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MR. PORTER: Case 5264. 

Mil* CARR: Case 5264. Application of El Paso 

Natural Gas Conpany for the amendment of Order No. R-1670, 

Blanco Mesaverde Pool, Saa Juan and Rio Arriba Counties, 

Hew Mexico* 

MR* PORTER: At this time. I would like to cal l 

for appearances in this case. 

MR* FEDERICI: I f the Commission please, on 

behalf of the petitioner, El Paso Katural Gas Coiapany, 

William Federici of Montgomery, Federici, Andrews and Buell. 

Mr. Richard S* Morris and John 9. Chapiaan, counsel for 

El Paeo Natural Gas. 

MR. PORTER: Thank you. 

KR» CAMP32LL: Jack M. Caapbell, Campbell and 

Bingaraan, Santa Fe, New Mexico, appearing on behalf of 

Southern Union Production Company. Mr. Vfilliaai S. Jameson, 

General Counsel, Southern Union Production Coapany of 

Dallas. 

m* PORTER: Mr* ilinkle? 

MR* HINKLE: Clarence Hinkle and Harold Hensley 

of Hinkle, Bondurant, Cox and Eaton. W« would like to 

enter an appearance for Mesa Petroleum Company, and in 

connection v&tfa Mesa, we are associated with Richard C. Byrd 
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of Anderson, Byrd and Rickerson of Ottawa, Kansas and 

Ed K. Selecaan, General Counsel for Mesa out of Amarillo, 

I would like to introduce these gentlemen. 

I would also like to enter an appearance for 

Aztec Oil and Gas Company and in connection with A&tec, 

we are associated with Mr. Kenneth A. Swanson who is Vice-

President and General Counsel for Aatec. 

We would also like to enter an appearance for 

Atlantic Richfield Coaapany. 

MR* PORTER 1 Mr. Kellahin? 

KR* KELLAHIN« I f the Commission please, Jason 

Kellahin of Kellahin and Fox, Santa Fe, appearing for 

Clinton Oil Company. I am appearing in association with 

Hr. Robert C» Spurlock who i s a member of the Oklahoma 

Bar and will participate on behalf of Clinton. 

• I would also like to enter an appearance for 

Union Oil Company of California and Amerada Hess Corporation. 

MR* CARPENTER* Richard H. Carpenter of Bigbee, 

Byrd, Carpenter and Crout, Santa Fe, New Maxico, entering 

an appearance for Southern Union Gas Company along with 

A. S. Grenier and Jack Herts of Dallas, Texas. 

KR* SWANs Oscar Swan, Denver, Colorado. I an 

associated with the firm of Atwood, Malone, Kana and Cooter 

THE NYE REPORTING SERVICE 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA P E , NEW MEXICO 87501 

T E L . (505) 862-0388 



CASE 5264 
Page 6 

of Roewell* They have entered an appearance, I aia 

appearing on behalf of Amoco Production Company, 

MR. PORTER* Are there any other appearances? 

At this time the Commission will recognise 

Mr. Morris for the Applicant. 

MR* MORRIS: I f the Commission please. El Paso 

i s ready to proceed in this case by presentation of 

evidence in support of our Application. We wil l have two 

witnesses, Mr. A. K. Derrick and Mr. A. F. van Everdingen 

and at such tiae as the Comaission i s prepared for us to 

proceed with our case, we are ready* 

MR* PORTER: Thank you, Mr* Morris* We have 

two motions for continuance of this case filed by Mesa 

and Aztec, and I have a letter that I wrote concerning 

this eatter to &r. Paul J . Kelly, Jr . of th© Hinkls f ira 

dated July 16 in which I said that i t i s the Canard, saion's 

decision that arguments on the Motion for Continuance 

will be beard at th© beginning of the Hearing on August 13 

I also indicated that arguments by each participant would 

be limited to 30 minutes. 

Now, Mr. Kinkle, would you like to arguo your 

Motion for Continuance at this time? 

MR. iiJKKLEj Mr. 3yrd is here for Mesa and I 
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will let him precede me for Mesa* 

MR* PORTER: The Commission will recognise 

Mr. Syrd. 

MR* BYRD: Mr. Chairman, members of the Commission• 

Mesa Petroleum Company is a producer in the Mesaverde 

Pool and has an interest in 450 YJGIIS and is operator in 

a number of these wells. As stated in our Motion for 

Continuance, shortly after this Application was filed, 

the Pederal Power Commission issued a national area rate-

holder opinion* Order 699» and in that Order they indicated 

literally, at least, that gas produced froo wells drilled 

on and after January 1st, 1973, would be subject to the 

new national area rate. 

How, Mesa's position i s , that in view of the 

fact that the Applicant here seeks permission to drill 

an additional well on each unit in the pool, that until 

such time as Mesa can ascertain for sure what price they 

are soing to receive; for the production from new wells, 

that i t is impossible for then to decide what their 

position will be ln regard to SI Paso*s Application. I 

notice this Coraroission does not concern itself with the 

price of gas, that it is through the jurisdiction of the 

Federal Power Commission, but in this particular situation 
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that exists in this pool, I think the Conmission is aware 

that the producers are in different positions. For example, 

the Applicant, El Paso, i s both the purchaser and producer. 

If I interpret the rules and regulations under which they 

operate as far as the Federal Power Commission i s concerned, 

on leases which they acquired prior to 1969, they receive 

cost of service treatment in the rate-making procedure 

before 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 on the unit; 

whereas, Mesa and the other independent producers in the 

field are not in that position. They are regulated on 

an area-rate basis, either the national-area rate or the 

present existing rate for this particular field. The 

firm rate i3 around 24£ MCF. 

Now, the purpose for our Motion for Continuance 

is to wait until the Federal Power Coauaission interprets 

their opinion 699 so that Mesa and the other independent 

producers could ascertain whether they are going to get 

24* or 43si plus for the gas from the new well. It snakes 

a l l the difference in the world as to economics of drilling 

another well on the unit. In view of the fact that 
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£1. Paso is not in the same situation and can possibly 

d r i l l wells on their unit even though they didn*t receive 

a higher price, it would create a situation where urainage 

could occur and correlative rights could be violated. 

I think the Coaraission i s soaewhat avcare of the 

problems because I did receive a copy of the letter that 

the Cosaaission wrote to the Federal Power Commission 

requesting an opinion as to what their interpretation of 

the Order might be regarding gas produced from nev/ wells 

on previously dedicated acreage as i s involved in this 

f ield. 

Unfortunately, the Federal Power Coaaission 

haanft responded to your inquiry or I am not av*are of i t . 

They did, oa August 2nd, issue an amendment to 699f but 

they did not answer the question that is involved in this 

proceeding. They broadened their interpretation 0 l i t t l e 

bit, but they didn't specifically address themselves to 

the question of the applicability of the national-area rate 

to new wells on previously dedicated acreage. I read 

in some trade journals that as of Monday, they have 

scheduled oral arguments on a l l of the Motions for 

Reconsideration of Opinion 699 and those are set for 

arguaent on August 22nd and 23rd in Yashin£ton. I have 
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been advised by people that are monitoring the proceeding 

that at least two pipeline purchasers have raised the 

specific question which the Commission raised in its 

letter to the Commission, and that is the applicability 

of the new rate to wells drilled on previously dedicated 

acreage* 

As I stated in my Hotion, the position that we 

are in , we don*t know whether to jurcp or sit* %e can»t 

really determine how this thing will effect us froa an 

economic standpoint until we get an answer to the question 

as to what the price isr going to be and I would respect­

fully move the Cotaaissicn to continue the matter until 

the .Federal Power Commission has determined that particular 

i.ssue. Thank you. 

MR* PORTER: Mr. Hinkle? 

MR* KXSKLEt The Kotion of Aatec for Continuance 

i s baaed principally on two things* First , cri t ical 

shortage of tubular goods and the availability of the 

ri&s to carry on extensive drilling programs. Second, 

and the main thing is an extended drilling pre grass at this 

time would actually cause the violation of correlative 

rights as indicated by Mr* Byrd* 

This i s a very important case, not only for the 
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Coaiffiissica, but for the State of New Mexico. The Blanco 

Mesaverde Pool covers some 900,000 acres in which there 

are scree 2050 wells under production. Under the present 

rule, there is 320 acres dedicated to each well, and, 

of course, approval of this Application necessarily iseans 

that i t might be necessary to dr i l l 2050 additional wells. 

Thi3 would involve a large expenditure. I f you figure 

$150,000 a well, 2000 wells i s £300 aill ion. To obtain 

the necessary rigs and the drilling equipment, the tubular 

goods to dr i l l this many wells* in normal times would be 

quite fast, but this is-not — we are not in norsal times. 

I t is a matter of cotoaon knowledge that the obtaining of 

tubular gooda is very cr i t ica l . I t i s my understanding 

that the supply companies are allocating tubular goods 

on the basis of their customers during the preceding year. 

Aatec did not dr i l l a great many wells during 

last year. They have other drilling commitments and in 

their consideration of this matter, i t would not be 

possible fcr them to dr i l l very caay wells this ncsxt year, 

possibly 12 at the most. 

Aztec has an interest in some 500 wells in the 

Mesaverde Pool. They are the operator of 130 wells. This 

means that they will be obligated, i f thi3 Order is 
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approved, to dri l l an additional 130 wells which i s a lot 

of wells. 

The records of this Costadssion show that El Paso 

owns or operates wells on the most prolific units in the 

whole pool* That i s , they have the greatest potential. 

Due to this situation, SI Paso could jump in and d r i l l 30 

or 40 wells ia quick order on these units that have the 

greatest potential. Of course, this would go a long way 

to saeet the deliverability requirement a of SI Paso. At 

the same tiae, these wells would offset units ovned by 

other operators which would require an itaaediate offset 

and i f these offsets were not drilled, of course, i t would 

violate correlative rights. The question i s , under the 

present situation where you cannot obtain tubular goods 

readily as to whether or not these obligations can be 

promptly met. 

In addition, a rapid drilling program i f £1 Paso 

hopped in and drilled a l l of these wells in the most 

prolific part of the Pool and the offset obligations could 

not be net, i t would mean that there would be drainage 

as far as the outlying areas are concerned, and of course, 

anain, this would violate correlative rights. 

se think that the Commission should take notice 

THE NVE REPORTING S E R V I C E 
S T A T E - W I O E DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E . NEW MEXICO 67501 

T E L . (S051 982-0366 



CASK 5264 

Page 13. 

of the fact that a large portion of the land in this pool 

are Federal lands, and of course, in every Township there 

is at least four sections of State land involved. How, 

i f these offset obligations cannot be met, of course, the 

State*s interest i s going to be vitally affected due to 

the fact that the State has a 3?f percent overriding 

royalty interest as far ao the Federal lands are concerned, 

and of course, they have a l l of the royalty as far as the 

State leases are concerned. 

As pointed out by Mr. Byrd, El Paso i s acting 

in a dual capacity as a-producer and purchaser of gas 

and the Application surely shows that a l l gas produced 

and purchased enters the interstate pipeline system and 

that cost ef the gas i s delivered at the Cal i f ami 3-Arizona 

or California-Nevada line. 

Kowi the problem, as we understand i t , of El Paso 

is deliverability and a l l they are asking the other 

operators to do is to help thcra aeet this additional 

deliverability so that they can ship State gas out of State. 

Now, there has been no waste committed so far 

by a delay in the further development of the pool, aad an 

additional delay of a few months is not going to permit 

waste and there i s not going to be any derogation of rights. 
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As X have stated, due to the present situation* tho 

inability to obtain drilling rigs, tubular goods, wa 

think that it is highly advisable that the Cossslssioa defer 

consideration of this matter for at least a reasonable 

time and we, in the Motion, have requested six months. 

There is one other matter which I would like to 

mention in closing, Astec in its study of the entire 

situation has come to the conclusion that probably the 

only way that correlative rights are ever going to be 

protected in this large pool is through unitisation* Mow, 

it is our understanding" that there will be a Bill introduced 

at the next session of the Legislature which will provide 

for compulsory unitization* That is only less than six 

months off, the meeting of the Legislature. W© think 

it would be highly desirable to wait until after the 

Legislature meets before entering aa order in this case to 

give thera an opportunity to pass such an act and i f it is 

passed to wait a reasonable time to see i f this area, cannot 

be unitized because, as I stated, In our opinion* this 

is the only way that correlative rights can ever be fully 

protected. 

I entered an appearance in this case for Atlantic 

Uichfiela aad I would like to make a brief statement on 
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behalf of Atlantic. 

Atlantic Richfield Company is an operator in the 

Blanco Mesaverde Pool which is the subject of this cause. 

In view of the short supply of tubular goods, building 

supplies and the availability of drilling rigs, i t i s 

Atlantic Richfield*s recommendation that this Hearing be 

continued or no Order be issued for at least one year. 

Thoy go a l i t t l e further than we do. They would like to 

have & year. To issue an Order at this time in the face 

of such shortages will undoubtedly result in a violation 

of correlative rights. ~ It is our belief that within a 

year these shortages will not be aa critical as they are 

now. 

MR* PORTER: Governor Campbell? 

MR# CAMPB2LL: Before the Applicant responds 

to the Motion, I think i t i s appropriate that for Southern 

Union Production Company, I rise to support the f'otion for 

Continuance. On July 16th, 1974, this Commission 

addressed a letter to the Federal Power Commission in which 

doubts were expressed as to the interpretation cf Opinion 

No. 699 as related to the Application in this case. In 

that letter, the Commission raised two questions: First, 

the basic question i s the national rate for sale of 
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natural gaa from wells commenced after January 1, 1973 

applicable to sales of gas from wells drilled after 

January 1, 1973# on leases, the reserves of which have 

already been dedicated to the interstate market by pre­

existing contracts* 

I f the answer to this question i s affirmative, 

the second question arises: Shall proportion of gas from 

the lease to receive 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 not only to the Commission, but perhaps in greater 

measure to producers in the field, who have to evaluate 

their own situation and determine their position in this 

case, both in terms of cross examination of Applicant's 

witnesses and in the preparation and presentation of their 

own cases ia addition to the basic consideration of 

support or opposition, in view of that, i t secas to us 

•mwise to proceed with aay of the case until such time 

as this matter i s by the Federal Power Commission clarified 

either by response to this Commission^ letter cr in its 

Order following the Motion for Re-hearing which has been 

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

JStU PORTER* Does anyone have argument fcr the 

Motion? 

ME* CARP ENT EilU On behalf of Southern lis ion Gas 

Company, we do support the Motion for Continuance. 

We call to the Commission's attention that this 

Order 699# which Governor Campbell pointed out, is.subject 

to the determination of the Motion oa lie-hearing next week. 

In this 699, the primary purpose of F.P.C. action as 

stated was to encourage the exploratory drilling and 

development of new reserves. I think on the face of this 

Application, this Application runs right ia the face of 

the F.P.C* Order. In that, what i t really seeks to do i s 

to exploit faster known reserves rather than finding new 

reserves. I think that in the F.P.C. Order which has been 

referred to and also that the F.P.C. found that the new 

national rate together with the fixed escalation ani 

together with biannual reviews which are provided for in 

that order, should give an incentive to producers to find 

new reserves and new gas supplies for the interstate 

market, tie feel that Order should be given time to find 

out whether, in fact, i t has efficacy or doesn't have 

efficacy before this Commission passes to the issue of 
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nore rapid completion of existing reserves. 

Our baaic reason, Hr. Chair twin and merafcrnrs ot 

the Commission, and as you will hear, hopefully, at another 

date on our testimony, is that we are terrioly concerned 

by the granting of this Application rijjht now as to tha 

elteet it has on hali-million consumers that Southern 

Union Gas Company serves in Albuquerque and Santa F<* and 

other areas in the northwest. For those reasons we do 

support the Motion for Continuance, Mr. Chairman. 

May I address a question to the Chair at this 

time as to whether it would be possible to have your 

letter of July 18 th introduced into the record since i t 

has been referred to aa Commissions*& Exhibit No. 1? 

MB. MORRIS: Mr. Commissioner, oaay I oe heard 

on that request as part of my response to the Motion?. 

MK. POSTEK: Surely, Mr. Morris. Does this con­

clude the arguments in support of continuance? 

Mr. Morris? 

MR. MOREIS: If Che Commission please, I announced 

on behaii of El Paso at the outset of thia caso that we 

&XQ ready to proceed with tho presentation of our evidence. 

We believe a l l the portico who arc now hero aetata tho 

Co-omission have been certainly ^iven atnpla notice, ample tim.* 
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prepare their case and I believe even those who have moved 

for continuance have been notified by tho Commission to 

come to this Hearing and be prepared to proceed with the 

presentation of evidence. We fully subscribe to the position 

that this case should go forward at this time* 

With regard to the Federal Power Commission's 

Opinion He* 699 establishing the national area rate, I 

would like to recall for the Commission that i t was over 

two years ago ia early 1972 that SI Paso first brought 

to this Commission its application for infill drilling 

in the Blanco Mesaverde. Gas Pool# SI Paso at that time 

could see the need for i n f i l l drilling the technical 

feasibility for i n f i l l drilling and certainly the need 

for developing the additional reserves and deliverability 

that we believe the i n f i l l drilling program will generate. 

The situation that prompted us to bring that 

application to the Commission at that time is with us 

today in even more critical terms. In the sense that 

tha supply picture facing the nation and certainly our 

market area—and we submit other market areas—is auch 

that this program needs to proceed not only to develop 

the additional deliverability that the i n f i l l drilling 

program will produce, but we submit that, as will be shown 
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by our evidence in thia case that substantial additional 

reserves will be developed by thia program. 

El Paso recognised some two years ago that 

even though the program was technically feasible at that 

time, there sight have been some question as to its 

economic feasibility because of the lack of expression on 

the part of the Federal Power Commission concerning tha 

new price that should be accorded for gas in the San Juan 

Basin. At that time, the Consmissioa will recall th© 

Federal Power Commission had not yet entered its order in 

the Eocky Mountain area" rate proceeding. Price levels 

were s t i l l extremely low at that time. Since then we 

have had not only the Order establishing the rate for 

the Rocky Mountain area rate proceeding, of course, we 

have Opinion Ho. 699. 

I will certainly be the first to recognise 

and acknowledge that Opinion 699 does not specifically say 

that the El Paso Application, with regard to the Blanco 

Mesaverde Gas Pool, or that i n f i l l drilling in tho Blanco 

Mesaverde Gas Pool will be accorded tha new rate fcr gas 

for wells drilled on and aftsr January 1, 1973 • It does 

not specifically address this specific project. V»"« do 

believe vary firmly — I want there to be no mistake about 
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our view of this matter — we think the Opinion 699 

clearly and untaistakably provides the new price for the 

well9 that will he drilled under this program. It clearly 

says that the new price applies to the wells cocoienced 

on and after January 1, 1973• 

I think i t i s important for the Coomission to 

recognize that the so-called vinta^ing concept was used 

by the Commission in this Order. That i s , applying the 

new rate with respect to when wells are coauaenceci i s a 

market departure from what the Federal Power Cojaslssion 

had done in the past where i t s vintaging concepts had 

related to the dedication of the acreage and leasehold 

interests to the interstate ©arkat. It was the test 

of the Order, the whole background of the Order entored 

by tha Commission in i ts Opinion 699 strongly supports 

the idea that that Order was intended to encourage operators 

to dr i l l wells on acreage that was already dedicated to 

the interstate ©arket and that the wells drilled on and 

after January 1, 1973» even on acreage already dedicated 

to the Interstate market, nevertheless would be accorded 

the new national area rate. 

Wow, Mr. Carpenter addressed this problem in 

his argument where he said that we were flying in the fac© 
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of the philosophy of Order 699 because, as he put i t , a l l 

we intended to do is exploit faster the known reserves 

in the field, I think that perhaps typifies th® problem 

that the Coramission hare faces in trying to rule on a 

Motion for Continuance at this time and that is the 

Commission hasn't heard the evidence yet to know whether 

indeed that is what the evidence is going to show s&th 

respect to the i n f i l l drilling prograra in this f ield. 

I will represent to the Commission here and now that 

£1 Paso's evidence will show, we think very drassatically, 

that the i n f i l l drilling program will not only generate 

additional current deliverability, but i t wil l also 

develop substantial additional reserves in the field* 

reserves which unless developed will aaount to waste 

and which will amount to a violation of correlative rights 

of the owners and operators of the leases under which 

those reserves are located. Correlative rights ar® 

obviously being violated i f the operators of those leases 

are not afforded the opportunity to develop and produce 

them. 

The suggestion has been made that the Commission 

should wait until there i s a clarification of Opinion 699# 

Jlone of us know what nay happen to us with respect to 
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Ordar 699« Undoubtedly there will be appeals of that 

Order. As I believe Governor Campbell pointed out end 

Mr. Byrd pointed out, there has been a re-hcaring 

scheduled for August 22nd before the Federal Fover Commis­

sion with respect to that opinion. At least oral sirguaents 

on the Motion for Re-hearing have been scheduled* We 

dcn*t know what will develop froa that. Vft don't know 

whether the Coisaission will consider upon oral argument 

that perhaps some increased price over and above the 42g 

base price might be considered* We don't know what 

asodifications might be made or what additional proceedings 

the Federal Power Commission might eater into. ¥hst we 

do know is we now have en order, 'm now have aa opinion 

that stands as an expression of the Federal Power 

Comraissioa and until i t is changed either by the Coreraission 

or by the courts, that for the f irst tiuse in a long long 

time we have something upon which we can develop our 

estimates, develop our ideas with respect to the econocaic 

feasibility of thia project, and the suggestion that this 

Corsmisslon- should wait until a l l questions are clarified 

and I suppose until a l l appeals are exhausted, i s roally 

quite impractical, such a suggestion to this Coŝ aiasdon. 

This Commission has responsibilities of i ts am which are 
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completely separate and apart from those that face the 

Federal Power Commission. We submit that the evidence 

that we will present here will show a crying need for the 

development program that we are suggesting and that this 

program needs to get under way Just as soon as possible 

froa several standpoints: Prevention of waste, protection 

of correlative rights and the development of the additional 

supplies that are needed for the needs of this nation. 

Sow, concerning the shortage of tubular goods 

and rigs, there is some shortage. I don't know to v.hat 

extent this Commission -is charged with or should consider 

those factors in discharging its responsibilities. By 

and large* the shortage of tubular goods and ris;^ i s a 

matter, however, that amounts to ordering priority. &'e 

submit that the operators will put their tubular goods and 

riss tot use in those projects and in those areas of the 

country where it will be to their best advantage to do so. 

Tho idea that ao&e operator will coraa before this Commission 

and say, "We don't have enough tubular goods tc sssttsr 

into infill drilling programs in Mesaverde,« I submit 

is aayb© just another way of saying, "We would rather 

use the available tubular gooda and rigs perhaps ©onewhere 

else where we can see a better profit where we have what 
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we consider tc be enhanced obligations or opportunities." 

At the very least wo subait to the CoKsaission 

that i t should go ahead and hear this case and decide 

this cas© so that then the operators who have lislted 

tubular gcode and rigs can know how to order those 

priorities* Certainly until the Commission acts, it 

further compounds the problem that every operator muat face 

in knowing how to allocate its resources and supplies. 

Finally, with respect to the suggestion that 

the Commission should wait until the Legislature sight 

consider a unitization ^bill, X think this has some 

obvious drawbacks. One, it is some time until th© Legis­

lature meets and some further tine until it acts and then 

who knows how long a titae before the laborious process 

of unitization can be implemented. 

. We submit that our evidence in this case '411 

show that neither the operators nor the Coanlsston can 

wait that long until in f i l l drilling programs should be 

allowed to proceed. 

Thank you, sir. 

ME* POSTERi Doe® anyone ©ls« want to speak 

against the Motion for Continuance? 

('whereupon, a discussion was hold off tha 

record.) 
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KR, PCRTERt The Conanission w i l l admit the letter 

into the record. I t i s a letter directed to the federal 

Power Commission by ne. 

(Whereupon, Co3sraission*s Exhibit No* 1 waa 

marked for identification, and was admitted 

into evidence.) 

KR. POSTER J We w i l l have a short recess md 

rule on the continuance. 

(thereupon, a short recess was held.) 

MR, PORTER: The Hearing w i l l come to ordar, 

please* 

The Commission has decided to overrule? the 

Motion for Continuance. At this time we wi l l ask the 

Applicant to have his witnesses s w m , and X believe X 

w i l l ask whoever else desires to present testimony to have 

them a l l sworn at the same time. 

MR. MOKRXSt Kr. CoauaiS3ioner, I wi l l ask 

Mr. A. frU Derrick and Mr. A. P. van Everdlngen to stand 

aad be sworn. 

$51* PCRTERt You o&ly have the two witnesses? 

m . MORRISf Yes. 

ffl,. PORTERt Governor Campbell? 

Mil* CAMPBELL: I have one witness, Mr. Sudeah Arore 
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MR. PCRTER: Mr. Hinkle? 

MR* HINXLSt Aztec will have one witness, Mr. Tora 

Morris. 

KR* BIRD: Kesa will have one witness, Mr. Chairaari, 

Mr. Carnes* 

MR* SWAHt Amoco will have one witness, Rr. Giles. 

MR. CARPENTER: Southern Union Gas Company will 

have one witness, Mr. Qren L* Kaseltine. 

SCR* PORTER: I will nevsr pronounce that oae 

right anyway. He has been coding to our hearings a long 

time. 

(Witnesses sworn) 

HR* PORTER: Mr. Morris? 

MR* MORRIS: I f the Comajisaion please, I have 

pretty well given ray opening statement in connection vrith 

our argument on the Motion for Continuance, so I &a sure 

you wil l not bo disple&aed to have me dispense ^ith that 

for a change* 

MR* PORTER: I appreciate any consideration. 

I4R* MORRIS: We cal l Kr. Derrick as our f irs t 

witness. Vve will need a few csinutes?, i f the Commission 

please, to put the off icial stasia cn our exhibit.*', 

(whereupon, a discussion was held off the 

record.) 
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MR. PORTER: Mr. Morris, you my proceed. 

A. H. DERRICK 

called as a witness, having been f irst duly sworn, was 

examined and testified as follows: 

DIRECT EXAMINATION 

3Y MR. MORRISi 

Q Mr. Derrick, please stat* your aaste and business 

address? 

A A. K* Derrick, P. 0* Box 1492, El Paso, Texas, 

79973. 

Q By whoas are you employed and in what capacity? 

A 2 am employed by E l Paso Natural Gas Conpany as 

Vice President in charge of gas supply. 

Q In the El Paso Natural Gas Co&nany, what activities 

are involved in the gaa supply function? 

A The gas supply group includes reservoir angineerin 

gas purchases and gas proration. 

C Mr. Derrick, even though you have testified 

previously before the Coiaatission, again, would you briefly 

state your educational background? 

A Yes. I have a Bachelor of Science degree in 

Petroleum Engineering from the University of Texas and 

a Master of Science degree in Petroleun Engineering from 
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the University of Houston. 

Q what professional experience in the Petroleum 

industry did you have before joining Si Paso Natural Gas 

Company? 

A After serving es en engineering officer in the 

U. S. Navy during world War XX, X joined Stanolind Oil and 

Gas Company which is now Amoco Productions in June of 1947, 

and with them X performed various field and office duties and 

later X was assigned to reservoir engineering. X worked in 

their Pampa and Wink field offices and in the general office 

ln Tulsa, Oklahoma, and also, at the time X left Stanolind 

to join El Paso, X was in charge of reservoir engineering 

in the West Texas District Office in Midland. 

Q When did you join Bl Peso and what has been your 

professional experience with El Paso? 

A . X joined Bl Peso in April of 1953 as a senior 

petroleum engineer. X was assigned to El Paso's Reservoir 

Engineering Department, and in 1960, X was made Manager 

of the Reservoir Engineering Department. Xn 1966, X was 

elected Assistant Vice President and in 1972, Vice President. 

Q Are you a member of any professional organizations? 

A Yea. X am a member of the Society of Petroleum 

Engineers of A.I.M.S., the Society of Petroleum Evaluation 
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Engineers and the American Association of petroleum 

Geologists* 

Q Mr* Derrick, you stated that you are in charge 

of the ac t iv i t ies of El paso*s Reservoir Snginearing Depart­

ment, Gas purchases Department and i t s Proration Ikipartaent. 

Would you explain b r i e f l y the responsibilities of these 

departments? 

A Ies* Our Reservoir Engineering Department 

determines the gas supply behind the Company^ various 

sources of supply. This includes calculating reserves, 

availabil i ty»and our Gaa Purchase Group follows the gas 

ac t iv i t ies and development ac t iv i t ies and they negotiate 

gas purchase agreements with producers, and our Oaa 

Proration operations handles the proration scatters. #e 

handle the rules and regulations that govern our gas 

prorations* 

Q Are you familiar with El Paso's application in 

th is case, Case No. 5264? 

A Ies, I aa. 

MR* KOHRXSt Mr. Cosjmissioner, are the witness* 

qualifications acceptable? 

MR* PORTER: The Commission considers Mr. Derrick 

qualified to t e s t i f y . 
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3T MR* MORRISt 

Q Please outline El Paso's Application in this case? 

A El Paso is seeking to change the rule gavarninc 

the drilling of gas wells in the Blanco Mesaverde Gas Pool 

in New Mexico* We would change these rules to penal t the 

drilling of a second well in a 320-acre proration unit 

at the option of the operator and to cause the rules 

granting the allowables to be changed in such a sanner that 

the deliverability of each of the two walla on a proration 

unit would be added together to determine the deliverability 

to be applied in the proration formula or assijgning allow­

ables in the Blanco Mesaverde Ga© Pool. Also, i& con­

sidering: whether the well is asar&inal or non-marginal and 

also in balancing overproduction and underproduction* both 

wells would be considered as being produced froa cn© 

proration unit. 

Q Specifically what rules changes does H Paso 

propose? 

A We have i t outlined in an exhibit that I have 

prepared which we have marked as Exhibit 1. 

(Whereupon, El paso#a Exhibit No. 1 was 

aarked for identification*) 

3Y MR. MORRISI 
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Q Mr. Derrick, referring to whet has been mrked 

as El Paso's Exhibit No. 1, would you just £0 through that 

exhibit? I won,t ask you to read i t , but please siBamarise 

the various rule changes that are sat forth there? 

A Tea* The f irst section there applies to well 

locations and acreage requirements. As far as the in i t ia l 

well that is presently there i s concerned, we would leave 

that the same for future in i t ia l wells. That would be 

covered under Rule 2-A which would replace the present 

Rule 2. Now, we also propose the addition of a aew rule 

to be knovm as Rule 2-E and in this one, the second well 

locatioa i s covered, and,in there, we would propose that 

the second well in a 320-acre proration unit be drilled 

in the opposite quarter section to which the present well 

i s drilled. Covering Rule 5-B, there the District Super­

visor of the Coasaission should have the authority to 

approve the drilling of a second well* 

Then we come down to Allocation and Granting of 

Allowables* Rule 9-E would be added and thsre, When we 

calculate the allowable for proration units containing two 

wells in accordance with Rule 9, the deliverability of 

the two walls on the proration unit would be added together 

and be used incalculating the acrsage deliverability factor, 
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and tho unit allowable could be produced froa either or 

both of the wells. 

The next i s Balancing of Production, fte propose 

Rule 15-K be added, and there again, for purposes of 

balancing overproduction or underproduction, both wells 

on the proration unit would be considered as one and the 

combined production from the two wells would be compared 

against the allowable. 

On Classification of Wells, we propose that 

Rule 16-C bs added, and here i t indicates marginal or 

non-marginal. Wo would_use the production from both wells 

in setting this classification* 

The next i s Section F which is Reporting of 

Production* We would propose that the production be 

reported by the individual wells and for the &vm of the two 

wells located on the proration unit. 

Q Mr. Derrick, just by further explanation» the 

underlining s?hov«n on Exhibit 1 represents new material. 

That portion of Rule 2-A which is not underlined represents 

the language of tho existing rule? 

A Rule 2, yes. 

MR* SUTTER! Mr. Porter, before thia proceeds 

further, I would like to point out that the proposed rulas 
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are in variance to the advertisement of the case which was 

prepared fron the Application filed by El Paso. In Rule 

So. 2-5-3, the wording here says the District Supervisor 

of the Cosra&ssion to approve the drilling: of the 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 Cosuaission will approve the 

drilling of the second well. I thought I would point 

that out* 

KR* MORRIS: Mr. Comraissioner, that was going 

to be ay next question -to the witness as to whether there 

is any change in the rules as shown on Exhibit 1 with 

those submitted in the Application. I will just state 

for the record that SI Paso has no preference one vay or 

the other, and i f i t would simplify matters as far as the 

advertisement of the case is concerned to consider 

Rule 5-3 here as meaning tha Secretary-Director rather 

than District Supervisor, we would aek that Exhibit 1 be 

considered amended at this tine in that regard. 

MR* PORTER j Mr. Morris, I believe i t would 

be better i f the exhibit is amended as suggested. 

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

there be no difference between the rule as submitted with 
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the Application and the notice given in the case.* 

MR. PCRTERt The Commission will accept the 

amended Applicant's Exhibit Ho. 1. 

BY MR. MORRIS t 

Q Mr. Derrick, just so the record will be absolutely 

clear, do you subscribe to that rule change that I just 

moved as a ssatter of record? 

A Yes, I do. 

Q Ttoder the rule change which you have outlined 

and as set forth in Exhibit 1, would any change be raade 

in the current allocation formula for Blanco Mesaverde 

Gas Pool? 

A Ho. The present formula grants allowables from 

wells in two parts: 25 percent of the allowable i s 

assigned based on the acreage that the well has or its 

ratio of the total acreage within the pool, and 7' percent 

of the allowable is calculated by using the ratio of that 

well's deliverability to the total pool deliverability 

and this is corrected, of course, for acreage to tho total 

deliverability of the pool. With tha drilling of a second 

well in a proration unit, there would be the same allowable 

factor based on acreage, however, when it comes to 

deliverability, i t would be a matter of adding both wells' 
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deliverability to got the deliverability to be used in the 

A-D factor* 

Q Would you expand a bit on why the deliverability 

cf the second well should be added to the f irst in cocsputing 

the deliverability factor to be plugged into the allocation 

formula? 

A' Yes* I think the total deliverability should be 

considered* For examplet Now we have many wells that 

change deliverability froa time to tiiae. Large vails 

become small wells, and in other instances, we have wells 

which are worked over and assuming they are successful, 

the deliverability increases* I really can*t see a great 

deal of difference in adding the deliverability of the 

second well for proration purposes with affording; the 

deliverability of the well that is worked over* S t i l l , 

v/e are considering the total deliverability from the pro­

ration unit. 

Q Did El Paso consider requesting 160-acre spacing 

rather than the option of drilling the second v/ell on 

the existing 320-acre proration units? 

A Yes* We gave that fu l l consideration, hut we 

decided against it because this would disturb the equities 

in the present proration units and asany of thenfc proration 
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units have been in effect oyer 20 years. 

(Whereupon, SI Paso's Exhibit No. 2 was 

marked for identification.) 

3Y MR. MORRIS 1 

Q Mr. Derrick, what is El Paso's Exhibit Ho. 2? 

A Exhibit No. 2 i s a sap of the Blanco Mesaverde 

Gas Pool ia Rio Arriba and San Juan Counties, Sew .Mexico. 

The green line on there i s the Halt as set by the Hew 

Mexico Oil Conservation Corcalssion, and you will nets there 

is a number of wells on there and these are a l l cf the wells 

drilled to Mesaverde to-1/1/74. 

Q Approximately how many producing wells are 

within the Blanco Mesaverde Gas Pool in Now Mexico? 

A A» of January 1st, 1974, there were 20:5 wells. 

Q Mr. Derrick, has a study been made of the 

presently developed gas reserves in the Blanco Mesaverde 

Pool? 

A Yes. These have been sueacarized on Exhibit 3» 

(hereupon, £1 Paso's Exhibit 3 was sark^d 

for identification.) 

MORRIS: In this regard, i f the Commission 

please, Exhibit 3 is quite a bulky exhibit, being a 

rsachine run of various tabulated inforrcation in c l l of the 
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well a in the pool. We apologize to the Coaais'iion and 

the staff and a l l tho participants in the Hearing. £e 

do not have sufficient copies of this exhibit to nsafce 

available to everyone, however, we have provided one sarked 

copy to the Commission. Mrs. Rodriguez has two copies 

which certainly can be made available for inspection and 

perhaps some distribution i f she can get them back. 

MRS. RODRIGUEZ? Do you want both sets, Mr. Morris 

or one set? 

MR. PORTER t I think those should be eade 

available at the table 1iere. 

MR* KORRIS: , We would l ike to make Exhibit 3 

available here at counsel's table. 

(Whereupon, a discussion was held off the 

record.) 

31 MR. MORRISi 

Q Mr* Derrick, with respect to Exhibit Ho. 3, 

would you identify this exhibit and explain to the Cocuaission 

what i t shows? 

A Yes. This i s a schedule l i s t ing a l l of the 

developed wells in the 31anco Mesaverde Gaa Pool and the 

order in which they are l i s ted i s in the order of magnitude 

of renaming reserves. The f i r s t column i s E l Paso's well 
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identification number. The second column ie well location 

by unit letter, section, township and range. The third 

coluran is the original recoverable reserves by walls. 

The fourth column is the cumulative production by wells to 

1/1/74. The f i f th colusai i s the regaining recoverable 

reserves as of 1/1/74 by wells. The sixth column is a 

percent cf original total pool reserves attributable to 

the well. The seventh column is the percent of total 

pool remaining reserves attributable to the well* The 

eighth coluaxt is the estimate of number of years r®sainlng 

to deplete the well. The total developed original reserves, 

and this i s by totaling Goluam 3 of this schedule i s 

(g^66p tri l l ion cubic feet. That was Coluran 3. How, i f 

we suza up Column 5, the total developed remaining recover­

able reserves a© of 1/1/74, we get a total of 4.942 

I tr i l l ion cubic feet. 

MR. PORTER 1 What i s that figure again? 

THE OTIBSSs 4.942 tri l l ion cubic feet. 

KR. PORTER 1 That i s refining? 

THS WITNESS: Yes, s i r , as of 1/1/74. 

j BT KR. MORRIS: 

Q Mr. Derrick, these figures are actually shown 

on the very last page or the bottora of the exhibit, thes* 

T H E NYE REPORTING S E R V I C E 
S T A T E - W I D E DEPOSITION NOTARIES 

22S JOHNSON S T R E E T 
SANTA F E . NEW MEXICO 67501 

T E L . (5051 982-0386 



CASS 5264 
BEHRICK-EIRSCT Page ¥?. 

totals that you have been referring to? 

A Tee. 

Q Sow, with respect to these remaining; reserves 

that you just mentioned, 4.9 tr i l l ion , are these the 

remaining reserves that are estimated with regard to the 

development that has occurred up to this time in this pool? 

A Yes, that i s correct. 

Q This has nothing to do with the recoverable 

reserves that we would expect as a result of the i n f i l l 

drilling program? 

A That's correct. This i s just for the present 

2C55 wells. 

Q fchat is the average wells regaining recoverable 

reserve as shown or as computed froa this exhibit? 

A The average wells reserves as of January lat , 

1974 is 2.405 billion cubic feet. That is obtainfa.i by 

dividing tho total remaining recovsrables of the pool by 

the total number of wells. 

Q Please explain to the. Commission what analysis 

has been cade of Exhibit No. 3 and in this regard, I will 

ask you to refer to what has been marked as £1 Paso's 

Exhibit No. 4. 

A Yes, s i r . 
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(Whereupon, SI Paso*s.Exhibit No* 4 was 

marked for identification.) 

BY MR* MORRISJ 

Q Please proceed, Mr. Derrick. 

A Based upon Exhibit 3» I have summarized the 

reserves into two groups. One group i s above average 

reserves, and as I mentioned there a minute ago, our average 

reserve from Exhibit 3 is 2.405 billion cubic feet remaining. 

Also we have a category of below average reserves. I f we 

look on Line 1 there we see on the above average that there 

is 693 wells with an above average reserve. The regaining 

reserves for this group i s 3*624 trillion cubic feet. 

That i s for the total field. The remaining reserves — 

let me back up --* I was right the first time. Tbe remaining 

reserve under Column C i s for the group, the 3.624 trillion 

for the 693 wells. We come out to Column D and we find 

the remaining reserve per well i s 5.229 billion cubic feet. 

The above average reserves have a 73 percent of tha total 

field reserves. Then we go on out to Column F for the 

years to depletion and wa find 101 years. These are for 

the above average wells. For the below average weli3, 

there are 1362 in this group and the total reserve for 

that group is 1.318 trillion cubic feet. The average 
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remaining reserve por well i s 966 raillion cubic feet. 

These below average groups — or this below average group — 

has 27 percent of the total renaming reserves and the 

years to depletion for the below average group i s 40 years. 

Q From this study, Mr. Derrick, that has been 

shown on Exhibit 4, which is the study of information 

shown cn Exhibit 3» what conclusions can be drawn? 

A Well, in the first place, i t is evident that 

the below average wells are at a nore advanced stage of 

depletion than the above average wells, and also, the 

remaining deliverability l i f e or the remaining li f e of 

the below average wells are greatly below the above average 

wells, end as you would suspect, the average pressure 

for the below average wells i s lower than that for the higher 

or above average wells. It appears to »e from looking at 

this that the high wells, the above average wells are 

pretty well Hatted under the present field rules in 

recovering their reserves. That i s comparing the deliver­

ability l i f e between the two. 

5 In your opinion, would the rules proposed by El 

Paso in this cas© alleviate the problem that you have Just 

referred to? 

A Tee, although i t will not completely cure the 
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problem, I think it will certainly assist in curing the 

problem* 

Q Have you prepared a series of exhibits comparing 

the production and income to be realized, assuming on the 

one hand the continuation cf the present rules and the 

present state of development, and on the other hand, the 

approval of El ?aso*s Application aad the i n f i l l drilling 

program? 

A Yes* This consists of Exhibits 5 through 9, 

five exhibits which were prepared to show this. 

(thereupon, El Paso's Exhibits Nos. 5 through 

9 were narked for identification.) 

BY- MR. MORRIS: 

Q Kr* Derrick, would you first just outline what 

is contained ia this series of exhibits? 

A Yes* These five exhibits consist of an estimate 

of the production from a current well under existing field 

rules. That i s Exhibit 5. Exhibit -S is the production 

froo this same well, but under the proposed rules assuming 

i n f i l l development. Exhibit 7 is an estimate of the 

production and the incosce for the average i n f i l l well under 

the proposed rules assuming i n f i l l development. Exhibit 3 

is the estimate of production and income for an average 
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d r i l l 3ite under the proposed rules assuming i n f i l l 

development. In other words, that would be for the f u l l 

j20 acres. Exhibit No. 9 i s really a comparison for an 

average d r i l l site under the present rules and under the 

proposed rules and the increase in net income under the 

proposed rules, again, assuming i n f i l l development. 

Q Now» wi l l you go back and treat each of these 

exhibits individually, pointing out the information shown 

on each one? 

A Tea. This i s a 20-year projection of production 

and incosie froa a current well in the Blanco Mesaverde Gas 

Pool operating under the present f ie ld rules. 

Q Tou are now referring to Exhibit 5? 

A Tes, Exhibit S 

Q All r i£ht . 

A The f i r s t column, Coluran A i s the number of years 

and we show a projection of 20 years and this i s starting 

1/1/75. Column B i s the annual gas production. Coluon C 

i s the annual o i l production. D ie the income after 

royalty end production tax deductions. Coluran E i s the 

estimated operating expenses. Coluran ? i s the net incoae. 

Colutan G i s the net inconse discounted at 8 percent. You 

v.ill note there that during the 20-year period, we project 
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that 1.4S0 bil l ion cubic feet wi l l be produced* The net 

income under Colimn P would be $403,000 and on a discounted 

basis, would be S245,000. Column 6 i s production froa this 

same average well, current well, under the proposed — 

Q (Interrupting) Do you mean Exhibit 6? 

A Exhibit 6. Exhibit 6 i s the projection of the 

estimated production and income for the current average 

well under the proposed rules, assuming i n f i l l development. 

A£ain, the headings are the saase as in Column 5, so I 

won't go through that, but ia summarizing the asount of 

gas produced during the 20-year period, again, this would 

commence 1/1/75» the gas produced i s 1.347 bil l ion cubic 

feet. The aet income would be $356,000 and the net income 

discounted at £ percent, $203,000. 

Hext, turning to Exhibit 7, this i s the 20-year 

projection of production and income for the average i n f i l l 

well under the proposed rules assuming i n f i l l development. 

Again, the headings are the same as in Exhibits t- and 6. 

•;e find that the production for the 20-year period 

commencing 1/1/75 for this i n f i l l well i s 2.475 bil l ion 

cubic feet. The net income under Column ? i s $1,33^»000 

and the net income discounted at 8 percent, £777,000. 

I think i t i s of interest to note on Lino 1 or Tear 1, 
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the income for the f irst year, the discounted income, is 

fli3tOOO and we estimate that the cost of the i n f i l l well 

in the 31anco Mesaverde Cas Pool would be S11C,C0C. So 

we more than recover the cost of the i n f i l l well froni 

the income during the f irs t year ,s operation, 

Q Mr. Derrick, at this point, let me askj What 

assumptions have you made here with respect to the price 

of the gas? 

A I have assumed that the price included in the 

R-339-3 or the Order 699 would apply and this would be 

432 ia this year and escalating 1* per year after — well, 

i t started already — i t would be I t per year and would 

be about 44sf for 1975 and thereafter. That 44£ would be 

on a pressure basis 14.73, whereas, these schedules are 

a l l prepared to the New Mexico standard base of 15.025 psi. 

V/o have a Is escalation. There i s an adjustment for BTU's 

and also tax reimbursement. 

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

opinion, will those gas prices and the economics as you 

have shown them here cn Exhibit 7 provide sufficient 

economic incentive for the producers to engage in and 

afford themselves of the opportunity provided by the i n f i l l 

drilling program? 
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A Tes. In my opinion, the prices included in 699» 

i f applied, and I feel that they will be, to the new gas 

wells drilled after January 1st, 1973# that this will be 

a sufficient incentive to cause a great many of these 

wells to be drilled. Now, I think we a l l recognise that 

the 699 Order and the price included therein is not 

sufficient to dr i l l in a great many areas, especially in 

the deeper areas, but I would certainly consider that i t 

would be an adequate incentive to cause development in 

this field. 

Q Would you continue with your explanation of 

Exhibits 8 and 9? 

A Tea. Exhibit.8 is a schedule of production and 

income for an average d r i l l site under the proposed rules 

assuming i n f i l l development. Again, the headings are the 

same aa for f> through 7. For the period of 20 years, 

starting 1/1/75, the annual gas production would ba 3.322 

billion cubic feet. The net income, £1,706,000, and then 

the discounted income would be ?9£1,0C0. 

On Exhibit 9, we have a comparison, really, of 

Exhibits 5 and 8. V.e have i t again for a 2C-year period 

starting 1/1/73. The annual production under present 

rules ia included in Column B, Assuming i n f i l l development 
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and changed rules, we show the annual gas volume in 

Column C. We have 1.460 bi l l ion cubic feet that would 

be produced by the one well that i s there now under the 

present rules . The production under our proposed rules, 

assuming i n f i l l development, would be 3»$21 which i s an 

increase of 2.341 bi l l ion cubic feet. The increase in 

net income i s included under Column E. That i s fl,298,000 

increase and when this i s discounted c percent, i t equals 

$756,000. 

Q K r . Derrick, referring to Exhibit 10, have you 

made a forecast and estimate of the increase in production 

and income on a pool total basis? 

(thereupon, E l Paso*3 Exhibit Mo. 10 was 

marked for identification.) 

A Tes, Exhibit 10 applies to the total Blanco 

Mesaverde Cas Pool, whereas, Exhibits 5 through 9 applied 

to individual proration units. 

Q And this would be under the i n f i l l dri l l ing 

program, under the rules proposed by E l Paso? 

A Tes, we have i t both ways. Under the present 

rules — aad, again), this i s a 20-year forecast — under 

Column 3 we have the annual production for the total pool 

under our present rules, and under Column C we have the 
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RELATION BETWEEN RATE OF PRODUCTION AND INDICATED GAS IN PLACE 

A - Using 7-day average pressures 

Slope Years Covered Average Rate 
per we l l , 
• MMcF 

1 1953-1957 170 

2 1957-1960 123 

3 1961-1964 76 

4 1965-1969 100 

5 1970-1973 110 

B - Using Long Term BU Tests 

1 1956-1961 120 

2 1960-1965 84 

C - Using Strat-tests 

1 1959-1964 85 

2 1965-1969 100 

3 1969-1973 109 

Indicated gas 
i n place, 
BCF 

3,700 

6,900 

16,300 

10,900 

7,800 

8,000 

22,800 

22,200 

17,600 

11,400 



EPNG Exhibi t No. ^ 

BLANCO MESAVERDE GAS POOL 

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

Gas Volumes i n M 2 c f at 15.025 psia and 60° F . 

Years 
(a) 

Annual Production 
Gas, 
M^cf 

(b) 

O i l , 
Bb l s . 

(c) 

Income Af te r 
Royalty and 

Prod. Tax , $ - Expenses, $ 
Operating 

(d) (e) 

Net 
Income, $ 

( f ) 

Net Income 
Discounted 
at 8%, $ 

(g) 

110.8 
101.0 
92.3 
84.4 
82.6 

506 
462 
422 
386 
377 

28,890 
26,930 
24,970 
23,180 
23,160 

1,680 
1,680 
1,680 
1,680 
1,680 

27,210 
25,250 
23,290 
21,500 
21,480 

26,170 
22,440 
19,140 
16,340 
15,090 

6 
7 
8 
9 
10 

79.8 
76.7 
73.4 
70.0 
66.7 

364 
350 
335 
320 
305 

22,690 
22,240 
21,590 
20,940 
20,280 

1,680 
1,680 
1,680 
1,680 
1,680 

21,010 
20,560 
19,910 
19,260 
18,600 

13,650 
12,350 
11,060 
9,890 
8,830 

11 
12 
13 
14 
15 

63.5 
60.3 
57.2 
54.4 
51.7 

290 
276 
262 
248 
236 

19,620 
18,870 
18,230 
17,540 
16,960 

1,680 
1,680 
1,680 
1,680 
1,680 

17,940 
17,190 
16,550 
15,860 
15,280 

7,870 
6,980 
6,210 
5,500 
4,900 

16 
17 
18 
19 
20 

49.1 
46.7 
44.4 
42.0 
39.6 

225 
214 
203 
192 
181 

16,330 
15,720 
15,200 
14,540 
13,930 

1,680 
1,680 
1,680 
1,680 
1,680 

14,650 
14,040 
13,520 
12,860 
12,250 

4,340 
3,850 
3,430 
3,010 
2,650 

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

1/ Gas pr ice at 25<t/Mcf, escalating 0.5<fc/Mcf per year , adjusted fo r B T I ' content. 
Oi l pr ice at $6 .29 /Bbl . 
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EPNG Exhibit No. 

BLANCO MESAVERDE GAS POOL 

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

Gas Volumes in M 2 cf at 15.025 psia and 60° F. 

Years 

Annual 
Gas, 
M 2 c f 

Production 
O i l , 

Bb l s . 

Income Af te r 
Royalty and 1 , 

Prod. Tax , $ -
Operating 

Expenses, $ 
Net 

Income, $ 

Net Income 
Discounted 
at 8%, $ 

(a) (b) (c) (d) (e) (0 (g) 

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 

16 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 bl .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 44.94/Mef, escalating ltf/Mcf per year, adjusted for BTU content. 
Oil price at $9.23/Bbl. 
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EPNG Exhibi t No. 

BLANCO MESAVERDE GAS POOL 

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

Gas Volumes in M 2 c f at 15.025 psia and 60° F . 

Annual Production Income Af te r Net Income 
Gas, O i l , Royalty and Operating Net Discounted 

Years M2cf Bb l s . Prod. Tax , $ Expenses, $ Income, $ at 8%, $ 
(a) (b) (c) (d) (e) ( f ) (g) 

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 
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EPNG Exhibi t 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 INFILL DEVELOPMENT 

Gas Volumes i n M z c f 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) (b , (c) (d) (e) (0 

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 
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 61,770 29,320 

11 69 5 169 8 100 3 58,660 25,750 
12 66 1 159 2 93 1 55,240 22,410 
!3 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 1],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_ 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 annual production under the proposed rules* 

Under Colusa 3, the total for the period, we would show 

a l i t t l e over 3 tr i l l ion cubic feet produced during the 

20-7ear period ajul 3040 billion cubic feet. Oncer 

Column C, under "Inf i l l ," assuming i n f i l l and the proposed 

rules adoption, we would produce 7.234 tri l l ion cubic 

feet — or 7234 billion cubic feet, and I think it is 

interesting to note there that during the 20th year, 

that production is almost three tirae3 as great under our 

propose rule change as i t i s under our present rules. 

1 insight add that in leaking up this exhibit, 

i t was aseused that commencing in the year 197?, that 

200 wells per year would be drilled, 200 i n f i l l wells, 

aad this would continue until there was an i n f i l l well 

located on each proration unit. 

Under Column D, is the increase of production 

under the proposed rules of 4.193 tr i l l ion cubic feet 

over the 20-year period and then Column S is the increase 

in gross income under the proposed rules. This i s in 

s i l l icns of dollars. So, the total for the 20-year period 

would be t3,113,000,000. 

Q KrV Derrick, In regard to Exhibit No. 10, what 

information did you use concerning gas reserves and what 
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was the source of that information? 

A Fcr the i n f i l l d r i l l i n g , under the propose! 

rules, I used a tota l reserve for the developed portion 

of 15 t r i l l i o n cubic feet in the Blanco Mesaverde Gas 

Pool and these were developed by Mr. van Everdingen. 

Q Will Mr. van Everdingen be testifying following 

you in this case? 

A Yes, he w i l l . 

Q Tou mentioned 15 t r i l l i o n cubic feet as being 

your assumption of the recoverable reserves, assuming 

the development under the i n f i l l d r i l l i n g program. How 

does that figure compare to the recoverable reserves under 

the state of present development? 

A From Exhibit 3> the original recoverable reserves 

for the present developed portion of the Blanco Mesaverde 

Gas Pool comes out rounded off £.7 t r i l l i o n cubic feat. 

Mow, i f we subtract that from the 15 t r i l l i o n , we get 

an increase of 6.3 t r i l l i o n feet, cubic feet. 

(Whereupon, a discussion was held off the 

record.) 

3Y 24R. MCRRISt 

Q Mr. Derrick, obviously the information you have 

presented here shows a substantially increased reserves 

and also substantially increased ^reduction over the 
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20-yeer period that you have assumed? 

A Ies, s i r . 

C Can El Paso#s facil it ies in the San Juan Basin 

handle these volunes of additional gas? 

A Yes, in my opinion, they can, at least from 

that portion dedicated to El Paso. 

Q In this regard, would you expand and give us 

sone field for El Paso's present facil it ies and its 

capabilities? 

A Yes. EL Paso presently has facil i t ies capable 

of handling 1400 billion cubic feet per day of wellhead 

gas. Jfow, after shrinkage fuel and field uses, this i s 

reduced to about 1300 million cubic feet which is the 

aajouat of gas that could be gotten to our »ain line. 

The total royalty gas available to our San Juan system 

at the present tine is about 11:0 million cubic feet per day 

So, you can see right there we have about 25C million a 

day additional capacity. Prior to the tinse that the 

decline commenced in the San Juan Basin or prior to the 

time that the aaount of gas declined to the point that 

we couldn#t f i l l our faci l i t ies , El Paso was capable 

of handling 1500 million cubic feet per day on a total 

wellhead basis. Due to the decline in deliverability, we 
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shifted some of that compression from main line or from 

that station which would get ga3 into the main line to 

f ie ld compression. So, in the event that this project 

goes ahead, we would plan to move back that compression 

and nake, again, our f a c i l i t i e s capable of handling 

1500 a i l l ion cubic feet per day, 

Q I f this Application i s granted, do you foresee 

that £1 Paso would be required to reduce i t s take from 

wells, frora existing wells? 

A No« Cf course, we do have the present wells 

declining. This has been happening a l l the way down the 

road. We would anticipate that we would be able to handle 

a l l the gas that becocses available. 

Q What has SI Paso done in recent years by way of 

install ing additional compression to lower the pressures 

in the gathering lines? 

A Over a three-yeax' period, commencing in 1969, 

Fl Paso installed considerable horsepower in an effort or 

in order to reduce gathering l ine pressures. For example, 

in 1969> we installed 32,000 horsepower at a cost of 

?13.4 million. In 1970, we installed 9SCO horsepcv/er at 

a coet of S3 oi l l ion, and in 1971, we installed 43,900 

horsepower at a cost of ?ll ,r3£,CQ0. We accomplished 
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here a reduction in the gathering line pressures of 

approxiaately /CC to 260 psia for the Dakota-Blanco 

.Mesaverde hi&h pressure system, and for the Picture Cl i f f s , 

cur low pressure system, the pressure declined frcra 

approxiaately 260 psia to 150 psia. 

Q Would additional compression be justified at this 

tirae? 

A No# not in my opinion. Any additional compression 

would not increase the gas availability appreciably, and 

in asy opinion, i t would be a waste of available reservoir 

energy. 

Q Would you expand on your comment that this would 

represent a waste of available reservoir energy to install 

additional compress;.on? 

A Tec. In the event that this project is not 

approved,, we would anticipate that we would go ahead and 

reduce the line pressures to take the gathering lias 

pressures oa down. Then, in the future i f we cose along 

and decide that the infilling program is feasible, then 

we would be producing the i n f i l l wells into a lower 

gathering line pressure. In other words, we would not 

bo taking advantage of reservoir pressure aa i t currently 

exists. We *ould be wasting — it would be economic waste 
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by putting in additional compression now, and also, i t 

is rather expensive, both economically and physically, 

to use the gas as fuel to operate the compressors* So 

that gas that i s used for fuel i s gone. Tou will norer 

see that, so that i s complete waste, but i f v;e have 

i n f i l l drilling now, we can produce the wells into the 

current gathering systera and not have to lower the line 

pressures* 

Q Mr. Derrick, will you discuss the SI Paso 

aarkat demand for gas frota the San Juan Basin, and in that 

discussion, compare the. situation that presently exists 

with that that has existed in the past? 

A Tes. Despite the fact that we have been taking 

a l l gas that i s available to us froa the San Juan Basin 

and our other gas supply sources, we have not been able 

to aeet the needs cf our customers. Based on a l l of our 

projections of our total gas supply, we are locking at an 

annual decline of about S percent per year which equates 

to abcut 300 nillion cubic feet per day per year, una'that 

is the decline that we are- presently experiencing ar.d i s 

one that we anticipate will continue in the indefinite 

future. 

Q Since October of 1972, has SI Paso had to curtail 
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service co its customers on i t s interstate system? 

A Yes, practically every day since October 3Cth, 

1972, we have had to curtail our custoaers. 

Q What do you aean by "curtailment**? 

A Curtailment refers to reduction of ga3 service 

rendered to our customers. In other words, to the extent 

that El Paso lacks sufficient available deliverable 

supply to satisfy i ts customers* entitlement, and to the 

extent that those entitlements go unsatisfied, then service 

to such customers i s said to have been curtailed, 

Q How does E l Paso determine which requirements 

are to be satisfied and which are not? 

A We have so tae help on that. El Paso i s an inter­

state natural gas company, serving customers in Texas, 

Oklahoma, New Mexico, Colorado, Utah, Arizona, Sevada 

and California, and as such, we are regulated by the 

Federal Power Coscnission, and that agency has set forth 

a group of five priorities which l i s ts the order in which 

we will curtail in the event of gas shortages and these 

have been listed on the description on Exhibit 11, 

(thereupon, El paso*s Exhibit No. 11 was 

marked for identification.) 

m . CAMPBELL: Mr. Chairnan, while this exhibit 
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ie being distributed, may I raise a question ccnceminf, 

the introduction of evidence, relating to requirements 

of the Applicant for natural gas from this pool fcr the 

purpose of satisfying its customers1 deraands or testimony 

relating to requirements and curtailments of deliveries 

of natural cas, i s not material to this Hearing in view 

of the lisaited jurisdiction of this Consclssion to issue 

any order in this case based only on the prevention of 

waste and the protection cf correlative rights. 

ME* KELLAHIN: I f the Commission please, I would 

like to join in Mr. Campbell's objection and call attention 

of the Commission to the ruling of the Hew Mexico Supreme 

Court in the Continental case where i t saldt "We find 

no statutory authority vested in the Conniesion to 

require the production of a greater percentage of the 

allowable or to see to i t that the gas purchasers can more 

nearly aeet market demand unless such results etez. from 

or are sade necessary by the prevention of waste or the 

protection of correlative rights." We submit that the 

testimony that has been submitted in this connection is 

immaterial to this particular proceeding. 

KH. POUTERj Mr. orris? 

K3U M0KRI3: I f the Coraaisoion please, I sure 
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the Commission ia well aware of the Supraae Court ruling 

in the so-called Jalraat case of Continental Oil Company 

versus the Oil Conservation Ccmission. I think a l l of 

the participants in this Hearing, certainly including 

SI Paso, are aware of that. I submit to the Conssission 

that the ruling in that case, while emphasising that the 

Commission should base i t s orders upon the prevention 

of waste and the protection of correlative rights* did not 

te l l the Commission that i t had to be blind to the oarket 

detsaads or market requirements upon the purchasers of 

natural gas. Rather, the Court said that the Commission 

could not base i t s decision solely upon such considerations, 

but i f i t bases its considerations upon tha recognition 

of i t s statutory duties of prevention of waste and pro­

tection of correlative rights, there i s certainly nothing 

remiss about this Cossmission also considering the purchasers' 

isarket deisand and i ts need for natural gas to satisfy 

ita market whether they be intrastate rsarkets or inter­

state markets. 

We further submit to the Coxoisission that times 

have changed greatly since the decision in the Jalraat case 

and we are now faced with a very crit ical probleis of 

natural gas supply throughout the United States in various 
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interstate markets, and certainly, we would intend to 

show by our testimony and exhibits that E l Paso ia faced 

with a very c r i t i c a l situation with regard to availabil i ty 

of gas to supply i t s interstate market. I think i t is 

quite material for the Commission to consider th i« evidence 

in this case. 

JfB« PCRTERt Gentleaen, there was an Order issued 

dated July 6. 1972 ia Case k6B2 in which the Commission 

had this finding: "Evidence concerning market demand, 

curtailment of gas supplies, energy crises and environmental 

iapact wi l l be received- by the Commission and considered 

in i t s determination to approve or disapprove the Application 

i f tbe party offering sane can show the relevance of such 

matters to the prevention of waste and the protection of 

correlative rights." 

8ow, within that framework, we wi l l consider 

a discussion of aarket datsand, but in no other. I t has 

to be related tc correlative rights and waste. 

MH. &CRRIS: Mr. Commissioner, we certainly 

believe that our evidence wil l taeet that c r i t e r i a , however, 

I would l ike to nake our position clear on the record. 

We believe that this Cocaaission should interpret the 

statutes under which i t operates, the State Statutes under 

THE NYE REPORTING S E R V I C E 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 87501 

T E L . . (SOS) 882-0386 



CAi>£ 

CSaftZCK-DXKSCT Page 53 

*hich i t operates in such a Banner as to- avoid a conflict 

with the pattern of regulation that exists at the federal 

level, wa have no defcire to see this Coaulesion e*iter 

into or adopt aa attitude. We do not think i t is required 

by the Statutes of the State cf Sew Mexico te adoet an 

attitude that would run contrary to the ree,uire»*at3 of 

federal Law and federal Constitution. We do not believe 

that the State Conservation Law should be interpreted 

and applied in auch a Banner as would be contrary to the —» 

we aubaifc--the overriding rac/Jtrtaant* of int erst At a 

ccraaerce* Sow* X want .to auric* our position clear that' 

we believe there i s that potential for conflict, however, 

wlt'hia the ruling that has been oade by the Coxsiia^lon* 

*/e s t i l l balleve that the evidence that we would sab&it 

to this Coaslssloa will sect the criteria that you rave 

announced, that i s , that i t will relate to the pr?t action 

of correlative right* and the prevention of waste* 

HE* CAMPBELL* Mr. Chairman, I , too, v.ould like 

to have the record clear on tho position of Southern Union 

Production Cocsaay* There has been no statement or certainlr 

no showing to this t'i*ae of exactly how this evlieac* which 

io now beia£ elicited aay in eoae fashion be sufficiently 

related to the prevention of waste and the protection of 
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correlative righta to comply with the Order that the 

Commission issued in 1972 i f that is to become the ruling 

here. We would have to pass Judgement at such time as we 

had identified for us this linkage. In the meantinof we 

wish to object to the receiving into evidence of Exhibit 11 

end any other exhibits which are to follow that relate 

to the filling of market demand by El Paso Natural Oas 

Company. 

With regard to the question of the relationships 

between F.P.C. positions and- those of this or any other 

State Comaissica, this is a very critical and sensitive 

issue* and we agree that this Commission, to the extent 

it can, be consistent with its statutory obligation should 

avoid a direct conflict with the Federal position in this 

matter. On the other hand, we think the Commission ahouid 

be particularly careful not to allow its Judgements and 

its responsibilities under the statutes of this State and 

the decisions of the courts of this State to be tort by 

the rulings oi the Pederal Power Commission whose respon­

sibilities are considerably different than those of this 

Corjcission. 3ut the record should show our objection on 

a general basis to this testimony unless there i s a clear 

relationship to the prevention of waste and protection 
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of correlative rights. 

(V*bereupon, a discussion was held off ths 

record.) 

VELm. PCRT*2t: Gentlemen, the Commission feels 

that the objection is well taken and that before proceeding 

further with any evidence concerning market demand and 

curtailment and the other natters raised here, it is 

incuobent upon the counsel for the Applicant to show us 

as accurately as possible how this testimony will relate 

to the issues of waste and correlative rights, fhe 

Commission will recess the Hearing at this time \aitil 

1*15. 

(thereupon, the Hearing was recessed at 

approximately 11:45 a.m.) 
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AFTERNOON SESSION 1:13 P.M. 

MR. PORTER: The Hearing will come to order, 

please. Mr. Morris? 

MR. MORRIS: Mr. Commissioner, in response to 

the Commission** invitation to outline the testimony and 

evidence that Bl Paao wishes to present with regard to 

its market demand, we would have two more exhibits, 

Exhibits 11 and 12. Exhibit 11 will show the priorities 

oi service that have been prescribed by the Federal Power 

Commission pursuant to which E l Paao ia required to observe 

in curtailing its service to its interstate customers. We 

also have Exhibit 12 which would show gas supply versus 

requirements projected for the next three years, that la, 

'74-75, * 75-76, *76-77, showing the amounts of gaa required 

to service the peak load requirements upon our system for 

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 ia a c r i t i ­

cal supply problem on our interstate system and that the gas 

volumes that would be generated by Che i n f i l l drilling 

program under the proposed rules presented in this case 

are needed to help i u l f i l l those requirements. 
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How, we believe that we already have shown to 

the Conmission evidence — and I refer specifically to 

Exhibit 10, and there are other exhibits that show this — 

evidence shoeing what the annual production would be from 

the Blanco Mesaverde Cas Pool under the proposed rule3 

compared with the present rules. «ve feel i t incumbent 

upon us to show to the Coauaission that our market demand 

is such and our facilities are such that we can handle 

the aaount of production that would be generated under 

the i n f i l l drilling program. Certainly waste would result 

i f we were not proposing something here that would generate 

the increased volusr.es i f we were unable to take i t either 

by restrictions in our facilities or restrictions in our 

market demand. We believe our concept of prevention of 

waste ia involved there, and we believe we need to show 

what our market demand is in order to satisfy that 

obligation. 

i f operators are denied the opportunity to produce the 

reserves underlying this tract, the additional reser/es 

that Mr. Derrick has already alluded to, being, in some 

of the additional o.3 trillion cubic feet of s,as that we 

believe will be generated under this programs. 

Mow, concerning correlative rights, o: lartainly, 
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If the ovaere of the tract under which theso 

reserves lie are.precluded froa drilling and developing 

these reserves, not only will waste be caused, but their 

correlative rights will be violated because they will be 

denied the opportunity that would bo afforded under the 

proposed rules to protect their correlative rlghta to 

produce that gao. Likewise, unless £1 Paso is in a 

position to purchase the gas that is produced and haa the 

market deaaad to support its purchase of that gas, 

correlative rights, likewise, would be violated* 

So, we believe, really for essentially the 

sane reasons, that i t is incumbent upon us to ©how that 

wo have the market detsaad, the ability aad willingness to 

take the gas in order to prevent waste and protect correla­

tive rights. 

I would suggest that the Cotasiaaicn alio*, us 

to proceed and introduce this evidence and allow Mr. derrick 

to explain i t and perhaps even allow those who are ia 

opposition to this evidence being presented to the 

Co&Hlssicn to cross exaaaine Mr. Derrick, before the 

Commission rules cn whether the evidence will be aeenjec 

material because 1 think that ia the best way to have the 

matter fully before the Corral3sion, 30 that a proper ruling 
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can be made to jro ahead and present It and then the 

Commission can then determine the materiality, 

MR. PORTER: Mr. Campbell? 

MR. CAMPBELL: Mr. Chairman, just a brief 

response to this. This is a rather strained relationship 

between present demand of customers for gas and the 

prevention of waste and protection of correlative rights. 

It seeds quite, inadequate to us. Almost as strained as 

suggesting in the Gas Proration Hearing this morning 

that gas fields in northwest New Mexico have a producing 

capacity in excess of market. We are in a time when there 

is no overproduction of natural gas, and i t doesn't seem 

to us that there is really prevention of waste or protec­

tion of correlative rights aspect of. this case, except 

the very legitimate one of recovery of some substantial 

additional reserves as a result of the granting of this 

Application. Protection of correlative rights has not 

yet really surfaced in the Hearing which obviously will 

be a significant part of i t . Vffe s t i l l object to this 

testimony and tha introduction of these exhibits in this 

case. 

MR. PCRTER: We will sustain the objection. 

Once again, lat me call your attention to the fact that the 
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case will be decided upon the issues of waste and correla­

tive rights. You nay move on with the testimony. 

MR* MORRIS* At this time, i f the Commission 

please, because we feel that this evidence relating to our 

market demand on El Paso*s interstate system is critical, 

because we feel that -the Commission should consider i t in 

this case, even though the Commission has now ruled that 

it will not, we would, at this time, wish to make an offer 

of proof with respect to this matter. We would like to 

follow the usual procedures that apply in court for making 

an offer of proof, that i s , by asking the witness questions 

and eliciting answers from him just to show the matter 

that we deemed material. We have no desire, i f the 

Commission please, to antagonize the Commission or argue 

unnecessarily with its ruling, but in order to protect 

our position in this case with regard to this evidence, 

we must insist upon our rights to make an offer of proof 

to show the Commission that evidence which we would have 

shown i f the Commission had ruled that the evidence was 

material. At this time we ask leave of the Commission to 

make our offer of proof by asking cf the witness questions 

and eliciting answers from him on tha record. I t would 

net be a time consuming procedure. We would ask to do so 
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at this time ao that this evidence will appear at tho point 

in thia record where we would have otherwise offered i t . 

MR. PORTER: You may proceed, Hr. Morris. 

BY MR. M03&XS: 

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

you are asked just aa though you ware teatlaying in anawer 

to questions that would be material, however, they are 

being asked of you by way or" an offer of proof in the case. 

Please refer to what has been marked aa Exhibit 

No. 11 and explain that exhibit. 

A Yea, si r . Exhibit 11 contains the five priorities 

that were set forth by the Federal Power Commission in 

El Paeo'a curtailment case. Thia lists the priorities 

in order of importance. Priority 1, of course, residential, 

small commercial, and i t goea on down to Priority 'J which 

is the large bar, Fuel Uses, and at the time we curtail» 

we curtail in Inverse order. Priority 5 is curtailed 

first, 4, and on up through 2 and 1. 

Q Mr. Derrick, ploaae refer to Exhibit 12 and 

explain that exhibit. 

(Whereupon, El Paso'a Exhibit No. 12 was 

marked for Identification.) 
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A Exhibit 12 i s a 3-paged graphical presentation 

of El Paso#s supply and requirements. The requirements 

coincide with priorities here and coincide with those 

outlined in Exhibit 11. I f we could look at Kay of 1974 

which would be on Page 1, I could explain the way i t i s 

set up. The lower shaded area i s Priority 1, and say 

for the Month of May, for one day we would have a demand 

under priority 1 of about a billion 8 and you can see i t 

declines on down in the low day for Priority I during the 

month of May, 1974 to be approximately 900 million cubic 

feet. Then cn top of that i s the Friority 2, and again, 

i t i s arranged in descending order from the top, the 

highest daily requirement, down to the lowest. Then the 

small white area is Priority 4, and then the large gray 

area above that again i s Priority 5» 

For example, in the aonth of May, our supply i s 

approximately 3500 million cubic feet or 31 pillion cubic 

feet per day. Well, that shows that during a good part 

of the aicnth, in fact, a l l of the month we will bs cur­

tailing part of our Priority 5. Curing that nonth we did 

not curtail anything lower than Priority 5. I might add 

too, there about at the 3'00 level and extending; across 

from Hay through October there io a shaoed area labeled 
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"Advance Deliveries to P. C. and E," equal to 2S.4 billion 

feet roughly. So, what we are doin£ there is delivering 

fas in the forra of advanced sale to Pacific Cas and Electric 

and we are going to have to call to get that gas back 

starting; in December or whenever we need i t in order to 

supply the Priority 1 and Priority 2 requirements for our 

east of California customers. The people in California 

through their own storage programs aad other sources will 

take care of their own Priorities 2, 3» 4 aad J during the 

coming year. Sow, I might add, too, at the tiase we were 

making these deliveries, or these advance deliveries to 

P. G. And E,, we are taking away froa east of California, 

In other wards, it is Priority 5 gas that is not delivered 

to California, So, tho California companies take their 

Priority f> gas and inject it to supply their o*ai needs. 

Now, if you will look over to December of 1974, 

you will see that El Paso is not able to supply its 

Priority 2 requirements. That is the first time that we 

have gotten down to the point that we are not £';ing to be 

able to supply Priority 2, That shows us to be about 6| 

billion cubic feet for the 1974-1975 heating season, but 

we are going to get a sufficient quantity of gas back 

during the • 74-7'- heating season when the gaa that we sold 

THE NYE REPORTING S E R V I C E 
S T A T E - W I D E DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 87501 

T E L . IS05) 862-0386 



CASE 5254 
DEitRICSC-DIUECT Page 70 

to ?. 0. and E to serve the east of California Priority 2. 

So, then, I would refer you over to the *75-76 heating 

season — 

Q (Interrupting) Mr. Derrick, before we go over 

to the next exhibit, would you point out the line that 

exists, the horizontal line that exists at the 4011 million 

cubic feet per day across the top of i t? 

A That is our sales capacity. In other words, i f 

we had gas available froa San Juan or aay other source, 

the demand ts there and we have the capacity to deliver 

up to 4011 million cubic feet per day. 

Q So, to whatever the available supply doe® aot 

come up to that sales capacity curtailment existed? 

A Tea. You can see that the Priority 5 extends 

above during portions of the nonth every month through 

November* When we get Into December, you can see the 

Priorities 3 fs and 4*s that the total i s above the 4011. 

Then i f you turn on over ta so:ae cf the later .graphs, 

you can see that we are again at 4* a and extending 

above the capacity of tho systera. 

Q All right. Now, not only are they extending in 

some cases above the capacity of the system, but as you 

are pointing out, they arc extending above the supply lino, 
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the supply line, again, going back to the »74-7> exhibit 

starts off att 3500 million a day and then drops consistently 

aad moves across the — 

A (Interrupting) lea. These are average oaily-

©onthly volumes and they are down a little above 3 million 

a day at the end of April of 1975. 

Q So, does this exhibit show that the available 

supply, absent this i n f i l l drilling program, would drop 

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

down to approximately 3000 by the end of April? 

A Ies. lou mentioned i n f i l l — in f i l l or other 

supplies? 

Q tea. 

A lea. 

Q Then that supply line continues to drop on the 

succeeding page? 

A That is correct, yes, s i r . 

Q Excuse ne. Co ahead. 

A All right. Referring to the •75-76 heating season 

which is Page 2 of Exhibit 12, you can see there that we 

have a deficiency that is written there on the left side 

of the page, Potential Volume for East of California 

Load Equations, of 62,000 million cubic feet or 62 billion. 
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Now, t f we had the place to store i t , that gas could go to 

storage. Then we look up above the supply line on the 

right side and we say, "Need for East of California Load 

Equation equals 23,6 or ,7 bi l l ion cubic feet**' That's 

the amount of gas that we need fcr Priority l ' s and 

Priority Z*a for our east of California load during the 

•74-75 season, fou can see i a December in 1975, for the 

f i r s t time, our Priority 1 i s in danger because i t extends 

above our supply line and therefore, we are going to have 

to have storage or some other source of gas in order to 

aeet that demand, and we consider the Priority l*s and 2*s 

to be the aoet Important, 

I might add the total P - l and P-2 deficiency 

for 1975-76 i a 64,4 bi l l ion cubic feet, however, that 

includes the P- l and P-2 in California. Just, again to 

repeat, for east of California, cur deficiency thara i s 

23.7 bi l l ion cubic feet. 

Then we turn over to Page 3 of this exhibit and 

the situation becomes progressively worse. During that 

period, our Priorit ies 1 and 2 for east of California i s 

*0.7 bil l ion cubic feet. That does not include the 

California. You can see the requirements are substantially 

above our supply l ine. Of course, that i s due to two 
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thingsi One i s our high priority loads have increased some, 

and also our supply has decreased. So, the combination 

of the two has provided very c r i t i c a l factors here. 

I believe that i s a l l I have to discuss on th is . 

Q Mr. Derrick, to continue our offer of proof here, 

i f this request were granted, that i s , our Application 

before the Commission were granted, and new wells were 

dri l led, then, may we conclude from this Exhibit that 

El Paso would have a definite demand, there i s a definite 

market demand on E l Paso's systera for the additional gas 

volumes that would be produced under this program? 

A Tee, that i s right. In taking the difference 

between our detaand and our supply, i t i s readily apparent 

that we need a considerable amount of gas. 

Q I f the additional voluste of gas were generated 

pursuant to this i n f i l l dr i l l ing program, would El Paso 

s t i l l be in a situation of some curtailaent existing on 

the systesc? 

A Yes. We wi l l be in a curtailment situation 

indefinitely. I can*t see anything on the horizon that wi l l 

offset our declining supply and meet the total requirements 

of the Company. 

KR. MORRIS: I f the Commission please, that would 
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complete the tender of proof that we would like to make. 

I would like to go back to what we would think to be an 

offer of evidence that ha3 not been ruled immaterial by 

the Commission. 

MR. PORTER» You may do so, Mr. Morris. 

BY \MR. MORRIS j 

Q Mr. Derrick, in your opinion, would ths rules 

proposed by £1 Paso, the rules changes that would permit 

i n f i l l drilling, more adequately prevent waste and protect 

correlative rights than the present rules that are in 

effect? 

A Yes# Under the proposed rules, each operator 

would have the opportunity to increase his gas reserves 

and also his gas deliverability, and in my mind, this 

would prevent waste and protect correlative rights. 

Q In your opinion, Mr. Derrick, what are ths 

principal advantages of the i n f i l l drilling pros raia? 

A Well, in summing up, I think the big advantage 

is the increase in gas reserves and availability that 

will become available pending the approval of this project. 

Of course, when we get down to the increased gas reserves 

and increased availability, we are looking at benefits to 

a great many people. First, we could start with the 

THE NYE REPORTING S E R V I C E 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON STREET 
SANTA F E , NEW MEXICO S7501 

T E L . (SOS) M 2 - 0 3 8 6 



CAGE 5264 

DERRICX-DIRECT Page 7.4*A 

consumer. The consumer would have a larger amount of gas 

during this period of c r i t i c a l gas supply, another recent 

shortage* Secondly, the consumer could get the gas cheaper 

because of the fact that the f a c i l i t i e s are more fully 

loaded means that the unit volume costs them less than i t 

would absent that volume of gas. And the producers, of 

course, w i l l share in this because they wi l l be increasing 

their gas reserves and avai labi l i ty , and according to 

the calculations that I have made, this i s an economically 

viable project. So, from an economic standpoint, the 

producers would benefit. Certainly, El Paso, as a pipeline 

would benefit, not only as a producer — well, I don't 

think we would benefit as a producer much because we are 

on a cost of service 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 load our 

fac i l i t i e s and better serve the needs of our customers. 

The royalty owners uould be a substantial beneficiary. 

That includes the Federal Government and the State of 

Hew Mexico. The State of Sew Mexico would benefit through 

increased taxes that would be applied to these increased 

reserves fron which they are produced. So, I think in 

summing up, there i s just a £reat many benefits to be 
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derived in Just about a l l segments of both the o i l and 

gas industry, the pipeline industry and consumers and 

royalty owners would benefit aa a result of this proposed 

project* 

Q Mr* Derrick, were Exhibits 1 through 10 prepared 

by you or under your direction? 

A Tes, they were. 

MR* MORRIS: At this t ine, Mr* Examiner, we 

move that E l Paso's Exhibits 1 through 10 be received in 

evidence* 

MR* PORTERs I f there are no objections, E l Paso's 

exhibits — Mr. Kellahin? 

MR* XELLABINj I would l ike to make aa objection. 

I f the Commission please, we object to the introduction 

at this time of Exhibit No. 3» being a study of reserves, 

computer run. Vf'e haven't had an opportunity to examine 

I t , but in addition to that, there has been no basic 

testimony to support this exhibit. There i s no foundation 

laid for i t . I am assuming that they wi l l have a witness 

Aho made the reserve study, and i f he can t e l l us hew this 

exhibit was prepared, but at the present time, there i s 

no sufficient foundation laid for the exhibit. 

Jiow, this same objection would probably go to 
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Exhibit So* 4 which I will have to assusae is based solely 

on No. )• So, until a foundation has been laid for No. ), 

I don't feel that No, 4 i s admissible. 

Now, we come to the Exhibits 5 through 12, a l l 

of which relates to economics or to the E l Paso's needs 

for gas reserves to f i l l their pipeline. The Co:nmission 

has ruled that they wi l l not consider this evidence, and 

we feel that none of those exhibits should be admit tied. 

MR. PORTERs Are you referring to 5 through 12 

or 5 through 11? 

MR. KELLAHINr 5 through 12. Ho. 12 i s directed 

toward their necessity for gas to meet their market demand 

and i t i s not a matter before this Commission. 

t4R» MORRIS: At this time, i f the Commission 

please, I have only offered 1 through 10. I wi l l get to 

I I and 12 in just a moment. 

MR. KELLAHIN J VJe wi l l object, then, to froa 

1 through 10* 

KR. PORTER: Are you objecting to 1 through 10 

or to 3 through 10? 

KR. KELLAHIN: We are objecting to 3 through 10. 

(thereupon, a discussion was held off the 

record.) 
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XR. PORTER: Mr. Kellahin, your objection, as I 

understand, on Exhibits 3 and 4 were lack of a foundation 

being laid by the witness. Now, what are your objections 

on 5 through 10? 

RR* KELLAKIMx Exhibits 5 through 9 are com­

parisons of production and income, which in no way by 

this witness has been related to the prevention of waste 

or the protection of correlative rights, which I think, 

again, comes within the purview of the Commission's ruling 

esrlier in the Hearing. The Exhibit No. 10 is the same 

thing as to the pool as" a whole or an analysis of pool 

production related, again, to income under their proposed 

rule, which, again, i s no way related to the prevention 

of waste or the protection of correlative rights. 

KR. MORRIS: Mr. Commissioner, perhaps I could 

help resolve this matter by asking a couple of clarifying 

questions of the witness which I think he may hava already 

testified to, but i f he hasn't, I want tc make sure they 

are on the record. 

3T MR. MORRISI 

Q Mr. Derrick, with regard to Exhibit No. 3, I 

believe at the time we talked about Exhibit 3, I asked you 

if Exhibit 3 represented a study that had been maa& with 
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regard tc the presently developed gas reserves in the Blanco 

Kesaverde Pool, is that correct? 

A Tee, 

Q Who prepared this study? 

A This study — and by the way, I will point out — 

thia ia a study of Individual wells based on pressure per­

formance. It is pressure versus cumulative production for 

a l l of the wells which are presently developed. This was 

prepared in our Reservoir Engineering Department. It is a 

study we have had continuing for many aany years. I t is 

a study that we used In the Federal Power Commission 

proceedings. So, i t i s not something that we just siaed 

up for this Hearing, It is something that we maintain on 

a continual basis. 

Q I believe you previously testified that the 

Reservoir Engineering Department i s a function of the 

Company that is under your direct supervision? 

A That's correct, yes. 

KR, MCRRISi we subait, Kr. Cereals si oner, that 

Exhibit 3, Exhibit V, a l l of the exhibits that we have 

presented here are admissible and certainly should be con­

sidered by this Commission. Of course, Mr. Kellahin and 

a l l other parties to the case may ask whatever questions 
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they wish of this witness on cross examination to test 

hi3 knowledge of the manner in which these exhibits *ere 

prepared and the information that they were prepared froa. 

That ie a proper matter for cross examination. It does 

not relate to admissibility. 

We would, again, move the introduction of 

Exhibits 1 through 10. 

(Whereupon, a discussion was held off the 

record.) 

MB* PORTER: The Costmissicn will overrule the 

objection to the admission of Exhibits and the Exhibits 

wil l be admitted to the record. 

(thereupon, SI Paso*a Exhibits Nos. 1 through 

IG were offered and admitted into evidene©*) 

MR. KORRISi At this tiae, i f the Cot&siseion 

please, we would also move the introduction into evidence 

of Exhibits 11 and 12 and would tender to the Comalsalon 

the explanatory testimony of Mr. Derrick that was generated 

with regard to those exhibits by way of the offer of tender 

of proof. I offer thie as a aatter of form, of course, 

recognising that the Coaoission has already rule4 ca this 

matter, but we again forcsally tender this rsatter for 

consideration by the Corsraissicn as evidence in this case. 
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MR. PCRTERt Mr. Morns, Exhibits 1 through 

10 will bs admitted. Exhibits 11 and 12 will not ba 

admitted. 

MR* MORRIS« I f the Cosssisalon please, at this 

time, that*a a i l we have on direct exasaination of this 

witness. We are prepared to offer Mr. Derrick at this 

tiace for cross examination, or i f the Commission should 

see the rserit to the suggestion that we proceed to give 

the direct examination of Mr. van Everdingen, we would be 

happy to do that at this tia&e and then make both of these 

witnesses available, again, in the order of Mr. Derrick 

and Mr. van Everdingen, for cross examination. 

MR* PORTERj In other words, you would offer 

your entire case and then open the two witnesses for 

cross exatsinatioa? 

liilm KCRRXSs *'e will be glad to do that i f the 

Coinaission sea$ any merit to proceeding in that warmer, 

ive are certainly not insisting upon i t . 

KR. FORVSRi Would anyone object to that 

proceeding? 

MR. HINKLai Tea. I think we ought to go ahead 

and cross examine each witness while i t i s fresh in our 

ainds and so forth. 
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KR. MORRIS: That ia certainly fine with us. 

MR. BIRD: Mr. Chalraan, I hate to disagree with 

ny co-counsel. I was fearful that at one point in this 

proceeding that Aatcc may go one way and Mesa the other, 

but certainly, the reason that I prefer the other method 

is that at the conclusion of the direct testimony of the 

two witnesses, I was going to renew a notion for some 

additional time, hopeful that the Commission would be 

vitally aware of the position of Mesa and 1 think sorae of 

the other producers are in , not knowing exactly what our 

position i s going to be. For the l i f e of ae, I can't 

understand why El Paao would object to a few weeks 

continuance, either in cross examination or evi>ienc3 of 

the Intervenors here when i t night result in their getting 

sone support rather than opposition. I ass faced with the 

position here where I night ask Mr. Derrick a question 

that i f he answers, i t might cause the Commissi on to want 

to deny his application* and four weeks from now I Ksight 

find out I want it granted. £0, out of deapairness, I feel 

that th© Interveners here, particularly Mesa, oupht to have 

a continuance before we cropo and before ve present our 

case until wa find out what the V . P . C . i s going to do on 

the question of 599. Now, i f we follow the procedure that 
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Mr. Morris has suggested, we would have the direct testimony, 

and there might be some clarifying questions that the 

parties might want to ask of the two witnesses in preparatior 

or better understanding of the cross examination at a later 

date, but 1 think i t would be an orderly procedure and i t 

would permit us to find out which way we are fioing to go. 

HR. KINKLS: In view of this statement, I w i l l 

withdraw our objection. 

KR. MORRIS: I f the Co.*OTission please, I had no 

intention by suggesting that we present our direct examina­

tion of the second witness to afford opposing counsel an 

opportunity to re-argue their Motion for Continuance. 

I consider that the Commission has ruled on the Motion for 

Continuance, and I ara making the suggestion here that i t 

i s just a practical way of getting on with the ca«.e in the 

most efficient manner, assuming that the Cocraission i s 

going to adhere tc i t s ruling that i t has already aade oa 

the Motion for Continuance. I f there i s any sures t ion, 

as I>Sr. 3yrd has suggested, that he wants tc re-argue a 

natter already raoved on by this Cosaiasion, I woula have to 

withdraw my offer to proceed in tho manner that I surest ed. 

I f we £0 on with our case, we certainly do so with the 

assumption that the whole case i s £oing — 
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HR. BIRDi (Interrupting) I didn't mean to Imply, 

Mr. Morris, that this ie such a request. I aa going to 

make that request whenever the direct evidence ia in 

and whenever I have to cross examine. It would be a lot 

more convenient to do i t at the conclusion of your entire 

direct case rather than doing i t at the end of Mr, Derrick's 

testimony. 

MR. PORTER: It is my understanding that you 

are going to make that request, Sr. Byrd, that Mr. Morris 

would like to proceed with each witness individually, 

is that correct? 

I4R. MORRIS J Tes, s i r . 

MR. 3YRD: Then I would have to make my Motion 

for Continuance at this time for the reasons previously 

stated. 

In view of what has occurred here already and 

how important the economics is in drilling this second 

well on this pool, that about 7 of Mr. Derrick's exhibits 

related to the economics, and in his exhibits he has used 

the price of kit* Ke is assuming this i s going to the 

price in Exhibits 7, 6 and 9» and that i s what we don't 

know, and until we know, I can't cross examine hira. I 

just don't know what the position of ay client i s toing to b<?. 
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I think i t is out of fairness and I think i t i£» due process 

to require that we have an opportunity, f i r s t , to ascertain 

the most important factor in this case, and that is ths 

price of new gas, what i t i s going to be. 

MIU CAMPBELL: Southern Union Production Company 

would like to join ia what I gather i s now a Ration to 

postpone cros3 examination or rebuttal testimony ia 

evidence until the parties have had an opportunity to 

examine the evidence, the exhibits which have been presente< 

here, a l l of which are predicated upon reserve esfcissates 

that I assuae another witness is going to present. 

Despite the brilliance of the local attorneys, 

aad their long experience ln coaplicated cases before this 

Cotsffiission, 1 doubt there has been any raore import ant to 

producers in the San Juan Basin or perhaps the State than 

this particular case, and the computerised tabulation of 

presently estimated reserves, though I suppose is available 

from the Federal Power Coauslssion, has not been available 

to us to discuss with our witnesses. The computations 

that have been made in a nuxber of exhibits require 

intensive and extensive cross examination aa to the facta 

i f the record i s to be complete. We certainly appreciate 

the sug^eotioa of ftr. Karris that both witnesses testify 
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the case-in-chief aad £ive us at least maybe overnight or 

a lunch hour to review this evidence, but I ars not sure 

that that vri 11 be adequate. I realize this has not been 

a practice of thia Commission. I t is not unusual In 

administrative law. The Federal Power Commission, where 

El Paso does a good deal of business, the parties submit 

their exhibits to other parties in advance of the hearing 

in order that cross examination raay be adequately pr^nrad^ 

I ara not sure this would not be a good procedure for 

this Commission, but i t is not done at this tisie, and the 

only way, I believe, in which we can adequately respond, 

and I presume where some of the Cojsmisoion's own staff 

can respond, i s to exaaaine this evidence. I am sure the 

evidence of the other witness is going to be auch ?sore 

complicated and extensive as this because this is a l l 

predicated upon reserves, present and future. 

So, we Join in the Motion. 

KR* KIHHLEs Aztec would like to join in the 

Motion. 

MR. MORRISf I f the Commission please, 1 simply 

would state that we are, of course, opposed to the Motion 

for Continuance or the Motion to defer cross examination 

which is just a way of stating the Motion for Continuance. 
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At the tine we proceeded in this case with our direct 

testimony this aorning, w« did so in view of the Commission* 

ruling: oa the Motion for Continuance with tho expectation 

that the case would proceed on the cross examination end on 

the presentation of evidence by a l l parties preseat to 

whatever extent they wish to present evidence to this 

Commission. Iv'e feel that i t would be prejudicial to 

SI Paso to now change the rules, the Coraraiasicn having 

already having ruled on the Motion for Continuance, so 

we would respectfully request the Coisaisalon siaply adhere 

to the previous ruling in this case. 

(hereupon, a discussion was held off the 

record.) 

Mm PORTER} The Commission will overrule the 

Motion and the witness is available for cross examination. 

. K3« KEfSLETi Kr. Chairman, on behalf of Aatec, 

we would like to proceed with cross examination of the 

witness at this time. 

MR* PORTER* All right, sir, you may do so. 

CRO'-*? EXAMINATION 

3T MR. HEXSLETi 

Q Mr. Derrick, I vould f irst like to refer your 

attention to what you have identified as El Paso's Exhibit 
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Uo. 4. Now, as I understood your direct testimony, this 

exhibit, in effect, suaaarizes the reserves study which is 

contained in Exhibit 3 in two separate categories, one of 

which is delineated Habove average,** and the second of 

which is delineated "below average,** is that correct? 

A Yes. 

Q Did your study which preceded the preparation 

of this exhibit contain an evaluation of the adverse 

production figures of each of these wells in the tv«o 

separate categories? 

A Ko, I den*t believe they were broken dam in 

this saanner before, tte have always just looked at the 

total, aad normally, we look at that, of course, which is 

dedicated to El Paso, although we do fron: time to time 

look at the field reserves. 

Q But you did not examine your daily deliverability 

from each of these two separate categories, is that correct? 

A I EUgbt not have followed. I thought you asked 

if I had ia previous times broken it down in this canner. 

Q So, ay question was intended to elicit a response 

concerning whether or not the average production figures 

frocs the various wells which are comprised ia these two 

separate categories, were considered in connection with the 
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preparation of the exhibit? 

A We have broken do'wn we have taken the average 

deliverability for each group of wells, and I have the 

work paper right here that that was the method that we 

proceeded on# 

the 2055 producing wells in the Blanco Mesaverde Pool 

at this tine, 1352, or considerably more than half are 

in the category of below average wells so far as reserve 

is concerned? 

A So far as reserves, yes. 

Q Ie i t true, Kr, Derrick, that likewise, over 

half of the wells in the pool have daily deliverability 

rates less than what you would consider to be the average 

rate considering a l l wells in the pool? 

A I haven't raade a study of that* I f you divide 

them up as to deliverability, i t might break each cne 

according to reserves. 

Q Let rae ask you thist Is it not a fair statement 

that over half of tre wells in the pool have a daily 

tittliverability rate of less than 200,000 cubic feet a day? 

A I ara sure that is correct. 

Q Now, of this group which has b«en catsgoriaod as 

Q e l l , as I understand Exhibit then ut of 
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the above average group, pursuant to the reserve comparison, 

including 693 wells according to Exhibit 4, how many of 

those wells are connected to the El Paso pipeline oy3te»7 

A I don't know. 

Q How jsany of those wells are owned or operated 

by El Paso? 

A I don't know. 

Ci lour records do not indicate? 

A I could check, but that wouldn't influence ay 

exhibit. 

Q So, I didn't indicate that i t would. I simply 

was inquiring as to whether or not the above average wells, 

most of the above average wells are connected to your 

system? 

A tfa have soae good wells, yes, s i r , but I haven't 

gone through and broken them do an as to the connection. 

Q Do you have any indications frcra your *©rk 

papers of how siany of the 693 wells indicated to be above 

average from a reserve standpoint are connected to Southern 

Union's system? 

A No, I do not. 

Q Bo you know whether any are? 

A I would anticipate that many of them era because 
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Southern Union has a lot of wells connected, but I couldn't 

t e l l you the nuisber. I t vould be relatively sismle, 

and I am not suggesting that I do i t , because I don't plan 

to, but by going through Exhibit 3 and take each v<ell, 

anyone that i s interested could see what pipeline i t i s 

connected to* 

Q Now, there are certain areas of this pool, are 

there not, Mr* Derrick, where the wells have considerable 

higher deliverability rates than the other portions? 

A Yes, sir* 

Q The center portion of the f i e ld , generally 

speaking, contains more prol i f i c wells from the standpoint 

of deliverability? 

A I think the west central* 

Q Assuming that they are ssostly located in the 

west central portion of the pool, does El Fasc ovn or 

operate a substantial portion of the wells in th&t part of 

the f i e ld , or do you know? 

A Our pipeline extends pretty well a l l ever the 

3asin except for the eastern portion, the northeastern 

portion which the Northwest Pipeline takes* How, I don't 

know* I think we would have to get a map and look, rather 

than sse trying to define which township and which section 
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our lines serve. 

Q I think you misinterpreted my question, I will 

clarify i t . I am talking about the wells that El Faao 

owns or operates, not your pipeline system? 

A tea, normally we are connected to the wells that 

we own or operate, so obviously, our pipeline system would 

be in the sasse area. 

Q Do you have considerable operating interest, 

to your knowledge, in this area where the wells have higher 

deliverability rates? 

A Let*s see. We operate, I think, maybe HOG wells 

out of the total 2055. We have some good acreage. I t is 

a Matter of public record of the wells that El Paao has 

an interest in , where our pipelines are, which well a art 

connected to our system. I am not trying to hide anything, 

but I just don*t have a l l of that information at hand. 

Q Can you safely state that your ownership in this 

central portion cf the field contains some of the batter 

wells in the field? 

A Yes, wê ve got some good wells. 

Q Is i t also true, to the best of your knowledge, 

Mr. Derrick, that on the outlying fringes of tha pool, 

that the deliverability rates and reserves, I assume 
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ccrrcspondently, are considerably less-? 

A Yes. 

Q That brings me to Exhibit ?lo. 5, actually 5. 6# 

7, fi and 9, that 1 will be asking you questions about. 

First of a l l , with respect to Exhibit No. 5, which deals 

with the average dr i l l site under the present field rules, 

ay f irst question i s : How did you arrive at a so-called 

average dr i l l site? 

A Well, i t is the d r i l l site that presently i s 

drilled, the 2055» This i s the average well on that 

dr i l l site. In other words, this i s an average well in 

the Blanco Mesaverde Field operating under the present 

field rules. 

Q Now, this indicates to me, although I aa aot a 

natbeautician, that based oa 111.9 million in the f irst 

year, that averages out at a daily rate of over >00,CCO 

cubic feet, i s that right? 

A Whatever the mathematics shows. 

Q Well, assuming those mathematics ere correct, 

I would like — 

A (Interrupting) Divide }o5 into the 111. 

Q I believs you indicated in your testimony just 

a few talnutes ago that over half the wells in the field 
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had a daily deliverability rate less than 2CC,CC0, is that 

not correct? 

A Tou asked roe to accept that suggestion as correct. 

I didn't argue with you. I don't know. 

Q Well, assuming that that i s correct, then ?r.ore 

than half the wells in the field cannot qualify for the 

economics which are reflected in Exhibit 5, i s that correct? 

A Well, anytime you take an average, you have soa»e 

below and some above, yes. 

Q I s this a weighted average or remaining average 

cr how was that calculated? 

A No, I had better check ay work papers. Aa average 

deliverability based on the back pressure tests — well, 

based on the 7-day annual test that we conduct here in 

New Mexico. 

Exhibit No* 7» i f I understand thia exhibit, thl?. relates 

to an economic projection for what, again, is classified 

as an average in-field well, is that correct? 

A Tea. 

v.-ells to be drilled on your i n f i l l program based on the 

fact that there are slightly over 2C0C at this time. Does 

Now, directing your attention,'if I say, to 

Let's asaune that there are hypothetical!/ 20C0 
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your study indicate how iaony of the projected nuaber of 

2000 new i n f i l l wells would f a l l into categories of 

deliverability so that thia economic projection would be 

applicable to that study on that particular well? 

A Now, this again, is an average location. This 

would be the average for the total Blanco Mesaverde Oas 

Pool. There would be saany below and setae above. 

Q What type of an economic situation would an 

operator be looking at i f he were lying on the fringe area 

of this pool and now producing a well delivering 100,000 

cubic feet a day? What kind of economic schedule have you 

projected for him? 

A Well, X haven't projected one for his. Again, 

I aa looking at the average, but we know — and X think 

Mr. van Everdingen will testify to thia — in nsany instances, 

the wells that are there now are not draining the ful l 

320 acres. In fact, soae of them are not draining; 16C. 

So, we would be looking on these fringe areas of probably 

coding in at almost init ial conditions. So, ths w&Hs 

were drilled there ini t ia l ly at certainly less iaco.ua 

per unit voiuiae produced than we are presently looking at, 

so I don't think we would be looking at the saiae economics 

that you would be looking at for a well that i s currently 
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there. I am sure you would look at that and decide 

whether you wanted to d r i l l . I am not suggesting for one 

sinute that a l l 205 5 dr i l l sites wil l ba drilled. 

Q Are you, though, suggesting that the major 

portion of the additional reserves of 6.3 tri l l ion cubic 

feet which 1 believe you testified to would be in outlying 

fringe areas where the present spacing units would not 

efficiently and economically drain 320 acres? 

A Again, Mr. van Everdingen will testify to that 

because he has aade a study of that, but I would preausse 

from visiting with hi» that that i s where some of these 

reserves are, of course. 

Q Would i t also be true, Mr. Derrick, that the 

corollary of that proposition would likewise be true* that 

in the jr.eat of the field where the higher pay sections 

exist and where permeability and porosity are better, that 

you would find l i t t le i f no additional reserves by 

additional i n f i l l wells? 

A No, there will be additional reserves. I would 

stain defer that question to Mau 

Q I notice also that Exhibit So. 7 as previously 

indicated is based cn the in i t ia l price of LL*9i, that 

correct? 
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A Yea, s i r . 

Q And that was derived, I assume, froa Crdor No. 699*: 

A Right. 

Q Pending 699. 

A I don*t think it is pending, necessarily. 599 

is issued. 

Q Yes, s i r . I didn't isean to indicate that it was 

not issued. 

Assuming that in response to the Ccsmistien'fi 

request for clarification of that Order that the new 

price would not be available for i n f i l l drilling, what 

type of economic study would be indicated, or economic 

return would be indicated? 

A Whatever — let ste clarify this — ere you sugges­

ting that they would knock out the 45* or the 44£ in 699? 

Q . v(ell, I aa not suggesting i t . I aas asking what 

effect that would have on the projection cf economics as 

contained in Exhibi?; No. 7? 

A ViOll, It dftp$n&'3 on the price that is set* 

Cf course, we probably have something else coding up. Th« 

F.P.C. has promised to conse out with a new price for old 

gas. we aay be looking at a higher price over and above 

the 14tf that wa era now looking at. So, i t i s just 
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whatever assumption you make aa to what economics you 

crank in* 

Q Again, directing your attention to this exhibit, 

Mr. Derrick, this projection indicates an annual production 

the first year froa this average I n f i l l well of 245.1 

million cubic feet, ia that correct? 

A Tes. 

Q Again, I don't have a calculator here, but you 

are talking about a delivery rate of over 5CQ,G0Q cubic 

feet, are you hot, per day? 

A tes, I think i t i s closer to 7C0. 

Q Okay, 679, ay co-couaael Mr. 3yrd says. 

Bow aiany of these i n f i l l locations do you estimate 

could be drilled with aa in i t ia l deliverability potential 

of 679,000 cubic feet a day? 

A I think the average one can. 

Q The average one? 

A So* a l l above average would be more and a l l below 

average would be less, keeping in mind that we are tapping 

sone areas v«here the pressure I s higher than I t i s uader 

the current walls because of lack of drainage. 

Q 3ut that, I believe you have already indicated, 

would exist rsostly in the fringe areas of the pool? 
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A Not necessarily. I t w i l l exist there, but i t 

wi l l also exist over in the heart of the f ie ld , AS know 

that from our strat teste froa new well© that are dri l led. 

V,hen we looked at the current wells that are there and 

the pressures that are recorded, we are not saying* or 

certainly, I don't think anyone should say that that i s 

the pressure that exists aid-way between this location 

and the next location, because that area would be the one 

that would be dril led under our proposed i n f i l l program 

and the pressure would be considerably higher. 

Q These economics, though, as indicated by Exhibit 

fio. 7, necessarily are predicated on a deliverability 

volusce equal to the projections contained in the f i r s t 

coliusn? 

A That i s exactly right. 

Q So, i f you dril led a location and i f i t i s a 

location where those deliverability rates cannot, be 

obtained or sustained, then these projections are inaccurate 

as to that operation? 

A I don't say they are inaccurate. I would say 

that the location you are speaking of i s a below average 

location. Cn the other hanu, i f you eo over and d r i l l one 

that xakea a million 2, that i s an above average. This ia 
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what we frarae as an average. 

Q Bow, I assume that this exhibit, as i s true with 

Exhibits 5 and 6, a l l assume constant well cost, operating 

expenses, do they not? 

A Tes. SlSSO per well per year. That i s S140 

a month per well . 

Q what has been El Paso's experience in the 

stabi l i ty in operating expenses, say, in the last f ive-

year period? 

A Well, this i s what we are looking at aew, and I 

suspect l ike the price of £«s and the price of dri l l ing 

and everything, I aa sure i t has gone up. 

Q Are these exhibits designed to indicate in any 

way how you would propose to allocate production between 

the present existing well and the proposed i n f i l l well? 

A . Ho, I don't propose to allocate gas betv̂ een the 

proposed well and the present well. I think each producer 

would have to take a look at i t and see exactly what his 

allowable i s , hew much spare producing capacity ho has, 

i f any. I don't think he I s goinr, to have very much. 

I think people are a l i t t l e overly opti!3istic when they 

ccme around to that. And then, he i s going to have to 

look at the deliverability to save the depletion of the 
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new well as opposed eo 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 assigned to 

the new well at a higher rate, If that is true? 

A I can't see this deliverability assigned to a 

new well. I mean, i t has its deliverability. It has its 

physical rate of flow, or i t ia capable of producing at 

a certain rate. Let's just take, for example, lee'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 Co how 

he would allocate or distribute the 700. We don't propose 

chat either well has an allowable. It is in the d r i l l site 

the 320racre proration unit that would carry the allowable. 

For a l l purposes> marginal, noa-marginal, overproduction, 

underproduction, a l l of that vould be looked at on Che 

320 acre basis. 

Q All right, sir, if I eujy, I would like to direct 

your attention tor the moment to Exhibit 10. 

Well, pardon me, if I may. Let's go back to 

Exhibit Ho. 7 again, if we can. As I read thia exhibit as 
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i t i s designed to indicate income from an average i n f i l l 

well , your incoae after royalty and production tax for 

the f i r s t two years — well, l e t ' s just take the net 

income figure, Column F — i s $225,000, i s that correct? 

A Are we on Exhibit 7? 

Q Yes, s i r . 

A $225,000? 

Q Ies , income the f i r s t two years? 

A Oh, adding theca. Excuse tae. Tes. 

Q Let's suppose we have a situation, Mr. derrick, 

and l e t ' s hypothesise that this order wi l l be approved 

by this CoffiKissica and E l Paso i s in a position with their 

tubular goods and rigs to juap ia and d r i l l a location 

offset by another operator. And further assume that the 

offset operator did not have access to either rigs or 

tubular goods and could not d r i l l for a period of two years. 

What would be the affect from the standpoint of correlative 

rights cn the offset operator who could not aeet the offset 

obligations because of a tubular goods or rt£ shortage 

i f E l Paso attained .an average well aad extracted a net 

income from that well the f i r s t two years of $225*000? 

A Well. I would l ike to preface that before I get 

Lnto i t that El Paso ie having probleica on tubular goods 
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also. I think that i s pretty prevalent throughout the 

industry. 

another location and El Paso dril led and for some reason 

the offset did not, as I see i t . The situation here i s 

no different. I t i s juat something that each producer 

ia £oing to have to decide. Ke i s goinf to have to decide 

how stuch priority he i s going to assign to this location. 

I f he i s going to d r i l l a well in Oklahorsa, i f he i s 

£Oing to d r i l l a well in California, i f he has a shortage 

of tubular goods or shortage of ssoney, that i s a problem 

involved. So, i t i s just a matter of whether or not the 

operator chooses to d r i l l . I f there i s scce reason he 

can't d r i l l , he tsay be at a disadvantage. 

Q Well, i f you assume that the operator desires 

to offset what you got ss a good well, and he sifjrsly could 

net because of the lack of those materials, then he 

would, in fact, be drained, would he hot? 

A Wall, again, Hr. van Everdingen wi l l get into 

that, but there i s not as much coaaiunication between these 

v/ells and locations that soiae people believe. 'Xet again, 

Set back to our strat test which about a half raile away, 

the pressure i s 3CC or i+00 pounds above what the pressure 

I t would be just the same as i f you went into 

THE NYE REPORTING SERVICE 
S T A T E - W I D E DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
5ANTA F E , NEW MEXICO 87501 

T E L . 1505) 882-0386 



CASS 5254 
DERRICK-CROSS P a g e 103 

is in the producing well. I don't think you are going tc 

be overly damaged i f you go two years without drilling a 

well* 

Q Well, I am having difficulty based on your direct 

testimony, because i f ay recollection is correct, you 

indicated soee 200 i n f i l l wells per year? 

A That was the purpose of setting Exhibit 10. That, 

I thought, was a reasonable number of wells to d r i l l , 

2C0 a year, in the Blanco Mesaverde Cas Pool under the 

i n f i l l program. Someone else could sake a different 

estimate and coxae up with something else. 

Q Well, even assuming that you could get rigs and 

tubular goods sufficient to dr i l l that number of wells, 

you would be looking at, what, 10 years to offset a l l of 

the existing: locations in the pool? 

A It has taken longer than that to dr i l l the 

Blanco Mesaverde Pool* 

Q And isn't i t a fact, Mr. Derrick, that i f an 

operator i s delayed by several years in offsetting a 

producing; well in this pool, that he definitely would be 

drained and suffer economic Iocs? 

A tte would have to study the individual location 

and see what the pressure characteristics are. I just 
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don't think tha damage would ba nearly great as you ffiay 

bo indicating* And, again, with the economic© bein^; as 

£cod as they are, unless he was just in a position of not 

ever being able to £et tubular goods, why wouli! he delay 

i t for so long? 

Q In this connection, you test i f ied on airact 

examination concerning E l Paso's present capacity, and i f 

my notes are correct, 1430 cubic feet per day? 

A That i s total San Juan Basin. That includes 

f ie lds other than 31anco Mesaverde, yes. 

Q And that your present deliverability into those 

f a c i l i t i e s i s 1150 million cubic feet, i s that correct, or 

a differential or excess capacity of 250 million per day? 

A Yes, that's roughly. 

Q How many i n f i l l wells, Mr* Derrick, with the 

in i t ia l .de l iverabi l i ty rates of a million cubic feet 

would i t take to absorb that excess capacity? 

A Well, i f you want to keep i t siaple, we can 

assuae a million, i t takes 2t0 wells, and that would have 

to be on acreage that i s dedicated to El Paso. Thfcn, we 

would have to offset the decline in other wells in the 

Sen Juan Basin area. We've get the situation where the 

F . C . Dakota and the Mesaverde are a l l declining, so not only 
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do we have the 2*0 a i l l ion capacity now, we also have a 

declining supply in other wells. 

Q I f you dri;lied 250 wells with an average deliver­

abi l i ty of a jnillion cubic feet, you would icrcsediataly use 

up that excess capacity? 

A I f that number of wells could be dril led isore 

or less instantaneously on E l Faso'3 dedicated acreage, 

that i a correct. 

Q Assuming no further compression at your pipeline 

f a c i l i t y , what would thattocbthe line pressure that these 

wells would have to be delivering into? 

A Again, i t would depend on the area in which they 

are dri l led how we are able to handle i t , but i t could 

raise the pipeline pressure. 

Q Would i t raise sufficiently that a number of 

now producing wells would be cut off because they couldn't 

buck the pressure? 

A Well, I don't know without looking at the specific 

area we are talking about. I don't know — we arc looking 

now at about 250 pounds, I believe, cn our hi£h pressure 

system, and again, we would have to ©xaniae to see i f there 

i s any way to reroute the gas or so:ae of i t could be turned 

into low pressure system. I t i s just a matter — v.tth the 
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number of fcella ve have connected cut there, i t i s just a 

day to day operation to stay on top of i t . I agree, i f 

you go in and turn more gas i n , you are going to raise 

the pressure. 

Q And you are going to have a pro bless, are you not, 

of permitting operators a f a c i l i t y to saarket their &as 

i f they jump in and d r i l l a number of i n f i l l wells i n the 

f i r s t three or four years? 

A Well, as I ajentioaed, we've got a situation 

where we've got a declining supply, both i n the San Juan 

and other areas, and I am speaking just for El p&eo. We 

have right now 250 mil l ion capacity. Ao I ajenticned, we 

could increase that to 1*C0 mil l ion a day without very 

ciuch trouble because we had. that situation bef ere we 

diverted some of the compression. Also, we have a l ine 

which goes from Plains, Texas to over near Gallup, Mew Hexico 

that we ca l l our Permian-San Juan Crossover that has a 

capacity — well , i t has a supply that i s declining. So, 

we can aake whatever arrangements are necessary, given 

the supply, to get the gaa into our system. 

well , i f the Consaission orders this i n f i l l d r i l l in?;; program 

that you propose and the operators sneet choir offset 

Q And you are fairly satisfied that the operators 
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obligations that you would have sufficient capacity to 

take care of that production even though you adrait that 

250 wells alone at an average deliverability of a million 

would use up the f u l l excess capacity in the l ine except 

for additional coapressica? 

A Again, when you start looking at 2!0 wells of 

?X Paso, of course, we don't have nearly a l l the acreage 

up there, so that would mean that there would be a great 

many wells drilled under other areas* Co, I don't think 

this i s something that can happen overnight* 

Q Well, your question causes an interesting Inquiry 

to me. What about the operators whose wells are connected 

to Southern Union? Vihat situation are they going to be in 

when they go in and d r i l l a new i n f i l l well and can't find 

a purchaser fcr the pas? 

A My familiarity with Southern Union i s only very 

general and they are going to hava a witness, so I m sure 

he w i l l be able to answer that. 

Q Are you sufficiently generally familiar with 

their situation to either corroborate or not the fact that 

there i s no additional capacity in their line? 

A Well, I would suspect that i s true because 

something over the last 20 years, we have been buyin?.: 
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their excess gas. 

Q Mat is an offset operator going tc do ^hose 

well has to be connected to that system i f he can't get 

it connected? Kow is his correlative rights going to be 

protected under this proposed rule? 

A Again, fron my knowledge — and I am not trying 

to preempt Southern Union's testimony — but they have tied 

in wells in the past and they have taken the all&.*ables 

and the excess gas that they had, they sold to El Paso. 

Q Are you familiar with the pipeline pressure 

differential now existing between SI Paso and Southern 

Union? 

A Ho* 

Q Eo you know whether or not the present Southern 

Union pressure is higher? 

A So, I do not. 

£ Again, assuming hypsthetically, Mr. Derrick, that 

this Cocicission grants this Order and that 2:0 wells are -

well, I will say 300 to avoid the decline pre bl eas that 

you mentioned — are. drilled by operators in the next year 

with an average production rate of 3 million cubic feet 

and your excess capacity i s gene, how are you going to 

take the additional gas frora Southern Union i f you don't 
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have aay capacity to take existing production from a new 

i n f i l l well? 

A I think you are being overly optimistic on the 

nusber of v/ells which would be drilled in the next year. 

Xou just cited nse an example of the tubular goods aspect 

that they might be faced with and they couldn't d r i l l , 

but then you coae along and say, well, «hat about 300 wells. 

Well, what about SCO wells? I f £00 wells were drilled 

this year cr next year, we couldn't handle i t , but I will 

say this; £1 Faso i s certainly willing to install whatever 

facil it ies are necessary, given the supply of gas. 

HR* HESSLSY: We pass the witness. 

MR. PORTERs Hr. Derrick, I have one question 

I believe will clarify something. I believe you indicated 

a while ago that you had current capacity of 2:0 million 

which you could increase to 1̂ 00 xill ion. How* do jou 

aaan that you had an excess capacity of 250 million? 

THS WITNESS* Looking at our total capacity, 

we have 14CC and our supply is about 1150, so that dives 

us the 250. 

KR* PORTER: We will o&ke the witness available, 

y.r* Byrd, for cross examination after a short recess, 

(thereupon, a short recess was held.) 
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MR* PCRTERt Tha Hearing wi l l cone to order, 

please. The Coeiaisalon wi l l recognize tfr. 3yrd. 

MR* 3TRB. Thank you, Mr* Chairman* 

CROSS ET^'INATION 

BY HR. BYRDt 

Q Mr, derrick, would you please refer to Exhibit 

No. 1? 

A Ye3, s i r . 

Q And the proposed change in Rule So I 

understsnd that the unit allowable would be produced from 

either or both wells? 

A Yes, sir. 

Q How, i f the new well would make the total allow­

able, could you produce i t a l l from the new well and plug 

the old well? 

A Vtell, I would think that the operator would bo 

reluctant to plug his own well because there nay br~ a time 

in the not too distant future thst he wuld nee^ that old 

well to taake his allowable. There nisht be soae extenuating, 

circumstances that initially with plugged production that 

he could make the allowable from the new well, but I just 

don*t think there is going to be too nany cases where one 

well can make the allowable. 
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Q You are goin£ to leave this up to the operator? 

A Yes, s i r . 

Cj How many wells does El Paso operate in thia pool? 

A 1100 or 1200, 

Q You operate some of the wells in which Mesa has 

an interest? 

A I believe we did Pubco, so that i s , yes. 

Q As a purchaser of gas, wouldn't i t b<; to your 

advantage to take as such of the allowable out of tha old 

well that you are only paying ZUt for? 

A Hr« Byrd, we don't sake any aoney on gas. Our 

money i s raade based on our rate base, our rate of return. 

V/hatever we pay for gas, we hopefully pass that along to 

the consumer. 

5 Do you think the Federal Power Gosssiasicn would 

approve rates in which you had an option to take hi;h 

price or low price gas end you took the high price ^as? 

A ftell, I £uese we've had situations in the past 

where we Eight have something similar to this, net in the 

came f ie ld , but we pay different prices for gas throughout 

our system. We try to look at i t on things other than 

price. For example, here, El Paso as operator, ?:e would 

want tc look at i t a^.ain, as I mentioned to this j/entlesan, 
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about tha stage of depletion and a l l . I t aay well be — 

well, I think i t wi l l be in moat of the areas, that the 

sta^e of depletion, of course, cn the new i n f i l l v<ell i s 

going to be much less depleted, thereby having a higher 

pressure than the old well. So,I would want to deplete — 

with E l Paso as operator, I would strongly reeoraasniS that 

we try to produce these in such a manner that ve would 

deplete them at about the same tisse. So, that wculc! indicat 

to tae that I should produce the new well at a higher rate 

than I would the old well. 

Q Sow, in reference to Exhibit 1 a^ain, your 

proposed Rule 21-F, I presume that you are going to aster 

the production from the wells individually? 

A Tes, s i r . 

Q Co you have any objection to letting this 

Coirjnissicn set the allowable on a unit between the ^ells? 

A We feel that the f l ex ib i l i ty i s so much greater 

when you look at i t on a 320-acre unit rather than try to 

set the allowables. This would double their job, assuoing 

a l l of ths wells were dri l led. Instead of havi^.? 20CC 

*el ls on the proration schedule, they would have 4000, but 

i f we go at i t that both wells y/ere added together, then 

we would s t i l l only have 2000 proration units. 
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C That is real convenience to you as a purchaser 

and operator of other people's interest, but don't you 

think in order to really guarantee a producer like Mesa 

where you are operating the well, that the allowables ought 

to be assigned to the two separate wells on the unit on a 

reasonable basis? 

A Ho, our proposal i s that the 320-acre dr i l l site 

would be assigned an allowable and the producer could 

produce i t as he sees f i t . 

Q And you don't want this Co-emission telling you 

what each well's allowable is going tc be on that unit? 

A Uo, s i r . 

Q Ton do object to that suggestion? 

A Tes, s i r . I w i l l stick with our proposed rules 

changes. 

Q Now, i f the Federal Power Commission would 

determine that the national area rate i s available to new 

wells on dedicated acreage only i f the Commission here 

found that i t was necessary in order to increase deliver­

a b i l i t y and increase the ultimate recovery and that s,hey 

would allow the nev; price only i f this Comnjis&icn set 

allowables for each well on the unit, would you then go 

along with i t ? 
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A Yes, I would. I would just say this: When I 

looked at this, as we reviewed 699, as Kr. Morris stated 

today, we didn't feel that there was any reason at a l l why 

the Commission wouldn't allow the price on wells spudded 

after January 1st, 1973. It just never entered ray mind 

that they meant anything other than what i t 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, so whatever the F.P.C. permits, they can collect 

up to that. 

Q Let's assume that the national area rate wouldn't 

apply. Would you s t i l l renegotiate the contracts to 

provide that the new well on your unit, the producer would 

be entitled to at least the rainimuja of 44c? 

A No. The producer has an area rate clause in the 

contract, so we say that he can collect whatever he is 

permitted by the F.P.C. How, as i:ar as my being stubborn 

on this rule, if the Commission or F.P.C. should act, or 

I I the Hew Mexico Oil Conservation Commission should see 

that i t should be the other way, why, we would accept i t . 
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This i s just fchat *e are proposing. 

Q Wouldn't this take a burden off your back in 

your rate cases i f the new well had an allowable and the 

old well had an allowable so that you wouldn't be arguing 

with the Federal Power Commission about any lew priced gas 

or high priced gas during the teat perici? 

A I will adait that i s a possibility. 

Q Sow, I would like to refer you, i f I aay, to your 

Exhibits 5 through 9. As I understand, a l l of these 

exhibits are predicated on "an average well,* i s that right? 

A Tes. 

Q And comparing Exhibits * through 9 with Exhibit k, 

do you know where your average well would fit? Would i t 

be in the below or above average group on Exhibit 4? 

A I think I had that question before and I didn't 

know. 

A I didn't £et the answer. 

A I say, I believe I had that question a few g&nutes 

aro and I didn't know the answer to i t . I don't teas* where 

it would f i t . 

Q Well, I think you did agree that there were almost 

twice as sany below average wells as there are above average 

wells on Exhibit I? 
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A Yes, s i r . 

Q And you don't know what the average deliverability 

of your below average wells are? 

A Ho, I would have to do some cheeking, and I don't 

think we have i t in that form. 

Q Let me ask you* You admitted a minute ago on 

questions previously answered on cross that you aid not 

trend your operating expenses up in this 20-year period? 

A No* s i r . 

Q Did you raake any calculations to see what would 

happen to the econoraics i f you had trended them upward? 

A No« as I stated earl ier , of course the trend of 

everything has been up because of inflation and the trend 

of gas ha© been upward, two years ago, we were locking 

at something l ike 14d in the San Juan Basin and then we 

Cot up to 24 and now we are looking at 44 at least for 

the new wells. So, everything i s trending upward. 

Q But you didn't consider i t important to trend 

your — 

A (Interrupting) No, as I say, I didn't trend 

the — other than the l i installation for the aew wells, 

I didn't sssurae that there would be any other increases 

in £as prices, nor did I assume that there would be any 
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increase in operating expenses, 

Q But you did trend your increase in ras price up? 

A Only what the F.P.C. permitted, the 1* escalation. 

I haven't assumed that they will go back and find that that 

i"ac should be 60g rather than 43£ i s the point I was trying 

to sake* 

Q Cn your old wells, you trended the incoma from 

the old wells up for the half cent per year increase which 

is permissible under the Rocky Mountain area rate? 

A Ies# 

Q Is that permissible under the existing Rocky 

Mountain area rate? 

A I believe i t i s , yes. That is my recollection. 

Q Sow, referring to Exhibit 7, I as not sure that I 

understand how you got the 44.9s*. 

A ftell, keep in mind, this exhibit commences the 

yoar one with 197** The prices escalate in 1971 to 444. 

Wow, there i s a difference in pressure base between what 

the F.P.C. uses and what the New Mexico C i l Conservation 

Commission user. V/ith the higher pressure base, you get 

more cents per MCF. 

Q Bid you adjust i t for the BTU content? 

A Yes, s ir . 
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Q Bid you adjust i t for Stats taxes? 

A Yes» We took out the State taxes. I t is really 

a washout on the State taxes. The F .P .C. allows the State 

taxes to be collected on top of the base price. 

Q I understand that the F .P .C. allows that you 

set a BTU adjustment cn top of State taxes? 

A I don't know. 

Q I hand you Opinion Ho. 699» issued by the Federal 

Power Coaanission and ask you to look at Appendix C. Isn' t 

there an example there of how you figure the price under 

the Commission's opinion? 

A Weil, i f you get a BTU adjustment on the State 

taxes, you turn right around and pay i t back in taxes, do 

you not? 

Q So, you are just going to pay a percent tax, 

aren't you, on the price? 

A Yes, but i f the price — well, we are looking 

at something over 1100 BTU's right here, maybe 114C~odd, 

but tax, <*s I understand i t , i s on the total prico. 

Q foes that exhibit explain to you how you calculate 

the price under that opinion? 

A Yes, s i r . This i s R-329-B, Appendix D, Sheet 1 

of 1, £028 computations of national effective rates. They 
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show Line 1, the base national rate aa being 42g, the 

State production tax, and in this instance, they have used 

3.1$1*. I aa not sure what State this applies to, but 

it doesn#t matter. The subtotal of 4$ and then the 3TU 

adjustment i s applied on top of that. 

Q You didn't do this calculation? 

A No, I don't believe I did. What we aid, we used 

a flat 7.05 percent State Tax, and i t varies between the 

counties and the school districts and what have ycu, so I t 

would be a very small correction. 

Q Mr. Derrick, referring to Exhibit 3» I believe 

you intimated that these are tabulations on individual 

well bases that your Company has kept for several years? 

A Well, what I meant to iaply was, going back to 

about 1963, we aade a very thorough study of the pressure 

decline performance on the Blanco Mesaverde, and since that 

tlae, we have updated i t and posted aew pressures against 

the cumulative production, and that i s basically that study. 

Q Now is the other witness going to testify 

regarding, the reserve study? 

A The other witness has nothing to do —* this ie 

cy study. The other witness Is going to testify on the 

total field or the total developed reserves, 15 trillion. 

THE NYE REPORTING S E R V I C E 
STATE-WIOE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 87501 

T E L . (505) 962-0386 



CASK $264 

TEiiRICK-CROSS p a g e 120 

lie has not looked at this, nor I don't believe he is 

familiar with it even, 

Q This is based on pressure decline versus cumulative 

production? 

A Yes, s i r . 

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

A No. 

Q There is no way to t e l l fron looking at Exhibit 

3 which well i s connected to El Faso and which well is not? 

A No. You would have to check that against the 

proration schedule, I believe. 

Q Exhibit 3 doesn't show any of the current 

pressures? 

A No» that just shows the original reserves, 

the cuaulative production, the regaining reserve;:, and 

things of that nature. I t is not a pressure-pro:action 

decline history, by any means. 

Q I notice on Pages 61 through Page 87 of Exhibit 

3 that you l i s t a lot of wells with no remaining reserves, 

ia that corroct? 

A That i3 altogether possible, yea. 

Q And some of these v/ells had no original recover­

able reserves? 
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A Well, I f they never went on production, these 

are theoretically producing wells, 

Q I presume that these wells that had original 

recoverable reserves and had produced them a l l are v/ells 

that have been on production for a number of years? 

A I don't — this would vary, 

Q Tou have no independent knowledge of the date thes<! 

wells were dri l led, any of thesi on Exhibit 3? 

A V*e certainly have theai in our records. I don't 

personally* 

Q Tou made a statement in answer to a question a 

while ago, that in your opinion, there wasn't any difference 

between what would happen to an operator in this f ie ld 

or pool i f this Order was approved that couldn't d r i l l 

and what would have happened to an operator v;hen the f ie ld 

was i n i t i a l l y developed. Was that true? 

A I said i t would be a similar situation in that 

some Ki£ht claisa that an offset obligation was there and 

i t i s something that the producer would have to *erk out 

i f he wanted to d r i l l . 

Q I s i t your opinion that this Commission has a 

legal responsibility to protect correlative rights of an 

undeveloped lease? 
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A Aa I understand, correlative rights i s affording 

the opportunity to recover your portion of the gas based 

on i t s ratio to the total field. This is certainly 

something, that would be afforded every producer. 

Q But before a well i s drilled on a lease, this 

Commission has no obligation to protect correlative rights, 

does it? 

A Aa I would see i t — I am not an attorney — 

but I would think he would have to be afforded that right. 

£ Co you know whether or not the New Mexico Law 

requires that this Commission i s to protect the correlative 

rights of undeveloped leases? 

A 8?o» I don't, but I would — 

Q (Interrupting) Vould you agree with me that 

the producer that has d r i l l ed his well in accordance with 

the Commission's rules on 320-acre spacing units has 

developed his unit? 

A Under the present rules, he has a well cn 320 

acres which i s a proration or spacing uni t , arid under 

our proposed rules, that operator would have the option 

to d r i l l a second well i f he so decided. 

Q But i f i t is true that you don't have m obliga­

tion to protect the correlative rights on an undeveloped 
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lease, and tbe operator that has developed his lease under 

the present rules you do have an obligation to protect 

the correlative rights, then your statement that the 

situation i s the same isn't true? 

A I didn't agree that the Commission doesn't have 

the obligation to protect the correlative rights in 

an undeveloped tract. I don't know* It appears to ue 

that they should because the operator would have the right 

to dr i l l oa that tract and thereby protect the correlative 

rights. 

Q Mr. Derrick, has El Paso made any study that 

you are going to present in this proceeding as tc the 

interference between wells in this pool? 

A The next witness wil l certainly get into that. 

Q Now, have you made any study or will there be 

any evidence presented ln this record by El Paso as to 

what the actual effect would be to a proration unit after 

500 new wells were drilled on S00 other units and the 

rarsainins units s t i l l have one well on it? Have ycu made 

any study on what effect i t would have on allowables of 

the units that have not had the second well drilled? 

A No. Vie have proposed certain rules that -vould 

apply as far as allowables go. The wells which have been 
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-ri l led on the optional location, the second well Ol iver-

ability would be added to the first well*s deliverability. 

In the instance where the proration units which did not 

have a second well, i t would be restricted to deliverability 

from the well that is there now. 

Q Have you made any test runs or calculations to 

see what the effect on the allowable of the single~well 

units would be under your proposal where there has been 

500 units drilled with a new well on each unit? 

A Ho, but Just off the top of my head, what i t 

looks like to me would happen i s eany of those wells 

would become marginal and they would be allowed to produce 

a l l the time* 

Q 3ut you have siade no study as to what the effect 

ie £oing to be on individual well units in thit field 

i f your proposal is adopted? 

A Mo, s ir . 

Q Don't you think that i s important? 

A As I say, Mr. Byrd, I would f irst have to assume 

uhich Mi l s are noing to be drilled and at what rate. 

For purposes of Exhibit 10, I assumed that 2C0 wella per 

yanr would be drilled. The way i t appears to ire, arain, 

and the fact of looking at El Paso's supply and r6c.uireir.nnts 
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WQ arc going to need a l l the saa that is available, ao we 

will nominate up to that volume. Now, the proration units 

which did not have a second well would be restricted by 

virtue of not having as much deliverability aa the unit 

with two wells. 

Q So their participation in the field will go down, 

will i t not? Their A-D ratio will go down? 

A I t very well could. 

Q So you could reduce the allowables to the old 

wells Chat have not had a second well drilled on the unit 

through your formula? 

A No, I think what would happen is that those wells 

would become marginal because of their lower deliverability. 

Q What happens when they become marginal, Mr. Der­

rick? 

A They are permitted to produce a l l the time. They 

are not restricted. 

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

can they? 

A Well, If they are marginal and can't make the* 

allowable, that oroves they are a marginal well. 

Q But you are telling thia Commission that you made 

no study at a l l as to the effects oi your proposed allowable 
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formula on the shift of allowables between units within 

this pool? 

A No, I haven't made any study about Chat. 

Q Referring to Exhibit 7, if you would, please, did 

you calculate, Mr. Derrick, what the economics would be 

had you used the present Rocky Mountain area rate of 24c? 

A No, 

Q I see on this schedule as on the other schedule 

you used an 8 percent discount. Can £1 Paso borrow money 

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 i t fluctuated so that i t was very difficult 

to come up with a number, so we decided on 8 percent. 

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

current rate? 

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, i t is 

like our cost of gas service, we put in our rate: cases 

what our .ictual interest rate i s . 

Q Would you agree with me on Exhibit 7 that if 

you reduced the 44.9c per MCF to 24c per MCF, it would 
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materially reduce the figures shown both in Columns ? 

and C? 

A Yes, I would. 

Q And you don't whether under those circumstances 

that i t would be economically feasible or not? 

A It wouldn't be as economically feasible to dr i l l 

as many wells. It would s t i l l bs economically feasible 

to dr i l l some of the wells. 

Q Can you te l l the Commission how many wells 

that will be drilled under your proposed field rules that 

would be what you have depicted on Exhibit 7» ah average 

well? 

A Well, i f we are right on the button, I guess half 

the v/ells would be above average and half belo^ average. 

3 But Exhibit 4 shows there are twice as mmy 

below average wells? 

A That's right. Cn a reserve basis, i t does show 

one-third above and two-third3 below. 

Q Did you make any calculations as to how far 

below average a well would have to be before i t becomes 

uneconomic to dr i l l a second one? 

A Ko, that would vary so much between producers, 

oo, I have just taken the average v/ell here. 
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Q Dees the Comraissicn set allowables for average 

wells, or do they prorate them individually? 

A So, normally they prorate individually, 

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

A No, except the reserve studies ia Exhibit 3. 

Q Tou testified both on direct and on cross already 

about the capacity of the existing faci l i t ies . Is there 

additional deliverability frcax the above average wells 

connected to your system? 

A Tea, we have the advantage — I guess you would 

say advantage — cf using that gas. This i s gas that is 

over and above the allowables, you are stating? 

Q tes* 

A Tes« Due to the balancing periods and a i l , we 

can take some of that gas during the winter peaking period 

to help offset our peak demand, but again, i t coaes around 

to having to balance over a period, 

Q Kow often do you lave to balance under tho presen 

rules? 

A I believe you have about six months to £.,o» and 

with a l l these proration specialists, I would rather not 

speculate on i t , but we look at i t on about a cix-nonth 

basis* 
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Q Have you made any calculations as to how auch 

additional gas you can £et from those wells if you added 

compression? 

A Yea, we have looked at that, and as I stated in 

ay direct, we have reached the point where we don't feel 

i t ia feasible to Install anymore compression at this time. 

As you know, the flow rate is dependent on the difference 

in the pressure squared between the reservoir, the wellhead 

and the gathering system. We have reduced our high 

pressure system in half over a three-year period. 

It cane froa about oOO down to 250 or 250. So, we would 

get very l i t t l e increase i f we went in now and started 

reducing line pressure, and then we would Just have the 

effect of emptying that compression in 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 degvise, Mr. Byrd. 

Q Then i t is not the limitation of allowables that 

is keeping you from producing these above average welie 

at a greater rate than they are producing? 

A Sure, i t is the limitation that isimposed on us 
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by the allowable* 

Q Have you raised your nomination? 

A We nominate what we need* 

Q Have you surjgested to the Commission that they 

night give you more latitude in balancing these wells? 

A Well, there was a period of tine when, we had a —• 

a long period where we didn't balance, but eventually 

you have to balance, and you are able to take that gas 

during the wintertime when you need i t the most and then 

you cut back in the summer period. I think what you are 

suggesting i s eliminating proration. 

Q Ho* I am suggesting, maybe, that they have a 12 

cr 24-month balancing period, Mr. Derrick. Wouldn't that 

be a lot easier for you than building the gathering systems 

with another 2000 wells? 

A Ho, i t i s just l ike when you go dovai and borrow 

money at the bank. I t catches up with you, and we have 

found that ease thing happens fchen you over-produce a well. 

Q One f ina l question, Mr. Derrick: tou stated a 

minute ago on direct, when you were talking about the 

benefits that were going to be derived froa the proposed 

Order that E l Paso, as a producer, would not receive any 

benefits. Do you mean to imply that you don't get a rate 
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or return on the money you spend on your own development? 

A I didn»t mean to imply that we don*t — in fact, 

we would have a lot more gas with which to better satisfy 

our needs and keep our facil it ies loaded, but whatever 

we invest in the way of rate base, ond 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 on whatever? 

A Tes, s i r , 

Q Do you get i t Whether or not Mesa got more than 

24* or less? 

A Tes* sir. 

Q I believe in your calculations on Exhibit 7, you 

agreed a minute ago that that would figure out somewhere 

around in excess of 500 MCF per day, isn»t that right? 

A Tes, dividing the 243 by 365 • I think somebody 

divided i t out a while ago. Kaybe you did. 

Q Wow, do I understand that i t is your intention 

that you, as operator, have the prerogative of determining 

which well you are going to produce the gas out of, and i t 

is your intention to produce the old well and the n<2W well 

so that you would deplete tho reserves under each so that 

they would be depleted at the same time? 
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A Yes, I think that i s something that you could 

shoot at, and tho pressure out there in the new i n f i l l 

wells will probably be 200 or 300 pounds greater than the 

old well, so you would be taking considerably nore gas 

froa the new well than you would your old well* 

0. Now, i f you drilled a new well and i t turned out 

that the reserves were the same as the remaining reserves 

under, the existing well on the unit, you could produce 

them equally? 

A $ell, again, I would have to see what my allowable 

was and see i f I could — maybe the allowable would be 

such that I would have to produce more from the new well 

because I would add the deliverability together to come 

up with my allowable, so i f an equal rate of production 

from the two would not give se my allowable, I wouli have 

to produce the new well higher i f It had a higher deliver­

ability* I think this is something that producers have 

to look at on their own and be the judge of. 

Q Vi'ell, you do agree that there are a let of 

producers ;hat have interests in the wells that you operate? 

A That's right. 

Q And i f the new well came In with the sarao rejeain-

inr, reserves as tho old well, and you depleted thcra over 
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th© same number of years, your economics as shown on 

Exhibit Mo. 7 wouldn't apply, would it? 

A I think that is right. 

Q You have assumed 679.7 KC? per day for an average 

well? 

A For the average i n f i l l well. 

ME. BIRD. I believe that i s a l l , Mr. Derrick. 

UK* POUTER: Governor Campbell, do you have a 

question? 

£BU CAMPBELL. I have a few, Kr. Chairman. I am 

going to try to avoid duplication here. 

CROSS EXAMINATION. 

Bl KR. CAMPBELL; 

Q I would like to ask you a few questions concerning 

SI 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 2055 wells in the Mesaverde, 

that as of January 1, 1974, you believed El Paso Natural 

Cas Company owned about HOC? 

A I believe I said they operated about that -aany. 

Q That includes the wells in which you may be 

operator under a unit or some other arrangement? 

A Ies, sir. 
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Q la any event, i t exceeds 50 percent of tho wells 

in the field that are owned or operated by El Paso Natural 

Gas Company? 

A Tes, I believe that is a true statement* 

Q In how many wells in the field i s El Paso 

Natural Gas Company connected as a purchaser, approximately? 

A I think we are connected to about 1200 wells, 

however, we are connected to some wells that belong to 

Northwest Pipeline. We have an exchange or gathering 

arrangement, so we are in the range of 5>C-odd percent 

that i s dedicated to E l Paso, that we are connected to, 

that we operate and not a l l together in the same wells, 

but overall, that*s about right. 

Q You made reference in your testimony, I believe 

you said in a l l of these wells, that you were operating 

on a cost of service basis In terms of your rate base, 

is that correct? 

A Well, the way the F.P.C. Order came out VJIAS 

that on October 7th, 1969, a l l of the acreage the pipeline 

companies had in the house at that time would he under 

cost cf service. Acreage acquired subsequent to October 7th 

of '69 would be on tha area rate. Now', most a l l of the 

acreage we have had in the San Juan goes back behind 
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October 7th of ' $9. There might be a tract or two that is 

beyond that* 

Q 'Aould you enlighten ne as to what the "cost of 

service" means in terms of your cost of drilling i n f i l l 

wells. How is that handled in terms of your rate base? 

A Well, as I understand i t — and this i s certainly 

not from an accounting standpoint or legal standpoint or 

anything else,— but as I understand i t , El Paso invests 

in facilities, pipelines pressure stations, treating 

plants, and included, in there are wells that come under 

the cost of service. So, al l of that goes into our rate 

base and El Paso earns something like isaybe 8 percent over 

the overall rate base and these wells would be included 

in this. 

Q That is whether they are good wells, bad wells 

or dry holes? 

A Tes, sir. Of course, there i s one advantage to 

that. You are protected. On the other hand, I f the price 

of ga3 goes to h t̂ or 55$, you are net allowed to collect 

that. So, i t cuts both ways. 

Q Does El Paso Natural Gas Company have a present 

drilling program In tho event this Application i s approved? 

A Mo, we don't. We do not. 
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Q Do you have any estiroate of the number of wells 

that E l Paso Natural Gas Company might be prepared to 

d r i l l in the f i r s t year? 

A Weil, I would certainly encourage them to d r i l l 

a hundred. 

Q The second year? 

A I would think a hundred a year would be —- and 

I was basing that pretty much — that i s the way I cane up 

with my 200. I thought that E l Paso would be in the busine3 3 

to d r i l l about 100 wells and we've got about half of the 

property up there, so T would assume that the others would 

d r i l l something on that order. 

Q Dees El Paso Natural Gas Company presently have 

sufficient tubular material and dri l l ing rig3 to accomplish 

that? 

A No, s i r . 

C I s there any reason to believe that that situation 

i s soins to itaprove? 

A We hope next year that the situation improves. 

V.e are behind our schedule this year on dr i l l ing , and i t 

i s because of, primarily, lack of tubular goods. 

Q Doeon*t that change the estimates you rcake on 

your 20 years here in your Exhibits > through 9? 
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A No, and to go back a minute, one reason that 

and E l Faso were encouraging this Commission to adopt 

our proposal i3 to get out an order so that El Paso and 

ethers can start planning ahead for our budget for next 

year, for our tubular good3, rruake arrangements to get rigs, 

and until we know this , i t i s very di f f icul t to sake the 

plans. Now, of course, the main problea, and X would be 

the f i r s t to admit th is , i s getting the tubular goods, 

but from talking to our dr i l l ing people and our purchasing 

people, they think i t i s going to improve next year. 

Q Eo they believe that considering the situation 

that you can s t i l l d r i l l wells for $110,000? 

A Yes, s i r , that was the number that I requested 

from our Drilling, Department, and they made a careful 

study of i t and that i s the number they came up with. 

Q I wonder i f E l Paso Natural Gas Company would 

be willing to enter into a contract for turnkey dri l l ing 

of the Mesaverde wells? 

A Well, unfortunately, we don't have any dri l l ing 

rif.s of our own, but apparently this i s based cn experience, 

and I don*t have any reason to doubt the validity of i t . 

Q I f that figure i s low by a substantial amount 

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

A You mean recovery of money? 

Q Yee. 

A Yes, 

Q I would l ike to refer you to Exhibits No. 4 and 

So. 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 t r i l l i on? 

A No, s i r , 6.3 t r i l l i o n . 

Q 6,3 t r i l l i on? 

A Yes, s i r . 

Q I presume that that would be substantiated by 

the testimony of the next witness? 

A Yes, s i r . I cane up with an S.7 t r i l l i o n which, 

again, i s a sursmary of Column 3» I guess, in Exhibit 3» 

and then Mr. van Everdingen i s going to substantiate 11 

t r i l l i o n . 

Q V/ell, he has estimated almost twice as much as 

your figures estimate? 

A i^ell, i t i s S.7 compared to 15. 

£ v;ell, let*s take the 6.7 remaining recoverable 

reserves. I s that your figure? 

A I*'o, I believe 4. — wall , i f you are looking at 
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Q (Interrupting) That i s the one I a?n looking at. 

A This i s purely on the developed side. The 

regaining reserve i s 4.9 t r i l l i o n . 

5 That is on the present wells? 

A Yes, s i r . 

Q Well, l e t ' s take that figure, or take the 6.7 

t r i l l i o n reraaining reserves that you estimate elsewhere, 

under your Exhibit 10, you estiraate the increased pro­

duction under the new rules in 20 years to be 4.2 t r i l l i o n , 

i s that correct? 

A Yes, s i r . 

Q So that you wi l l be producing, under your figures 

In the next 20 years, considerably in excess of half of the 

remaining reserves? 

A No. I would look at something over 11 t r i l l i o n . 

Q Of remaining: reserves? 

A Yes. Kelt, l e t ' s see. You are looking at 

Column C? 

Q Yes, on Exhibit 10. 

A Yes, you are right. tte would be producing more 

than half . 

Q Do you expect the price of gas to increase 
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consistently in the future as the supply declines and 

the demand increases? 

A Well, that i s a most difficult question. I can 

only judge on what has happened in the last 10 or 12 years 

and we have seen an increase in the price of gas. Certainly 

I f the price of other forms of energy goes up, I would 

anticipate that the price of gas would Increase, although 

I have no assurance. 

Q Mr. Derrick, I would like to ask you a few 

questions about what knowledge you might have of the 

reservoir character!sties in the Mesaverde Pool* Have you 

made a study of those yourself? 

A We have studied thea over the 20 years that I 

have been with El Paso. I canft say that I have gone out 

and made a geological study and studied the sacples and 

cores to that extent. 

Q Would you say that this field has a greater than 

average hcnogcaeity or i t i s heterogeneous? 

A I would say i t is heterogeneous. 

Q 13 it substantially so between tracts? Apparently 

that i s your testimony. 

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

found through the study of log3 and core analysis and things 
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of that nature that there i s quite a bit lensing there, 

and I don ,t want to get into his testimony, but that i s 

one of the bases that we would show a substantial increase 

in reserves as a result of i n f i l l dr i l l ing . 

Q Has E l Paso Natural Gas Company just discovered 

this phenomena? 

A Uo, we have been aware of th is , and we can go 

back to — I recall the f i r s t tisae we made a showing on 

I n f i l l dri l l ing before the F .P .C. was about 1956. 

Q Tou had a hearing before this Com&ission in 1951 

on the spacing in this pool. Were you with E l Paso Natural 

Gas Cozapany at that time? 

A No. I know that E l Paso, at the tirse the spacing 

case about, El Paso and others fe l t that one well would 

adequately drain 320, but I think the performance subsequent 

to that time over the last 20-odd years have shown that 

probably that is not a valid estimate. 

Q Do.you believe that in a pool with admittedly 

heterogeneous conditions that this one has, and the wide 

variations between tracts as you have test i f ied, can 

properly be evaluated on the basis of average wells or 

average production? 

A For purposes here, we are looking at a pool-wide 

THE NYE REPORTING SERVICE 
STATE-WIOE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E . NEW MEXICO 87501 

T E L . (SOS) 862-0388 



CASE 5264 

DERRICK-CROSS Page. 1.4.2 

basts, and i f I were going to go out and invest ray money 

as a producer, I certainly wouldn't take the f ie ld average 

well and say, "This i s what I aa going to find." I would 

£0 in and look at the individual wells in the general area 

and even though they might not give you as good an answer 

as you would l ike , i t might be the best answer you can 

come up with. 

Q Vould you also look at the potential investment 

opportunities elsewhere? 

A tes, s i r . 

MR* CAMPBELL: I believe a l l the questions, 

appropriate ones, with regard to correlative rights and 

protection, Mr. Chairman, hava been asked, and I w i l l 

conclude my cross examination. 

(Whereupon, a discussion was held off the 

record.) 

HR» PCRTERj Does anyone else have a question of 

tho witness? Mr. Kellahin? 

KR. KELLAHIN: Just a few. I wi l l be very brief. 

CRQ35 ETAI-T.I?IATICM 

BY m . KELLAHIN: 

Q Kr. Derrick, Exhibit No. 4, I assuraa, is based on 

averages taken fron* your Exhibit Mo. 3» is that right? 
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A Ies , s i r . 

Q Now, when you go to Exhibits 5 through 9, you 

have basically taken this froa that exhibit, or v«tjat source? 

For example. Annual Production for Existing Wells? 

A Well, that i s based on our present wells, and 

again, I t i s based on Exhibit 3» 

Q This is average production for a l l wells in the 

pool? 

A Tea. When we get ever to Exhibit 7, which i s 

the i n f i l l , we get into something else. 

Q That i s what I am cotaing to. Isihat do you get 

into there? 

A Well, w® get in there, based on the work that 

Mr. van Everdingen has done, he estisaates that the original 

recoverable reserves for the developed portion of the 

f ie ld i c 15 t r i l l i o n cubic feet. 

Q That's the same figure that you have used as 

brought out by Mr. Campbell, i s thst correct? 

A Ch, yes. we were speaking of that number. We 

vera talking about regaining or something, but that i s the 

ori/-inal. In our study for the Exhibit 3, when totaling 

up a l l cf the wells that are there now, we come up with 

about £.665 as the original recoverable reserves for the 
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developed portion. Now, I have subtracted the rounded off 

8.7 from 15 and i t showed an increase of 6.3 trillion cubic 

feet which would result through this i n f i l l program. 

Q Now, are those increased reserves or is that 

merely a figure that you feel will be produced in the next 

20 years? 

A Mo, 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 here? 

A That exhibit is coming up with the next witness. 

My exhibit shows 3.7 trillion which was the result of 

Exhibit 3. 

Q Let's stick to this exhibit. When we come to 

that, we can aak you about that. 

A Okay. 

Q At the present time, you have confined your pro­

jection to 20 years? 

A Yes. Just for illustrative purposes here. 

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

A This pool is to toe below average, and i t could 

be 40 years, yea. 

Q So, the figure you are talking about in your 
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Exhibit Mo. 9, the increased production under the proposed 

rules, is merely an increase as a result of additional 

wells? 

A Yes. This is for the individual well. Referring 

back to Exhibit No. 9, Column JJ shows the acaount of gas 

that could be produced, that we anticipate would be producec 

froa an average well as i t is presently drilled under our 

present rules, and that shows 1.430 billion cubic feet. 

Under the d r i l l site of 320 acres chat has a second well 

drilled, we show a total there of 3.321 billion cubic feet. 

Q So, you have added to Column B the figures 

supplied as a result of the reservoir study which ia not 

yet in evidence, is that correct? 

A Yes, you are correct. 

Q You heve no way of supporting that? 

A Right. The 15 trillion, and aa I have said, i t 

Is based on the next witness1 work. 

Q X ask you the same question with regard to 

Exhibit 10 and your anawer would be the same? 

A Exactly, yes, s i r . 

Q In connection with the operation of your wells, 

you operate some 1100 wells, aa I understated, will you. 

take the gas from the well with the new price in preference 
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to the well with tho old price? 

A The way I look at that, aa I mentioned ta an 

earlier question, I think — and, again, there would be 

exceptions tc i t , I am sure, i»aybe not by El Faso, but 

maybe by others — but I would like to see ths dr i l l site 

depleted at aa even rate. As I stated, as we se«* t, the 

oressure in tho i n f i l l locations, the undrillsd locations 

i s in the range of 2 or 3 or 4C0 pounds greater than i t is 

when you see the well that i s there now. So, I think you 

would have to conclude that you have more reserves under 

the undrilled tracts, the undrilied 160 than you do under 

the drilled. £0, on that basis, I would reccsttsead producing 

sore gas, assuming the deliverability is there, I feculd 

reccnmend taking icore gas froa the new location or the 

new well in order to equalise the rate of depletion or the 

stag* of depletion. 

Q Now, you say you expect to find 3CC or 400 pounds 

of pressure? 

A I said, 2, 3 or 4C0. 

C And you have not drilled any wells in this pool, 

i n f i l l wells? 

A Veil, yea, several years ago we drilled three of 

what we call "strat tests" 
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Q What did you find in those wells? 

A We have observed the pressures on those, and they 

have been a matter of record here in the Commission office 

for a nuasber of years, ond we find that tbe pressures were 

considerably higher in those wells, and this i s one of the 

tools that Mr. van Everdingen used to come up with his 

study. lis certainly considered these plus other uolls that 

had been dri l led, maybe not i n f i l l wells, but wells drilled 

in between producing wells* 

Q And he wi l l test i fy to these? 

A Tea, he w i l l . 

MR. KELLAHIN: Thank you very much. 

KR* PORTER: Mr. Carpenter? 

CROSS EXAi'tlHATICN 

BY MR. CARPESTERI 

Q Mr. Derrick, would you refer to your Exhibit 2, 

please, a raap of the pool? 

Doesn*t your Exhibit 2 show approximately 400 

undrilled 320 locations within the pool? 

A I see quite a few undrilled section- in there, 

so i f ycu counted the:a and there are 400 locations, I would 

accept that figure as correct. 

Q All right. I f I understand your testimony, 
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Mr. Derrick, you testified that the new rate justifies, 

in your opinion, the drilling of i n f i l l wells in this pool, 

and s ir , i f that is true, wouldn't that also give incentive 

to dr i l l the in i t ia l v/ell on these 400 uaexploited cites? 

A se l l , that price only casse out on June 21st of 

this year, so I would think a lot of people would ba looking 

at that very thing* 

Q Mow, i f that is true, Kr# Derrick, and assume 

your figure of 200 wells a year would be a reasonable figure 

for development in this area, isn't your Application about 

two years premature so that we will use up the unused 

sites f irst? 

A tou can't force people to go out and dri l l these. 

I f they di.:In't dr i l l thea, we wouldn't have the gas* 

Q How jcany of these are controlled by El Paao 

Natural Gas, Mr. Derrick; do you have any ices? 

A Ko, I do not, 

Q Sow* of thea? 

A With our vast spread of acreage there, I a» sure 

that so&s of those are on units that are operated by El Paso<. 

Q £culd El Paso dr i l l the initial well before the 

double drill? 

A I doubt i t . 
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Q You wouldn't. iNtow, referring to your Exhibits T> 

through 10, Mr. Derrick, i sn ' t i t f a i r to state that the 

figure would not substantially change i f year one in 

Coluoa A was 1977 or 1973, rather than 1975? 

A I t would just be pushed down the read. The gas 

ava i lab i l i ty would be pushed down the road. 

m* CARPENTER: A l l r i gh t . Thank you, s i r . 

ME* PORTER: Any further questions of Mr. Derrick? 

Kr. Mutter? 

CROSS EXAMINATION 

Br KR. NUTTER I 

Q Mr. Derrick, first of a l l , referring to your 

Exhibit No. 3, please, the machine turn-out. 

A Yes, sir. I am sorry, I don*t have a copy of 

i t . We are pretty short. 

Q Well,. I will read you the figures that I am 

talking about. You are probably pretty well acquainted 

with thea* Thay are all oa the last page here. You show 

a total original recoverable reserves for the 21'52 we*.ls 

that you have listed on this exhibit as being 8.7 trillion, 

correct? 

A Yes, sir. 

Q How, there are 2162 wells, I think, although 
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there isn't; a summary of the total number on here. I 

believe that is so. So, i f we take the 2152 wells into 

the 3.7 trillion, you get an average original reserve 

of right at 4 billion cubic feet per well. Now, i f we 

take the total cumulative production and divide that by 

those 2152 wells, we get an average cumulative production 

of 1.7 billion cubic feet. And i f we take the reraaining 

reserves, which is 4.94 trillion and divide that by the 

2013 wells on this exhibit which show regaining reserves, 

we have a regaining reserve,average reserve, of 2.449 

billion cubic feet. Do you agree with nie so far? 

A Well, I see what you did, but I think we get 

off a l i t t l e bit because tha £.65 trillion is for these 

wells that are listed on here. Tou mentioned something 

over 2100? 

Q Ies, sir. That is the number I counted on here. 

A Okay. Well, there is 2055 on the proration 

schedule new. 

Q ;Vell, I counted £•$ pages with 25 wells on them 

and one page with 12 wella and I got 2162. 

A Okay, go ahead. 

Q Okay. Mow, in other words, this pool has been 

produced for approximately 24 or 25 years, i s that correct? 
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A Yes, s ir . 

Q And tho average well in that 24 or 25-year period 

has produced 1.7 billion cubic feet* 

Now, I refer you to your Exhibit No. 7 in which 

you show that the average i n f i l l well in a 20-year period 

will produce 2.47 billion cubic feet. Would you explain 

to «e how the average i n f i l l well is going to be better 

than the average well in the pool for the last 20 or so 

years? 

A Are we looking at Exhibit 7, Colusa B? 

Q Tes, s i r . lour annual production totals out 

to be — 

A (Interrupting) 2.4* 

Q 2.47 or 2.5 over a 20-year period? 

A ttellt the way I came on this, I took the back 

pressure curves as we have plotted for a l l cf the wells, 

the average, and I applied the high pressure which ive 

believe exists in the undrilied locations, end i t i s 

soaething over 600 pounds, and I took that curve, and 

using it fcr the deliverability curve, I case out with 

these numbers. 

Q Veil, that pressure i s not higher than the 

original pressure in the pool, is it? 
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A Jlo. The original pressure was In the range of 

1100 to 1200 pounds. 

Q But you are going to produce raore from the average 

i n f i l l well than the average well has produced? 

A Ies* Let 1s remember, too, that there has been 

sone restrictions in the past, certainly by .31 Paso, and 

I aa sure by northwest Pipeline and Southern Union. In 

the 1950*s and 196o»s when the Dakota was coding in, we 

were not producing at capacity. 

C I t is indicated to sse here that the average 

production of these average wells has been 1*7 billion 

cubic feet out of aa original reserve of 4 billion, so 

the average well to date has produced 43 percent of its 

reserves, ilow, i f we go to Exhibit No. 10, we find that 

you are projecting for a pool increase that we will have 

4.2 trillion cubic feet of new reserves produced, is that 

correct? 

A fes. 

Q And you said that the other witness will ishow 

that there i s 6.3 trillion cubic Teet in additional reserves 

being produced as a result of the i n f i l l drilling? 

A Yes. 

Q That figures out to be 67 percent. Tou are going 
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to produce 67 percent of the reserves in a 20-year period 

from the i n f i l l wells, and yet the other wells in the pool 

only produced 43 percent of the reserves. 

A Well, there arc several things that I mentioned. 

#e were restricted, and keeping in mind, too, that a l l of 

these wells — of course, this would be true in Exhibit 10 

but a l l of the wells in the San Juan Basin, Blanco 

Mesaverde Pool have not been producing for 20 years* There 

were periods in there when we were not taking a l l of the gas 

that was available. 

Q V/ell, a l l of the 2000 wells you are projecting 

to be drilled at the rate cf 200 a year for 20 years won't 

be producing frora the year one, wil l they? 

A That»s right. 

Q Yet you are going to make 67 percent of the total 

reserves being produced in a 20-year period. 

A V/'hat two numbers are you comparing to get 67 

percent, Mr* Nutter? 

Q You show the increased production in the third 

colunw on Exhibit 10? 

A Yes, s ir . 

Q The increased production for the pool, 4*2 

trillion cubic feet, is that correct? 

THE NYE REPORTING SERVICE 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 87501 

T E L . 1505) 962-0386 



CASE 5264 

DEiiRICK-CKCSS Page X54-

A That's right, 

Q That Is increased production? 

A Yes, sir. 

Q You stated that the witness will show there are 

6.3 trillion cubic feet to be added to the pool reserves? 

A To be added, yes, s i r . That's cn top of the 

original S.7# He is going to show that there i s 15 

trillion original recoverable reserves in the Blanco 

Mesaverde Cas Pool. 

Q I appreciate that. I aa assuming that this 6.3 

trillion i s lying on these "undeveloped 160-acre tracts"? 

A Y^a, sir, for the most part. 

Q And of those 6.3 trillion, you say that you 

are going to produce 4.2 which i s 67 percent, Mr. Derrick? 

A Yes, sir. All right. 

Q Sow, i f we take the 43 percent of the reserves 

which we have already determined the average well has 

produced from your Exhibit No. 3> and we go to Exhibit 

:;o. 5, we find that i f we didn't have any i n f i l l progress, 

wo would produce another 1.43 billion cubic feet from 

those wells. They have already produced 1.7. So, their 

total production over a 4C-plus year period -would be 

3.2, and we determined that the average well had a reserve 
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of 4 bil l ion cubic feet, so, therefore, the old wells 

over a 40-year period are going to produce only 80 percent 

of their reserves, but your new wells you talked about 

are going tc produce 67 percent. I can*t see how these 

new wells are going to be such good wells. v;ould you 

explain that to me? 

A Well, you have given me a pretty big order, and 

you have thrown a lot of numbers at me and I haven't been 

able to follow then a l l . In some instances, the wells that 

are there now are draining aore than 160 acres because 

they have benefitted sotaewhat by the offset locations or 

the other ISO. Now, when we come along and d r i l l those 

other l60«s , we reduce slightly — and I think i t i s 13 

percent — wo reduce the reserves under the present, wells 

because assuming that they have — and based on some 

calculations we did — i t appears that they have drained 

13 percent of reserves from the offsetting loQ. So, when 

we cons in , these offset locations wi l l be depleted 

roughly 13 percent. As I nentloned, we were looking at 

something over 300 pounds, and this i s effective reservoir 

pressure. This i s what we measured in our strat tests 

and what appears tc us to be the pressure that exist3 in 

the offsetting ISO, So, we w i l l go in there and d r i l l that 
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well and this , of course, i s assuming producing both of 

them at 90 percent capacity throughout the period, and 

these numbers that I have shown here in Exhibit 5 through 

9 and carrying on over into Exhibit 10, would be the 

reserves that would be produced froa the present v/ells, 

from the i n f i l l wells and coming up to Exhibit 9, tho 

difference. There, we are looking at an increase on a 

per-well basis of 2.3 bi l l ion cubic feet. 

Sow, i f I took that 2.3 bi l l ion and assumed 

that every i n f i l l location was dri l led as of X/X/l': and 

cultiply that by 2000, that would be approximately 4.6 

t r i l l i o n cubic feet, but i f you check over ca Exhibit 10, 

the fact that soae of the I n f i l l wells, of course, are 

spaced out — well , they are a l l spaced out over 200 

per year for 10 years — that brings U3 down to a 4.2 

t r i l l i o n increase over that period, and that compares 

with.the 4.6 or 4.7 that you would get i f you had them 

a l l completed at the satae time. 

Q In the early dates of the pool, what was the 

average deliverability for the well that was drilled? 

A Well, i t varied quite a b i t . I can re&ec&er 

when we were — well, I don't reaesaber what the average wa 

Q I believe i f ycu check the records, ftr. Derrick, 
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you will find th© average deliverability ia the pool of 

the new wells was approxiaately 7fO,COQ cubic feet per day. 

Sow, referring to Exhibit No. 7, this projected f irst 

annual rate cf production figures out to be 679,000. 

A £as that deliverable or was that what we produced? 

Q That was calculated deliverability under the 

deliverability formula. So, actually, you are showing 

tiers that the wells are going to produce approximately 

90 percent of what the original wells produced which i s 

close. Tou say there has only been a 13 percent decline 

in the undrilled 160. I f we've got a spacing pattern in 

tho pool, which io after 25 years only producing about — 

ia3 only affected the regaining 160 to the tune of 10 

percent deliverability or 13 percent pressure, ien*t thin 

a case for l5C-acre spacing? 

A 'sell, as I mentioned in my direct this laoraing, 

ê certainly considered whether or not we should.apply for 

L60-acre spacing, but I don't know how ycu would go about 

soing to 160-acre spacing. You've got the situation there 

,*here people or operators have pooled their acreage to 

:oir.e up with the 320-acre proration units. They have put 

-lonoy up to dri l l a well. They have produced. They have 

-aken the money — and this applies to both the operators 

THE NYE REPORTING SERVICE 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E . NEW MEXICO 87501 

T E L . (505) 962-0386 



DERRICK-CROSS Page. 

CA.'.ui i 526̂  
156 

and royalty owners now, how can you come back say, 

"All right, we are £oing to split thi3 between 160-acre 

tracts." I don't know how you would co about reconsti­

tuting the ecuity that presently exists. That i s a 

problem I would have. 

Q You had a rather lengthy discussion with Kr. Byrd 

over what the protection of correlative rights means, 

the protection of correlative rights of undrilied tracts 

and so forth, but now, in your studied opinion, Mr. Derrick, 

where does this put the royalty owner or the overriding 

royalty owner i f he's got land under a 320-acre tract 

to offset a 320-acre tract that has two wells on i t? 

Is the tract that has the one well on it a fully developed 

tract? 

A I don't know that answer. 

Q Well, i f you retain the 320-acre spacing that 

has a well on i t , it is a developed tract as far as the 

Commission rules are concerned? 

A That's rifht. 

Q And it would be up to tha royalty owner to 

show that i t wasn't developed? 

A Yes, whatever the lease agreement would show. 

Q I think we went into this briefly with you. 
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You assumed that ths 43<S national prices would go into 

effect or ha3 gone into effect and would be applicable 

to these wells, correct? 

A Yes* 

Q And you assumed that the annual escalation would 

CO into effect or was taking effect? 

A Yes* 

Q You did not assume any increase in operating 

costs? 

A No, s ir . 

Q You did not assume any Increase in d r i l l i n g cost 

even though i t would take 10 years to f u l f i l l the 2000 

well progran? 

A . Yes. Of course d r i l l i n g costs didn't enter 

into these numbers on Exhibits 5 through 10. I just 

wade a comment that on the case of Exhibit 7, that to 

compare the f i r s t year annual income, discounted at 

S113»C00 versus $110,000 dri l l ing, cost. That i s the only 

comparison I made. The d r i l l i n g cost does not appear 

anywhere in these exhibits. 

Q ?Tow, the area-wide price order also provides 

that as old contracts expire, they con be renewed under 

the new nation-wide price doesn't i t ? 
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A Yes, 

Q And you haven't taken under consideration that 

fact . You have used a constant 25£ MCF with a half-cent 

escalation per year? 

A Well, we have renegotiated our San Juan contracts 

largely, to a large part of the operators, and we gave 

thea the F.P.C. area rates. Now, i f the ?.P*C« sticks 

to their prozaise of coming out with a new price for old 

wells, then, th is 242 or 25# would be increased. 

Q What about that portion of Order 699 that says 

that as old contracts expire, they can renegotiate under 

the new nation-wide price? i sn ' t that in there also? 

A Well» we renegotiated these contracts prior to 

their expiration date and they hava a l l types of expiration 

dates. In 1972, I believe i t was, we amended our contracts 

to put F.P.C. area rate clauses and then took out certain 

other things* 

Q Seme of these contracts would be el igible to 

be renegotiated later on? 

A I t is possible. 

MR. NUTTER1 I believe that 's a l l . Thank you. 

•N'o, I a;a going to ask you one more question. 

3Y MR« MUTTSIU 
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Q This other witness, on this 6.3 trillion, la 

thia the volumetric calculation of reserves? 

A It la based primarily, I believe, on pressure 

performance. Again, i t ia 16 trillion, and I would rather 

he would explain i t to you. X don't want to prejudice 

his testimony. 

Q Ia thia based some on pressure performance and 

some on volumetric? 

A Ke will explain the whole study, the whole thing. 

Q Your Exhibit 3 la based solely on pressure decline 

A Yea, air. 

MR. NUTTER: Thank you. 

HR. PORTER: Does anyone else have a question of 

Mr. Derrick? The witness may be excused. 

(Witness dismissed.) 

MR. PORTER: Gentleceen, we are going to recesa 

the Hearing until 8:30 tomorrow morning. We may have to 

move at 10:00 o'clock. The State Land Commissioner haa 

a geothermal lease sale advertised for 10:00, ao i t 

depends on how many people show up for that. If he can 

accommodate the crowd in his conference room, then we can 

continue to use this room. XI not, we will try to make 

arrangements for one of the legislative rooms or perhaps 
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Mabry Kail where we used to hold our Hearings. 

Eight now, the Hearing is recessed until £:30 

tor.orrow morning. 

(thereupon, the Hearing was recessed at 

approxiaately 4:30 p.m.) 
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(Whereupon, the Hearing was re­

convened the following morning ac 8:30 

A.M. Commissioners Porter and Trujillo 

were present.) 

MR. PORTER: The Hearing will come to order, 

please. Mr. Morris, would you call your next witness, 

please? 

MR. MORRIS: I Call Mr. van Everdingen. 

(Witness previously sworn.) 

ANTONIUS F. VAN EVERDINGEN 

called aa a witness, having been first duly sworn, was 

examined and testified as follows: 

DIRECT EXAMINATION 

BY MR. MORRIS: 

q Please state your name and address. 

A My name is Antonius F. van Everdingen and I live 

on 6138 Bandera, Apartment D, Dallas, 75225. 

q Mr. van Everdingen, we're going to sure have to 

ask you to apeak up aa loud aa you comfortably can so that 

not only the Commission can hear you but so the audience 

can hear you aa well. What ia your occupation, Mr. van 

Everdingen? 

A I am a Senior Vice President of DeGolyer and 
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MacNaughton, a firm of petroleum conauitanta aad evalua­

tion engineers, and X an particularly charged with anything 

to do with reservoir work* 

Q Will you describe for the Commi8alon in some de­

t a i l , Mr. van Everdingen, your education, your qualifica­

tions, and your experience in the petroleum industry? 

A Well, 1 graduated in 1923 and for a year I 

shoveled coal aa 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. 

Well, the idea waa to find aa much water ao that we wouldn't 

have Co import i t . But the refinery grew ao fast that 

three years after I left the supply was gone and they are 

now bringing i t in by ship. Now, the only reason I bring 

thia up ia 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 tho aea. 

Xn that atage X met a man that's Chief Engineer from 

Surabaya, lie came out to do similar work for the town 

of Wlllemstadt on the island. The only reason X bring 
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Chit up is I had a lot of data Chat I could share. And I 

met him again after about four years aa an exploration en­

gineer in Che Esse Indies, ao ic waa Curacao in '27, then 

to Europe, off Co Indonesia, and Chen a l l through 

Indonesia — X mean Sumatra, started off Sumatra, in 

Java — Cha last island waa Teracao (ale). S t i l l , a 

very prolific field going on now for Teaoro, I understand; 

Tesoro Petroleum haa i c . 

Q what time period waa thia now? 

A This waa 1927-'31. And there you were on your 

own. This waa a time we had no logs; we had no radio; 

there waa a telephone line strung co the forest, and that 

waa a good thing because Che boss could never visit me, 

IC waa coo far away. If he did, ha had Co call Che Inter­

mediate stations, and the intermediate stations had Co Cell 

me what X did wrong. Xn that respect IC waa pretty good. 

But Che one other ching X had, X waa present when we run 

Che first Schlumberger In Java in 1930, and we thought we 

had i c . There waa some nice big klnka on Chose curves, 

you know, and later coring showed chey were, of course, 

Che limestone and che oil waa Just about ten teeters below 

Chat. 

In '32, in Che depression, X waa stationed In Che Hague. 
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Q Now, who were you with at that tine? 

A X am all the time talking about the old Royal 

Dutch. X mean mama — or whatever you wish to call it — 

of the Shell Oil Company in the States. 

X met my friend from Curacao again, and he started 

reaervoir engineering in the Hague office, and X waa hia 

assistant for two years. He paaaed away, but ln the mean­

time X had made a visit with Che chief geologist from 

Esso, i t Is called, from th* Standard of New Jersey, anyhow 

with the Anglo Persian 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. We 

all recommended that we ahouid go In together with them, 

that was the idea, but some man later said — that's the 

way i t came back to me -- someone higher up in the Anglo 

Persian said he would bring a l l the oil that could be found 

weat of the Gulf of Persia. Now, mind you I think this was 

7 '33, there waa no oil at a l l there, there was just 

one rig going up in Arabia, ao we were out, period. My 

friend and X went, X was sent to the States on loan. After 

being on loan for two years — 

Q (Interrupting) Excuse me, you were on loan to 

Shell Oil Company? 
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A On loan to Shell Oil Company. 

Q All right. 

A I'D s t i l l on loan from Shell Oil Company, one of 

those retired from them in '62. In Shell Oil I was sta* 

Cloned in Houston for almost from the very beginning from 

about '34, '35 through '56t and after two or three years 

checking, you know, a l l the walls that we were supposed to 

dr i l l were recommended for drilling, to go over the 

evaluations made for a l l the properties we wanted to buy 

because, unfortunately, in '32 somebody had sold out half 

of Shells' leases In the East Texas Field, and that didn't 

ait so well, so the man waa promptly fired, but you had to 

buy them back alowly 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. I t 

doesn't look like ao much now, but at that time i t looked 

like a big investment, and you wanted to be sure that the 

Company got whatever i t paid for. That meant that you had 

to evaluate recovery efficiencies and the influence of 

position of leases on the fits Id, the inference of the 

position of leases oa the field on their ultimate pro* 

duction. 

Now, that went on through the '40s I must say, but 
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by chat time che Hague waa — aa they aay ia Shell Oil 

Chey don't Calk about che "Royal Dutch," chey calk about 

Che Hague. The Hague came in and Chey had Co go ouC 

Co Venexuela where Chey were Crying Co buy out, or did 

buy out, che overriding royalties of Barber Oil on their 

leases around Che Maracaibo Basin. I had Co do Che 

evaluation of Ease Venezuela where we Cook an interest 

from Gulf and there waa in Choae years Che question should 

we or ahouid we not go deeper into Columbia because that 

was a huge gas field. There was a rim of o i l , and i t 

didn't look so good and ic s t i l l doesn't look so good. So, 

that gives you an Idea aa Co how many avaluadona you had 

Co make over that 20-year span. In addleion, we had a 

more or less a school going where we trained people for 

sending out in Che various divisions, and ac Che same time 

we Cried Co well Co understand che reservoir behavior 

better Chan we had done ao far. 

Q Now, Mr. van Everdingen, excuse me for interrupting 

but when you aay you ware training people, you were train­

ing people in reservoir engineering, la that right? 

A In reservoir engineering. I had co teach them 

Che principles as far as we could determine ac ChaC time 

as Co how Co evaluate rates of withdrawal and their effect 
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oa Che pressure that would follow, 

Q Through this time, what was your position with the 

Reservoir Engineering Section of Shell? 

A Z have been the Chief Engineer for the Reservoir 

Section, never anymore, froo — Z might aay — from 1934 

through '56, and then X followed another six years the 

economic problems in the main office ln New York and then 

the last three years I went back to the Hague, On my 

return, Z was then past 60, Zt was the end. 

Q When did you retire from Shell? 

A Z retired from Shell at the end of '60 and that 

gives tern and for about a year Z didn't do anything. 

Z was just retired. And then Z had a lot of friends, 

most of them Z knew vary well from the schools they had 

gone through in Shell, and soma of them were picked up 

by DeGolyer and MacNaughton, you know, ao that ia the firm 

Z selected to join, and Z have been there 10 years. 

Q Ac this juncture, Mr. van Everdingen, I'm sure 

that che Commission la familiar with Che nature of Che 

firm of DegoIyer and MacNaughton as a well-known consulcing 

firm, but, for Che record, would you briefly state what 

DeGolyer and MacNaughton is and what typo of a firm it is 

and what you do; what has been your activities wich that 
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A well, DeGolyer end MacNaughton la atrictly evalua­

tions and estimatea of ultimate recovery for gas and oil 

and i t waa that way — I think that'a the way DeGolyer 

himself aet It up. But when Z joined them in '63, the 

end of *63, DeGolyer already had gone, there) was only 

MacNaughton, but chey were strictly evaluating, and for 

any purpose whatsoever, Z mean, people needed loans, Chey 

wane Co Che bank, we had co evaluate the properties and 

we underwrite Che estimates and che value of money cooing 

ln so Chat Che bank would feel secure in giving whatever 

money was needed for Ic. But, again, some of them can be 

done easily but some are not so easily. One of them Is 

what we are going Co calk about coday here. 1 mean Che 

normal evaluations of oil and gas properties, when you 

Calk about fluid and che water drive conditions or/and 

gas drive, these laws are known and by experience and 

comparing data Chat we had in Che file you get an answer 

fairly quick. To do ic, of course, you have Co fall 

back on the data in che files we have. We have a 

practically complete file on any well in any amounts of 

production in the San Juan Basin. 

Q Let me ask you here, has DeGolyer and MacNaughton 
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done reservoir engineering and evaluation work all over 

the world? 

A Oh, yea, es a matter of fact, my big job before 

this one waa — I spent twice about a month In India 

near Burma for DeGolyer and MacNaughton — I evaluated i t . 

I don't know what the other one was. Grace and Standard 

of New Jersey had a dispute on a big field in Lybia. 

I was sent out to handle that affair — not to handle I t , 

but at least evaluate I t , you know — and see what comes 

out* 

Q Bow large a firm Is DeGolyer and MacNaughton at 

this time approximately? 

A Oh, DeGolyer and MacNaughton is right now 60 

engineers, and at least that much help we have, end from 

the very cramped quarters we have for a long time I 

was surprised how much information we had when it's all 

put ln Its proper place in the new building Energy 

Square One where we not occupy four floors. 

Q Haa DeGolyer and MacNaughton had an interest In 

thu San Juan Basin since its discovery; by an "interest" 

I mean have they followed the development and reservoir 

engineering in the San Juan Basin since the early days 

of the Basin? 

THE NYE REPORTING SERVICE 
S T A T E - W I D E DEPOSITION NOTARIES 

22S JOHNSON S T R E E T 
SANTA F E . NEW MEXICO 87501 

T E L . (505) 862-0386 



VAN EVERDINGEN-DIRECT CASE 5264 
Page 1.7.2 

A Loc ate answer che first part of Che question. 

We have no interest ln i t in thia respect, financially, 

buC we had an interest representing and evaluating. 

This waa done I chink aa early aa In Che '50s. Certainly 

through Che '50a and che'60a we have made repeated 

evaluations of properties, both Mesaverde and Basin Dakota. 

This was done by other engineers we have represented. I 

don't know who ic waa for Che FFC and one man who did 

Chac work said — Z asked him and Z showed him my outcome -

he said, "Don't be surprised; Chey're used co figures." 

Z remember from my FPC days Chac Che FFC engineers gave 

six trillion. Now, we said twelve; i t might be some 

more. The predecessor of Che Northwest Pipeline, there is 

twenty-four trillion coming out of Chac field, so Cake 

your choice. Don't be surprised Chac you are different 

from anybody else. 

Q What has been your primary field of interest 

during your service with DeGolyer and MacNaughton? 

A There haa always been only one thing: Pressure 

build up, what can you learn from ic, how ic teachea you 

about recoveries, and now operations with pressure-build­

ups studies on tight gas reservoirs, estimates of ultimate 

production, and specifically estimates of gaa in place, 
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which is an entirely different category aa the normal 

reservoirs where a well is drilled, logged and by relying 

on logs you have a fair idea how much area you're talking 

about. By relying on logs and having some definite ideas 

how you should interpret i t , you have no idea how much gaso­

line Is in this field and this was Intriguing, sometimes 

exasperating, but you see what can be established as to the 

amount of gas in place here. How, when X did these things 

we needed to know — X see from my notes X should tell you 

a thing — ln 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. Xf you tell us or tell any engineer thickness, 

permeability, and pressures, he will tell you how much 

water comes out of the surroundings to £111 up whatever cauies 

the pressure drop that you have given him. Now, that is pub­

lished in '43 no '50 X think — that was published In 

1950, i t was in 1963. It gave me the Gold Medal of Lucas, 

the Lucas Medal, you know, what every engineer hopes to get 

but there is only one a year. Thare are 2000 engineers, 

they don't all get i t . Then, in 1953, that was followed 

by a paper on how efficient can you drain -- no, how good 
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Is my completion method, so there was some system made 

that allows us to say that your completion 100-percent, 

or 90-percent, or 50-percent efficient by again measuring 

pressures and analysing whatever data you can get out of i t . 

Q Hr. van Everdingen, have you also talked and 

lectured on petroleum reservoir engineering in universities 

and in what I will juet call generally trade schools with­

in the Shell organization? 

A The Shell organization, of course, I was in charge 

for from '46 almost through *52 and then the best assistance 

fold up and talk, you know} X did more supervising and that 

was i t * Now, after Joining DeGolyer, X have once more, 

in Dallas, X have one year that X gave a series of lec­

tures of all the things you can do with pressure measure­

ments and build-ups, draw-downs, al l you can derive froat 

that* And, then, when in Dallas, X cooperated on establish­

ing or in writing that paper D-14 that you get from the 

AFX and D-14 gives a mass of data from the best data we 

could collect out of the oil companies, correlated and gave 

you relations between pen&eabllitlea, sand thickness. This 

is called — no, X don't know what tha official title is — 

i t is D-14. Xt cost a dollar. You can get i t from the 

API office in Dallas. 
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Q Kr* van Everdingen, have your studies in the field 

of reservoir engineering served as the basis for text books 

in this area and for advancing and establishing the state 

of the art of reservoir engineering as i t is known and 

practiced today? 

MR. PORTER: Could he answer that "yes," or "no," 

please? 

MR. VAN EVERDINGENl You muat have peeked at my 

notes. 

A (Continuing) That's given in Kraft and Hawkins* 

He's the first one who took i t over. All the tables that 

we made for relations with the rate of withdrawal and 

pressure drop are copies by Kraft and Hawkins* They 

are al l given in Tom Frlcks Handbook. They are probably 

copied in some other books that I don't know of. 

Q Mr* van Everdingen. let's turn specifically now 

to your experience in the San Juan BaaIn and the Blanco 

Meaaverde gas pool in particular* Would you outline that 

experience? 

A Well, the purpose was strictly to determine effective-

oe8a and efficiency of existing wells in draining the 

reservoir* That requires that I had to know amount of 
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gas la place, and, of course, a fair idea as to the ul­

timate production of the now existing wells. Now, to do 

that, to get acquainted with i t , Z have read, obviously, 

ai l the pamphlets or all the publications dealing with i t . 

There is that one brief discussion of the subsurface 

Cretaceous rocks ln the San Juan Basin in the Four Corners 

Geological Society Guide Book; It's Stan Bosanlcs* paper. 

There is a paper by Alien on the Stratigraphic Gaa Develop­

ment In Blanco Mesaverde Pool in San Juan. That's also 

ln that Four Corners Geological Society Book. The 

reservoir characteristics in the San Juan Basin have been 

described and published by a Reneau and Harris. Those 

were two people from Coralat (sic), and obviously they had 

a heck of a lot of data to draw from. In addition, we got 

from El Paso, in addition, the long-term build-up curves 

that wesre made on wells that were shut-in for sometimes 

for more than a year. You see, all of which was made here 

with the special permission of the Commission because the 

wells were out of circulation and you had to transfer 

allowables. In addition, Z 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 

you; just use them to measure the pressures at the point 
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midway between existing wells* And, of course, we had 

al l the data and there are a mass of data on rate of pro* 

duction, the 70 build-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 if the present 

wells would drain the existing gas ln the reservoir, the 

gas existing in the reservoir efficiently and sufficiently* 

Out of that study, X can at once say X came to the conclu­

sion that we should at least aim at 15,000 BCF for that 

reservoir and double spacing or drill a second well on i t 

because the conditions that you meet in the Mesaverde are 

so complex that frequently there Is improper spacing* 

Q All right, Now — thank you — you got a little 

bit ahead of me there, but you're right with me here* On 

the basis of the study that you made, will you state 

generally what the conclusions were which you reached con­

cerning the feasibility of I n f i l l drilling in the Bianco 

Mesaverde Gas Pool? 

A Well, the conclusion obviously is that the present 

estimate, which X understand from talking to engineers is 

somewhere between a low figure of 8 and a more liberal 
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figure of 10, is too low, 

Q Now you're talking about recoverable reserves? 

A I'm talking about recoverable reserves. It's 

low, and It'a 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 BCF of gas in place, and 

of course nobody can help reading the papers. X thought 

to myself, "Here is a beautiful occasion to get Project 

Engineer off the ground when you can only see 10 billion, 

which is a rounded-off figure for the ultimate production 

of existing wells and you have 30 —" 

Q (Interrupting) X beg your pardon? 

A (Continuing) "10 trillion, which is a rounded-off 

figure for existing wells, and you have 30 trillion in 

place you. should not be satisfied with such a figure." 

Q Did you come to any conclusions concerning the 

ultimate recovery that could be made from the Blanco 

Mesaverde Gas Pool if the Commission were to alio*? two 

wells to a 320-acre drilling site as El Paso proposes in 

Its applicstion In this Case? 

A Then X have to say what X have more or less indicated 

it Is my opinion that this recovery can be increased from 
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9 — 1 think that waa El Paso's figure but toy figure was 

also somewhere 9 — to 15,000 BCF if the second well were 

drilled on i t , 

Q All right. The 15,000 BCF is the same, of course, 

as tho 15 trillion figure that we have been talking about 

and Mr, Derrick referred to yesterday? 

A Ch, yes. Sometimes the figures get so big. 

(Whereupon, a discussion was 

hold off the record.) 

BY MR* MORRIS: 

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 14* Would you continue with 

your explanation of the study that you made and refer to 

these two exhibits? 

MR. CAMPBELL: Mr. Chairman, I would lika to make 

an Inquiry. Exhibit 13 Is clearly an exhibit copies from 

the document published In 1961 by Hollenshead and Prifcchard, 

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 fashion confirmed it 

or whether his testimony is based on an assumption as to 

its correctness. 
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MR. MORRIS: We will accomodate Governor Campbell's 

request and will clarify that at this time, if the 

Commission please. 

BY MR. MORRIS: 

Q Mr. van Everdingen, with regard to Exhibit 13? 

A Yes, sir. 

Q Please identify that Exhibit. 

A Well, It's an exhibit that shows — it's a copy, 

aa Mr. Campbell aald, from e paper by Kollenshead and 

Pritchard, and I understand I don't know one or two were ot 

both were El Paso men, so I expected this thing to be 

suspect when this was presented to the assembly you see. 

So, ln order to — and I agree fully with what is given 

here and the description and the way this thing is por­

trayed — but instead of relying on him I went through the 

files In our office, copied a l l tops of Mesaverde oo one 

of our own 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 we talked about i t — should we hang 

It now or not? We are going to move I think at 10 o'clock, 

but i t will be here in my brief case. It'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, did you then confirm to your 

satisfaction the accuracy of the map that la depicted on 

El Paso's Exhibit 13? 

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, i f you can do that. 

MR, PORTER: Mr. Morris, X aa Informed we are going 

to have to move, so X don't believe there would be any 

point la hanging the large Exhibit, so at this time we will 

move up to the Capitol Building, Room 336, and continue the 

hearing there. Since we will return to this building 

after aooa, but we have to vacate i t this morning for a 

land sale. At this time we will recess the hearing and 

reassemble ln Roost 336, State Capitol Building. 

(Whereupon, a recess was taken, 

and participants ln the Hearing moved 

to Room 336, Capitol Building.) 

MR. PORTER: X regret i l l this Inconvenience, but 

It was all we could do under the circumstances. However, 

if these facilities are satisfactory, we will probably 

just continue on here this afternoon rather than going 

back over to Morgan Hall. 
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Mr. Morris. 

BY MR. MORRIS: 

Q Mr. vsn Everdingen, before we recessed Co make our 

move, I had referred you Co El Paso's Exhibits 13 and 14. 

I Chink you had described what Exhibit 13 was and that 

you had confirmed Exhibit 13 from your own records. Would 

you please proceed — well, next I believe ic would be 

ln order Co identify El Paso Exhibit 14, and if you wish, 

please make use of Che large Exhibit which we have placed 

upon Che wall. 

A Exhibit 13 is a photostatic copv of Hollenshead 

and Pritchard analysis aa the shape of the Mesaverde as 

taken from the views from Che presence of an upper layer. 

It's a greentaarker layer he has used for contours. 

As I said, this might be objectionable because they are 

El Paso's people, and here Is a map, our own map, which we 

have used to give you tha tops of Che Mesaverde aa we have 

them in our files from sufflcienC number of wells co 

confirms Chen the pictures given by che pictures s t i l l 

help. In introducing No. 14, let's go back a moment Co 

13 again. 13 shows Che area of Che most prolific wells. 

This is an important item in this study because It shows, 

first of a l l , Chat i t ie not on the highest part of tha 
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structure. The entire structure is ss of now high on this 

part, but the sand disappears — it's lowest on that 

part — 

Q (Interrupting) Excuse me, Mr. van Everdingen, 

when you say this part and that part, that won't mean much 

on the record, you'll have — 

A (Continuing) Excuse me. It's highest along the 

aouth edges of the field and it'a lowest in the northern 

edge of the field, and the sand bodies, which are nothing 

but the lenses apparently coming from somewhere deposited 

from some stream coming in here although I'm not, of course, 

entirely sure. These lenses, having been stacked upon one 

another, disappear in here — that ia hardly a productive 

formation — disappear on the east side and disappear also 

on the west side, aad apparently are thickest and best 

developed here. 

Q Excuse me, Mr. van Everdingen, I think before we 

go further with this map I would ask you to Identify what 

the map is and wha: the red numbers show, what ths green 

numbers show, and what »oem of the other materials on 

thia Exhibit are so that we know what we're talking about 

as far as this Exhibit is concerned. 

A The red numbers are the depth, the distance on 
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the top cf 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 ere figures, the green figures represent the 

locatioa of chose wells on which El Paso has given us, 

has provided long-term pressure build-ups. There is 

s t i l l a third one, ST 1, 2, and 3. ST 1, 2, and 3 is the 

locatioa of the three stratas I mentioned before drilled 

solely for the purpose of treasuring pressures not for 

production. Finally, there are a couple of crosses here 

which X will refer to in a second. 

Q Mr. van Everdingen, for clarification, I'm going 

to mark this large wall map as El Paso Exhibit 13-A so 

that we can distinguish i t from Exhibit 13 and Exhibit 14 

because i t is not exactly the same as either one of those. 

Ckay? 

A The wells that are the green numbers in here will 

be discussed later, so will also the two locations of Che 

Schlumberge.*: log indicated by two crosses, and we also 

discuss the location at a later time. 

To give an idea es to how this thing works, you 

know, you have received a copy of Enclosure 14 which gives 

you the es filiated ultimate production of wells in the field 
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which has bean contoured on the basis of ultimate. So, 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 lines, 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 Exhibit points to the contour line that 

show the 3, 6, 9, and 12 billion cubic feet of estimated 

ultimate production. 

A Yes. 

Q Okay, sir. 

A Some red flags oo the top disappeared in the pro­

cess of reproducing. We can put in a few more. There 

are two or three areas that have not been identified, but 

you can see i t for yourself. The numbers on your map on 

the -bottom of the long-term build-up curves available. 

The .Vocations of the wells they have been numbered and the 

red wells, the numbers correspond to the numbers shown on 

the map. Soma holes for strat tests, the sane holes for 

location of Schlumberger logs. Evident, very evident when 

you come to the outside, there is no sand to produce or 
THE NYE REPORTING SERVICE 

STATE-WIDE DEPOSITION NOTARIES 
225 JOHNSON S T R E E T 

SANTA F E , NEW MEXICO 67501 
T E L . (5051 962-0386 



VAil EVERDIKGEK-DIRECT CASE 5264 
Page 186 

I t is so tight i t cannot be produced. You are talking 

about a field, when you look, and X think the easiest one 

is s t i l l number 13, that's sloping toward the south, 

sloping upward toward the south, s t i l l i t contains gas 

obviously. This is tight along this edges, along the edges 

here aad i t will also be tight along here, and along the 

west side and the east side. We have not quite come to 

Colorado, but i t seems logical that also there the sand 

content differs. We are talking here about the set of 

formations that have a thickness, a gross thickness of 

some 700 to 1C00 feet, depending on where you are ln 

the field, and in this thickness that is about there is 

a very rough 125 feet of sand present and there we enter 

the difficulty. Is i t sand that can be produced, iii i t 

sand that is so tight i t will not produce? 

Hay I introduce the next Exhibit? 

Q Yes. Just one thing, now, before we leave io. 

14. * X want to make sure that i t is clear what some of this 

information is on this Exhibit. The wells that are shown 

circled in red represent the long-term build-up test? 

A Yes, s i r . 

vt All right. And the wells that have a square red 

block around them, there being three of them, represent 
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tho strat tests drilled by El Paso? 

A YesB s i r . 

Q Okay. Now, what do the other numbers represent 

on this Exhibit that are shown in the center of each con­

necting sections? 

A Those figures represent the average ultimate pro­

duction, estimated obviously, of a l l wells in the four 

sections where the figure appears, so i t you read a 

figure of 10.4, the four sections surrounding I t contain, 

or should contain 8 wells which ultlmste 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 long-term build-up tests were 

accomplished and you'll refer to them by those numbers 

later In your testimony, is that correct? 

A Weil, X refer to them as the long-term build-up 

tests because I don't go into the detail of each build-up 

test. I simply take the group as a whole. 

Q All right, s i r . 

A Now, that 8and that is spread out in, let us sim­

ply say 800 feet of Mesaverde from the Cliff House down 

to the Point Lookout, is injected in there in a form of 
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lens. There nay be extensive; a lens may cover a couple 

of square miles; i t may be a very small. It may 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 I think. 

Q Let me ask you a few questions before you get to 

that Exhibit, Mr. van Everdingen. You might want to take 

your seat here Just a moment. You have expressed the 

opinion 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 i n f i l l drilling ln this fie l 

A Obviously, i f you are lensing and i f you have 

variatlona in permeability in the same lens from one 

spot to the other, the chances that i n f i l l drilling will 

give you more gaa or more of the ultimate are far better 

than in a l l 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 Paso's Exhibit No. 15? 

(Whereupon, a discussion was 

held off the record.) 

THE NYE REPORTING SERVICE 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 87501 

T E L . (5051 982-0386 



VAN EVERDINGEN-DIRECT CASE 5264 
Page 189. 

BY KR. MORRIS: 

Q Mr. van Everdingen, please refer to Exhibit 15 

and tell the Commission what this Exhibit is and how i t 

relates to the conclusions that you have expressed with 

regard to the nature of this reservoir? 

A Exhibit 15 represents two wells whose location is 

also indicated on No. 14. Its location is indicated on 

13-A hanging on the wall, and they are at a distance 5500 

feet to Schlumberger logs on which we have colored in red 

anything that could possibly be gas bearing or sand to 

be gas bearing and given i t the distance is about one 

mile to indicate how fast these lenses and layers 

change from one spot to the other, and therefore, as proof 

that the variations of permeability and porosity that I 

mentioned before can be expected ln that reservoir.. Now, 

these are only two layers of two wells that vce have given. 

Again, two does not make a sufficient group. It would take 

about a dozen other sets which show the same or sicdlar 

variations. That set of wells a l l over the structure at 

a distance of about a mile shows similar variations in 

sand content or possible sand content of their Itesavercte. 

Q what do these conditions suggest to you in connec­

tion with the feasibility of the proposed i n f i l l development? 
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A Logically they should indicate that Infill developf 

sent would have a better than good chance of being suc­

cessful In extracting mora of the gas from this reservoir. 

Q Now, does the conclusion you have just expressed 

concerning the liklihood of Increasing the ultimate 

recovery by the drilling of additional wells in this field 

conflict with opinion that you have previously held and 

expressed generally with regard to the feasibility of 

additional drilling? 

A Yes, sir, i t does, because in 1945 the Vietti 

and myself, Vietti, i t was a Texas corporation then, and 

somebody else — a man I've forgotten — we published a 

paper ia which we stated that there could not be a relation 

there was no provable relation between spscing and ultimate 

and to the evidence for such for that paper was based on 

a study of information on the wells along the Gulf Coast, 

Louisiana, Oklahoma, where the sand conditions are much 

more favorable than they are here. I'm not going to make 

an excuse; don't say i t is wrong; under those conditions 

you probably have a very difficult time to prove there is 

a relation between space and an ultimate. But here, 

especially in the outlying areas, the areas out of the 

core of the field, we are talking about permeabilities, 
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Chat are 1000 tines smaller then you meet ln the sand 

Held from Louisiana. We are talking about milidarcies 

over there we talk dareies and I think we might be 

talking about tenths of a millidarcy and under those condi­

tions I think one can expect specially because there is 

so much variation in the deposition that relations should 

exist. 

Q Mr. van Everdingen, I ' l l ask you to relate to the 

Commission the various steps of pressure data which you 

considered and utilized in making your study with 

regard to this case? 

A In passing I have mentioned the sets — you want 

me to distribute them now? 

3 Okay. 

A That would be 16 and 17. 

(whereupon, a discussion was 

held off the record.) 

Q All right. Mr. van Everdingen, Exhibits 16 and 

17 have been distributed end also placed before the Commis-

sion. Will you identify those Exhibits and also state 

the various sets 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 co Exhibit 17 which gives the pertinent Infonts 

tion on such data. Column 1 is simply Che year in which 

Che data was developed on che closure; Column 2 is the 

average number of producing wells which is very nearly 

even equal co Che number of wells on which pressure 

data was established by the rules of the Commission, one 

per year. Column 3 gives you the average yearly production 

per well. Column 4 is the average of the 7-day well-head 

pressures. Now, a l l these pressures have been compiled 

from official data. You can Just add them up. They 

appear in the year books, are Issued here in Santa Fe 

and, of course, we have them on fi l e . 

Now we come to the three sets of data we have used. 

From the 7-day well-head pressures, which Is the most 

commonly referred to figure, we arrived at a total f i l l 

7-day average bottomhole pressure after a l l the rate of 

the gas column has something to do add, simply 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 arithiaatically 

averaged each year; sometimes there were two or three mea­

surements per year. They have been averaged. The long-

term build-up tests cn which I have referred Co often, 
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theirs was a special test made with special permit by 

El Paso, made and gives Indication of what Is the actual 

pressure ln the reservoir if i t 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 bottomhole 

pressures so the figures given from 5, 6, and 7 have been 

plotted in addition to the measures, 7-day measures, and 

in addition to the well's average yearly rate of produc­

tion. Now, obviously, there is a very large difference 

between the long-term fully built-up bottomhole pressures 

and the average 7-day pressures. X think X can make a 

guess, X mean by merely looking at this, 3 to 400 pounds 

Is a normal figure. 

Xn addition, It turns out that the average bottom-

hole pressures from the three strat tests are even higher 

than X had been able to compute it from the long-term 

built-up test. There is always alcoat 50 pounds differ­

ence and X am merely quoting from Enclosure 7. 

Q When you say seven you ciean — 

A (Interrupting) Enclosure, I beg your pardon, 

Enclosure 16. Therefore, I perhaps will deviate a little 

bit and show some of the difficulties that as reservoir 
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engineer you have in getting proper pressures, I must 

once more come back to Enclosure 15, you know. This shows 

a lot of sand present and if I show this much sand to any 

Schlu&berger log and say this is gas-bearing sand, I'm 

sure he would have a heart attack. You know, we couldn't 

disagree more. And in my harder parts 1 don't think i t 

is all producible sand, but even though It is not pro­

ducible sand ln that well we measured at best a distance 

of 1 or 2 feet around i t , who can tell me how this sand 

will vary i f I go fracing a well additions of 100 or 200 

feet in the formation. So, I must be open to some averaging, 

which I cannot do from logs. I mean, if you go from logs 

and from core data you enter into an unending dispute 

what should be in, what should not be in. I don't think 

much if many people can differ with my determinations of 

pressures, although the selling of long-term build-up ratio|» 

has been very difficult and is s t i l l going on. It's s t i l l 

not accepted. The long-term build-up pressures are those 

for which you shut-in a well after producing it at « 

fairly constant rate and then keep on measuring your pre-

sures as well as you can until you have assembled suf­

ficient data to give you a straight line. 

MR. MORRIS: We'll take a few Kinutes and distribut|a 
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Exhibit 18. 

(whereupon, a discussion was held 

off the record.) 

BY MR. MORRIS: 

Q Kr. van Everdingen, El Paso Exhibit 18 Is an 

Exhibit ln 8 parts. Would you please Identify this 

Exhibit and tel l us what I t is? 

A Exhibit 18 is given, contains 8 examples of what 

can be done with long-term build-up tests. There are 8 

examples selected out of the 38 listed on Exhibit 14. 

There Is no reason why these others are not shown. It 

Is simply too much paper work. They a l l give you the Idea 

what can be established and how we do establish pressures 

as high as about the 7-day measure pressures as we are 

stating here. Now, this makes i t necessary to digress a 

lit t l e bit so out of my school days I ' l l have to talk 

loud this way now. In a l l these graphs on which you have 

a l l S copies, the Delta T is simply to shut-in time, the 

time elapsing to close in the wells. The T which you are 

given here is what has eooretimes by engineers been called 

the Horner tiore. It is the length of time i t would require 

tha well which has produced 2 billion, let us say, was 

going at here 87,0CO per day to produce that 2 million 
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cumulative at the rate of 87* If the rate is different 

like i t is here, you divide 512 into the cumulative, 

gives you the Horner time, which ia a fair resemblance 

of the total time that the well has been on production. 

When you now measure pressure, you do surfacing and go 

to down surface. It makes no difference; you get something 

of this type. As soon as you are at a sloping curve, and 

as soon as you are on the straight-line portions so that 

the point falls straight line on this type of plot, you 

know that you can extrapolate to an infinite time, and 

then moat 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 a l l we are dealing with gas produc­

tion and gas is notoriously difficult in pressure work. 

Gas is so compressible that It does not follow the normal 

fluid flow problems which we rely on small compressibility. 

Therefore, ycu have to wait until you risen higher 

pressure where the compressibility ls sufficiently small 

for the well to behave like ls expressed by the laws of 

normal fluid flow. These defines, by the way, ere standard 

ia all operations, not on gas but Schlumberger gives them 

to you when he measures pressures. He gives you a curve 
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Chat ehovs you what ls Che initial pressure in your reser­

voir. You produce them for a little while, shut Chetn in 

bottomhole pressure by Schlumberger, and he gives in 

addition to all che pressure Che extrapolation. I mean 

Chls is normal way of doing except here because we are calk* 

ing gas; we are calking about very tight reservoirs we have 

to wait a long time, we have to wait 399 days, call it 

400 days. I don't even know why I wrote 399; i t was about 

400 days before we entered this thing. Now, here 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 muse be at lease a frac of 100 Co 150 feet 

away from che well into the formation. It is one of the 

best ways of getting a well to produce. 

Q For the record, Mr. van Everdingen, you are 

referring now to a blow-up of the Exhibit on Test No. 36, 

which is part of our Exhibit 18? 

A Yea, sir. What is shown here, these three you have 

in your Exhibit just the same. 

Q All right. The three you are referring to now, 

Just for the record, is test No. 36, Test No. 14-A and 13-̂ ? 

A Y**s, 13-A, yes. 

q And they are all part of Exhibit 18? Okay, 
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A Now, this ls a very clean example because it shows 

a high frac, a large frac into the formation and you can 

expect good production out of a thing like this. Here you 

have the first example where we are now seeing a thing 

thst curves over, and in curving over you don't know whether 

you have seen the end of that curve or not. Should X have 

given as an extrapolation for my time, infinity? Should 

X have given this point or should X have flattened my curve" 

I'm sorry to say when you have shut in a well for an in­

finite time, the thing that dees not exist, then the ratio 

of these two become one, so you can see the ratio is a l i t ­

tle close to one and you only have to extrapolate over this 

little distance in order to get what has been called in the 

icdustry"B-star values" which I think are very excellent 

guides In *«ork for simple one-layer reservoirs, one 

homogeneous reservoir. Here we see the effect if two 

reservoirs are present. The reservoirs are tight, we know 

that, and if tight reservoirs exist, the slope should be 

appreciable, but if more Lhan one layer is open in a well 

and we have produced that well, then the most permeable 

layer will give off its gas first, the less peraeable 

very slowly, but from the time you start producing, the 

low-permeable layer increases Its share slowly 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 te l l you anything about 

the characteristics of the reservoir. This phenomenon 

is not recognized ln the industry sufficiently. It's a 

very difficult phenomenon. There ls one publication on I t 

and I t is given by Lefkovits, and in the AXE papers of 

around 1961. Even then that would be a schedule of only 

the draw-down curve which Is not much help in a l l when you 

need a build-up curve and X hope there is long enough to 

get formulation for that build-up curve for them. Given 

even this part of the information I can tell you a l i t t l e 

bit more about thickness and permeability which I cannot 

do here. At the same ti&e we can say my infinite pressure 

or pressure at time infinity I have not much range to go 

by. But, now come t:o the hydrolcgist. The hydrologist 

and the petroleum engineer seem to be two different types 

of people, you know. One talks in the feet of head and we 

talk in pounds, and I con.e home, and I talk ln atmosphere©, 

but here we talk PSIs. I'm used to PSIs, but over there nc 

they want to have head of water. Now, there ere heads in 
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one respect. They have deviations which tell you that if 

you have a well open ln two formations of different per­

meabilities and also two formations with different heads, 

the level in that well will be an Intermediate fact or 

between the two. It will neither be the top one, neither 

be the bottom one, not the highest pressure, not the lowest 

pressure; It will be 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 thidg 

which you see here in this field very clearly by curves tha 

come out like this. Here is a beautiful example, that is 

13-A, but after being shut-in for 181 days, the pressure 

now decides to become more horizontal. we never would have 

guessed that if the pressure curve had been cut off at 35 

days or 100 days. Consequently, even pressures have to be 

used very careful, and in most cases what has been considered 

fully built-up, may not be fully built-up, and referring 

to strat tests which we have done nothing to, and s t i l l 

one of the layers present in the strat test is being ex­

ploited by some surrounding well its pressure is lower. 

In another one ls not exploited, It will feed into it and 
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the net result is 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 tica 

at that spot. So, when Z come up later on the higher miles 

of gas In place, don't forget, then, please, that we are 

not talking about 7-day pressures which are today about 

500 pounds, as of today the guessing ia that this reservoir 

had at best ita pressure reduced from initial 1300 which Is 

a general figure taken to some thousand pounds inside in 

those formations that have access to wells. How many don't 

have an access to wells, I do not know. 

(Whereupon, a discussion was had 

off the record.) 

EY MR. MORRIS i 

q Mr. van Everdingen, I ' l l ask you at this point 

please to Identify for the Commission El Paso Exhibits 19 

and 20. 

A Exhibit Ko. 19 Is in tabular fora, gives the pro­

duction data taken from official records over tho years 

1953 through 1973. Column 1, productions for average 

yearly production for well; Column 2 Is the production rate 

the field production rate and BCF. Column 3 is the cumu­

lative field production in billions of cubic feet per 
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BCF. Therefore, three columns, which ie a repeat of the 

same ones appearing ln Enclosure 17, giving there the 7-

day pressures, the three strat-test pressures and in 

Column 6 the long-term build-up pressures. But no 

engineer will work with just with pressure or pressure 

drops. They all like — and we a l l like I should eay — 

pressures divided by the gas-deviation factor, or aa It 

is commonly referred to, P over Z values. Therefore, 

P/Z values for the same three columns 4, 5, and 6 are 

given now In 7, 8, and 9. Columns 7, 8, and 9 — 

Q (Interrupting) Excuse me. Now, we are talking 

about Exhibit 20. We're talking now about Exhibit 20, 

which is an exhibit ln three parts, is that correct? 

A Yes, sir. So in 7, 8, and 9 — excuse me, it's 

falling apart — in three parts and is graphed on Enclo­

sure 20. The first part is the P/Z values from Coluran 7 

plotted for cumulative field productions. P/Z values 

of Column 8 Is plotted by the cumulative production 

b.o.c. (sic) values of Column 9 ls again plotted for 

cumulative field production. These are the three parts 

which cake up Enclosure 20. 

Now, it's just from here on, simple engineering. 
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You can draw straight Unas and tangential lines, as they 

are called against a l l the P/Z values and wo start off 

against those on page of Enclosure 20. These straight 

lines, because they are tangential to the P/Z values 

measured, they represent something that goes on in the 

reservoir over that period and represent i t quite well. 

Therefore, they show the rate of production, the rate of 

pressure drop under the conditions that prevailed prior 

or say over the years 1953, 4, 5, 6, and 7. I make one 

excuse at this point, X should perhaps have indicated 

the position of each yearly point on here, you see, We 

have only Indicated the position of every fifth year, 

but every point that la given on the graph is a succeeding 

number. 

Xf X take a straight line and compute bow many 

P/Z values X lose for cumulative production of a thousand 

BCF, which I sicnoly read on the bottom, I find out that i t 

ls 350. Consequently, had the reservoir been produced 

like i t was over those years, it's only showing to contain 

the initial P/Z values divided by 350, or 3.7, 37 hundred 

billion cubic feet of gas in place. Now, 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 number 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 a t i l l lose and add the past 

production to It and you've got how much 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 plac^. 

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 i t shows indicated gas 

present as It now reads i t 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 

X have. Europe writes periods while America writes commas 

and I aa so confused. Once in a while X leave i t to the 

girls, and they don't know either. 

MR. CAMPBELL: Mr. Morris, where is that correc­

tion? 

MR. MORRIS: All right. For the record, X am 

referring to the little inserted tabulation on each of 

the pages of Exhibit 20 and on the right-hand side of 
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Chat at tha top i t says "Indicated gaa present - BCF." 

That should be corrected to read "TCF," indicating 

trillion cubic feet ao that i t would mean under Example 

No. 1 there the elope per thousand 350 indicating 3.7 

trillion cubic feet in place. 

MR. VAN EVERDINGEN: We have discussed that be­

fore; can I Insert easily commas? But we had 100 

Enclosures, three times we didn't insert; we didn't 

change ths periods Co semi-colons. 

BT MR. MORRIS: 

A (Continuing) Now, this Enclosure ls very instruc­

tive because we are calking about the amount of gas in 

place. You take out an amount of gaa and apparently you're 

doing something different in Che next step, and just by 

doing something different a lot of gas disappears or 

increases. You can — a lot of gas appears or disappears 

because the extrapolations of these curves don't agree. 

If che reservoir is contiguous, homogeneous, uniform, che 

amount of gaa produced should be proportional to the 

number of pressure vfZ units lost, and any deviation of 

that means something is not the way you think It i s . 

Something is very strongly suggesting your reservoir is 

not homogeneous. 
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Now, we have done this on all of our curves you 

know. The Blanco Mesaverde long-term cost only gave me 

an occasion to draw two lines on It because I'm only 

covering ths period in the late '50s and the middle 

'60s. The strat test ia occasion to draw three types of 

lines on i t you know, and always you find that such the 

slope of these lines changes rather abruptly at some point 

and rather abruptly at some point. Obviously, i t ls 

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 my 

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, I have here two rates of 

production and 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. 

(Whereupon, a discussion waa 

held off the record.) 
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BY KR. MORRIS: 

Q Mr. van Everdingen, you were about to explain 

how you had taken the next step la your analysis and 

reconciled or attempted to reconcile the information de­

rived froa the three-part exhibit, Exhibit No. 20. I 

ask you now to refer to Exhibit No. 21 and explain that 

Exhibit. 

A No. 21 Exhibit consists of two parts. One Is 

la tabular monographlcal form. The tabular form contains 

in Column No. 1, the number — the tabular form consists 

of three sections. First of a l l , the average for 7-day 

build-up pressures. The second part refers to the 

long-term build ups, I think. The third pare refers to 

figures derived from the strat test. The numbers under 

Slope refer to the same numbers that appear oa Enclosures 

No. 20 which we have given you a minute ago. For example, 

for the long-term build-up tests, No. 1 indicates a slope 

of 139 and gas present of 8000 BCF. That same number, slop.2 

No. 1, covering the period that is given here, 456 through 

*61, that same number 8000 appears in here and over those 

years that are indicated 1956 to 61 the average rate of 

the wells was 120 million cubic feet of gaa per year. 

Is this clear? Therefore, Column 1 is the numbers referred 
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to under Enclosure 20. Column 2 gives you the years on pro­

rates the straight line on the foregoing Exhibits are sup­

pose to develop. Ko. 3 is the avera&e rate of production 

over those years, the average rate of a well's production 

over those years. No. 4 is indicated amount of gaa i n i ­

t i a l l y present derived from that slope. ' Then, my last 

enclosure is again the last Exhibit, which ia again No. 21, 

^ives these numbers. By nucu>«r the/ have been plotted 

rate of production horizontally and vertically the i n i t i a l 

gaa present es shown on the second part oi my Enclosure. 

Points oased on the same sat of figures* that ia points 

based on 7-day figures, points based on long-time have 

been connected. Here I have made once a&ain and 1 mention 

on my part one point, No. Z on the dotted line ia mis-

plotted. Anybody can aee that aad can rework the data 

because.you have the fuudamsntal data. That point should 

aiove over slightly toward the plot, the No. 2 point of the 

i n i t i a l gas in place has derived trom the atrat tests, 

should GJOVQ to the point one hundred million cubic teet 

per wesli per year and an indicated i n i t i a l &as present of 

17,000 SCF. 

Now, as I hava been trylug to show in coming to 

THE NYE REPORTING SERVICE 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 67501 

T E L . (505) 962-0386 



VAN EVERDINGEIi-DIRECT CASE 5264 

PaRe. 2 0 .9 . . . 

this there is a very distinct relation between the rate 

of production and pressure decline. It's uniformally 

indicated that the smaller the rate the more gas will be 

initially present and I don't think X exaggerate when X 

say there Is at least from the curves as shown on the 

graphs there Is at least 30 trillion cubic feet of gas in 

that reservoir. X have taken 25,000 BCF as a lower limit; 

good and honest data 30 trillion could very well be 

defended. 

Q What la the effect of the misplot of point No. 2 

of the strat test? Does that affect the conclusions that 

you would draw from this Exhibit? 

A As a matter of fact I'm glad It was misplotted 

in one way. Xt confirms the conclusion of points No. I 

and No. 3 because it fails almost on a straight line 

and i f you extrapolate that straight line down to sero 

rate, you know, no curving upward or downward, you get 

a far higher figure than X have concluded as being present, 

that X have given you as being present. X hope I live 

long enough to find out if i t is s t i l l higher, but that's 

debatable. 

Q To make sure that X understand your conclusion 

here from this Exhibit and this series of Exhibits, Hr. 
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van Everdingen, I understand you Co say Chac Chase Exhibits 

Indicate that there is at least 25 trillion cubic feet of 

gas Initially present in the Blanco Mesaverde gas pool? 

A Yes, sir. 

Q Bow do you relate that initial gas ln place to 

magnitude of additional reserves that can be obtained and 

recovered by the Infill drilling program? 

A well, sir, strict relations are not present right 

now. We have had our reservoir engineers, and if our 

reservoir engineers would dust off the old mining publica­

tions by the Bureau of Mines, they would, for instance, 

find Cuetars' Relation, which gives them a rough idea as 

Co Che amount of recovery versus spacing, and you would 

see that on the basis of his old relation, which has been 

In disrepute some time, which has been ln 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. Eo, X made 15 trillion or 15,000 BCF, 

which gives you a 60 percent increase above the 9 trillion 

and says at the same time youVeonly getting 50 percent of 

the amount of gas that there is definitely in place. Don't 

consider 15,000 BCF as a holy figure. Xt could very well 
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be a loc more; could also ba a lightly laa a, but X personally 

Chink i t is going Co be even more Chen that. 

Q Mr. van Everdingen, were Exhibits 13-A, 14, 15, 

16, 17, 18, 19, 20, and 21 prepared by you or under your 

supervision? 

A Yes, air, even though Chey contain errors, they 

were. 

Q And X think you previously stated that Exhibit No. 

13 you confirmed to be accurate Co your satisfaction by 

your comparison to Exhibit 12-A? 

A Yes, air. 

MR. MORRIS: At this time, if the Commission 

please, we would offer into evidence Ei Paao*a Exhibits 

13 through 21 and 13-A, 

MR. PORTER: Are there any objections to Che 

admission of these Exhibits? If there is no objecclon, 

Che ExhibiCs will be admitted. 

(Whereupon, El Paso's ExhibiCs 

13 through 21 and 13-A were admitted 

into evidence.) 

MR. PORTER: Before we get into cross examination 

Mr. Reporter, I think the record should reflect that aa 

used by the Witness the terms Exhibits and Enclosures 
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are synonomous. 
<*-* 

Now, Mr, Morris? 

MR, MORRIS: That's a l l wt hava oo direct examin­

ation of this Witness, 

MR, PORTER: The Witness is available for cross 

examination, Mr, liensley, apparently you have been 

elected, 

CROSS EXAMINATION 

BY MR. HENSLEY: 

Q Did Z understand your testimony, Mr. van Everdingen, 

to include that from these studies you have conducted, 

320 acres is not the proper spacing for this pool? 

A Yes, sir. 

Q What is the proper spacing? 

A The proper spacing is et least 160, and could even 

go leas than that because we are s t i l l looking at the 

wells outside which at revised prices might ba well pro­

fitable and who are not capable of draining even 120 

acres. 

Q Well, ia the drainage from one well uniform in 

the pool? 

A Oh, my whole reasoning this morning haa been i t 

ia not uniform. 
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Q What about tha center of the pools how <&uch 

acreage will one well efficiently drain baaed on your 

studies? 

A I think thia ia a lawyers9 question because if 

that well waa al l by itself i t could probably drain 

whatever is contiguous end highly permeable, however far 

that goes, and that la considerable interference. It's 

a point that X didn't stress but I could stress for 

engineers who weat to study this pool and tell their 

management while better they gat their proper share of the 

gas In place, and this reasoning is sore engineering like 

in testifying but X would be glad to give i t to you. Do 

you want to hear something on it? 

Q Fleaae, 

A All right, X explain. If you make this type of 

« curve, it's hard to sell that curve, you know. Then 

you come to this point here, then you should always rescembe: 

that ln making that curve you have confused that well and 

that well haa produced, I forgot how much — is it on 

here — no, it's not given on here, but whatever the well 

had produced at that and i t was going at the rste of 87 

MCF per day, you assume to make this curve that that rate 

continues ad infinitum. 
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You assume at tha tame time that the negative rata, nega­

tive rata starts when you shut-in the well and goes to 

Infinity and by ao 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 i t 

would exist in tha reservoir had the well never produced 

and that pressure i f there was no — and cooing back to 

your question — that pressure does not turn out to be 

13,015 pounds. Where is my other 115 pounds and there you 

have an idea, as a matter of fact, you have an exact 

determination of the total interference effect of all tha 

surrounding wells. I hope they are a l l your own, but i f 

not, by your competitors on your locatioa, and every well 

that I have seen in the field will show that effect. Now, 

it's an engineer's duty, in my book, that he investigate 

that and tell you why you get your share or not. As long 

as sand is contiguous, i t will rip oa out, but as long 

as that sand is contiguous and la not interfered by less 

permeability ard so on, but i t goes very long distance. 

Q Are you telling us that your studies indicate that 

there is interference on the charts? 

A There are about 2000 wells that show interference. 

Q So there is communication in between the wells? 
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A There la 115 pounds here, you know; outlined in 

this case, there is 250 pounds, 1 can explain some of i t 

by tha very fact that this is not the proper pressure, 

although it's a lot higher than tha 7-day pressure, s t i l l 

it's not tha proper pressure because we are talking to 

sanda at tha same time interfering with one another. 

But i f i t vara tha proper pressure hare Z would be off 

almost 300 pounds caused by a l l my competitors, a l l that 

walla surrounding me, and the forms of your interference 

are very well known. As a matter of fact, for any reservoir, 

for any company, their files should be full of data that 

allows them to compute interference. Cut what do wa dot 

We go and take these expensive tests that are being 

sold in the industry now, where you see some little outfit 

on top of the well to measure some little pressure difference 

at the location distance,you know, which ia costly and not 

reliable. Here there are data begging to be examined. 

Q Kow, you indicate ln your conclusions that you 

estimate a total of 15 trillion cubic feet can be re* 

covered by using Infill drilling, ia that correct? 

A That's right. 

Q Where are those reserves located, in what portion 

of the field? 
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A They arc everywhere, air. If I may refer you Co 

Exhibit No. 13, you know anything that la disagreeable 

to ln log specialties is agreeable to me because this 

indicates that away from the field there is some sand 

pocket, there could ba soma sand pocket that la not now 

being drained by tha wall, 

Q Wall, X am attempting to plot tha location of these 

walls indicated on Exhibit 15, but is this the type of 

structure you would expect to find In tbe log? 

A Vary often you do so, 

Q la tha center of the field? 

A There would be more good sands present, but 

just as much crummy sand — i f X might say so — will ba 

present and i t will be far harder study for the man who 

asked the question because in the good sand the pressure 

is down. You build a new well ln that same neighborhood, 

he meets the good sand as well as the crummy sanda which 

s t i l l hits high pressure, but tha vary minute that wail 

cooes ln and you talk pressure measurement, that not-so-

permeable sand starts feeding in the low pressures, Yott 

will never get high pressures ln an interfering well if 

there is a good sand in i t that is being drained by its 

neighbors, 
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Q Well, assuming Chan thaC Chase areas of high 

deliverability Indicated in your studies do concaln sands 

with high permeability, would you expect that in Chat area 

of high permeability in thick sand formation thickness, 

that drilling of an additional i n f i l l well in that area 

would result in recovery of mora reserves than you can 

now recover from tha existing wells? 

A Taa, air* 

Q How much more? 

A Sir, I don't live long enough to figure that out 

for you. That takea a lot of work that X cannot answer 

honestly, 

Q Wall, lat me ask i t this wayx Ia the areas of 

leaa permeability and less developed sand structure you 

would expect to recover more reserves, more additional 

reserves would you aot than la an area where you've got 

good communication and well-developed sand and permeability? 

A X don't think X ever said that. 

Q I'm asking you i f that's correct? 

A Oh, that's different. No. 

Q Would you expect that tha balance of these addi­

tional reserves which you indicated can be recovered hy 

i a f l l l drilling would lie oa the frlage ares of the 

THE NYE REPORTING SERVICE 
STATE-WIDE DEPOSITION NOTARIES 

22S JOHNSON STREET 
SANTA FE, NEW MEXICO 87501 

T E L . (506) 962-0386 



VAN EVERDINGEN-CROSS CASE 5264 
Page ?.18.. 

pool as opposed co tha cancar of Cha pool where che sand 

ia sore fully developed? 

A I Chink Chat's a rephrasing of che question chac 

Z said "No" co. 

Q Your recovery would be store or less uniform? 

A Yes, except ic la far mora difflculc Co meaeure 

in Che good areas of Che pool because chore is so much 

good sand present. 

Q I'm also Interested in Exhibit No. 15. Is there 

any way to tall what communication, if any. chare ia betweê i 

Chase land structures on cha log; is Chare any communi­

cation? 

A You can do soma work if you have a metering device 

for gaa in a well. But since all wells, this is tight stufjf, 

don't forget that. You can drill a well, trad what do you 

expose when you drill a well? For every foot of sand, you 

expose a lot more than a foot i f you just let i t at the 

well. But i f you frac a hole, then all of a sudden you 

get available a 100 feet of exposure of that same sand. 

Now, it ls not possible to frac just one foot or ten 

feet or 20 feet. You frac sections of up to several hun­

dred feet. How cen you when you have no access when 

that gaa can go through the fractures Into the hole? 
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You do not know where i t comes frost. You know, you have 

to, you cannot anawer your question is there communica­

tion between one sand aa you see on the log and some 

other sand, 

Q Well, assuming that, from your atudy, you con* 

eluded, and I think you aeld this, that the sand is basi­

cally lenticular throughout tha whole structure? 

A Yea, sir, 

Q Doesn't that indicate that measurement of reserves 

ls fairly problematical? 

A Sir, the reserves, they have been meaeured and 

which have been heard of about 10 trillion, 10,000 BCF, 

you know, is, you might aay, not an xact science. It ls 

more a work of art. 

Q But i t is more inexact, ia i t not, when you're 

dealing with a lenticular structure? 

A Vary much so. It is going to be difficult. 

Q Directing your attention Mr. Everdingen — 

A (Interrupting) Make it Van and let the reat go. 

q Exhibit No. 17? 

A Yes, sir. 

Q The, I guess it's Column 6 Indicating the average 

bottomhole pressure for the three atrat tests? 
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A Yas, f i r . 

Q Showing a dacline in pressure, If tha mathematics 

are correct, of some 217 pounds. Is that correct, from 

1959 to 1973, tha differentlei between 1197 and 980? 

A Yas, sir. 

Q Does this not Indicate that there is in fact 

drainage occuring throughout tbe pools facing units ln 

tha 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 at least devise or 

can at least extract three times a different rate of 

decline. I'm talking by memory now. And those strat tests 

obviously are being drained by the surrounding walls, 

and by tha way, the strat tests are in an area where the 

average well production is I think about 150 percent 

better than the average ultimate production for the entire 

field. Now, in memory, I think this one sits in an area 

of 5 billion cubic feet, and one ln an area of 6 billion 

cubic feet, t i l l the strat teat is so high i t surprised 

me. Than considering that even the strat test pressure 

is not a true pressure. There are in that area sands 

present which have s t i l l feeding ln the said sand which 

is being drained by the wella surrounding the strat test, 
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feeding, which means higher. 

Q I suppose the purpose of my question really Is 

that you're not saying, are you, that you can just go 

anywhere ln this Blanco Mesaverde pool and drill a well 

on this 320-spaclng 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 soma areas i t Is clear that tha de­

liverability rates are only a small portion or fraction 

of what they are in the center of the pool? 

A Yas, sir, because now we are talking about things 

where there ls nothing but bad sand present. I'm just 

hoping that aald sand will duplicate my first well. 

Q So even In the areas as indicated on Exhibit No. 

14, where the estimated ultimate production is — 

A (Interrupting) .7 of a billion. Is that low enoug 

for you? 

Q Sir? 

A .7 of a billion? 

Q Yea. .7, 700 million. 

A Yes, sir. 

Q Based on the deliverability of the wells in that 
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u u , is i t your opinion that an operator, considering the 

present costs, can economically drill a well in that area? 

A Sir, there la a well here, and I'm sorry, I should 

have -- the well ln the northwest part of the field drilled! 

by Phillips in 1951 or 2; the well gave 600 million cubic 

feet on tha 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 ln '74 when we have 

learned a lot more about fracing than I did ln the begin­

ning of 1954, you know, I can be reasonably hopeful that 

I 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'8 because of better completion practices 

and procedures? 

A Not regarding that would be impractical, yes, sir. 

Q What would be the effect on an off-set operator 

in this pool if he was delayed, say, as much as 2 years, in 

drilling an infill well, but offset an adjoining, continuous 

location; would he be drained? 

A Drainage would start. 

Q Would he be substantially drained? 
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A No, gir. It would depend. 

Q Would It depend on the aree of the field that 

the well is drilled in? 

A If it's ln one of those low productive areas, he 

wouldn't be drained at a l l . 

Q But on the contrary, i f 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 i f he can't get drilling rigs in 

time to drill a well. 

A It's surprising to me that the whole congregation ybu 

cannot get drilling rigs and drilling parts or El Paso seemjB 

to be able, or threatens to be able to do so. Are they 

supermen? I don't believe so. 

Q Apparently they are. 

As I understand i t then there is a difference in 

the amount of acreage being drained by the existing wells 

dependent upon the location of those wells in the pool, 

is that correct? 

A Yes. 
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Q So, in some area* an additional wall may not re­

sult in much increase in recoverable reserves whereas In 

other areas i t might substantially increase recoverable 

reserves. Is that a fair ststement? 

A What do you mean by "recoverable reserves"? 

Q Reserves that can be recoverable from either one, 

an existing well or — 

A (Interrupting) As of today? 

Q Sir? 

A As of today? 

Q Yea. 

A Aa of today or from the beginning, what ara we 

talking about? 

Q Aa of today. 

A I think my first answer s t i l l holds, that ln both 

cases you will see a similar amount of increase in ultimati 

over the structure. Now, there are deviations, no two 

ways on i t , but that phase of the drainage problem has not 

been studied. 

q You have studied the overall pool and not the 

relationship of an operator who has segregated leases In 

a portion of the leases? 

A I was not paid by El Paso 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 If i t la permissible, I will refer to the Witness 

as Tony as I have known him for several years. Tony, I 

believe, i f I understand your testimony, you estimated 

that there will be an Increase in total recovery from this 

pool of about 6 trillion additional cubic feet of gas by 

the i n f i l l drilling, is that correct? 

A That ls correct, sir. 

Q And you base that on original estimated recovery 

from the one well on the unit spacing 9 trillion cubic 

feet and you're increasing it up to 15 trillion cubic 

feet? 

A Yes. 

Q Well, would this then Indicate if you didn't 

drill the second one that the old wells 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 Co Chac, The way 

iC staces hare we will geC 33 perceaC of Che gaa in place 

aa I aee ic. Now, from che present wells caking 9000 

BCF aa ultimate for Che pool and 30,000 BCF aa initial 

present, and some of that gas will undoubtedly come from 

Che areas Chac were adjacent to locations which ls tha pre­

sent existing well. At the same time, if you drill a 

well, some of the gas under the lease that you're ln now, 

but haa not connected under Che 60 acres that's being dralojed 

now will go Co Che new one because we did not find an out­

let into Che present well, 

Q Well, wouldn't ic be a correct assumption chat 

if Chare had been no drainage of Che existing weil on Che 

uniC from ChaC other quarter section chac you would 

have Increased your ultimate recovery reserve by 9 

trillion instead of 6 trillion. In other worda, if there 

was a wall around each quarter section out there, you woulc 

have had an increase of 9 trillion rather than 6 trillion 

wouldn't you? 

A Even Custer was not that optimistic, sir; I have 

looked at that name so long you know, somebody ought to 

help me out here. That was the old famous spacing rule 

that was around here and very valid in the early '30s, 
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VOICE: Cutler, 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 ia 

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 in 1951 or '52. I don't know what 

the price was. I know that the well was abandoned 

because i t was too far, you might say, out in the boondocks. 

Way out, and there was no connection and there's not yet. 

I understood that somebody was Interested in the leases 

and I think 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 on the unit would be economically 

feasible were you assuming that the price of gas waa 44 

cents as El Paso did in their Exhibit? 

A I now said, when I repeat i t , yes, the .7 billion 

I had in mind the 44 cents• 
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MR, BYRD: Thank you, air, 

MR, PORTER: Anyone else have a question? 

MR. CAMPBELL: Mr, Chairman, returning to the 

Commission after so many years, I'm so stunned by a 

hearing on narrow spacing that I'm speechless. I think 

I ' l l 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 at 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, ln drawing your Exhibit No. 14, whose 

ultimate recovery figures did you use? Did you use 

the ultimate recovery figures that El Paso calculated on 

Exhibit 3? 

A Oh, no, I haven't even a copy of that one. We 

have most of them in our own files and you know how to make 

thorn. I mean that's normally done. You block cumulative 

figures 

Q (Interrupting) In other words, the figures are 
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your own Independent pressure decline? 

A How independent is a man who sees s l i kinds of 

figures? There's ways of taking them, 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 14? 

A Not at a l l , but since you may ask,one thing, 

yesterday when you asked questions you concluded it's a 

hybrid. That hurt me. It's not. There is nothing hybrid 

about i t . This is an estimate of the amount of gas in 

place, but based entirely on pressures and recovery ef­

ficiency because under the conditions as sketched here and 

relations does exist. I hope Mr. Cutler is retired,even 

though it stuns Mr. Campbell. 

Q So you did your pore volume calculations? 

A No, sir. I have made them, not many of them and 

I am always in trouble and I have all these fights on my 

hands and 1 give up on that one. 

Q Well, I can appreciate that i t would be difficult 

to make a pore volume calculation when you've got wells 

like this one. 

A Thank you sir. 
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Q While we've got this Exhibit in our heads, i t 

appears that there is a big variation ia the number of aet 

feet of pay ia these wells. Did you make any calculation 

as to comparable aet feet of pay la these two wails oa 

Exhibit 15? 

A No. I have asked, there is another one on here 

that Z didn't specifically mention aad i t waa brought out 

by El Paso. Z weat to the log specialist we have because 

one is run at twice the speed of tha other, and they say 

that makes a difference to aay amount of sand discovered. 

Now, I'm not sufficiently versed, but since Z couldn't use 

i t in any event, Z found out that i f Z believed the log 

analysis — and as optimistic aa Z could make them 

even the 10 trillion cubic feet of gas could hardly ba too 

stingy. 

Q • So we do have a wide variation? 

A Yes. 

Q Zs this typical of what you would find through­

out the reservoir if you compared — 

A (interrupting) Z have a dozen more of the same 

Ilka that, yea, sir. 

Q Zf you compared two wells a mile apart, you would 

find this quite often then? 
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A Yea, sir. You find In the middle part you find 

beautiful sands that go quite across a few wells, but 

at the same time you find this mediocre stuff, 

Q Now, what was the original pressure ln this reser­

voir, Mr, Van? 

A Wall, I have used 13,000, I've looked everywhere, 

I've looked in ell the pressure. There are some measurements 

which are even to thirteen sixty, but I have used 1300 

pounds initially, 

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 In communication with each other through 

geological time? 

A I think so, sir, 

Q Then the pressures in all of them would hava been 

the same originally? 

A Yes, sir, 

Q Then the original pool pre?sura then we can ac­

cept aa being 1300 pounds ln all of the sands? 

A There ls, of course, a little variation because 

some sands are higher and lower and there is the gravita­

tional effect, but we are talking here about sands on 

which enough core data is available which are so tight 
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that i t It next to impossible for water to move through 

in volume and, to be sure, because if water moves through 

the pressures are higher than they should be for the same 

amount of gas that was taken and I have made a trip to 

the flelda to convince myself and somebody comes around 

and says, "Can we make water," and we made water. The 

idea was make some water in wells along the Colorado 

State line here, so X asked how much water do you make and 

the anawer is it's troublesome, you know, it's a 

barrel per million cubic feet of gas, which could just as 

well be condensate. X mean water collected on account 

of temperature differences between the surface and under. 

Q Veil, now the three strat tests that were drilled 

and taken, If we plot the locations of those three strat 

tests on your Exhibit No. 13, isn't it true that we find 

that each one of them is outside the area marked aa the 

area of most prolific wells? 

A Yes, sir. But it is ln the area of far more 

than average wells. 

Q Now, you said that in determining your ultimate 

production you used your own figures for drawing map No. 

14. I thin): you also mentioned that the strat tests 

were wells in areas averaging about 6 billion ultimate 
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cubic feet recovery, ie that correct? 

A I have wrote a few figures from thia teat in 

quoting that, you eee, here every figure shown is really 

an average of 8 wells. I didn't feel that probably we make 

them. We make figures ultimate for al l kinds of clients, 

you know, but I should give here individual well figures. 

Therefore, average 8 wells and leave i t to some engineer 

to unravel them again to see how much he had out of tha well 

in that 8 series. 

Q And so you said that they would average about 

6 billion cubic feet in the area of the strat test? 

A Yes, sir. 

Q I think 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 4 billion, so you are in agreement with El Paso's 

Exhibit 3 then where they derived 4 billion as being the 

average recoverable reserves? 

A Again, that'8 not a holy figure, Kr. Nutter, you 

know that as well as 1 do. A 10 percent valuation doesn't 

phase me at a l l . 
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Q Wall, now, if we take your Exhibit No. 17, we note 

that the 1973 reading for the three strat testa, I presume 

that's the average for the three wells, ls 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

cent. 

Q 75 percent, so these strat tests exhibit about 

a 25 percent drawdown? 

A Yea, sir. 

Q That's each atrat test on 160-acre tract sur­

rounded by 4 wells? 

A Yea. 

Q Fully developed area? 

A Yes, this is a fully developed area. May I remind 

you I contended always strat tests, even strat tests 

don't show sverage 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, you know, and I wish 

I could deviae a aystern or line of thought to qualify that 

to make it more precise, but I haven't been able to do 

that. 
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Q But approximately 25 percent drawdown for the 

average atrat teat? 

A Yea. 

Q Now you have aaid that you estimate that at least 

15 trillion cubic feet of gas could be produced from the 

pool as a result of the i o f i l l drilling whereas 8.7 or 9 

million would be produced as a result of one well per 

320 acre8? 

A Yes, sir, 

Q So this is approximately a 70 to 75 percent 

increase in production then, is this correct? 

A Yea, don't make it 75, let's make it 66 to 70, 

Q But i t corresponds fairly closely to the 25 

percent drawdown that we've had there now. In other words 

75 percent pressure is stf.ll there so 65 to 75 percent 

of the gas would be produced then as a result of the 

infi l l well? 

A Yes. 

KR. NUTTER: Thank you, 

MR. PORTER: Does anyone else have a question? 

Mr. Morris, you Indicated 

MR, MORRIS: (Interrupting) No, I have no further 

questions, 
THE NYE REPORTING S E R V I C E 

S T A T E - W I O E DEPOSITION NOTARIES 
225 JOHNSON S T R E E T 

SANTA F E . NEW MEXICO 57501 
T E L . (505) 952-0356 



CASE 5264 
p 236 
Page 

MR. PORTER: The Witness cay be excused. 

MR. MORRIS: If the Cornel8aion please, thst 

would conclude El Peso's presentation In this Case. 

MR. PORTER: Thank you. Governor Campbell? 

Or Mr. Hinkle? 

MR, HINKLE: Mesa ia prepared to go ahead with 

their testimony. We'll go first unless somebody else would 

rather go first. We have one witness and we have one 

large Exhibit to put on the wall, with two overlays. 

Because of the nature of the Exhibit, we do not have copies. 

Z would suggest we have a recess for about 10 einutes. 

MR. PORTER: We will take a 10-minute bresk. 

(Whereupon a 10*mlnute recess 

was held.) 

MR. PORTER: The Hearing will come to order and 

the Commission will recognize Mr. Hinkle. 

MR. HINKLE: If the Commission please, our Wit* 

ness, Mr. Tom Morris, was sworn yesterday, I believe. 

(Witness previously sworn.) 

THOMAS W. MORRIS 

called cs a witness, having been first duly sworn, was 

examined and testified as follows: 
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DIRECT EXAMINATION 

BY MR. HINKLE: 

Q State your nan*, your reaid*nee and by whom you 

are employed? 

A My name ia Thomas W. Morris, I*m Manager of Produe 

tion for Aztec Oil and Gaa Company, Dallas, Texas, address 

2000 First National Bank Building, area code 75202. 

Q Are you a Petroleum Engineer? 

A I'm a Petroleum Engineer. 

Q Have you previously testified before the Commis­

sion? 

A No, sir, I haven't. 

Q State briefly your educational background and 

experience as a Petroleum Engineer. 

A I'm e graduate of the University of Oklahoma 

with a Bachelor of Science Degree ln Petroleum Engineer­

ing. Prior to joining Aztec I worked with Sun Oil 

Company for 22 years in operations, engineering and man­

agement capacities in southeast New Mexico, west Teres, 

U.S. Gulf Coact, Venezuela and Iran. I was head of the 

Petroleum Engineering Department for Venezuela and Sun 

Oil Company, advanced there to manager of the Venezuelan 

operations of Sun Oil Company, was Vice President and 
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General Manager of Iranian Sua Oil Company. Z returned 

to the States last year, joined Aztec as Manager of 

Production ln June and our department is responsible 

for drilling production and engineering activities of 

the Company. 

Q Rave you made a study of the Bianco Mesaverde 

Pool? 
A Yea, we nave. 

MR. HINKLE: Are the Witness' qualifications 

acceptable? 

MR. PORTER: Yes, they ere. 

BY MR. HINKLE: 

Q Have you prepared or has there been prepared un-

I der your direction exhibits for Introduction in this Case? 

A Yes* 

Q And they are Exhibit i , which is the large 

exhibit on the wall, and two overlays which have been 

marked as Exhibits l-A and l-B, and llso Exhibit 2? 
A That is correct. 

Q Refer to Exhibit 1 and explain what this is and 

what i t shows? 

A Exhibit 1 — 

Q (Interrupting) You can get up and point out if 
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you want to. 

A Okay, This Exhibit la a deliverability nap of 

all of tha Meaaverde pool wells lo the San Juan Basin. 

Tha various colors indicate areas of high and low de­

liverability. The yellow areaa are thoae areas with high 

deliverability. The green ls the next area, blue, and the 

forced area in red. The yellow represents those areas 

where the deliverability is ln excess of 1000 MCF e day. 

The green area represents those areaa where deliverability 

ranges between 500 to 1000 MCF e day. The blue, 200 MCF 

to 500 MCF, end the red areas are those wells which are 

below 200 MCF a day. 

Q Does this alao show the wells in the Mesaverde 

Pool? 

A It does. Some 2060 wells. 

q Bow many wells are in the yellow areas, which ls 

1000 or over? 

A The yellow area haa 50 wella. 

q How many has the green area? 

A 270 wells. 

q And how many in the blue area? 

A 550 

q How many in the red? 
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A 1190. over half of tho walls are io tho rod area. 

Q This totals 2060 wells? 

A That le correct. 

q I believe ia £1 Peso's testimony yesterday they 

indicated 2055 wells. How do you account for this 

discrepancy? 

A This is probably a well count. We took this 

information from the Hew Mexico Oil Conservation Commis­

sion, San Juan Basin Gas Exploration Schedules. 

q Is there anything else you would like to say 

with respect to this Exhibit? 

A Z think, as the colors show, the best area of 

the field is ia the center, the yellow, aad of course 

on the fringes ls a low productivity area. 

q Now, i f you will put up the overlay Exhibit l-A. 

Mr. Morris, refer to Exhibit l-A, being the overlay on 

Exhibit 1, aad explain what this is and what i t shows. 

A This overlay has on i t the acreage of El Paso 

and Artec. The El Paso acreage is in green, and the 

Aztec acreage la lo red. The El Paso position, aa you 

can see, they cover a large amount of tha yellow in the 

central portion of the field. The Aztec acreage, the 
4 

majority of which can be seen oa the map, covers the 
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northwest segment of the field end over 50 percent of 

Aztec's wells ere located ln the red area or less than 

200 MCF per day, 

Q Does Ei Fsso have a large number of wells ln the 

yellow and green area, the largest number? 

A They have a substantial position in there and aa 

compared to other operators they would be the largest 

operator in the high productive eras of the field. 

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 

the people in the center of the field versus those on 

the fringes, have e 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 El Paso 

snd Southern Union. In Aztec's case — 

Q (Interrupting) By what colors? 

A Pardon m«. Yellow is the El Paso pipeline and 

the blue ls Southern Union gathering. 

Q In other words, these are the gathering systems 

which show the wells thet El Paso has connected to end 

the ones that Southern Union ls connected to, is that 
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right? 

A That is correct. 

Q Hot* many wells does Aztec operate? 

A WO operate 130 wells, 

Q How many of those wells are connected to the 

El Peao ayatea? 

A 23 

Q And how many are connected to the Southern Union 

aysten? 

A 107. 

Q I believe that you have already testified that 

none of your walla are in the area of high potential? 

A The majority of our wella are in the northeest 

corner. None of our wells lie ia the yellow area that 

we operate. 

Q Aad this indicates that a i l of the El Paao gather-

ing system is connected to the wells of higher potential 

ln the pool? 

A Thfit is correct. Ei Paso's pipeline covers the 

center portion of this field. 

Q Now refer to Exhibit No. 2 end explain what this 

ls and what i t shows. 

A Exhibit No. 2 shows the pressures on the two 
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aystea*, the Southern Union gathering ay*tern and tha 

El Paao gathering ay•tec. The top curve on the chart la 

tha pre«aura 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, end ss of 

1973, there was 100 pound differential, the El Paso system 

having a pressure 100 pounds lower than the Southern 

Union system. 

Q From what information did you obtain this to put 

i t on the drawing? 

A This Information came from the Hew Mexico Oil and 

Gas Engineering Committee Annual Report for the years 

1970, '71, f72, and »73. 

Q Where did the information come from for the 

preparation of Exhibit 1? 

A That was the Hew Mexico Oil Conservation Commis­

sion Gas Exploration Schedule, July, 1974. 

Q How, from your study of the pool, and from these 

exhibits, whet do you conclude? 

A Bl Paso has located both of their operations and 

their pipeline connections ln the areas of high deliver­

ability from the Mesaverde Pool. Aztec, on tbe other 

hand, ls located on the fringes of tbe Mesaverde pool in 
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areas of low deliverability. 

Q Those are referred to as marginal areas? 

A I'm calling marginal areas the 200 MCF and below. 

The red areaa are those that are critical. To go on 

further, that i f EI Paso's Application ls approved for 

the infield program, we would assume that the logical place 

to atart such a program would be ia the high deliverability 

area and spread out. We can see ourselves getting in a 

position to protect our rlghta to drill or be required to 

drill ln fringe areaa and possibly marginal or sub-marginal 

non-economic wells. Assuming that i t ia approved, the 

infield program, due to most of our wells being tied to 

Southern Union, El Paao has testified that they would take 

all the gaa that the operators would develop. We don't 

know whether our gas would see a market or not. 

Q Well, are you obligeted by contract in any way 

so it would prevent you from giving your gas to El Paso 

In that case? 

A Our contracta, or for the lack of a lease, to the 

pipeline connection that we have. 

Q To Southern Union? 

A Southern Union or El Paao on those 23. 
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Q If Southern Union did not have the capacity to 

take your gas, this would mean you could not sell i t 

to El Paao? 

A Ve could not sell i t to El Paso unless Southern 

Union made some arrangement to take it from, or deliver 

gas to El Paso, It starts a chain reaction* If, for 

Instance, El Paso gets their lines filed from the opera­

tors who are connected to them, there would be no 

capacity for Southern Union and El Paao to make an 

arrangement es they have in the peat, 

Q There ia no rateable teke in the pool? 

A There is not a ratable take in the pool* 

Q Now, if El Paso does off-set some of Axtec's 

wells, what is Aztec's position with respect to meeting 

these off-sets? 

A Of course I would have to evaluate it:, but if 

it would go to market we would have to evaluate, if we 

have an economic well that we could drill off-setting i t ; 

our position ls that we would have to see what it ia at 

the time whether we could afford to off-set i t or not, 

Q Well, if it's in the time we have now, where there 

la a ahortage of tubular goods; what would be Aztec's 

situation? 
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A At this time, where we're oa allocation, we could 

probably, without going into grey market for materials, 

aad assuming the rigs are ready, some 12 wells is about 

what we can see for say next year. 

Q That's 19751 

A 1975. 

Q Do you have any other commitments beside this 

area? 

A Tee, we do. We have southeast New Mexico, which 

ls one of the prime arees that we ere considering aad 

also working in now. There la the opportunity to 

develop some substantial reserves; we do have heavy 

commitments there. We also have other opportunities la 

the Sen Juea Basin whea the price, and when we can be 

assured that our gas will see the market. 

Q How many other uadrllled locations outside of 

the Mesaverde area do you have in the San Juan area? 

A We have a substantial number in other reservoirs 

and even some In the Mesaverde. 

Q If you devoted all the tubular goods that you can 

get here, it would prevent you from developing other 

acreage which you could develop and probably gain as 

much or larger reserves? 
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A It would curtail our other programs that we have, 

yea, air. 

Q X believe that El Paso's testimony showed that the 

coat of drilling the average well ln the Mesaverde waa 

$110,000. What do you estimate the cost to be? 

A We have a higher estimate than El Paso and our 

estimate for drilling and completing a typical Mesaverde 

well in this erea, insulation surface facilities, getting 

it reedy to go oa atream, is $139,800. 

Q Ia that assuming mill prices for tubular gooda? 

A It does. Mill prices — what we use — 

Q (Interrupting) What i f you had to buy the tubular 

goods on the gray or black 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 San Juan Basin 

does the Mesaverde Gas Pool represent as fsr as gas re-

serves are concerned? 

A On the reserve part — we haven't done a l l the 

reserve — but on a production lasis the Mesaverde repre­

sents slightly in excess of 40 percent of the San Juan 

Basin production. It is the largest producer ln this 

area. 
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Q Do you hava any further reccmmendatloaa to make 

to the Commisalort In connection with thia matter? 

A Our looking at It , and our position to protect 

our rights here, we think that it's not the proper time to 

go to this in f i l l program; we're short of useerials, it'a 

going to take some study on our part of which wells would 

be economic units, we don't have the price that'a been 

discussed here, and we're s t i l l getting the same price 

today that we got say last week, so we think it's e 

big question of — and time la needed to look into i t , 

ssy with some depth. So, we would like to see i t post­

poned. 

MR. HINKLE: That's al l of the direct. 

We would like to offer in evidence Exhibits 1, 

l-A, 1-B, and 2. 

MR. PORTER: Are there any objections? The 

Exhibits will be admitted. 

(Whereupon, Aztec's Exhibits Nos. 

1, l-A, 1-B, and 2 were admitted into 

evidence.) 

MR. PORTER: At this time we're going to recess 

the Hearing until 1:30, at which time Mr. Morris will be 

available for cross examination. 
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(Whereupon, the noon recess waa 

held.) 

MR, PORTER: The Hearing will come to order* 

Mr. Morris ls available for cross examination if anyone 

has a question. If there are no questions, the Witness 

may be excused. 

The Commission will recognize Mr. Byrd for Mesa. 

MR, BYRD: Thank you Mr. Chairman. Mesa will have 

one Witness who was previously sworn. His name is Les 

Carnes. 

(Witness previously sworn,) 

L.M. CARNES 

called aa a witness, having been first duly sworn, was 

examined and testified aa follows: 

DIRECT EXAMINATION 
BY MR, BYRD: 

Q Mr. Carnes, for the record would you state your 

name and address? 

A L.M. earnest Box 2009, Amarillo, Texas. 

Q By whom are you employed? 

A Mesa 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 experience. 

A Upon graduation from Texas Tech with a Bachelor 

of Science Degree ln Petroleum Engineering in 1957 X 

•forked 10 years with Continental Oil Company in various 

raaarvoir engineering capacities, 7 years with Tenneco, 

end approximately 1 year with Meaa Petroleum Company. 

Q Are you a member la good atending of aoy pro­

fessional societies? 

A Yes, sir, S.T.E. of the A.I.M.E. 

Q Have you previously testified before this Commis­

sion? 

A No, sir. 

MR. BYRD: Mr. Chairman, would the qualifications 

of Mr. Carnes be accepted? 

MR. PORTER: Yes, sir, they would. 

BY MR. BYRD: 

Q Mr. Games, are you familiar with the present 

field rules in the Blanco Mesaverde Gas Pool? 

A Yes, sir. 

Q How many wells does Mesa have en Interest in 

In that pool? 

A Approximately 450. 
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Q Row many wells in Che pool is Mess the operator 

of? 

A 26. 

q Have you prepared a cap of the pool showing Mess's 

acreage in the pool? 

A Tea we have. It's shown aa Exhibit 1. 

q Zs that the Exhibit that ia on the board at the 

present tine? 

A Yes, sir, i t i s . 

q Referring to what has been Barked as Mesa's 

Exhibit 1, please explain what that nap shows. 

A Exhibit 1 is a location plat showing all of Mesa's 

interest colored in yellow in the Basin. It also shows 

the Mesaverde wells that are drilled on Meaa's acreage 

and the immediate off-set acreage. 

q Does i t show who owns the off-set acreage? 

A Yes, i t does. 

q In how many Instances ls Mess's units off-set 

by units operated by El Paso? 

A Approximately 130. 

q Xn the units in which Mesa owns a partial interest 

but is not the operator, who ls the operator of the wells? 

A In most Instances it is El Paso. 
THE NYE REPORTING SERVICE 

STATE-WIDE DEPOSITION NOTARIES 
22S JOHNSON S T R E E T 

SANTA F E , NEW MEXICO S7S01 
T E L . (SOSI 9S2-03S6 



CARNES-DIRECT CASE 5264 
Page .25.2 

Q Are there some instances where there ls soother 

operator? 

A Yes. 

Q And who would they be? 

A Maybe tenneco. or Aztec; I'm not sure about those 

few cases. 

Q All right. Are you familiar with El Paso's appli­

cation in thia proceeding? 

A Yea. 

Q And you undarstand they ere seeking amendment to 

permit the second well on the unit? 

A Yes, sir. 

Q Have you made e study of the economic feasibility 

of a second well on the unit as proposed by El Paso? 

A Yes, X have. 

Q Referring to what haa 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 la an in f i l l well in the Mesaverde pool, in 

terms of average annual rate of return. 

q Explain to the Commission what's shown on the 

horizontal scale of Exhibit 2. 

A The horizontal scale shows the arrange of 
THE NYE REPORTING SERVICE 

STATE-WIOE DEPOSITION NOTARIES 
22S JOHNSON S T R E E T 

SANTA F E , NEW MEXICO 87S01 
T E L . (SOS) M2-03S6 



CARNES-DIRECT CASE 5264 
Page 2.5.3 

incrementala new reserves that a well would possibly 

develop — an infi l l well that is -- aa a percent of the 

old well's original-ultimate-recoverable reserves. 

Q Z notice that you use on the Exhibit. "Percent 

of old ultimate." Vould you please explain what you 

mean by that? 

A The old ultimate is the average old well's 

original-recoverable reserves. 

Q So the percentage here is thst new reserve is 

expressed in a percent of the original-recoverable reserves 

of the original well, ia that right? 

A Right. 

Q Now, Z notice in looking at Exhibit 2 that you 

have assumed that a new well — and is this an average 

new well that you're talking about? 

A Yes. 

Q Will recover new reserves equal to between 30 to 

70 percent of the original-recoverable reserves under an 

average old well in the pool, iii that correct? 

A Yea, sir. 

Q How did you arrive at the range of 30 to 70 percent? 

A Ve have not made a detailed reservoir engineering 

study of the Mesaverde field, and recognising that some 
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additional reserves would probably ba produced, we covered 

a range that we thought would apply to the new well. 

Q And what reserve did you use for the overage 

existing well in the pool in your calculation? 

A Approxiaately 4.8 BCF. 

Q Now, referring again to the Exhibit, what ls i t 

that ls shown on the vertical scale of Exhibit 2? 

A The vertical scsle shows the average annual rate 

of return in percent thet you could realize by drilling 

en i n f i l l well. The averege annual rate of return would be 

defined as thst percent discount that when applied to 

the future net revenue would approach the cost of 

drilling and incurring the new well. 

Q Veil, what perimeters did you use in deterraining 

the overage annual rate of return for a new well oo Ex* 

hibit 2? 

A Ve used the cost to drill and equip a new well 

of $152,000; we used a gas price of 24 cents, which when 

adjusted for tax compensation in BTU was 27.7 cents mcf. 

Vo used an operating expense initially of $200 per well 

a month escalated at 5 percent a year for a maximum of 

25 years to about $450 per well a month and kept i t 

constant from that time forward. 
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Q What price did you use for tha sale of tha liquids 

produced lo conjunction with the gas? 

A We used $10 a barrel; 

Q Io your parameter did you take into conslderation 

in your expenses any Income tax? 

A Ho, we did not. 

Q Now what rate of production did you use for the 

new well ln 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 ia approximately the average old-well rates at 

the present time, to 900 mcf per day. 

Q All right. Mow, explain to the Commission, and 

I will ask you to refer to 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 initial producing 

rate of 900 mcf per 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 while for the maximum Incremental anount 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 i t shows about 10 

percent average annual rate of return increasing to 

about 16 percent at the maximum incremental recovery of 

70 percent, end the bottom curve — or the percentage is 

shown on — and the bottom curve et the lower incremental 

recovery shows about 9 percent average rete of return 

increasing to just over 14 percent for the 70 percent 

case* 

Q At a rate of return from somewhere approximately 

9 percent to approximately 18-1/2 percent, ls this an 

attractive or sound economic investment for Mesa at this 

time? 

A • We do not think i t is* 

Q What Is Mesa paying for its capital or borrowing 

at the present rate? 

A Approximately 15 percent interest, 

Q Do you have any other ccwKwsnts regarding Exhibit 

2, Mr, Carnes? 

A No, sir, I do not* 

Q Now referring to what's been marked as Exhibit 3, 
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will you please explain what Is shown on this Exhibit? 

A This ia also graphs showing the new infill-well 

economics in terms of the 15 percent discount at future-

net revenue. It also shows the case where the initial 

rate varies from 300 mcf per day to 900. 

Q Zs the horizontal scale on this Exhibit the same 

as on Exhibit 2? 

A Yes. i t is. 

Q zt was determined on the same basis? 

A That ls right. 

Q How please explain the vertical scale on Exhibit 3. 

A The vertical scale represents the 15 percent 

discounted future-net revenue generated by an i n f i l l 

well. 

Q And that's expressed in thousands of dollars? 

A Yes. i t is. 

Q Referring to the top curve on the Exhibit, what 

does It indicate? 

A The top curve indicates that at the 30 percent 

increase in reserves over the original ultimate for an 

average old well that you would realize of the present 

day value discounted 15 percent of about $149,000, which 

ls something less than the cost to drill the new well, 
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while at the higher incremental recovery of 70 percent it 

-how- that you would realize approximately$175,COO. 

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 percent 

incremental reserve ease, 

Q Based on the cost of a new well of $152,000 

would the drilling of an average additional well be 

economical based on the 15-percent dlacounted future-mat-

revenue test? 

A In my opinion i t would not, 

Q So is i t your conclusion from this, Mr. Carries, 

that based on e 27 cent price for the gas from a new 

well It's not economically feasible to in f i l l drill at: 

the present time? 

A That ls correct. 
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Q Do you have aoy other cmoments to sake on 

Exhibit No, 3? 

A Ho, I do not. 

MR. BYRD: If the Commission please, that concludes 

Mr. Cernea' direct testimony. At this time I move the 

admission of Mesa's Exhibits 1, 2, sod 3. 

MR. PORTER: Are there any objections? The 

Exhibits will be admitted. 

(Whereupon, Mesa'a Exhibits Nos, 

1, 2, and 3 were admitted into evidence.) 

MR. BYRD: I submit Mr. Carnea for cross examin­

ation. 

MR. PORTER: Any questions of the Witness? 

Mr. Morris? 

CROSS EXAMINATION 

BY MR. MORRIS: 

Q Mr. Carnea, I'm sure you testified to this very 

clearly, but I want to make i t double clear, I guess, for 

the record, that your presentation for both Exhibits 2 

and 3 assumes a price of 24 cents plus BTU adjustment. 

That doea not assume the new gas price afforded by FF? 

Opinion No. 699, is that correct? 

A Yes, that's correct. 
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Q Now, If you testified to It I missed i t , but 

what would you ssy with respect to Exhibit 2 would have 

to ba judged aa ao acceptable rate of return for Mesa? 

A Well, we didn't say what an acceptable rate of 

return would be to Mesa, We just stated that under these 

economics reflected in Exhibit 2 that that waa not acceptabji 

Q You're saying that assuming your best situation on 

Exhibit 2 a new weil producing at an initial rate of 900 

mcf per day and a 70 percent incremental reserve which 

would yield a 19 percent rate ef return, that would not 

be sufficient? 

A Ko, air. 

Q Veil, what would be sufficient? 

A Weil, Z think our management ia in a better posi­

tion to answer that than X, but i f you consider the cost 

of money right now at 15 percent, 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 average 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 yield 25 

percent rate of return under your — I'm asking you to 

keep ail the same assumptions but tell me what price you 

THE NYE REPORTING S E R V I C E 
STATE-WIDE DEPOSITION NOTARIES 

225 JOHNSON S T R E E T 
SANTA F E , NEW MEXICO 67501 

T E L . (505) 962-0366 



CASE 5264 
CARNES-CROSS D 261 

"Re 

would have to have before you would have an acceptable 

rate of return? 

A Well, I have not made that study to see what i t 

would be to get It there. 

Q Can you say just looking at the new gas price 

afforded under Opinion 699 that that would be — assuming 

with me i f you will — that that price would be applicable 

to the i n f i l l wells, that would provide sufficient incen­

tive, a sufficient rate of return, where your management 

would find that sufficiently attractive to enter into thia 

program? 

A It's possible that i t would. Aa I said, we have 

not really made that determination. 

Q Referring to Exhibit No. 3, taking your worst 

possible case there, which was an initial rate of 300 

mcf per day and only 30 percent incremental new reserves 

end discounting future net revenues by 15 percent, i f I 

understand your exhibit that ahouid show discounted revenue 

of say $113,000? 

A Approximately. 

Q Now when you say "net revenue" does that mean afte r 

you have recovered the cost of drilling? 

A No. 
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Q What do you mean by that? 

A That's just tha cash generated after you pay 

lease-operating expenses and royalty. 

MR, MORRIS: I have no further questions. 

MR, PORTER: Does anyone else have e question of 

this Witness? 

Mr, Nutter? 

CROSS EXAMINATION 

BT MR, NUTTER: 

Q Mr, Carnes, ln 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 average, ls 

this correct? 

A That's the average well In the New Mexico portion 

of the Mesaverde reservoir, 

Q And you've considered 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 nscf par day initial rate 
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«M assumed that tha wall would decline fairly steeply in 

a couple of years to the average old-well rete of 300 

mcf per day aad then go In a constant very generei de­

cline from there to the economic limit. 

Q what percent is that constant low rate decline? 

A It varies from aa low as 2.9 percent I believe to 

ss much as 7.9 depending on the recoverable reserve case. 

q Bow long generally does i t take the weil to 

decline from 900 to 300 ia its deliverability? 

A Veil we said a couple of years. 

Q A couple of years on that? 

A Yes. 

Q And then 25 to 45 years on the remainder? 

A Yea, that'a approximately right. 

Q What does Mesa consider to be abandonment pressure 

ln this pool? 

A We have not made a reservoir determination; we 

just use an economic-limit rate of 60 mcf per day and 

force the reserves to be recovered inbetween those limits. 

MR. NUTTERs I believe that's a l l , thank you. 

MR. PORTER: Does anyone else have eny questions? 

The Witness may be excused. Thank you. 

Mr. Byrd, did you offer your Exhibite? 
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ME, BYRD: X did offer them, and X think they 

were admitted. 

MR, PORTER: Well, your Exhibits are admitted, 

MR, SWAM: Oscar Swan representing Amoco Produc­

tion, X realize i t is a little late for an opening 

statement and way too early for a closing statement, but 

we support El Paso's position but we got there in a little 

different manner and X think I f X could give a little 

bit of our ideas on the law here and then put Mr, Giles 

on for Just a short statement we will be through ln 

5 to 10 minutes, 

MR, PORTER: Are you going to give tbe testimony 

or is he? 

MR, SWAN: I'm simply going to comment on the 

law, on what we think the law is or how i t should ba 

interpreted here and I'm going to have him try to explain 

to you why Amoco reached the decision to support Ei Paso 

here from an engineering standpoint. 

MR, PORTER: You may proceed. 

MR, SWAN: First, we feel this Case is a good 

deal simpler than the people have tried to make i t . We 

believe there has been an awful lot of testimony and a 

lot of argument on things that are not really pertinent 
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to che issue. For instance, we don't egree with El Paso's 

idea Chat Chair marketing problems are pertinent to Che 

issues or relevant evidence, I guess maybe Che opposition 

invlCed ic by making Che issues themselves when they 

tried to show that El Paso, because of its utility posi­

tion, is in a different position from other operators and 

can look at these wells differently, but we don't think 

that the Commission should consider that or that i t 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 opinion there are just two questions here and that 

1st (i) Will these wells produce some additional gaa 

that won't be produced by the present wells, and (2) i f 

they will, will the additional income justify the expendi­

ture, and I think that ls all that is before the Commis­

sion and that's how we arrived at our decision* Those 

are the two questions we looked at, 

Now I realize that there has been some talk here 

about this 44 cent gas price not applying, but it seems 

to me If the Commission accepts Ei Paso's proof that 

these wells will produce gas that the existing wells will 

noc produce, you've brought yourself within Che spirit 
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and letter of the FPC opinion end frankly we are willing 

to take that chance. That's much less of a chance than 

the chances you take just drilling the well. 

Ve also figure that this Is to prevent wsste and 

the Commission should do that first. There haa been aome 

talk about how this will impair correlative rights because 

ell of the wells will not be drilled and can't be 

simultaneously, but that situation exists everywhere and 

it's now under the present Order and it won't be changed 

by anything new. But, since we did, I guess, take a 

very simplistic look at this, we looked at it differently 

from an engineering standpoint, at this point I will turn 

it over to Mr. Giles. 

MR. PORTER: Let the record show that Mr. Giles 

has previously been sworn. 

MR. SWAN: Tes, he has been sworn. 

R.B. GILES 

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

examined and testified as follows: 

DIRECT EXAMINATION 

BY MR. SWAN: 

Q Mr. Giles, have you previously testified before 

this Commission? 
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A I have. 

Q Just for tho record, would you state briefly 

what your education and experience baa been and what your 

present duties are? 

A Yes. First of a l l , Z am R.B* Giles with Amoco 

Production Company in Denver. I'm a graduate from Penn 

State University in 1940 with a Bachelor of Science 

Degree in Petroleum and Natural Gas Engineering. X have 

been employed by Amoco for 26 years in various engineering 

and supervisory engineering capacities. My present 

jurisdiction and responsibility ls to negotiate the terms 

of equity and other Important provisions ia secondary 

recovery field-wide units and to testify before State 

Conservation Commissions in 14 western states for Amoco. 

This geographical area covers from the Mexican to tha 

Russian border* 

Q Mr. Giles, you have, for the purpose of testifying 

in thia Case, studied this field? 

A X have. 

Q What is the position of Amoco in this Case? 

A Let me preface that with the fact that Amoco 

has 96 net wells and we operate 84 wells in the Bianco 

Mesaverde pool. Our net share of this pool's production 
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is currently 17.7 BCF per year aad 88,000 barrela of 

condensate per year. On a graph basis daily that computes 

to be 48-1/2 million cubic feet a day and this represents 

about 7 percent of the ges production in this pool. As 

Mr. Swan has said, we do support the Application of El 

Paso in this Case and we do i t for these reasons: First 

the nation does need more gas and increasing the gas 

supply from this pool over the next four to five years by 

inf i l l drilling could, in its own way, help bridge the 

gap before coal gasification begins ln a big way as another 

means to improve the gas-supply picture. Now, i f this 

i n f i l l program is granted by this Commission for this 

pool Amoco intends to proceed very cautiously. Now, right 

now a go-slow drilling program is necessitated by the 

constraints of casing being in rather short supply and 

the rig availability being somewhat ln question. What 

we envision with an Inf i l l drilling program in the Blanco 

Mesaverde is that i t really won't start until about a 

year from now and then It vMl consume a goodly portion 

of the ensuing four to five years, and Amoco does not 

intend to be aggressive with a number of rigs in here to 

inf i l l drill but we will consider meeting any off-set 

obligation as i t appears. And like Mr. Derrick said 
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yesterday In his testimony! Us too hove priorities we 

assign to wells we would like to drill within our division 

and some In Wyoming may have precedent over the Blanco 

Mesaverde. We have to look at each well individually as 

the time comes up and let i t stand on its own feet. 

Secondly, and this is the crux of the whole problem on 

this Hearingj Reserves. We know some increase in reserves 

will result from in f i l l drilling. We cannot define"some." 

Consequently we don't Intend to try and peg what order of 

magnitude reserves will be increased by Infill drilling 

ln the Blanco Mesaverde, but we have these as examplea 

of food for thought for your consideration. The gross 

section of the Mesaverde is over 800 feet thick. Probably 

only a fifth could be classified as effective gee pay. 

Permeability varies considerably throughout the pool. 

Lentlcularlty exists. Any engineer, and I emphasise the 

word "any," any engineer would be hard pressed not to 

admit that these reservoir conditions lend themselves 

quite well to the supposition "More wells, additional 

reserves." 

Let's look at It from another standpoint. If 

we were to assume that Just 10 percent additional reserves 
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vould bo obtained by in f i l l drilling in the Blanco 

Mesaverde, we agree with the contention! previously made 

that 4 BCF per well is a reasonable figure for the ulti­

mate reserves under existing wells on the 320-acre pro­

ration unite* 10 percent of 4 BCF ls 400,000,000 cubic 

feet reserves; at 44*9 cents — let's call i t 45 cents — 

per MCF that's $180,000 per well; deduct royalty, deduct 

taxea, deduct operating coste, will bring you down in 

the neighborhood of $145,000 per well for the gas alone* 

Equate this to what we feel is a reasonable estimate for 

the cost to drill, complete and connect up a well of 

$118,000 at this time, which ia not too different from 

what Mr* Derrick had testified to. The difference might 

be in the completion effort made to complete a well, but 

that's reasonably close* So you can see from just 

considering the gas alone, that is profitable. Not real 

attractive, but if you would then throw in the condensate, 

which averages 4-1/2 barrels per million cubic feet, now 

you're talking about a well return on investment that 

becomes attractive and at 45 centa MCF an average annual 

rate of return, that does become attractive* so, what 

we're saying Is that just with a 10 percent increase 

in reserves over what we can see with the present wells 
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(Reporter's note. Pâ e 271 inadvertently skipped in 

transcription; text of hearing is intact.) 
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wc Chink tha program has merit and will be a good conser­

vation measure. 

Frac techniques; There haa been some mention oa 

thia by Mr. van Everdingen. Frac techniques are much im­

proved over Che frac treatments given wells 20 years ago. 

Frac creatmeoca today ere noC only larger but they are 

becoming more scientifically designed by research scientist? 

Co yield the optimum results. This not only could but it 

will assist in providing more reserves from newly-drilled, 

cased-Chrough comple tions• 

Another point that we have is that reservoir 

pressure is now at least in the 600 pound range in the 

immediate area of existing wells in Che Blanco Mesaverde 

pool, probably higher, like Mr. van Everdingen says. 

Infill drill wells on Che undeveloped quarter section of 

the existing 320-acre proration unit will encounter 

pressures several hundred pounds s t i l l higher. The point 

we are making is that such i n f i l l wells consequently will 

IF, initial potential better, and they will clean up 

better after frac treatment i f they're drilled in the ntxt 

several years at these higher pressures rather than waiting 

a score or maybe two score years Co infi l l drill when the 

reservoir pressure will then be much much lower. We make 
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this contention, of course, on tho premise thot inf i l l 

drilling makes good conServetion sense, will prevent 

waste in the Blanco Mesaverde Pool, and thia we aay i t 

will do. 

MR. SWAM: I submit Mr. Cilea for croas examin­

ation. 
MR. PORTER: Any questions of Mr. Giles? 

CROSS EXAMINATION 

BT MR. BYRD: 

Q Mr. Giles when you referred to recovery of $145,000 

from the gas well, 45 cents, you didn't discount any? 

A Ko, I did not. 

Q It would be less than thst if you discounted i t 8 

or 15 percent? 

A Right, and you would do the same for the conden­

sate which is additive to that dollar figure. 

Q Now, you made a statement at the concluding of 

your testimony that indicated to me that you thought that 

if these wells were ever going to be drilled that they'd 

have to be drilled in relatively short future while the 

pressure in the rock is s t i l l sufficient to return to 

fiat fracture, is that correct? 

A Yes, I did say that. 
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Q Haven't there been some wells frsced in the Texas 

portion of the Hugoton Field where their bottomhole 

pressure wss down to 150. 200 pounds? 

A Oh( yes. 

Q Were those free jobs successful? 

A In their own way they were successful, but they 

would be more successful if there was more sap, more 

pressure ln the reservoir. That's the point I am making. 

Let's tske sdvaotsge of what we have in the reasonably 

near future and not let the pressure get so low thst 

there isn't enough rap to give you a good clean-up 

effort efter e frac treatment. 

Q You talked elso about the new wells coming ia at 

a high pressure. Now I know you don't operate a gather­

ing system ia this field. Do you see any problems about 

the ability of the high-pressure aew wells feedlag into 

a gathering system and a reluctance on the part of tho 

operator of the gathering system to bring the pressure 

down so it would accommodate the old well? 

A We don't see any ineuncountable problems oo this. 

ao. 

MR. BYRD: Thank you. that's a l l . 

MR. PORTER: Anyone else? The Witness may be 
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excused. 

MR. CAMPBELL: Mr. Chairman, It will take a few 

momenta for ua to get our Exhibit* numbered. 

MR. PORTER: We will take ebout e 10 minute 

break. 

(Whereupon, a 10 minute recces 

was held.) 

MR. PORTER: The Rearing will come to order, 

please. The Commission will recognise Governor Campbell 

at thia time representing Southern Union Production. 

MR. CAMPBELL: Thank you Mr, Chairman. We have 

one witness, 

(Witness previously sworn.) 

SUDE$H ARORE 

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

examined end testified es follows: 

DIRECT EXAMINATION 

BT MR. CAMPBELL: 

Q Will you state your name, please? 

A Sudes'h Arore. 

q Where do you live. Mr. Arore? 

A I live ln Dallas, Texas, 

q By whom are you employed and in what capacity? 
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A I aa employed by Southern Union Production Company 

in the capacity of Manager of Reserves and Evaluation, 

q Vould you give to the Commission a brief summary 

of your educational and professional background and 

experience, please? 

A I graduated with a B,S. Degree in Mathematics 

from the University of Kashmir in India in 1958 and in 

1961 I got my B.S. ln Petroleum and Natural Gaa Engineer­

ing from Texaa A & I and 1965 I got my Masters In Petro­

leum Engineering from Oklahoma 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 Well, I waa employed by them as an Exploration 

Engineer in the beginning and from there on I climbed 

to Petroleum Engineer and eventually Staff Engineer and 

now Manager of Reserves and Evaluation. 

q And ln your present capacity of Manager of 

Reserves and Evaluation would you briefly describe your 

duties and responsibilities? 

A Well, my current responsibilities are calculation 
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of a l l Company oil and gaa reserves, supervision of a l l 

secondary recovery projects, acquisition and sale of oil 

and gas properties and evaluation of a l l building prospects 

that we undertake in the Company. 

Q In connection with your present responsibilities, 

have you had occasion to examine the situation in the 

Blanco Mesaverde Pool in Hew Mexico? 

A Yes, s i r . 

Q Does Southern Union Production Company have in­

terest ln that pool? 

A Ve have interest in 78 wells of which 58 we 

operate and also we have varying interests in several units 

in the Basin. 

Q Have you had occasion recently to moke particular 

studies of certain wells ln the Blanco Mesaverde Pool? 

A Yes, s i r . 

<i Mr. Arore, I would like to refer you to the isobarHe 

maps on the wall that have been marked SUPCO Exhibits 1, 

2, and 3 and ask you if you will please state what those 

arc. 

Q Well, I have tjiken three townships which are in 

the Mesaverde Pool and taken 70 shut-in pressures, 

deliverability, aud the cumulative production for those 
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twill ia .those townships from 1973 Engineering program of 

the Industrial Commission sad oa ths basis of those seven-

dey shut-ins Z hsve drawn isobaric maps in those three 

townships. 

Q What do those maps — excuse me — I notice oa 

Exhibit 3 there ere some wells which are circled la red. 

Whet ls the — 

A (Interrupting) Those ere the wells which we oper­

ate in that particular township. We also have an inter­

est in 29, 7a and 38 just happened to lie between those 

townships. 

Q Would you refer to those Exhibits, starting with 

Exhibit 1, and advise the Commiesion as to what those 

reflect in your opinion? 

A Well, all these three exhibits really at this time 

represent the shut-in pressure la those wells and all 

the wells in the Mesaverde Basin had initial shut-in 

pressure of 1000 to 1050 psi, and now the pressure ln 

these wells, which I made a study of in this particular 

township are considerably lower in most parts and 

higher — not higher — in the range of 800 pounds. To 

me it indicates that drainage is occurinq in this 

reservoir et this time or generally effective proportions 
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Co recover che reserves Chac underlie these* wells. There 

really are no such anomalies co indicate that some areas 

of these three townships have not been drained effectively 

or have got Coo many reserves. I chink che density of 

currenc wells Che reserves Chac have been developed un­

derlying these wells can be drained — of course I'm not 

making any prediction about Che time, which would be a 

long time — but they can be produced ln che long run. 

Q Do you consider chat these areaa chac you have 

used, these three townships are reasonably representative 

of the situation ln Che Bianco Mesaverde Fool as a whole? 

A Well, I have noc drawn any other caps in Che 

Basin. buC going Co pressures which I have seen ln Che 

Mew Mexico Engineering Report, these pressures that 

repreeenc Che range chac we have ln Che Basin. 

Q Mow, Mr. Arore, I would like Co refer you Co 

SUPCO's Exhibits 4, 5, and 6. Mr. Arore, it appears Chac 

each of these Exhibits is on a different well, but it 

represents a process which you pursued in your examina­

tion, ls that correct? 

A That is correct. 

Q Would you please state for the Commission, in 

general terms first and then we'll discuss each of the 
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exhibits, what it is you did to develop this particular 

graph. 

A Exhibit Mo. 4 ls s pressure build up curve in 

Nordhaus Ho. 3 lo Section 12, 31 North. 9 Vest. This 

well was shut-in for 31 days and the pressures, bottom-

hole pressures were obtained to the plot in this curve. 

The curve wes made to determine the bottomhole reservoir, 

depletion in the reservoir and the reservoir conditions. 

X extrapolated the pressure ln this well on the state 

line portion of i t and taken i t to an infinite time of shut* 

in and this shut-in or studies of the well pressure comes 

to 596 psi. This well, as X stated, haa deliverability 

of 990 MCF per day. 

Q Is that what you would consider to be a good 

well in Bianco Mesaverde Pool? 

A How this is one of our good wells end that's 

why X considered i t . 

Before I go to the next page, X determined the 

readjustment time ln this well which is th® time for the 

transit drainage to reach its ultimate boundary or 

radium, and in this case the radius I'm talking about is 

2100 feet, and that readjustment time computes to be 

about 500 days, which means transit drainage reached the 
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radius ef the 320-acre unit in this particular wall in 

500 days and that is just about infinite time because 

you just can't put a number on It* So the pressure 

of 596 pounds is the static reservoir pressure at the 

boundary of 2100 feet. 

On page 2 I constructed the pressure-distribution 

curve which is the logarithm distribution of the pres­

sure in the reservoir and i t states the radius in feet 

on a horizontal scale and the pressure on the vertical 

scale* Tha summary of tha competition is on the last 

page of this Exhibit* 

Q What does that summary reflect? 

A This well had initial reservoir pressure of 

1900 psig* Incidentally, this well was drilled in 1959 — 

Q (Interrupting) I believe that'a 1009 psig? 

A Yes* (Continuing) whereas some wells around this 

well were drilled in 1952 and those wells have pressure 

of approximately 1100 psig* When we drilled this well 

we could see the drainage occurring even at that time 

in thia particular area* The cumulative production of 

thia well to the time of shut-in was 5.89 billion cubic 

feet of gaa* Now, from this reservoir pressure which 

I have mentioned, 596 pounds, I computed wy average 
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reservoir pressure and that average reservoir pressure was 

computed by well-known Mattaews-Srauns-Uillsbrook aethod. 

Now, assume this well will have an abandonment production 

rate or 20 MCF a day as an economic limit and a flowing 

pressure of >0 psig. From original flow equations upon 

steady state, and a total stature o£ .73, I computed 

that abandonment pressure In the reservoir would be 

103 pel at that abandonment producing rate. Now, 

if we have a well on 160 acres in this particular 

area, which is then the heart of the San Juan Mesaverde 

Pool, we will have a pressure of iioQ pounds at a 

radius of 1489 xeet, which is the radius of 160 acres. 

That i s , incidentally, derived from a pressure distribution 

curve. A&ain, by the same method which we have used 

we &ot average reservoir pressure of 393 pounds, and -

using the same conditions of abandonment, the reservoir 

pressure with two wells in this 320-acre unit will be 

91 pounds, so essentially, in a area which i s , i t seems 

to me, producing at 991 MCF pc* day deliverability and 

abandoned at .0 pal flowing pressure, 20 MCF a day 

abandonment rate, we will essentially reduce abandonment 

pressure by only 12 pounus and chat is because of the 

extens ive drainage and coiacaunication in this particular 
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area or wall. Now, I have computed with ultimata recover­

able reserves ln thia well, at an abandonment of 103 pal 

to be 8.75 billion cubic feet of gaa. and with two wella on 

160 that cornea to 8.92 abandonment being et 91 pounds. 

That la increased about 2 percent in en area which is 

being drained right now very well. 

Q Now would you refer to Exhibit 5 and identify 

what kind of an area this is and the general nature of 

this well? 

A Exhibit No. 5 is Jicarilla 6-5 in Section 12, 

26 North, 5 Vest. This well haa a deliverability of 397 

MCF a day. Thia well waa shut-in oo July, 1973, for 

37 days — 

Q (Interrupting) 1973? 

A Tea* (Continuing) For 37 days to see who can make 

the study of a long t£&e, before the Application even, 

37 daya and going through the same procedure which I cut-

llned ln the earlier exhibit and a l l the calculations whict 

I don't think I have to explain again. I arrived at 

ultimate recoverable reserves under this well of 3.7 billlcn 

cubic feet and with two wells we can expect to increase the 

reserves in this well in this 320-acre unit by 4.6 percent. 
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Q Do you believe on your Exhibit Ho. 4 end Exhibit 

No. 5 , the first two wells, thst this Increase in 

recoverable gas reserves is substantial? 

A Not so far. 

Q What do you mean, "Not ao far"? 

A 4.60 percent is not very good. All these wells 

which I have made a study on are the ones owned by 

and opereted by Southern Union and that is the only way 

we could get information on these wells because we had 

least number of wells. 

Q Now, would you refer to SUPCO Exhibit 6 and 

advise the Commission as to your findings on that well. 

First, ls It s well in the better-than-average or 

worse sections of the reservoir? 

A I didn't follow your question, excuse me. 

Q ' Is' the well you're going to refer to in Exhibit 

6 ln the best, the average, or the poorest part of the 

reservoir? 

A That was one of the reasons for picking these 

three wells. From 900 MCF, a high deliverability, 300 

socrothing, and now, Jicarilla A-14 with a deliverability 

of 241 MCF per day. 

Q So you consider those cover the range from the 
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batter wella to the poorer wella in your areaa of 

production and the areas these show? 

A Yes, they do, and at the seise 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 HCF 

per day deliverability, and — 

Q (Interrupting) Then you did not take the very 

poorest? 

A I did not, that is correct* 

Q So let's refer to Exhibit 6 and advise the 

Commission what the results were with regard to that 

poorer well* 

A Exhibit No. 6 with computations from the build­

up curve and other data shows an increase of reserves 

from 23.3 percent with additional well ln this particular 

area. I estimated ultimate recoverable reserves in this 

well on 320 acres to be only 660 million cubic feet 

and they will Increase to 814 million cubic feet on the 

drilling of another well. So we see a very varied range 

of Increased recovery in these three particular wells 

which necessarily do not take the whole range oi 

deliverability that we have in our wells, and that would 

mean that the well on the fringes of this pool when 
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drilled will increase reserves substantially percentage­

wise, but in absolute numbers the recovery will s t i l l be less 

than desired for an economic acceptance. 

Q Mow Mr. Arore, will you refer to what has been 

identified aa SUPCO Exhibit 7. In connection with your 

responsibilities as Manager of Reservoir and of Reserve 

and Evaluation, ls it your responsibility to make 

eveluatlons of the economic feasibility and wisdom of 

drilling wells in the Blanco Mesaverde Pool on your 

acreege? Is thst part of your duties? 

A That ls correct. 

Q Then, will you refer to Exhibit 7 and advise the 

Commission what this reflects. „ 

A Before I go further I will persist ln saying that 

this economic evaluation is based upon the recoverable 

reserves of the wells that are owned and operated by 

Southern Union because I did not study the whole Basin, 

the whole pool, and Southern Union has 7$ wells, as I 

centloned, and we have 2.8 billion cubic feci: of gas 

recoverable under average conditions per well, as a 

result of thst recovery. And so far we have produced over 

the last 20 years approximately 1.3 billion cubic feet 

of gas per well. That would give us remaining reserves 
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of 1.5 billion per well in thia pool. I have, for these 

evaluation purposes, increased the reserves by 11 percent 

of initial-ultimata recovery. In other words, from 2.8 

it is now 3.1 billion cubic feet of gas, and that ia, 

as mentioned, an increase of 11 percent, 

q How did you arrive at that? 

A Well, that waa really not arrived at by any 

mathematical genius; i t was Just considered average 

because of the range we have seen in the three particular 

wells which I have alluded to. 

The production rate which I have assumed, and we 

will get the averages, is 310 MCF per day per well, and 

it haa been declined at the rate of 7 percent per year 

to depletion at abandonment rate of 20 MCF a day. How, 

on Table 1 is the basis as i t is now; one well on 320 

acres. If we start with 310 MCF per day we will deplete 

the reservoir in 39 years. On this Table 1 I have used 

8-1/2 percent net revenue interest to get my gross 

revenue, price cost computed on 24 cents an MCF plus a 

BTU adjustment of 1150 BTU per cubic foot at 14.73 psi 

and tax reimbursements, with escalation of 1/2 cent per 

MCF per year. Now, this average well of 310 MCF per day 

would yield net-operating revenue of $382,000 over the 
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life of che profic of the well, average out, without 

discounting of course. 

On Table No, 2 we have two wells. Well No. 1 be­

ing Che exisCing well and Well No. 2 Che new well. For 

Chls particular cable che production race was increased 

from 310 MCF per day Co 540 MCF per day because of che 

accelerated withdrawal of gas. I simply allocated chose 

production rates — we can produce chem any way you wane 

to — but I did it on equal basis for the two wells. In 

other words, each well will share equally ln 540 MCF per 

day. 

Now, for Well No. 1 we'll continue co receive 24 

cents an MCF plus escalation, plus adjustments, while 

Well No, 2 will give us 43 cents an MCF plus the usual 

adjustment and escalation. 

Q And you used 43 cenCs on Che second well in Chese 

calculations? 

A That is right. 

Table No. 3 shows the revenue from Well No. 1 and 

Well No. 2 to be $622,000 approximately and for Well No. 

1, if we don't drill another well and continue to produce 

at the rate and the prices, $382,000. Incidentally, the 

life of the reserves will decline from 39 years to 25 
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years If we drill another well on this average unit, eo 

we will get e net increase of revenue of $240,000. The 

cost of drilling a new well we have estimated to be 

$154,000, and that will yield a rate of return of 7 percent. 

You will notice I did not put eny revenues but oil. It is 

just a matter of — because I am working to increase the 

net revenue end we have Increased up almost 300 million 

cubic feet of gas, that would give us at 3 wells per 

million will give us 900 wells of Increased condensate 

of oil over the 25 yeara and I should have put that oae 

ia there but this waa very very smell to make any 

significant change in the final rate of return. 

Q That 13 percent, I believe, is indicated on 

Table 3 as before taxes? 

A That is right. 

Q ' In the work you do for Southern Union Production 

Company and in your recommendations to the Company with 

regard to their drilling programs, would you consider 

13 percent return before income tax to be an investment 

that you would recommend the Company to make? 

A No, sir, not at 13 percent. 

Q Do you make evaluations for your Company in 

drilling wells ln other areas? 
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A I do, 

Q Including gas walls? 

A Gas walls, oil walls, all kinds of walls, 

Q In tha work you do are you acquainted with cal­

culations that you have made, or have you made calcula­

tions on other prospects in either the San Juan Basin or 

elsewhere in Hew Mexico that would provide a better 

return to your Company? 

A Yes,it would, 

Q Could you state briefly where those might be? 

A Well, for thet matter, we have this year discovered 

lots of new reserves in southeast Mew Mexico, and we 

were fortunate in the development of the Morrow pay over 

there and the prolific development in the Cisco Canyon 

Reef with more than average reserves and better than 

average prices. And we also this year have plans to 

drill wells in the San Juan Basin in the Picture Cliffs 

to develop new reserves which I think will be higher 

return and better rate on our investment. 

MR, CAMPBELL: That is al l the questions I have, 

Mr, Chairman, 

MR, PORTER: Do you want to offer your Exhibits? 

MR. CAMPBELL: I would like to offer SUPCO'a 
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Exhibits 1 through 7 please. 

MR. PORTER: Any objection to the admission of 

these Exhibits? If there is no objection the Exhibits 

will be admitted. 

(Whereupon, SUPCO's Exhibits Nos. 

1 through 7 were admitted into evidence.) 

MR. PORTER: Any questions. 

CROSS EXAMINATION 

BT MR. MORRIS: 

Q Mr. Arore, can you tell me how you happened to 

pick the three townships that you did for your Exhibits 

1, 2, and 3? 

A On 31, 9, we have approximately 14 or 15 wells 

in that township and we have interest in 29, 7 and I 

was just trying to make a study in the middle of the pool 

and to be contiguous, 38 was In the middle of i t . 

Q As I understand what you did here, you took the 

7-day shut-in pressures for the year 1973 and for that 

period only in preporing these Exhibits? 

A Yes, sir. 

Q Old you make any study of what these pressures 

would look like if you had stepped back ln time a year 

or two or five? 
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A No. 

Q Did you give any consideration in preparing these 

Exhibits to the long-term build-up tests that were conducted 

by El Paso Natural Gas Company on the 38 wells thst Mr. 

van Everdingen testified to and that were marked on El 

Paso's Exhibit 14? 

A Z didn't have eccess to those pressure build-ups. 

Q Well, those pressure build-ups. that Information 

is a matter of public record here at the Oil Conservation 

Commission. Did you consider those? 

A I was not familiar that i t waa a matter of public 

record. 

Q Did you consider the pressures that were available 

with regard to the three strat tests that were conducted 

by El Paso. 

A I am afraid that I was not familiar that they 

were a part of the public records. 

Q Has Southern Union Production Company conducted 

any long-term build-up tests ln the Blanco Mesaverde? 

A The tests which we have conducted are the ones 

ln evidence over here. These three tests ranging from 

31 days to 87 days. That is the only long-term we have 

conducted. 
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Q How many of those do you have? 

A The three which I have just — Hordhaua 5, 

Jicarilla 14 and Jicarilla G-5. 

Q Concerning the Hordhaus Ho. 5 Weil In 31,9, 

Section 12, just from an observation of the reserve 

pressures, would you agree that those pressures shown 

on your Exhibit 4 would appear to ba extremely low pres­

sures for the Blsnco Mesaverde Fool? 

A Which one ere you talking about? 

Q I'm talking about Hordhaus Ho. 5. 

A That ia a shut-in pressure of 308 pounds; isn't 

that the one, 308 pounds? 

Q Tea, that's considerably lower than the pool 

overage la it not? 

A It ia lower because i t ls draining the area, and 

that is why it is lower. 

Q Are you satisfied, Mr. Arore, that this is a 

Blanco Meaaverde Weil? That this well is completed in 

the Blanco Mesaverde? 

A This system will fit into the Cliff House and 

the Point Lookout formation and members of the Bianco 

Meaaverde. 

Q Again, s t i l l referring to this Hordhaua Ho. 5 Well, 
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you show pe ratability here of 1.1 millidarcy, la that 

correct? 

A That's correct. 

Q And you show as psrt of this Exhibit that this 

well is draining, lo your opinion, over a radius of some 

2100 feet? 

A Yea, sir. 

Q Do you consider thst i t ls effectively draining 

over that touch distance? 

A Yes, i f you can take into account the net feet 

of pay — not a net, this is a gross thickness of 108 

feet — teke thet into account and calculate the reserves 

on 320 acres end bring the pressure that we had of 1009 psig 

snd the porosity of 10 percent, which t have listed 

over there, you would get recoverable reserves on 320 

acres of approximately 7-1/2 to 8 billion. This ls 

what the pressure decline showed on this particular 

well. 

Q How long a life do you give to this well? How 

long would i t take to substantially deplete these reserves? 

A well, X have not worked exactly on thin well; X 

have worked on the basis of an average well, and that 

comes to about 40 years from now on. 
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Q All right. Now, you said a minute ago that this 

was a below average well, at leaat as far as its pressure 

waa concerned, ao, it being s below averege well, do you 

have any feel for how long i t would take to effectively 

deplete the reserves that you attribute to the well? 

A Well, this well Is a pretty good well; I would 

have to establish the decline rates for this well then 

find out exectiy how many years i t ls going to take end 

Z have not done that. 

Q Does this well produce into the Southern Union 

gathering system or the El Paao system? 

A Southern Union. 

Q Do most of the wells, or perhaps a l l of the wells 

of Southern Uoion Production Company produce into the 

Southern Union system? 

A ' That's right, sir. 

MR. CAMPBELL: Just a moment, please. He sold, 

"All or almost a l l . " Would you — 

MR. ARORE: I aald a l l of them, e l l those we 

operate, and of course, the other ones ln 29,7 go to 

Horthwest Pipeline, but the ones we opertte we produce 

into the Southern Union system. 
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SY MR, MORRIS: 

Q Azo you familiar with what the gathering lino's 

pressure is off the Southern Union line under which 

this well is produced? 

A I'm not sure, but I think i t is 250 pounds. 

Q Have you made a study of tbe geology of the 

Mesaverde formation? 

A I have looked at e l l the logs which are available 

to us in the wells we operate and have interest in and 

I have worked with them considerably but I have not as 

per se drawn a geological map, but I'm familiar with the 

formation, it'a geologic time in history and everything, 

but not in maps — I have not made any maps. 

Q Have you prepared any cross sections or attempted 

to relate the producing zones from one well to another 

of the wells that are operated by Southern Union Produc­

tion? 

A Ho. We have not done that in that in the sense 

because this wells has got, as we opened every feet of pay, 

that we have seen the thing, and in thia particular well i t 

seems like it's draining and we have not made any crosa 

sections for any area. 

Q How many f«ut of net pay do you attribute to this 
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A I juat don't have any idea what net feet of pay 

ls ln this Mesaverde because we Just don't know whet 

effective permeability la in thia pool or what the cut-off 

is going to be. This 108 feet that you have mentioned is 

the gross pay which haa been perforated but that does not 

necessarily mean that that pay is all effective. Mow. 

the permeability of 1.1 millidarcy is bssed on 108 feet of 

pay. but that ls not effective permeability for those 

108 feet of pay. There could be only 50 feet of pey con­

tributing to this well and have e lot higher permeability 

than 1.1. So. it ls really herd to take 3, 400 foot of 

section which has been opened end take some arbitrary cut­

off and aay that we have got so much net feet of pay. 

Zt isn't possible, not in this kind of reservoir oil. 

Q How. ln your analysis of the logs, you attempted 

to correlate the producing eone from one well to the next 

so fer as your wells are concerned to see if they're 

producing from the same rones or lenses? 

A How csn you tell they're from the seme rone? 

All you have to do is — we have got certain wells on the 

fringes in which we have opened more than 100 feet of 

pay and 100 holes ln them, and s t i l l , ln spite of 
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stimulation, they're making only 50 MCF per day, so 

that gee in the lenticular area which you are talking about* 

In spite of the fact we are producing in 100 feet of 

pay i t la only making 50 MCF per day, so that leads to 

the conclusion that most of the gas that ls coming in 

this Mesaverde la coming from the thick sections and those 

lenses, 1 to 2 foot lenses, are not contributing to sny 

reserves or to deliverability. 

Q How many feet of pay do you have opened up ln 

this particular well? 

A 108 feet of pay* That is the pay which I have 

used over here, Is the pay ta a l l of the exhibits 

which I have mentioned, ie the one that has been opened, 

you know* For example, I will refer you to Jicarilla 14. 

We heve got 88 feet of pey open ln that well and we 

have made only 58 million stimulated and have got 

deliverability of 221 MCF per day, so that feet of pay 

that we opened, we opened everything that we can see in 

these wells of the logs end what they tell us in the j 

wsy the possibility of gss may be, but that doesn't 

necessarily translate into deliverability of reserves; I 

have seen that* 

Q Do you agree or disagree with the lensing 
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phenomena thee was described by Mr. van Everdingen? 

A I agree with saying they ere lenses, I cannot 

deny that, but that ls the logical phenomena, and it doea 

exist over there, but the importance that you are attach­

ing to that phenomena I think la somewhat exaggerated 

and it may be exaggerated in the middle of the pool 

where your reserves and dellverabillties are above the 
average range* 

q With respect to this Nordhaua No, 5 Well, you 

ssy that that well, that if an in f i l l well were drilled 

on that proration unit i t would only increase recoverable 

reserves by 2 percent, ls that correct? 

A That's right. 

Q And your opinion ln that regard ls, I teke i t , 

based upon your interpretation of what the contributing 

effect of the lens would be? 

A I heve not teken into account — 

Q (Interrupting) Well, the failure of the lenses 

to contribute — 

A (Continuing) Right, I have not taken into ac­

count any increased reserves because of leasing over there. 

Q Now, getting away from the lensing effect, do 

you recall Mr. van Everdingen's testimony this morning 

THE NYE REPORTING SERVICE 
STATE-WIOE DEPOSITION NOTARIES 

22S JOHNSON S T R E E T 
SANTA F E , NEW MEXICO S7501 

T E L . (505) »«2-03«6 



ARORE-CROSS CASE 5264 
p 300 
Page 

* 

concerning the Importance played by the changes ln 

lithology; that ls the changea ln porosity and permeability 

and the — to use his expression — the cruddy sands mixed 

ln with the good sand. Do you agree or disagree with 

the existence of that phenomena and its importance with 

regard to tha existence, the availability of increased 

reserves? 

A Do you refer to the phenomena ln e particular 

area or the whole pool? 

Q Well, let's talk about i t in the area of this 

Hordhaus No. 5, 

A Well, in that area, the production rates we have 

and with the deliverablllties that we ere getting, and 

permeability which I have come up with, 1,1 milLidarcy 

or 108 feet, and higher for less feet, i t doesn't seem 

to have any effect. But i t does have a lot of effect, 

a lot of credibility when you go away from those good 

producing areas. 

Q So egain, the existence of additional recoverable 

reserves Is based upon whether you have the lensing 

effect, whether you have the changes ln lithology, and 

the importance that you accord to those, end you're say* 

log that these should be accorded very little importance 
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tn the heart of the field. 

A That la ny opinion considering what some of these 

wells have produced, what pay they have, or what deliver­

ability they had; I don't think that lensing has much to 

say in that area. 

Q All right, as you move out away from the heart 

of the field, then you vould expect to see greater and 

greater increases in recoverable reserves. 

A This is what X have shown from my three build-up 

curves, or the analysis, that when you are going away 

from the heart of the Blanco Pool, the reserves are higher, 

deiiverabilities are higher; you are going to increase 

the reserves percentagewise substantially, as much as 25 

percent, in the Jicarilla 14 area, but that will ba due 

to, I'm not sure due to lensing, but due to the drainage 

of additional loO acres, because, as you go away from the 

heart X recognize i t is hard to drain 160 acres consider­

ing the permeability of .1 ssillidarcy or less then that 

and having 108 feet of pay, and not contributing any­

thing in terras of reserve, you are go in 3 to increase 

reserves on loO. But, i t is just a matter ox how much 

a^ain. 
q X don't racan to belabor i t , there way be a good 
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explanation for i t , Mr. Arore, but I'm s t i l l concerned 

about the low pressures on this Hordhaua Ho. 5 compared 

to the pressures that you show on your other build-up 

curves. The pressure on your Hordhaus No. 5 shows i t 

stsrts building up st below the 300 pounds bottomhole 

pressure which would Indicate a wellhead pressure of 

something even lower then that. 

A That's right. 

Q And I am — 

A (Interrupting) Excuse me, that pressure was 

taken in 1973 and thia build-up was made ln July of 1974, 

one year later. 

Q All right, but I'm concerned whether you have 

compressor on this weil, or whether the line pressure waa 

— you did have a compressor on this weil? 

A * There is compressor in the area. 

MR. MORRIS: I think that's a l l . 

MR. PORTER: Does anyone else have a question of 

the Witness? 

MR. BYRD: I have one question. 

MR. PORTER: Mr. Byrd? 

CROSS EXAMINATION 

BY MR. BYRD: 
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Q Mr, Arore, referring to Exhibit 7, wee there any 

reason why you allocated the production equally between 

the two wells? 

A Z got the idea from Mr, Derrick, You can do it 

any way you want to, but that ia the way I did i t . 

Q If this should be — 

A (Interrupting) I should have put more production 

la the Mo, 2 Well then the Mo, 1 Well because you are 

going to be in an area with a little more high pressure, 

but my feeling is that the reserves are being depleted 

at sufficient rste thet when i t will effect a well, 

eventually, not a very long time, your withdrawal rate 

should ba the seme to effectively drain your 320 acres. 

CROSS EXAMINATION 

BY MR, NUTTER: 

Q Mr, Arore, oa your Exhibits 4, 5, sad 6, I just 

have a couple of questions I would like to ask you? 

A Yea, sir, 

Q On Exhibit 4, the Nordhaus Well, when was that 

well drilled? 

A In «59, 

Q What is the current deliverability? 

A 991. 
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Q And when was Chat deliverability teat taken? 

A That's laat year's deliverability. It was taken 

on April the 10tht 1974. 

Q Okay, now on the Jicarilla G-5, when was i t drilled' 

A 1969. September '69. 

Q »69? 

A Yea. 

Q And what ia the current deliverability on this? 

A 397 MCF a day. 

Q when was that pressure taken, or that deliverability 

taken? 

A It was taken on June of this year. 

Q And the A-14? 

A It is a recent completion; it was completed in 

1973, and the deliverability Is 200 MCF a day; initial 

deliverability. 

Q 1974? 

A Yes, initial. 

MR. MOTTER: Thank you. 

MR. PORTER: Does anyone else have a question? 

The Witness may be excused. 
Mr. Carpenter, would you call your witness, please, 

sir? 
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(Whereupon, a discussion was 

hald off tha record.) 

MR. PORTER: We'll take about a 10 minute break 

to give our Reporter a li t t l e break. 

(Whereupon, a short recess was 

held.) 

MR. PORTER: The Hearing will come to order. 

The Commission will recognize Mr. Carpenter of Southern 

Union Gas Company. 

MR. CARPENTER: We have one witness, Oran L. 

Haseltine, who was sworn ln yesterday morning. 

(Witness previously sworn.) 

ORAN L. HASELTINE 

called aa a witness, having been first duly sworn, was 

examined and testified as follows: 

DIRECT EXAMINATION 

BT MR. CARPENTER: 

Q Mr. Haseltine, would you state your full name 

for the record along with your business address? 

A My name is Oran L. Haseltine; I work for Southern 

Union Gaa Company at 1400 Fidelity Union Tower, Dallas, 

Texas, 75201. 

Q And in what capacity are you CDployed by Southern 
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Union Gas Company? 

A I'm Vice President in charge of gas supplies, 

Q Would you give us a little idea of your responsi­

bilities in that position? 

A My responsibilities run to the obtaining on both 

short-term and long-term basis our gas supplies for our 

utility business, end for making sure that our supplies 

are adequate,that we have adequate deliverability, matching 

those supplies on e long-term basis with long-term require* 

menta, and then, of course, involved with that are the 

Biatters of prorationing, evaluation of new areas for 

prospective new purchases, and auch matters generally 

related to gas supply, 

Q Mr, Haseltine, would you tell the Commission a 

little about your background and experience, 

A I'm e Graduate Engineer from the University of 

California, I worked approximately 8 yeara with 

Signal Oil and Gaa Company as a Production and Petroleum 

Engineer in the West Coast and in mid-continent. In 

1958 I went to Farmington as Drilling Superintendent for 

Southern Union Gas Company; alnce that time I have worked 

ln varioua jobs for Southern Union both in production 

and exploration and ln gas supplies. I have been in Dallas 
THE NYE REPORTING SERVICE 

STATE-WIOE DEPOSITION NOTARIES 
225 JOHNSON S T R E E T 

SANTA F E , NEW MEXICO 87501 
T E L . (505) 962-0386 



HASELTINE-DIRECT CASE 5264 
Page 3Q7 

since 1961. 

Q Do you have experience and familiarity with the 

Blanco Mesaverde Gas Pool? 

A Yes, both as initially Drilling Superintendent 

ln the San Juan area, the first year I waa there we drilled 

a number of wells, Including the wells drilled in the 

Mesaverde, and then since then, of course, ln proration 

matters and reserve calculation matters, generally all of 

the matters relating to the maintenance of tbe underground 

inventory. 

Q Have you ever testified before this Commission 

before? 

A Yes. 

MR. CARPENTER: Mr. Chairman, we submit hia 

qualifications to the Commission. 

* MR. PORTER: The Commission considers the Witness 

qualified. 

BY MR. CARPENTER: 

Q Now, Mr. Haseltine, briefly, but not ih detail, 

would you state the interest of Southern Union Gaa Company 

ln the subject matter of this Hearing? 

A Our Interest arises out of three areea primarily: 

Flrat of all we are purchaser both in our own name of 
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Southern Union Gas Company and through a wholly owned 

subsidiary; secondly, we're transporter ln that we gather 

and transport gas to the market areas; and our third 

interest arises out of our position as a public utility 

in northwest New Mexico under the jurisdiction of the 

Public Service Commission in a good many areas. As a 

public utility we feel that we have some obligations to 

render reasonable service, adequate service and at just, 

reasonable rates. These are the basis for our interest 

in this Case. 

I might add in addition to that that the San 

Juan Basin In total, the Mesaverde as a part of that, 

serves as a major source of supply, virtually the total 

source of supply, for a half million people that depend 

on our gas supply in northwest New Mexico. 

MR. CAMPBELL: Mr. Chairman, I would like to raise 

the same objection to testimony concerning the market 

situation of Southern Union Gas Company and its obliga­

tions to its purchasers, consumers, on the same grounds 

on which I objected to El Paso Natural Gas Company's 

testimony. 

MR. CARPENTER: Mr. Chairman, I believe the ques­

tion asked the Witness to recall the neture of his interest 
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la tha subject etatter hereof. We ere not directing this 

to market demands; maybe Counsel is anticipating whether 

we may or may not go later, but I think the Southern 

Union Gaa Company is entitled to testify on the record of 

why i t is here so in the event an appeal for the proceed­

ing is necessary or desirable, the basis of the interest 

of this participant la noted In the record and can with­

stand any challenge from someone else to appeal as to 

the standing of Southern Union Gas Company to be there. 

Thia is what we ere trying to establish: The neture of 

our interest in being here today. 

MR. CAMPBELL; Mr. Chairman, reserving by 

privilege to object at the time that any evidence is 

offered to substantiate the statements that are now being 

made. I ' l l withdraw my objection at this time. 

BY MR. CARPENTER: 

A (Continuing) What I was saying wan that because 

of the service that we render to a half million people in 

this area, and the fact that we have depended on the 

producers in ths San Juan Basin to supply the gas for 

this area, this constitutes one of the fundamental 

reasons for our interest and one of the reasons we are 

here to bring son* of the facts before the Conservation 
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Commission In this issue. 

Q How. Mr. Haseltine, have you studied the El Paso 

proposal in this Case end been present during the prior 

testimony in this Hearing? 

A Yea. sir. 

Q What do you understand, for the basis of your 

remaining testimony, to be the gist of El Paso's proposal? 

A We understand the thrust of this proposal to go 

in two directions: One, it's s change in spacing, and two, 

it's a change in formula. We understand further from the 

findings which El Paso made that the purpose of their 

filing is to meet the market demand on their system. 

Q How, Mr. Haseltine, have you compared this new 

allowables formula to the existing allowable formula, 

and i f so, what do you conclude? 

A Yes, I have compared i t to the existing formula. 

First of a l l , the formula that we have, which prorates 

some 2000 wells in the Mesaverde Pool Is a formula that's 

based oo acreage deliverability and it'a a formula that 

has been in existence for about 20 years. The formula 

has obviously worked well and without general hardship 

during that time. The existing formula we feel has pro­

tected correlative rights and has prevented waste over the 
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years, and therefore we feel that any change in that for­

mula may or may not continue to protect correlative rights 

and prevent waste* Ve feel that it is a substantial change 

in the formula* 

Q Vould the granting of the El Paso Application 

result in the production of natural gas from this pool 

in excess of reasonable current requirements for current 

consumption and use within and outside New Mexico, 

together for building or maintaining reasonable storage? 

A Yes. 

Q Vould you please explain your answer? 

A The question really is ln two parts* You've 

asked about the requirement for consumption and use 

within and outside New Mexico« 

First of a l l , the market in New Mexico, including 

storage, is adequately served,, Any production in excess 

of currant production necessarily would be in excess of 

that market requirement* 

The market outside New Mexico is adequately 

served if we consider the high priority requirements of 

the outside market* If you ireLude the short-term, low-

priority service to be rendered by displaced production, 

well then, "No," that market is not being served. We do 
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not believe that that is a reasonable market to be served 

by double drilling the Mesaverde pool, 

Q Would the granting of the El Paso Application 

provide for the allocation of the allowable production 

among the gas wells ln this pool, delivering gas to a 

gas-transportation facility upon a reasonable basis and 

recognize correlative rights? 

A No, the allocation would not be on a reasonable 

basis. 

Q Vould you please explain that answer? 

A Veil, as we mentioned before, we have an existing 

formula which considers acreage and deliverability and 

i t has worked for 20 years. The new proposal is s different 

formula and is a fundamental change ln the treatment of 

acreage. Historically short-acreage units have been 

penalized proportionately to their short acreage and in 

today's proration schedule of the Mesaverde unit you will 

find wells thst are penalized down to as much as .62, thst 

would be 62 percent, of the allowable that would be grantee 

to that well if it were on e full 520. There are many 

short-acreage wells in the Mesaverde pool. The formula 

that has been proposed would, insofar as the AD portion 

of the allocation ls concerned constitute a double dip on 
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acreage* 

q Hr* Haseltine, does the proposed double drilling 

program of El Paeo give each producer equitable oppor­

tunity to drill their second well on each 320-acre unit? 

A No. we don't think so. First of a l l . we've heard 

some testimony on that today, and we also feel qualified 

to speak to this point although we're not a producer. 

But. in the function of obtaining gas supplies for 

Southern Union Gas Company we ere ln constant communica­

tion with producers, both in San Juan Basin and other 

places, and we hsve some knowledge on a first-hand basis 

of their problems. 

All of the producers would not have an equitable 

opportunity to drill a second well because of the shortage 

of drilling contractors, shortage of casing equipment 

and shortages of crews and other supplies. Those that 

could drill, and who were given the opportunity as we 

understand under the proposal to shift their production 

to the new well, would enjoy a 43 cent price plus the 

adjustment, while those who could not drill would be 

restricted to the 24 or 28 cent price plus the adjustments 

Q Assuming that 699 applied to the second well, sir? 

A Yes. 
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Q Now, Mr. Haseltine, would the granting of the 

El Paao proposal prevent, Insofar as practicable, drainage 

between producing tracts in the pool, which is not 

equalised by counter-drainage? 

A No, the effect would be contrary to that and to 

the extent that some locations could be double drilled 

and some could not, drainage not countered by off-set 

drainage, would be incurred. 

Q If the double-drilling proposal and the new for­

mula were to be approved by the Commission, would there 

be any economic loss caused by drilling of unnecessary 

wells? 

A Yes, there would be. 

Q Would you please explain that answer? 

A Well, we'd take a piece at a time to the parti­

cipating producer who would drill his second well and 

add virtually nothing to his inventory on the shelf, to 

the reserves that he has. I think that the current full-

cost accounting system that was used by most producers 

would very adequately and powerfully demonstrate that he 

has suffered 6occ loss. On the full-cost accounting method, 

if I understand It correctly, he recovers his cost of 

capital investment over sone period of time as the units 
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of production are produced. By doubling this capital in­

vestment and by adding l i t t l e or nothing in roost instances, 

certainly ln the first few wells, to the inventory on the 

shelf, this full-cost accounting method would demonstrate 

that he's got the aaxe number of production units to re­

cover twice the capital cost. The producer who also would 

go ahead and participate in this program, would have to 

aake a decision whether or not he is not in fact running 

gas today at a lower price, even under the 43 cent provi­

sion of 699, that he might get oae year, two years, three 

or four years down the road from now. So, the participating 

producer might well find that even as has already occurred 

in the past, that the present worth of his Income would 

have been greater had he delayed a year or two and 

achieved a higher price. The nonparticipating producer 

would be harmed because he of course would be confined as 

I understand i t to the old price. He would be in jeopardy 

of drainage. 

We further believe that there is sosm implied 

covenants ia cost leases that require him to d r i l l or to 

forfeit acreage. This is a risk that he would have to 

evaluate. 

The purchasers would be harced and would suffer 
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economic loss through the drilling of unnecessary wells 

beceuse the purchasers would have to connect those addi­

tional wells. Generally it ia about a $25,000 expenditure 

for us to connect a Dakota or Mesaverde well. Now, thst 

does not include trunk lines; that's merely lead line, 

meter run, dehydrator, that sort of equipment. 

The users are going to have to pay for that ulti­

mately. That additional investment ln capital facility 

has got to be recovered someplace, so the user is going 

to have to suffer an economic loss. 

Royalty owners, taxing authorities and generally 

the economic community are going to suffer if premature 

depletion, if mlsues, unwise-rapid completion occurs in 

the Mesaverde pool. 

q Have you reached any conclusions as to the appro­

priateness of double drilling in terms of timing? 

A Yes, we have. We feel that double drilling is 

not appropriate now. we think that double drilling today 

would run to the benefit of some high-volume consumers 

on a short term. We think that the long-term benefits 

would be violated, the long-term benefits to most consuoers 

of gas wc ..Id be violated by a premature double drilling 

of the Mesaverde. A delay will solve the pricing problem 
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and ought to go a long way toward alleviating the shortage 

of caaing and rigs. 

Ve think that the capital that would be invested 

by the producers in drilling these wells ought to really 

go. at leaat in large measure, to the development of 

new reserves, exploration, and the finding of new inven­

tory for the long-term business. We think that this is 

what the higher prices being paid for gas are a l l about. 

We've heard, and we've testified and we understand that the 

producers cannot continue to s e l l gas at 1960 prices aad 

explore for gas at 1974 costs, so we think that those new 

prices, that ultimately the consumer has to pay, ought 

to recover some new reserves for that consumer whose 

paying the b i l l . We think that that's the thrust of 

699. 

Q Hr. Haseltine, what effect does double drilling 

and tbe new formula have on your utility service for 

the approximately 500,000 people, you have gas service 

to homes in northwestern and the Albuquerque Division 

served from gas produced in San Juan Basin, including 

from this pool? 

A Double drilling at this time would have a negative 

effect. 
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MR. KELLAHIN: If the Commission please, ee I 

understand the question i t is directed to Southern Union 

Gas Company's market situation in the State of New Mexico. 

If that is the thrust of the question, we object. 

MR. CARPENTER: Mr. Chairman, I don't think that 

is the thrust of the question. I think the thrust of the 

question goes to what la the effect that Southern Union 

knows as a utility, as a utility in thia State, of the 

granting of the proposal by this Commission upon the half 

a million people, their livelihood, their environment, 

their economic well-being, and their health well-being. 

MR. PORTER: The Commission has no jurisdiction 

over such matters, Mr. Carpenter, and we'll sustain the 

objection. 

BT HR. CARPENTER: 

Q Now, Mr. Haseltine, do you have anything else you 

would like to add? 

A Well, I think these concepts have to be faced 

I here, this natter of hustling gas for the long range and 

the choice of where it's to run. I have nothing further. 

MR. CARPENTER: That's a l l I have on direct. 

MR. PORTER: The Commission is going to order 

stricken from the record any references by the Witness 
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to tho adequacy or any Inadequacy of the current formula 

or proposed formula to meet market demands or any refer-

ence to priority of use. So, the Witness is now available 

for cross examination. 

MR. CARPENTER: Kr. Chairman, for the record nay 

I state the basis of argument on that? 

KR. PORTER: May you what? 

MR. CARPENTER: Well, I take i t BOK* of n>y testi­

mony which I'm not sure which i t l s , was stricken, I 

would like to state — 

MR. PORTER: (Interrupting) The testimony con­

cerning priority of uses over which we have no jurisdic­

tion or whether or not either formula is adequate to 

neet rcarket — for the producer to meet market demand. 

There was soae testimony given by Mr. Haseltine on those 

accounts. • 

MS. .CARPENTER: Mr. Chalrtran, I think that 

reasonable market demand for the purpose that i t was 

included in the direct testimony ls entirely different 

from the issues that was faced by the Conmission yester­

day, and I would like an opportunity to state my reasons 

why I think i t i s . 

In the first place, referring to the Continental 
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Oil Company Case at 373 Pacific 2nd, 809, and particularly 

to 816, page 816 of the decision, the Supreme Court says, 

and X quote, "When Section 65-313C and Section 65-313C are 

read together, one salient fact ia evident. Even after 

a pool is prorated, the market demand must be determined 

since If the allowable production from the pool exceeds 

market demand, waste would result i f the allowable is 

produced." Mow, that is a different issue than what the 

Commission states yesterday. What the Commission states 

yesterday was an attempt which the Commission did not 

allow to increase production because of market demand. 

What our testimony seeks to do is to COKO under this 

language, which says that even i f production is otherwise 

allowable, i t cannot exceed market demand or otherwise i t 

is waste, and that ls exactly what the Supreme Court 

says. • Essentially we're using this at a cap or a limit 

rather than an instrument to pry open, otherwise 

rules prevent waste. 

Mr. Chairman, I also call the Commlseion's atten­

tion to Section 63-3E which defines the term waste when 

applied to natural gas and the definition refers to the 

production in this State of natural gas from any gas wells 

or wells from any gas pool ln excess of the reasonable 
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market decand from euch source for natural gas the type 

produced. Then you have a further definition,as the 

Commission ls well aware, of reasonable market detrand, and 

again i t goes to reasonable current requirements. Now 

this Legislature has vested this Commission with jurisdic­

tion to determine reasonable requirements. Now, what we 

are advocating here, the word"reasonabieness" has to have 

some type of context in which i t sets, and what our 

Witness is trying to say is a context ln which the word 

"reasonable" can be viewed. I think the Commission well 

knows, as far as the Chairman of the Commission well 

knows, is the Legislature spoke to this issue during the 

last session when the House Taxation and Revenue Committee 

Report on energy matters was unanimously adopted by the 

House of Representatives. I think the Land Commissioner, 

who is not here today, is very aware of the State's 

concern when the Legislature passed HB 441 a few years 

ago addressing itself to this situation. 

I think that Commissioner Trujillo is aware of 

our States predica&ent in this regard because of the 

recent policy statement made by the Western Governor's 

Conference under the leadership of Governor King ln this 

matter, and I do think there Is two different basis for 
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our tcatis-oay; Ooo oo tho definition of waste which 

includes the concept of reasonabillty of use, and 

secondly, under the Continental Oil Case, which certainly 

involves testimony, ln fact demand* testimony of market 

demand be allowed to be introduced in a prorated pool to 

set a limit. 

MR. PORTER: Mr. Carpenter, the Commission does 

recognize its responsibility in that area and the Commis­

sion haa taken care of i t . Aa your Witness is weil aware, 

the Commission does aot allow production in excess of 

market demand as they do not allow aay gas flaring or 

venting from a dry-gas well, so i t is well taken care of 

ia other areas of the Commissioa's activities, so the 

Commission 's ruling will stand. 

Does anyone have a question of the Witness? 

Do you have any questions Mr. Byrd? 

MR. HENSLEY: I've got a question. 

MR. PORTER: Mr. Hensley? 

CROSS EXAMINATION 

BY MR. HENSLEY 

Q Mr. Haseltine, what is the pre seat capacity of the 

Southern Union Cas pipeline facility serving the Mesaverde 

Pool? 
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A We have no single pipeline that: takes gas out of 

the Mesaverde. Since a l l those pools lie on top of each-

other, our facility serves a l l of them in total. The only 

figure I can give you in total out-haul capacity,which is 

around to the New Mexico market, is around 303, possibly 

310 million per day. 

3 What is your present deliverability Into that 

system from the existing wells? 

A Statutory deliverability in total would be a 

matter of adding up the proration record. 1 don't have 

that figure with me. 

Q Do you have any excess capacity in the line at the 

present time? 

A Not excess in terms of our peek days' demand. We 

have excess capacity ln terms of year-round ability of the 

pool fo produce. 

I assutra then, that Insofar as the producers that 

are connected to your facilities are concerned, should the 

Commission approve this Application by £1 faso, there would 

be a serious question as to whether or not you would be 

able to accept delivery of any gas from the twin wells? 

A Really, it's not so much a question of accepting 

delivery es a matter of where we stuff i t after we have 
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accepted i t . There is a certain £inc-eyed carket ia 

northwest New Mexico aad we would serve that market to 

the extent that we were tendered and that we took gas 

over and above the New Mexico market i t would have to be 

dumped to the interstate system. 

Q And that would depend I assuoe on whether or not 

El Paao*a capacity waa sufficiently excess to absorb this 

difference? 

A Well, yes, that's true, but I think that they woulc 

nave the capacity; I'm not worried about that, I think they 

would. 

MR. HENSLEY: No further questions. 

MR. PORTER: Any further questions of the 

Witness? 

Mr. Carpenter, you didn't have any exhibits, did 

you7 

MR. CARPENTER: No, I didn't. 

MR. PORTER: If there are no further questions, 

the Witness may be excused. 

Anyone else have anymore testimony to present? 

MR. SCHULTZ: Mr. Chairman, aay I have a few 

moments to read a short statement for record purposes? 

MR. PORTER: Surely. 
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MR. SCHULTZ: My name is Frank A. Schultz; cy 

address is 730 Fidelity Union Tower, Dallas, 75201. 

Mr. Chairman, by way of Introduction, and as 

a reason for being here to make a statement for this 

record, I submit that I have been involved professionally 

with the gas problems of the San Juan Basin probably 

longer than most everyone present here today. Certainly 

longer than El Paso Natural Gas Company since they 

were introduced into the area by a company Z represented. 

How, aa a producer having an economic Interest in some 

524 wells in the Hew Mexico part of the San Juan Basin, 

a good many of which are Mesaverde wells, I have a keen 

interest in the decision that will ultimately be rendered 

by this Commission. Zt ls my belief that the evidence 

presented at this Hearing clearly shows: 

(1) That substantial new quantities of gas 

will be recovered end produced within more meaningful 

economic time periods with i n f i l l drilling. 

(2) That this gas may never be recovered without-, 

the I n f i l l drilling by reason of its variable nature of 

the reservoir, due to porosity and permeability changes 

in the formation both vertically and horizontally. 

(3) That every operator would be afforded the 
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opportunity to drill ond produce his just and fair share 

of the gas field, thereby preventing waste and protecting 

correlative rights. 

(4) That the Increased income attributable to 

thia new production will be a substantial benefit to the 

producers, to the State of New Mexico and the Federal 

Government, and the other royelty owners. 

It ia my opinion, therefore, that the Commission 

should sdopt the proposed changes set forth in El Peso's 

Applicstion. 1 might add, Mr. Chairman, that should the 

Application be granted, i t is my intention to drill a l l 

of my locations as soon as drilling rigs and tubular goods 

are available, whether we are under the new price system 

or the old price system. 

I appreciate very much your giving me this time 

to make this ststement, end I would like to leave this 

signed — 

MR. CAMPBELL: (Interrupting) Mr. Chairmar, 

may I require him to 8how whether his interests era 

primarily overriding royalty interests, or working interests 

MR. SCHULTZ: They are both. 

MR. CAMPBELL: The majority of them are override? 
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MR. SCHULTZ: I would soy the majority are over­

rides but e substantial number ere working interest wells. 

MR. PORTER: Thank you, sir. Mr. Hinkle? 

MR. HINKLE: Richfield has requested that I 

submit the following statement at the conclusion of the 

testimony. 

(Reeding) Atlantic Richfield recommends that 

the Commission Include ln any amendment to Order No. 

R-1670 a provision specifying the manner in which indivi­

dual wells will be produced. Deliverability ls part of 

the present allocation formula. Therefore, i t ls recom­

mended that when more than one well la completed on a 

proration unit, the unit allowable be produced from the 

individual wells in direct proportion to each well'a 

deliverability. In the event one well will not produce 

its proportional share of the Unit Allowable, the other 

well will be allowed to produce en additional amount of 

gaa to make up this deficiency. (End of reading.) 

MR. PORTER: Mr. Hinkle, do you heve a statement 

for anyone else? 

MR. HINKLE: No, we're willing to weive any 

argument. 

MR. PORTER: I see. 
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MR, KEENER: Robert Keener, of Northwest Pipeline. 

I would like to make a statement, please. 

MR. PORTER: Yes, sir. 

MR. KEENER: Northwest Pipeline Corporation ls a 

producer and purchaser of natural gas in the San Juan 

Basin. Northwest presently gathers and transports 250 to 

260 million cubic feet per day from the Sao Juan Basin 

for its interstate markets in the Rocky Mountain Northwest 

area. Approximately 150 million cubic feet per day of 

this gas ls produced in wells in the Blanco Mesaverde 

gas pool. Northwest has approximately 269,000 acres 

in the Blanco Mesaverde gas pool which are leeaed er 

dedicated by virtue of gas-purchase contracts. It is a 

matter of record with the Federal Power Commission that 

Northwest Pipeline presently ls in the curtailment s i t ­

uation. With present supplies declining, i t is almost 

certain that the situation will become more severe. 

Therefore, Northwest's market requirementswill more than 

offset any anticipated increase in availability realized 

in Infill drilling in the Blanco Mesaverde pool on acreage 

presently dedicated to our system. Northwest's San 

Juaa Basin facilities presently heve en excess capacity 

of 60 to 70 and 80 cubic feet per day. With the continuing 
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decline of our Availability from tha San Juan Basin, i t 

appears that we will have sufficient capacity to gather 

and transport all gaa made available to us through in f i l l 

drilling. 

Zn view of the above, Northwest supports El Paso 

Natural Gaa in its application presently before the 

Commission to change the rules In the Blanco Mesaverde 

gas pool as proposed In El Paso's Exhibit No. 1. 

Thank you. 

MR. CAMPBELL: Mr. Chairman, no argument, just a 

statement of the position of Southern Union Production 

Company with regard to the allowable formula proposed by 

El Paso Natural Gaa Company. 

We believe that the formula will accentuate the 

risk of severe drainage and abuse of correlative rights 

if adopted ea auggested, allowing the adding of both 

deliverebilitlea to the unit allowable and we urge the 

Commission, in the event sn order is entered authorising 

the drilling of additional wells on the 320 acre unit, 

that eech 160 acres be assigned an allowable based on the 

present formula or, at the most, the deliverability of 

the two wells be avereged for the 320-acre unit rather 

than an additive. 
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MR. BYRD: Mr. Chairman? 

MR. PORTER: Mr. Byrd? 

MR. BYRD: A short statement rs&nrding the formula. 

I think, I'm sure this is the first State Coiamission that 

has had an opportunity to consider an application such as 

this since the IPC came out with its national rates. 

X will agree that reading that order literally i t appears 

that the higher rates would apply to new wells drilled in 

this pool. X also know xroa past experience that the 

FPC has a history of interpreting their orders in order 

to accomplish what their stated purpose of the order ia 

and I sincerely believe that i f E l Paso's application la 

adopted as proposed, wherein they would let the operator 

decide how much &as is ijoing to be produced in each of 

the wells on the unit, that i t would only be a matter of 

time before the Federal Power Con&aiasion would have to 

reconsider or interpret their order eo that i t would not 

apply to a new well drilled in thia pool, the reason bein^ 

that I'm sure they didn't concentrate on e>99 if they 

could go into an existing developed area and d r i l l a 

new well and raise your price from 24 cents to 43 cents. 

I think it behooves tha Corcaaiss ion here to try to 

assist the Federal Power CocataXsaion in accomplishing 
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i t s purpose, and I think ss this Commission stated in i t s 

letters to the Federal Power Commission regarding this 

system you should indicate, i f you decide that this 

Application should be granted, that the granting ol the 

Application is because additional gas w i l l be recovered, 

because deliverability w i l l be increased, and that you're 

going to assign allowables to the new wells based on the 

deliverability of the two wells on tho unit. In other 

words, i f a new well comes in and i t represents 70 percent 

of the combined deliverability of the two wells on the 

unit, then 70 percent of the allowable ought to be assigned 

to that new well and 30 percent to the old well. I think 

this would be consistent with what the Federal Power 

Commission might consider i n the future as boln^ consistent 

with their intent in allowing the price to apply to 

wells on existing dedicated acreage. Otherwise, I * a 

sure they are going to exert themselves and reinterpret 

their lan&uage so that we w i l l not have the advantage 

ol the new rate. I know, and I realise that you are &oing 

to take deliverabilities in this f i e l d with en average 

on every other year and that the allowaalas to the well w i l l 

change down through the production history of the two veils. 
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s t i l l believe that i t would bo consistent with what the 

Federal Power Commission obviously intended ln their order 

if you would provide that the allowable would be assigned 

on the basis of the ratio of deliverability. 

MR* PORTER: Mr. Kellahin Z believe was next. 

MR* KELLAHIN: If the Commission please, I feel 

that there la some things that could be argued in this 

Caae. Zt may take a l i t t l e bit longer to resolve but Z 

think i t is very important that some matters relating to 

the law be discussed. 

At the outset, Z am representing Union Oil Company 

of California, Clinton Oil Company and Amerada Hess 

Corporation* Z would like to read a statement on behalf 

of Union Oil Company. 

(Reading) Union Oil Company, aa a royalty and 

working interest owner, strongly opposes El Paso's 

application to amend the spacing in the Bianco Mesaverde 

Pool. We reapectfully urge the Commission to reject the 

proposal because i t will violate the correlative 

right8 of royalty and working interest owners and would 

result ln economic waste by the drillins of unnecessary 

wells, thus consuming valuable rig time, materials, and 

tubular goods in a ticne of short supply of those items. 
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These items could be better used lu seeking new reserves. 

Union Interprets the proposal to be simply s device to 

improve El Peso's short-term deliverability at the 

expense of correlstive rights. Does not the application 

have the effect of delegating to El Paso and other opera­

tors the opportunity to selectively prorate this pool? 

The propose1 would allow the drilling of a second 

well on eny 320-acre proration unit solely st the operator 

option. Unless adjacent proration unite are similarly de­

veloped, the proration unit so selected for the second 

well would gain an unfair competitive position. The 

reason for this ls that, by adding the two deliverabilitiee 

the tract would produce more than its share of gas by drain 

log reserves from adjoining acreage due to a higher allow­

able and having two withdrawal points, (End of reading.) 

X would like to interpolate here that Mr, Campbell has 

made a suggestion that the de1iverabi1itlea, rather than 

being addmd be averaged. Another solution might be to put 

the well oa strslght acreage proration formula, X don't 
i 

think that anybody wants to get into thet, ! 
i 

MR, PORTER: Not at 4:20 this afternoon, 

MR, KELLAHINi (Continuing readlag.) Aa this 

application will serve to temporarily lncreese production 
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rates without a corresponding Increase in reserves, 

production decline io other wells will be accelerated. 

Since El Paso has not proved that significant 

quantities of otherwise unrecoverable gas will be produced 

froa the second well, the drilling of the second well 

results ln economic waste • 

The requested revision would be unfair in a 

homogeneous reservoir but this injustice is compounded in 

a heterogeneous reservoir such as this one. Economics 

dictate that the second well would be drilled in the more 

porous and permeable areas of the field. However, cor­

relative rights would be better protected by the opposite, 

that ia drilling the second well ln the less porous and per 

meable areas. The 320-acre spacing pattern for the llanco 

Mesaverde Fool haa been established by the Commission 

and has resulted in the orderly development of the field. 

Since El Paso has some feeling thst the field should be 

drilled on 160-acre tracts, then i t should apply to the 

Commission for such spacing. The current application, 

i f approved, will seriously undermine the principles 

of weil spacing for the protection of correlative rights 

and the prevention of waste. Union recommends thst the 

Commission reject the application, 
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Z alto have « prepared statement froa Amerada 

Hoes Corporation, which ie substantially the asme as that 

for Union and Z would prefer just to leave the written 

statement with the Commission rather than reed i t into the 

record at this time. 

Now. io connection with this esse Z feel there ls 

a very serious question that the Commission has authority 

to do what El Paso waa asking them to do io the manner 

which they are asking. Xn the first place, the only basis 

on which this Commission can act is the prevention of 

waste. That's the ruling of the Supreme Court in the case 

of Simms v. Meachem, where the Supreme Court hold that 

even when the Commission was simply converting to non* 

standard units into two standard units unless they had 

evidence in the record on which they could make a finding 

that waste would occur, that order was invalid. So the only 

reason ths Commission can act is to prevent wests. 

Mow. what kind of waste are we talking about? El 

Paso has said in their testimony that there will be un­

recovered gea left In the reservoir which could otherwise 

be recovered, but their testimony as to where this gas is i|s 

very, very hasy; the testimony aa to the amount ls based 

on averages of the calculated reserves of the present wells 
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with no true indication that tha additional wall will 

actually tncountar additional receives. You could take 

tha prasaura decline curves on tha additional wells and 

stake a calculation i f they ware available but they are not 

available so a l l we have is the pressure decline curve on 

the existing wells. 

The testimony of El Paso's Witness very clearly 

shows that the present wells are draining thia reservoir. 

The Witness admitted that this is true; that there ls 

communication between wells. Their Exhibit No. 17, 

for example, with their three strat teats, show that 

between 1959 and 1973 there waa a drop of 217 pounds. 

Now that shows there are wella that are not being produced. 

Their average bottomhole pressures based on the 7-day 

test showed a drop of 306 pounds during this same period 

and if we use their P/Z values we get the same result; 

that's shown on their Exhibit No. 19, where the three 

strat tests showed a drop of 277 pounds ln the total field 

358 pounds snd the Witness stated that a l l the wells 

show the result of communication. 

Nothing could be more graphic than El Paso's 

Exhibit No. 16 which shows a steady decline in this pool 

ln pressures and very dramatically shows when production 
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waa increased it had a direct effect on the pool pressures. 

So, something ls draining this pool and it ls being drained 

by the present wells. 

Mow, if there is any gaa to be left based on 

El Peso's testimony, it will be in the stringers which 

the Witness says hasn't been accounted by any wellbore. 

Mow ln support of that testimony they offered us two logs 

to show the existence of stringers across this pool. 

Why didn't they give us a cross section across the entire 

pool? Zt would be e far better picture showing the 

continuity or discontinuity of this reservoir than to 

ask the Commission to determine on the basis of two logs 

that there is discontinuity throughout the reservoir. 

So cross section was offered. 

Row, this ls not acceptable testimony to propose 

a change In what amounts to a proration formula. The 

Commission well knows what findings i t muat make to 

change a proration formula. Zt is in the statutes and 

it waa decided in the Continental Oil Case and the El 

Paso Case. The only thing we have then ls e highly 

speculative conclusion that if you encounter a stringer 

that isn't connected to the wellbore you'll get some more 

gas, and that's Just about the extent of this testimony. 
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Now if tho Commit8ioo it going to approve this 

Application It would hava to make a finding of waste. 

Now i f there ia waste occuring or expected to occur i t 

would be gaa left ln the reservoir which would not other-

wise be recovered. If the Commission makes that finding 

i t in effect and probably directly would have to make a 

finding that one well will not efficiently and economically 

drain and develop 320 acres. The Commission has made 

the finding that one well will drain 320 acres snd I 

feel thst we should have more respectable testimony than 

has been offered ln this Hearing to change the spacing 

and Ei Paso didn't even ask that the spacing be changed, 

but that's the result of what the Commission would have 

to find. If i t made such a finding and did not change 

the spacing, that would do violence to the statute which 

authorizes the Commission to create proration units. 

Now, another significant fact in my opinion is that 

El Paso offered absolutely no interference testa. I'm 

sure that had they done so, as Indicated by their Exhibits 

16, 17, snd 19, they would show interference across the 

area and that one well would, in fact, ixaia 320 acres. 

I thank the Commission for their petlence and I 

will leave this one statement with you. 
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Mil, POKIER: All right. We have a gentleman 

back there. 

MR. CARR: Millard Carr for Tenneco Oil Company. 

X would aImply like to read the statement that 

we filed with the Commission on August 5th. 

Tenneco Oil Company submits a statement to New 

Mexico Oil Conservation Commission concerning the amend* 

ment to Order No. R-1670 as proposed by the Applicant. 

El Paso Natural Gas Company. 

(Reading) Tenneco owns very substantial leasehold 

and royalty interests in Blanco Mesaverde Pool. We request 

that serious consideration be given to some of the undesirable 

results of auch an amendment ea proposed by El Paso. Our 

objections to the i n f i l l drilling proposal involve 

interrelated legal contractual and economic problems. 

The first general category, while including 

economic implications, concerns primarily the following 

contractual and correlative rights and legal complications. 

First, the proposed amendment does allow such a well to be 

drilled on the existing 320-acre spacing unit rather than 

establishing the standard 160-spacing system. However, 

operators will s t i l l face lessor demands for i n f i l l 

drilling or compensatory royalties on locations that 
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tho operator deems uneconomical with loss of the original 

320-acre developed statue an operator might even lose 

through litigation the 160-acre tract which ls later 

drilled would drain his existing wells. 

Second, Applicant El Paso, as a public utility, 

can increase profits by increasing investments. El 

Psso could therefore drill additional wells profitably 

in locations where a non-utility producer could not. 

Did not Ei Paso's sddltionai wells and production in such 

a situation result in drainage from off-set leases in 

non-utility producers? 

Again, the off-set operator would be faced with 

legal demands for i n f i l l drilling or compensatory royalties 

for unprofitable locations. 

Third, i t is probable that the second well drilled 

on the 320-ecre proration unit would deliver production ln 

interstate commerce the higher price in the first 

well. The Applicant's proposed amendment is no assurance 

that either well would be produced rateably with resect 

to the others. In fact the proposed amendment would allow 

allocated allowable production to be taken from either 

or both of the wells at a ratio left to the operator's 

discretion. Should there be a substantial sales differential 
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between the two wells tho ratios of production might easily 

be manlpulatedt to a pipeline producing operator's advan-

tags, with resulting complaints from royalty and working 

interest owners in the proration unit* 

Fourth, in the Blanco Mesaverde Fool there are 

leases having substantial variations ia total royalty and 

overriding royalty burdens* The proposed amended rules 

should not preclude an operator from giving drilling 

priority to Its leases with low royalty burdens, thus re­

sulting in unwarranted drainage from more highly burdened 

leases* 

Fifth, the Applicant claims the Mesaverde i n f i l l 

proposal to be of critical importance in meeting future 

market demands* However. Ei Paso is not the only 

producer of gas la the Blanco Mesaverde Pool. If another 

purchaser is unable or unwilling to take additional 

production capacity of the two wells for 320-eere pro­

ration system, substantial drainage could result. 

The other objectlonsl category contains economic 

Implications of the proposed amendment to the operators 

ln Bianco Mesaverde Pool. Economic considerations alone 

might be claimed by sos* to be beyond the scope of the 

Commission's jurisdiction. However, because of the unique 
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differential between the Applicant's profit position 

and public utility and the other operator's positions as 

non-utility companies, the profitability question must be 

considered as affecting the ability of operators to drill 

under the proposed system to prevent drainage and protect 

correlative rights. In this light, Tenneco submits the 

following opinion or questions for consideration by the 

Commission. 

(1) In face of rapidly escalating drilling costs, 

high interest rates and pipe shortages, the non-utility 

company is not faced with the same profit potential 

position as the utility company operator. The ultimate 

cost to complete i n f i l l development of the Blanco Mesaverde 

Pool could well exceed $300,000,000. Funds available to 

an operator requires i n f i l l drill and also pipe allocations 

would have to be divergent from other projects and injec­

tions are to find and develop new reserves, not to 

accelerate completion of existing reserves. The cost 

of capital becomes a critical consideration for profit 

potential of an acceleration program. A non-utility oper­

ator could not justify the possibility of nearly as many 

infilled wells as could El Paso which has only to prove 

that the expenditure would be prudent in order to be allowed 
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an acceptable return on hie Investment. The present 

uneconomical locations of non-utility operatora might be 

economic in a few years i f gas prices increase, but during 

the interim El Paso could off-set and substantially 

drain these locations. 

(2) If El Paso does desperately require additional 

delivery from the Blanco Mesaverde Pool, why not investi­

gate less costly alternatives. One such alternative would 

be for E l Paso to install additional compressions on its 

gathering systems and so lower the delivery pressure 

of wells connected to them. Another would be to alter 

the present allowable system from the pool. I t is not 

unusual ln the Bianco Mesaverde and other prorated gas 

pools to find wells producing below their Indicated 

potential in order to keep production within the allow­

able limits. 

In summary, Tenneco does not recognise El Paso'e 

market demand problems as complete justification for 

additional i n f i l l drilling in Blanco Mesaverde Gas Pool. 

21 Paso's proposed amendment i3 aelfserving by shifting too 

much of tae cost burden to the operators of the pool. 

Tho proposed changes of Order No. R-1670 can result in a 

continuing series of complicated and extensive legal 
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problems and force undue hardships on the other operators 

who may not have available the capital funds necessary to 

protect their interests. 

Tenneco is therefore opposed to the amendment as 

proposed by the Applicant, 

HR. WYNN: If i t please the Commission, my name 

ls R.C. Wynn. Hy offices are at 3303 Lee Parkway, Dallas, 

Texas, I would like to make just a very short statement, 

Mr. Chairman. 

Z operate and have an economic interest ln 27 pro­

ducing units completed lo San Juan Basin as weil as soma 

undeveloped acreage. It is my opinion that additional 

economic reserves will be recovered through i n f i l l 

drilling and therefore I do support the Applicant, Ei 

Paso Natural Gas Company, in this Case. 

MR. PORTER: Mr. Lyon? 

MR, LYON: Mr. Chairman, I'm W.P, Carr from Dallas 

Texas and I guess that I am the only guy in this room 

to which this thing isn't just cut-end-dried and real 

clear, I heer that the price of gaa ia 44 centa and 

that i t may not be 44 cents, I hear the old gas price 

is 24 cents; we've got a l l kinds of calculations offered 
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on the basis of 24 cents, Now I hear the price of gas 

may not be 24 cents. If the price of gss ls 24 cents for 

old gss and 44 cents for new gas I am in favor of the 

El Paso Application. If the price of old gas should be 

some higher fee than 24 cents I cannot stste st this time 

whether I em for it or against i t , but the one thing that 

sticks out in my mind ln all of this ls that the proponents 

for i t are not in a hurry. They say that i f this thing is 

granted they're going to take their time and start slowly, 

a l l except Mr, Schultz, and I'm like Mr, Schultz, I don't 

have many wells to drill and I don't have any time, but 

ae quick as X can get i t I have no better place to drill 

a well than in the Mesaverde and the San Juan Basin and 

I hope that the Commission will wait until some of these 

financial matters have been clarified by the Federal 

Fower'Commission before they take any action ln such an 

important decision. 

I thank you. 

MR. LYON: V\.T. Lyon, Continental Oil Company, 

I regret that I can't put more knowledge into this 

Hearing, but it just happens that the Kobbs Division 

acquired the responsibility for this area about a month 

ago and I'm really getting educated. 
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Zt appears to me that we have here In the Blanco 

Mesaverde the usual problem that where you don't need to 

drill the well for drainage you can afford to do so, but 

when you really need to get drainage you can't afford to 

drill the well. This ls a problem, Z guess, that will 

always be with us. 

Essentially Z would like to concur in Tenneco's 

statement, our positions are very similar. Actually, in 

essence of specific development program by El Paso, who 

is the predominant operator in the area, we found our** 

selves unable to completely evaluate where we stand on 

their proposal and until we have such programs we cannot 

support El Paso until that time and thus oppose their 

Application, 

Thank you. 

ME, PORTER: Does anyone else have a statement, 

other than Mr. Morris? I think he wants to be last. 

Mr, Morris, before you begin your statenent, Mr, 

Carr will acknowledge some other correspondence that we 

have, 

MR, CARR: Mr. Chairman, the Commission has re­

ceived a letter from Marathon Oil Company ln opposition 

to the Application of El Paso Natural Gas. We have also 
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received a letter from the Public Service Commission, 

signed by Richard C. Montoya, Chairman of the Commission 

outlining their concern, indicating that their concerns 

parallel those of Southern Union Gas Company and calling 

on the Commission to give due consideration to the effect 

our decision would have on the consumers of New Mexico 

presently and in the future, 

MR, PORTER: Mr, Morris? 

MR, MORRIS: If the Commission please, I think 

I have mentioned to this Commission in the past that 

very few cases in my opinion are won or lost on the basis 

of opening arguments and closing statements, and I cer­

tainly hope that that's tho situation ln this Case. 

For a change I really intend to be quite brief in my 

closing statement. 

The fact that sticks out ln this case like — 

most prominent — ls that by anyone's evidence the re­

coverable reserves in this Blanco Mesaverde Gas Pool will 

be substantially increased as a result of the inf i l l 

drilling program. The only opposition to the El Paso 

Application ln this Case with respect to the lacrease in 

recoverable reserves was that offered by Southern Union 

Production Company, and even Southern Union Production 
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Company acknowledged that the recoverable reserves field-

vide could be increased by — X think X do not misquote 

them — by somewhere ln the magnitude 10 or 11 percent. 

Now, Ei Paso estimates e little more than that. We 

simply recount the very pertinent figures. Our testimony 

ls thst the recoverable reserves in this field, absent 

infi l l drilling ere 8.7 trillion cubic feet; we believe 

that the recoverable reserves will be increased by the 

infill drilling program by an additional 6.3 trillion 

cubic feet to result in an overall ultimate recovery of 

the pool of some 15 trillion cubic feet. 

Now i f we start from the same place—and X don't 

recall that there has been much dispute about this — that 

there is about 8.7 trillion cubic feet that would be 

recovered under the existing state of development, and you 

add 10 or 11 percent, take 10 or 11 percent of that, even 

under the Southern Union Production Company position, you 

s t i l l have an awful lot of gas. 10 or 11 percent of 8.7 

trillion cubic feet represents a substantial Increase 

ln recoverable reserves. 

We believe the Commission'a duty in this case 

lies before them very clearly: That in order to prevent 

waste, it should grant the Application of El Paso ln thia 
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Case. We're aot unmindful of the problems of correlative 

rights, but as has been pointed out previously ln this 

Case, the question of protection of correlative rights is 

largely subsumed in the question of prevention of waste. 

Correlative rights will be violated unless the owners 

of the reserves are afforded the opportunity to produce 

them and they will only be afforded the opportunity to 

produce the recoverable reserves under their properties by 

the granting of the Application in thia Case which will 

allow tha infill-drilling program to proceed. 

Although we do aot agree with the fears that have 

been voiced by Hr. Byrd oa behalf of Mesa concerning the 

question that he poses es to whether the new price for 

gas would be applicable to these Inf i l l wells, we would 

urge the Commission to make its findings strong and clear 

with regard to the increased recoverable reserves that 

this program can reasonably be expected to generate, so 

aa to speak loudly and clearly to the Federal Power 

Commission that the new price that will be applicable to 

these wells indeed has made the program economically 

feasible and has encouraged che operators to enter into 

the program and to drill the Infill well. Ue believe if 

the Commission speaks clearly in that regard i t will go 
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far Co allay tha faara that Mesa haa and will go far to 

satisfy tha Federal Power Commission that Its philosophies 

with regard to pricing are being met by the development 

of these additional wells. 

Ve very much appreciate the Commission's sttention 

in this esse and needless to say we urge the Commission to 

act promptly, expeditiously upon this request; we ask that 

you not hold i t for some undetermined time to see what 

might happen in the Federal Power Commission or in the 

courts because somehow i t seems that if we wait for tha 

decisions of other bodies to make everything clear for 

us we will wait and wait for an indefinite period of 

time. We would urge the Commission to act favorably upon 

the Application so that a l l operators in the San Juan 

Basin may know where they stand, may order their priorities 

with regard to the availability of tubular goods and rigs 

and we can get this program underway, 

I can't avoid in e closing statement to again 

state that obviously El Paso Natural Gas Company needs 

not only the reserves but the current dellverablllties 

that would be afforded by this program to satisfy its 

market demand. We feel that this Commission should 

consider the public Interest of the entire nation with 
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regard to the need for natural gaa supplies. We feel 

the Commission should consider El Paso's interstate market 

detaand. We submit to the Commission that whether you 

consider that or whether you do not, the evidence before 

the Commission with regard to the prevention of waste and 

protection of correlative rights will strongly support 

an order of tbe Commission granting the Application of 

El Paso in this Case. 

Thank you. 

MR. CAMPBELL: Mr. Chairman, I'm compelled to 

mention to the Commission, based upon Mr. Morris* closing 

statement, that he either misunderstood or has mistakenly 

and inadvertently misstated the position of Southern 

Union Production Company and the testimony of Mr. Arore 

in connection with the stated additional recoverable 

reserves, and 1 invite the Commission, to read Mr. Arore's 

testimony, which I believe clearly pointed out that he 

was addressing only the Southern Union Gaa Coapany wells; 

that his estimate of recoverable reserves waa 2.8 billion 

cubic feet as compared to che average that El Paso 

presented at 4 billion cubic feet. We don't want 

him or the Company to be in the position of substantiating 

any facts because I don't believe his testimony 
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did substantiate tha kinds of estimates of additional 

recoverable reserves* 

MR, MORRIS: If the Commission please, certainly 

if I misstated Southern Union's position X didn't mean 

to do so, but I submit, nevertheless, that there has been 

an admission of substantial Increased recovery even under 

Southern Unlonfe position, I aa perfectly content to let 

the record stand and speak for itself in that regard, 

MR, PORTER: Does anyone else have anything to 

offer in this Case? 

Z believe that a i l of the attorneys, with the 

possible exception of Mr, Byrd, who have represented the 

people who have presented testimony, ore present, and 

Z want to suggest that you submit to the Commission by 

September i suggested findings of fact, 

MR, HINKLE: From nyone who participated in the 

Hearing? 

MR, PORTER: By September i . That gives you a 

little more than two weeks, 

(Whereupon, the Hearing was 

adjourned,) 
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