
1 selected to join, and I have been there 10 years.

Q At this juncture, Mr., van Everdingen, I'm sure
that the Commission is familiar with the neture of the
fiin of Degolyer and MacNaughton as a well-known consulting
firm, but, for the record, would you briefly state what
DeGolyer and MacNaughton igs and what type of a firm it is
and what you do; what has been your activities with that
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firm since you joined?

A VWell, DeGolyer and MacNaughton is strictly evalua-
tions and estimates of ultimate recovery for gas and oil
and it was that way == I think that's the way DeGolyer
bimself set it up. But when I joined them in '63, the
end of ‘63, DeGolyer already had gone, thers was only
Mscxaughton, but they were strictly evaluating, and for
any purpcse whatsoever, I mean, peopls needed loans, they
went to the bank, we had to evaluate the properties and
we undexwrite the estimates and the value of wmoney coming
in so that the bank would feel secure in giving whgtever
money was needed for it, But, again, soxme of them can be
done easily but gsome are not so easily, One of them is
what we are going to talk about today here. I mean the
nornal evaluaticns of oil and gas properties, when you
talk aboﬁ; fluid and the water drive conditions or/and
ges drive, these laws are known and by experience and
comparing data that we had in the file you get an answer
fairly quick, To do it, of course, you have to fall
back on the data in the files we bave, We have a
practically complete file én any well in any amounts of
production in the San Juan Barin,

Q let me ask you here, has DeGolyer and MacNaughton
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done reservoir eangineering and evaluation work all over
the world? |

A Oh, yes, es a matter of fac:; wy big job before
this one was == I spent twice about a monthiin India
neasr Burma for DeColyer and MacKaughton ==~ I evaluated it,
I don't know what the other one was, Crace and Standard
of New Jersey had a dispute on a big fileld in Lybia.

1 was sent out to handle that affair =-- not to handle it,
but at least evaluate it, you know =- and see what cones
out.

Q How large a firm is DeGolyer and MacNaughton at
this time approximately?

A Oh, DeColyer and MacNaughton is right now 60
engineers, and at least that much help we have, &nd from
the very crnméed quarters we have for a long tice I
was surprised how much fnformation we had when it's sll
put in its proper place in the new building Energy
Square Cne where we not occupy four floors.

Q Has DeColyer and MacNaughton had an interest in
the San Juan Basin since its discovery; by an "in:erest"‘
I mean have they followed the development and reservolir
engineering‘in the San Juan Basin since the early days

of the Basin?
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A Lat me answer the first part of the question,

We have no interest in it in this respect, finaancially,
but we had an interest representing and evaluating,

This was done I think ae ea:ly as in the '50s. Certalanly
through the '50s end the'60s we have made repeated
evaluations of properties, both Mhsavc;de and Basin Dakota,
This was done by other engineers we have reptesanied. I
don't know who it was for the FPC and one man who did

that work said «- I askaﬁ him and I showed him my outcome -
he said, "Don't be surprised; they're used to figures,"

1 remsmber from my FPC days that the FPC engineers gave
six trillion., Now, we said twelve; it might be some

more. The predecessor of the Northwest Pipelinp, there is
twenty~four trillion coming out of that fleld, so take
your choice. Don't be surprised that you are different
from anybody else.

Q What has been your primsry field of interast
&uriag your service with DeGolyer and MacKaughton?

A There has always been only one thing: Pressure
build up, what can you learn from it, how it teaches you
about recoveries, and now operations with pressurc-build~
ups studies on tight gas reserxrvolrs, estimates qf ulticate
production, and specifically estimates of gaa in place,
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which is an entirely different category as the normal
resarvoirs where & well is drilled, logged and by relying
on logs you have a falr idea how much area you're talking

about, By relying on logs and having some definite ideas

how you should intsrpret it, you have no idea how much gasoq

line 1s in this field and this was intriguing, sometimes
exagperating, but you see what can be established as to the
amount of gas in place here, Now, when I did these things
we needed to know «- 1 éee from my notes I.should tell you
a thing == in the old days when we started we have no idea
how rate of production and water invasion, as it is called
or water inflow, are related, Now that, today, is done,
you might say, quite well, We have established the rela-
tions. If you tell us or tell any éngineer thickness,

pexmeability, and pressures, he will tell you how much

water coues out of the surroundings to £1ill up whatever cau&es

the preessure drop that you have given him, Now, that is pud
1ished in '48 -=- no '50 1 think -~ that was published ia

1950, it wag in 1968, It gave me the Cold Medal of Lucas,
the Lucas Medal, you know, what every engineer hopes to got)
but there is only one a year. Thare are 200 engincers,
they don't all get i{t. Then, in 1953, that was followed

by a paper on how efficlent can you drain =~ no, how good
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is oy completion method, a0 there was some system made

that allows us to say that your completion is 100-percent,
or 90-percent, or 50-percent sfficlent by again measuring
pressures and analyzing whatever data you can geﬁ ocut of it

Q Mr, van Everdingen, have you also talked and
lectured on petroleum reservoir engineering in un;versitiem
and in what I will just call generally trade schools withe
in the Shell organization? | ‘

A  The Shell organization, of course, I was in charge
for from '46 almost through '52 and then the best assistanck
£old up and talk, you know; I did more supervising and that|
was it, Now, after joining DeCGolyer, 1 have once more,
in Dallas, I have one year'thac 1 gave a series of lec~
tures of all the things you can do with pressure measure-
ments and build-ups, drawedowns, all you can derive from
that., And, then, whea in Dallas, I cooperated on establishk
ing or in writiang that paper D~14 that you get from the |
API and D~14 gives a mass of data from the best data we
could collaect out of the oll companies, correlated and gave
you relations between permeabilitieas, sand thickness. This
is cslled == no, 1 don't know what the2 official title is =--
it 18 D-l4, It cost a8 dollar., You can get it from the

API office in Dsallas,
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Q Mr, van Everdingen, have your studies in the field
of resarvolir engineering served as the basis for text books
in thie area and for advancing and establishing the state
of the art of reservoir engineexring as it is known and
practiced today?

MR, PORTER: Could he answer that "yes," or ‘no,"
pleage? | |

MR, VAN EVERDINGEN: You must have peeked at my
notes,

A {Continuing) That's given in Kraft aend Hawkins,
He's the first one who took it over, All the tables that
we made for relations with the rate of withdrawal and
pressure drop are copies by Kiaft and Hawkins, They
are all given in Tom Fricks Haadbook, They are probably
copied in some other books that I don't know of,

Q = MP, van Everdingen, let's turn specifically now
to your experience in the San Juan Basin and the Blanco
Mesaverds gas pool in particular, Would you outline that
experiencae?

A Well, the purpose was ucrictly.to determine effecti
cess snd efficiency of existing wells in drainiag the

regervolr, That requires that I had to know amount of
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gas in plsce, and, of course, a fair idea as to the ul~-
timate production of the now ecxisting wells, Now, to .do
that, to get acquainted with Lit, I have read, obviously,
all the pamphlets or all the publications dealing with it.
There is that one brief diascussion of the subsurface

Cretaceous rocks in thq San Juan Basin in the Four Corners

~ Geological Society Guide Book; it's Stan Bosanics' paper.

There is a paper by Allen on the Stratigraphic Gas Develop~
cent i{n Blanco Mesaverde Pool in San Juan, That's also

in that Four Corners Geological Soclety Book. The

reservolr characteristics in tthSan Juan Basin have been

described and published by a Reneau and Harris. Those
were twvo people from Coralat (eic), and obviously they had
a heck of a lot of data to draw from, In addition, we got
from E1l Paso, in addition, the long=term build-up curves
that ware made on wells that were shut~in for sometimes
for more than a year, You see, all of which wae made here
with the special permission of the Commigsion because the
wells were out of circulation and you had to transfer
allowables, In addition, I got from El Paso the pressure
data on the strat tests, Those were tests drilled to prove
that case perforated and fraced and done nothing to

youj just use them to measure the pressures at the poiant
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midway between existing wells, And, of courge, we had
8ll the data and there are a mass of data on rate of pro-
duction, the 70 bulld-ups as yearly reported from the
very beginning on all wells..

Q What was the purpose of this study that ycu were
asked to make by and on behalf of El Paso?

A The purpose of the study was to see 1f the present
wells would drain the existing gas in the reservoir, the
gas existing in tha reservoir efficiently and sufficiently.
Out of that study, I cen at once say I came to the conclu-
sion that we should at least aim at 15,000 BCF for that
regservoir and double spacing or drill a second well on it
because the conditions that you meet in the Mesaverde are
80 compiex that frequently there is improper spacing,

Q All xight, Now == thank you ==~ you got a little
bit ahsad of me there, but you're right with me here, On
the basis of the study that you made, will you state
generaliy what the conclusions were which you reached con-
cerning the feasibility of infill driliing in the Blance
Mesaverde Gas Pool?

A Well, the conclusion obvioualy is that the preseat
estimate, which I understand from talking to engincers is

somewhere betwoen a low figure of 8 and a more l1iberal
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figure of 10, iz too low,

Q Now you're talking about recoverable reserves?

A I'm talkicg about recoverable reserves, It's
low, and it's too low because I think there is evidence
to indicate we are talking about a field, the Mesaverde
and only the Mesaverde, no Basin Dakota, that has something
like 30 trillion or 30 thousand BECF of gas in place, and
of course nobody can help reading the papers. I thought
to myself, 'Here is a beautiful occasion to get Project
Engineer off the ground when you can only see 10 billiocn,
which 1s a rounded-off figure for the ultimate production
of exfating wells and you have 30 «-" |

Q (Interrupting) I beg yourApardon?

A  (Continuing) "10 trillion, which is & rounded-off
figure for existing weils, and you have 30 trillicn in
place-yoé.shonld not be satisfied with such a figure,"

Q Did you come to any conclusions concerning the
ultimate recovery that could be made from the Blaace
Mesaverde Gaé Pool if the Commission were to allow two
wells to a 320~acre drilling site as El Paso propages in
its applicetion in this Case?

A Then I have to say what I have more or less indicated;

it 1s oy opinion that this recovery can be increased from
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9 «= I think that was El Paso's figure but my figure was
algso somewhere 9 <~ to 15,000 BCF if the second well were
drilled on it,

Q All right, The 15,000 BCF is the same, of course,
as the 15 trillion figure that we have been talking about
and Mr, Derrick referred to yeaterday?.

A  Oh, yes, Sometimes the figures get so big.

(Whereupon, a discussion was

held off the record,)

Q Mr, van Everdingen, you have before you and we
have presented to the Commission what has been marked as
El Paso's Exhibits 13 and'lé. Wouid you continue wiéb
your explanation of the study that you made and refer to
these two exhibits? |

MR, CAMPEELL: Mr. Chairman, I would lika to make
an injuiry., Exhibit 13 1s clearly an exhibit copies from
the document published im 1961 by Hollenshead end Pritchard.
I believe that before we can make a judgment on whether we
wish to object to this we need to know whether the Witness
participated in this work or in some fazhion confirced it
or whether hig testimony is based on an assumption as to

ite corractness.
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Pagelso

MR, MORRIS: We will gccomodaci Governor Campbeall's
request and will clarify that at this time, 4if the
Comzigsion please.

BY MR, MORRIS:

Q Mr, van Everdingen, with regard to Exhibic 13?2

A  Yes, sir,

Q  Please identify that Exhibit,

A Well, it's an exhibit that shows =- it's a copy,
as Mr, Campbell said, from a peper by Holleanshead and
Pritchard, and I understand I don't know one or two were or
both were El Paso men, 8o 1 axpected thisz thing to hé
suspect when this was presented to the assembly ydu see,
So, in order io .- and‘I agree fully with what is given
hare and tha description and the wa}vthiq thing i{s por-
trayed =~ but instead of relying on him I weant through the
files in our office, copied all tops of Mesavexde on one
of our owa maps to clarify how far off this thing is when
all .the new data, all the data that are available are shown
on that map, That map ws talked about it =-=- should we hang
it now or not? We are going to move I think at 10 o'clock,
but it wiil be here in my brief case, 1It's in my roll
over here this wide and you can see that the picture shown
here is exactly what is today the top of the Mesaverde,
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Q Mr, van Everdingen, d;d you thean confirm to your
satisfaction the accuracy of the map that is depicted on
El Paso's Exhibit 137

A The structures of contour on the map are correct,

Q All right, Would you wish at this time to refer
to your large map?

A Yes, if you can do that,

MR, PORTER: Mr, Morris, I am informsd we are going
to have to move, so I don't believe there would be any
point in hanging the large Exhibit, so at this time we will
move up to the Capitol Building, Room 336, and contihua the
hearing there, Since we will return to this buil&ing
after noon; but we havi to vacate it this morning for a
land sale, At this time we will :céenn the hearing andv
reassenble in Room 336, State Capitol Building.

(Whereupon, a recess was taken,
and participants in the Hearing moved
to Room 336, Capitol Bullding.)

MR, PORTER: I regret all this incenvenience, but
it was all we could do under the circumstances., However,
if these facilities are satisfactory, we will probably
just continua on here thig afternoon rather than going

back over to Morgan Hall,
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Mr, Morxris,
BY MR, MORRIS:

Q Mr, van Everdingen, before we recessed to make our
move, I had referred you to El Paso's Exhibits 13 and l4,
I think you had described what Ezhibit 13 was and thst
you had confirmed Exhibit 13 from your own records, Would
you please proceed == well, next I believe it would be
in oxder to ideatify El Paso Exhibit 14, and if you wish,
plea#c make use of the large Exhibit which we have placed
upon the wall, |

A Exhibit 13 1is a photostatic copy of Hollenshead
and Pritchaxrd analysis as the shépa of the Mesaverde as
taken from the views from the presence of an upper layer.
It's a green-marker layer he b@u uaéd.for contours,

As I said, this might be objeccionable bacause they_ are
El Paso's peocple, and here is a map, our own map, which we
have used to give you tha tops of the Mesaverde as we have
them in our files from suificient number of wells to
confirmj then the pictures given by the pictures atill
help., In introducing No. 14, let's go back a moment to

13 again., 13 shows the area of the most prolific wells,
This {8 an important item in this study because it shows,

first of all, chat it 18 not on the highest part of the
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structure, The entire structure is as of now high on this
part, but the sand disappears ~- it's lowest on that
part ==

Q (Interrupting) Excuse we, Mr, van Everdingen,
when you say this part and that part,;that won't mean much
on the recorxd, yo#'ll have -- ‘

A (Continuing) Excuse xe, It's highest along the
south edges of the field and it's lowest ia the northerxn
edge of the field, end the sand bodies, which are nothing
but the lenses apparently coming from somewhere deposited
from gome cCraad‘comidg in here although I'm not, of course
entirely sure, These lenses, having been stacked upon one
another, disappear ian here =-- that is hardly a productive
formation =~ disappear on the east side and disappear also
on the west side, and apparently asre chickest and besﬁ
developed here,

Q | Excuse me, Mr. van Everdingen, I think before we
go further with this wap I would ask you to identify what
the map 18 and wha: the red numbers show, what the green
numbers show, and what some of the other materials on
this Exhibit are so that we know what we're talking about
ee far as this Exhibit {s concerned.

A - The red numbers are the depth, the distance on
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the top of the Mesaverde, just like Hollenshead has given
us the distance from the green mark, There are more
things: For instance, that green one, and there are other
figures, These are figures, the greea figures represent cﬁe
location of those wells on which El Paso has given us,

has provided long-term pressure build;upa. There is

still a third one, ST 1, 2, ahd 3. ST 1, 2, and é is the
location of the three~strataa I mentioged before drilled
solely for the purpose of measuring pressures not for
production., Finally, there are a couple of crosses here
which I will refer to in a gecond,

< ¥r. van Everdingen, for clsrification, I'm going
to mark this large wall mep as El Paso Exhibit 13-A so
that we can distinguish it from Exhibit 13 and Exhibit 14
because it i{s not exactly.the game as either one of those,
Ckay?

A The wells that are the green numbers in here will
be discugsed later, so will also the two locations of the
Schlumberge: log indicated by two crosses, and we also
discuss the lacation at a later time,

To give an ldea es to how this tuing works, you
know, you have received & copy of Enclosure 14 which gives
you the esticated ultimate production of wella in the field
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which has been contoured on the basis of ultimate. GSo, for
instance, there are a couple of lines, outermost line
encloses the entire area in which the wells are expected
to make 3 billion cubic feet or more, and then go inside
there are the 6 billion linee, the 9 billion and are quite
a few patches where the ultimate production will exceed
12 billion per well. - |

Q Just for clarification, Mr. van Everdingen, the
red flag on this Exhiblt points to the contour line that
show the 3, 6, 9, and 12 billion cubic feet of estimated
ulticate production, |

A Yes.

Q Okay, sir.

A Some red flags on the top disappeared in the pro-
cess of reproducing., We éan put in a few more, Theté
are two or three aress that have not been identified, but
you can see it for yourself, The numbers on your map on
the bottom of the long;term build~up curves available,
The locations of the wells they have been numbered and the
red wells; the numbers correspond to the numbers shown on
the sap., Some holes for strat tests, tha sane holes for
location of Schluwberger logs. Evident, very evident when

you come to the outside, there is no sand to produce or
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it is so tight it cannot be produced. You are talking
about a field, When you look, and I think the easiest one
is still number 13, that's sloping toward the south,
sloping upward toward the south, still it contains gas
obviously. 7This is tight along this edges, along the edges
here and it will also be tight along hare, and along the
west side and the east side., We have not quite come to
Colorado, but it seems logical that also there che}sand
content differs, We are calking here about the set of
formations that have a thickness, a gross thickness of
soxe 700 to 1C0Q0 feet; depending on where you are in
the ffeld, and in ghis thicknese that is about there is
@ very rough 125 feet of sand present and there we enter
the difficulty, 1Is it asand that can be produced, is it
sand that is so tight it Qill not produce? |

May I introduce the next Exhibit?

Q Yes, Just one thing, now, before we leave No,
14, - I want to make sure that it is clear what some of this
informstion is on this Exhibit., The wells that are shown
circled in red represent the long-term build-up test?

A Yes, sir.

Q All right, And the wells that have a gquare red

block around them, there bLeing three of them, represent
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the etrat tests drilled by El Paso?

A Yes, sir,

Q Okay. Now, what do the other numbers represent
on this Exhibit that are shown in the center of each con~
necting secticns?

A Those figures represent the average ultimqte pro=
duction, estimated obviously, of all wells in the four
secticas where the figure appears, 8o if you read a
figure of 10,4, the four sections surrounding it contain,
or should contain 8 wells which ultimate production
averages 10,4 billion cubic feet per well,

Q All right, and then the legend that is down in
the lower left~hand corner of Exhibit 14 refers to the 38
wells upon which the longf:erm build-up tests were
accomplished and you'll refer to them by those humber#
later in your testimony, is that correct?

A Well, X refer to them as the loag-term builde-up
tests becsuse I don't go into the detail of each build=-up
test., I simply take the group as a whole,

qQ All right, sir,

A Now, that sand that is spread out in, let us siw-
ply say 80C feet of Mesaveorde from the CLLff House down

to the Point Lockout, is injected in there in 2 form of
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lens. There may be extensive; a lens wmay cover a couple
of squarxe miles; it may be a very small, It way vary in
its content and its permeability and in its porosity very
appreciably, and to give an indication as to how fast
these things can vary 1 think,

Q Let me ask'you a few quetcion; before you get to
that Exhibit, Mr, van Everdingen., You might want'to take
your seat here just a moment. You have expressed the
oplonion that there is considerable lensing and that there
are porosity and permeability variations. What conclu-
sions do you draw from making those two observations with
respect to the feasibility of infill drilling in this fleld:

A Obviously, if you are lensing and 1f you have
variatiocns in permeability in the game lens from cae
epot to the other, the chances that infill drilling will
give you more gas or more of the ultimate are far better
than in all the horizons that I know of where such varia-
tions are very limited.

Q All right, Now, would you refer to what has been
marked as El Psso's Exhibit No. 157

(Vhereupon, a discussion was
‘held off the record.)
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BY MR, MORRIS:

Q Mr, van Everdingen, pleage refer to Exhibit 15
and tell the Commission what this Exhibit is and how it
relates to the conclusions that you have expressed with
regard to the nature of this reservolr?

A Exhibiet 15 represents two wells whose location {s
also indicated on No. l4. 1Its location is indicat@d on
13=A hanging on the wall, and they are at a distance 5500
feet to Schlumberger logs on which we have colcred in red
snything that could posgibly be gas bearing or sand to
be gas bearing and given it the distance is about onﬁ
mile to indicate how fast these lenses and layers
change from one spot to the cther, and therefore, as proof
that the variations of permeability.and porosity that I
mentioned before caa be ekpec:ed in that reservoir,. Sow,
these are only two layers of two wells that we have given.
Again, two does not make a sufficient group. It would take
about a dozen other sets which show the ssme or similar
variations., That set of wells all cover the structure at
a distance of about & mile shows similar variations in
gand conteat or possible sand content of their lesaverds,

Q What do these conditions suggest to you ia connec~
tion with the feagibility of the proposed infill developmen
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A Logically they should indicate that infill develop-
cent would have & better than good chance of being suc-
cessful in extracting more of the gas from this reservoir.

Q Now, does the cenclusion you have just expressed
concerning the liklihood of increasing the ultimate
recovery by the drilling of addiﬁlcnal walls {0 this £ield
conflict with opinion that you have previously heid and
expressed generally with regard to the feasibility of
additional drilling?

A Yes, sir, it does, because in 1945 the Vietti
and myself, Vietti, it w#s a Texas corporation then, énd
somebody else ~~ a man I've forgotten -- we published a
paper in which we stated that there couid not be a relation,
there was no provable relation between spacing and ultimatp
and to the evidence for such for that paper was based on
a study éf information on the wells along the Gulf Ccast,
Louisiana, Oklahoma, where the sand conditions are much
more favorable than they are here, I'm mot going to make
an excuse; don't say it is wrong; under those conditions
you probably have a very difficult time to prova there is
a relation between space and an ultimste, But here,
especially in the ocutlying areas, the areas out of tha

core of the field, we are talking about parmeabilities,

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (508) 962-0386




ANl EVLRDINGERN=DIRLCT ' CACE 5264
Page....191.. ... )

that are 1000 tices smaller than you~meet in the sand
field from Louisiana, We are talking about milidarciea
over there we talk darcies and I think we might be
talking about tenths of a millidarcy and under those condie-
tiona I think one can expect speclally because there is
so much varistion in the depositioa th;t relations should
exist, |

¢  Mr. van Everdingen, 1I'll ask you to relate to the
Counligsion the various steps of pressure data which you
considered and utilized in making your study with
ragard to this case?

A In pasgsing I have mentioned the sets == you want
me to distribute them now?

¥ Okay.

A That would be 16 #nd 17.

(vhereupon, a discussion was
held off the receord.)

Q All right. Mr, van Evexdingen, Exhibits 16 and
17 have been distributed and also placed before the Commige
sion. Will you ifdentify those Exhibite and also state
the various gets of pressure data that you used in your

test?

‘A - Well, there are a total of 3 sets of pressure data
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and I refer to Exhibit 17 which gives the pertinent informa
tion on such data., Column 1 is gimply the year in which
the dats was developed on the closure; Column 2 is the
average number of producing wells which is very nearly
even equal to the number of wells on which preasure
dasta was established by the rules of the Commiasion, one
per year, Column 3 gives yoﬁ the average ye;rly gtoduction
per well. Coluna 4 is the average of the 7-day well~head
pressures, NNow, all these pressures have been compiled
from official data. You can just add them up, They
eppesr in the year books, are issued here ia Santa Fé
and, of course, we have them on file,

Now we come to the three sets of data we have used.,

F:om,ihe 7-day well~head pressures, which 1s the cost

7-day average bottomhole pressure after all the rate of

the gas column has something to do add, sicply addition

of data representing the rate of the gas column is

added to the well-head pressure., The three strat-test
pressures in Column 6 have been measured and arithoatically
averaged each’yeur; sometines there were twc or three mcea-
surecents per year, They have been averaged. The long«

term build-up tests cn which I have referred to often,
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theirs was a special test made with special permit by
EL Pago, m#de and gives indication of what is the actual
pressure in the reservoir if it is done scientifically,

Looking at this figure, well you can look at the
figure but it's probably simpler to just go to Enclosure
16, and there the figure given on the average bottonhole
pressures so the figures given from 5, 6, and 7 h;ve been
plotted in addition to the measures, 7-day measures, and
in addition to the well's average yearly :Q:e of produc~
tion. Now, obviously, there is a very large difference
between the long-term fully built-up bottomhole pressures
and the sverage 7~day pressures, I think 1 can make a
guess, I mean by merely looking at thie, 3 to 400 pounds
is a normal figure,

In addition, it :#rns out that the averagé boétom-
hole presgures from the three strat tests are even higher
thaa I had been sble to compute it from the long-term
built-up test, There is always almost 50 pounds differ-
ence and I am merely quoting from Enclosure 7.

Q Vhen you say seven you mean -

A (Interrupting) Enclosure, I beg your pardon,
Enclosure 16, Therefora, I perhaps will deviste a little
bit and show some of the difficulties that asreservoir
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englneer you have in getting proper pressures, I augt
once more §ome back to Enclosure 15, you know, This shows
a lot of sand present and if I show this much sand to any
tchluzberger log and sy this is gas-bearing sand, I'm
gure he would have a heart attack. You know, we coulda't
disagree more, And in my harder parts 1 don't thiak it

is all producible sand, but even though it is not bro-
ducible sand in that well we measursd at beaﬁ a distance
of 1 or 2 feet around i{t, who can tell me how this sand
will vary Lf I go fracing a well additions of 100 or 200
feet in the formation, So, I must be open to some aﬁeraging,»
which I cannot do from logs, I mean, if you go from logps
and from core data you enter into an unending dispute
what should be in, what should not be tn. I don't think
much i€ many people can dLffer with my determinatiops of
pressures, although the selling 65 long=-term build=up ratior
has been very difficult and is still going on, It's still
not accepted, The longe-term build-up pressures are those
for which you ghut-in a well after preducing it at «
fairly constant rate and then keep on xeasuring your pre-
sures ss well as you can until you have assembled suf~
ficient data to give you a straight line,

MR, MORRIS: We®ll take a few nminutes and dietributk
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Exhibie 18,
(Whereupon, a discussion was held
off the recorxd,)
BY MR, MORRIS:

Q Mr. van Everdingen, El Pago Exhibit 1€ is an
Exhibit in 8 parts, Would you please identify this
Exkibit end tell us what it is? |

A Exhibit 15 is given, contains 8 examples of what
can be done with longe-term build-up tests., There are 8
examples selected out of the 38 listed on Exhibit 14,
There is no vesson why these others are not shown, It
is simply toco much paper work., They all give you the idea
what can be established and how we do establish preasuras
as high as about the 7~day measure éressures as we ére
stating here, HNow, this iakes it necessary to dlgreﬁs a
little bit so out of my school days I'll have to talk
loud this way now., In all these graphs on which you have
all -2 coplcs, the Delta T is simply to shut~in time, the
tice elapsing to close in the wells., The T which you are
given here i{s what has sometices by engineers been called
the Horner time. It 1s the length of time it would regquire
the well which hus produced 2 billion, let us say, was
going at here 87,0C0 per day to produce that 2 million
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cumulative at the rate of 87,  If the rate is diffezent
l1ike it is here, you divide 512 into the cumulative,

gives you the Horner time, which is a failr resemblance

of th§ total time that the well has been on production,
Whea you now measure pressure, you do surfacing and go

to down surface, It makes no difference; you get scmething
of':his type. As soon as you are at a sloping curQe, and
as soon as you are on the straizht-line porcibns 8o that
the point falls straight line on this type of plot, you
know that you can extrapclate to an infinite time, and

then most engineers leave me because I have no infinite
time to wait for that pressure to be reached., I don't
think we need an infinite time. We need a long time
because we have first of all we are dealing with gas producd
tion and gas is notoriously difficult inm pressure wérﬁ.

Gag is so compressible that it does not follow the normal
fluid flow problems which we rely on szall compressibility.
Therefore, ycu have to wsit until you reach higher

pressure where the compressibility 1is gufficlently small
for the well to btehave like {3 expressed by the laws of
normal fluild flow, These defines, by the way, cre standard
1o all operations, not on gas but Schlumberger gives them

to you wnen he uveasureg pressures, He gives you a curve
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that chows you what is the i{nitial pressure {n your reser-
voir, You produce them for a little while, shut them in
bottonhole pregsure by Schlumberger, aad he gives in
addition to all the pressure the extrapolation, 1 mean
this is normsl wsy of doing except here because we are talkse
ing gas; we are talking about very tight reservoirs we have
to wait a long time, We have to wéic 399 days, call it
400 deys. I don't even know why I wrote 399;. ¢ was agbout
400 daye before we entered thisg thing, Now, heres is a well]
by the way, looks like a well that has been sufficiently
and successfully fraced because this type of curve shows
you there must be at least a frac of 100 to 150 feet
away from the well into the formation., It 4s one of the
best ways of gettiag a well to prodﬁce.

Q For the record, H'.,van Everdingen, you are
referring now t§ a blow=up of the Exhibit on Test No. 36,
which is part of our Exhibit 187

A Ya2s, sir, Vhat is chown here, these three you hav4
in your Exhiblt just the sanme,

Q All right, The three you are referring to now,
Just for the record, 1s test No, 36, Test No. 14~A and 13-47

A Yes, 13-A, yes,

Q And they are all part of Exhibie 18?7 Okay,
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A Now, this {s a very clean exauple because it shows
a high frac, a large frac into the formation &nd you can
expect good production out of a thing like this, Here you
have the first example where we are now seeing a thing
that curves o#er, and in curving over you don't know whethegy
you have seen the end of that curve or not, Should I have
giﬁen as an extrapolation for my time, infinity? éhould
I have givén thislpoint or should I have flattened my curve
1'm sorry to say when you have shut in a well for an in-
finite time, the thing that dces not exist, then the ratio
of theee two become one, 50 you can see the ratio is a lit-
tle close to one and you only have to extrapclate over this
lictle distance in order to get what has been called in the
industry"B-star values' which I think sre very excellent
guides in work for simple.one'layer reservoirs, one |
homogéneous regservolr, Here we see the effect if two
reservolrs are present, The resexvoirs are tight, we koow
that, and if tight reservoirs exist, the slope should be
appreciable, but if more than one layer is open in a well
and we have produced that well, then the most permeable
layer will give off its gas firat, the less pexzcable
very slowly, but from the time you start producing, the

low-pérmeab:le layer increasee its share aslowly and the
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high permeable layer started off like a man running too
fast, he can't keep up the pace, Here he uses his share of
the production, but the net result is that when you shut
the well in like this, the pressure will take a very long
time for building up, and may not tell you anything about
the characteristics cf the reservoir, This phenozenon

is not recognized in the industry sufficlently., 1It's a
very difficult phenomenon. There 1s one publication on it
and it is glven by Lefkovits, and fn the AIE papers of
arcuad 1961, Even then that would be a schedule of only
the draw-down curve which is not much help in all when you
need a bulld-up curve and I hope there is long encouch to
get formulation for that bulldeup curve for them, Given
even this part of the information I can tell you a little
bit more about thickness and pexrmeability which I cannot
do hafe. At the sane tize we can say my infinite pressure
or pressure at time infinity I have not much range to 2o
Ly. But, now come o the hydrolegist. The hydrologist
and the petroleum eagineer seem to be two different types
of people, you know., One talks in the feet of head and we
talk in pounds, aud I coue home, and I talk in atwospheres,
but hera we tﬁlk PSIs., I'm used to PSIs, but over there ng

they want to have head of water, Now, there are heads in
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one respect, They have deviations which tell you that if
you have a well opea in two formations of diffexent per-
wesbilities and also two formations with dififereat heads,
the level in that well will be an intermediate fact or
between the two, It will neither be the top ons, neither
be the bottom one, not the highest pressure, not the lowest
ptassure; it will bs an average. If you have produced such
a well and shut them in, you don't take anything out of the|
well, but there is a continuous stream of water going in
from one into the other, from one layer into the other,
The wellbore is a conduit for transfer and that is the thing
which you see here in this field very clearly by curves thét
come out like this, Here is & beautiful exsmple, that is
13=A, but after being shute«in for 181 days, the pressure
now decides to hecome more horizoatal., We never would have
guesséd that if the pressure curve had been cut off at 335
days or 100 days. Cousequently, even preasures have to ba
used very careful, and in most cages what has been considered
fully built-up, wey not be fully built-up, and referring
to strat tests which we #ave done nothing teo, and still
one of the layers present in the stust tast is being ex~-
ploited by‘aéme surrounding well its pressure is lower,

In another one 18 not exploited, it will feed into it and
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the net result 18 that even the strat-test pressures that
you have shown, which are shown hers on Exhibit No. 16, is
very probably below the pressure prevailing at that time
at that aspot. So,'whea I come up later on the higher miles
of gas in place, don't forget, then, please, that ve are
not talking about 7-day prassures which are today about
500 pounds, as of today the guessing is that this resexvoir
had at best its preiaurs reduced from initial 13060 which is
a general figure taken to some thousand pounds igeide inm
those formations thet have access to wells, How many doa't
have an access to wells, I do not know,
(Whereupon, & discussion was had

off the record,)
BY MR, MORRISS

Q Me, van Everdiangen, I'll ask you at this point
please to identify for the Cocmission El Paso Exhibits 19
end 20,

A Exhibit Bo, 19 is in tabular foruw, 31ve§ the proe=
duction data taken from official records over the years
1953 through 1973. Coluan 1, producci;ﬁs for avarage
yearly production for waell; Column 2 iz the production rate
the field production rate and BCF, Colusa 3 is the cuwu-

lative field productlion in billions of cubic feet pex

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
228 JOHNSON STREET
SANTA FE, NEW MEXICO 87501

_ TEL. {508) 962-0386




VAN EVERDINGEN<DIRECT " CASE 5264

BCF. Therefore, three columng, which is & repeat of the
same ones appearing in Enclosure 17, giving there the 7-
day pressures, the three strat-test pressures and in
Coluon 6 the long;term build~up pressures, But no
engineer will work with just with pressure or pressure
drops, They all like == and we all like I should cay =--
pressures divided by the gas;daviacion factor, or as it
is comrmonly referred to, P ovér Z values. Therefore,
P/Z values for the same three columns 4, 5, and 6 are
given now in 7, 8, and 9. Colurns 7; 8, and 9§ =~

Q (Interrupting) Excuse ma, How, we are talkiag
about Exhibit 20, We're talking now about Exhibit 20,
which is an exhibit in three parts, is that correct?

A Yes, sir, So in 7, 8, end § = gxcuse me, it's
falling apart «~ in three parts and is graphed on Enclo-
sure 20, The firsc part is the P/Z values from Coluwma 7
plotted for cumulative field productioss. P/Z vslues
of Column 8 is plotted by the cumulative production
b.,o,c. {sfc) values of Column 9 is again plotted for
cunulative field production, These are the three parrs
which make up Eunclogure 20,

How, it's just from hers on, simple eagincering.
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You can draw straight lines and tangential lines, as they
are called against all the P/Z values and wo start off
against those on page of Enclosure 20, These straizght
lines, because they are tangential to the P/Z values
measured, they represent something that goes on ia the
reservoir over that period and repregent it quite well,
Therefore, they show the rate of production, the rate of
pressure drop under the conditions chac'prevailed prior
or say over the years 1953, 4, 5, 6, and 7. 1 make oae
excuse at this point., 1 should perhaps have indicated
the position of each yearly point on here, you sece, Ve
have only indicated the pesition of every fifth year,
but every point that is given on the graph is a succzeding
number,

If I tske a straight line and compute how many
P/Z values I lose for cumulative productioan of a thousand
BCF, which I simply read on the bottom, I find osut that it
s 350, Conseguently, had the reservoir been produced |
like it was over those years, it's only showing to contain
the inittal P/Z values divided by 350,.0: 3.7, 37 hundred
billiocn cublc feet of gas in place. HNow, these figures
that have been derived are given in the top, right on top

of Enclosure 20, first page, second page, slope number 2,
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slope nusber 3, slope number 4, slope number 5, have all
been treated the same way to determine the slope which is
the number of P/Z values lost per BCF divide that in two,
The P/Z values that you can still lose and add the past
production to it and you've got how wmuch gas is in place
because I have not taken into account any end effect,
I want to have gas in place and not recoverable gas in place,

Q At this point, Mr, van Everdingen, should we make
a correction on the tabulation shown on each of the
three pages of Exhibit 20 where it shows indicated gas
present as it now reads it shows in BCF? Should that be
corrected on each of these pages to read TCF, indicating
trillion cubic feet?

A You are entirely correct, That is a difficulty
I have, Europe writes periods while America writes cozmas
and I 'am go confused., Once in a while I leave it to the
girls, and they don't know either,

MR, CAMPBELL: Mr. Morris, whcteyis that correc~
tion?
MR, MORRIS: All right., For tﬁa vecord, 1 am

referring to the little inserted tabulation on cach of

the pages of Exhibit 20 and on the right<hand side of
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that at the top it says "'Indicated gas present = BCF."
That should be corrected to read "ICF," indfcating
trillion cubic feet so that it would mean under Example
No, 1 there the siope per thousand 350 indicating 3.7
trillion cubic feet in place,

| MR, VAN EVERDINGEN: We have discussed that be-

fore; can I insert eaesily commas? But we had 100

change the periods to semi-colons,
BY MR, MORRIS:

A (Continuing) Kow, this Enclosure is very instruc~
tive because wa are talking about the amount of gas in
place, You take out an amount of gas and apparestly you're
doing something different in the next step, and just by
doing something different a lot of gas disappears or
increases., You can == a lot of gas appearc or disappears
becauge the exérapolacions of these curves don't agree.
If the reservoir is contiguous, homogeneous, uniform, the
amount of gaé produced should be proportiocnal to the
number of pressure P/Z units lost, and any deviatiocn of
that means sonething is not the way you Chiﬁk it is,
Something is very etrongly suggesting your reservoir is
not hozogeneous.
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Now, we have done this on all of our curves you
know, The Blanco Mesaverde long-term test only gave ae
an occagion to draw two lines on it because I'm only
covering the peribd in the late '50s and the middle
'60s. The strat test is occasion to draw three types of
lines on it you know, and always you find that such the

slope of these lines changes rather abruptly at some point

and rather abruptly at some peint, Obvicusly, it is

because as you can see from Exhibit No, ~= I think it's
16 or 17 == from Exhibit 16 that is caused by the varia-
tions in the rate per well which occurred during the
productive life from *'63 to '73. So, the next step in oy
analysis was simple. As long as a straight line would be
drawn on one of those graphs, covering a certain period of
years, we average the rate of production for that
number of years. Consequently, 1 have here two rates of
production sand two indicated amounts of gas in place and
on all these figures that have been collected. Do you
want me to distribute this?

Q Let's do that,

(vhereupoc., a discussion was

beld off the record,)
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BY MR, MORRIS:

Q Mr, vaa Everdingen, you were about to explain
how you had taken the next step ia your acalysis and
reconciled or attémpted to reconcile the informatcion de~-
rived from the three-part exhibit, Eshibit Ko. 20. 1

ask you now to refer to Exhibit No., 21 and explain that

A Ro, 21 Exhibit consists of two parts. One is
in tabular wonographical form., The tabular form contelias
16 Columa No, 1, the number == the tabular form.consints
of three sections, TFirst of all, the average for 7-day
build=-up pressures., The second part refers to the
long~term build ups, I think, The third part refers to
figures derived from the strat test, The aumbers under
glope refer to the same numbers that appear on Enclésures
No. 20 which we have given you a mianute ago.. For example,
for the long~term build=-up tests, No. 1 indicaetes a slope
of 189 and gas present of 8000 BCF. That same number, slopd
No. 1, covering the period that {s given here, '56 through ]
'61, that same number 8000 appears in here and over those
years that are indicatad 1956 to 61 the average rate of
the wells was 120 rillion cubic feet of gas per year,
Is this clear? Thercfore, Column 1 e the numbers referred
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to under Enclosure 20, Colusn 2 jzives you the years on pro-
rates the stralght line on the forsgsing Exhibits are sup=-
pose td develop. Ro. 3 is the averaze rate of production
over those yaaré. the average rate of a well's production
aver tﬁose vears. No., & is lodicatad amount of zas ini-
tially present derived Iroam that slope. Then, my last
enclosuras is ayain the last Exhibit, uhicb i3 again Xo. 21,
sives these numbers. By nunber thejy have been plotted
rate of production horizontally and vextically the initial
cas present as shown on the second part of wy Enclosuxe,
Points based on the same sat df figures, that ias pointa
based on 7~day figures, points based on lotg-time have
been connacted., Here I have méée once azain and I mention
on my paxt one point, Ko. 2 on the dotted line i3 wis-
plﬁtted. Anybody can see that and can reworik the data
because.you hive the fundamental data. That point should
aove Ovar alight;y toward the plot, the No. 2 point of the
initial gas in place has devived irom ﬁhe strat tests,
should move to the point one hundred million cublec feat
per well per yeaxr and an indicated initlal jzas present of
17,400 BCF,

Now, 83 I nave beeu trylug to show in coming to
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this there {8 a very distinct relafion between the rate
of production and pressure decline, It's uniformally
indicated that the sxaller the rate the more pgas will be
fnitially present and I don't think I exaggerate when I
say there is at least from the curves as shown on the
graphs there is at least 30 trillion cublc faet of gas in
that reserveir. I have eaken 25,000 BCF ag a lower limic;
| good and honest data 30 trillion could very well be
defended,

Q What is the effect of the misplot of point No., 2
of the strat test? Does that affect the conclusions that
you Qauld draw from this Exhibit?

A As a matter of fact I'm glad it was misplotted
in one way., It confirms the conclusion of pointsNo. 1
and No. 3 because it falls almost on a straight line
and 1f you extrapolate that straight line down to zero
rate, you know, no curving upward or downward, you get
a far higher figure than I have concl&dad ag being present,
that I have given you as being present, I hope { live
long enough to find out 4f it is still higher, but that's
debatable,

Q To make sure that I understand your conclusion

here from this Exhibit and this series of Exhibits, Mr,
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van Everdingen, I understand you to say that these Exhibits
indicate that there is at least 25 trillicn cubic feet of
gas $nitially pregent in the Blanco Mesaverde gas pool?

A Yes, sir,

Q@ BHow do you relate that initial gas in place to
magnitude of additional reaervéa that can be obtaeined and

recovered by the infill drilling program?

| A WVell, sir, strict relations are not present right
now, We have had our reservoir engineers, and if our
reservolr engineers would dust off the old mining publica-
tions by the Bureau of Mines, they would, for instance,
find Custers® Rnlaeian; which gives them a rough idea as
.co the amount of recovery versus spacing, and you would
se2 that on the basig of his old relatien, which has been
in disrepute some time, which has been In disrepute because
it was not applicable to the wells then found == but which
could very well be applicable here == you could expect
twice as much as we are estimating to get from the wells
as they are now. So, I made 15 trillion or 15,000 BCF,
which gives you a 60 percent increase ;bove the 9 trillion
and sgays at the same time youtronly getting 30 percent of
the amount of pas that there is definitely in place. Don't

consider 15,0G0 BCF as e holy figure, It could very well
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be a lot more; could also be slightly less, but I personally
think it is going to be even more thaa that,

Q Mr, van Everdingen, were Exhibits 13-A, 14, 13,
16, 17, 18, 19, 20, and 21 prepared by you or under your
supervision?

| A Yes, sir, even though they contain errors, they
vers,
| -Q And I :hink‘yon previously stated that Exhibit ¥o,
13 you confirmed to be accurate to your satisfaction by
your comparison to Exhibit 12-A?

A Yes, sir,

HR. MORRIS: At this tize, 1if the COmniaaipa
please, we would offer into evidence El Paso's Exhibites
13 through 21 and 13-A,

MR, PORTER: Are there any objections to the

the Exhibits will be admitted,
(Wwhereupon, El Paso's Exhibits
13 through 21 and 13+ were admitted
into evidence.)
MR, PORTER: Befora we get into cross examination
Mr, Reporter, I think the record should reflect that ss
ugsed by the Witness the terms Exhibits and Enclosures
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are syaonomous, 3 ;

Now, Mr, Morris?

MR, HDRRIS: That's all we have on direct examin-
ation of this Witness, |

MR, PORTER: The Witness is available for cross
examinatica, Mr, Hensley, appsrently you have been
eiccccd.

CROSS EXAMINATION

BY MR, HENSLEY:

Q Did I understand your testimony, Mr, van Everdingen
to include that from thess studies you have conducted,
320 acres is not the proper spacing for this pool?

A Yes, ait.

Q What is the propar aspscing?

A The proper spacing is at least 160, and could even
go less than that because we are still looking at the
wells outside which at revised prices might bLe well pro-
fitable and who are not capsble of draining even 120

8CXs8E.,

Q Well, ie& the drainage from one well uniform ia
the pool?
A Ch, my whole reasoning this worning has been it

is not uniform,
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Q What about the center of the pool; how much
acreage will ons well efficiently drain based on your
studies?

A I think this is & lawyers'’ question because if
that well was all by itself £t could probably drain
whatever 1s contiguous end highly permesble, however far

a point that I didn't streai but I could stress for
engineers who want to study this pool and tell their
éanaganenc while better they get their proper share of ths
g8s in place, and this vressoning is sore engineering like
in testifyipng but I would be glad to give it to you, Do
you want to hear something on it?

Q Pleass,

A All right, I explain, If you make this type of
a curve, it's hard to sell that curve, you know, Then
you come to this point here, then you should always rememnbe;
that in making that curve you have confused that well and
that well has produced, 1 forgot how much =~ {3 it oa
h?r- == no, it's not given on here, but whatever the well
had produced at that and it was going at the rate of &7
MCF per day, you assume to make this curve that thet rate

continueg ad infinitum.
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You assume at the same time that the negative rate, nega-
tive rate starts when you shut-in the well and goes to
fafinity and by so doing you have eliminated under pres-
sure the entire effect of the well's production and

now what you have now measuring, the pressure as it

would exist in the reservoir had the well never produced

and that pressure if there was no =- and coming back to

| your question ~- that pressure does not turn out to be

13,015 pounds, Where is my other 113 pounds and there you
have an idea, as s matter of fact, you have an exact
determination of the total interference effect of ali the
surrounding wells., I hope they are all your own, but if
not, by your competitors on your location, and every well
that 1 have seen in the fieldlwill show that effect. Now,
it's an engineer'’s duty, in my book, that he investigate
fhac and tell you why you get your share or not. A4s long
ag sand i{s contiguous, it will rip on out, but as long
as that sand is contiguous and is not interfered by less
permeability ard so on, but it goes very long distance,

Q  Are you telling us that your studies indicate that |
there is interference on the charta?

A There are about 2000 wells that show interference.

Q So there is communication in between the wells?
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A There is 115 pounds here, you know; outlined in
this case, there is 250 pounds, I can explain some of it
by the very fact that this is not the proper pressure,
slthough it's a lot higher than the 7-day pressure, still
ic's ho: the proper pressure because we are talkicg to

sands at the same time interfering with one another,

~ But 1f it wers the proper pressure here I would be off

almost 300 pounds caused by all my competitors, ;11 that
uulli surrounding we, and the forms of your interfarence
are very well known., As a matter of fact, for any reservoi
for any company, their files should be full of data that
allows them £o compute interforence, But what do wa do?

We go and take these expensive tests that are being

sold in the industry now, vhere you see some little ocutfit

on top of the well to measure some little pressure differeace

at th; loéacinn distance,you know, which is costly and not
reliable, Here there are data begging to be examined,

Q Fow, you indicate in your conclusioans that you
estimate a total of 15 trillion cubic feet can be re=
covered by using infill drilling, is that correct?

A  That's right,

Q Where are those reserves located, in what portion

of the field?
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A They are everywhere, sir, If I may refer you to
Exhibit No, 13, you know anything that fs disagreeable
to {in 1log specialties is agreeable to me because this
indicates that sway from the field there 1is some sand
pockeé, there could be some sasnd poékac thet is not now
being drained by the well,

'Q Well, I am attempting to plot the location of these

structure you would expect to find in the log?

A Very often you do so,

Q In the center of the field?

A There would be more good sands present, but
just es much crummy sand ~= if I might say so == will be
present and it will be far harder study for the man who
asked the qucseiba because in the good sand the pressure
is down, You build a new well {n that same neighborhood,
he meets the good sand as well as the crummy sends which
still hits high pressure, but the very minute that well
comes in and you talk pressure measurement, that not-so-
permeable sand starts feeding in the low pressures., You
will never get high pressures in an interfering well if
there 18 a good sand in it thet 1s being drained by its

nefighbors,
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Q Well, assuming then that these areas of high
deliverability indicated in your stddies do contain sands
with high permeability, would you expect that in that area
of high permesbility in thick sand formation thickness,
that drilling of an sdditional infill well in that ares
would vesult in recovery of wore reserves than you can
noi recover from the existing wells?

A Yee, sir,

Q  How much more?

A Sir, I don't live long enough to figure that out
for you, That takes a lot of work that I caanot answer
honestly,

Q Well, let me ask it this way: In the areas of
less permesbility and less developed sand structure you
would expect to recover more reservaa,’nore additional
reserves would you not than in an area where you've got
good communication and well-developed sand and permesbility
1 don't think I ever said that,

I'm asking you if that's correct?

> O >

Oh, that's different. Ro,
Q Would you expect that the balance of these addi-
tional reserves which you indicated can be recovered by

infill drilling would lie on the fringe area of the
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pool as opposed to the center of the pool where the sand
is more fully developed?

A ‘T think that's a rephrasing of the question that
I said "No" to.

Q Your recovery would be more or less uaniform?

A Yes, cxcoét it is far more difficult to measure
in the good areas of the pool because there is so much
good sand present.

Q 1'm also interested in Exhibit No. 15. 1Is there
any way to tell what conmun;cation, if any, there ia betwee
these land structures on the log; is there any communi-
cation?

A You can do some work {f you have a metering device
for gas in a well, But since all wells, this is tight stuf]
doa't forget that, You can drill s weil, énd what do you
expose when you drill a well? For every foot of sand, you
expose & lot more than a foot 1f you just let it at the
well, But if you frac a hole, then sll of a guddem you
get avsilable a 100 feet of exposure of that same sgand,
Now, it is not possible to frac just one focot or ten
feet or 20 feet. You frac sections of up to several hun-
dred feet, How can you when you have nc access when

that gas csn go through the fractures into the hole?
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You do not kanow where it comes from. You know, you have
to, you cannot answer your question is there communica-
tion between one sand as you see on the log and sosze
other sand,

Q Well, assuming that, froz your study, you con-
cluded, and I think you said this, that the sand is basi-

cally lenticular throughout the whole structure?

A Yes, sir,

Q Doesn't that indicate that measurexent of ressrves
is fairly problematical?

A §ir, the reserves, they have been measured hnd
which have been heard of about 10 trilliom, 10,000 BCF,
you know, {s, you might say, not an : xact science, It is
wore & work of art.

Q But it is wmore inexact, is it noﬁ, when you're
dealing with a lenticular structure?

A  Very much so, It is going to be difficult,

Q Directing your attention Mr, Everdingen --

A (Interrupting) Make it Van and let the rest go.

Q Exhibit No, 172

A Yes, sir.

Q The, I guess it's Column 6 {indicating the average

bottomhole pressure for the three strat tests?
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A Yes, sir,

Q Showing a decline in pressure, if the mathematics
are correct, of some 217 pounds, 1s that correct, from
1959 to 1973, the differeatial between 1197 and 9807

A Yes, sir,

Q Does this not indicate that there is in fact
draloage occuring throughout the pools facing units in
the area where these strat tests are located?

A Sir, I have been trying to tell the story that
from the strat-test pressures we can st least devise or
can at least extract three times a different rate of
decline. 1I'm talking by memory now. And those strat tests
obviously are being drained by the qurrounding vells,
and by the way, the strat tests are in an area where the
average vell production is I think about 150 percent
better than the average ultimite production for the entire
field, DNow, in mewory, I think this one sits in an ares
of 5 billion cubic feet, and one in an aree of 6 billion
cubic feet, till the strat test is so high it surpriged
me, Then considering that even the gtrat test pressure
is not a true pressure, There are in that area sands
present which have still fteding in the said sand which

is being drained by the wells surrounding the strat test,
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fesding, which means higher,

Q I suppose the purpose of xy question really is
that you're not saying, are you, that you can just go
anywhere in this Blanco Mesaverde pool and drill a well
on this 320-gpacing unit and expect to make an economic
recovery on your investment. You're not saying that from
your study, are you?

A I'm very much inclined to say so, sir.

Q Even though in some areas it is clear that the de-
liverability rates ars only a sxzall portion or fraction
of what they are in the center of the pool?

A Yes, sir, because now we are talking about things
where there is nothing but bad gand present. 1'm just
hoping that said sand will duplicate my first well,

Q So even in the areas as indicated on Exhibit No.
14, where the estimated ultimate production ig -~

A (Interrupting) .7 of a billion, Is that low enoug
for you? |

Sir?
.7 of a billion?

G
A
Q Yes. .7, 700 mlllion,
A Yes, sir.

Q

Baged on the deliverability of the wells in that
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area, is it your opinion that an operator, considering the
present costs, can economically drill a well ia that area?

A sir, th;rt is a well here, and I'm sorry, 1 should
have == the well in the northwest part of the field drilleJ
by Phillips in 1951 or 2; the well gave 600 million cubic
feet on the test. That well must have been -~ now why
was a well like that abandoned? If I compare six and 700
million cubic feet wells drilled now in '74 when we have
learned a lot more about fracing than I did in the begin-
niag of 1954, you kanow, I can be reasonably hopeful that
1 make a far better completion now than I did before.
Consequently I can at least hope, or at least duplicate
what I see here, and very probably get more than that,

Q That's because of better completion practiceé
and procedures? ' |

A Not regarding that would be impractical, yes, sir,

Q what would be the effect on en off~set operator
in this pool if he was delayed, say, as much as 2 years, in
drilling an infi{ll well, but offset an adjoinipg, contiguouF
location; would he be drained? |

A brainage would start.

Q Would he be substantially drained?
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A No, sir, It would depend,

Q Would it depend on the area of the field that
the well is drilled ia? |

A If it's in one of those low productive areas, he
wouldn't be drained at all,

Q But on the contrary, if it's one of the high pro-
ductive areas, he would be substantially drained, isn't
that correct?

A But that's an operator who lets himself be off-set |-
in a high productive area, I don't think that is a prac-
tical question,

Q It's practical if he can't get drilling rigs in
time to drill a well,

A It’s surprising to me that the whole congregation ypu
cannot get drilling rigs and drilling paits or El Paso seenmp
to be able, or threatens to be able to do so. Are they
supermen? I don't believe so.

Q Apparently they are.

As 1 understand it then there is a diffeveonce in
the amount of acreage being drained bg the exiétiug wells
dependent upon the location of those walls in the pool,
ie that correct?

A Yes,
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Q So, in some areas an additional well may not re-
sult in much increase in recoverable reserves whereas in
other areas it miéhe substantially increase recoverable
reserves, Is that a fair statement?

A What do you mean by "recoverable reserves'?

Q Beserves that can be recoverable from either one,
an existing well or --

A (Interxrupting) As of today?

Q Sir?

A As of today?

Q Yes,

A As of today or from the beginning, wh#t ara we
talking about?

Q As of today.

A I think my first answer still h&lds, that in both |
éanas you will see # similar amount of increase in ultimateq
over the structure, Now, there are deviations, no two
ways on it, but that phase of the drainage problem has not

been studied.

Q You have studied the overall poocl and not the
telationihip of an operator who has segregated leases in
a portion of the leases?

A I was not paid by El Pago to solve your problems,
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MR, HENSLEY: Right., I pass the Witness to
Governor Campbell, |
MR, PORTER: Governor Campbell?
MR. CAMPBELL: Passes,
MR, PORTER: Mr. Byrd?
| CROSS EXAMINATION
BY MR, BYRD:

Q 1f it is parmissible, I will refer to the Witness
as Tony as I have known him for several years. Tony, I
believe, {f I understand your testimony, you estimated
that there will be an increase in total recovery from this
6 pool of about 6 trillion additional cubic feet of gas by
| the infill drilling, is that correct?

A That is correct, sir.

Q And you base that on criginal estimated recovery
frox the one well on the unit spacing 9 trillion cublc
feet and you're increasing it up»CQ 15 trillion cubic
feet? |

A Yes.,

Q Well, would thig then indicate if you didn't
drill the sccond one that the‘old wellg remain approximately
40 percent of the original gas in place, or recoverable
£ gas in place under the other 160 acres?
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A There would be some drainage to that., The way
it states here we will get 33 percent of the gas in place
a8 1 gee it., Now, from the present wells taking 9000
BCF as ultimate for the pool and 30,000 BCF as initial
present, and some of that gas will undoubtedly come from
the areas that were adjacent to locations which is the pre-
eent existing uall.. At the same time, if you drill a

well, some of the gas under the lease that you're in now,

but has not connected under the 60 acres that's being drained

now will go to the new one because we did not find an cut~
let into the present well,

Q whli, wouldn't it be a correct agssumption that
i{f there had been no drainage of the existing well on the
unit from that other quarter section that you would
have increased your ultimate recovery réserve by 9 : -
trillion instead of 6 trillion. In other words, if thare
was a wall around each quarter section out there, you would
have had an increase of 9 trillion rather than 6 trillion
wouldn'’t you?

A Evea Custer was not that optimistic, sir; I have
looked at that name go long you know, soxebody ought to
help me out here. That was the old fawous spacing rule
that was around here and very valid in the early '30s.
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VOICE: Cutlaer, Cutler, sir.
MR, van EVERDINGEN: Thank you sir,
BY MR, BYRD:

Q One final question. In an answer to a question
in cross examination as to whether or not such a well is
economically feasible, you referred to a Phillips well
that was drilled in the early '50s and abandoned,

A Yes.

Q Do you know what the price was of gas'at that
time?

A It was the price im 1951 or '52, I don't know what
the price was, I know that the well was abandoned
because it was too far, you might say, out in the boondocks
Way out, and there was no connection and there's not yet.
I underatobd that somebody was 1aterestéd in the leases
and I thiuk the State University, State of New Mexico.
lease, and has yet to be sold, Still not in production,

Q When you concluded in answer to counsel's ques=
tion that the new well oa the unit would be economically
feasible were you assuming that the price of gas was 44
cents as El Paso did in their Exhibit?

A 1 now said, whea I repeat it, yes, tha .7 billicn

I had in mind the 44 cents,
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MR, BYRD: Thank you, sir,

MR, PORTER: Anyone else have a question?

MR, CAHPBELL: Mr, Chairman, returning to the
Commission after so many years, I'm so stunned by a
hearing on narrow spacing that I'm sp@echleas. I think
I'll rely on my own witness, and only reserve the right
to move to strike some of Mr, Derrick's Exhibits when I
have an opportunity et the lunch hour to review them on
the basis of the testimony of Van. did not provide an ade-
quate basis for some of the data in those Exhibits,

MR, MORRIS: I have one question on redirect.

MR, PORTER: Mr, Nutter?

CROSS EXAMINATION

BY MR, NUTTER:

Q Mr. Van, in drawing your txhibit'No. 14, whose
ultimate recovery figures did you use? Did you use
the ultimate recovery figures that El Paso calculated on
Exhibit 37

A Oh, no, 1 haven't even a copy of that one, We
have most of them in our own files and you know how to make
them, 1 mean that's normally done, You block cumulative
flgures e«

Q  (Interrupting) In other words, the figures are
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your own independent pressure decline?

A How 1ndependent is & man who sees all kinds of
figures? There's ways of making thewm, you know, they're
always slipping in something of somebody else, but they
are our own figures,

Q So El Paso's Exhibit No. 3 didn't enter into

your preparation of Exhibit 147

A Not at all, but since you may ask,one thing,
yesterday when you asked questions you concluded it’s a
hybrid. That hurt me, 1It's not. There i{s nothing hybrid
about it, This 1s an estimate of the auount of gas in
place, but based_entiraly on pressures &nd recovery ef-
ficiency because under the conditions as sketched here and
relations doea exist. I hope Mr. Cutler is retired,even
though it stuns Mr, Campbell,

Q So you did your pore volume calculstions?

A No, sir, I have made thewm, not many of them and
I am always in trouble and I have all these fights on wy
hands and 1 give up on that one,

Q Well, I can appreciate that it would be difficult
to make a pore volume calculation when you've got wells
1ike thie one,

A ~ Thank you sir,
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analysis -- and as optimistic as I could make them ~-
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Q VWhile we've got thie Exhibit in our hands, it
appears that there {s s big variation in the number of net
feet of pay in these wells. Did you make any calculation
as to cbmparuble net feat of pay in these two wells can
Exhibic 157

A No. I have asked, there is another one on here

that I didn't specifically mention and it was brought out

one is run at twice the speed of the other, and they say
that makes & difference to any amount of sand discovered,
Now, 1'm not sufficiently versed, but since I couldn't use

it in any event, I found out that if I believed the log

even the 10 trillion cubic feet of gas could hardly be too
stingy.

Q ° So we do have a wide variation?

A Yes,

Q Is this typical of what you would find through-
out the reservoir if you compared --

A (Interrupting) I have a dozen more of the same
like that, yes, sir,

Q 1f you compared two wells a mile apart, you would

find this quite often thean?
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A Yes, sir, You find in the middle part you find
beautiful sands thaé go quite across a few wells, but
at the same time you f£ind this mediocre stuff,

Q Now, what was the original pressure in this reser-
votr,'ur. Van?

A Well, I have used 13,00ﬁ. I've looked everywhere,
I've looked in all the pressure. There are sone measuremen
which are even to thirteen sixty, but I have used 1300
poundl fnitially,

Q Well now if we had all of these sands or lenses
contained in the matrix out there, would these sands or
lenses have been ipn communication with each other through
geological time?

A I think so, eir,

Q Then the pressures in all of theﬁ would have been
the aimc 6r£ginally?

A Yes, sir,

qQ Then the original pool pressure then we can ac-
cept as being 1300 pounds in all of the sands?

A There is, of course, a little variatioan because
some sands are higher and lower and there is the gravita-~
tional effect, but we sre talking here adbout sands on

which enough core dats is available which are so tight
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that it is next to impocsible for water to move through
in volume and, to b§ sure, because if water moves through
the pressures are higher than they should be for the same
amount of gas that was taken snd I have made a trip to
the fields to convince myself and sorebody comes around
and says, "Can we make wacer,".and ve made water. The
idea was make some water in wells along the Colorado‘
State line here, so I asked how much water do yoﬁ make and
the answer is 1it's troublesome, you know, it's a

barrel per million cubic feet of gas, which could just as
well be condensate, I mean water collected oan account

of temperature diffargnces between the surface and under,

Q Wall, now the three gtrat testsz that were drilled
and taken, if we plot the locations of those three strat
tests on your Exhibit No. 13, isn't it tfua that we find
that each one of them is outside the area marked as the
area of most prolific wells? |

A Yas, sir. But it i{s in the aree of far more
than average wells,

Q Now, you sald that in determining your ultimate
production you used your own figures for drawing map No.
14. I think you also mentioned that the strst tests
wqre_wella in areas averaping about 6 billion ultimate
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cubic feet recovery, is that correct?

A I have uroté a few figures from this test in
quoting that, you see, here every figure shown is really
an average of 8 wells. I didn't feel that probably we zaske
them, We make figures ultimate for all kinds of clients,

you know, but I should give here individual well figures,

to unravel them again to see how much he had out of the wel
in that 8 series.

Q And 80 you said that they would average about
6 billion cubic feet in the area of the strat test?

A Yes, sir, |

Q I thiok you also stated that these strat tests
were in areas about 150 percent better than the average
recovery for the pool? | |

A Well, yes, I take an average recovery for the pool
to mean 4 billion.

Q@ & billiom, so you are in agreement with El Paso's
Exhibit 3 then where they derived 4 billion as being the
average recoverable regerves?

A Again, that's not a holy figure, Mr., Hutter, you
koow that as well as I do, A 10 percent valuation doesn't

phase me at all.
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Q Well, now, if we take your Exhibit No. 17, we note
that the 1973 reading for the three strat tests, I presume
that'’s the average for the three wells, is that correct?

A Yes, sir.

Q What percent is that of the original pressure in
the pool? |

A That should be 980 over 1300; it's about 75 per-

Q 75 percent, so these strat tests exhibit about
a 25 percent drawdown?

A Yes, sir,

Q That's each strat test on 160-acre tract sure~
rounded by 4 wells?

A Yes,

Q Fully developed area?

A Yes, this i3 a fully developed area, May I remind
you I contended always strat tests, even strat tests
don't show average pressure under the acreage they're
located on. I won't ever let you go by on that one,
There are some more pressure units, fou know, and I wish
I could devise a systems or line of thought to yualify that,
to mske it more precise, but I haven't been able to do

that,
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Q But approximately 25 perceat drawdown for the
average strat test?

A Yes,

Q Now you have said that you estimate that at least
15 trillion cubic feet of gas could be produced from the
pool as a result of the infill drillinglwhgreas 8.7 oxr 9

million would be produced as a result of one well per

320 acres?

A Yes, sir,

Q So this is approximately a 70 to 75 percent
increase in production then, is this correct?

A Yes, don't make it 75, let's make it 66 to 70,

Q But it corresponds fairly closely to the 25
percent drawdown that we've had there now, In other words,
75 percent pressure 1s still there so 65 to 75 percent
of the gas would be produced then as a result of the _
infill well?

A Yes.

MR, NUTTER: Thank you,
MR, PCRTCR: Does anyone else have a quastion?
ﬁr. Horris, you indicated ==
MR, MORRIS: (Interrupting) No, I have no further
questione,
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4 MR, PORTER: The Witness way be excused.
f MR, MORRIZS: If the Commission pleace, that
would conclude El Paso's presentation in this Case,
MR, PORTER: Thank you, Governor Campbell?
Or Mr, Hinkle?
MR, HINKLE: Mesa is prepared c§ go ahe#d with
their testimony. We'll go first unless sonebody else would
" rather go first, Ve have one witness end we have one
large Exhibit to put on the wall, with two overiaya.
Because of the nature of the Exhibit, we do not have copies
I would suggest we have a recess for about 1€ minute#.,

MR, PORTER: We will take a 10-minute break,

(Whereupon a l0-minute recess
wag held,)
MR. PORTER: Thé Hearing will come to order-and
the Conmisaion will recognize Mr. Hinkle,
MR, HINKLE: If the Conmissicn pleese, cur Wit~
acss, Mr, Tom Mcrrim, was sworn yesterdey, 1 believe,

(Witness previously sworn.)

TROMAS W, MORRIS
called as a witness, having been firat duly swozrn, was

exanined and testified as follows:
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RECT _EXAMINATIO
BY MR, HINKLE:

Q State your‘nam-, your residence aad by whom you
are employed?

A My nawe is Thomas W, Morris, I'm.Mlnngér of Produc~
tion for Aztec Oil and Gas Company, Duliaa, Texas, address
2000 First National Bank Building, area code 75202,

Q Are you l‘Puttoleum Enginear?

A I'm a Petroleum Engineer.

Q Have you previously testified before the Cosmis-

A No, sir, I haven't,

Q State briefly your educational background and
experience as a Petroleum Engineer,

A I'm s graduate of the University of Oklshoma
with & 3achclor of Science Degree in Petroleum Engineer-
ing. Prior to joining Aztec I worked with Sun Oil
Company for 22 years in operations, engineering and man~
sgement capacities in southeast New Mexico, west Teras,
U.S. Gulf Coast, Venezuela and Iran. I was head of the
Petroleum Engineering Department for Venezuela aad Sun
Oil Company, advanced there to manager of the Venezuelaa

operations of Sun 01l Company, was Vice President and
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General Manager of Iranian Sun 0il Company. I returned
to the States last year, joined Aztec as Minngcr of
Production in June and our department is responsible
for drilling production and engineering sctivities of
the Company.

Q Have you made a gtudy of the Blanco Mesaverde

Pool?

A Yes, we have,

MR, HINKLE: Are the Witness' qualifications
acceptable?

MR, PORTER: Yes, they sre,
BY MR, HINKLE:

Q Have you prepsred or has there been prepared un-
der your direction exhibits for introduction in this Case?

A Yes,

Q And they are Exhibit 1, which is the large
exhibit on the wall, and two overlays which have been
marked as Exhibits l-A and 1-B, and nlso Exhibit 27

A That is correct.

Q Refer to Exhibit 1 and explain what this is and
what it showa?

A Exhibit 1 ==

Q@  (Ioterrupting) You can get up and point out if
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you want to,

A Okay. This Exhibit is a délivc:ablltty wap of
all of the Mesaverds Pool wells in the San Juan Basin,
The various colors indicate a:nua.éf high and low de-
1iverability., The yellow areas are those areas with btgﬁ
deliverability, The greea is the next area, blue, saand the

forced area in red, The yellow represents those areas

" where the deliverability is in excess of 1000 MCF a day.

The green area represents those areas where deliverability
ranges between 500 to 1000 MCF e day. The bluse, 200 MCF
to 500 MCF, and the red arsas are those wells which are
below 200 MCF a day.

Q Does this also show the wc;ls in the Mssaverde
Pool?

A It does. Some 2060 wells.

Q How many wells are in the yellow areas, which 1is
1000 or over?

A The yellow area has 50 wells.
How many has the green area?l
270 wells,
And how many in the biue area?
550

P-E T  ~

How many in the red?
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1190, over half of the wells are in the red arca,

This totals 2060 wells?

> LOHO >

That is correct,

Q I believe in El Paso's testimony yesterday they
indicated 2055 wells, How do you account for this
discrepency?

A This is probably & well codnt. We took this
 informstion from the New Mexico 01l Conservation Cowmis=-
sion, San Juan Basin Gas Exploration Schedules.

Q Is therse anything else you would 1ike to say
with respect to this Exhibic?

A 1 think, as the colors show, the beat ares of
the field is in the centar, the yellow, and of course
on the fringes is a low productivity area,

Q pr, if you will put up the overlay Exhibit 1-A,
Mr. Morris, refer to Exhibit l=-A, being the overlay on
Exhibit 1, and explain what this is and what it shows,

A This overlay has on it the acreage of El Paso
and Aztac. The El Pago acreage is in green, and the
Aztec acresge is in red. The El Pasc position, as you
can see, they cover a large amount of the yellow in the
central portion of the field., The Aztec acreage, the

wajority of which can be seen on the map, covers the
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northwest segment of the field and over 50 percent of
Aztec's wells are located in the er area or less than
200 MCF per day. .

Q Does E1 Pago have a large 6umbcr of wells in the
yellow and green area, the largest number?

A They have a substantial pocition in there and as
compared to other operators they would be the largest

| operator in the high productive area of the fleld,

Q Is there anything else you would like to say with
respect to this overlay?

A Nothing at this point other than to repeat that
tha peopls in the center of the field versus those on
the fringes, have a deliverability advantage.

Q Now, if you will put up overlay 1-B, Now Mr,
Morris, refer to Exhibit 1-B and explain what this shows.
A 1~B shows the pipeline connections of Il Paso

and Southern Union, In Aztec's case =~

Q (Interrupting) By what colors?

A Pardon mé. Yallow is the El Paso pipeline and
the blue is Southarn Union gathering. |

Q In other words, these are the gt:hering systams
wvhich show the wells thst Z1 Paso has connected to and

the ones that Southern Union {8 connected to, is that
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righe?

A That is correct.

Q How many wells does Aztec operate?

A We operate 130 wells,

Q How many of those wells are connected to the
El Paso system?

A 23

Q And how many are connected to the Southern Uanion
system?

A -107.

Q I believe that you have already testified that
aone of your wells are in the area of high poteatfal?

A The msjority of our wells are in the northeast
corner, None of our wells lie in the jellow area that
we operate,

Q And this indicates that all of the El Paso gather-
ing system is connected to the wells of higher potentlal
in the pool?

A  That is correct. El Paso'’s pipeline covers the
center portion of this fileld. |

Q Now refer to Exhibit No. 2 and sxplain what this
i1s and what Lt shows.

A  Exhibit No, 2 shows the pressures on the two
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systens, the Southera Union gathering system and the

El Paso gathering system, The t&p curve on the chart is
the pressure for the past four years on the Southern
Union gathering system, which most of our wells produce
into., The bottom line is the El Paso system, and as of
1973, thers was 100 pound differsntial, the El Paso system

having a pressure 100 pounds lower than the Southern

" Union syateﬁ.

Q From what information did you obtain this to put
it on the draving? |

A This information came fzod tha New Mexico Oii and
Gas Engineering Committee Annual Report for the years
1970, '71, '72, and '73,

Q Where did the lnfotmation coﬁ. from for the
preparation of Exhibit 12 |

A That was the New Mexico 0il Conservation Commige
sion Gas Exploration Schedule, Ju;y,'197h.

Q Now, from your study of the pool, and from thsse
exhibits, what do you conclude? |

A El Paso has located both of their operations and
their pipeline connections in the areas of high daliver-
ability from the Mesaverde Pool. Aztec, on the other

hand, is located on the fringes of the Mesaverde pool in
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areas of low deliverabilicy. |

Q Those are referred to &8s marginal areas?

A I'm calling marginal areas the 200 MCF aand below,
The red areas are those that are critical. To go onr
further, that if El Paso's Applicaiion is approved for
the infield program, we would essume that the logical place
co:star: such a program would be in the high deliverability
area and spread out., We can see ourselves getting in a
position to protect our rights to drill or be required to
drill in frings areas and poolibly_aarginal or subemarginal
noa=economic wells, Asxuming that it is approved, the
infield program, due to most of our wells being tied to
Southern Union, El Paso has testified that they would take
all the gas that the operators would develop. We don't
know whether our gas would se & market or not. |

Q Well, are you obligacad by contract in any way
so it would preveat you from giving your gas to El Paso
in that case?

A Our contracts, or for the lack of a lease, to the
pipeline conunection that we have,

Q To Southcrn_Union?

A Southern Union or zl'Paao on those 23,

SANTA FE, NEW MEXICO 87301
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Q If Southern Union did .not have the capacity to
take your gas, this would mean you could not sell it
to El Paso? |

A We could not sell it to El Paso unless Southern
Union made sowe arrangement to také it from, or deliver
gas to El Paso, It starts a chain reaction: If, for

1§c:ance, El Paso gets their lines filed from the opera-

tors who are connected to them, there would be no

capacity for Soutbern Union and El Psso to make an
arrangement 8s they have in the past.

Q Thexre is no rateable take in the pool?

A There iz not a ratable take in the pool.

Q Now, if El Paso #ocs off-set some of Axtec's
wells, what is Aztec's position with respect to meetiang
these off-szats? '

A Of course I would have to evaluate it, but if
it would go to market we would have to evaluste, if we
have an economic well that we could drill off-getting it;
our position is that we would have to see what it is at
the time whether we could afford to off-set it or not,

Q Wall, 4f it's in the time we have néw, where thére
is a shortage of tubular goods, what would be Astec's

situatfon?
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A At this time, where we're on allocation, we could

probably, without going into gray market for materiails,

and assuming the tiss are ready, some 12 wells is about

what we can see for say next year.

Q That'e 19757

A 1973,

Q Do you have any other commitments besida this

area?

A  Yes, wa do. Ue have southeast New Mexico, which

is one of the price areas that we are considering and

also working in now. Thare is the opportunity to

dcvclép’lomn substantial regerves; wa do have heavy

cocmitments thera. We also have other opportunicies ir

the San Juan Basin when the price, and whean we can bde

assured that our gas will see the market.

Q How many other undrilled locations outside of

the Mesaverde area do you have in the San Juan area?l

A Ve have a substantial number in other resexvoirs

and even sore in the Mesaverde,

Q If you devoted all the tubular gocods that you can

get here, it would prevent you from developing other

acreage which you could develop and probably gain as

nuch or larger reserves?
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A It would curtail our other programs that we have,
jcs, air,

Q I bolicvo\chac El Paso's testimoay showad that the
cost of drilling the average well in the Mesaverde was
$110,000. Wwhat do you estimate the cost to be?

A Ve have & higher estimate than El Paso and our

estimate for drilling and completing a typical Mesaverde

well in this area, icsulation surface factlitiea; getting
it :&ndy to go on stream, is $139,800,

Q Is that sssuming mill prices for tubular goods?

A It does. Mill prices == what we use --

Q (Interrupting) What if you had to buy the tubular
goods on the gray or blaeck market?

A It would increase our estimate of a well in this
area to the range of §$168,000. |

Q ' what percentage of the entire Sah Juan Basin
does the Mesavexde Gas Pool rspresent as far as gas re~
gerves are concerned?

A On the reserve part -~ we haven't done all ths
reserve =< but oa & production tasis the Mesaverdes repre=
seats slightly in excess of 40 percent of the fan Juan
Basin production., It is the largest producer in this

arxea.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982- 0306




4

MORRIS-DIRECT CASE 5264
248

Q Do you have any further recorzendations to make
to the Commission in connection with this matter?

A Our lookihg at it, and our position to protect
our rights here, we think that it's not the proper tise to
go to this infill program; we're ého;t of waccrtals,‘it's
going to take some study on our part of which wells would

be economic units, we don't have the price that's been

discussed here, and we're still getting the same price

today that we got say last week, so we think it's a
big question of =~ and time is needed to look iato it,
say with sows depth., So, we would like to see it post-
ponad,
MR, HINKLE: That's all of the direct.
We would like to offer in evidence Exhibits 1,
1-A, 1-B, and 2. |
MR. PORTER: Are there any objections? The
Exhibits will be admitted.
(Whereupon, Aztec's Exhibits Nos.
1, 1-A, 1~B, and 2 were admitted into
evidence.)
MR, PORTER: At this time we're gding to recess
the Hearing until 1:30, at which time Mr, Morria will be

available for cross examinatioa.
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(Whereupon, thg noon recess was
held.)

MR, PORTER: The Hearing will coms to order.
Mr. Morris {s available for cross exarination if anyone
has & question, 1f there are no questions, the Witness
may be excused,

The Commission will recognize Mr., Byrd for Mesa.

MR, BYRD: Thankryou Mr, Chairman, Mesa will have
one uiﬁness who was previously sworn. His nane is les
Caroes. |

(vitness previously | sworn.)

L.M. CARNES

called as a witness, having been first duly sworn, wae
examined and testified as follows:
| DIRECT EXAMINATION
BY MR, BYRD:
Q M:; Carnes, for the record would you state your
name and address?
L.M. Carnes, Box 2009, Amarillo, Texas.

By whom are you employed?

> L& »

Mega Petroleum Company.
Q And what is your position with Mesa Petroleum

Company?
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A Senior Reservoir Engineer,

Q State briefly your professional experiencs.

A  Upon graduation from Texas Tech with a Bachelor
of Science Degree in Petroleum Engineering in 1957 t
uotkcd 10 years with Continental 01l Company ia various

reservoir englneering capacities, 7 years with Tenneco,

and approximately 1 year with Masa Petroleum Company.

Q Are you a nember ia good nécnding of any pro=
fessional societiesa?
A Yes, sir, 5.T.E. of the A, I.M.E.
Q Have you previously ta#tificd before this Commig-
gion?
A No, eir.
MR, BYRD: Mr. Chairman, would the qualifications
of Mr, Carnes be sccepted? |
MR, PORTER: Yes, sir, they would.
BY MR, BYRD:
Q Mr, Carnes, are you familiar with the preseat
field rules in tha Blanco Mssaverde Gas Pooll?
A Yes, sir.
Q‘ "How many wells does Mesa have an incetust in
in that pool?
A Approxivately 450, .
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Q How many wells in the.pool is Mssa the operator
of?

A 26.

Q Have you prepared a map of the pool showing Mesa's
acreage in the pool?

A Yes we have. 1It's shown as Exhibit 1.

Q Is that the Exhibit that is on the board ac the

present time?

A Yes, sir, it ia.

Q Reforring to what has been marked as Mesa's
gxhibit 1, please explain what that map shows,

A Bxhiblt 1 is 8 location plat showing all of Mesa's
interest colored in yellow in the Basin. It also shows
the Mesaverds wells that are dr{lled on Mesa's acreage
and the immediate off-set acreage. ‘

qQ Does it show who owns the off-set acreage?

A Yes, it does.

Q  In how many instances is Mesa's units off-set
by units operated by El Paso?

A Approximately 130, _

Q In the units in which Mesa owns a partial interest
but is not the operator, who is the operateor of the wells?

A In most instances it is El Paso.
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Q Are there some instances whers there is another
operator?

A Yes,

Q And who would they be?

A Maybe Tenneco, or Aztec; 1'm not sure about those
few cases.

>Q All right., Are you familiar with El Paso's appli-
cation ian this proceeding?

A Yes.

| Q And you understand they are seeking amendment to

persit the second well on the unig?

A Yes, sir.

Q Have you made a study of the econowic feasibility
of a second well on the unit as proposed by El Paso?

A Yes, I have, |

Q  Referring to vhat has been marked as Exhibit 2,
would you please explain what is depicted on that Exhibit?

A Exhibit 2 is a graph showing the new=-well econo-
mics, this {s en infill well in the Misaverde pool, in
terms of average annual rate of return.,

Q Explain to the Commiasion what'svshown on the
horizontal scale of Exhibit 2.

A The horizontal scale shows the srrange of
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incrementals new reserves that a well would possibly
develop ~- an inflll wall that is =-- as a perceat of the
old well's origindl-ultimatc-tecoverable resarves,

Q I notice that you use oa the ﬁxhibic, "Percent'
of old ultimate." Would you please explain what you
mean by that?

A The old ultimate is the average old well's
originale-recoverable reserves.

| Q So the percentage haere is that new reserve is
. expressed in a percent of the original~-recoverable reserves
of the origiral well, is that right?

A Right, |

Q Now, I notice in looking at Exhibit 2 that you
have assused that a new well ~- and 1is thiz an average
new well that you're talking about?

A Yes,

Q Will recover new ra2sexves equal to between 30 to
70 percent of the originalerecoverable reservea undsr an
average old well in the pool, iu that correct?

A Yes, slr,

Q How did you arrive at the rangevof 30 to 70 percent?

A We have not made a detailed reservoir engineering
study of the Mesaverde field, snd recognizing that some
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additional reserves would probablj be produced, we covered
a range that we thought would apply to the new well,

Q And what reserve did you use for the average
existing well in the pool in your calculation?

A  Approximately 4.8 BCF,

Q  Now, referring again to the Exhibit, what is it
that {s shown on the vertical scale of Exhibit 27

A  The vertical scaie shows the average annual rate
of return in percent that you could realize by drilling
an infill well, The average annual rate of return would be
defined as that percent discount that when applied to
the future net rsvenue would approach the cost of
drilling and incurring the new well,

Q Well, what perimeters did you use in determining
the aversge annual rate of return for a éew well on Ex~
hibit 2?

A We uazed the cost to drill and equip 2 new well
of $152,000; we used a gas price of 24 cents, which when
adjusted for tax compensat:ion in BTU was 27.7 cents mef,
We used an oéetacing expense initislly of $200 per well
a month escalated at 5 percent a year for a maxisum of
23 years to about $450 per well a month and kept it

constant from that time forward,
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Q What price did you use foi the sale of the liquids
produced {n conjunction with the gas? '

A We used 310 a barrel;

Q In your parameter did you take into consideration
in yohr expenses any income tax?

A No, we did not,

»Q Now what rate of production did you use for the
new well in calculating your average rate of return on
Exhibit 2? | |

A Again, we did not know what the new well would
come in at so we varied this between 300 mcf per day,
which is approximately the avsrage old-well rates at
the present time, to $00 mcf per day.

Q All right., Now, explain to the Commission, and
I will ask you to refer tc the top curve‘on Exhibit 2,
explain exactly what that curve shows based on the para-
meters that you've used.

A  The top curve, which reflects an lnitial producing
rate of 900 mcf pef day for a new well, indicates that at
the lower incremental recovery of 30 percent your average
annual rate of return would be approximately 14~-1/2
percent vhile for the maximum incremental amount of
reserves of 70 percent it would be something over 18
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percent,

Q All right, Now explain what the middle curve
indicates,

A For the lower reserves again it shows about 10
perceant average annual rate of return increasing to
about 16 percent at the maximum incremental recovery of

70 percent, and the bottom curve «~ or the percentage is

" shown on == and the bottom curve at the lower incremental

recovery shows about 9 perceant sverage rate of return
{increasing to just over 14 percent for the 70 percent
case,

Q At a rate of retura from sovewhere approximately
9 percent to approximately 18-1/2 percent, is this an
sctractive or sound economic investoment for Mesa at this
tima? |

A . ﬁh do not think it {s,

Q What is Mesa paying for its capital or borrowing
at the praseat rate?

A Approxizately 15 percent interest,

Q Do you have any other cozaents regarding Exhibit
2, Mr, Carnes?

A No, sir, I do not,

Q Now referring to what's been zmarked as Exhibit 3,
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will you please explain what is shown on this Exhibit?

A  This is also graphs showing the new infill-vell
econonics in terms of the 15 perceat discount at futuree-
net reveanue. It also shows the case where the initial
rate varies from 300 mcf per day to 900.

Q Is the horizontal scale on this Exhibit the same

A Yes, it is,

Q It was determined on the same basis?

A | That is right.

Q Now please explain the vertical scale on Exhibit 3.

A The vertical scale represents the 15 percent
discounted future-net revenue generated by an infill
well,

Q  And that's expressed in thousinds of dollars?

A~ Yes, it is,

Q Referring to the top curve on the Exhibit, what
does it indicate?

A The tob curve indicates that at the 30 perxcent
increase in recerves over the original ultimate for an
average old well that you would realize of the present
day value discounted 15 percent of abour $149,0C0, which

13 sowething less than the cost to drill the new well,
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while at the higher incrementael rncovéryof 70 percent it
shows that you would realize approxizately$175,000,

Q Will you explain to the Commission what the two
lower curves show?

A The middle curve, where you expect a rate of about
600 mcf per day, shows that the lower reserve gain about
$125,000 while for the 70 percent incremental reserve

' gain about $157,000,

Q And the lower curve?

A The lower curve reflects a 15 percent discount
at future net revenue of approximately $115,000 increasing
to about §$145,000 under conditions of the 70 perceat
incrementsl resexve case.

Q Based on the cost of a new well of $152,000
would the drilling of an aversge additional well be
economical based on the lS-percent discounted future-net-
reveaue test?

A In my opinion it would not.

Q So is it your conclusion from this, Mr, Carnes,
that based on a 27 cent price for the gas from a new
well it's not economically feasible to infill drill at
the present time?

A That ig correct,
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Q Do you have any other convents to make on

Exhibit No, 37
A No, I do not.
MR, BYRD: If the Commisgion please, that concludes
Mr, Carnes' direct testimony. At this time I move the
admission of Mesa's Exhibits 1, 2, and 3.
MR, PORTER: Are there any cbjections? The

" gxhibits will be admitted.

(Wwhereupon, Mesa's Exhibits Nos,
1, 2, and 3 were admitted into evidence,)
MR, BYRD: I submit Mr, Carnes for cross exzamin-
stion,
MR, PORTER: Any questions of the Witness?
Mr., Morris?
| CROSS EXAMINATION

BY MR, MORRIS:

Q Mr, Carnes, I'm sure you testified to this very
clearly, but I want to make it double clear, I guess, for
the record, that your preseantation for both Exhibits 2
and 3 assumes a price of 24 cents plus BTU adjustment.
That does not assume the new gas price afforded by FPP
Opinion No. 699, is that correct?

A Yes, that's correct.
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Q Now, 1if you testified to it I missed it, but
what would you say with respect to Exhibit Z would have
to be judged as an acceptable rate of return for Mesa?

A Well, we didn't sey what an acceptable rate of

return would be to Mesa, We just stated that under these

economics reflected im Exhibit 2 that that was not acceptabhe.

'Q  You're saying that assuming your best situation on

" Exhibit 2 a new well producing at an initial rate of 900

wcf per day and a 70 percent incremental reserve which
would yield a 19 percent rate of return, that would not
be sufficient?

A No, sir.

Q Well, wvhat would be sufficient?

A Well, I think our management is in a better posi~-
tion to snswer that than I, but if you consider the cost
of moacy‘righc now at 15 perceat, we would certainly want
to recover a significant incremental amount more than
that, Maybe 10 to 15 percent on top of that, which
would indicate an aversge annual rate of return of 25 plus
percent that we would have to have on the investment,

Q What price would you have to have to yleld 2§
percent rate of return under your =~ I'm asking you to
keep all the same asgumptions but tell me what price you
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would have to have before you would have an acceptable -
rate of retuxn? o

A Well, I have not made that study to see what it
would be to gct-it therxe.

Q  Can you say just looking at the new gas price
afforded under Opinion 699 that that would be «~~ asguming
with me 1f you will -~ that that price would be applicable
to the infill wells, that would provide sufficient incene
tive, a sufficient rate of return, where your management
would find that sufficiently attractive to enter into this
program?

A It's possible that it would. As I said, we have
not really made that detexnination. |

Q Referring to Exhibit No. 3, taking your worast
possible case there, which was an fnitial cate of 300
mcf per day and only 30 percent incremental new reserves
and digcounting future net revenuss by 15 perxcent, if I
understand youxr eshibit that should show discounted ravenue
of say $115,000?

A Approximately.

Q How when you say '"net raveanue' does that mean afte;
7ou have recovered the cost of drilling?

A No.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOMNSON STREET
SANTA FE, NEW MEXICO 87301
TEL. {305) 982-0388




CARNES~CROSS CASE 5264
262

Q What do you mean by that?

A  That's just the cash generated after you pay
lease-operating expenses and roysalty.

MR, MORRIS: I have no further questions,
MR, PORTER: Docaranyone elge have a question of
this Witness? |
Mr, Kutter?
CROSS EXAMINATION
BY MR, NUITER:

Q Mr, Carnes, in arriving at these figures that
you have used here, you said that your original estimate
was 4.8 billion per well, that's the basis averagé, is
this correct?

A That's the average well in the New Mexico portion
of the Mesaverde reservoir,

Q And you've congidered that the well that would be
drilled on the other 160 would encounter from 30 to 70
percent of the 4.8 billion, is that correct?

A Yes, that's right,

Q Now, we have these three various initial rates that
you've used, 300 to 900, now what about your production
decline; what did you figure on production decline?

A . In the case of the 900 mecf per day initial rate
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we assuzed that the well would decline fairly steeply in
a couple of yearsto the average old-well rate of 300
wcf per day and then go in a constant very geaeral de-
cline from thers to the economic limit,

Q What percent is that constant low rate declice?

A It varies frow as low as 2.9 percent I believe to
as wmuch as 7.§ depending on the recoverable reserxve case.

Q How long generally does {t take the well to
decline from 900 to 300 ia {ts deliverability?

A Vell we said a couplé-of yearxs.

Q A couple of years on that?

A Yes.

@  And then 25 to 45 years on the remainder?

A Yes, that's approximately right.

Q  What does Meaa consider to be abhn&onaant pressure
ia this pool?

A We have not made a reservoir determination; we
4ust use an economic-limit rate of 60 wcf per day and
force the reserves to be recovered inbetween those limits.

MR, NUTTER: I believe that's all, thank you.
MR, PORTER: Does anyone else have any questions?
The Witneas may be excused., Thank you.

Mr. Byrd, did you offer your Exhibite?
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MR, BYRD: I did offer them, and I think they
were adwitted, |

MR, PORTER: Well, your Exhibits are admitted,

MR, SWAN: Oscar Swan representing Amoco Produce
tion, I realize it is a little late for an opening
statement and way too early for a closing statement, but
_ we support El Paso's position dut we got there in a little
different manner and I think 41f I could give a little
bit of our fdeas on the law here and then put Mr, Giles
on for just a short statement we will be through f{a
3 to 10 minutes,

MR. PORTER: Are you goimg to give the testimony
or is he? |

MR, swané I'm ainply going to comment on the
law, on what we think the law fs or how it should bs
interpreted here and I'm going to have him try to explain
to you why Amoco reached the decision to support El Paso
here from an engineering standpoint.

MR, PORTER: You may proceed,

MR, SWAN: TFirst, we feel this Case is & good
deal Qimpler than the people have tried to make it. Wa
believe there has teen an awful lot of testimony and &

lot of argument on things that are not really perxtinent
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-to the issus, For instance, we don't agree with El Paso's

idea that their marketlﬁg problems are pertinent to the
issues or relevant evidence., I guess maybe the opposition
invited it by making the issues themselves when they

tried to show that El Paso, because of its utility posi-

tion, is in & different position from other operators and

can look at these wells differently, but we don't think

thet the Commission should consider that or that it should
consider any evidence of the nature that one operator has
more money or more pipe or more locations or a tax posi~
tion that makes the drilling of additional wells desirable,
In our cpinion there are just two questions haxe and that
is: (1) Will these wells produce some additional gas
that won't be produced by the present wells, aad (2) 1if
they will, will the additional income juﬁtify the expendi-
ture, and I think that is all tﬁac is before the Commis~
sion and that's how we arrived at our decision. Those
are the two questions we loocked at, |

Now 1 realize that there has been soms talk here
about thls 44 cent gas price not applying, but it secms
to mnhif the Commissfion accepts El Paso's proof that
these wells will produce gas that the existing wells will

not produce, you've broupht yourself within the apirit
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and letter of the FPC opinion and frankly we are willing
to take that chance, Tﬁat's much less of a chance than
the chances you take just drilling the well,

‘We slso figure that this is to prevent waste and
the Cbmmistion should do that first, There has been sone

talk about how this will fmpair correlative rights because

' all of the wells will not be drilled and can't be

sizultaneously, but that situation exists avcrywhere and
1t'sAnow under the preseant Order and {t won't be changed
by anything new, But, since we did, I guess, take &
very simplistic look at this, we looked at it differently
from an engineering standpoint, at this point I will turn
ir over to Mr, Giles,
MR, PORTER: Let the record show that Mr. Giles
has previocusly been sworn,
. Mﬁ. SWAN: Yes, he has been sworn,
R,B, ClLES
called as a witness, having been first dnly sworn, was
exanmined and testified as follows:

DIRECT EXAMIMATION

BY MR, SWAN:
Q Mr, Giles, have you previously testifi{ed before

thia Commiszion?
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A 1 have, _

VQ. Just for the reéotd, would you state briefly
what your education and experience has been and what your
present duties are?

A Yes, First of all, I am R.B, Giles with Amoco

Production Company in Denver, I'm & graduate from Penn

State University in 1948 with a Bachelor of Science

Degree in Petroleum and Natural Gas Engineering. 1 bhave
bsen employed by Amoco for 26 years in various engineering
and,-upervisoiy engineering capacities. My preseant
jurigdiction and responsibility is to negotiate the térma
of equity and other important provisions in secondary
recovery field-wide units and to testify befors State
Conservation Commissions in 14 western atates for Amoco,
This geographical area covers from the Mexican to the
Russian bordex.
Q My, Ciles, you have, for the purpose of testifying
in this Case, studied this field?
A I have,
Q What 1s the position of Amoco in this Cage?
A | et we preface that with the fact that Amoco
has 96 net wells and we operate 854 welle in the Blanco
Mesaverde pool. Our net share of this pool's production
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is currently 17.7 BCF per year and 88,000 barrels of
condensate per year., Oa a graph basis daily that computes
to be 48~1/2 million cubic feet a day and this represents
about 7 percent of the gas production in this pool, As
Mr, Swan has said, we do support the Application of El
Paso in this Case and we do it for these reasons: First
the nation does need more gas and increasing the gas
'oupply from this pool over the next four to five yesrs by
infill drilling could, in its own way, help bridge the
gap before coal gasification begins in a big way as another
means to improve the gas-supply pilcture., Now, if this
infill program is granted by this Commission for this

pool Amoco intends to proceed very cautiously, Now, right
now & go-slow drilling program is necessitated by the
constraints of cesing being in rather short supply and

the rig availability being somewhat in question.' What

we envisfon with an infill drilling program in the Blanco
Megaverde is that it really won't staxt uatil about a
year from now and then it w!.ll consume a goodly portion

of the enguing four to five years, and Amoco does not
intend to be aggressive with a number of rigs in here to
infill drill but wa will consider meeting any off-set

obligation as it appears. And like Mr, Derrick said
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yesterday in his testimony: We too have priorities we
assign to wells we woulé 1ike to drill within our division
and some in wyomiﬁg may have precedent over the Blanco
Masaverde, We have to look at each well individually as
the tims cbmel up and let it stand on its own feet.

Secondly, snd this 1s the crux of the whole problem on

, :hia Rearing: Reserves., W%e know some increase in reserves

will result from infill drilling, We cannot define‘soue."
Consequently we don't intend to try and peg what order of
sagnitude reserves will be increased by infill drilling
in the Blanco Mesaverde, but we have these as exacples
of food for thought for vour considera:ion. The gross
gection of the Mesaverde is over 800 feet thick. Probably
only a f£ifth could be classified as effective gas pay.
Permeabllity varies considerably thtougﬁont the pool,
Lenticularity exists., Any engineer, and I emphasize the
word "auy," any engineer would be hard pressed not to
admit that these reservoir conditions lend themselves
quite well to the supposition 'More wells, additional
tnsegvea."

let's lock at it from another standpoint, 1If

we were to assura that just 10 percent additicnal reserves
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would be obtained by infill drilling in the Llanco
Mesaverde, we agree with the contentions previously made
that 4 BCF per well is 2 reasonable figure for the ultie~
nate reserves under existing wells on the 320-acre pro-
ration units, 10 percent of 4 BCF ie 400,000,000 cubic
feet reserves; at 44.9 cents == lat's call it 45 cents ==
per MCF that's $180,000 per well; deduct royalty, deduct
| taxes, deduct operating costs, will bring you down in
the neighborhood of $145,000 per well for the gas slone,
Equate this to what we feel is a reasonahle estimate for
the cost to drill, complete and connect up & well of
$118,000 ac this time, which is not too different from
what Mr, Derrick had testified to. The difference might
be in the completion effort made to complete & well, but
that's reasonably close., So you can see from just
considaring the gas alone, that 4s profitable., WNot real
attractive, but 1f you would then throw in the condensate,
which averages 4-1/2 barrels per million cublc feet, now
you're talking about a well return on investment that
becomes attractive and at 45 cents MCF an average ananual
rate.of return, that does become act:aétive. So, what
wve're seying is that just with a 10 percent increase

in reserves over what wa can see with the present wells
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we think the program has merit and will be a good conser-
vation measure, |

Frac techniques: There has been some mention on
this by Mr, van Everxdingen, Frac techniques are nuch im-
proved over the frac treatments given wells 20 years ago.

Frac treatments today are not caly larger but they are

to yield tha optimum results. This not only could but it
will assist in providing xore reserves from newly-drilled,
cased -through completions, |

Another poiat that we have is that reservoir
pressure is now at least in the 600 pound range in the
immediste area of existing wells ia the Blanco Mesaverde
pool, probably higher, like Mr,. van Everdingen says.
Infill drill wells on the undeveloped quﬁr:e: section of
the existing 32C-acre proraticn unit will eacounter
pressures several hundred pounds still higher. The point
we are making 1s that such infill wells consequantly will
IF, initial potential better, and they will clean up
better after frac treatment if they're drilled in the next
several years at these higher pressures rather than wailing
a score or maybe two score years to infill drill when the

reservoir pressure will then be much much lower, We make
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this coatention, of course, on.:he premise that infill
drilling makes good ;ondcrvation gsense, will prevent
waste in the Blanco Mesaverde Pool, and this we say it
will do.

MR, SWAN: I submit Mr. Giles for cross exarin-
ation.

MR, PORTER: Any questions of Mr. Giles?

CROSS EXAMINATION

P e e

BY MR, BYRD:

Q Mr. Giles when you referred to recovery of $145,C00
from the gas well, 45 cents, you didn't discount any?

A No, I d1id not.

Q@ It would be less than that if you discounted it 8
or 15 percent?

A Right, and you would do the same for the éoaden-
gate which is additive to that dollar figure.

Q Now, you made 2 statement at the concluding of
your testimony that jndicated to me that you thought that
if these.wulls were ever going to be drilled that they'd
have to be drilled in relatively short future while the
prcséute ia the rock is still gufficieat to return to
flat fracture, is that correct?

A Yes, 1 did say that.
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Q  Haven't there been some wells fraced in the Texas
portion of the Hugoton Field where their bottoshole
pressure was down to 150, 200 pounds?

A Ch, yes.

Q Were those frac jobs successful?

A In their own way they were successful, but they
would be more successful i{if there was wmore zap, more
pressure in the reservoir. That's the point I am making.
Let's take advantage of what we have in the reasonably
near future and not ict the pressure get so low that
there isn’t enough zap to give you s good clean-up |
effort after & frac treatment,

Q You talked also about the new wells coming ia at
a high pressure. Now I know you don't operate a gather-
ing system in this field, Do you gee any problems about
the abilicty of the highe-pressure new wells feeding into
a gathering system and a reluctance on the part of the

operator of the gathering system to bring the pressure

down g0 it would accoomodate the old wall?

A We don't see any insurnountable problems on this,
no.
MR, BYRD: Thank you, that's all.

MR. PORTER: Anyone else? The Witness way be
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—~ excused, |

MR, CAMPBELL: :Mr. Chairman, it will take a few
roments for us to get our Exhibits numbered,

MR, PORTER: VWe will take about a 10 minute
brenk;

(Vhereupon, a 10 sinute recess
was held,)

MR, PORTER: The Hearing will come to or&ct, |
pleakc. The Commission will recognize Governor Campbell
at this tioe representing Southem Union Production,

MR, CAMPBELL: Thank you Mr, Chairman. We have

one witness.

(Witoess previously sworn.)
SUDESH ARORE
called as a witnesa, having been first duly sworn, was

cxaniﬁed and testified as follows:

DIRECT EXAMINATIONM
Will you state your name, please?

Where do you live, Mr, Arore?

MR

Q

A Sudesth Arore,
Q.

A 1 live in Dallas, Texas.
Q

By whom are you employed and in what capacity?
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A 1 an;employed by Southern Union Production Company
in the capacity of Managcr of Regerves and Evaluation,

Q  Would you.givc to the Commission a brief summary
of your educational and professional background and
experience, please?

A I graduated with a B.S. Degres in Mathematics
from the University of Kashmir in India in 1958 snd in
1961 I got my B.S. in Petroleum and Natural Gas Engineer-
ing from Texas A & I and 1965 I got my Masters in Petro-
leun Engineering from Oklshoma University. _

Q And then you became employed by Southern Union
Production Company?

A That is correct.

Q What positions have you held with Southern
Union Production Company? |

A  VWell, I was ewmployed Ly them as an Exploration
Engineer in the beginning and from there on I climbed
to Petroleum Engineer and eventually Sctaff Engineer and
now Manager of Reserves and Evaluation.

Q And in your present capacity of Manager of
Reserves and Evaluation would you briefly describe your
duties and responsibilicies?

A Well, my current responsibilities are calculation
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of all Company oil and gas reserves, suparvision of all
secondary recovery projects, acquisition and sale of oil
and gas properties and evaluation of all building prospects
that we undertaka in the Company. _.

Q In connection with your present responsibilities,
have you had occasion to examine the situation in the
Blanco Mesaverde Pool in New Mexico?

A Yes, six.

Q Does Southern Union Production Company have ine-
texest in that pool?

A Ve have interest in 78 wells of which 58 we
operate and also we have varying interests in sa§3r51 units
in the Basin.

Q Have you had occasion recently to make particulax
studles of certain wells in the Blanco Mesaverde Pool?

A Yes, sir.

Q Mx, Arore, I would like to xefexr you te the isobar
mapa on the wall that have been marked SUPCO Exhibits 1,

2, and 3 and ask you if you will please state what those
ate,

Q Well, I have taken three townships which are in
the Mesaverde Pool and taken 70 shutein presgures,
deliverability, sud the cunulative production for thoae
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wells in ..thooi townships from 1973 Engineering Program of
the Industrial Commission and oa the basis of those seven-
day shut-ing I have drawn isobsric maps in those three
townships.

Q  What do those maps == excuse me -- I notice on
Exhibit 3 there are sowe wells which are circled ia red,
What is the =~

A (Interxupting) Those are thc wells which we oper-
ate in that particular township. We also have an inter-
est in 29, 7, and 38 just happened to lie between those
towashipe,

Q Would you refer to those Exhibits, starting with
Exhibit 1, and advige the Commission as to what those
reflect in your opinion?

A . Well, all these three exhibits really at this time
represant the ghut~-in pressure in those wells and all
the wells in the Mesaverde Basin had initizl shut-in
prassure of 1000 to 1050 psai, and aow the pressure in
these éella. which I made a study of in this particular
township are considerably lower in most parts and
bighei' === not higher =~ in the range of 800 pounds. To
we it indicates that drainage is occuring in this
reservoir at this time or genarally effective proportions
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to racover thé reserves that underlie these wells., There
really are no such anomalies to indicate that sove areas
of these three townships have not been drained effectively
or have got too many reserves. I think the density of
current wells the reserves that have been developed un-
derlying these wells can be drained -- of course I'm not
making any prediction about the time, which would be a
long time == but they can be produced in the long rum,

Q Do you consider that these areas that you have
used, these three tcwnshipé are reasonsbly representative
of the situation in the Blanco Mesaverde Pool as a whole?

A Well, I have not drawn aany other maps in the
Basin, but going to pressures which I have seen in the
New Mexico Engineering Report, these pressures that
represent the range that we have in the Basin.

Q New, Mr., Arore, I would like to refer you to
SUPCO's Exhibits 4, S, and 6, Mr. Arore, it appears that
each of these Exhibits is on a different well, but it
represents & process which you pursued in your exasina-
tion, is that correct?

A That is correct.

Q Would you plesse state for the Commission, in

genaral terms first and then we'll discuss each of the
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exhibits, what it {3 you did to develop this particular
graph,

A Exhibit No. 4 is a pressure build up curve in
Nordhaus No. 3 in Section 12, 31 North, 9 West. This
well was shut=in for 31 days and the pressures, bottome
hole pressures were obtained to the plot in this curve,
The curve was made cQ determine the bottomhole reservoir,
depletion in the reservoir and the reservoir conditions,
1 extrapolated the pressure in this well on the ntaée
line portion of it and taken it to an infinite time of shut
in and this shut-in or studies of the well pressure éomea
to 596 psi. This well, as I stated, has deliverability
of 930 MCF per day.

q Is that what you would considexr to be a good
vell in Blanco Mesaverde Pool?

A Now this 1s one of our good wells and that's
why I considered {it.

Before 1 go to the next page, I determined the
readjustment tiwe in this well which is the time for the
trarsit drainage to reach its ultimate boundary or
radiun, and in this case the radius I'm talking about is
2100 feet, and that readjustment time computes to be

about 300 days, which means transit drainage reached the
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radius of the 320-acre unit in this particular well in
500 days and that is juk: sbout infinite time becauss
you just can't puﬁ 8 number on it. So the pressure

of 596 pounds is the static reservolr pressure at the
boundary of 2100 feet,

On page 2 I constructad the p:eaaure-dis::ibution
curve vwhich &3 the 1logarithm distribution of the pres~
sure in the reservoir and it states the radius in feet
on a horizontal scale and the pressure on the vertical
scale, Tha summary of the competition 1is on :hc lasg
page of this Exhibic,

4] What doss that sucmary reflect?

A This well had initiasl reservoir pressure of
1900 psig. Incidentsally, this well was drilled fn 1959 =-

Q (Interrupting) 1 believe cha:'s‘leog paig?

A Yes. (Continuing) wvhereas gome wells around this
vell were drilled in 1552 and those wells have pressure
of approximately 1100 psig. When we drilled this wall
we could see the dralnage occurring even at thet tice
invchit paxticular area, The cumulative production of
this well to the tice of shut~in was 5.89 billion cubic
feet of gas., Now, from this reservoir pressure which
I have ventioned, 596 pounds, I computed wy average
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reservoly pressure and that averagze reservolr pressure was
corputed by well-known Matthews~Brauns-liillsbrook method,
Now, asgume this well will have an abandoament production
rate éf 20 MCF a day as an economic limit and a flowing
pressure of 50 pslg. From orisinal flow equations upon
steady state, and a total atature of 75, 1 computed

that abandounent pressure in the reservoir would be

103 psi at that abandonmeat producing rate. Now,

i{ we have g well on 150 acxes in this paxticular

area, which is then the heart of the San Juan Mesaverde
Pool, we will have a pressure of 380 pounds at a |
xradius of 1489 feect, which 1e the rxadius of 160 acres.
That i3, inclidentally, derived from g pressure distribution
curve. A4zain, by the same wethod which we have used

we 3ot average creserxrvolr pregsure of 395 éounds. and -
uging the same conditions of abandonment, the reagervolr
pressure with two wells in this 320-acxe unit will be

41 pounds, 8o essentially, in a area which fs8, it seems
to me, producing at 991 MCF pes day deliverapility and
abandoned at 0 psi flowing pzessure, 20 MCF a day
abandonuwent rate, we wlll essentially reduce abandonment
pressure by only 12 pounds and that is because of the
extensive draiuage and coummunication in chis particular
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area or well, Now, I have computed with ultimate recover-
able reserves in this well, at an abandonment of 103 psi
to be 8.75 billion cubic feet of gas, and with two wells on
160 that comes to 8.92 abandonment being at 91 pounds,
That is increased about 2 percent in an area which is
being drained right now very well,

Q Now would you refer to Exhibit 5 and ldentify
what kind of an.aras this is and the general nature of
this well?

A Exhibit Ko. 5 is Jicarilla G-5 in Section 12,

26 North, S West, This wall has & deliverability of 397
MCF a day. This well was shut=in on July, 1973, for
37 days == |

Q (Interrupting) 19731

A  Yes., (Continuing) For 37 days to see who can make
the study of a long time, before the Application even,

37 days and going through the sawms procedure which I cut-
lined in the earlier exhibit and all the calculations whiclh
I don't think I have to explain again. I arrived at
ultimate recoverable reserves under this well of 3.7 billidn
cubic feet and with two wells we can axpect to incregse thd

reserves in this well in this 320~-acre mit by 4.6 percent.
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Q Do you believe on your Exhibit No. 4 and Exhibit
No. 5 , the first two wells, that this increase in
recoverable gas reserves is substantial?

A Not so far.

Q What do you mean, "“Not so far"?

A 4.60 percent {s not very good. All these wells
which I have made a study on are the ones ownaed by
and operated by Southern Union and that is the odly way
we could get information on these walls because we had
least nuxmber of wells,

Q Now, would you refer to SUPCO Exhibit 6 aand
advise cge Commission as to your findinge on that well,
First, is iﬁ 8 well in the batter-than-average or
worse sections of the reservoir?

A I didn't follow your question, e#cuae me,

Q Id:the well you're going to refer to in Exhibic
6 in the best, the average, or the poorest part of the
resexvoir?

A That was one of the reasons for picking these
three wells, From 900 MCF, a high deliverability, 300
soccaething, and now, Jicarilla A~l4 with a deliverabilicy
of 241 MCF per day.

Q So you consider those cover the range from the
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better wells to the poorer wells in your areas of
production and the areas these show?

A Yes, they do, and at the same time not, because
we have some wells on the fringe of this Basin pool
where some of our wells are only producing 35 to 40 MCF
per day deliverability, and ==

- Q (Interrupting) Then you did not take the very
poorest?

A 1 did not, that is correct.

Q So let's refer to Exhibi