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CHAIRMAN LEMAY: The f i r s t c a se I ' l l 

c a l l i s Case 10526. T h a t ' s t h e a p p l i c a t i o n - -

MR. STOVALL: Excuse me. I'm b a c k f r o m 

v a c a t i o n and I ' v e remembered what I do h e r e . 

CHAIRMAN LEMAY: I t ' s t h e l a s t c ase on 

t h e d o c k e t . 

MR. STOVALL: The O i l C o n s e r v a t i o n 

D i v i s i o n i s c a l l i n g a h e a r i n g on i t s own m o t i o n 

t o a c c e p t n o m i n a t i o n s and o t h e r e v i d e n c e and 

i n f o r m a t i o n t o a s s i s t i n d e t e r m i n i n g O c t o b e r 1992 

t h r o u g h M a rch 1993 gas a l l o w a b l e s f o r p r o r a t e d 

gas p o o l s i n New M e x i c o . 

CHAIRMAN LEMAY: I t h i n k a t t h e r e q u e s t 

c f t h e D i v i s i o n t h i s c a se i s b e i n g e x t e n d e d o r 

c o n t i n u e d f o r two weeks, and t h a t makes i t t h e 

2 7 t h o f A u g u s t , w h i c h w i l l s t i l l g i v e us t i m e t o 

g e t t h e o r d e r o u t . 

Are t h e r e any o b j e c t i o n s t o e x t e n s i o n 

o f t h e c a s e , o r c o n c u r r e n c e ? 

T h a t case w i l l t h e n be e x t e n d e d o r 

c o n t i n u e d u n t i l t h e 2 7 t h o f A u g u s t a t 9:00, h e r e 

i n Morgan H a l l . 

H o p e f u l l y y o u ' v e a l l g o t t h e 

i n f o r m a t i o n t h a t t h e D i v i s i o n s e n t o u t by now. 

I f n o t , p l e a s e c o n t a c t us and we can f a x t h a t 
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i n f o r m a t i o n t o y o u . 
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CHAIRMAN LEMAY: Good mo r n i n g . T h i s i s 

the O i l C o n s e r v a t i o n Commission. My name i s B i l l 

LeMay, Chairman. On my l e f t i s Commissioner B i l l 

Weiss. On my r i g h t , Commissioner Gary C a r l s o n 

r e p r e s e n t i n g t h e Commissioner o f P u b l i c Lands. 

For t h o s e of you t h a t t h i n k t h e s e a r e 

microphones up here t h a t p r o j e c t your v o i c e , 

t h a t ' s n o t what t h a t i s . That's f o r t h e c o u r t 

r e p o r t e r , so t h a t we can get a r e c o r d i n g of your 

t e s t i m o n y . So, be sure and speak up over t h e r e , 

t h e r e ' s no m a g n i f i c a t i o n of your t e s t i m o n y . 

We s h a l l s t a r t by c a l l i n g t h e p r o r a t i o n 

case, Case No. 10526. The O i l C o n s e r v a t i o n 

D i v i s i o n i s c a l l i n g t h i s h e a r i n g on i t s own 

m o t i o n t o accep t n o m i n a t i o n s and o t h e r e v i d e n c e 

and i n f o r m a t i o n t o a s s i s t i n d e t e r m i n i n g October 

1992 t h r o u g h March 1993 gas a l l o w a b l e s f o r 

p r o r a t e d f i e l d s i n New Mexico. 

I f I can have appearances i n Case 

10526 . 

MR. STOVALL: Robert G. S t o v a l l of 

Santa Fe on b e h a l f of t h e D i v i s i o n . I have two 

wi t n e s s e s . 

CHAIRMAN LEMAY: Okay. A d d i t i o n a l 

appearances? Mr. Carr? 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

19 

20 

2 1 

2 2 

23 

24 

2 5 

7 

MR. CARR: May i t p l e a s e t h e 

Commission, my name i s W i l l i a m F. Carr of t h e 

Santa Fe law f i r m Campbell, C a r r , Berge & 

S h e r i d a n . I would l i k e t o e n t e r our appearance 

on b e h a l f of Amoco P r o d u c t i o n Company, Chevron, 

U.S.A., I n c . , and Union O i l Company of 

C a l i f o r n i a . 

I w i l l p r e s e n t one w i t n e s s f o r Amoco. 

He w i l l p r e s e n t t e s t i m o n y c o n c e r n i n g a l l o w a b l e s 

i n t h e San Juan B a s i n . I w i l l p r e s e n t one 

w i t n e s s f o r Chevron who w i l l be p r e s e n t i n g 

t e s t i m o n y c o n c e r n i n g t h e I n d i a n B a s i n Upper Penn 

Gas P o o l , and Union O i l Company w i l l make a 

s t a t e m e n t . 

CHAIRMAN LEMAY: Thank you. Mr. 

K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, I'm Tom 

K e l l a h i n of t h e Santa Fe law f i r m of K e l l a h i n & 

K e l l a h i n . I'm a p p e a r i n g t o d a y on b e h a l f of t h e 

f o l l o w i n g c l i e n t s : For M e r i d i a n O i l , I n c . , o ut 

of t h e i r M i d l a n d o f f i c e , t h e y have a p r e s e n t a t i o n 

on t h e J u s t i s Gas p o o l , and I have one w i t n e s s . 

For M e r i d i a n O i l , I n c . , based i n 

F a r m i n g t o n , I have one w i t n e s s t o make 

p r e s e n t a t i o n s on t h e B a s i n Dakota, t h e 
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Blanco-Mesaverde and t h e n t h e Blanco P i c t u r e d 

C l i f f s South. 

I have one w i t n e s s f o r P h i l l i p s 

P e t r o l e u m Company f o r F a r m i n g t o n , f o r t h e B a s i n 

Dakota p o o l . 

On b e h a l f of Marathon O i l Company, i n 

a s s o c i a t i o n w i t h Mr. Thomas Lowry, he and I are 

p r e s e n t i n g two cases f o r t h a t company, one f o r 

the B l i n e b r y p o o l and t h e o t h e r one f o r t h e 

I n d i a n B a s i n Upper Penn. We have two w i t n e s s e s 

f o r each of t h o s e two cases. 

And t h e n I'm p r e s e n t i n g an e n g i n e e r i n g 

w i t n e s s f o r Oryx Energy f o r t h e I n d i a n B a s i n 

Upper Penn p o o l . 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

appearances? 

MR. CAMP: Ward Camp of K e l e h e r and 

McCloud i n Al b u q u e r q u e , a p p e a r i n g on b e h a l f of 

the Gas Company of New Mexico. I have one 

wi t n e s s . 

CHAIRMAN LEMAY: Thank you, Mr. Camp. 

A d d i t i o n a l w i t n e s s e s , p r e s e n t a t i o n s i n t h e 

a l l o w a b l e h e a r i n g ? 

W i l l t h o s e of you who w i l l be g i v i n g 

t e s t i m o n y p l e a s e s t a n d and r a i s e your r i g h t 
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hand . 

[And a l l w i t n e s s e s were d u l y sworn.] 

CHAIRMAN LEMAY: I might s t a t e , a l s o , 

t h a t we have t h i s room u n t i l t h i s m o r n i n g . We 

w i l l have t o go u p s t a i r s i n t h e OCD c o n f e r e n c e 

room i n t h e a f t e r n o o n because i t ' s booked. So 

a f t e r l u n c h , i f we're s t i l l c o n t i n u i n g , w e ' l l be 

me e t i n g up t h e r e . 

A l s o , we're g o i n g t o change around t h i s 

m o r n i n g and have t h e San Juan B a s i n h e a r i n g s 

f i r s t , s i n c e I u n d e r s t a n d t h e s o u t h e a s t may t a k e 

a l i t t l e l o n g e r . 

Okay. W e ' l l s t a r t w i t h Mr. S t o v a l l . 

MR. STOVALL: C a l l Mr. Ron M e r r e t t . 

RONALD H. MERRETT 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. STOVALL: 

A. Mr. Chairman, my t e s t i m o n y t h i s m o r n i ng 

i s b r i e f . 

Q. Might I ask t h e q u e s t i o n b e f o r e you 

answer i t ? 

A. H u r r y up. 

Q. Would you p l e a s e s t a t e your name. 
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A My name i s Ronald H. M e r r e t t 

Q. And your p l a c e of r e s i d e n c e ? 

A. A l b u q u e r q u e , New Mexico. 

Q. How are you employed, Mr. M e r r e t t ? 

A. I am t h e d i r e c t o r of t h e O f f i c e of 

I n t e r s t a t e Gas M a r k e t s , t h e N a t u r a l Gas M a r k e t i n g 

Bureau, and I'm a l s o t h e d i r e c t o r of N a t u r a l Gas 

Programs. 

Q. Would you s t a t e t h e purpose of your 

b r i e f t e s t i m o n y t h i s morning? 

A. My b r i e f t e s t i m o n y t h i s m o r n i ng i s t o 

g i v e an o v e r v i e w of n a t u r a l gas market c o n d i t i o n s 

over t h e p e r i o d c o v e r e d by t h e h e a r i n g ; t h e 

p r o r a t i o n p e r i o d , t h a t i s . 

Q. Have you p r e p a r e d an e x h i b i t w h i c h w i l l 

h e l p you t o g i v e t h a t e x p l a n a t i o n i n summary? 

A. Yes. My e x h i b i t i s on t h e s c r e e n and 

th e Commission members have b l a c k and w h i t e 

c o p i e s . 

Q. For t h e r e c o r d , l e t me s t a t e t h a t I ' v e 

marked t h e c o p i e s as E x h i b i t No. 4. We have not 

produced enough c o p i e s f o r everybody i n 

a t t e n d a n c e , b ut i f you would w i s h t o have c o p i e s 

a f t e r t h e h e a r i n g , we can make tho s e c o p i e s 

a v a i l a b l e . 
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A g a i n , j u s t f o r t h e r e c o r d so everybody 

knows what i t i s , j u s t i d e n t i f y t h e t i t l e of your 

e x h i b i t . 

A. The e x h i b i t i s New Mexico N a t u r a l Gas 

P r o d u c t i o n f r o m January of 89 t h r o u g h June of 

19 9 2, by month. 

Q. By month you s a i d ? I'm s o r r y . 

A. Yes. 

Q. Would you p l e a s e t e l l t h e Commission 

what t h i s e x h i b i t shows i n r e l a t i o n t o and how i t 

i s u s e f u l i n t h e i r d e t e r m i n a t i o n o f n a t u r a l gas 

market s ? 

A. The purpose of t h i s e x h i b i t , and I 

a p o l o g i z e t o t h e aud i e n c e f o r i t n o t b e i n g more 

v i s i b l e , b ut t h e purpose of t h i s e x h i b i t i s j u s t 

g e n e r a l l y t o show t h e l e v e l of gas p r o d u c t i o n i n 

th e s t a t e over t h e p a s t t h r e e and a h a l f y e a r s , 

and a l s o t o show t h e s e a s o n a l v a r i a t i o n i n demand 

f o r gas from t h e s t a t e . 

Q. Are t h e r e any g e n e r a l t r e n d s t h a t you 

can i d e n t i f y t h a t w i l l be u s e f u l ? 

A. T y p i c a l l y , t h e t r e n d s are t h a t t h e 

demand i s h i g h e r f r o m New Mexico i n t h e w i n t e r , 

when weather a c r o s s t h e n a t i o n i s c o l d , and are 

lower i n t h e s p r i n g and t h e f a l l , and t h e r e ' s 
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sometimes p e a k i n g i n t h e summer w h i c h r e f l e c t s 

t h e summer c o o l i n g season. 

Q. I s t h e r e a n y t h i n g f u r t h e r you would 

l i k e t o add w i t h r e s p e c t t o t h i s e x h i b i t ? 

A. Yes, t h e r e i s . The br o k e n green l i n e 

a t t h e t o p of t h e c h a r t shows a r a t h e r d i f f e r e n t 

t r e n d t h a n i t has i n t h e p r e v i o u s t h r e e y e a r s . 

Q. That green l i n e r e p r e s e n t s what year? 

A. That green l i n e i s 1992. The t r e n d i s 

s i g n i f i c a n t l y d i f f e r e n t because whereas i n 1989, 

whi c h i s t h e b l u e l i n e a t t h e b o t t o m , t h e r e was a 

d e c l i n i n g p r o d u c t i o n f r o m January t h r o u g h June. 

I n 1992, t h e r e was i n c r e a s i n g p r o d u c t i o n f r o m 

F e b r u a r y t h r o u g h May. T h i s i s c l e a r l y a 

d i f f e r e n t t r e n d t h a n i s seen i n t h e t h r e e 

p r e v i o u s y e a r s and i s c l e a r l y n o t a r e f l e c t i o n of 

we a t h e r , as you would assume i n t h e t h r e e 

p r e v i o u s y e a r s shown on t h a t c h a r t . 

Q. Are you p r e p a r e d t o o f f e r any 

e x p l a n a t i o n f o r t h a t , or are you j u s t s i m p l y 

showing i t as i n f o r m a t i o n ? 

A. I ' l l o f f e r an e x p l a n a t i o n w h i c h I t h i n k 

i s s i g n i f i c a n t , because what i t says i s t h a t t h e 

gas p r o d u c t i o n f r o m New Mexico i s , t h i s y e a r , 

seems t o be a t y p i c a l . I t i s n o t r e f l e c t i v e of 
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s e a s o n a l t r e n d s t h a t we have seen i n p r e v i o u s 

y e a r s . There are some reasons w h i c h we b e l i e v e 

account f o r t h i s . One of them i s t h e r a t h e r 

d i f f e r e n t weather p a t t e r n i n t h e s p r i n g of t h i s 

y e a r , i t was s l i g h t l y warmer t h a n i n some p a r t s 

of t h e c o u n t r y and s l i g h t l y c o l d e r t h a n o t h e r s . 

Where i t was c o l d e r , we t h i n k t h e 

u t i l i t i e s were n o t a b l e t o p u t gas i n t o s t o r a g e 

at t h a t t i m e because t h e y had c o l d e r t e m p e r a t u r e s 

t o d e a l w i t h , p a r t i c u l a r l y i n C a l i f o r n i a . Then, 

as t h e year went a l o n g , as t h e s p r i n g went a l o n g , 

th e demand s t a y e d h i g h and t h e u t i l i t i e s s t a r t e d 

p u t t i n g gas back i n t o s t o r a g e b u t were h o l d i n g 

o f f because t h e p r i c e was h i g h e r t h a n t h e y had 

e x p e c t e d . 

As a r e s u l t , you have an i n c r e a s i n g 

t r e n d t h r o u g h t h e y e a r . That's one f a c t o r . 

A n o t her f a c t o r i s t h a t t h e c o a l seam 

gas w e l l s i n t h e San Juan B a s i n w h i c h were 

d r i l l e d l a s t year or e a r l i e r t h i s year have now 

been c o n n e c t e d , many of them, and th o s e w e l l s are 

p r o d u c i n g , and t h e r e seems t o be a market f o r t h e 

gas. So, t h e r e i s a d i f f e r e n t t r e n d t h i s y e a r . 

The s e a s o n a l t r e n d i s d i f f e r e n t p a r t l y due t o 

weather p a t t e r n s and p a r t l y due t o market 
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Let me say t h a t a t one t i m e t h e r e was a 

r e s t r i c t i o n on gas d e l i v e r i e s o ut of t h e San Juan 

B a s i n , b u t as of about t h e s p r i n g of 1992, about 

A p r i l , t h e r e s t r i c t i o n s d i s a p p e a r e d t o t a l l y . 

However, t h e r e appears t o have been no 

s i g n i f i c a n t i n c r e a s e i n c o n v e n t i o n a l gas 

p r o d u c t i o n s i n c e t h a t t i m e , on a month by month 

comparison w i t h p r e v i o u s y e a r s . 

Q. Summarize f o r me a g a i n t h e reasons you 

have f o r s e e i n g such a d i f f e r e n c e i n t h e most 

r e c e n t t r e n d s i n i n c r e a s e d p r o d u c t i o n over what 

i t l o o k s t o b e - - l a t e 91 i s i t ? 

A. Yes. I t ' s a l m o s t - - i t ' s h a r d t o say 

s p e c i f i c a l l y , b ut i t ' s l a r g e l y due t o an i n c r e a s e 

i n p r o d u c t i o n of c o a l seam gas. 

MR. KELLAHIN: Thank you, Mr. 

Cha i rman. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

of t h e w i t n e s s ? Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. How does p r i c e i n f l u e n c e t h i s i n c r e a s e 

i n t h e r a t e s ? 

A. P r i c e i n f l u e n c e s i t a g r e a t d e a l . I f 

th e p r i c e s are h i g h , t h e p r o d u c t i o n goes up. 
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BY MR. KELLAHIN: 

Q. Good m o r n i n g , Mr. M e r r e t t . Does your 

bureau have t h e a b i l i t y t o a n a l y z e t r e n d s by 

e x a m i n i n g o n l y t h e p r o r a t e d gas p o o l s of New 

Mexico? 

A . We do n o t . 

Q. Do you have any o p i n i o n s w i t h r e g a r d s 

t o t h e market demand f o r any i n d i v i d u a l p r o r a t e d 

p o o l i n New Mexico? 

A . No . 

Q. When you l o o k a t th e s e o v e r a l l t r e n d s , 

t h e n , t h e s e t r e n d s r e p r e s e n t gas p r o d u c t i o n f r o m 

n o n p r o r a t e d and p r o r a t e d p o o l s , b o t h s o u t h e a s t e r n 

and n o r t h w e s t e r n New Mexico? 

A. That i s c o r r e c t . 

Q. Have you examined what t h e impact has 

been, i f any, on t h e a d d i t i o n a l c a p a c i t y added t o 

th e p i p e l i n e ' s a b i l i t y t o move gas out of t h e San 

Juan Basin? 

A. From a b r i e f e x a m i n a t i o n of t h e 

p r o d u c t i o n f o r c o a l seam gas and what we would 

o t h e r w i s e t e r m c o n v e n t i o n a l p r o d u c t i o n , t h e r e 

appears t o be no s i g n i f i c a n t change b r o u g h t about 

by the a d d i t i o n of t h e new p i p e l i n e c a p a c i t y o ut 

of t h e San Juan B a s i n . 
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not p r e p a r e d t o make a p r e d i c t i o n ? 

A. I'm n o t p r e p a r e d t o make a f i r m 

p r e d i c t i o n , no. 

Q. A n y t h i n g f u r t h e r you w i s h t o add t o 

your t e s t i m o n y ? 

A. No. That's a l l I have i n t h e way o f 

d i r e c t comments. 

Q. What's t h e sou r c e of i n f o r m a t i o n t o 

p r e p a r e t h i s ? Are t h e s e o f f i c i a l r e c o r d s you 

used t o p r e p a r e your p r o d u c t i o n f i g u r e s ? 

A. Yes. The l i n e s on t h i s c h a r t are 

d e r i v e d from t h e p r o d u c t i o n numbers w h i c h a r e 

produced by t h e O i l C o n s e r v a t i o n D i v i s i o n e v e r y 

month. 

Q. And t h i s c h a r t was p r e p a r e d under your 

s u p e r v i s i o n ? 

A. Yes, i t was. 

MR. STOVALL: I have n o t h i n g f u r t h e r of 

Mr. M e r r e t t , and I o f f e r D i v i s i o n ' s E x h i b i t No. 4 

f o r t h e r e c o r d . 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t 4 w i l l be e n t e r e d i n t o t h e r e c o r d . 

Q u e s t i o n s of Mr. M e r r e t t ? Mr. 

K e 1 l a h i n ? 

EXAMINATION 
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c o n d i t i o n s . 

W h i l e we're n o t w e l l e q u i p p e d t o 

f o r e c a s t , I would h a z a r d a guess t h a t t h i s y e a r ' s 

t o t a l p r o d u c t i o n w i l l be 10 p e r c e n t a t l e a s t 

h i g h e r t h a n p r o d u c t i o n f o r t h e s t a t e i n 1991. 

Q. T h i s change of t r e n d t h a t 1992 has 

shown so f a r , i s t h e r e any i n f o r m a t i o n t h a t can 

l e a d you t o make any s o r t of p r e d i c t i o n s about a 

l o n g - t e r m change i n t h e t r e n d , or i s t h i s t o o 

new ? 

A. The e s t i m a t i n g n a t u r a l gas s u p p l y and 

demand i s somewhat s u b j e c t i v e . I n my v i e w , i t ' s 

n o t r e a l l y a h i g h l y d e v e l o p e d s c i e n c e . There i s 

c l e a r l y e v i d e n c e t h a t t h e l a r g e s u r f a c e of 

n a t u r a l gas d e l i v e r a b i l i t y i n t h e n a t i o n or i n 

the c o n t i n e n t , p e r h a p s , i s b e i n g reduced. Some 

say t h a t t h e s o - c a l l e d gas b o t t o m has 

d i s a p p e a r e d . O t h e r s w i l l n o t be so b o l d , b ut t h e 

f a c t i s t h a t t h e r e i s l e s s s u r f a c e of 

d e l i v e r a b i l i t y over demand, and we can l o o k t o 

some t i g h t n e s s i n s u p p l y over t h e coming w i n t e r . 

Q. I n o t h e r words, a t t h i s p o i n t y o u ' r e 

not r e a l l y w i l l i n g t o p r e d i c t t h a t t h i s t r e n d 

w i l l c o n t i n u e f o r an ext e n d e d p e r i o d of time? Am 

I u n d e r s t a n d i n g you c o r r e c t l y , or are you j u s t 
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I t ' s v e r y s t r a i g h t f o r w a r d . And p r i c e s have been 

h i g h e r i n 1992 t h a n t h e y were t h e c o r r e s p o n d i n g 

p e r i o d i n 90 or 91 by about 50 c e n t s an Mcf, 

a c t u a l l y . So p r i c e i s a c o n s i d e r a b l e i n f l u e n c e . 

Q. T h i s c h a r t , t h e n , doesn't r e f l e c t New 

Mexico's a b i l i t y t o produce low c o s t gas? 

A c t u a l l y , i t c o s t s more now or a t l e a s t t o buy 

t h a t gas? 

A. We don't t a k e i n t o c o n s i d e r a t i o n i n 

d e v e l o p i n g t h i s e x h i b i t t h e c o s t o f p r o d u c t i o n . 

COMMISSIONER WEISS: Thank you. 

CHAIRMAN LEMAY: Mr. C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Alo n g t h a t same l i n e , Ron, has t h e 

p r i c e h e l d s t e a d y d u r i n g J u l y and August? 

A. That's h a r d t o answer. P r i c e s have 

been f a i r l y s t a b l e i n t h e $1.80, $1.90 k i n d of 

area i n t o t h e p i p e l i n e , and t h e y f l u c t u a t e f r o m 

t i m e t o t i m e , from week t o week and fr o m month t o 

month, b u t t h e y have been f a i r l y s t e a d y , yes. 

Q. I f I remember c o r r e c t l y , August of l a s t 

y ear was when t h e w e l l h e a d p r i c e d i p p e d somewhere 

down below a d o l l a r . So i f i t ' s s t i l l $1.80 now, 

we're l o o k i n g a t s u b s t a n t i a l l y h i g h e r p r i c e s . 
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My p o i n t i s , we c o u l d p r o b a b l y e x p e c t 

t h i s l i n e , i f we were t o e x t e n d i t f o r a t l e a s t 

t h e n e x t c o u p l e of months, t o s t a y r e l a t i v e l y 

h i g h compared t o l a s t y ear? 

A. That's our vi e w , yes. 

Q. Have you done graphs? I f I remember 

c o r r e c t l y you used t o have graphs showing 

i n c r e a s e s i n c o a l seam p r o d u c t i o n i n s o u t h e a s t 

v e r s u s n o r t h w e s t ? 

A. Yes, we have t h o s e . I d i d n ' t b r i n g 

them t o d a y b u t we do have t h o s e graphs 

ava i 1 a b 1 e . 

COMMISSIONER CARLSON: Tha t ' s a l l . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. M e r r e t t , two q u e s t i o n s . You made 

the s t a t e m e n t t h a t t h e r e i s s t i l l a s u r p l u s of 

d e l i v e r a b i l i t y over demand. I s t h a t t r u e f o r 

markets i n w h i c h New Mexico competes? 

A. The s u r f a c e of d e l i v e r a b i l i t y i n New 

Mexico was e s t i m a t e d a t so m e t h i n g over a Bcf when 

i t was done about a year and a h a l f ago, I 

t h i n k . There i s n o - - t h e r e i s p r o b a b l y no 

s i g n i f i c a n t change i n t h a t e x c e s s i v e 

d e l i v e r a b i l i t y over demand. 
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There i s s t i l l h i g h demand i n New 

Mexico's t r a d i t i o n a l m a r k e t s and we a r e , 

presumably, n o t d e l i v e r i n g t h e a d d i t i o n a l volumes 

because of p r i c e , p r i c e c o m p e t i t i o n from Canada 

and o t h e r p l a c e s . 

Q. But i s i t f a i r t o s t a y t h a t when you 

s t a t e d a s u r p l u s of d e l i v e r a b i l i t y over demand, 

t h a t t h a t ' s t r u e n a t i o n w i d e and a l s o i n markets 

i n w h i c h New Mexico competes? 

A. W e l l , t h a t ' s t h e s o - c a l l e d gas b u b b l e , 

and i t ' s h a r d t o be s p e c i f i c as t o New Mexico 

w i t h r e g a r d t o t h e gas b u b b l e . T h i s i s a 

c o n t i n e n t a l commodity, and t h e s u p p l y i s 

t h r o u g h o u t t h e c o n t i n e n t and t h e demand i s 

t h r o u g h o u t t h e c o n t i n e n t , so we b e l i e v e t h e r e i s 

s t i l l a s u r f a c e of d e l i v e r a b i l i t y w i t h i n t h e 

n a t i o n and we b e l i e v e t h a t t h a t w i l l n o t change 

f o r some w h i l e y e t . 

Q. So when y o u ' r e s p e a k i n g o f market 

demand, does t h a t demand p u l l from p o o l s now or 

p u l l from o p e r a t o r s ? p u l l f r o m s t a t e s ? Where 

does t h a t demand p u l l from? 

A. I t ' s my u n d e r s t a n d i n g t h a t most of t h e 

companies s e l l gas. They don't s e l l gas from a 

p o o l or from a w e l l , t h e y s e l l gas from t h e i r gas 
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s u p p l y s o u r c e s . So t h e i n d i v i d u a l companies who 

are s e l l i n g gas, i n many cases do not 

d i f f e r e n t i a t e between one p o o l and a n o t h e r . 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

q u e s t i o n s of t h e w i t n e s s ? Mr. K e l l a h i n ? 

MR. KELLAHIN: A c o u p l e o f f o l l o w - u p 

q u e s t i o n s , Mr. Chairman. 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. W i t h r e g a r d s t o any i n d i v i d u a l p r o r a t e d 

p o o l i n New Mexico, Mr. M e r r e t t , can you t e l l us 

whether t h e t o t a l p o o l d e l i v e r a b i l i t y f o r any o f 

tho s e i n d i v i d u a l p o o l s i s g r e a t e r t h a n or l e s s 

t h a n t h e t o t a l market demand f o r p r o d u c t i o n f r o m 

t h o s e i n d i v i d u a l p o o l s ? 

A. W e l l , t h a t ' s — I'm n o t q u i t e s u r e how t o 

answer t h a t q u e s t i o n . I f t h e r e i s d e l i v e r a b i l i t y 

f r o m a p o o l w h i c h i s i n excess of t h e demand from 

t h a t p o o l , t h e n t h a t ' s p a r t of t h e gas pro b l e m . 

Q. My q u e s t i o n i s , can you i d e n t i f y any of 

th e i n d i v i d u a l p r o r a t e d p o o l s i n New Mexico i n 

whi c h t h a t o c c u r r e n c e e x i s t s ? 

A. I p e r s o n a l l y am n o t t h e e x p e r t i n t h a t 

a r e a . We have t h a t i n f o r m a t i o n i n t h e d i v i s i o n , 

however, and i t i s a v a i l a b l e . I n f a c t , our n e x t 
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w i t n e s s may be a b l e t o comment on t h a t b e t t e r 

t h a n me. 

Q. I was c u r i o u s about your answer t o t h e 

Chairman when you s a i d t h e t o t a l s t a t e 

d e l i v e r a b i l i t y exceeded t h e t o t a l demand f o r 

p r o d u c t i o n f r o m t h e S t a t e of New Mexico. 

A. W e l l , t h a t ' s a f a c t . We have a s t u d y 

w h i c h i t may have been i n e v i d e n c e b e f o r e t h e 

Commission b e f o r e , I don't know, b u t we have a 

s t u d y w h i c h d e m o n s t r a t e s t h a t v e r y c l e a r l y . 

Q. I was c u r i o u s whether you can t e l l us, 

t a k i n g t h a t s t u d y , you can i d e n t i f y i n d i v i d u a l 

p r o r a t e d p o o l s t h a t are t h e s u b j e c t of t h i s 

h e a r i n g and d e t e r m i n e w h e t h e r , i n your o p i n i o n , 

t h e market demand from p r o d u c t i o n f r o m any of 

tho s e p r o r a t e d p o o l s i s g r e a t e r t h a n or l e s s t h a n 

th e p o o l d e l i v e r a b i l i t y ? 

A. I n t h e o r y I t h i n k t h e answer t o t h a t i s 

yes, b u t you cannot say what t h e demand i s f o r 

any gas w i t h o u t knowing what p r i c e y o u ' r e t a l k i n g 

a b o u t . So t h a t ' s a r e s e r v a t i o n I ' l l make. 

MR. KELLAHIN: Thank you. 

CHAIRMAN LEMAY: I ' v e got t o f o l l o w 

t h a t up, Mr. M e r r e t t . 

FURTHER EXAMINATION 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

3 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

16 

1 7 

1 8 

1 9 

20 

2 1 

22 

23 

24 

2 5 

23 

BY CHAIRMAN LEMAY: 

Q. I t h i n k Counsel s t a t e d t h e r e was market 

demand from a p o o l , s t a t i n g t h a t as a f a c t , b u t I 

t h o u g h t your answer t o my p r e v i o u s q u e s t i o n was 

t h a t market demand i s drawn from o p e r a t o r s , n o t 

n e c e s s a r i l y f r o m p o o l s ? 

A. Yes, i f he s a i d t h a t , I d i d n ' t p i c k i t 

up . 

CHAIRMAN LEMAY: Was t h a t c o r r e c t , 

C o u nselor? Was t h a t t h e way you s t a t e d your 

q u e s t i o n ? I t ' s i n t h e r e c o r d , I t h i n k . 

MR. KELLAHIN: I'm s o r r y . What was 

your q u e s t i o n ? 

CHAIRMAN LEMAY: I was j u s t c l a r i f y i n g 

y our q u e s t i o n . I t h o u g h t you s t a r t e d o ut w i t h a 

s u p p o s i t i o n t h a t t h e r e was market demand from 

p r o r a t e d p o o l s , and t h e n went on as a c c e p t i n g 

t h a t as a f a c t u a l l e a d - i n t o your q u e s t i o n ? 

MR. KELLAHIN: I f t h a t i s how you 

u n d e r s t o o d i t , t h e n I have miscommunicated w i t h 

Mr. Chairman. I i n t e n d e d t o ask t h e w i t n e s s 

whether or n o t he c o u l d q u a n t i f y market demand 

and a p p l y t h a t t o an i n d i v i d u a l p r o r a t e d p o o l , 

and compare t h a t volume of gas t o what would be 

t h e t o t a l d e l i v e r a b i l i t y of gas from t h a t 
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p r o r a t e d p o o l . I s t h a t a d i f f e r e n t q u e s t i o n ? 

CHAIRMAN LEMAY: W e l l , I i n t e r p r e t e d i t 

d i f f e r e n t l y . 

MR. KELLAHIN: Perhaps I s h o u l d t r y 

a g a i n . 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. What I want t o f i n d o u t , Mr. M e r r e t t , 

i s t h a t when we l o o k a t any i n d i v i d u a l p r o r a t e d 

p o o l i n New Mexico, I want t o know i f you have an 

o p i n i o n , f o r example, f o r t h e I n d i a n B a s i n Upper 

Penn p o o l , what i s t h e f o r e c a s t e d market demand 

f o r p r o d u c t i o n f r o m t h a t p o o l f o r t h e n e x t 

p r o r a t i o n p e r i o d , and how t h a t compares t o t h e 

t o t a l d e l i v e r a b i l i t y of t h e gas w e l l s t h a t 

produce gas from t h a t p o o l ? 

A. W e l l , I would r a t h e r n o t t a l k about any 

s p e c i f i c p o o l s i n c e I don't have t h e s t u d y i n 

f r o n t of me of d e l i v e r a b i l i t y and I don't r e c a l l 

w hether any p a r t i c u l a r p o o l has an e x c e s s i v e 

d e l i v e r a b i l i t y or n o t . 

What I do know i s t h a t f o r t h e s t a t e as 

a whole, f o r a l l p o o l s , i n c l u d i n g p r o r a t e d or 

n o n p r o r a t e d p o o l s , t h e r e ' s a s e r v i c e o f 

d e l i v e r a b i l i t y over c u r r e n t p r o d u c t i o n and i t i s 
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not p o s s i b l e f o r me t o t e l l you whether t h e r e i s 

a demand f o r gas from any one p o o l or any o t h e r 

p o o l . The demand i s f o r gas a v a i l a b l e t o t h e 

c o r p o r a t i o n s and t o t h e o p e r a t o r s who o p e r a t e 

t h o s e poo 1 s. 

MR. KELLAHIN: Thank you. 

CHAIRMAN LEMAY: Thank you f o r t h e 

c l a r i f i c a t i o n . A d d i t i o n a l q u e s t i o n s of t h e 

w i t n e s s ? I f n o t , he may be excused. Thank you. 

Mr. S t o v a l l , you may c a l l your n e x t 

w i t n e s s . 

MR. STOVALL: I c a l l Mr. Van Ryan. 

LARRY VAN RYAN 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. STOVALL: 

Q. Would you p l e a s e s t a t e your name and 

p l a c e of r e s i d e n c e ? 

A. My name i s L a r r y Van Ryan and I r e s i d e 

i n Santa Fe, New Mexico. 

Q. How are you employed, Mr. Van Ryan? 

A. I'm t h e C h i e f P e t r o l e u m Engineer f o r 

the O i l C o n s e r v a t i o n D i v i s i o n . 

Q. W i t h i n t h a t p o s i t i o n , do you have 
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r e s p o n s i b i l i t y of any s o r t w i t h r e s p e c t t o gas 

p r o r a t i o n ? 

A. Yes. That's one of t h e areas of my 

r e s p o n s i b i l i t y . 

Q. Would you d e s c r i b e t h a t r e s p o n s i b i l i t y 

b r i e f l y f o r t h e Commission so t h e y can u n d e r s t a n d 

your r o l e i n t h e process? 

A. Under Order R-8170-H, t h e new p r o r a t i o n 

system was s e t o u t , and under t h e g u i d e l i n e s of 

t h a t system, i t ' s my r e s p o n s i b i l i t y t o h e l p 

d e t e r m i n e t h e h i s t o r i c a l p r o d u c t i o n f r o m p o o l s 

based on d i f f e r e n t p r o r a t i o n p e r i o d s and make 

recommendations as f a r as what h i s t o r i c a l 

p r o d u c t i o n has been. 

Q. What i s t h e purpose of your t e s t i m o n y 

here today? 

A. My t e s t i m o n y here t o d a y i s t o i n f o r m 

p e o p l e on how we d e r i v e a t t h e f i g u r e s f o r t h e 

h i s t o r i c a l p r o d u c t i o n , and t o answer any 

q u e s t i o n s t h a t may come from t h a t . 

Q. Are you a l s o here t o make some 

p r e l i m i n a r y recommendations t o t h e Commission f o r 

a l l o w a b l e s f o r t h e p r o r a t e d gas p o o l s f o r t h e 

coming p r o r a t i o n p e r i o d , s t a r t i n g October 1 s t ? 

A. Yes. Our recommendations, as I s a i d , 
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a r e based on h i s t o r i c a l p r o d u c t i o n f r o m t h e same 

p e r i o d a year ago, and as per t h e o r d e r number I 

c i t e d e a r l i e r , t h a t ' s t h e method t h a t we're t o 

use t o d e t e r m i n e t h e p r o r a t i o n f o r t h e p r o r a t e d 

poo 1 s . 

MR. STOVALL: I would o f f e r Mr. Van 

Ryan as an e x p e r t p e t r o l e u m e n g i n e e r and as t h e 

D i v i s i o n ' s e x p e r t i n gas p r o r a t i o n . 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s a r e 

ac c e p t e d . 

Q. Mr. Van Ryan, you have s t a t e d t h a t you 

are p r e p a r e d t o p r e s e n t d a t a w i t h r e s p e c t t o 

h i s t o r i c a l p r o d u c t i o n s f r o m t h e p o o l s and t o make 

some p r e l i m i n a r y recommendations r e g a r d i n g 

a l l o w a b l e s f o r t h e coming p e r i o d . How are th o s e 

recommendations p r e p a r e d ? 

A. We l o o k a t h i s t o r i c a l p r o d u c t i o n and, 

f o r t h i s p a r t i c u l a r p e r i o d of t i m e , we have 

c o n v e r t e d over fro m u s i n g t h e C - l l l p r o d u c t i o n 

i n f o r m a t i o n w h i c h was p r o v i d e d by t h e 

t r a n s p o r t e r s o f n a t u r a l gas, t o t h e C-115 d a t a 

w h i c h i s i n f o r m a t i o n p r o v i d e d by t h e i n d i v i d u a l 

p r o d u c e r s . 

Q. Let me s t o p you f o r a moment and ask 

you t o e x p l a i n why t h a t t r a n s i t i o n was made and 
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what has been a c c o m p l i s h e d by g o i n g t o C-115s? 

A. We found s u b s t a n t i a l e r r o r s i n t h e 

C - l l l , i n t h a t t h e t r a n s p o r t e r s were n o t a b l e t o 

g i v e us a c c u r a t e volumes on a per w e l l b a s i s . 

Because of t h a t , we r e v i e w e d t h e C-115s 

wh i c h were t h e o p e r a t o r ' s i n p u t , and we fo u n d 

t h o s e t o be much more a c c u r a t e and r e l i a b l e . So, 

s t a r t i n g w i t h t h e October o f 1991 h i s t o r i c a l d a t a 

we put i n t h e C-115 volumes, and we've come up 

w i t h what we b e l i e v e t o be a much more a c c u r a t e 

s c e n a r i o of p r o d u c t i o n f r o m October of 91 t h r o u g h 

March of 92. 

Q. I s i t your o p i n i o n t h a t t h e reason f o r 

t h e change and t h e red u c e d r e l i a b i l i t y o f C - l l l 

d a t a f r o m t r a n s p o r t e r s i s t h a t t h e y a r e no l o n g e r 

a c t u a l l y m a r k e t i n g t h e gas, t h e y ' r e m e r e l y 

g a t h e r i n g i t and moving i t under c o n t r a c t f o r 

whoever t h e y ' r e c o n t r a c t e d w i t h ? 

A. That has so m e t h i n g t o do w i t h i t . The 

o t h e r p r o b l e m i s t h a t a change i n t h e gas 

b u s i n e s s i s many of t h e p i p e l i n e companies use a 

c e n t r a l d e l i v e r y p o i n t or c e n t r a l p o i n t d e l i v e r y , 

and t h e y g a t h e r gas from a number of w e l l s and 

o n l y have one meter. They r e l y on t h e o p e r a t o r s , 

t h e n , t o p r o v i d e them w i t h an a l l o c a t i o n back on 
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a per w e l l b a s i s . 

Due t o t h e t i m e frame of C - l l l s b e i n g 

f i l e d , i t ' s n o t always p o s s i b l e t o get t h a t i n 

and I assume t h a t t h e y were s e n d i n g t h i s 

i n f o r m a t i o n i n b e f o r e t h e y had t h e f u l l 

i n f o r m a t i o n , and t h e r e f o r e we had u n r e l i a b l e 

d a t a . 

Q. And t h e C-115 d a t a , you say, comes from 

o p e r a t o r s ? 

A. I t comes from t h e o p e r a t o r . I t ' s t h e i r 

r e p o r t of what happens i n a c t u a l p r o d u c t i o n from 

th e f i e l d , and we f e l t t h a t was t h e most r e l i a b l e 

s o u r c e we had. 

Q. That's on a per w e l l b a s i s ? 

A. Yes, i t i s . 

Q. As f a r as t h e a c t u a l p r e s e n t a t i o n 

t o d a y , i s your i n f o r m a t i o n p r e s e n t e d i n t h e form 

of e x h i b i t s ? 

A. Yes, we p r e p a r e d e x h i b i t s . The f i r s t 

two, E x h i b i t s 1 and 2, are what we sent o ut i n 

the m a i l i n g and n o t i f i c a t i o n of t h e Commission 

h e a r i n g . I would l i k e t o p o i n t out a t t h i s t i m e 

t h a t t h e y ' r e unchanged as o f t h i s p o i n t . 

Q. These e x h i b i t s , you r e f e r r e d t o 

E x h i b i t s 1 and 2, and I have a d d i t i o n a l c o p i e s . 
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For t h o s e who don't need them now, I ' l l p u t them 

on t h e c o r n e r of t h e t a b l e . 

These E x h i b i t s 1 and 2 are s e p a r a t e d 

i n t o t h e two Ba s i n s of New Mexico, i s t h a t 

c o r r e c t ? 

A. Yes. E x h i b i t 1 r e f e r s t o t h e s o u t h e a s t 

p a r t of t h e s t a t e , and E x h i b i t No. 2 i s t h e 

n o r t h w e s t p a r t of t h e s t a t e . 

Q. Because t h e n o r t h w e s t p o r t i o n of t h e 

s t a t e has fewer p o o l s and a l s o because t h e 

e x h i b i t a t t h i s t i m e i s a l i t t l e more a c c u r a t e , 

l e t ' s t u r n t o t h a t f i r s t and d i s c u s s your 

recommendations w i t h r e s p e c t t o t h e n o r t h w e s t and 

th e h i s t o r i c a l b a s i s f o r t h a t . 

A. Okay. E x h i b i t No. 2 i n c l u d e s t h e f o u r 

p r o r a t e d p o o l s i n t h e San Juan B a s i n a r e a . A l l 

the f i g u r e s on t h i s sheet are e x a c t l y what we 

d e r i v e d f r o m our h i s t o r i c a l d a t a , as I men t i o n e d 

e a r l i e r , and r e f l e c t what we show as t h e C-115 

p r o d u c t i o n f o r t h e p o o l s under Row No. 1. 

I t a l s o shows, as we have r e c o r d e d , 

what t h e number of m a r g i n a l a c r e s f a c t o r s a r e , 

and w i t h t h e c a l c u l a t i o n s f o r our F l and F2 

f a c t o r e d . They're done j u s t e x a c t l y on t h e d a t a 

as we have i t h i s t o r i c a l l y . There have been no 
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c o r r e c t i o n s or a d j u s t m e n t s made t o t h i s . 

Q. As you go down from L i n e 1 t o L i n e 10, 

i t ' s r e a l l y j u s t a s e r i e s of m a t h e m a t i c a l 

c a l c u l a t i o n s based on t h e i n f o r m a t i o n on L i n e 1, 

i s t h a t c o r r e c t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. So L i n e 1 i s t h e h i s t o r i c a l p r o d u c t i o n 

data? 

A. For t h e t o t a l p o o l . 

Q. And w e ' l l go back t o L i n e s 2 and 3 i n a 

m i n u t e , b ut L i n e 4 s i m p l y i s t h e sum of L i n e s 1 

t h r o u g h 3, i s t h a t c o r r e c t ? 

A. Yes, and i n t h i s case t h e r e have been 

no a d j u s t m e n t s made t o them. 

Q. You've i d e n t i f i e d t h e m a r g i n a l p o o l 

a l l o w a b l e w h i c h i s gas produced fro m m a r g i n a l 

we 1Is? 

A. Tha t ' s c o r r e c t . 

Q. S u b t r a c t e d t h a t ? 

A. R i g h t . 

Q. And you come up w i t h t h e n o n m a r g i n a l 

a l l o w a b l e f o r a l l of t h e n o n m a r g i n a l w e l l s i n t h e 

p o o l , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. You go on t h e n and p e r f o r m — now, a g a i n . 
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i n t h e n o r t h w e s t i t ' s n o t s i m p l y a s t r a i g h t l i n e 

r e l a t i o n s h i p of m a r g i n a l or n o n m a r g i n a l acreage 

f a c t o r s t o a l l o w a b l e s , i s t h a t c o r r e c t ? 

A. No. I n t h e n o r t h w e s t we p r o r a t e on 

acreage and on t h e d e l i v e r a b i l i t y of t h e w e l l s . 

Q. A l l of t h e f o r m u l a s t h a t a r e shown are 

not shown here j u s t t o show e x a c t l y how t h o s e 

f i g u r e s were c a l c u l a t e d ? You would know t h e 

f o r m u l a s and t h e n come i n and know t h e 

p e r c e n t a g e s t o each f a c t o r t o a r r i v e a t t h e 

numbers on t h e l a s t f o u r l i n e s ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. W i t h r e s p e c t t o L i n e s 2 and 3, t o t a l 

n o m i n a t i o n s , what t y p e of i n f o r m a t i o n would go 

i n t o t h a t l i n e ? 

A. We asked t h e p r o d u c e r s and t h e 

p i p e l i n e s and anybody t h a t would have i n f o r m a t i o n 

about a d d i t i o n a l gas market t o n o t i f y us o f what 

t h e y had as f a r as n o m i n a t i o n s . We would t a k e 

t h o s e i n p r i o r t o t h i s h e a r i n g b ut t h a t ' s a l s o , 

as I see i t , a good p a r t of what t h i s h e a r i n g i s 

abo u t , i s t o l o o k a t what p e o p l e have as f a r as 

i n f o r m a t i o n about n o m i n a t i o n s f o r gas p r o d u c t i o n . 

Q. And L i n e 3, a d j u s t m e n t s , what i s t h e 

purpose of t h a t l i n e ? 
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A. Those are l e f t i n t h e r e t o a d j u s t i t as 

deemed n e c e s s a r y , t o come up w i t h t h e c o r r e c t F l 

and F2 f a c t o r s . Those, a g a i n , are a d j u s t m e n t s 

t h a t c o u l d be d e r i v e d f r o m t h i s . I f we don't 

r e c e i v e t h e n o m i n a t i o n s , t h e n I would see th o s e 

a d j u s t m e n t s as b e i n g d e r i v e d f r o m t h i s h e a r i n g , 

what t h e Commission may come up w i t h . 

Q. I n o t h e r words, n o m i n a t i o n s c o u l d cause 

some a d j u s t m e n t s t o be made or t h e r e c o u l d be 

o t h e r i n f o r m a t i o n w h i c h c o u l d come out t o d a y t h a t 

would cause a d j u s t m e n t s t o be made? 

A. E x a c t l y . 

Q. Those a d j u s t m e n t s , t h e n , would p o s s i b l y 

r a i s e or lower t h e f i g u r e s t h a t c u r r e n t l y e x i s t 

on L i n e 4? 

A. That's c o r r e c t . 

Q. And t h e n a l l of t h e m a t h e m a t i c a l 

c a l c u l a t i o n s below t h a t - - a n d t h e y a re s i m p l y 

m a t h e m a t i c a l c a l c u l a t i o n s ? There's no judgment 

or d i s c r e t i o n of t h e Commission once t h e y r e a c h 

t h o s e l i n e s , i s t h a t c o r r e c t ? 

A. No. These are f o r m u l a s t h a t a r e 

s p e l l e d o ut i n t h e p o o l r u l e s , and t h o s e a re 

a p p l i e d . 

Q. So any f u r t h e r t e s t i m o n y i n t h i s case 
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w i t h r e s p e c t t o numbers s h o u l d r e a l l y o n l y l o o k 

a t L i n e s 2 and 3 and o f f e r some i n f o r m a t i o n g o i n g 

t o t h o s e l i n e s ? 

A. That's as I see i t . 

Q. When you g e t down t o L i n e s 9 and 10, 

are t h o s e t h e F l and F2 f a c t o r s t h a t are used t o 

make t h e m a t h e m a t i c a l c a l c u l a t i o n t o a s s i g n an 

a l l o w a b l e t o any w e l l ? 

A. Yes. L i n e 9 i s t h e F l f a c t o r w h i c h i s 

the acreage a l l o c a t i o n , and L i n e 10 i s t h e F2 

f a c t o r , w h i c h i s t h e d e l i v e r a b i l i t y a l l o c a t i o n . 

Q. Are you recommending t o t h e D i v i s i o n a t 

t h i s t i m e t h a t t h e f i g u r e s on E x h i b i t 2 be 

adop t e d , s u b j e c t t o any a d d i t i o n a l i n f o r m a t i o n 

w h i c h might come out as t h e r e s u l t of t h i s 

h e a r i n g , as t h e a l l o w a b l e s f o r t h e p r o r a t e d gas 

p o o l s i n N o r t h w e s t New Mexico? 

A. Yes. These a re my recommendations 

based on, as we s t a t e d , t h e h i s t o r i c a l d a t a , and 

we would l o o k f o r a d j u s t m e n t s or and i n f o r m a t i o n 

f r o m t h i s h e a r i n g t o r e v i s e t h o s e , i f needed. 

Q. L e t ' s t u r n now t o E x h i b i t No. 1. 

F i r s t , j u s t i n g e n e r a l t e r m s , d e s c r i b e what t h a t 

e x h i b i t i s . 

A. E x h i b i t No. 1 i s v e r y s i m i l a r t o 
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E x h i b i t 2. We have used h i s t o r i c a l d a t a t o 

a r r i v e a t t h e average m o n t h l y s a l e s of gas f o r 

each of t h e p r o r a t e d p o o l s , w h i c h i s on L i n e 1. 

I t f o l l o w s t h e same s c e n a r i o , e x c e p t t h a t i n t h e 

s o u t h e a s t p a r t of t h e s t a t e we o n l y p r o r a t e based 

on acreage, and t h a t ' s why we have o n l y one 

mo n t h l y acreage a l l o c a t i o n f a c t o r and we do n o t 

have a d e l i v e r a b i l i t y f a c t o r f o r t h e s o u t h e a s t 

p a r t of t h e s t a t e . 

Q. T h i s i s a much more s t r a i g h t f o r w a r d 

c a l c u l a t i o n , i s t h a t c o r r e c t , once you h i t L i n e 

4, and t h e n you a p p l y t h e numbers, t h e 

m a t h e m a t i c a l f o r m u l a s , and i t r e a l l y doesn't 

r e q u i r e p e r c e n t a g e a l l o c a t i o n s or a n y t h i n g l i k e 

t h a t ? 

A. Yes. And under L i n e 8, i n p a r e n t h e s i s , 

i t shows how t h a t ' s done. T h i s i s j u s t L i n e 6, 

whi c h i s a m o n t h l y n o n m a r g i n a l p o o l a l l o w a b l e , 

d i v i d e d by L i n e 7, wh i c h a r e t h e number of 

n o n m a r g i n a l acreage f a c t o r s . 

Q. L e t ' s go i n t o t h e s p e c i f i c s , because 

you a r e p r e p a r e d t o recommend some changes t o 

t h i s s c h e d u l e as i t i s shown, i s t h a t c o r r e c t ? 

A. Yes. There have been changes s i n c e we 

m a i l e d t h i s o u t . We d i d n ' t want t o change t h e 
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whole e x h i b i t as we d i d l a s t t i m e , b u t we do 

have, i n E x h i b i t No. 3, changes t o two p o o l s , and 

th o s e are t h e Atoka Penn. The change t h e r e i s on 

L i n e 7 where we d e t e r m i n e d t h a t we have o n l y one 

n o n m a r g i n a l acreage f a c t o r . That changed a n o t h e r 

l i n e , w h i c h was t h e m o n t h l y m a r g i n a l p o o l 

a l l o w a b l e , and t h a t would be as shown on E x h i b i t 

3, t h a t would be 81,189 i n s t e a d of t h e 67,001, as 

shown or w r i t t e n on t h e E x h i b i t 1. 

Q. So, f o r t h e Atoka Penn, L i n e s 1 and 4 

are t h e same, b u t because t h e number of 

n o n m a r g i n a l acreage f a c t o r s has changed, 

a c c o r d i n g t o your c a l c u l a t i o n s , a l l t h e o t h e r 

l i n e numbers a re changed? 

A. Yes, t h a t ' s c o r r e c t . So, t h e f i n a l 

i t e m we're t r y i n g t o a r r i v e a t , b e i n g L i n e 8 i n 

t h i s case, would be 19,414 Mcf per month per 

p r o r a t e d p o o l — w e l l , or p r o r a t i o n u n i t . 

Q. And t h a t a p p l i e s t o a s i n g l e , 

n o n m a r g i n a l p r o r a t i o n u n i t , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. W i t h an acreage f a c t o r of 1? 

A . Of 1. 

Q. L e t ' s move over t o t h e B u f f a l o V a l l e y 

Penn. Do you have any changes i n t h e B u f f a l o 
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V a l l e y Penn wh i c h are n o t shown on any of your 

e x h i b i t s ? 

A. Yes. We d i d n o t g e t t h i s on E x h i b i t 3, 

but as we r e v i e w e d t h e B u f f a l o V a l l e y Penn P o o l , 

we d e t e r m i n e d t h e r e a r e no n o n m a r g i n a l acreage 

f a c t o r s a t t h i s t i m e i n t h a t p o o l , so t h a t would 

mean L i n e 7 s h o u l d be ze r o and L i n e 8 l i k e w i s e 

w o uld be ze r o i n t h i s case, or we do n o t have an 

F l f a c t o r . 

And L i n e 5 goes up t o 276,371, i s t h a t 

c o r r e c t ? 

A 

Q 

A 

Q 

A 

Q 

Yes . 

A l l n o n m a r g i n a l s ? 

Yes . 

I mean, a l l m a r g i n a l s ? 

Yes . 

Now, t h i s t a b l e a l s o shows t h e B u r t o n 

F l a t Morrow p o o l . I s t h i s h e a r i n g a p p l i c a b l e t o 

t h a t p o o l ? 

A. No, i t ' s n o t . That p o o l was 

d e - p r o r a t e d , b ut i n our computer system we have 

not g o t t e n i t dropped. That was d e - p r o r a t e d some 

t ime ago. 

Q. That's why t h e r e ' s no f i g u r e shown f o r 

t h a t p o o l ? 
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A. Th a t ' s c o r r e c t . 

Q. L e t ' s move a c r o s s t o t h e I n d i a n B a s i n 

Upper Penn p o o l and d i s c u s s any changes from t h e 

s c h e d u l e on E x h i b i t 1, as r e f l e c t e d i n t h e change 

t a b l e on E x h i b i t 3? 

A. Yes, we went back and fo u n d some e r r o r s 

i n our C-115s w h i c h changed t h e t o t a l volume of 

p r o d u c t i o n , t h e average p r o d u c t i o n f o r t h e I n d i a n 

B a s i n Upper Penn p o o l . We e x t r a p o l a t e d t h o s e 

down t h r o u g h t h e r e s t o f the system. We d i d n o t 

f i n d any change i n t h e n o n m a r g i n a l acreage 

f a c t o r s , b ut because t h e i n c r e a s e d p r o d u c t i o n , 

w h i c h i s a l s o r e f l e c t e d i n our n o n m a r g i n a l 

p r o d u c t i o n , we come up w i t h a h i g h e r F l f a c t o r . 

I t w i l l be 178,372, as opposed t o t h e 173,328 

or i g i n a l l y . 

Q. A g a i n , t h a t ' s as a r e s u l t , i n t h i s 

case, of making changes t o t h e o r i g i n a l l i n e No. 

1 average p o o l s a l e s r a t h e r t h a n c h a n g i n g acreage 

f a c t o r s or a n y t h i n g of t h a t n a t u r e , i s t h a t 

c o r r e c t ? 

A. Yes. We p u t i t t o g e t h e r , and when our 

system p r i n t e d o u t t h e average p r o d u c t i o n , we 

went back and l o o k e d a t t h e C-115s and we f o u n d 

some o b v i o u s e r r o r s a t t h a t t i m e , and we were 
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a b l e t o t r a c e down th o s e e r r o r s and we a r r i v e d a t 

t h i s h i g h e r volume. 

Q. Now, w i t h r e s p e c t t o L i n e s 2 and 3 on 

t h i s e x h i b i t , t h e r e u t i l i z a t i o n was e x a c t l y t h e 

same as i t was on E x h i b i t No. 2 f o r t h e n o r t h w e s t 

p o o l s , i s t h a t c o r r e c t ? 

A. Yes, i t ' s i d e n t i c a l f o r t h e s o u t h e a s t 

p a r t o f t h e s t a t e as f o r t he n o r t h w e s t a t t h i s 

p o i n t . 

Q. I need t o go back and b r i e f l y d i s c u s s 

two p o o l s , t h e B u f f a l o V a l l e y Penn and t h e I n d i a n 

B a s i n Morrow South. I t appears t h a t w i t h t h e 

c o r r e c t i o n f o r B u f f a l o V a l l e y , t h e r e ' s a c t u a l l y 

no e n t r y f o r L i n e s 6, 7 and 8. What's t h e 

s i g n i f i c a n c e of t h a t ? 

A. T h i s would be v e r y s i m i l a r t o t h e 

B u f f a l o V a l l e y Penn. We have no n o n m a r g i n a l 

acreage f a c t o r s i n t h a t p o o l . 

Q. We're t a l k i n g about b o t h p o o l s , r i g h t ? 

I n d i a n B a s i n and B u f f a l o V a l l e y ? 

A. Yes, b u t i n p a r t i c u l a r a t t h i s p o i n t , 

as you address t h i s I n d i a n B a s i n Morrow, we have 

d e t e r m i n e d t h e r e a r e ze r o n o n m a r g i n a l acreage 

f a c t o r s and t h e r e f o r e we have no w e l l s t o be 

p r o r a t e d . 
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Q. I n e f f e c t , by a c t o f , I guess d e c l i n i n g 

p r o d u c t i o n , t h e s e p o o l s , f o r a l l p r a c t i c a l 

p u r p o s e s , have d e - p r o r a t e d themselves? I s t h a t 

what t h e y ' r e d o i n g , a t l e a s t f o r t h i s p e r i o d ? 

A. A r e v i e w o f t h e f i g u r e s shows t h a t t h a t 

p r o b a b l y i s t r u e , b u t t h e r e are some o t h e r 

f a c t o r s t h a t have e n t e r e d i n t o i t , and i t may be 

t h a t due t o some problems i n our o l d system we 

e s t a b l i s h e d t o o h i g h of an F l f a c t o r i n t h e 

p a s t . W i t h t h a t h i g h e r F l f a c t o r , i t s i m p l y 

caused a l l t h e w e l l s t o be d e - p r o r a t e d . 

T h i s i s due t o t h e same pr o b l e m t h a t we 

foun d i n t h e B u f f a l o V a l l e y Penn, where we 

d e t e r m i n e d t h a t we had ze r o n o n m a r g i n a l acreage 

f a c t o r s . We were showing some p r o d u c t i o n t h a t 

was n o t c o r r e c t , and t h i s i s a n o t h e r reason t h a t 

we changed from t h e C - l l l s t o t h e C-115 f o r m s , t o 

get more a c c u r a t e d a t a . 

Q. Do you have any s p e c i f i c 

recommendations or s u g g e s t i o n s , p e r h a p s , t o t h e 

Commission, w i t h r e s p e c t t o how tho s e two p o o l s 

s h o u l d be r e g u l a t e d under t h e p r o r a t i o n system? 

Should t h e r e be some s o r t of an a l l o w a b l e s e t f o r 

p o o l s t o g i v e you gui d a n c e as t o where t h e y 

s t a n d , or what's happening t h e r e ? 
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A. I would suggest t h a t we do s e t a 

minimum a l l o w a b l e i n t h e two p o o l s . 

Q. Minimum or maximum? Minimum would 

i m p l y t h a t t h e y can produce up t o t h a t , 

g u a r a n t e e d t h a t t h e a l l o w a b l e won't be below. By 

maximum, I mean t h a t would be t h e a l l o w a b l e above 

w h i c h t h e y s h o u l d n o t p r o d u c e , s u b j e c t t o t h e 

r u l e s , of c o u r s e , of o v e r p r o d u c t i o n . 

A. Okay. I n t h a t case we c o u l d say i t 

would be a maximum a l l o w a b l e , and I would suggest 

f o r t h e B u f f a l o V a l l e y Penn t h a t t h a t be 

somewhere i n t h e o r d e r o f a,000 Mcf a day, w h i c h 

would make t h e F l around 30,000. 

I n t h e I n d i a n B a s i n Morrow South, 

p r o b a b l y t h a t f a c t o r s h o u l d be up a l i t t l e h i g h e r 

t h a n t h a t , p r o b a b l y i n t h e o r d e r o f 1,200 Mcf a 

day. And t h a t , l o o k i n g a t h i s t o r i c a l p r o d u c t i o n 

f o r t h i s same p e r i o d o f t i m e , w i l l l e t most of 

t h e w e l l s produce w i t h o u t b e i n g p r o r a t e d , b u t i t 

would g i v e us a chance t o s t i l l t r a c k t h e s e p o o l s 

and t h e s e w e l l s and see what t h e c a p a b i l i t y was. 

I t w ould a l s o g i v e t h e o p e r a t o r s i n 

t h e r e an o p p o r t u n i t y t o do a d d i t i o n a l work. I t 

w o u l d n ' t hamper t h e i r — i t w o u l d n ' t knock away 

t h e i r i n c e n t i v e t o do a d d i t i o n a l work i n t h e 
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p o o l s . 

Q. I f I u n d e r s t a n d you c o r r e c t l y , y o u ' r e 

n o t s u g g e s t i n g t h a t t h e s e p o o l s be t a k e n o ut of 

the system, but r a t h e r an a l l o w a b l e be 

e s t a b l i s h e d f o r t h o s e p o o l s based upon some 

l e s s - s c i e n t i f i c , 1ess-ca1cu1 a t e d , h i s t o r i c a l 

e v a l u a t ion? 

A. E x a c t l y . I t h i n k we s t i l l need t o 

t r a c k t h e p o o l s because, as I s a i d , some of t h e 

reasons t h a t t h e s e show z e r o f a c t o r s and are down 

t o t h i s p o i n t may be e r r o r s t h a t o c c u r r e d i n t h e 

p a s t . I t h i n k we ought t o t r a c k them f o r a 

w h i l e . I t may be som e t h i n g t h a t t h e s e p o o l s 

s h o u l d be d e - p r o r a t e d . 

Q. And t h e a l l o w a b l e you would recommend 

i s one t h a t w ould be h i g h enough t o encourage 

c o n t i n u e d o p e r a t i o n , development, r e w o r k i n g , 

whatever t h e case, y o u ' r e s a y i n g ? 

A . Yes. 

Q. I f you can get t h e p r o d u c t i o n back up, 

we want t o l e t you produce i t ? 

A. That's c o r r e c t . 

Q. We're n o t g o i n g t o abandon p r o r a t i o n 

c o m p l e t e l y i n the s e p o o l s ? 

A. Not a t t h i s t i m e . 
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Q. Do you have any o t h e r comments you 

would l i k e t o make w i t h r e s p e c t t o t h e D i v i s i o n ' s 

e x h i b i t s or recommendations? 

A, The o n l y comment i s t h a t I f e e l we've 

got a much b e t t e r system now t h a t we've gone t o 

th e C-115s. I would l i k e t o p o i n t out t h a t now 

we don't have a t h i r d p a r t y r e s p o n s i b l e f o r 

r e p o r t i n g p r o d u c t i o n w h i c h a f f e c t s t h e 

p r o d u c e r s . 

At t h i s p o i n t we're a s k i n g t h e 

p r o d u c e r s t o p r e s e n t t h e i n f o r m a t i o n , so our 

r e s u l t s here r e l y e x a c t l y on what t h e p r o d u c e r s 

r e p o r t t o us. So, i f t h e y have a p r o b l e m w i t h 

t h e system, t h e y are t h e sou r c e o f t h e 

i n f o r m a t i o n . 

Q. I n a n t i c i p a t i o n of q u e s t i o n s w h i c h I'm 

sure Mr. K e l l a h i n w i l l want t o e x p l o r e f u r t h e r 

w i t h you, have you made any e x a m i n a t i o n of 

p r o d u c t i o n t r e n d s and l e v e l s from t h e p r o r a t e d 

p o o l s , compared t o t o t a l s t a t e w i d e p r o d u c t i o n 

t r e n d s as shown by Mr. M e r r e t t t h i s morning? 

A. I have l o o k e d a t t h e n o r t h w e s t p a r t of 

th e s t a t e and t h e i n f o r m a t i o n I have from t h e 

f o u r p r o r a t e d p o o l s up t h e r e shows about t h e same 

s i t u a t i o n as he shows. 
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I n A p r i l and May of t h i s y e a r , as 

opposed t o a year ago, our p r o d u c t i o n f r o m t h e 

f o u r p r o r a t e d p o o l s was up as h i g h as 25 t o 40 

p e r c e n t , depending on t h e p o o l , over a year ago, 

so we have seen q u i t e an i n c r e a s e i n p r o d u c t i o n 

i n A p r i l and May of t h i s y e a r . 

I n t h e s o u t h e a s t p a r t of t h e s t a t e , we 

have a l s o n o t done i t on a d e t a i l e d b a s i s because 

of a l l t h e p o o l s , b ut we have seen s u b s t a n t i a l l y 

h i g h e r volumes b e i n g produced i n t h e s o u t h e a s t 

p a r t of t h e s t a t e . 

Q. Are you p r e p a r e d t o exp r e s s an o p i n i o n 

as t o whether t h e p r o r a t e d p o o l s a re b e i n g d e n i e d 

access t o t h e o p p o r t u n i t y t o produce, as a r e s u l t 

of p r o r a t i o n , b e i n g u n a b l e t o compete f o r mar k e t , 

i n your o p i n i o n ? 

A. I don't t h i n k t h e y ' r e u n a b l e t o 

co m p l e t e . The p r i c e i s t h e same, and t h e o n l y 

r e s t r i c t i o n may be t h a t we don't a l l o w them t o 

produce u n r e s t r i c t e d . I don't t h i n k t h a t p u l l s 

them out of t h e market n e c e s s a r i l y . We're here 

t o d e t e r m i n e what market demand i s , and t h a t ' s 

what we're t r y i n g t o f i n d o u t . 

Q. We're l o o k i n g a t market demand on a 

poo 1 - s p e c i f i c b a s i s , as opposed t o a s t a t e w i d e 
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b a s i s , as Mr. M e r r e t t t e s t i f i e d ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And, of c o u r s e , t h e s t i c k y i s s u e always 

i s p r i c e , and t h a t does a f f e c t market demand as 

Mr. M e r r e t t t e s t i f i e d ? 

A. I would b e l i e v e i t does. I f i t ' s a 

n i c k e l an Mcf, t h e r e ' s one mar k e t , and i f i t ' s $5 

an Mcf, t h e r e ' s a n o t h e r market. 

Q. Do you have a n y t h i n g f u r t h e r you w i s h 

t o add a t t h i s p o i n t ? 

A. No, I b e l i e v e t h a t ' s i t . 

MR. STOVALL: I w i l l t u r n you over t o 

t h e w o l v e s , Mr. Van Ryan. 

CHAIRMAN LEMAY: Q u e s t i o n s of Mr. Van 

Ryan? 

MR. KELLAHIN: I have q u e s t i o n s . I 

b r o u g h t my w o l f w i t h me. 

CHAIRMAN LEMAY: Do you want t o howl 

f o r Mr. K e l l a h i n , Mr. Carr? 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Good m o r n i n g , Mr. Van Ryan. 

A. Good m o r n i n g , Tom. 

Q. I n p r o v i d i n g i n f o r m a t i o n t o t h e 

i n d u s t r y , t h e D i v i s i o n p r e p a r e d a s p r e a d s h e e t 
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showing, over t i m e , t h e p r o d u c t i o n r e p o r t e d t o 

th e D i v i s i o n , and you p r o v i d e d t h a t t o us. Do 

you have one of those? 

A. I have a copy of t h a t w i t h me, yes. 

You're t a l k i n g about what was a t t a c h e d w i t h t h e 

m a i l - o u t on n o t i f i c a t i o n ? 

Q. Yes, s i r . I t was a t t a c h e d t o t h e 

doc k e t s h e e t . There was a m a i l - o u t w h i c h had a 

comparison of m o n t h l y a v e r a g e s , and i t went back 

f o r a c o u p l e of seasons, and i t was done f o r each 

of t h e p r o r a t e d p o o l s . 

A. Yes, I have a copy of t h a t . 

Q. For t h e purposes of my q u e s t i o n s , I 

would l i k e t o examine w i t h you t h e B u f f a l o V a l l e y 

Penn p o o l . The i n f o r m a t i o n on E x h i b i t 1 of 

to d a y ' s h e a r i n g , and i d e n t i f i e d as t h e 

sp r e a d s h e e t f o r t h e s o u t h e a s t e r n New Mexico 

p o o l s , i f you l o o k a t B u f f a l o V a l l e y , and go down 

t o L i n e 4, i t says m o n t h l y p o o l a l l o w a b l e and 

t h e r e ' s 276,000 p l u s ? 

A. Yes. 

Q. Does t h a t column come from y o u r 

t a b u l a t i o n of t h e s a l e s i n f o r m a t i o n r e c e i v e d from 

t h e C-115 f o r t h e o p e r a t o r s f o r t h e p e r i o d o f 

October 91 t h r o u g h March of 92? 
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A. Yes. 

Q. When you f a c t o r t h a t i n , t h e a c t u a l 

p r o d u c t i o n as r e p o r t e d on t h o s e numbers, does 

t h a t f a c t cause t h e a l l o w a b l e s t o be s e t i n such 

a way t h a t none of t h e n o n m a r g i n a l w e l l s are 

r e s t r i c t e d ? 

MR. STOVALL: C l a r i f y t h a t . I t h i n k he 

has s t a t e d t h a t w i t h t h e a d j u s t m e n t s t h e r e a r e no 

n o n m a r g i n a l w e l l s i n t h e p o o l . 

Q. That's why I'm t r y i n g t o u n d e r s t a n d how 

he g o t t o no n o n m a r g i n a l w e l l s i n t h a t p o o l . 

A. W e l l , none of t h e w e l l s would produce 

what we had e s t a b l i s h e d i n t h e p a s t as t h e F l 

f a c t o r or t h e i r a l l o w a b l e . 

Q. I f yo u ' r e u s i n g t h e a c t u a l p r o d u c t i o n , 

t h e 276,000, w i l l t h a t r u n t h r o u g h t h e 

c a l c u l a t i o n so t h a t t h e r e a r e no n o n m a r g i n a l 

w e l l s i n t h e p o o l ? 

A. I n t h i s p a r t i c u l a r case i t d i d . You 

c a n ' t j u s t use t h e f l a t f a c t o r 276,000. You have 

t o l o o k back a t t h e w e l l s and how t h e y would be 

c l a s s i f i e d t o d e t e r m i n e how t h a t works o u t . I t ' s 

not a one-to-one r e l a t i o n s h i p . 

Q. Using t h a t as an example i n t h a t 

volume, r e p r e s e n t i n g t h e s a l e s f o r t h a t p e r i o d , 
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we f i n d a p o o l where t h e system s e l f - a d j u s t s so 

t h a t t h e w e l l s a r e p r o d u c i n g a t c a p a c i t y under 

t h e p r o r a t i o n system? 

A. That's c o r r e c t . 

Q. They're d o i n g so because t h a t i s t h e 

end r e s u l t of t h e c a l c u l a t i o n when you produce 

t h a t volume of gas from t h a t p o o l ? 

A. Given t h e n o n m a r g i n a l w e l l s , t h a t ' s how 

t h a t f a c t o r comes o u t , and t h a t ' s i n a d d i t i o n t o 

th e t o t a l volume h e r e . 

Q. Would t h a t be an example where market 

demand f o r p r o d u c t i o n f r o m a p r o r a t e d p o o l 

exceeded t h e d e l i v e r a b i l i t y ? 

A. That's n o t n e c e s s a r i l y t h e case, no. 

Q. Why would t h a t n ot be t h e case? 

A. You c o u l d , due t o t h e F l f a c t o r or due 

t o t h e a b i l i t y of t h e w e l l s t o produce i n t h e r e , 

you c o u l d have t h e w e l l s become m a r g i n a l w e l l s ; 

t h e r e f o r e , you would no l o n g e r have n o n m a r g i n a l 

w e l l s . That doesn't mean t h a t t h e market i n t h e 

p o o l have matched each o t h e r , n e c e s s a r i l y . I t 

j u s t means t h e r e has been an e r r o r i n t h e system 

where you've got t h e n o n m a r g i n a l w e l l s now. 

Q. When we l o o k a t h i s t o r i c a l p a s t 

p r o d u c t i o n , t h e n t h a t ' s n o t t h e e q u i v a l e n t o f 
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market demand f o r t h a t p o o l ? 

A. I t ' s a l l we have f o r market demand a t 

t h a t p e r i o d of t i m e , yes. 

Q. So, t o f o r e c a s t market demand f o r t h i s 

n e x t p r o r a t i o n p e r i o d , y o u ' r e s e e k i n g o p e r a t o r s ' 

n o m i n a t i o n t o go i n t o L i n e 2 of t h e s p r e a d s h e e t 

by w h i c h t h e n t h e Commission can make t h e 

a d j u s t m e n t s i n L i n e 3 o f t h e s p r e a d s h e e t and g e t 

us a l l o w a b l e s , t h e n , t h a t have now f i n a l l y 

i n c o r p o r a t e d t h e n o m i n a t i o n s and market demand? 

A . Yes. 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I t has seemed i n t h e p a s t , L a r r y , 

you've always recommended a d j u s t m e n t s , y e t you 

haven't a t a l l t h i s t i m e . Can you e x p l a i n why 

not ? 

A. I n t h e l a s t h e a r i n g , I b e l i e v e , i n l i e u 

of making a d j u s t m e n t s , we wanted t h e f a c t s j u s t 

t o s t a n d f o r t h e m s e l v e s . T h i s i s as t h e 

h i s t o r i c a l s i t u a t i o n was and t h a t ' s what we hope 

t o p r e s e n t h e r e . We don't know t h e market and we 
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don't have a r e a l f e e l f o r i t . T h e r e f o r e , I 

t h o u g h t i t was b e s t t o p r e s e n t h i s t o r i c a l d a t a , 

o b t a i n t h e i n f o r m a t i o n and i n p u t here fro m t h e 

p r o d u c e r s , and go from t h a t s t a n d p o i n t . 

Q. But g i v e n what Ron has t o l d us, as f a r 

as the i n c r e a s e d demand i n p r o d u c t i o n and an 

i n c r e a s e d p r i c e t h i s year compared t o l a s t , you 

c e r t a i n l y e x p e c t t h e r e t o be a s u b s t a n t i a l 

a d j u s t m e n t ? 

A. That's what we're e x p e c t i n g , yes. 

Q. I f I l o o k a t t h e t o t a l s t a t e p r o d u c t i o n 

by month, say 80, 85 m i l l i o n Mcf, and I compare 

t h a t t o t h e t o t a l p r o r a t e d p r o d u c t i o n , w h i c h 

r o u g h l y might be maybe 10 t o 12 m i l l i o n Mcf, we 

are p r o r a t i n g a v e r y s m a l l amount of t o t a l 

p r o d u c t i o n , i s t h a t c o r r e c t ? 

A. I t b o i l s down t h a t t h e p r o r a t e d p o o l s 

produce about 40 p e r c e n t o f t h e gas w e l l gas i n 

th e s t a t e . 

Q. And t h e n t h e n o n m a r g i n a l p r o d u c t i o n 

f r o m t h o s e p r o r a t e d p o o l s i s even s u b s t a n t i a l l y 

l e s s ? 

A. I s even s u b s t a n t i a l l y lower t h a n t h a t , 

yes . 

Q. I s t h a t down from h i s t o r i c a l t r e n d s 
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f r o m t h e p a s t ? I n o t h e r words, 10 y e a r s ago I 

assume we p r o r a t e d a l o t l a r g e r p e r c e n t of t h e 

p r o d u c t i o n i n t h i s s t a t e t h a n we do now? 

A. Yes. I'm n o t e x a c t l y s u r e , b u t t h e 

t r e n d i s c o r r e c t , we are p r o r a t i n g fewer and 

fewer w e l l s and, t h e r e f o r e , t h e p r o r a t e d gas i s 

l e s s t h a n i t was. 

One of t h e f a c t o r s t h a t e n t e r s i n t o 

t h a t i s t h e B a s i n F r u i t l a n d Coal i s now t h e 

l a r g e s t s i n g l e gas p o o l i n t h e s t a t e and i t ' s a 

n o n p r o r a t e d p o o l , so we have q u i t e a b i t of 

p r o d u c t i o n t h a t ' s come i n from t h a t one p o o l 

w h i c h would d e f i n i t e l y make t h e t r e n d go down. 

Q. How do you get t o f r a c t i o n a l p r o r a t i o n 

u n i t s w i t h i n a p o o l ? L i k e 5.49, where does t h e 

" . 49" come from? 

A. I n t h e event t h a t , say, a p r o r a t i o n 

u n i t i s 320 a c r e s , i f i t i s over t h a t , t h e n we 

g i v e i t t h e f r a c t i o n a l amount over t h e 320 f o r 

the p r o r a t i o n u n i t . I n o t h e r words, i t c o u l d be 

1.06 or 1.05. L i k e w i s e , i f i t ' s l e s s t h a n t h e 

f u l l p r o r a t i o n u n i t of 320 a c r e s , i f i t were o n l y 

300 a c r e s , t h e n we would knock i t down t o t h e .86 

or .75. When you add t h o s e a l l t o g e t h e r , you 

come up w i t h t h e s e f r a c t i o n a l f i g u r e s . 
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COMMISSIONER CARLSON: Okay, f i n e . 

Thank you. 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: I have a n o t h e r 

q u e s t i o n on t h e p r i c e o f gas. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. You me n t i o n e d , say, i n t h e San Juan 

B a s i n , t h e s t a t e p r o d u c i n g or t h e o p e r a t o r s up 

t h e r e p r o d u c i n g 40 p e r c e n t more t h a n t h i s t i m e 

l a s t year ? 

A. There were some p o o l s t h a t h i g h . The 

average i s p r o b a b l y between 25 and 40 p e r c e n t f o r 

Apr i 1 and May. 

Q. For t h a t gas t o be produced, I guess 

whoever t h e p u r c h a s e r s a r e , a r e b u y i n g i t f r o m 

New Mexico r a t h e r t h a n someplace e l s e . Where i s 

t h a t someplace e l s e ? 

A. Any o t h e r s u p p l i e r , I would say. 

Q. A g a i n , i s New Mexico gas cheaper t h a n 

any o t h e r s u p p l i e r ? 

A. I guess you would have t o say i t was. 

I assume a l l t h e p u r c h a s e r s are b u y i n g l e a s t c o s t 

gas. That may n o t be a t r u e a s s u m p t i o n , b u t i n 

most cases t h e y p r o b a b l y a r e . 
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COMMISSIONER WEISS: Thank you. 

CHAIRMAN LEMAY: One q u e s t i o n , Mr. Van 

Ryan . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. We've c o n c e n t r a t e d on market demand. 

For purposes of p r o r a t i o n i n g , i s c o r r e l a t i v e 

r i g h t s a l s o a n o t h e r i s s u e i n p r o r a t i n g p o o l s , t o 

p r o t e c t c o r r e l a t i v e r i g h t s ? 

A. Yes, p r o t e c t i n g c o r r e l a t i v e r i g h t s i s 

one of our o t h e r s t a t u t o r y i t e m s . N o r m a l l y t h o s e 

are addressed i n t h e p o o l r u l e s whereby we s e t up 

the means of p r o r a t i o n i n g . As i n t h e n o r t h w e s t , 

where we d e c i d e t o use acreage f a c t o r s p l u s 

d e l i v e r a b i l i t y f a c t o r s t o d e t e r m i n e t h e p r o r a t i o n 

up t h e r e , t h o s e t a k e i n t o account p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s . L i k e w i s e , i n t h e s o u t h e a s t 

p a r t of t h e s t a t e , i t has been d e t e r m i n e d t h a t 

acreage f a c t o r a l o n e i s s u f f i c i e n t . 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

q u e s t i o n s of t h e w i t n e s s ? 

MR. STOVALL: I have a f o l l o w - u p 

q u e s t i o n , i f ever y b o d y ' s f i n i s h e d . 

CHAIRMAN LEMAY: Mr. S t o v a l l . 
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EXAMINATION 

BY MR. STOVALL: 

Q. W i t h r e s p e c t t o t h e q u e s t i o n 

Commissioner Weiss asked you, he was t a l k i n g 

a b o u t - - k i n d of l e d you t o a c o n c l u s i o n t h a t i f 

New Mexico gas i s b e i n g t a k e n i n p r e f e r e n c e t o 

some o t h e r gas i t ' s because t h e p r i c e i s l o w e r . 

I s t h a t your u n d e r s t a n d i n g of what you were 

s a y i n g ? 

A. That's as I u n d e r s t a n d t h e s i t u a t i o n , 

and t h e n we would have t o assume everybody i s 

b u y i n g l e a s t c o s t gas. That may not be t r u e , as 

I s a i d . 

Q. The f i r s t t h i n g i s t h a t when you 

answered t h a t q u e s t i o n , i t was s i m p l y based upon 

an u n d e r s t a n d i n g of f u n d a m e n t a l economics t h a t 

p resumably you w i l l buy t h e l e a s t c o s t p r o d u c t ? 

A. R i g h t . 

Q. Now, as f a r as t h e a c t u a l c o s t , i t i s 

not j u s t t h e p r i c e a t t h e w e l l h e a d , i s i t ? Are 

t h e r e o t h e r f a c t o r s t h a t might make New Mexico's 

gas l e a s t c o s t and g i v e i t a c o m p e t i t i v e 

a d vantage, h o p e f u l l y ? 

A. Yes. There a re o t h e r c o s t s a t t a c h e d t o 

New Mexico gas; t r a n s p o r t a t i o n c o s t and maybe 
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even b r o k e r a g e c o s t . 

Q. So i t c o u l d be n o t n e c e s s a r i l y l e a s t 

c o s t a t t h e w e l l h e a d , what y o u ' r e r e a l l y l o o k i n g 

a t i s l e a s t c o s t a t t h e user end of t h e p i p e ? 

A. Yes, l e a s t c o s t t o t h e consumer. 

MR. STOVALL: N o t h i n g f u r t h e r . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

You may be excused. 

Why don't we s t a r t t h e San Juan 

t r i a n g l e , and go w i t h Mr. C a r r . 

MR. CARR: May i t p l e a s e t h e 

Commission, I t h i n k we would make a b e t t e r 

p r e s e n t a t i o n i f M e r i d i a n was t h e f i r s t company t o 

p r e s e n t t e s t i m o n y . 

CHAIRMAN LEMAY: Okay. W e l l , you a l l 

f i g u r e t h a t one out and b r i n g your p e o p l e up. 

What we want t o do i s keep your w i t n e s s e s — I'm 

not g o i n g t o have a l l your w i t n e s s e s , j u s t t h e 

w i t n e s s e s i n t h e n o r t h w e s t . Mr. K e l l a h i n , j u s t 

t h e w i t n e s s e s i n t h e n o r t h w e s t . And t h e n w e ' l l 

l e t t h o s e w i t n e s s e s go and c o n c e n t r a t e on t h e 

s o u t h e a s t . 

Mr. K e 1 l a h i n . 

MR. KELLAHIN: Mr. Carr and I have 

c o n f e r r e d and we b e l i e v e an e f f i c i e n t 
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p r e s e n t a t i o n can be made i f we go ahead and 

p r e s e n t M e r i d i a n ' s p r o p o s a l s w i t h r e g a r d t o t h e 

p r o r a t e d p o o l s i n t h e San Juan B a s i n . 

CHAIRMAN LEMAY: F i n e . 

JAMES B. FRASER 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. A l l r i g h t , s i r . Would you p l e a s e s t a t e 

your name and o c c u p a t i o n ? 

A. My name i s James F r a s e r . I'm c u r r e n t l y 

t h e r e g i o n a l p r o d u c t i o n manager f o r M e r i d i a n O i l , 

I n c . , i n F a r m i n g t o n , New Mexico. 

Q. Mr. F r a s e r , on p r i o r o c c a s i o n s have you 

t e s t i f i e d b e f o r e t h e D i v i s i o n ? 

A. No, s i r , I h a v e n ' t . 

Q. Summarize f o r us your e d u c a t i o n . 

A. I've got a b a c h e l o r ' s of s c i e n c e degree 

i n p e t r o l e u m e n g i n e e r i n g from Montana Tech, and a 

master's i n b u s i n e s s a d m i n i s t r a t i o n f r o m Regis 

C o l l e g e . 

Q. I n what y e a r s d i d you o b t a i n t h o s e 

degrees ? 

A. The b a c h e l o r ' s degree was i n 1975, t h e 
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m a s t e r ' s degree was i n 1991. 

Q. Summarize f o r us your employment 

e x p e r i e n c e w i t h r e g a r d s t o p r o r a t e d p o o l s , San 

Juan Basin? 

A. I have been i n the Rocky M o u n t a i n 

Region f o r a p p r o x i m a t e l y 17 y e a r s , i n numerous 

s t a t e s , and I ' v e r e s i d e d i n New Mexico f o r a l m o s t 

two y e a r s . 

Q. D e s c r i b e f o r us s p e c i f i c a l l y what you 

do f o r M e r i d i a n O i l , I n c . 

A. As r e g i o n a l p r o d u c t i o n manager, I 

manage t h e d a i l y p r o d u c t i o n of t h e r e g i o n ' s 

a s s e t s , w h i c h , o f c o u r s e , e n t a i l s p r o r a t i o n . 

T h at's c o n v e n t i o n a l r e s e r v o i r s . 

Q. Have you assumed t h e r e s p o n s i b i l i t i e s 

f o r m e r l y p e r f o r m e d f o r your company by Mr. L o u i s 

Jones? 

A. I have u n t i l t h e 31st of t h e month. 

Q. Where i s L o u i s going? 

A. He's i n Houston. 

Q. So you've u n d e r t a k e n f i l l i n g h i s s l o t 

and a r e g o i n g t o p a r t i c i p a t e on b e h a l f o f your 

company w i t h r e g a r d s t o n o m i n a t i o n s and 

recommendations f o r t h e p r o r a t e d p o o l s i n t h e San 

Juan B a s i n of New Mexico? 
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A. That's c o r r e c t . 

MR. KELLAHIN: We t e n d e r Mr. F r a s e r as 

an e x p e r t w i t n e s s . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s a r e 

ac c ept ab1e . 

Q. Let me ask you, s i r , t o t u r n t o what i s 

marked as M e r i d i a n E x h i b i t No. 1. Would you 

i d e n t i f y and d e s c r i b e t h a t f o r us? 

A. Yes, s i r , I w i l l . T h i s i s t h e 

No r t h w e s t New Mexico Pool A l l o w a b l e s f o r t h e 

upcoming w i n t e r p e r i o d of October of 92 t h r o u g h 

March of 93. I have t h e t h r e e major p o o l s t h e r e , 

t h e B a s i n Dakota, t h e Blanco Mesaverde and t h e 

Blanco P.C. South. 

What's l i s t e d t h e r e i s t h e c u r r e n t 

recommendation w h i c h were t h e numbers I t h i n k Mr. 

Van Ryan has gone o v e r , and i n t h e f o l l o w i n g l i n e 

t h e r e I have an a d j u s t m e n t by p o o l t h a t we would 

recommend, and t h e n t h e summary l i n e t h e r e would 

be t h e m o n t h l y p o o l a l l o w a b l e , w h i c h i s s i m p l y 

t h e a d d i t i o n of t h e f i r s t two l i n e s . 

Q. Those r e p r e s e n t t h e n o m i n a t i o n s and 

r e q u e s t e d a d j u s t m e n t s on b e h a l f of your company? 

A. Yes, s i r , i t does. As you can see, t h e 

Ba s i n Dakota we're r e q u e s t i n g an a d j u s t m e n t o f 2 
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Bcf a month, i n t h e Blanco Mesaverde, 3 Bcf a 

month, and i n t h e P.C. South, 150,000 per month. 

Q. Have you made your p r o p o s a l known t o 

o t h e r o p e r a t o r s i n t h e Basin? 

A. Yes, s i r , we have. We have had s e v e r a l 

d i s c u s s i o n s w i t h some of t h e o t h e r major 

o p e r a t o r s i n t h e B a s i n . 

Q. Do you b e l i e v e y o u ' r e i n s u b s t a n t i a l 

agreement and c o n s i s t e n t w i t h what t h e l e v e l of 

a l l o w a b l e s t h e o t h e r o p e r a t o r s a r e s e e k i n g f o r 

t h e s e p o o l s ? 

A. Yes, s i r , I b e l i e v e we a r e . 

Q. L e t ' s t u r n t o t h e second e x h i b i t , 

E x h i b i t No. 2. D e s c r i b e f o r us t h e reasons 

y o u ' r e s e e k i n g t h i s i n c r e a s e d a d j u s t m e n t i n t h e 

a 11 owab1e. 

A. W e l l , I t h i n k t h e r e has been a d r a m a t i c 

change i n t h e San Juan B a s i n t h i s s p r i n g , and 

t h a t i s due t o t h e i n c r e a s e d p i p e l i n e c a p a c i t y 

t h a t we have o u t o f t h e San Juan B a s i n . As I 

t h i n k e veryone's aware, b o t h E l Paso N a t u r a l Gas 

and T r a n s w e s t e r n have i n s t a l l e d a d d i t i o n a l 

f a c i l i t i e s i n t h e B a s i n w h i c h have i n c r e a s e d t h e 

take-away c a p a c i t y of t h e B a s i n q u i t e 

s i g n i f i c a n t l y . 
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The o t h e r f a c t o r t h a t has p l a y e d a p a r t 

i n t h e i n c r e a s e d New Mexico p r o d u c t i o n has been 

an i n c r e a s e i n t h e f i r m i n g o f n a t u r a l gas 

p r i c e s . I t h i n k s e v e r a l p e o p l e have asked, you 

know, what e f f e c t does p r i c e have on p r o d u c t i o n , 

and t h e r e ' s no do u b t , as p r i c e goes up, 

p r o d u c t i o n has seemed t o have gone up, a l s o . 

Q. L e t ' s t u r n t o E x h i b i t No. 3. I d e n t i f y 

and d e s c r i b e t h a t f o r me. 

A. T h i s i s a p l o t , a m o n t h l y p r o d u c t i o n on 

a Bef-per-month b a s i s f o r t h e Dakota P o o l . I t 

s t a r t s i n January of 1991 and c o n t i n u e s t h r o u g h 

J u l y of 1992. The s o l i d b l a c k l i n e i s t h e a c t u a l 

p r o d u c t i o n s t a t i s t i c s w h i c h are d e r i v e d f r o m t h e 

New Mexico m o n t h l y s t a t i s t i c a l r e p o r t . The 

square I have t h a t r e p r e s e n t s J u l y 1992 

p r o d u c t i o n i s M e r i d i a n ' s e s t i m a t e of what t h e 

p o o l p r o d u c t i o n was i n J u l y of t h i s y e a r . 

Q. T h i s i s a p l o t of t h e Dakota p r o r a t e d 

gas ? 

A. Yes, s i r , t h a t ' s c o r r e c t . 

Q. What's your c o n c l u s i o n ? 

A. P r o d u c t i o n has gone up s i g n i f i c a n t l y i n 

th e l a s t few months, and I have some f u r t h e r 

e x h i b i t s t h a t q u a n t i f y t h a t . 
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Q. What do you f o r e c a s t t o be t h e 

p r o d u c t i o n t r e n d i n t h e immediate f u t u r e 

p a r t i c u l a r l y w i t h r e g a r d s t o t h e n e x t p r o r a t i o n 

p e r i o d t h a t we're making a d j u s t m e n t s f o r ? 

A. I b e l i e v e i t w i l l be s i g n i f i c a n t l y 

h i g h e r t h a n l a s t y e a r ' s same t i m e frame. For 

i n s t a n c e , on t h i s c h a r t , you can see f o r t h e 

October t o March t i m e frame t h e r e , f o r October o f 

91 t h r o u g h March of 92, t h e average p r o d u c t i o n 

was i n about t h e 7 t o 7- a n d - a - h a l f Bcf per month 

range. I t h i n k t h a t w i l l be s i g n i f i c a n t l y h i g h e r 

t h i s coming w i n t e r . 

Q . L e t ' s t u r n t o t h e Mesaverde and have 

you i d e n t i f y and d e s c r i b e t h a t d i s p l a y . 

A. T h i s i s t h e same p l o t t h a t I j u s t spoke 

about on t h e Dakota, a l t h o u g h t h i s i s f o r t h e 

Mesaverde p r o d u c t i o n . Once a g a i n , t h e s o l i d 

b l a c k l i n e i s t h e a c t u a l p r o d u c t i o n , 

B c f - p e r - m o n t h b a s i s , f r o m January of 91 t h r o u g h 

May of 92. And t h e n I have M e r i d i a n ' s p r o j e c t i o n 

f o r t h e J u l y of 1992 t i m e frame. 

Once a g a i n , as you can see, p r o d u c t i o n 

i s up s i g n i f i c a n t l y f r o m l a s t y e a r . 

Q. W i t h r e g a r d s t o t h i s E x h i b i t 4 and t h e 

p r e v i o u s E x h i b i t No. 3, what i s t h e e x p l a n a t i o n 
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f o r t h e a d d i t i o n a l p r o d u c t i o n and t h e t r e n d s t h a t 

show i n c r e a s e s i n p r o d u c t i o n from t h o s e two 

p o o l s ? 

A. I b e l i e v e i t ' s t w o - f o l d ; f i r s t , of 

c o u r s e , b e i n g e x p a n s i o n s out of t h e B a s i n . I t 

a l l o w s more p r o d u c t i o n because t h e f i e l d 

g a t h e r i n g p r e s s u r e s have decreased i n t h e l a s t 

s e v e r a l months, t h e r e b y p r o d u c t i o n has been 

i n c r e a s e d . So t h e p r i c e of gas has gone up from 

l a s t year and i t seemed t o s t a b i l i z e somewhat, 

and I t h i n k t h a t makes p r o d u c e r s more c o m f o r t a b l e 

w i t h p r o d u c i n g t h e i r gas a t t h a t p r i c e . 

Q. Turn now t o E x h i b i t No. 5. Would you 

i d e n t i f y and d e s c r i b e t h a t d i s p l a y ? 

A. T h i s i s a comparison f o r t h e l a s t f o u r 

months of 92, A p r i l , May, June and J u l y , compared 

t o t h e same d a t e s i n 1991, A p r i l t h r o u g h J u l y . 

T h i s e x h i b i t i s f o r t h e B a s i n Dakota. 

What I ' v e l i s t e d i s t h e m o n t h l y 

p r o d u c t i o n i n Bcf per month and compared 1992 t o 

1991 and t h e n shown a d i f f e r e n c e of how 

p r o d u c t i o n has i n c r e a s e d . That's a c t u a l 

p r o d u c t i o n i n 1992 f o r A p r i l and May, and June 

and J u l y has been e s t i m a t e d , and t h a t has been 

e s t i m a t e d on t h e b a s i s of M e r i d i a n ' s i n t e r n a l 
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p r o d u c t i o n f o r t h e p o o l as r e l a t e s t o M e r i d i a n ' s 

h i s t o r i c p e r c e n t a g e of t h e Dakota Pool 

pr odue t i on. 

As you can see i n June and J u l y , I ' v e 

e s t i m a t e d 8.1 Bcf i n 1992, w h i c h i s up 42 p e r c e n t 

f r o m l a s t year a t t h e same t i m e frame. I n J u l y 

i t ' s up almost d o u b l e , f r o m 5 Bcf t o what I 

e s t i m a t e as 9.4 Bcf. 

Q. D e s c r i b e f o r us how you've made t h e 

e s t i m a t e s . 

A. I t o o k t h e M e r i d i a n i n t e r n a l e s t i m a t e 

from our i n t e r n a l a c c o u n t i n g system as t o what we 

t h i n k M e r i d i a n ' s p r o d u c t i o n i s f o r June and J u l y , 

d i v i d e d t h a t by t h e h i s t o r i c r a t i o of what 

M e r i d i a n ' s p r o d u c t i o n has been f o r t h e t o t a l 

p o o l , w h i c h has been f a i r l y c o n s i s t e n t f o r t h e 

l a s t 18 months, and come up w i t h t h e p o o l 

produc t i o n . 

Q. I f we use t h e D i v i s i o n ' s p r e l i m i n a r y 

s c h e d u l e w i t h o u t t h e a d j u s t m e n t s , w h i c h s i m p l y 

r e p e a t s t h e h i s t o r i c a l p r o d u c t i o n f o r t h e l a s t 

w i n t e r p r o r a t i o n p e r i o d , and use t h a t t o s e t 

a l l o w a b l e s f o r the s e p r o r a t e d p o o l s , w i l l we have 

a l l o w a b l e s h i g h enough i n o r d e r t o meet t h e 

f o r e c a s t e d needs f o r market demand? 
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A. No, s i r , I don't b e l i e v e we w i l l . 

Q. L e t ' s t u r n t o E x h i b i t 6. Would you 

i d e n t i f y and d e s c r i b e t h a t d i s p l a y ? 

A. T h i s i s t h e Blanco Mesaverde Pool 

p r o d u c t i o n i n Bcf per month, f o r t h e same t i m e 

frame as I j u s t went over on t h e Dakota; once 

a g a i n , f o r A p r i l , May, June and J u l y t i m e p e r i o d s 

f o r 91 and 92 and a comparison between t h e two. 

I d e r i v e d t h e June and J u l y e s t i m a t e s 

by once a g a i n u s i n g t h e same method I d i d f o r t h e 

Dakota, t o o k M e r i d i a n ' s i n t e r n a l e s t i m a t e of our 

p r o d u c t i o n f o r t h o s e two months, d i v i d e d t h a t by 

M e r i d i a n ' s h i s t o r i c p e r c e n t a g e of t h e e n t i r e p o o l 

p r o d u c t i o n , t o a r r i v e a t t h e t o t a l p o o l 

p r o d u c t i o n . 

As you can see, s i m i l a r t o t h e Dakota, 

p r o d u c t i o n i s up s i g n i f i c a n t l y i n t h e l a s t few 

months compared t o 9 1 . As a m a t t e r of f a c t , i n 

J u l y I e s t i m a t e t h e t o t a l p o o l p r o d u c t i o n t o be 

16 Bcf as compared t o 1991 's v a l u e of 10.8 

p e r c e n t . 

The b o t t o m l i n e t h e r e shows an average 

of t h o s e f o u r months, w h i c h i s s i m p l y j u s t an 

a r i t h m e t i c average. You can see f o r t h a t same 

f o u r - m o n t h p e r i o d we're up a p p r o x i m a t e l y 17 
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p e r c e n t i n t h e Mesaverde p r o d u c t i o n f r o m l a s t 

year a t t h i s same t i m e frame. 

Q. L e t ' s t u r n now t o E x h i b i t 7 on t h e 

Blanco P i c t u r e d C l i f f s South P o o l . I d e n t i f y and 

d e s c r i b e t h a t . 

A. T h i s i s t h e e x a c t same s t a t i s t i c s f o r 

the Blanco P.C. South P o o l , once a g a i n comparing 

92 t o 91 f o r t h e A p r i l t h r o u g h J u l y t i m e frame. 

And you can see i n A p r i l and May t h e p r o d u c t i o n 

was up about 20 p e r c e n t , i n 1992, and based on 

our p r e l i m i n a r y numbers, June and J u l y w i l l be up 

s i g n i f i c a n t l y more f r o m l a s t y e a r . 

The average number t h e r e shows t h e 

f o u r - m o n t h average o f a 39 p e r c e n t i n c r e a s e from 

l a s t y e a r , f r o m s l i g h t l y under 1 Bcf per month t o 

about 1.25 Bcf per month. 

Q. Turn w i t h me t o E x h i b i t No. 8. What i s 

the purpose of t h i s d i s p l a y ? 

A. T h i s j u s t shows k i n d of a h i s t o r i c r u n 

down of what t h e a l l o w a b l e s have been by p o o l i n 

the w i n t e r t i m e frame i n t h e l a s t f i v e y e a r s . 

As you can see, I have t h e t h r e e major 

p o o l s , t h e Mesaverde, t h e Dakota, and t h e P.C. 

ac r o s s t h e page, and t h e n down t h e page I have 

th e October t h r o u g h March t i m e frame f o r t h e l a s t 
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f i v e y e a r s , and t h e n I a l s o have an average o f 

the l a s t f i v e y e a r s l i s t e d . 

For t h e Blanco Mesaverde, t h e average 

a l l o w a b l e has been 15.182 Bcf a month, t h e Dakota 

9.59 Bcf a month, and t h e Blanco P.C. South 1.339 

Bcf a month. 

The n e x t l i n e shows t h e October 92 t o 

March 93 proposed t h a t t h e Commission has 

pub 1 i shed. 

Q. T h i s i s t h e p r e l i m i n a r y s c h e d u l e f r o m 

t h e D i v i s i o n ? 

A. E x a c t l y . 

Q. I t has n o t y e t been a d j u s t e d t o t a k e 

i n t o c o n s i d e r a t i o n market demand? 

A. That's c o r r e c t . And t h a t ' s why I'm 

here t o d a y , t o g i v e o p e r a t o r i n p u t as t o what we 

t h i n k t h a t demand i s . You can see, i f t h e 

a l l o w a b l e was s e t a t what t h e o r i g i n a l p r o p o s a l 

was f o r t h e Mesaverde, f o r example, 12.265 Bcf a 

month, i t would be 19 p e r c e n t l e s s t h a n t h e 

average over t h e l a s t f i v e y e a r s , and 13 p e r c e n t 

l e s s t h a n l a s t y e a r . 

The n e x t l i n e i s my recommendation f o r 

t h a t October of 92 t o March 93 t i m e frame and 

a l l o w a b l e , and you can see i t ' s a t 15.265, w h i c h 
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we've a l r e a d y gone t h r o u g h , and t h a t ' s 

e s s e n t i a l l y t h e same as what t h e average has been 

f o r t h e l a s t f i v e y e a r s . 

S i m i l a r l y , on t h e Dakota, you can see 

the average f o r t h e l a s t f i v e y e a r s i s 9.59. The 

o r i g i n a l p r o p o s a l , w i t h o u t a d j u s t m e n t s , i s 7.145, 

and t h a t i s 25 p e r c e n t below t h e average f o r t h e 

f i v e - y e a r t i m e frame. Our recommendation i s t o 

go t o a 9.145, w h i c h p u t s us about 5 p e r c e n t 

below t h e h i s t o r i c average f o r t h e Dakota. 

S i m i l a r l y , on t h e Blanco P.C. South, 

t h e o r i g i n a l p roposed i s 1.06 Bcf a month. 

That's 21 p e r c e n t l e s s t h a n t h e f i v e - y e a r average 

f o r t h e same t i m e frame. Our p r o p o s a l i s 1.211 

Bcf per month, w h i c h i s about 10 p e r c e n t below 

th e h i s t o r i c average. T h i s i s s i m p l y t o show 

what t h e a l l o w a b l e s have been, by p o o l , i n t h e 

l a s t f i v e y e a r s . 

Q. Turn now t o E x h i b i t 9 and i d e n t i f y and 

d e s c r i b e t h a t f o r us. 

A. T h i s i s j u s t a g r a p h i c a l d i s p l a y o f t h e 

s t a t i s t i c s I j u s t r e v i e w e d . T h i s i s f o r t h e 

Ba s i n Dakota. The v e r t i c a l b a r s a r e t h e 

a l l o w a b l e f o r t h e t i m e frame we j u s t r e v i e w e d . 

On t h e f a r r i g h t - h a n d s i d e you can see what I ' v e 

RODRIGUEZ-VESTAL REPORTING 
( 505 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

23 

2 4 

25 

68 

l a b e l e d October 1992. 

The f i r s t bar t h e r e i s 7.145, w h i c h i s 

t h e o r i g i n a l recommendation. The 9.145, 

i d e n t i f i e d as October 1992 proposed, i s what we 

would recommend. And you can see t h e h i s t o r i c a l 

r e l a t i o n s h i p between what we're p r o p o s i n g v e r s u s 

t h e f i v e - y e a r average. The h o r i z o n t a l l i n e says 

average e q u a l s 9.590, i s s i m p l y a s t r a i g h t l i n e 

r e p r e s e n t i n g an average o f tho s e f i v e y e a r s . 

Q. And E x h i b i t 10? 

A. Same e x a c t r e p r e s e n t a t i o n of t h e 

p r e v i o u s d a t a . I ' v e p u t t h e average f o r t h e l a s t 

f i v e y e a r s as a h o r i z o n t a l l i n e as 15.182, v e r s u s 

what we proposed as 15.265 Bcf a month, and you 

can see we're v e r y , v e r y c l o s e t o t h e f i v e - y e a r 

average. 

Q. And t h e n , f i n a l l y , E x h i b i t 11? 

A. Once a g a i n , a s i m i l a r p r e s e n t a t i o n t h a t 

shows our p r o p o s a l o f 1.211 b e i n g s l i g h t l y below 

t h e f i v e - y e a r average of 1.339 Bcf per month. 

Q. Give us some i n f o r m a t i o n from your 

p e r s p e c t i v e on m a r k e t i n g t r e n d s and s t r a t e g i e s i n 

th e B a s i n as i t now a f f e c t s t h a t p r o d u c t i o n . 

A. W e l l , I t h i n k p r i c e , of c o u r s e , i s t h e 

key f a c t o r t h e r e . As everybody i s aware, t h e 
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p r i c e has i n c r e a s e d over t h e l a s t few months and, 

of c o u r s e , my c r y s t a l b a l l i s n ' t any b e t t e r f o r 

f u t u r e p r i c e s t h a n anybody e l s e ' s , but t h e 

n a t u r a l gas p r i c e f u t u r e s have shown an upward 

t r e n d i n t h e n e x t s i x months, so I would b e l i e v e 

t h a t p r i c e s s h o u l d s t a y r e l a t i v e l y t h e same as 

what t h e y a re now, i f n o t i n c r e a s i n g a l i t t l e 

more, and g i v e n w i t h t h a t p r i c e and t h e take-away 

c a p a c i t y of t h e San Juan B a s i n , I b e l i e v e 

p r o d u c e r s w i l l be t r y i n g t o market gas s i m i l a r t o 

what we've produced i n t h e l a s t c o u p l e o f months. 

Q. L e t ' s t a l k about g e n e r a l m a r k e t i n g 

s t r a t e g i e s . A few y e a r s ago i t was a common 

d e v i c e f o r o p e r a t o r s i n t h e San Juan B a s i n t o 

o v e r p r o d u c e t h e i r w e l l s i n t h e w i n t e r , 

u n d e r p r o d u c e them i n t h e summer, and bank t h a t 

a l l o w a b l e , i f you w i l l , d u r i n g t h e summer and use 

i t , t h e n , i n t h e w i n t e r t i m e . There was t h i s 

s e a s o n a l f l u c t u a t i o n t o s a t i s f y a h i g h p r i c e d 

w i n t e r m arket. Do you see t h a t i n e x i s t e n c e now 

i n t h e San Juan Basin? 

A. No, s i r , I d o n ' t . The s t a t i s t i c s I ' v e 

shown f o r t h e June and J u l y p e r i o d of t h i s year 

show t h a t we've had h i g h e r p r o d u c t i o n t h i s year 

t h a n we d i d l a s t year i n t h o s e p r o r a t e d p o o l s . 
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Q. Do you see any i n s t a n c e s where i f your 

a l l o w a b l e l e v e l s are approved, t h e r e w i l l be 

o p e r a t o r s t h a t w i l l choose n o t t o market t h e i r 

gas and accr u e s u b s t a n t i a l u n d e r p r o d u c t i o n f o r 

t h e i r n o n m a r g i n a l w e l l s t h a t may be s u b j e c t t o 

c a n c e 1 l a t i o n ? 

A. Oh, I suppose t h e y c o u l d , b u t w i t h 

t o d a y ' s p r i c e s , I c o u l d o n l y r e p r e s e n t M e r i d i a n ' 

s t a n d p o i n t . We w i l l n o t do t h a t . We w i l l 

p roduce t o t h e a l l o w a b l e s based on t h e w e l l ' s 

d e l i v e r a b i l i t y . 

Q. You have b o t h m a r g i n a l and n o n m a r g i n a l 

w e l l s i n a l l t h e s e p r o r a t e d p o o l s ? 

A. Yes, s i r , we do. 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. F r a s e r . We move t h e 

i n t r o d u c t i o n of M e r i d i a n ' s E x h i b i t s 1 t h r o u g h 

11 . 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s 1 t h r o u g h 11 w i l l be a d m i t t e d i n t o t h e 

r e c o r d s . Q u e s t i o n s o f Mr. F r a s e r , Mr. S t o v a l l ? 

MR. STOVALL: Yes. 

EXAMINATION 

BY MR. STOVALL: 

Q. I have j u s t a c o u p l e , j u s t by way o f 
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c l a r i f i c a t i o n and u n d e r s t a n d i n g . 

The q u e s t i o n i s g e n e r a l l y a p p l i c a b l e t o 

a l l t h r e e p o o l s t h a t y o u ' r e recommending 

a d j u s t m e n t s f o r . I would k i n d of l i k e t o , i f 

yo u ' r e g o i n g t o make an a d j u s t m e n t , ask you t o 

j u s t i f y i t and g i v e us a b a s i s f o r i t . 

I n each o f t h e p o o l s you've t a l k e d 

about f o r t h e p e r i o d s t h a t you've shown on your 

c h a r t s , i n t h e p a s t t h e D i v i s i o n has e s t a b l i s h e d 

an a l l o w a b l e w h i c h was h i g h e r t h a n t h e p r e v i o u s 

l i g h t y e a r ' s p r o d u c t i o n . Do you f o l l o w what I'm 

say ing? 

For example, l e t ' s do Blanco 

Mesaverde. That's t h e b i g volume p o o l . I n 

October 89 t h r o u g h March 90, t h e p o o l s a l e s were 

j u s t about 15 m i l l i o n Mcf, 14.9. I'm g o i n g t o 

hand you t h e sou r c e of i n f o r m a t i o n so you can see 

what I'm t a l k i n g a b o u t , and I t h i n k you can t r a c k 

i t w i t h y o u r s . 

T h i s i s t h e i n f o r m a t i o n t h a t was se n t 

out by t h e D i v i s i o n . We have n o t made i t an 

e x h i b i t i n t h i s case, b u t i t was se n t o u t w i t h 

t h e d o c k e t , w h i c h has some h i s t o r i c a l t r a c k i n g of 

p r o d u c t i o n and a l l o w a b l e s . I'm l o o k i n g i n t h e 

Blanco Mesaverde column, October 89 t h r o u g h March 
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90. Do you see where I am? 

A. Yes, s i r . 

Q. Okay. P r o d u c t i o n was 14.9 m i l l i o n Mcf? 

A. Yes, s i r . 

Q. The a l l o w a b l e f o r t h e f o l l o w i n g l i k e 

p e r i o d was s e t a t 15.7, w h i c h was h i g h e r t h a n t h e 

p r e v i o u s y e a r ' s s a l e s , so t h e r e was an upward 

a d j u s t m e n t made. Are we t o g e t h e r so f a r ? 

A. Yes, s i r . 

Q. The a c t u a l p r o d u c t i o n , however, was 

14.1 m i l l i o n , w h i c h was q u i t e a b i t under t h e 

a l l o w a b l e and even under t h e p r e v i o u s p e r i o d ' s 

s a l e s . 

Take t h e same t h i n g down, t a k e t h a t 

14.1, t h e October 91 t h r o u g h March 92 a l l o w a b l e , 

w h i c h was s e t a t 14.168 as opposed t o 14.122, 

p r e v i o u s p e r i o d ' s p r o d u c t i o n , so i t was a s l i g h t 

i n c r e a s e , and t h e a c t u a l p o o l s a l e s were 12.265 

f o r t h a t p e r i o d . So a g a i n , c o n s i d e r a b l y under 

th e t o t a l p o o l a l l o w a b l e . 

Now, what t h e D i v i s i o n has done t h i s 

t i m e i s come down t o t h e p e r i o d , t h e l a s t on t h e 

t a b l e , f o r t h e p r e l i m i n a r y recommendation i s 

12.265 w i t h o u t a d j u s t m e n t a t t h i s t i m e , and what 

you are a s k i n g f o r or what M e r i d i a n i s r e q u e s t i n g 
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i s an a l l o w a b l e w h i c h would be 3 m i l l i o n Mcf 

h i g h e r t h a n t h a t , j u s t s l i g h t l y under t h e 90-91 

a l l o w a b l e , y e t s a l e s and p r o d u c t i o n haven't 

d e m o n s t r a t e d a need f o r an a l l o w a b l e a t t h a t 

l e v e l . 

I guess I'm a s k i n g you t o a m p l i f y a 

l i t t l e b i t your b a s i s f o r g o i n g up. The same 

a n a l y s i s i s a p p l i c a b l e t o a l l t h r e e p o o l s , so I 

t h i n k your a n a l y s i s can a p p l y i n g e n e r a l t o t h e 

t h r e e . 

A. To answer your q u e s t i o n , s i r , I'm n o t 

e x a c t l y s u r e how t h e a l l o w a b l e s were s e t i n t h e 

e a r l i e r y e a r s . My u n d e r s t a n d i n g i s t h a t f o r t h i s 

l a t e s t one, t h e a c t u a l p r o d u c t i o n f o r t h e l a s t 

t i m e frame i s now t h i s y e a r ' s a l l o w a b l e , and t h e n 

t h e D i v i s i o n i s l o o k i n g f o r recommendations from 

t h e p r o d u c e r s t o say what i s our f u t u r e 

p r o d u c t i o n and demand so we can make a d j u s t m e n t s 

t o t h a t so we can a r r i v e a t t h e a l l o w a b l e . 

I b e l i e v e , as I s t a t e d e a r l i e r , t h a t 

t h e p i p e l i n e e x p a n s i o n s o u t of t h e B a s i n have 

made a s i g n i f i c a n c e d i f f e r e n c e i n t h e p r o d u c t i o n 

t h a t t h e s e p o o l s can have. For i n s t a n c e , e a r l i e r 

i n t h e y e a r , l a s t y e a r , f o r i n s t a n c e , t h e 

g a t h e r i n g p r e s s u r e o ut i n t h e f i e l d was 
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a p p r o x i m a t e l y 400 p s i , w i t h t h e e x p a n s i o n s o u t of 

th e B a s i n . The c u r r e n t p r e s s u r e s a r e i n t h e 300 

p s i range. That has a l l o w e d f o r a s i g n i f i c a n t 

i n c r e a s e i n p r o d u c t i o n on these c o n v e n t i o n a l 

r e s e r v o i r s . 

I t h i n k t h a t ' s why p r o d u c t i o n i s 

i n c r e a s i n g d r a m a t i c a l l y t h e l a s t few months. And 

due t o t h a t i n c r e a s e i n p r o d u c t i o n , we're s a y i n g 

t h a t t h e demand must be t h e r e . There must be a 

demand because we're p r o d u c i n g more and s e l l i n g 

more. So t h e r e must be a demand t h e r e . I f 

t h a t ' s t h e case, we would l i k e t h e a l l o w a b l e s 

i n c r e a s e d so t h a t we can meet t h a t demand. 

Q. I don't d i s a g r e e w i t h t h a t . I guess my 

q u e s t i o n i s , how d i d you a r r i v e a t , a g a i n , u s i n g 

t h e Blanco Mesaverde as an example, where d i d t h e 

number "3 m i l l i o n " come from as opposed t o 2.5 

m i l l i o n or 3.5 m i l l i o n ? 

A. W e l l , I l o o k e d a t t h e s t a t i s t i c s t h a t 

I ' v e a l r e a d y r e v i e w e d , and I saw t h a t t h e l a s t 

f o u r - m o n t h average p r o d u c t i o n was 14.9 Bcf per 

month, w h i c h i s s l i g h t l y l e s s t h a n t h e 3 Bcf 

a d j u s t m e n t o r i g i n a l l y f o r e c a s t by t h e D i v i s i o n . 

The 3 Bcf, t h a t ' s e x a c t l y what was used l a s t 

t i m e , t h e l a s t s i x - m o n t h p r o r a t i o n i n c r e a s e , f o r 
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an a d j u s t m e n t f o r t h e s e p o o l s . I t ' s t h e e x a c t 

same number, and i t f i t p r e t t y w e l l w i t h what 

I' v e seen as an i n c r e a s e i n p r o d u c t i o n . 

Q. So, i n o t h e r words, t h i s i s your b e s t 

s c i e n t i f i c wag based upon t h e b e s t p r e d i c t i o n s 

you can make w i t h some h i s t o r i c a l s u p p o r t ? I s 

t h a t what y o u ' r e t e l l i n g me? 

A. That's e x a c t l y r i g h t , s i r . And t h e 3 

Bcf, t h a t was t h e number f o r t h e Mesaverde t h a t 

t h e D i v i s i o n a c c e p t e d s i x months ago, and i t 

seems l i k e i f we add t h a t t o t h e o r i g i n a l 

a l l o w a b l e of 12.2, i t ' s a f a i r l y good f i t f o r 

what we see as t h e p r o d u c t i o n o ut of t h e p o o l f o r 

the n e x t s i x months. 

Q. What yo u ' r e s u g g e s t i n g t h e n i s t h a t t h e 

t r e n d w h i c h I ' v e j u s t i d e n t i f i e d and gone t h r o u g h 

t h e t a b l e w i t h you on, i s r e v e r s i n g i t s e l f , and 

you a n t i c i p a t e t h a t you won't see as much 

u n d e r p r o d u c t i o n a t tho s e l e v e l s ? 

A. Yes, s i r , I would say t h a t ' s t r u e . 

MR. STOVALL: N o t h i n g f u r t h e r on t h a t . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

Yes, s i r . 

MR. CAMP: Thank you, Mr. Chairman. 

Ward Camp f o r Gas Company of New Mexico. 
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EXAMINATION 

BY MR. CAMP: 

Q. Mr. F r a s e r , a l i t t l e b i t more 

s p e c i f i c a l l y . Mr. S t o v a l l t a l k e d about p a s t 

p e r i o d s . You have, i n your c h a r t , c u r r e n t months 

or r i g h t up t o t h e l a s t - - A p r i l , May, June and 

J u l y . Where d i d you g e t t h a t p r o d u c t i o n data? 

A. The A p r i l and May numbers came from t h e 

s t a t e s t a t i s t i c a l r e p o r t t h a t ' s p u b l i s h e d e v e r y 

month. The June and J u l y numbers were e s t i m a t e s 

based on M e r i d i a n ' s i n t e r n a l e s t i m a t e of what t h e 

p r o d u c t i o n was f o r th o s e p o o l s , and I f a c t o r e d 

t h a t up by what our h i s t o r i c p e r c e n t a g e of t h e 

e n t i r e p o o l ' s p r o d u c t i o n i s . 

For i n s t a n c e , over t h e l a s t 18 months, 

f o r i n s t a n c e t h e P.C. P o o l , M e r i d i a n ' s p e r c e n t a g e 

i s about 32 t o 33 p e r c e n t of t h e e n t i r e p o o l 

p r o d u c t i o n . I t o o k our i n t e r n a l e s t i m a t e f o r 

tho s e two months and d i v i d e d t h a t by .33 t o come 

up w i t h what I t h i n k i s a r e a s o n a b l e e s t i m a t e of 

what t h e p r o d u c t i o n was f o r J u l y of 1992. I 

do n ' t know t h a t f o r a f a c t u n t i l t h e s t a t e books 

a c t u a l l y come o u t , but I t h i n k i t ' s a r e a s o n a b l e 

e s t i m a t e a t t h i s p o i n t i n t i m e . 

Q. Have you a l s o been t r a c k i n g a l l o w a b l e 
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p r o d u c t i o n f o r t h i s same p e r i o d ? 

A. The a l l o w a b l e p r o d u c t i o n ? 

Q. Yes. 

A. What t h e a l l o w a b l e i s ? 

Q. Yes. 

A. I b e l i e v e i t ' s i n t h e 15 Bcf range f o r 

t h e Mesaverde. 

Q. Okay. My q u e s t i o n i s , f o r th e s e t i m e 

p e r i o d s when you have shown c o n s i d e r a b l e 

i n c r e a s e s i n demand, has, i n f a c t , p r o d u c t i o n 

e q u a l e d or been g r e a t e r t o t h e a l l o w a b l e s e t ? 

A. I haven't averaged i t o u t , b u t my sense 

i s t h a t t h e p r o d u c t i o n f o r t h e summer months w i l l 

be f a i r l y c l o s e t o t h e a l l o w a b l e w h i c h was 

g r a n t e d s i x months ago. 

Q. Even though i t has the s e b i g , b i g 

i n c r e a s e s , i t w i l l o n l y be f a i r l y c l o s e t o t h e 

a c t u a l a l l o w a b l e ? 

A. Yes. And as I ' v e s a i d , t h e f o u r - m o n t h 

t i m e frame t h e r e , t h e average i s 14.9 Bcf, and I 

t h i n k t h e a l l o w a b l e f o r t h a t same t i m e frame i s 

i n t h e 15 Bcf range f o r t h e Mesaverde, so I t h i n k 

i t w i l l be f a i r l y c l o s e t o t h a t 15 Bcf number f o r 

t h a t s i x month t i m e frame. 

Q. Has M e r i d i a n ' s p r o d u c t i o n e q u a l e d or 
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exceeded a l l of i t s a l l o w a b l e s i n t h e p o o l s 

d u r i n g t h i s same t i m e p e r i o d ? 

A. I don't r e a l l y know, t o t e l l you t h e 

t r u t h . I know our p r o d u c t i o n has gone up. One 

of t h e problems i s t h a t t h e c u r r e n t p r o r a t i o n 

book has some e r r o r s i n i t and i t ' s k i n d of h a r d 

t o f o l l o w on an i n d i v i d u a l w e l l b a s i s what t h e 

a l l o w a b l e i s and what t h e p r o d u c t i o n i s . We 

don't have a r e a l t o o l t o l o o k a t what t h e 

a l l o w a b l e i s f o r t h i s c u r r e n t s i x - m o n t h t i m e 

frame. I know our p r o d u c t i o n i s up. I don't 

t h i n k i t ' s s i g n i f i c a n t l y above or below t h e 

c u r r e n t a l l o w a b l e . 

Q. A l l r i g h t . Has M e r i d i a n r e c e i v e d any 

s h u t - i n o r d e r s on t h e i r w e l l s i n t h e t h r e e 

p r o r a t e d p o o l s ? 

A. We s h u t - i n w e l l s t h a t a r e 12 t i m e s 

o v e r p r o d u c e d , b u t I t h i n k t h a t ' s a v e r y , v e r y , 

v e r y m i n i m a l number of w e l l s . 

Q. Are you p r e p a r e d t o say t h a t you've 

r e a l l y been a d v e r s e l y a f f e c t e d by t h e a l l o w a b l e s 

so f a r , f o r t h i s l a s t s i x - m o n t h p e r i o d ? 

A. No. For t h e a p p r o x i m a t e l y 15 Bcf 

a l l o w a b l e f o r t h e Mesaverde f o r t h e l a s t s i x 

months, we haven't been a d v e r s e l y a f f e c t e d , no, 
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s i r . 

MR. CAMP: No f u r t h e r q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. What d i d you say t h e a l l o w a b l e 

c u r r e n t l y i s ? 

A. I t h i n k i t ' s about 15 Bcf per month, 

but I don't have t h e e x a c t number. 

MR. STOVALL: I f you t h i n k i t m i g h t be 

h e l p f u l , Commissioner C a r l s o n , I t h i n k t h a t ' s on 

the t a b l e . 

COMMISSIONER CARLSON: No, i t i s n ' t . 

MR. STOVALL: I'm s o r r y . I'm l o o k i n g 

a t t h e wrong p e r i o d . T h i s i s t h e October p e r i o d . 

COMMISSIONER CARLSON: I mi g h t be a b l e 

t o f i n d i t . 

MR. KELLAHIN: Commissioner C a r l s o n , 

h e r e ' s a copy of t h e l a s t o r d e r . 

COMMISSIONER CARLSON: You're r i g h t , 

15.2. 

Q. (BY COMMISSIONER CARLSON) Was t h a t 

based on a c t u a l p r o d u c t i o n or were t h e r e 

a d j u s t m e n t s i n t h a t , do you remember? 

A. There were a d j u s t m e n t s . 
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MR. STOVALL: Perhaps I b e t t e r answer 

t h a t r a t h e r t h a n t h e w i t n e s s , s i n c e he wasn't 

here . 

COMMISSIONER CARLSON: Okay. 

MR. STOVALL: The same p r o c e s s has been 

used s i n c e we've gone t o t h e s i x - m o n t h p e r i o d . 

My r e c o l l e c t i o n i s t h e r e have been a d j u s t m e n t s 

made i n each p r o r a t i o n p e r i o d by t h e Commission 

so, yes, t h e r e were a d j u s t m e n t s . And I can say 

t h a t based upon p r o d u c t i o n numbers. I know 

t h a t ' s been a d j u s t e d upwards. Mr. Van Ryan c o u l d 

answer t h a t , t o o , i f you would l i k e . 

COMMISSIONER CARLSON: Mr. K e l l a h i n 

gave me a copy of t h e o r d e r , and i t was a d j u s t e d 

t h r e e m i l l i o n , up t o 15.2 from 12.2. 

Q. Do you have any i d e a what t h e 

d e l i v e r a b i l i t y i s fr o m each of th e s e p o o l s ? 

A. I c a n ' t q u a n t i f y a number, b u t i t ' s 

p r o b a b l y s l i g h t l y h i g h e r t h a n t h e a l l o w a b l e . 

Q. When M e r i d i a n , and I assume a l l 

companies a re t h e same, M e r i d i a n does n o t s e t , 

r e a l l y , demand by p o o l , do they? You l o o k a t t h e 

San Juan B a s i n f o r a l l t h e w e l l s you o p e r a t e and 

say I need "X" Mcf today or n e x t week, w h a t e v e r , 

r i g h t ? 
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A. That's c o r r e c t . 

Q. I assume t h a t ' s t r u e , t h a t t h e days 

when p i p e l i n e s or p r o d u c e r s s e t demand by p o o l 

are more or l e s s gone, t h e y do i t by r e c e i p t 

p o i n t s or B a s i n , i s t h a t c o r r e c t ? 

A. I b e l i e v e t h a t ' s c o r r e c t . 

Q. I n your e x p e r i e n c e t h a t ' s p r o b a b l y t r u e 

n a t i o n w i d e now? 

A. Yes. I don't t h i n k you can know what 

th e demand i s f o r t h e Mesaverde Pool by i t s e l f , 

or t h e Dakota Pool by i t s e l f . I t h i n k i t ' s a 

t o t a l number. 

Q. I n New Mexico, r e a l l y we p r o b a b l y have 

two demands? We have a demand f o r t h e San Juan 

B a s i n and a demand f o r t h e Permian B a s i n , and 

r e a l l y no poo 1 - s p e c i f i c numbers anymore? 

A. That's c o r r e c t . 

Q. When we p e r f o r m t h i s e x e r c i s e e v e r y s i x 

months, t h a t ' s r e a l l y t h e o n l y t i m e anybody 

b r e a k s i t down t o demand by p o o l , i s t h a t 

c o r r e c t ? 

A. I b e l i e v e t h a t ' s c o r r e c t . 

COMMISSIONER CARLSON: That's a l l I 

have . 

CHAIRMAN LEMAY: Commissioner Weiss? 
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EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I'm g l a d t o see you i n New Mexico. D i d 

you t e s t your methodology of M e r i d i a n ' s share of 

the l a s t two months, how you s c a l e d up t o p r e d i c t 

f o r t h e p o o l - w i d e e s t i m a t e a g a i n s t t h e p a s t few 

months? 

A. Yes, s i r , we d i d . That number came 

from t h e l a s t 18 months, January of 1991 t h r o u g h , 

I b e l i e v e i t was t h e l a s t month p u b l i s h e d , w h i c h 

was May of 92. We l o o k e d a t t h a t month by month 

and l o o k e d a t a w e i g h t e d average. I t ' s f a i r l y 

c o n s i s t e n t t h r o u g h o u t t h a t 17-month t i m e frame. 

Q. Very good. Thank you. And t h e n , does 

M e r i d i a n r e c e i v e a w e l l h e a d p r i c e d i f f e r e n t , much 

d i f f e r e n t t h a n t h e o t h e r o p e r a t o r s i n t h e p o o l s ? 

A. Boy, I'm n o t a m a r k e t i n g e x p e r t . I 

r e a l l y d o n't know. I would doubt i t ; I j u s t 

d o n 't r e a l l y know. 

COMMISSIONER WEISS: Thank you. That's 

a l l I have. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. I have j u s t one q u e s t i o n , Mr. F r a s e r . 

On your group showing averages over t h e l a s t f i v e 
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y e a r s , do you have any o p i n i o n as t o what t h e 

p o o l d e l i v e r a b i l i t y has done over t h o s e f i v e - y e a r 

per i o d s ? 

A. W e l l , I t h i n k t h e r e has been t e s t i m o n y 

i n p r e v i o u s h e a r i n g s t h a t t h e d e l i v e r a b i l i t y has 

p r o b a b l y gone down, b u t a t t h e same t i m e p i p e l i n e 

p r e s s u r e s were g o i n g up. I t h i n k t h a t ' s what 

y o u ' r e s e e i n g , i s d e l i v e r a b i l i t y g o i n g down or 

p r o d u c t i o n g o i n g down, as a f u n c t i o n of p i p e l i n e 

p r e s s u r e s g o i n g up. 

I don't know t h a t I know what t h e 

d e l i v e r a b i l i t y has done over t h a t f i v e - y e a r t i m e 

frame. O b v i o u s l y p r o d u c t i o n was l e s s t h a n t h e 

a l l o w a b l e , b ut I t h i n k a l o t of t h a t stems from 

t h e g a t h e r i n g system p r e s s u r e s t h a t we've had t o 

work a g a i n s t . 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

q u e s t i o n s of t h e w i t n e s s ? Mr. S t o v a l l . 

MR. STOVALL: I j u s t have one f o l l o w - u p 

t o t h a t q u e s t i o n . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. You i n d i c a t e d t h a t you b e l i e v e t h a t 

w i t h t h e s e p o o l s t h e p o o l d e l i v e r a b i l i t y i s 

somewhat i n excess o f t h e a l l o w a b l e or your 
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recommended a l l o w a b l e , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. Other t h a n d e c l i n i n g p i p e l i n e p r e s s u r e 

and t h e r e f o r e t h e a b i l i t y of t h e w e l l s t o produce 

more i n t h e i r c u r r e n t s t a t e , do you know of any 

development r e w o r k i n g , i n f i l l d r i l l i n g e f f o r t s , 

t h a t w i l l go and w i l l somehow f l a t t e n o u t t h e 

d e l i v e r a b i l i t y of t h e v a r i o u s p o o l s ? I s M e r i d i a n 

s p e c i f i c a l l y i n v o l v e d i n a n y — 

A. Oh, we c o n s t a n t l y e v a l u a t e our a s s e t 

base t o see i f we can improve i t and i n c r e a s e i t s 

v a l u e by d r i l l i n g new w e l l s , r e c o m p l e t i n g , t h a t 

s o r t of t h i n g . I don't t h i n k we have a c o n s c i o u s 

e f f o r t t o , because i f t h e a l l o w a b l e i s h i g h e r , 

we're g o i n g t o go out and d r i l l a bunch more 

w e l l s t o meet t h a t . I t h i n k our c u r r e n t a s s e t 

base can meet t h e c u r r e n t a l l o w a b l e and t h e 

a l l o w a b l e we've recommended. 

Q. Of c o u r s e , t h a t ' s a f u n c t i o n of b e i n g 

a b l e t o - - y o u don't d r i l l w e l l s u n l e s s you get 

them i n t o t h e p i p e , and I guess t h a t w ould b e — 

A. That's c o r r e c t . 

Q. Assuming t h e r e ' s more p i p e l i n e 

capac i t y ? 

A. That's c o r r e c t . I b e l i e v e t h a t ' s 
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c o r r e c t . 

Q. That would be a d r i v i n g f o r c e , would i t 

no t ? 

A. Yes, s i r . To answer your q u e s t i o n , we 

c o n s t a n t l y l o o k f o r ways t o i n c r e a s e and improve 

our a s s e t base, and t h a t , a l o t of t i m e s , i s 

r e w o r k i n g w e l l s and d r i l l i n g new w e l l s . 

Q. I guess my q u e s t i o n i s , i s t h e r e any 

change i n t h e d e l i v e r a b i l i t y t r e n d t h a t you would 

see ? 

A. Major? I don't b e l i e v e a major 

change. I don't t h i n k we're g o i n g t o go out and 

d r i l l a s i g n i f i c a n t number of new w e l l s . I t h i n k 

t h e p i p e l i n e g a t h e r i n g p r e s s u r e s has been t h e 

s i n g l e , most p o s i t i v e change t h a t ' s happened i n 

th e f l o w regime of t h e w e l l s , has a l l o w e d them t o 

produce more. 

MR. STOVALL: N o t h i n g f u r t h e r . Thanks. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

You may be excused. Thank you v e r y much. 

L e t ' s t a k e a 15-minute break and come 

back a t 10 m i n u t e s t i l l 11:00. 

[A r e c e s s was t a k e n . ] 

CHAIRMAN LEMAY: We s h a l l resume. Mr. 

Carr? 
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MR. CARR: I f i t p l e a s e t h e Commission, 

at t h i s t i m e we would c a l l Mr. Hawkins t o make a 

p r e s e n t a t i o n f o r Amoco P r o d u c t i o n Company. 

J. W. "BILL" HAWKINS 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your f u l l name f o r t h e 

r e c o r d , p l e a s e ? 

A. James W i l l i a m Hawkins. 

Q. Where do you r e s i d e ? 

A. Denver, C o l o r a d o . 

Q. Mr. Hawkins, by whom are you employed 

and i n what c a p a c i t y ? 

A. Amoco P r o d u c t i o n Company as a s e n i o r 

p e t r o l e u m e n g i n e e r i n g a s s o c i a t e r e s p o n s i b l e f o r 

r e g u l a t o r y a f f a i r s i n Colorado and New Mexico. 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h e New Mexico O i l C o n s e r v a t i o n Commission? 

A . Yes, I have. 

Q. I n f a c t , p r e s e n t e d t e s t i m o n y a t t h e 

l a s t a l l o w a b l e h e a r i n g on b e h a l f o f Amoco, d i d 

you n o t ? 

A. That's c o r r e c t . 
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Q. At t h e t i m e of your p r i o r t e s t i m o n y , 

had your c r e d e n t i a l s as a p e t r o l e u m e n g i n e e r been 

a c c e p t e d and made a m a t t e r of r e c o r d ? 

A. Yes, t h e y have. 

Q. Are you f a m i l i a r w i t h t h e New Mexico 

gas p r o r a t i o n i n g system? 

A. Yes, l a m . 

Q. You m o n i t o r t h a t system, i n f a c t , f o r 

Amoco P r o d u c t i o n Company, do you not? 

A. Yes. 

Q. Have you r e v i e w e d t h e p r e l i m i n a r y 

n o m i n a t i o n s f o r t h e p r o r a t e d p o o l s i n t h e San 

Juan Basin? 

A. Yes, I have. 

Q. Are you p r e p a r e d t o make 

recommendations t o t h e Commission c o n c e r n i n g 

a l l o w a b l e s f o r t h e s e p o o l s f o r t h e n e x t p r o r a t i o n 

per iod? 

A. Yes, I am. 

MR. CARR: Are Mr. Hawkins* 

q u a l i f i c a t i o n s a c c e p t a b l e ? 

CHAIRMAN LEMAY: They're a c c e p t e d . 

Q. Mr. Hawkins, would you b r i e f l y s t a t e 

what Amoco seeks w i t h i t s p r e s e n t a t i o n here 

t oday? 
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A. We would l i k e t o make a recommendation 

f o r a d j u s t m e n t s f o r t h e p r o r a t e d p o o l s i n t h e San 

Juan B a s i n and show what t h e impact would be on 

r e s u l t i n g F l and F2 f a c t o r s t o c a l c u l a t e 

a l l o w a b l e s i n t h o s e p o o l s . 

Q. Have you p r e p a r e d an e x h i b i t f o r 

p r e s e n t a t i o n here today? 

A. Yes, I have. 

Q. Would you r e f e r t o what has been marked 

as Amoco E x h i b i t No. 1, i d e n t i f y t h a t , and t h e n 

r e v i e w t h e i n f o r m a t i o n on t h i s e x h i b i t f o r t h e 

Commiss ion? 

A. E x h i b i t 1 i s s i m p l y a s e t of 

c a l c u l a t i o n s s i m i l a r t o what t h e D i v i s i o n 

p u b l i s h e s or has p u b l i s h e d f o r n o t i c e i n t h i s 

h e a r i n g . I t shows s i m i l a r average m o n t h l y s a l e s 

as what were p u b l i s h e d by t h e D i v i s i o n . I t shows 

a recommended a d j u s t m e n t of 2 Bcf per month f o r 

th e B a s i n Dakota P o o l , 3 Bcf per month f o r t h e 

Blanco Mesaverde P o o l , 150 m i l l i o n c u b i c f e e t per 

month f o r t h e Blanco P.C. P o o l , and a hundred 

m i l l i o n c u b i c f e e t per month f o r t h e T a p a c i t o 

Pool . 

These a d j u s t m e n t s a r e i d e n t i c a l t o what 

was approved d u r i n g t h e l a s t a l l o c a t i o n p e r i o d . 
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and we recommend t h a t t h e y be used f o r t h e 

upcoming w i n t e r p e r i o d . 

The reason we're recommending t h a t i s 

s e v e r a l - f o l d : I t appears t h a t l o o k i n g a t our 

p r o d u c t i o n and a l s o f r o m t h e p r e s e n t a t i o n t h a t 

M e r i d i a n made j u s t p r e v i o u s l y , t h e p r o d u c t i o n has 

i n c r e a s e d t h r o u g h t h e s e c o n v e n t i o n a l p o o l s as was 

r e a s o n a b l y e x p e c t e d a t t h e t i m e a t l a s t year or 

l a s t p e r i o d , and t h a t e x p e c t a t i o n was as a r e s u l t 

of i n c r e a s e d p i p e l i n e t r a n s p o r t a t i o n and r e s u l t e d 

l o w e r i n g of system p r e s s u r e s , p i p e l i n e p r e s s u r e s 

and g a t h e r i n g system p r e s s u r e s . 

I t appears t h a t t h e a d j u s t m e n t s t h a t 

we 1 re recommending and what was used l a s t year i s 

r e a s o n a b l e . I t l o o k s l i k e i t w i l l accommodate 

c u r r e n t p r o d u c t i o n l e v e l s and e x p e c t e d p r o d u c t i o n 

l e v e l s t h r o u g h t h i s n e x t p e r i o d . 

We would recommend t h a t t h e D i v i s i o n 

a p p l y those same a d j u s t m e n t s f o r t h e upcoming 

w i n t e r p e r i o d , and we f e e l l i k e t h a t w i l l 

a d e q u a t e l y meet t h e market and e x p e c t e d 

p r o d u c t i o n from t h o s e p o o l s and s h o u l d n o t have 

any s i g n i f i c a n t impact on o v e r - or 

u n d e r p r o d u c t i o n f r o m t h o s e p o o l s . 

Q. Mr. Hawkins, t h e a c t u a l a d j u s t m e n t t h a t 
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Amoco i s recommending i s s e t f o r t h on t h e t h i r d 

l i n e of Amoco E x h i b i t No. 1? 

A. That's c o r r e c t . 

Q. B a s i c a l l y , you were here s i x months ago 

and p r o j e c t e d c e r t a i n i n c r e a s e s i n p r o d u c t i o n i n 

th e San Juan Basin? 

A. That's r i g h t . I t h i n k we showed t h e r e 

would be an i n c r e a s e o f about 550 m i l l i o n c u b i c 

f e e t per day as a r e s u l t o f i n c r e a s e d — or as a 

r e s u l t of d e c r e a s i n g p i p e l i n e p r e s s u r e s and 

i n c r e a s i n g a w e l l ' s a b i l i t y t o produce. T h a t ' s 

a l m o s t a d o u b l i n g of p r o d u c t i o n from t h e low 

p e r i o d , I guess, j u s t p r i o r t o t h e i n p u t o f 

p i p e l i n e e x p a n s i o n . And j u s t based on Amoco's 

o p e r a t e d w e l l s , we've seen a l r e a d y a 50 t o 75 

p e r c e n t i n c r e a s e i n p r o d u c t i o n f r o m those 

c o n v e n t i o n a l p r o r a t e d p o o l s , and are e x p e c t i n g 

t h a t we w i l l j u s t about meet t h a t f u l l hundred 

p e r c e n t i n c r e a s e i n p r o d u c t i o n t h a t we were 

l o o k i n g a t s i x months ago. 

So, I t h i n k t h e s e a d j u s t m e n t s f o r t h e 

p r o r a t i o n s c h e d u l e s w i l l c e r t a i n l y accommodate 

t h a t p r o d u c t i o n and meet t h e market f o r t h a t 

pr oduc t i on. 

Q. I n o t h e r words, i s i t your t e s t i m o n y 
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t h a t t h e s e a d j u s t m e n t s a r e n e c e s s a r y f o r 

o p e r a t o r s i n t h e s e p r o r a t e d p o o l s t o meet t h e 

market demand f o r gas from t h e s e p o o l s d u r i n g t h e 

ne x t p e r i o d ? 

A. Yes, i t i s . 

Q. Do you have a n y t h i n g f u r t h e r t o add t o 

your t e s t i m o n y ? 

A . No . 

Q. Was E x h i b i t 1 p r e p a r e d by you? 

A. Yes. 

MR. CARR: At t h i s t i m e , may i t p l e a s e 

t h e Commission, we would move t h e a d m i s s i o n of 

Amoco E x h i b i t No. 1. 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t 1 i s i n t h e r e c o r d . 

MR. CARR: That compl e t e s my d i r e c t 

e x a m i n a t i o n of Mr. Hawkins. 

CHAIRMAN LEMAY: Thank you. Q u e s t i o n s 

of t h e w i t n e s s ? Commissioner Weiss. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I s t h e r e a d i f f e r e n c e between your F l 

and F2 f a c t o r s and t h e OCD's? 

A. Yes. The F l and F2 f a c t o r s t h a t we've 

c a l c u l a t e d here i n c l u d e t h e a d j u s t m e n t s t h a t 
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we're recommending. I f you l o o k e d a t what t h e 

OCD has s u b m i t t e d , you'd see t h a t t h e F l and F2 

i s q u i t e a b i t lower w i t h o u t t h a t a d j u s t m e n t i n 

i t . 

COMMISSIONER WEISS: Thank you. That 

was my o n l y q u e s t i o n . 

CHAIRMAN LEMAY: Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I n o t i c e some s i m i l a r i t y between your 

proposed a d j u s t m e n t s and M e r i d i a n ' s . I t a k e i t 

t h a t M e r i d i a n and Amoco d i s c u s s e d t h i s and 

co n c l u d e d t h a t t h i s was what you would recommend, 

i s t h a t c o r r e c t ? 

A. W e l l , i n a c t u a l i t y yes, we d i d have a 

d i s c u s s i o n . However, we had con d u c t e d a s e p a r a t e 

a n a l y s i s f r o m them, and when we d i d d i s c u s s what 

was each company g o i n g t o recommend, i t t u r n e d 

out t h a t t h e y were b a s i c a l l y i d e n t i c a l i n t h e 

Dakota and t h e Mesaverde. 

I t h i n k t h e rea s o n f o r t h a t i s t h a t 

we're l o o k i n g a t t h e same a d j u s t m e n t s as what was 

approved by t h e D i v i s i o n f o r t h e l a s t s i x - m o n t h 

p e r i o d . I t h i n k we b o t h agree t h a t p r o d u c t i o n 

has i n c r e a s e d s i g n i f i c a n t l y and t h a t t h e s e 
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a d j u s t m e n t s s h o u l d accommodate e x p e c t e d 

p r o d u c t i o n t h r o u g h o u t t h e w i n t e r p e r i o d . 

Q. Have you d i s c u s s e d t h e s e a d j u s t m e n t s 

w i t h o t h e r San Juan B a s i n p r o d u c e r s , t h e ones 

t h a t a r e n ' t r e p r e s e n t e d here today? 

A. No, I have n o t . I have t a l k e d w i t h 

r e p r e s e n t a t i v e s f r o m P h i l l i p s and u n d e r s t a n d 

t h e y ' r e g o i n g t o make a recommendation v e r y 

s i m i l a r t o t h i s . I t h i n k we a l l r e c o g n i z e t h a t 

t h e r e i s i n c r e a s i n g p r o d u c t i o n f r o m t h e s e 

c o n v e n t i o n a l p o o l s as a r e s u l t of p i p e l i n e 

p r e s s u r e d e c r e a s e s , and i n c r e a s e d t r a n s p o r t a t i o n , 

and I t h i n k a l l we're d o i n g i s recommending t o 

the D i v i s i o n t o accommodate t h e e x p e c t e d 

i n c r e a s e d p r o d u c t i o n and t h e market f o r t h a t 

produc t i o n . 

COMMISSIONER CARLSON: Thank you. 

CHAIRMAN LEMAY: He may be excused. 

L o o k i n g back h e r e , Mr. K e l l a h i n , do you 

want t o proceed? 

MR. KELLAHIN: P r e s e n t a t i o n f o r 

P h i l l i p s . 

KIRK CZIRR 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 
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EXAMINATION 

BY MR. KELLAHIN: 

Q. A l l r i g h t , s i r . Would you p l e a s e s t a t e 

y our name and o c c u p a t i o n ? 

A. Yes. My name i s K i r k C z i r r . I'm t h e 

f i e l d development s u p e r v i s o r f o r P h i l l i p s 

P e t r o l e u m Company i n F a r m i n g t o n , New Mexico. 

Q. Mr. C z i r r , on p r i o r o c c a s i o n s have you 

t e s t i f i e d b e f o r e t h e Commission a t p a s t a l l o w a b l e 

hear i n g s ? 

A. Yes, s i r , I have. 

Q. What s p e c i f i c a l l y have you done w i t h 

r e g a r d s t o t h i s p a r t i c u l a r h e a r i n g t o d a y on 

b e h a l f of your company? 

A. I ' v e l o o k e d a t B a s i n Dakota Pool 

a l l o w a b l e s and am p r e p a r e d t o make 

recommendations f o r a d j u s t m e n t s . 

Q. Your f o c u s of recommendation, t h e n , i s 

on the B a s i n Dakota Pool? 

A. Yes, s i r . 

MR. KELLAHIN: We t e n d e r Mr. C z i r r as 

an e x p e r t w i t n e s s . 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s a r e 

ac cept ab1e. 

Q. Let me d i r e c t your a t t e n t i o n t o what i s 
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marked as P h i l l i p s E x h i b i t No. 1. Are E x h i b i t s 

1, 2 and 3, documents t h a t you've p r e p a r e d ? 

A. Yes, s i r . 

Q. L e t ' s t u r n t o E x h i b i t 1, t h e n . 

I d e n t i f y f o r us how t o read t h e d i s p l a y and t h e n 

l e t ' s t a l k about what c o n c l u s i o n s you've reached 

from t h a t i n f o r m a t i o n . 

A. Okay. A g a i n , s t r i c t l y f o r t h e B a s i n 

Dakota Pool i n t h e San Juan B a s i n , what I ' v e got 

p l o t t e d f r o m January of 1989 t h r o u g h May of 1992, 

whi c h was t h e most r e c e n t a v a i l a b l e d a t a , i s p o o l 

o v e r a l l gas p r o d u c t i o n on a m o n t h l y b a s i s v e r s u s 

s p o t gas p r i c e s , d o l l a r s per MMBTU a t E l Paso 

Blanco hub. 

We've got gas p r i c e shown on t h e l e f t 

v e r t i c a l a x i s and gas p r o d u c t i o n and Bcf a month 

shown on t h e r i g h t v e r t i c a l a x i s . Gas p r i c e i s 

the c u r v e i n r e d . P r o d u c t i o n i s i n b l u e . 

What t h i s i s i n t e n d e d t o show i s t h a t , 

f i r s t of a l l , t h e r e ' s v i r t u a l l y a d i r e c t 

c o r r e l a t i o n between gas p r o d u c t i o n and gas 

p r i c e . I n t h e w i n t e r p e r i o d s , you can l o o k a t 

the g r a p h , and i f gas p r i c e s have been h i g h , 

p r o d u c t i o n i s g o i n g t o be h i g h . I n t h e 

summertime, i f gas p r i c e s a r e low, p r o d u c t i o n i s 
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go i n g t o be 1ow. 

I t a l s o shows t h a t t h e w i n t e r , t h e 

1991-1992 w i n t e r p r o d u c t i o n p e r i o d , w h i c h we're 

comparing o u r s e l v e s a g a i n s t t h i s c u r r e n t 

a l l o w a b l e s e t t i n g , i t shows a b n o r m a l l y low gas 

p r i c e s f o r t h e w i n t e r , and c o r r e s p o n d i n g l y 

a b n o r m a l l y low gas p r o d u c t i o n f o r t h a t same t i m e 

p e r i o d . P a r t of t h a t ' s been due t o o v e r a l l 

d epressed gas p r i c e s n a t i o n a l l y d u r i n g t h a t t i m e 

p e r i o d . L o c a l l y we were s e e i n g e f f e c t s f r o m 

p i p e l i n e c a p a c i t y c o n s t r a i n t s w h i c h f u r t h e r were 

d e p r e s s i n g San Juan B a s i n gas p r i c e s . Those 

c a p a c i t y c o n s t r a i n t s a r e no l o n g e r t h e r e . 

I f you l o o k a t p r o d u c t i o n s i n c e 

F e b r u a r y of 92, y o u ' l l see t h a t i n F e b r u a r y o f 92 

we reached a low p o i n t i n t h e B a s i n Dakota Pool 

w i t h t h e gas p r i c e of a p p r o x i m a t e l y a d o l l a r per 

MMBTU. Gas p r o d u c t i o n was a l i t t l e over s i x and 

a h a l f Bcf per month, and s i n c e t h a t t i m e we've 

seen a s t e a d y and c o n s i s t e n t i n c r e a s e i n gas 

p r i c e s and a c o r r e s p o n d i n g i n c r e a s e i n gas 

pr odue t i o n . 

Q. D e s c r i b e f o r us what P h i l l i p s ' g e n e r a l 

m a r k e t i n g s t r a t e g y i s f o r p r o d u c t i o n o u t of t h i s 

p o o l . 
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A. P h i l l i p s ' s t r a t e g y o ut of t h i s p o o l and 

o t h e r p o o l s w i t h i n t h e B a s i n i s t o produce year 

a r ound, t o t h e b e s t of our a b i l i t y , t o t r y t o 

p r o v i d e a c o n s t a n t and c o n s i s t e n t base l o a d t o 

th e consumer. 

Q. I n your o p i n i o n , s h o u l d we f o r e c a s t 

f u t u r e market demand and t h e r e b y s e t a l l o w a b l e s 

f o r t h i s p o o l based upon the l a s t h i s t o r i c a l 

p r o d u c t i o n f o r t h e p e r i o d of October 91 t h r o u g h 

March of 92? 

A. No. I n g e n e r a l , you can get i n t o 

p roblems w i t h t h a t i n any t i m e p e r i o d , and I 

t h i n k i n p a r t i c u l a r , l o o k i n g a t t h i s t i m e p e r i o d 

t h a t we're e x a m i n i n g now, t h e r e ' s even more 

t h i n g s t o be t a k e n i n t o a ccount r a t h e r t h a n j u s t 

l o o k i n g a t a c t u a l p r o d u c t i o n numbers. 

Q. L e t ' s t u r n now t o E x h i b i t No. 2 and 

have you i d e n t i f y and d e s c r i b e t h a t d i s p l a y . 

A. As we l o o k e d a t on t h e l a s t e x h i b i t , 

p r o d u c t i o n f r o m t h e p o o l has seen some f a i r l y 

l a r g e swings r e l a t i n g t o whatever t h e gas p r i c e 

happened t o be. T r y i n g t o d e t e r m i n e e x a c t l y what 

i s g o i n g on w i t h p r o d u c t i o n , we l o o k e d a t t h e 

a p p r o x i m a t e l y 3,800 a c t i v e B a s i n Dakota w e l l s i n 

the p o o l , i n c l u d i n g m a r g i n a l and n o n m a r g i n a l 
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w e l l s . 

We t r i e d t o compare—we t r i e d t o l o o k 

a t i n d i v i d u a l w e l l s and see i f t h e y were a l l 

p r o d u c i n g c o n s i s t e n t l y t h r o u g h t h e w i n t e r and 

summer p e r i o d s , or i f t h e r e was a s u b s t a n t i a l 

p o r t i o n o f w e l l s where t h e y m i g h t , e s s e n t i a l l y , 

be s h u t t i n g i n i n t h e summer and p r o d u c i n g o n l y 

i n t h e w i n t e r and t h a t c r e a t i n g a swing. 

What we fo u n d was, i f you l o o k a t t h e 

1990-1991 w i n t e r , okay, and compare p r o d u c t i o n t o 

what we saw i n t h e summer of 1991, what you f i n d 

i s t h a t of t h e 3,800 w e l l s , a l m o s t 1,500 of tho s e 

w e l l s were p r o d u c i n g a t a r a t e a t l e a s t t w i c e i n 

th e w i n t e r t i m e v e r s u s i n the summertime. T h e i r 

w i n t e r p r o d u c t i o n volumes were a t l e a s t t w i c e 

what t h e i r summer p r o d u c t i o n volumes were. 

I f we go t o t h e w i n t e r of 91-92 and 

compare p r o d u c t i o n from t h o s e same w e l l s a g a i n 

and compare i t t o summer 1991 p r o d u c t i o n , what we 

f i n d i s t h a t o n l y a l i t t l e over 600 w e l l s had 

w i n t e r t i m e p r o d u c t i o n a t l e a s t double t h e 

summertime p r o d u c t i o n . We d i r e c t l y a t t r i b u t e 

t h a t t o gas p r i c e s . 

I t ' s e v i d e n t from l o o k i n g a t t h i s t h a t 

you have a number of o p e r a t o r s whose m a r k e t i n g 
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s t r a t e g y i s t o c u r t a i l d u r i n g low gas p r i c e 

p e r i o d s and produce d u r i n g t h e h i g h gas p r i c e 

p e r i o d s . D u r i n g t h e w i n t e r 91-92, we had 

r e l a t i v e l y low gases on a h i s t o r i c a l b a s i s 

compared t o p r e v i o u s w i n t e r s , and t h e r e f o r e we 

d i d n ' t see t h e b i g swings i n p r o d u c t i o n . We 

s t i l l had a s u b s t a n t i a l amount of p r o d u c t i o n shut 

i n i n t h e w i n t e r of 9 1 . 

Q . What's your e s t i m a t e of p r i c e f o r t h e 

nex t p r o r a t i o n p e r i o d i n terms of how i t m i g h t 

a f f e c t p r o d u c t i o n f r o m t h i s p r o r a t e d p o o l ? 

A. A g a i n , as we've seen, p r i c e has a 

d i r e c t impact on p r o d u c t i o n . Since F e b r u a r y , 

when we were a t $1 per MMBTU, we're a p p r o x i m a t e l y 

a t $1.85 per MMBTU i n August. F u t u r e s p r i c e s f o r 

November 92 t h r o u g h F e b r u a r y of 93 average $2.06 

per Mcf, so i t ' s our f e e l i n g t h a t gas p r i c e s w i l l 

i n d e e d c o n t i n u e t o i n c r e a s e t h r o u g h t h e w i n t e r 

t i m e p e r i o d and we w i l l see t h e i n c r e a s e i n 

p r o d u c t i o n c o n t i n u e . 

Q. Let me ask you t o t u r n t o E x h i b i t 3 

and, w i t h o u t r e a d i n g your c o n c l u s i o n s , summarize 

f o r us each of t h e p o i n t s t h a t you want t o make 

i n t he p r e s e n t a t i o n . 

A. Okay. 
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Q. We've a l r e a d y a d d ressed t h e f a c t t h a t 

t h e most r e c e n t h i s t o r i c a l p r o d u c t i o n i s n o t a 

t r u e i n d i c a t o r of what w i l l happen t h i s n e x t 

w i n t e r p r o r a t i o n p e r i o d . What i s your e s t i m a t e 

of t h e t r u e d e l i v e r a b i l i t y or t h e c a p a c i t y of 

t h i s p o o l t o produce gas? 

A. I f you l o o k over t h e l a s t s i x y e a r s , 

i n c l u d i n g t h e l a s t year or two when w i n t e r t i m e 

p r o d u c t i o n was r e l a t i v e l y low by h i s t o r i c a l 

s t a n d a r d s , i f you l o o k a t t h e l a s t s i x y e a r s , 

average p r o d u c t i o n , when gas p r i c e s have been 

h i g h , has been i n excess o f 10 Bcf per month and 

we t h i n k t h a t t h a t ' s a r e a l i s t i c d e l i v e r a b i l i t y 

f o r t h e poo 1. 

When we l o o k a t what k i n d o f a l l o w a b l e s 

are needed i n o r d e r t o o b t a i n t h e 10 Bcf per 

month, we see t h a t we need about somewhere i n t h e 

v i c i n i t y of a 4 Bcf a l l o w a b l e f o r n o n m a r g i n a l 

w e l l s . 

Q. And t h a t i s n o t t h e l e v e l o f r e q u e s t 

t h a t y o u ' r e making a t t h i s p o i n t ? 

A. I'm s a y i n g we need a l l o w a b l e s of 

a p p r o x i m a t e l y 4 Bcf f o r n o n m a r g i n a l w e l l s , n o t 

n e c e s s a r i l y an a d j u s t m e n t . The a d j u s t m e n t t h a t 

we would be r e q u e s t i n g i s a p p r o x i m a t e l y a 1.8 Bcf 
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a d j u s t m e n t . I f you l o o k on E x h i b i t 3--

Q. You can go back t o E x h i b i t No. 2, i f 

you want t o l o o k a t t h e spr e a d sheet and f i n d , I 

t h i n k , i t ' s t h e t h i r d e n t r y down? 

A. Yes. 

Q. A l l r i g h t . L e t ' s t a l k about t h a t . 

A. I f we l o o k a t t h e s p r e a d s h e e t t h a t I 

p r e p a r e d h e r e , i t shows t h e OCD's proposed 

a l l o w a b l e f o r t h e October 92 t h r o u g h March 93 

p e r i o d , and t h e e f f e c t on th o s e numbers on 

a l l o w a b l e s f o r d i f f e r e n t d e l i v e r a b i l i t y w e l l s , 

d i f f e r e n t d e l i v e r a b i l i t y GPUs. 

I n t h e n e x t column o v e r , we have f o r 

compa r i s o n t h e c u r r e n t a l l o w a b l e s t h a t e x i s t f o r 

A p r i l 92 t h r o u g h September 92, and t h e f a r t h e s t 

r i g h t column over r e p r e s e n t s P h i l l i p s ' p roposed 

a l l o w a b l e . 

I f you work down t h e sp r e a d s h e e t f o r 

d i f f e r e n t de 1 i v e r a b i 1 i t i e s , I have here a 200 Mcf 

a day case, 490, 750 and 1 m i l l i o n c u b i c f e e t a 

day case. What you f i n d i s t h a t w i t h t h e 

P h i l l i p s ' proposed a l l o w a b l e , t o t a l n o n m a r g i n a l 

p o o l a l l o w a b l e o f 3.9 Bcf per month, you s t i l l 

have c u r t a i l m e n t f o r w e l l s t h a t are p r o d u c i n g 

s u b s t a n t i a l l y g r e a t e r t h a n t h e average 

RODRIGUEZ-VESTAL REPORTING 
(505 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

19 

20 

2 1 

2 2 

2 3 

24 

2 5 

102 

d e l i v e r a b i l i t y o f t h e average n o n m a r g i n a l w e l l , 

w h i c h i s about 518 Mcf a day. 

Q. Do you see any p o t e n t i a l t o i m p a i r 

c o r r e l a t i v e r i g h t s of any o f t h e o p e r a t o r s or 

peo p l e e n t i t l e d t o share i n p r o d u c t i o n i n t h e 

p o o l i f t h e a l l o w a b l e l e v e l i s approved, as you 

propose i t ? 

A. P h i l l i p s does n o t f e e l t h a t 

r e s e r v o i r - r e 1 a t e d c o r r e l a t i v e r i g h t s a r e o f an 

i s s u e i n t h e B a s i n Dakota P o o l . A g a i n , i f you 

l o o k a t t h e o p e r a t i n g p r a c t i c e s of many o p e r a t o r s 

w i t h i n t h e p o o l , where t h e y a r e c u r t a i l i n g 

p r o d u c t i o n d u r i n g low p r i c e p e r i o d s and p r o d u c i n g 

o n l y d u r i n g h i g h p r i c e p e r i o d s , t h a t y i e l d s an 

o v e r a l l lower a n n u a l p r o d u c t i o n . And t h e y would 

no t be d o i n g t h a t i f t h e y were w o r r i e d about 

r e s e r v o i r - r e 1 a t e d d r a i n a g e i s s u e s . 

Q. I n your o p i n i o n , i s t h e r e a demand f o r 

th e p r o d u c t i o n o f gas a t t h e a l l o w a b l e l e v e l 

y o u ' r e p r o p o s i n g ? Can you market and s e l l t h i s 

gas ? 

A. Yes, s i r , we can market a l l of our gas. 

And I t h i n k t h e demand i s a l s o e v i d e n c e d by t h e 

f a c t t h a t gas p r i c e s a r e i n c r e a s i n g . I f t h e 

demand was n o t t h e r e , I don't b e l i e v e gas p r i c e s 
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w o uld be i n c r e a s i n g . 

Q. Do you concur w i t h t h e c o n c l u s i o n s 

reached by Mr. F r a s e r and Mr. Hawkins t h a t i n 

r e c e n t p a s t , t h e f a c t t h a t w e l l s were n o t 

p r o d u c i n g t h e i r e n t i r e a l l o w a b l e may be 

a t t r i b u t e d n o t o n l y t o p r i c e b u t t o p i p e l i n e 

c a p a c i t y c o n s t r a i n t s ? 

A. I t can be a t t r i b u t a b l e t o a wide number 

of t h i n g s , l i k e you s a i d , p i p e l i n e c a p a c i t y , 

w h i c h a g a i n a f f e c t s p r i c e . Every o p e r a t o r has 

h i s own m a r k e t i n g s t r a t e g y and h i s own t h r e s h o l d , 

as f a r as when he produces a l l t h a t he can v e r s u s 

when he produces o n l y a s m a l l f r a c t i o n o f t h a t . 

Q. I n summary, your c o n c l u s i o n i s t o 

recommend an a d j u s t m e n t i n t h e B a s i n Dakota t h a t 

i s c o n s i s t e n t w i t h t h e a d j u s t m e n t made by t h e 

Commission f o r t h e c u r r e n t p r o r a t i o n p e r i o d we're 

now i n , w h i c h was i n t h e range o f 1.8, I guess, 

t o 2 ? 

A. I t was--yes. That a c t u a l l y g i v e s you 

s l i g h t l y h i g h e r F l and F2 f a c t o r s t h a n what we 

have i n t h e c u r r e n t p e r i o d . A g a i n , I t h i n k 

t h a t ' s j u s t i f i e d by t h e f a c t t h a t we a r e g o i n g 

i n t o t h e w i n t e r season and w i l l e x p e c t even 

h i g h e r gas p r i c e s , h i g h e r demand f o r gas and 
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h i g h e r p r o d u c t i o n l e v e l s . 

The o n l y o t h e r t h i n g I would l i k e t o 

add i s t h a t we d i d r e c e i v e a l a r g e a d j u s t m e n t i n 

a l l o w a b l e s f o r t h e summer 1992 p e r i o d t h a t 

a l l o w e d some o p e r a t o r s t o e c o n o m i c a l l y j u s t i f y 

development d r i l l i n g programs w h i c h were b a d l y 

needed, w e l l w o r kover programs, e t c e t e r a . 

P h i l l i p s t h e m s e l v e s , we've n o t d r i l l e d any w e l l s 

y e t . We're s t i l l t r y i n g t o get f u n d i n g f o r them, 

but m a i n t a i n i n g t h e h i g h a l l o w a b l e s i s key 

towa r d s c o n t i n u i n g t o promote a c t i v i t y i n t h e 

B a s i n and g i v e o p e r a t o r s some s e c u r i t y t h a t i f 

t h e y make i n v e s t m e n t d e c i s i o n s t o d a y , based on 

h i g h a l l o w a b l e s , t h e r e w i l l s t i l l be s u f f i c i e n t 

a l l o w a b l e i n t h e f u t u r e t o r e c e i v e t h e pay back 

on t h o s e i n v e s t m e n t s . 

Q. W i l l a l l o w a b l e s f o r t h i s p o o l , a t t h e 

l e v e l you r e q u e s t , p r o v i d e t h a t economic 

o p p o r t u n i t y f o r a d d i t i o n a l w o r k o v e r s , c o m p r e s s i o n 

and d r i l l i n g i n t h e p o o l ? 

A. Yes, s i r , t h e y w i l l . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. C z i r r . We move t h e 

i n t r o d u c t i o n of h i s E x h i b i t s 1 t h r o u g h 3. 

CHAIRMAN LEMAY: Those e x h i b i t s w i l l be 
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a d m i t t e d i n t o t h e r e c o r d w i t h o u t o b j e c t i o n . 

Q u e s t i o n s of Mr. C z i r r ? 

MR. STOVALL: One, Mr. Chairman. 

EXAMINATION 

BY MR. STOVALL: 

Q. L o o k i n g a t your E x h i b i t No. 1, am I 

s e e i n g c o r r e c t l y t h a t i t appears t h a t a c t u a l l y 

p r o d u c t i o n i n c r e a s e s preceded p r i c e i n c r e a s e s , 

k i n d of as a t r e n d ? I f you l o o k a t a l l t h e 

upward l i n e s and t h e y f o l l o w p r i c e d e c r e a s e s , 

w h i c h you mi g h t e x p e c t , b u t I t h i n k you woul d , am 

I s e e i n g i t c o r r e c t l y ? I t l o o k s l i k e t h e y ' r e 

about a month or month and a h a l f ahead o f a c t u a l 

p r i c e , j u s t l o o k i n g a t t h e d i r e c t i o n where t h e 

l i n e t u r n s and s t a r t s up? 

A. I n some cases. I f you l o o k a t t h e most 

r e c e n t i n f o r m a t i o n t h a t we've g o t , w h i c h would be 

F e b r u a r y o f 92, gas p r o d u c t i o n was low i n 

F e b r u a r y of 92 and e v i d e n t l y n o t p r e d i c t i n g 

h i g h e r p r i c e s . That would f o l l o w . I n some y e a r s 

t h a t has happened. 

Q. I s t h a t i n a n t i c i p a t i o n t h a t p r i c e s 

w i l l be h i g h e r , so s t a r t g e t t i n g i n and get your 

market share? 

A . I t c o u l d be. 
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MR. STOVALL: Okay. I was j u s t 

c u r i o u s . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

of t h e w i t n e s s ? 

Commissioner Weiss? 

COMMISSIONER WEISS: J u s t one. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. What's a GPU? 

A. Gas p r o r a t i o n u n i t . 

COMMISSIONER WEISS: Thank you. Tha t ' s 

t h e o n l y q u e s t i o n I'm m i s s i n g . 

CHAIRMAN LEMAY: Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. On your E x h i b i t 1, E l Paso N a t u r a l Gas 

p r i c e s , you say t h a t ' s a spot p r i c e ? 

A. H i s t o r i c a l s p o t p r i c e , yes. 

Q. P u b l i s h e d by whom? I s t h a t i n s i d e FERC 

Gas D a i l y ? 

A. To t e l l you t h e t r u t h , I c a n ' t answer 

you. I got t h a t f r o m our m a r k e t i n g p e o p l e i n 

Houston f o r what t h e h i s t o r i c a l s p o t p r i c e s were. 

Q. L o o k i n g a t your E x h i b i t 1, i s t h e r e any 

i n d i c a t i o n a t a l l t h a t p a s t p r o r a t i o n by t h i s 
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Commission has had any e f f e c t on t h e p r o d u c t i o n 

1 i n e t h e r e ? 

A. O b v i o u s l y i t a f f e c t s , when you l o o k a t 

t h i s p o o l i n p a r t i c u l a r , o b v i o u s l y i t a f f e c t s 

p r o d u c t i o n from some w e l l s . We c e r t a i n l y have 

n o n m a r g i n a l w e l l s t h a t are c u r t a i l e d due t o 

p r o r a t i o n . I n f a c t , we s t i l l have some 

n o n m a r g i n a l w e l l s s h u t i n because we went t h e 12 

t i m e s o v e r p r o d u c e d . 

The r e l a t i v e l y s m a l l number of 

n o n m a r g i n a l w e l l s w i t h i n t h e p o o l and t h e n t h e 

r e l a t i v e l y s m a l l number of n o n m a r g i n a l w e l l s t h a t 

produces s u f f i c i e n t volume t o have an a l l o w a b l e 

p r o b l e m , t h a t t u r n s o ut t o be a s m a l l p e r c e n t a g e 

of t h e o v e r a l l p o o l , so you p r o b a b l y don't see i t 

on t h e graph i t s e l f . 

Q. How many n o n m a r g i n a l w e l l s do you have 

sh u t i n now because o f o v e r p r o d u c t i o n ? 

A. E i g h t , I b e l i e v e . 

Q. E i g h t ? 

A. I b e l i e v e , and t h e y were shut i n about 

e i g h t months ago. 

Q. On your E x h i b i t No. 2, you say t h e 

upcoming a l l o w a b l e p e r i o d average n o n m a r g i n a l 

d e l i v e r a b i l i t y i s 518 Mcf per day. How d i d you 
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a r r i v e a t t h a t number? 

A. That j u s t comes from t h e OCD m a i l i n g s 

where t h e y t a k e t h e acreage t i m e s t h e 

d e l i v e r a b i l i t y number and d i v i d e t h a t by t h e 

t o t a l number of n o n m a r g i n a l a c r e f a c t o r s . 

Q. And, a c c o r d i n g t o your c a l c u l a t i o n s f o r 

your recommendations, I guess t h e break-even l i n e 

where p r o r a t i o n i n g would have any e f f e c t would be 

at 590, i s t h a t c o r r e c t ? 

A. Yes, and I t h i n k t h e pe o p l e b e f o r e me 

t h a t have asked f o r a s l i g h t l y h i g h e r a d j u s t m e n t , 

2 Bcf a d j u s t m e n t compared t o our 1.8 Bcf 

a d j u s t m e n t , I t h i n k t h a t r a i s e s them up t o about 

650 or so m e t h i n g l i k e t h a t , i n t h a t g e n e r a l 

b a l l p a r k . 

Q . 650? 

A. Yes. 

Q. I guess i t 1 s - - f o r t h e B a s i n Dakota i t ' s 

229.86 n o n m a r g i n a l acreage f a c t o r s ? 

A. Yes, s i r . 

Q. Do you know how many o f tho s e would be 

p r o d u c i n g above t h e 590? 

A. No, I would n o t . 

Q. Do you have any idea? 

A. No, s i r . 
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Q. So I assume you a l s o have no i d e a as 

f a r as t h e 650 t h a t M e r i d i a n and Amoco would 

l i k e ? 

A. R i g h t . 

MR. STOVALL: Commissioner C a r l s o n , i f 

I c o u l d h e l p w i t h t h a t , t h e b u l k of t h o s e w i l l 

have produced above t h a t l e v e l k i n d of on an 

average. That's how t h e y s t a y n o n m a r g i n a l . 

T h a t ' s based upon a c t u a l p r o d u c t i o n and n o t any 

s o r t of d e l i v e r a b i l i t y t e s t , so p r o b a b l y most of 

them a re p r o d u c i n g a t or above t h a t c u t o f f l e v e l 

t h a t he's i d e n t i f i e d . 

COMMISSIONER CARLSON: Above t h e 518, 

tho u g h , w h i c h i s t h e c u r r e n t l e v e l ? 

MR. STOVALL: I don't know i f t h a t ' s 

what i t i s . I ' l l a c c e p t h i s c u r r e n t a n a l y s i s . 

COMMISSIONER CARLSON: There may be a 

s u b s t a n t i a l number of tho s e between 518 and 590, 

f o r example? 

MR. STOVALL: C o r r e c t . Yeah. They 

c o u l d be r i g h t a t t h a t l e v e l . They j u s t have t o 

produce a n o n m a r g i n a l a l l o w a b l e a t some p o i n t t o 

s t a y n o n m a r g i n a l . 

Q. One f i n a l q u e s t i o n . You're 

recommending l e s s a d j u s t m e n t s t h a n M e r i d i a n or 
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Amoco. Would you have any pr o b l e m w i t h t h e i r 

recommended a d j u s t m e n t s ? 

A. No, s i r . I n f a c t , I t h i n k as d i s c u s s e d 

i n e a r l i e r t e s t i m o n y , we, i n f a c t , t a l k e d about 

t h i s whole i s s u e . P h i l l i p s has t a l k e d w i t h 

Amoco, w i t h M e r i d i a n and w i t h U n o c a l , and we're 

c o m f o r t a b l e w i t h t h e i r numbers. I'm n o t su r e 

t h a t t h e r e i s a number t h a t s t i c k s o ut as b e i n g , 

you know, t h e a b s o l u t e and o n l y a p p r o p r i a t e 

number. 

COMMISSIONER CARLSON: I u n d e r s t a n d . 

Thank you. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

EXAMINATION 

BY MR. CAMP: 

Q. I f I can j u s t ask i t from here? As a 

f o l l o w - u p t o Commissioner C a r l s o n ' s q u e s t i o n , you 

s a i d t h e r e were e i g h t w e l l s s hut i n by P h i l l i p s 

because of o v e r p r o d u c t i o n . I s t h a t p u r s u a n t t o 

an o r d e r of t h e D i v i s i o n or i s i t because of 

i n t e r n a l reasons of P h i l l i p s ? 

A. W e l l , t h e y ' r e s h u t i n because we 

exceeded 12 t i m e s over our a l l o w a b l e and 

r e c o g n i z e d t h a t on one of t h e OCD p r o r a t i o n 

s c h e d u l e m a i l i n g s , I guess a year ago or sometime 
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back, and so we t o o k t h e a c t i o n v o l u n t a r i l y . 

MR. CAMP: Thank you. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

The w i t n e s s may be excused. Thank you. Unocal? 

MR. CARR: Mr. Chairman, Unocal would 

l i k e t o make a b r i e f s t a t e m e n t c o n c e r n i n g t h e 

a l l o w a b l e s i n t h e San Juan B a s i n , and t h a t may be 

th e l a s t m a t t e r t h a t r e l a t e s t o t h e San Juan 

B a s i n . 

CHAIRMAN LEMAY: Let me ask you, Mr. 

Camp, do you have any w i t n e s s e s ? 

MR. CAMP: I do have a w i t n e s s . 

CHAIRMAN LEMAY: L e t ' s have t h a t 

t e s t i m o n y and t h e n w e ' l l t a k e t h e s t a t e m e n t . 

I s t h i s g o i n g t o be t h e l a s t t e s t i m o n y 

on t h e San Juan Basin? W e ' l l a c c e p t s t a t e m e n t s 

a f t e r w a r d s . 

MR. CAMP: Thank you, Mr. Chairman, 

Commissioners. 

VICTOR T. LYON 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CAMP: 

Q. Mr. Lyon, w o u l d you s t a t e your name f o r 
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t h e r e c o r d ? 

A. V i c t o r T. L y o n . 

Q. Mr. L y o n , a r e y o u t h e p r e v i o u s c h i e f 

e n g i n e e r o f t h i s D i v i s i o n and a p e t r o l e u m 

e n g i n e e r ? 

A. Yes, I am. 

Q . Have y o u p r e v i o u s l y h a d y o u r 

c r e d e n t i a l s a c c e p t e d as a p e t r o l e u m e n g i n e e r and 

as an e x p e r t on t h e p r o r a t i o n i n g s y s t e m o f New 

M e x i c o i n t h i s D i v i s i o n ? 

A. Yes, I h a v e . 

MR. CAMP: I t e n d e r Mr. L y o n as an 

e x p e r t i n t h e p r o r a t i o n i n g s y s t e m . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

Q. Who a r e y o u a p p e a r i n g on b e h a l f o f 

t o d a y ? 

A. Gas Company o f New M e x i c o . 

Q. Does Gas Company o f New M e x i c o have a 

p o s i t i o n on t h e recommended a l l o w a b l e s o f t h e 

D i v i s i o n ? 

A. Yes, i t d o e s . 

Q. What i s i t s p o s i t i o n ? 

A. Gas Company f e e l s t h a t t h e p r o p o s e d 

a l l o w a b l e s as p u b l i s h e d by t h e OCD a r e v e r y much 
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i n l i n e w i t h t h e demand, as t h e y see i t . They 

f e e l t h a t demand i s a p p r o x i m a t e l y f l a t w i t h l a s t 

y e a r , and recommend s t r o n g l y t h a t t h e OCD use 

t h e i r p roposed f a c t o r s as t h e f a c t o r s i n t h e 

p r o r a t i o n s c h e d u l e . 

Q. Has Gas Company s u b m i t t e d i t s 

n o m i n a t i o n s f o r t h i s n e x t s i x - m o n t h a l l o w a b l e 

p e r i o d ? 

A. Yes. We were a l i t t l e b i t l a t e , b u t we 

t u r n e d them i n . 

Q. Are tho s e n o m i n a t i o n s b a s i c a l l y f l a t 

w i t h t h e p r e v i o u s s i x - m o n t h a l l o w a b l e p e r i o d f o r 

th e p r e v i o u s year? 

A. Yes, t h e y a r e . 

Q. What o t h e r b a s i s does GCNM have f o r 

recommending t h a t t h i s Commission a c c e p t t h e 

proposed a l l o w a b l e s ? B e f o r e you g e t i n t o t h a t , I 

guess so t h a t t h i s Commission u n d e r s t a n d s , w h i c h 

p o o l s are of co n c e r n t o Gas Company of New 

Mex i co ? 

A. Gas Company i s concerned o n l y w i t h t h e 

p r o r a t e d p o o l s i n San Juan B a s i n , w h i c h i s t h e 

B a s i n Dakota, Blanco Mesaverde, South Blanco 

P i c t u r e d C l i f f s and t h e T a p a c i t o P i c t u r e d C l i f f s . 

Q. Thank you. I i n t e r r u p t e d you. You may 
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go on . 

A. I would l i k e t o have been a b l e t o 

a n a l y z e and e v a l u a t e d a t a as t o t h e p e r f o r m a n c e 

of t h e p o o l s under t h e a l l o w a b l e s w h i c h have been 

i s s u e d . I have n o t - - I ' v e l o o k e d a t a l l t h e d a t a 

t h a t has been made a v a i l a b l e t o me, but t h e r e 

j u s t i s not enough d a t a t o e v a l u a t e . 

One o f t h e t h i n g s t h a t Gas Company i s 

concerned about i s t h e impact of t h e c o a l bed 

methane gas as i t might a f f e c t t h e market f o r t h e 

c o n v e n t i o n a l gas and, more s p e c i f i c a l l y , t h e 

p r o r a t e d c o n v e n t i o n a l gas. 

I t h i n k Mr. M e r r e t t p o i n t e d out t h a t 

gas p r o d u c t i o n f r o m t h e s t a t e , due t o t h e 

i n c r e a s e d p i p e l i n e c a p a c i t y , has i n c r e a s e d , b u t I 

b e l i e v e he s a i d t h a t most of t h a t i n c r e a s e has 

been t a k e n up by t h e c o a l bed methane. And he 

a l s o p o i n t e d out t h a t t h e p r o d u c t i o n f o r t h e 

f i r s t p a r t of t h e year i s a t y p i c a l due t o some of 

the s i t u a t i o n i n r e g a r d t o gas s t o r a g e , 

pr imar i 1 y . 

But I t h i n k t h i s would g i v e me c o n c e r n , 

t h a t g i v e s Gas Company c o n c e r n , t h a t t h e r e 

a c t u a l l y i s g o i n g t o be t h a t much more demand f o r 

c o n v e n t i o n a l gas out of t h e B a s i n . 
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Q. You a l s o h e a r d Mr. M e r r e t t 1 s t e s t i m o n y 

t h a t demand f o r t h i s y e a r ' s gas appears t o be 

r u n n i n g a t a p p r o x i m a t e l y 10 p e r c e n t h i g h e r . Have 

you r e v i e w e d t h e OCD i n f o r m a t i o n on t h e 

comparison of m o n t h l y average p o o l a l l o w a b l e s 

v e r s u s a c t u a l s a l e s ? 

A. I f y o u ' r e t a l k i n g about t h e t a b u l a t i o n 

t h a t showed p r o d u c t i o n and a l l o w a b l e s f o r t h e 

p r e v i o u s t h r e e p r o r a t i o n p e r i o d s or a l l o c a t i o n 

p e r i o d s f o r t h e w i n t e r months, yes, I ' v e l o o k e d 

a t t h a t . 

Q. N o t w i t h s t a n d i n g t h i s h i g h e r demand, 

does i t appear t h a t a c t u a l p r o d u c t i o n was s t i l l 

l e s s t h a n t h e s a i d a l l o w a b l e s ? 

A. W e l l , my o b s e r v a t i o n , l o o k i n g a t t h i s 

d a t a , i s t h a t i n t h e p r e v i o u s two a l l o c a t i o n 

p e r i o d s t h e r e were a d j u s t m e n t s made a t t h e 

r e q u e s t o f t h e p r o d u c e r s , and i n a l l t h o s e 

s i t u a t i o n s , t h e p o o l was un d e r p r o d u c e d by 

somewhere near t h e amount of a d j u s t m e n t . 

Q. So i s i t y o u r o p i n i o n t h a t i f Amoco, 

P h i l l i p s , t hese o t h e r f o l k s are r i g h t t h a t demand 

i s a c t u a l l y h i g h e r , t h a t t h e a l l o w a b l e s , 

n o n e t h e l e s s , w i l l be s u f f i c i e n t l y h i g h t o absorb 

any i n c r e a s e i n demand, t h a t t h e r e w i l l s t i l l be 

RODRIGUEZ-VESTAL REPORTING 
( 505 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

2 5 

116 

s u f f i c i e n t s u p p l y ? 

A. I t ' s my o b s e r v a t i o n t h a t p r o d u c e r s w i l l 

a l m o s t i n v a r i a b l y o v e r n o m i n a t e , and I have doub t s 

p e r s o n a l l y t h a t t h a t demand w i l l i n c r e a s e t h a t 

much, i f any. 

MR. CAMP: That c o n c l u d e s our 

p r e s e n t a t i o n . 

CHAIRMAN LEMAY: Thank you. Q u e s t i o n s 

of t he w i t n e s s ? Mr. S t o v a l l ? 

EXAMINATION 

BY MR. STOVALL: 

Q. My f i r s t q u e s t i o n , Mr. Lyon, does Gas 

Company own p r o d u c t i o n i n t h e s e p r o r a t e d p o o l s 

and have c o r r e l a t i v e r i g h t s w h i c h i t i s concerned 

may be a f f e c t e d ? 

A. No. Gas Company, t o my knowledge, i s 

th e o n l y t r a n s p o r t e r who i s s t i l l a p u r c h a s e r i n 

New Mexico. 

Q. And i t i s p u r c h a s i n g gas from t h e 

p r o r a t e d p o o l s , i s t h a t c o r r e c t ? 

A. Yes, i t i s . 

Q. I t s c o n c e r n , t h e n , i s as a p u r c h a s e r o f 

the gas, not as a p r o d u c e r of t h e gas whose 

c o r r e l a t i v e r i g h t s c o u l d be i m p a i r e d by a l l o w i n g 

what you would c o n s i d e r an excess a l l o w a b l e , i s 
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t h a t c o r r e c t ? 

A. W e l l , I t h i n k t h a t t h i s h e a r i n g i s t o 

t r y t o d e t e r m i n e t h e market demand f o r gas. I f a 

pu r c h a s e r of gas doesn't have some i d e a o f t h e 

market demand, I don't know who would . 

Q. What i s GCNM's market f o r i t s gas? 

A. M o s t l y i t ' s d o m e s t i c . 

Q. "Domestic," meaning? 

A. W i t h i n t h e S t a t e of New Mexico. 

Q. One of our 50 i s m i s s i n g ? I t keeps i t s 

gas here? 

A. Yes, and i t does e x p o r t some gas, t o o . 

Q. Does Gas Company u s e - - t h e r e has been a 

l o t of d i s c u s s i o n about t h e expanded 

t r a n s p o r t a t i o n systems. Does Gas Company use 

tho s e a t a l l ? I s t h e r e any impact d i r e c t l y on 

the r e l a t i o n s h i p between Gas Company's b u s i n e s s 

and t h o s e — 

A. I c a n ' t g i v e you a d e f i n i t e answer on 

t h a t . I t i s my i m p r e s s i o n , t a l k i n g t o Gas 

Company p e r s o n n e l , t h a t a good b i t of t h e i r gas 

does go i n t o t h e expanded f a c i l i t y , b u t I'm n o t 

t h a t f a m i l i a r w i t h t h e i r system. 

MR. CAMP: I f i t would h e l p you out a t 

a l l , Bob, everybody keeps on t a l k i n g about t h i s 
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E l Paso. We're one of t h e p a r t n e r s i n t h e Blanco 

hub, so we are p a r t of t h o s e expanded 

f a c i l i t i e s . 

MR. STOVALL: Okay. I t h i n k t h a t 

answers t h a t . 

Q. N o m i n a t i o n s t h a t t h e Gas Company has 

s u b m i t t e d , a re t h e y based upon i t s a n t i c i p a t e d 

s a l e s p r i m a r i l y i n New Mexico o f gas i n 

purchases? Resale? I s t h a t where i t came up 

w i t h t h e number? 

A. Yes. 

Q. How d i d i t come up w i t h t h e number? 

A. I t came up e s s e n t i a l l y w i t h t h e same 

n o m i n a t i o n s t h e y made l a s t year and t h e volumes 

t h a t t h e y r e c e i v e d l a s t year were adequate, and 

t h e y t h i n k t h a t t h e same volumes would be 

adequate f o r t h i s coming w i n t e r . 

Q. I f a l l o w a b l e s or a d j u s t m e n t s t o t h e 

a l l o w a b l e s were made as r e q u e s t e d by t h e o t h e r 

p a r t i e s here f o r t h e N o r t h w e s t , what adverse 

impact would t h a t have on Gas Company of New 

Mexico so l o n g as i t ' s a b l e t o meet i t s demand 

f o r gas ? 

A. W e l l , b e s i d e s p o s s i b l e c o n t r a c t 

p r o b l e m s , i f you s e t a l l o w a b l e s h i g h e r t h a n 
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demand, i t i s , i n e f f e c t , a p a r t i a l 

d e - p r o r a t i o n . And a d d r e s s i n g t h e p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s , t h e p r e v e n t i o n of waste or 

wh a t e v e r , as you move t o w a r d h i g h e r and h i g h e r 

n o m i n a t i o n s or h i g h e r a l l o w a b l e s t h a n your a c t u a l 

demand, you are moving t o w a r d d e - p r o r a t i o n w h i c h 

i s , I t h i n k , n o t e n t i r e l y i n harmony w i t h t h e 

s t a t u t e w h i c h r e q u i r e s t h i s Commission t o s e t 

a l l o w a b l e s a t market demand. 

Q. Speaking s p e c i f i c a l l y t o Gas Company of 

New Mexico, t h o u g h , does t h a t i m p a i r Gas 

Company's b u s i n e s s ? You s t a t e d t h e y have no 

p r o d u c t i o n and t h e y ' r e r e a l l y a p p r o a c h i n g t h i s as 

a p u r c h a s e r ? 

A. That's r i g h t . 

Q. So t h e c o r r e l a t i v e r i g h t s i s s u e i s more 

of a p h i l o s o p h i c a l one t h a t y o u ' r e e x p r e s s i n g on 

b e h a l f of t h e company, i s t h a t c o r r e c t ? 

A. I t h i n k i n r e g a r d t o whether p r o r a t i o n 

i s i n t h e p u b l i c i n t e r e s t , Gas Company b e l i e v e s 

t h a t gas p r o r a t i o n i n g does p r o v i d e a b e n e f i t t o 

the p r o d u c e r s and t o t h e S t a t e and t o a l l t h e 

p a r t i e s i n v o l v e d , and t o t h e e x t e n t t h a t t h e 

system o p e r a t e s as e f f i c i e n t l y as p o s s i b l e , I 

t h i n k Gas Company i s im p a c t e d . 
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CHAIRMAN LEMAY: I s t h a t a l l , Mr. 

S t o v a l 1? 

MR. STOVALL: I t h i n k t h a t ' s i t . 

CHAIRMAN LEMAY: I t h i n k we can g e t 

i n t o s u b j e c t s n o t germane t o t h e h e a r i n g i f we 

keep g o i n g a l o n g t h i s l i n e . Any o t h e r q u e s t i o n s 

of t h e w i t n e s s ? 

Yes, s i r , Mr. Camp. 

MR. CAMP: Gas Company w i l l have a 

s h o r t s t a t e m e n t a t t h e v e r y end. 

CHAIRMAN LEMAY: F i n e . A d d i t i o n a l 

q u e s t i o n s ? 

MR. KELLAHIN: May we c o n f e r f o r j u s t a 

min u t e ? 

CHAIRMAN LEMAY: W e ' l l t a k e some 

q u e s t i o n s here from t h e Commission, w h i l e y o u ' r e 

c o n f e r r i n g . 

Commissioner Weiss? 

COMMISSIONER WEISS: I have no 

ques t i o n s . 

CHAIRMAN LEMAY: Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. How much gas does Gas Company buy o u t 

of t h e San Juan B a s i n d a i l y ? 
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A. I don't have t h a t f i g u r e . They have 

n o m i n a t i o n s f o r t h e p r o r a t e d p o o l s , b ut as f a r as 

t h e n o n p r o r a t e d p o o l s , I don't have t h a t d a t a . 

Q. Do we have c o p i e s of t h o s e n o m i n a t i o n s ? 

A. Mr. Van Ryan has them. I don't know i f 

he's made c o p i e s f o r t h e Commission. 

MR. STOVALL: We've j u s t r e c e i v e d them, 

Mr. C a r l s o n , i f you would l i k e t o l o o k a t them. 

We haven't had a chance t o a n a l y z e them or come 

up w i t h any s p e c i f i c numbers, but t h e r e t h e y 

are . 

I would recommend t h a t Gas Company make 

th o s e an e x h i b i t , t o g e t them i n t h e o f f i c i a l 

r e c o r d . And we would have no o b j e c t i o n t o t h e i r 

e n t r y . 

MR. CAMP: W e ' l l so move, t h e n . I 

would have made c o p i e s b u t we j u s t r e c e i v e d them 

t h i s morn i ng. 

Q. (BY COMMISSIONER CARLSON) A c c o r d i n g t o 

thes e numbers, as I u n d e r s t a n d t h i s , Gas Company 

i s n o m i n a t i n g 3.8 m i l l i o n Mcf per month out o f 

th e B a s i n Dakota and S u n t e r a i s n o m i n a t i n g , I 

guess, 3.9 out of t h i s same p o o l , i s t h a t 

c o r r e c t ? 

A. No. I b e l i e v e t h a t ' s f o r t h e s i x - m o n t h 
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p e r i o d . 

Q. That's t o t a l f o r t h e s i x months? 

A . Yes. 

Q. Oh, I see. That makes a l i t t l e b i t 

more sense t h e n . Do you know how much c o a l seam 

gas Gas Company i s p u r c h a s i n g ? 

A. No, I d o n ' t . 

Q. Are t h e y p u r c h a s i n g any, do you know? 

A. I don't know. 

MR. CAMP: Very l i t t l e . 

COMMISSIONER CARLSON: I guess I have 

no o t h e r q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: No q u e s t i o n - . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

MR. KELLAHIN: J u s t a few f o r 

c l a r i f i c a t i o n , Mr. Chairman. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. I n t h e B a s i n Dakota, what p e r c e n t a g e o f 

t h a t p r o r a t e d gas does Gas Company purchase out 

of t h a t p o o l ? 

A. Out. of t h e B a s i n Dakota? I t l o o k s l i k e 

p r o b a b l y about e i g h t p e r c e n t . 

Q. Okay. E i g h t p e r c e n t o ut o f t h e B a s i n 
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Dakota. What's your p e r c e n t a g e of t h e gas 

produced out o f t h e Mesaverde? 

A. Looks l i k e about t h e same. 

Q. And how about t h e P.C.? 

A. No. Excuse me. Looks l i k e t h a t w ould 

be c l o s e r t o t h r e e p e r c e n t i n t h e Blan c o . 

Q. I n t h e Mesaverde? 

A. Yes. 

Q. The Blanco Mesaverde i s t h r e e p e r c e n t ? 

A. Yes. 

Q. And t h e Blanco South P i c t u r e d C l i f f s ? 

A. Looks l i k e about 15 p e r c e n t . 

Q. Does Gas Company s a t i s f y i t s e n t i r e 

market demand f o r p r o d u c t i o n o ut of t h o s e t h r e e 

p r o r a t e d gas p o o l s ? 

A . No . 

Q. Do you s a t i s f y p a r t of your market 

demand w i t h p r o d u c t i o n o u t s i d e of t h e S t a t e o f 

New Mexico? 

A. No, n o t t h a t I'm aware o f . 

Q. Has t h e i n c r e a s e d p i p e l i n e c a p a c i t y had 

any e f f e c t on t h e p r o d u c t i o n l e v e l s of p r o d u c t i o n 

out of th o s e t h r e e p r o r a t e d p o o l s ? 

A . I don't know. 

Q. Have you l o o k e d a t any of t h e r e c e n t 
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p r o d u c t i o n f o r t h e c u r r e n t p r o r a t i o n p e r i o d and 

seen how t h a t p r o d u c t i o n t r a c k s t h e a l l o w a b l e s 

f o r t h o s e w e l l s ? 

A. W e l l , t h i s i s p a r t of t h e problem. 

That d a t a i s o n l y a v a i l a b l e from t h e s t a t i s t i c a l 

r e p o r t . We do n o t have d a t a out of t h e OCD o t h e r 

t h a n from t h e s e s t a t i s t i c a l r e p o r t s . 

Q. For example, t h e Amoco, P h i l l i p s and 

M e r i d i a n w i t n e s s e s t e s t i f i e d t h a t t h e y are 

s e e k i n g a l l o w a b l e l e v e l s f o r t h i s n e x t w i n t e r 

p e r i o d i n t h e B a s i n Dakota of t h e 15 B c f , and 

t h a t t h e y have mar k e t s f o r t h a t gas and can 

produce a t t h a t l e v e l . 

Do you have any i n f o r m a t i o n t h a t shows 

t h a t t h a t ' s n ot c o r r e c t ? 

A. I don't have any i n f o r m a t i o n t h a t 

c o r r o b o r a t e s t h e i r d a t a . As Mr. Camp b r o u g h t 

o u t , t h e i r d a t a f o r May and June i s based on 

t h e i r own p r o d u c t i o n , e x t r a p o l a t e d based on t h e i r 

p e r c e n t a g e of t h e p r o d u c t i o n from t h e p o o l . But 

t h e r e ' s no d a t a f r o m t h e OCD w h i c h c o r r o b o r a t e s 

t h a t , and i f M e r i d i a n and Amoco have had a b e t t e r 

o p p o r t u n i t y t o get i n t o t h e gas market o r , f o r 

some o t h e r r e a s o n , has had a h i g h e r p e r c e n t a g e of 

p r o d u c t i o n , t h e n t h a t d a t a i s s e v e r e l y skewed. 
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Q. The o p e r a t o r would be i n t h e b e s t 

p o s i t i o n i n t h e c u r r e n t c i r c u m s t a n c e s t o know i f 

he's p r o d u c i n g h i s w e l l s a t a l l o w a b l e s t h a t w i l l 

meet t h a t market demand s e t by the s e p r o r a t i o n 

s c h e d u l e s ? 

A. As t o h i s own w e l l s , yes. 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

MR. CARR: I j u s t have one, maybe two 

v e r y b r i e f q u e s t i o n s . 

EXAMINATION 

BY MR. CARR: 

Q. Mr. Lyon, I'm t r y i n g t o u n d e r s t a n d what 

i t i s you have a n a l y z e d . I t h i n k you i n d i c a t e d 

i n y o u r d i r e c t t e s t i m o n y t h a t you d i d n ' t have 

i n f o r m a t i o n a v a i l a b l e t o you t h a t would p e r m i t 

you t o a n a l y z e t h e impact o f r e c e n t a l l o w a b l e s on 

a p o o l - b y - p o o l b a s i s , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. So you have not been a b l e t o do t h a t , 

i s n ' t t h a t r i g h t ? You have n o t a n a l y z e d - -

A. Other t h a n t h e da t a t h a t i s shown on 

th e s c h e d u l e t h a t was p u b l i s h e d by t h e OCD. 

Q. You're aware t h a t t h e r e has been an 

i n c r e a s e i n p r o d u c t i o n because of t h e i n c r e a s e d 
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p i p e l i n e c a p a c i t y out of t h e B a s i n , c o r r e c t ? 

A. S t a t e w i d e or b a s i n w i d e . 

Q. Have you been a b l e t o d e t e r m i n e how 

much o f t h a t m i ght come from any p a r t i c u l a r 

p r o r a t e d poo 1? 

A. I don't even know what p e r c e n t a g e o f i t 

came from t h e c o a l bed methane. 

Q. B e f o r e you make a c o n c l u s i o n t h a t 

demand i s f l a t f r o m t h e s e p o o l s , s h o u l d n ' t you 

know t h a t ? 

A, W e l l , I know t h a t Gas Company's demand 

has n o t i n c r e a s e d . 

Q. Do you know of a n y t h i n g t h a t w ould 

suggest t h a t t h e demand p r e s e n t e d by, say, Amoco, 

i s i n c o r r e c t ? 

A. No, but I don't t h i n k t h a t t h e d a t a 

i s . I don't t h i n k we're d e a l i n g w i t h whole 

c l o t h , and I t h i n k you have t o bear i n mind Mr. 

M e r r e t t ' s comments t h a t t h e s e months are 

a t y p i c a l ; t h e y do not conf o r m t o t h e u s u a l 

t r e n d . 

And a l t h o u g h I t h i n k t h a t t r e n d i s 

p r o b a b l y g o i n g t o go t o a f a i r l y s t e a d y volume of 

gas yea r around, I do n o t t h i n k t h a t i t ' s 

t y p i c a 1 . 
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Q. U n t i l we have t h e whole c l o t h , we 

c o u l d n ' t make a g e n e r a l c o n c l u s i o n about what 

demand i s from any p o o l , c o u l d we? 

A. That's t r u e . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

I f n o t , t h e w i t n e s s may be excused. 

Are t h e r e any o t h e r s t h a t w i s h t o 

p r e s e n t t e s t i m o n y i n t h e No r t h w e s t ? 

Okay. W e ' l l go t o s t a t e m e n t s . Since 

we're s t i l l on Gas Company, would you l i k e t o 

make a s t a t e m e n t , Mr. Camp? 

MR. CAMP: Yes, th a n k you. R e a l l y j u s t 

a c o u p l e of comments. I t h i n k Commissioner 

C a r l s o n , i n t a l k i n g t o Mr. C z i r r , b r o u g h t up one 

of t h e p o i n t s t h a t i s of conc e r n t o Gas Company, 

and t h a t i s t h a t we are t a l k i n g about a s t a t e w i d e 

demand and y e t we do t h i s a l l o w a b l e on a 

poo 1 - s p e c i f i c b a s i s . 

I t h i n k , and i t ' s Gas Company's 

p o s i t i o n , t h a t whenever we s e t a poo 1 - s p e c i f i c 

a l l o w a b l e , we have t o keep i n mind what t h e 

s t a t u t o r y a u t h o r i t y f o r t h i s Commission i s and 

what t h e y ' r e r e q u i r e d t o do. 

I t h i n k one of t h e t h i n g s , when y o u ' r e 

d e a l i n g w i t h a f u n g i b l e good, and you r e a l i z e 

RODRIGUEZ-VESTAL REPORTING 
( 505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

3 

9 

1 0 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

18 

19 

20 

2 1 

22 

23 

24 

25 

128 

t h a t we have i n t e r c o n n e c t e d systems out t h e r e f o r 

gas t r a n s p o r t a t i o n f a c i l i t i e s , we have t o l o o k a t 

gas on gas c o m p e t i t i o n . 

And t h i s Commission, under 70-2-16, i s 

charged w i t h f i x i n g a l l o w a b l e s , and I ' l l j u s t go 

ahead and q u o t e , " I n f i x i n g t h e a l l o w a b l e of a 

p o o l under s u b s e c t i o n C o f t h i s s e c t i o n , t h e O i l 

C o n s e r v a t i o n D i v i s i o n s h a l l c o n s i d e r n o m i n a t i o n s 

of p u r c h a s e r s , " t h a t ' s us, Gas Company, "but 

s h a l l n o t be bound t h e r e b y , " so you can t h r o w o u t 

what we say, "and s h a l l f i x p o o l a l l o w a b l e s t o 

p r e v e n t u n r e a s o n a b l e d i s c r i m i n a t i o n between p o o l s 

s e r v e d by t h e same gas t r a n s p o r t a t i o n f a c i l i t y by 

a p u r c h a s e r p u r c h a s i n g i n more t h a n one p o o l . " 

T h e r e f o r e , when you hear somebody say, 

l i k e a P h i l l i p s , a M e r i d i a n , an Amoco, we have 

th e market and y e t you see o v e r a l l market demand 

cn a s t a t e w i d e b a s i s s t a y i n g f l a t , t h e n 

somebody's g e t t i n g more gas. You have t o l o o k 

i n t o t h e f a c t o r s o f : I n f a c t , i s a p o o l g o i n g t o 

be d i s c r i m i n a t e d e i t h e r f o r or a g a i n s t by 

i n c r e a s i n g a l l o w a b l e s ? I f t h e r e ' s a s t a t e w i d e 

demand and i t ' s b a s i c a l l y f l a t , and somebody 

keeps on s a y i n g t h a t I can s e l l more, and I can 

s e l l more from t h i s p o o l , what's t h e e f f e c t on 
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t h e o t h e r p o o l s ? 

And t o t h i n k t h a t i t ' s j u s t t h a t we 

f o c u s on one p o o l and say, w e l l , we have two 

p r o d u c e r s i n here t h a t say t h e y can market a l l 

t h e i r gas i f y o u ' l l i n c r e a s e i t , r e a l l y does n o t 

comply w i t h what t h e s t a t u t e r e q u i r e s , and t h a t 

i s t h i s d i s c r i m i n a t i o n between p o o l s . 

And t h a t b r i n g s up t h e second p o i n t . 

We've heard s o m e t h i n g about c o r r e l a t i v e r i g h t s as 

i f c o r r e l a t i v e r i g h t s i s a l l t h i s Commission can 

be concerned a b o u t . T h a t ' s n o t t r u e . Because 

when you t a l k about u n r e a s o n a b l e d i s c r i m i n a t i o n 

between p o o l s , we're t a l k i n g about a s t a t e w i d e 

c o n s e r v a t i o n system t h a t ' s n o t concerned about 

j u s t c o r r e l a t i v e r i g h t s , because t h a t ' s w i t h i n 

t h e p o o l , b ut between p o o l on p o o l 

d i s c r i m i n a t i o n , p o o l on p o o l p r e f e r e n c e , 

p u r c h a s i n g p r a c t i c e s t h a t may u n f a i r l y b e n e f i t 

one p o o l t o t h e d e t r i m e n t of a n o t h e r p o o l . T h i s 

i s what t h e v e r y s t a t u t e r e q u i r e s t h i s D i v i s i o n 

t o l o o k a t i n s e t t i n g a l l o w a b l e s . 

There's a l s o been some q u e s t i o n s , 

j u d g i n g from Mr. S t o v a l l ' s q u e s t i o n s , what does 

Gas Company care? S e t t i n g t h e market demand i s 

what we're about t o d a y . I t says, and I quote 
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h e r e , 70-2-16 ( C ) , j u s t i n p a r t , " I n a l l o c a t i n g 

p r o d u c t i o n p u r s u a n t t o t h e p r o v i s i o n s of t h i s 

s u b s e c t i o n , t h e D i v i s i o n s h a l l f i x p r o r a t i o n 

p e r i o d s of n o t l e s s t h a n s i x months and s h a l l , 

upon n o t i c e and h e a r i n g , d e t e r m i n e t h e r e a s o n a b l e 

market demand and make a l l o c a t i o n s of p r o d u c t i o n 

d u r i n g each p r o r a t i o n p e r i o d . " 

We're g o i n g t o d e t e r m i n e what t h e 

market demand i s , i n p a r t , by c o n s i d e r i n g t h e 

n o m i n a t i o n s of p u r c h a s e r s . We've s u b m i t t e d one, 

a l b e i t a l i t t l e b i t l a t e and we a p o l o g i z e f o r 

t h a t , b u t we've s u b m i t t e d a n o m i n a t i o n . The 

p r o d u c e r s say t h e y have a mar k e t , but t h e y ' r e n o t 

s u b m i t t i n g n o m i n a t i o n s by t h e i r p u r c h a s e r s , t h a t 

i s n ' t t h e e v i d e n c e t h a t t h e y ' r e s u b m i t t i n g . 

They're s a y i n g , w e l l , we t h i n k we can s e l l i t . 

We don't have a n o m i n a t i o n f r o m t h e p u r c h a s e r s , 

b u t t h e y say, "We t h i n k t h a t we can s e l l i t . " 

T h a t's n o t som e t h i n g t h a t y o u ' r e r e a l l y 

a b l e t o c o n s i d e r . And t h e n t h e y j u s t say, " I 

have a ma r k e t , so h e l p t h i s p o o l o u t , " w i t h o u t 

t a k i n g i n t o e f f e c t t h e f a c t t h a t t h i s i s a 

f u n g i b l e good, gas on gas, p o o l on p o o l 

c o m p e t i t i o n does e x i s t , and t h i s s t a t e has, I 

t h i n k , a v e r y l a r g e i n t e r e s t i n a s t a t e w i d e 
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c o n s e r v a t i o n scheme t h a t has t h e development of 

a i l p o o l s i n mind, not j u s t s p e c i f i c p o o l s . 

Thank you v e r y much. 

CHAIRMAN LEMAY: Mr. Carr? 

MR. CARR: May i t p l e a s e t h e 

Commission, Mr. Van Horn would l i k e t o make a 

b r i e f s t a t e m e n t . 

MR. VAN HORN: Mr. Chairman, my name i s 

C r a i g Van Horn. I'm a f i e l d s u p e r i n t e n d e n t w i t h 

Unocal i n F a r m i n g t o n , New Mexico. Unocal would 

l i k e t o v o i c e t h e i r s u p p o r t f o r M e r i d i a n ' s , 

Amoco's and P h i l l i p s ' t e s t i m o n y , and p a r t i c u l a r 

s u p p o r t f o r a d m i n i s t r a t i v e a d j u s t m e n t s i n t h e 

B a s i n Dakota of 2 Bcf , t h e Blanco Mesaverde o f 3 

Bcf . 

Unocal's p o s i t i o n on m a r k e t i n g gas i s 

t o s e l l and market e v e r y t h i n g t h a t we can 

produce , and we have never had a pr o b l e m b e i n g 

a b l e t o market as much as we can produc e . We've 

j u s t begun a 22-mi11ion-do11ar new w e l l d r i l l i n g 

program, and market a n a l y s i s i n d i c a t e s w e ' l l be 

a b l e t o market t h a t gas, a l s o . The market 

a n a l y s i s was done p r i o r t o i n i t i a t i n g t h e 

program. 

The c o r r e l a t i v e r i g h t s i s s u e , I t h i n k , 
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by t h i s i n f i l l d r i l l i n g p r o g r a m , i n d i c a t e d t h a t 

c o r r e l a t i v e r i g h t s i s n o t an i s s u e . T h a t ' s t h e 

r e a s o n f o r i n f i l l w e l l s , i s t o r e c o v e r gas t h a t 

w o u l d n o t be p r o d u c e d by e x i s t i n g w e l l s . 

Our new i n f i l l d r i l l i n g p r o g r a m t h a t 

w e ' r e on r i g h t now f o r t h e n e x t a l l o c a t i o n 

p e r i o d , we f o r e c a s t 20 new c o m p l e t i o n s i n t h e 

D a k o t a . We have t h e c a p a b i l i t y o f e i g h t m i l l i o n 

c u b i c f e e t a day. Under t h e c u r r e n t p r o p o s e d 

a l l o c a t i o n s , t h e y w i l l be a l l o c a t e d 3.6 m i l l i o n , 

w h i c h means t h e y ' l l be a b l e t o p r o d u c e a t 45 

p e r c e n t o f t h e i r f o r e c a s t c a p a b i l i t y . T h a t ' s i n 

t h e D a k o t a . 

I n t h e M e s a v e r d e , we f o r e c a s t 17 new 

c o m p l e t i o n s . T h e i r c a p a b i l i t y i s 6.8 m i l l i o n p e r 

day; b u t a l l o c a t i o n s w i l l l i m i t them t o 4.2 

m i l l i o n , so t h e s e c o m p l e t i o n s w i l l be r e s t r i c t e d 

t o 62 p e r c e n t o f t h e i r c a p a b l e p r o d u c t i o n . 

I t h i n k M e r i d i a n , Amoco and P h i l l i p s 

have p r o v e n t h a t a l l o c a t i o n s a f f e c t t h e e x i s t i n g 

w e l l s t h a t a r e t h e r e now, and I t h i n k t h a t d a t a 

i n d i c a t e s an e f f e c t on new d e v e l o p m e n t w e l l s . 

Thank y o u . 

CHAIRMAN LEMAY: Thank y o u v e r y much. 

A d d i t i o n a l s t a t e m e n t s ? Mr. C a r r ? 
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MR. CARR: I would l i k e t o make a v e r y 

b r i e f s t a t e m e n t on b e h a l f of Amoco. 

We've come b e f o r e you to d a y and we've 

p r e s e n t e d i n f o r m a t i o n on a p o o l - b y - p o o l b a s i s , 

and we've done t h a t because t h a t ' s how we p r o r a t e 

i n New Mexico. So t h e i n f o r m a t i o n has been 

p r e s e n t e d t o you, we subm i t i n a f o r m a t and 

f a s h i o n c o n s i s t e n t w i t h our s t a t u t o r y scheme. 

We r e c o g n i z e t h a t p u r c h a s e r s may 

no m i n a t e , b u t i f you l o o k a t Order R-8170, you 

a l s o may t a k e i n f o r m a t i o n f r o m anyone e l s e 

k n o w l e d g e a b l e about t h e gas market, and we 

s u b m i t , as a major p r o d u c e r i n t h e San Juan B a s i n 

and t h e s e f i e l d s , we are a person w i t h t h a t k i n d 

o f know1 edge. 

We have come i n here and we have 

p r e s e n t e d a c t u a l i n f o r m a t i o n on what we've 

pro d u c e d , we s u b m i t t e d i t t o you m o n t h l y , and we 

have t o l d you what we b e l i e v e we need i n terms of 

an a l l o w a b l e so we can meet t h e market demand. 

And c e r t a i n l y t h a t i s good, competent t e s t i m o n y 

t h a t you can c o n s i d e r i n s e t t i n g a l l o w a b l e s . 

On t h e c o n t r a r y , we've had t h e Gas 

Company come i n and, yes, t h e y have n o m i n a t e d , 

and yes, t h e y ' v e nominated l a t e , and yes, t h e y ' v e 
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a d m i t t e d t h a t t h e y don't r e a l l y know what t h e 

demand f i g u r e s a r e p o o l by p o o l . And when we're 

l o o k i n g a t s e t t i n g a l l o w a b l e s f o r t h e n e x t s i x 

months, we subm i t t h a t t o do t h a t you have t o 

l o o k a t t h e demand, and we've p r o v i d e d you t h e 

be s t i n f o r m a t i o n we have a v a i l a b l e , and we would 

r e q u e s t t h a t you c o n s i d e r i t i n s e t t i n g t h e 

a l l o w a b l e s f o r the s e p o o l s . 

CHAIRMAN LEMAY: A d d i t i o n a l 

s t a t ement s ? 

MR. STOVALL: J u s t a b r i e f one, Mr. 

Chairman. Speaking on b e h a l f o f t h e D i v i s i o n , 

t h e D i v i s i o n t o o k a s l i g h t l y d i f f e r e n t approach 

t h i s year i n making i t s recommendations and 

p r e s e n t a t i o n t o t h e Commission. I n t h e p a s t 

we've a t t e m p t e d t o make some a d j u s t m e n t s t o t h e 

h i s t o r i c p r o d u c t i o n d a t a . T h i s year t h e 

D i v i s i o n , or t h i s p e r i o d t h e D i v i s i o n chose n o t 

t o do t h a t . I t chose t o t a k e h a r d numbers, do 

th e c a l c u l a t i o n s , and t h e n ask f o r more 

i n f o r m a t i o n f r o m o p e r a t o r s . 

I j u s t wanted t o make t h e p o i n t t h a t 

because t h e D i v i s i o n p r e s e n t e d some p r e l i m i n a r y 

numbers t o t h i s Commission, i t d i d so i n 

a n t i c i p a t i o n t h a t t h e r e would be a d d i t i o n a l d a t a 
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s u b m i t t e d and r e q u e s t s f o r a d j u s t m e n t s f r o m 

i n d u s t r y , be i t p u r c h a s e r s or p r o d u c e r s . And we 

are not making any s p e c i f i c recommendations w i t h 

r e s p e c t t o tho s e a d j u s t m e n t s , b u t s i m p l y making 

i t c l e a r t o t h e Commission, and everybody 

p r e s e n t , t h a t t h i s was a n t i c i p a t e d a t t h e t i m e we 

made our p r e s e n t a t i o n . 

I would a l s o s t a t e , t o keep t h e i s s u e 

more s i m p l e , t h a t we a n t i c i p a t e a l s o d o i n g 

p o o l - b y - p o o l p r o r a t i o n and t h e f a c t o r s t h a t a r e 

w i t h i n t h e p o o l s , and t h e r e c e r t a i n l y i s a 

r e l a t i o n s h i p between o t h e r p o o l s , t h a t i t i s not 

p r o r a t e d p o o l s b e i n g used t o m a n i p u l a t e 

n o n p r o r a t e d p o o l s , and t h a t s o r t of t h i n g . 

W i t h r e s p e c t t o n o m i n a t i o n s by Gas 

Company of New Mexico, i t appears t h a t t h e 

n o m i n a t i o n s and t h e needs of Gas Company of New 

Mexico can be s a t i s f i e d , and t h a t i s our c o n c e r n , 

t o make sure t h a t any demand f o r New Mexico gas 

can be met w h i l e s t i l l p r o t e c t i n g c o r r e l a t i v e 

r i ght s. 

And, f i n a l l y , I would l i k e t o commend 

thos e o p e r a t o r s who, when t h e y r e a c h t h e i r 

o v e r p r o d u c t i o n l i m i t s , t a k e c o r r e c t i v e a c t i o n and 

a t t e m p t t o b r i n g t h o s e p o o l s back w i t h i n 
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r e g u l a t o r y l i m i t s w i t h o u t e n f o r c e m e n t a c t i o n by 

th e OCD, because t h a t ' s t o u g h t o do and we r e a l l y 

a p p r e c i a t e o p e r a t o r s who comply w i t h our r u l e s 

w i t h o u t us h a v i n g t o t a k e f u r t h e r a c t i o n . 

CHAIRMAN LEMAY: A d d i t i o n a l s t a t e m e n t s 

i n N o r t h w e s t New Mexico a l l o w a b l e s ? 

I f n o t , w e ' l l c l o s e t h a t p o r t i o n of t h e 

h e a r i n g and open up t h i s a f t e r n o o n w i t h S o u t h e a s t 

New Mexico. Remember, 1:00, u p s t a i r s i n t h e OCD 

c o n f e r e n c e room. W e ' l l be s e t up up t h e r e . 

[The noon r e c e s s was t a k e n . ] 

CHAIRMAN LEMAY: L e t ' s resume. W e ' l l 

t a k e t h e easy one f i r s t , or we t h i n k i t might be 

easy. How about t h e J u s t i s Pool w i t h M e r i d i a n ? 

MR. KELLAHIN: Yes, s i r , t h a t one 

s h o u l d be easy; maybe. 

CHAIRMAN LEMAY: You may pr o c e e d , Mr. 

K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. M e r i d i a n O i l , I n c . , proposes 

a d j u s t m e n t s f o r t h e J u s t i s - G l o r i e t a P o o l . We are 

s e e k i n g an a d j u s t m e n t t h a t w i l l p r o v i d e f o r t h i s 

n e x t p r o r a t i o n p e r i o d a minimum a l l o w a b l e o f 600 

Mcf a day, so t h a t t h a t w i l l be comparable t o 

what has been e s t a b l i s h e d a f t e r n o t i c e and 
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h e a r i n g f o r t h e Jalm a t and t h e Eumont P o o l s . 

T h i s i s a t e m p o r a r y p r o v i s i o n f o r us 

w i t h r e g a r d s t o t h e a l l o w a b l e because M e r i d i a n 

has d o c k e t e d i n an Examiner case t o more 

s p e c i f i c a l l y address t h i s p o o l . We have asked 

t h a t p r o r a t i o n i n g be t e r m i n a t e d i n t h e P o o l , and 

u n t i l t h a t i s s u e i s a c t u a l l y h e a r d by t h e 

Examiner and we p r e s e n t t h e f u l l d e t a i l s of t h a t 

p r e s e n t a t i o n , we would l i k e t o p r e s e n t p a r t of 

t h a t d i s c u s s i o n f o r you i n a summary f a s h i o n t h i s 

a f t e r n o o n , and recommend t h a t t h e F l f a c t o r be 

a d j u s t e d so we, i n f a c t , a c c o m p l i s h a minimum 

a l l o w a b l e f o r t h i s p o o l . 

One of t h e i t e m s we're s t i l l a d d r e s s i n g 

w i t h r e g a r d s t o t h e Examiner a p p l i c a t i o n i s t h e 

a d d i t i o n a l a l l o w a b l e i s an i n c e n t i v e f o r 

a d d i t i o n a l d r i l l i n g , w h i c h i n c l u d e s i n f i l l 

d r i l l i n g . And by t e r m i n a t i n g p r o r a t i o n i n g we 

may, i n a d v e r t e n t l y , p r e c l u d e o u r s e l v e s f r o m an 

i n f i l l w e l l . We may have t o m o d i f y our 

a p p l i c a t i o n , b ut we're p u r s u i n g remedies w i t h 

r e g a r d s t o t h e p o o l b e f o r e t h e Examiner, t o 

address our l o n g - t e r m s o l u t i o n s , and t o d a y ' s 

p r e s e n t a t i o n by Mr. O'Donnell i s s i m p l y a summary 

of h i s e n g i n e e r i n g s t u d y w i t h r e g a r d s t o t h i s 
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p a r t i c u l a r r e s e r v o i r . 

TOM 0'DONNELL 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr, O'Donnell, f o r t h e r e c o r d , would 

you p l e a s e s t a t e your name and o c c u p a t i o n ? 

A. Tom O'Donnell. I am s e n i o r r e s e r v o i r 

e n g i n e e r w i t h M e r i d i a n O i l , I n c . 

Q. Mr. O'Donnell, on p r i o r o c c a s i o n s have 

you t e s t i f i e d b e f o r e t h e D i v i s i o n ? 

A. No , s i r . 

Q. Summarize f o r us your e d u c a t i o n . 

A. I have a b a c h e l o r ' s i n s c i e n c e and i n 

p e t r o l e u m e n g i n e e r i n g f r o m Texas A S M 

U n i v e r s i t y . 

Q. I n what year ? 

A. I g r a d u a t e d i n 1986. 

Q. Summarize f o r us your employment 

exper i e n c e . 

A. I worked a p p r o x i m a t e l y f i v e y e a r s w i t h 

a major o i l company out o f L a f a y e t t e , L o u i s i a n a , 

and have been w i t h M e r i d i a n f o r a p p r o x i m a t e l y a 

year and a h a l f and have worked New Mexico f o r 
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a p p r o x i m a t e l y 10 months. 

Q. D u r i n g t h a t p e r i o d of t i m e , have you 

s t u d i e d t h e J u s t i s - G l o r i e t a p r o r a t e d p o o l i n 

S o u t h e a s t e r n New Mexico? 

A. Yes, I have. 

Q. I n a d d i t i o n t o e x a m i n i n g t h e 

p r o d u c t i o n , have you a l s o been i n v o l v e d i n 

e x a m i n i n g t h e r e s e r v o i r p e r f o r m a n c e i t s e l f ? 

A . Yes, I have. 

Q. As a r e s u l t of your s t u d i e s , do you 

have recommendations t o t h e Commission w i t h 

r e g a r d s t o a l l o w a b l e s t o be e s t a b l i s h e d f o r t h i s 

p o o l f o r t h i s upcoming p r o r a t i o n p e r i o d ? 

A. Yes. Our a d j u s t m e n t t h a t we are 

p r o p o s i n g w ould e n a b l e i n f i l l d r i l l i n g i n t h e 

f i e l d . The c u r r e n t F l f a c t o r i s a p p r o x i m a t e l y 

154 Mcf per day per 160 a c r e s , and we cannot 

j u s t i f y i n f i l l d r i l l i n g a t t h a t a l l o w a b l e . 

MR. KELLAHIN: We t e n d e r , a t t h i s t i m e , 

Mr. O'Donnell as an e x p e r t w i t n e s s . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s are 

a c c e p t a b l e . 

Q. D i r e c t i n g your a t t e n t i o n , s i r , t o what 

has been marked as E x h i b i t 1, would you i d e n t i f y 

t h a t f o r us? 
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A. Yes. T h i s e x h i b i t , t h e d i f f e r e n t 

c o l o r s d e s i g n a t e t h e d i f f e r e n t o p e r a t o r s of t h e 

p o o l . The orange o u t l i n e i s t h e o u t l i n e of t h e 

p o o l i t s e l f , and t h e d i f f e r e n t w e l l symbols 

d e s i g n a t e - - t h e t r i a n g l e i s n o n m a r g i n a l , o c t a g o n 

i s m a r g i n a l , and t h e p l u g g e d w e l l s a r e 

i d e n t i f i e d . 

Q. Have you communicated w i t h t h e o t h e r 

o p e r a t o r s i n t h e p o o l c o n c e r n i n g your r e q u e s t n o t 

o n l y t o t e r m i n a t e p r o r a t i o n i n g b ut t o e s t a b l i s h a 

t e m p o r a r y a l l o w a b l e t h a t w i l l encourage t h e 

a d d i t i o n a l development you have under 

c o n s i d e r a t i o n ? 

A. Yes, we have. We have s e n t 

n o t i f i c a t i o n t o a l l o p e r a t o r s , and we are n o t 

aware o f any o b j e c t i o n t o our p r o p o s a l a t t h i s 

t i m e . 

Q. Have you r e c e i v e d w a i v e r s f r o m a l l 

o p e r a t o r s t h a t o f f s e t t h e n o n m a r g i n a l w e l l s i n 

th e p o o l ? 

A . Yes, I have. 

Q. Show us on t h e d i s p l a y how you've 

i d e n t i f i e d t h e n o n m a r g i n a l w e l l s . 

A. The n o n m a r g i n a l w e l l s , as I me n t i o n e d , 

are i n t h e t r i a n g l e s and t h e m a r g i n a l w e l l s a r e 
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i n t h e o c t a g o n s . 

Q. L e t ' s t u r n now t o E x h i b i t No. 2. Give 

us a b r i e f h i s t o r y and s t a t u s r e p o r t on t h e 

p o o l . 

A. As a b r i e f h i s t o r y , t h e J u s t i s Pool was 

c r e a t e d i n January 1950. The p r o r a t i o n began i n 

1954. The l a s t w e l l was d r i l l e d i n 1981. P r i o r 

w e l l t o t h a t was d r i l l e d i n 1972, so, as you can 

see, t h e r e j u s t has n o t been a whole l o t of 

a c t i v i t y i n t h e f i e l d i n t h e r e c e n t p a s t . 

There a re 21 c o m p l e t i o n s w i t h 14 a c t i v e 

w e l l s c u r r e n t l y . 

Q. What i s t h e s p a c i n g f o r t h e p o o l ? 

A. Okay. I t s s t a n d a r d p r o r a t i o n u n i t i s 

320 a c r e s w i t h - - a n d t h a t c o n t a i n s two F l 

f a c t o r s . The F l f a c t o r , t h e p r o r a t i o n u n i t s a r e 

160s. 

Q. Okay. Turn t o E x h i b i t No. 3 and 

i d e n t i f y and d e s c r i b e t h a t f o r us. 

A. E x h i b i t 3 i s a sp r e a d s h e e t l i s t i n g t h e 

seven o p e r a t o r s i n t h e p o o l w i t h t h e o p e r a t e d 

w e l l s below each o p e r a t o r , l o c a t i o n , s t a t u s , 

a creage, and t h e c u r r e n t average r a t e t h a t I have 

on t h e r e i s a c c o r d i n g t o t h e A p r i l t h r o u g h 

September 1992 p r o r a t i o n s c h e d u l e , w h i c h i s 
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a c t u a l l y l o w e r . I t i s n o t a d e l i v e r a b i l i t y o f 

th e w e l l s , i n o t h e r words. That i s j u s t t h e 

average p r o d u c t i o n d u r i n g t h o s e t i m e s , w h i c h i s 

t h e summer months, w h i c h i s t y p i c a l l y g o i n g t o be 

much lower t h a n t h e d e l i v e r a b i l i t y . 

Q. Okay. Turn now t o E x h i b i t No. 4. 

You've summarized on t h i s e x h i b i t t h e s p e c i f i c 

d e t a i l s t h a t have j u s t i f i e d , i n your c o n c l u s i o n , 

t h e r e q u e s t f o r an i n c r e a s e i n t h e F l f a c t o r ? 

A. Okay. B r i e f l y , I t e m No. 1 men t i o n s 

t h a t we do have t h e market f o r t h e p o o l , t h e 

excess market f o r t h e p o o l . The o r i g i n a l 

p r o r a t i o n i n g of t h e p o o l was i n s t i t u t e d i n 1954 

because t h e c a p a c i t y exceeded t h e demand. That 

i s no l o n g e r t h e case, and we do n o t see t h a t 

b e i n g t h e case here i n t h e near f u t u r e . 

I t e m No. 2, I j u s t s t a t e t h e r e t h a t 

s u b s t a n t i a l changes i n t h e p o o l p r o d u c t i o n 

development, p u r c h a s i n g , m a r k e t i n g , have o c c u r r e d 

over t h e h i s t o r y of t h e p o o l . 

I t e m No. 3, and p r o b a b l y most 

i m p o r t a n t , i s t h e p r o d u c t i o n l i m i t a t i o n s imposed 

by t h e p r o r a t e d a l l o w a b l e s has d i s c o u r a g e d and 

w i l l c o n t i n u e t o d i s c o u r a g e f u r t h e r d e v e l o p m e n t a l 

d r i l l i n g , w o r k o v e r s and o t h e r p r o j e c t s . 
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Q. You have some e x h i b i t s i n t h e package 

here t o i l l u s t r a t e t h a t i t e m , don't you? 

A. Yes, I do. 

Q. Go on and f i n i s h your c o n c l u s i o n s . 

A. Okay. A c c o r d i n g t o our s t u d y , i n f i l l 

d r i l l i n g a l o n e i s a n t i c i p a t e d t o add 14 Bcf o f 

gas r e s e r v e s w h i c h would o t h e r w i s e n o t be 

r e c o v e r e d . The i n c r e a s e i n t h e p r o r a t e d gas 

a l l o w a b l e w i l l n o t i m p a i r c o r r e l a t i v e r i g h t s . 

M e r i d i a n has c o n t a c t e d a l l seven 

o p e r a t o r s i n t h e p o o l c o n c e r n i n g t h i s m a t t e r and 

i s n ot aware of any o p p o s i t i o n t o t h i s 

a p p l i c a t i o n . We have proposed t h a t p r o r a t i o n i n g 

of t h e p o o l s h o u l d be t e r m i n a t e d . 

Mr. K e l l a h i n a l s o mentioned a t t h e 

b e g i n n i n g , we are l o o k i n g a t t h a t r i g h t now t o 

see, s i n c e t h e s t a n d a r d p r o r a t i o n u n i t i n t h e 

f i e l d i s a 320, we w i l l need t o s t u d y t h a t 

f u r t h e r t o see i f we would r a t h e r e s t a b l i s h a 

minimum a l l o w a b l e r a t h e r t h a n t e r m i n a t i n g i t , 

s i n c e i f we do t e r m i n a t e i t we w i l l n ot be a b l e 

t o s i m u l t a n e o u s l y d e d i c a t e i n t h e f i e l d . 

The c u r r e n t p r o r a t e d gas a l l o w a b l e of 

t h i s p o o l i s l o w e s t i n So u t h e a s t New Mexico a t 

154 Mcf per day f o r 160. The n e x t h i g h e s t 
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p r o r a t e d gas f i e l d i s dou b l e t h i s amount, w h i c h 

i s t h e Tubb f i e l d , I b e l i e v e . 

The c u r r e n t p r o r a t e d gas a l l o w a b l e f o r 

the o v e r l y i n g J a l m a t Pool i s f i v e t i m e s h i g h e r a t 

817 Mcf per day f o r 160 and i s a c t u a l l y 

s h a l l o w e r , a p p r o x i m a t e l y 15 p e r c e n t s h a l l o w e r . 

S i d R i c h a r d s o n has a d v i s e d M e r i d i a n 

t h a t t h e proposed i n c r e a s e i n t h e p o o l p r o d u c t i o n 

w i l l n ot a d v e r s e l y a f f e c t any w e l l i n t h e p o o l ; 

i n o t h e r words, w i l l n ot backup t h e s a l e s l i n e 

p r e s s u r e . 

Q. For t h e r e c o r d , what i s S i d 

R i c h a r d s o n ' s i n v o l v e m e n t w i t h p r o d u c t i o n i n t h i s 

p o o l ? 

A. S i d R i c h a r d s o n i s t h e g a t h e r e r of t h e 

gas i n t h e p o o l . We have a s i g n e d document from 

S i d R i c h a r d s o n s t a t i n g h i s p o s i t i o n i n t h e p o o l . 

Q. L e t ' s t u r n now t o E x h i b i t No. 5 and 

have you summarize f o r us t h e economics i n v o l v e d 

t h a t s u p p o r t your c o n c l u s i o n about t h e a d d i t i o n a l 

a l l o w a b l e p r o v i d i n g an economic i n c e n t i v e f o r 

a d d i t i o n a l d r i l l i n g i n t h e p o o l . 

A. Okay. Based on our s t u d y , we're 

e s t i m a t i n g r e s e r v e s o f i n f i l l w e l l s b e i n g 

a p p r o x i m a t e l y 650 m i l l i o n c u b i c f e e t per w e l l . 
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I n i t i a l gas p r i c e we assume t o be $1.41 per MMBTU 

based on t h e l a s t 12-month average and h e l d 

c o n s t a n t t h r o u g h o u t t h e l i n e . 100 p e r c e n t 

w o r k i n g i n t e r e s t and 87-and-a-ha1f p e r c e n t n e t 

revenue was assumed. 

C o m p l e t i o n c o s t s o f $339,900. 

O p e r a t i n g c o s t s , $1,500 a month e s c a l a t e d a t f i v e 

p e r c e n t . What I'm t r y i n g t o show here i s , a t t h e 

c u r r e n t r a t e or t h e c u r r e n t a l l o w a b l e of 154 Mcf 

per day, we cannot pay out a p r o j e c t . I t i s 

unec o n o m i c a l t o d r i l l , and b e i n g t h a t t h e l a s t 

w e l l was d r i l l e d i n 1982, i t h a s n ' t been much of 

an i n c e n t i v e f o r anybody i n t h e f i e l d - - i n t h e 

p o o l . 

At t h e proposed amount o f 600 Mcf per 

day, a p r o j e c t would have a r a t e o f r e t u r n o f 26 

p e r c e n t and a payout of about t h r e e y e a r s ; so, 

we're t r y i n g t o e s t a b l i s h an i n c e n t i v e f o r i n f i l l 

d r i l l i n g i n t h e f i e l d . 

Q. I s t h e minimum a l l o w a b l e t h a t y o u ' r e 

p r o p o s i n g f o r t h i s w e l l , f o r t h i s p o o l , 

c o n s i s t e n t w i t h t h e minimum a l l o w a b l e s a s s i g n e d 

f o r w e l l s i n o t h e r p o o l s ? 

A. The minimum a l l o w a b l e was e s t a b l i s h e d 

r e c e n t l y f o r t h e Jalmat Pool w h i c h o v e r l i e s t h e 
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J u s t i s - G l o r i e t a . I t ' s a p p r o x i m a t e l y 1,500 f e e t 

s h a l l o w e r . That minimum a l l o w a b l e was s e t a t 600 

Mcf per day. 

Since t h a t a l l o w a b l e has been 

e s t a b l i s h e d , we've n o t i c e d an i n c r e a s e i n 

d r i l l i n g i n t h e Jalm a t p o o l and we have a l s o , 

a c c o r d i n g t o t h e l a t e s t p r o r a t i o n s c h e d u l e , have 

n o t i c e d t h a t t h e F l f a c t o r has r a i s e d f r o m 600 t o 

817, i n d i c a t i n g a l o t of a c t i v i t y and excess 

p r o d u c t i o n i n t h e p o o l f r o m n o n m a r g i n a l w e l l s . 

Q. Turn now t o E x h i b i t No. 6 and i d e n t i f y 

and d e s c r i b e t h a t d i s p l a y . 

A. T h i s i s an example of an o f f s e t w e l l , 

r e a l l y t h e o n l y r e c e n t o f f s e t w e l l i f you want t o 

c o n s i d e r 1982 a r e c e n t o f f s e t . The J u s t i s BC 

F e d e r a l Com No. 2, wh i c h i s t h e o f f s e t w e l l , 

o f f s e t t h e Eaton B 1 WN No. 1. I have t h e 

l o c a t i o n s marked t h e r e and you may r e f e r e n c e t h i s 

p l a t . 

The Eaton B 1 WN No. 1 i s l o c a t e d i n 

12 ( E ) , and t h e J u s t i s BC F e d e r a l Com No. 2 i s 

l o c a t e d i n 11 ( H ) , so a c t u a l l y t h e y were d r i l l e d 

i n a d j o i n i n g 40-acre spaces. A c c o r d i n g t o my 

e s t i m a t e , t h e Eaton B 1 WN No. l - - w e l l , l e t me 

back up. The c u m u l a t i v e p r o d u c t i o n t o da t e on 
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t h a t w e l l i s 6.9 Bcf. The l a s t p r o d u c t i o n was i n 

F e b r u a r y 1990. The c u m u l a t i v e p r o d u c t i o n o f f t h e 

o f f s e t w e l l i s 622 m i l l i o n c u b i c f e e t w i t h an 

e s t i m a t e d EUR of 1180 m i l l i o n c u b i c f e e t . You're 

l o o k i n g a t an o f f s e t w e l l r e c o v e r y of 

a p p r o x i m a t e l y 17 p e r c e n t of t h e o f f s e t w e l l . 

Q. W i t h t h i s as an example of t h e success 

of d r i l l i n g an i n f i l l w e l l i n t h e s p a c i n g u n i t , 

a r e t h e r e o t h e r o p p o r t u n i t i e s t o r e a l i z e 

a d d i t i o n a l r e s e r v o i r r e c o v e r i e s from t h i s p o o l i f 

t h e r e i s s u f f i c i e n t a l l o w a b l e i n c e n t i v e t o do so? 

A. Yes, t h e r e a r e numerous 160-acre spaces 

w i t h i n t h e p o o l t h a t a r e u n d r i l l e d a t t h i s t i m e . 

There are a l s o p o s s i b i l i t i e s of w e l l s t h a t were 

P & A'd p r i o r t o 1970 t h a t we r e a l l y don't have 

good r e c o r d s on; t h a t i f t h e i n c e n t i v e was t h e r e , 

we p r o b a b l y would be a b l e t o o f f s e t t h o s e and 

j u s t i f y t h a t . 

Q. Let me ask you t o t u r n t o E x h i b i t 7 and 

summarize f o r us your c o n c l u s i o n s c o n c e r n i n g t h e 

a d d i t i o n a l r e s e r v o i r p o t e n t i a l f r o m an i n f i l l 

p rogram. 

A. We're l o o k i n g a t , based on t h e 17 

p e r c e n t r e c o v e r y of t h e s e i n f i l l w e l l s , t h e 

average w e l l , a c c o r d i n g t o our s t u d y , t h e average 
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w e l l i n t h i s p o o l w i l l r e c o v e r a p p r o x i m a t e l y 3.8 

Bcf. We're a n t i c i p a t i n g an a d d i t i o n a l - - I ' m 

s o r r y . The a n t i c i p a t e d o f f s e t r e c o v e r y , 

t h e r e f o r e , was 650 m i l l i o n c u b i c f e e t , and t h a t ' s 

what we based our economics on. The t o t a l 

e s t i m a t e d p o o l EUR, e s t i m a t i n g EURs on an 

i n d i v i d u a l w e l l b a s i s and t o t a l i n g them, i s about 

84.4 Bcf. 

A n t i c i p a t e d a d d i t i o n a l r e c o v e r y due t o 

the i n f i l l d r i l l i n g i s a p p r o x i m a t e l y 14.3 Bcf 

w h i c h , a t t h e c u r r e n t a l l o w a b l e , w i l l n o t be 

r e c o v e r e d . 

Q. I n a d d i t i o n t o t h e i n f i l l p o t e n t i a l , do 

you f i n d o p p o r t u n i t i e s t o d r i l l s p a c i n g u n i t s 

t h a t e i t h e r have been abandoned or have n o t y e t 

been d r i l l e d i n t h e p o o l ? 

A. Could you r e p e a t t h a t ? 

Q. Yes. You've i d e n t i f i e d and d e s c r i b e d 

f o r us t h e i n c e n t i v e t h a t c o u l d be r e a l i z e d f r o m 

an i n f i l l program. 

A. Uh-huh. 

Q. I s t h e r e a n y t h i n g e l s e you can do i n 

the r e s e r v o i r t o t a k e advantage of t h e a l l o w a b l e , 

w o r k i n g over o l d w e l l s ? 

A . Yes. 
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Q. D r i l l i n g new w e l l s t h a t a r e n o t i n f i l l 

w e l l s ? 

A. Yes. J u s t some of t h e w e l l s t h a t 

M e r i d i a n o p e r a t e s o u r s e l v e s , we do see p o t e n t i a l 

i n w o r k o v e r s . From t h e s t u d y we have p e r f o r m e d , 

we a l s o see a l o t o f o p p o r t u n i t y , and o f f s e t 

o p e r a t o r s i n t h e p o o l , a l s o , so we do seek 

w o r k o v e r s , d r i l l e d w e l l s and com p r e s s i o n p r o j e c t s 

i n t h e f u t u r e . 

Q. I d e n t i f y E x h i b i t No. 8 f o r us. 

A. E x h i b i t No. 8 i s s t r i c t l y t h e w e l l t h a t 

was, I guess, t h e second t o t h e l a s t w e l l t h a t 

was d r i l l e d , t h e w e l l t h a t was d r i l l e d i n 1971. 

That ' s t h e Le a r c y M c B u f f i n g t o n No. 7. I t o f f s e t 

t h e L e a r c y M c B u f f i n g t o n No. 3 and t h e L a n g l i e 

F e d e r a l No. 1. 

Those w e l l s , t h e Le a r c y M c B u f f i n g t o n 

No. 3 i s an example o f what I mentioned e a r l i e r , 

of a w e l l t h a t was P & A'd p r i o r t o 1970 and we 

j u s t , f r o m our r e c o r d s , c o u l d n ot t e l l whether i t 

e f f i c i e n t l y d r a i n e d t h e w e l l or n o t . L a n g l i e 

F e d e r a l No. 1 produced 2.4 Bcf p r i o r t o d r i l l i n g 

t h e L e a r c y M c B u f f i n g t o n No. 7. I t has produced 

t o d a t e 2.8 Bcf. 

The L e a r c y M c B u f f i n g t o n No. 7 came i n 
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and was d r i l l e d i n 1971, and t h a t w e l l has cum'd 

2.9 Bcf. So we're s e e i n g - - t h a t ' s j u s t a n o t h e r 

example of an i n f i l l w e l l b e i n g d r i l l e d 

o f f s e t t i n g 160-acre spaces and b e i n g a 

p r o d u c t i v e , e c o n o m i c a l w e l l , and r e c o v e r i n g gas 

t h a t would o t h e r w i s e n o t be r e c o v e r e d . 

Q. On E x h i b i t No. 9, have you summarized 

t h e e f f e c t s of e s t a b l i s h i n g a minimum a l l o w a b l e 

i n t h e Jalm a t gas f i e l d ? 

A. Yes. What we d i d i s , we j u s t t o o k a 

l o o k at--because we're t r y i n g t o e s t a b l i s h an 

i n c e n t i v e here i n t h i s p o o l f o r i n f i l l d r i l l i n g , 

so we wanted t o t a k e a l o o k a t some of t h e p a s t 

examples i n J a l m a t . C o n s i d e r i n g i t ' s o v e r l y i n g 

t h e f i e l d , we t o o k a l o o k a t t h a t , and we n o t i c e d 

i n 86 t h e r e were seven w e l l s c o m p l e t e d , 87 t h e r e 

were f o u r , 88 t h e r e were f o u r w e l l s , 89 i s when 

th e a l l o w a b l e was s e t a t 236 and t h e r e were 22 

w e l l s c o m p l e t e d . 

I n 1990 t h e a l l o w a b l e was s e t a t 236 

and t h e f a l l a l l o w a b l e was s e t a t 457. There 

were 57 w e l l s c o m p l e t e d and, i n 1990, you can see 

i t was r a i s e d t o 600 and t h e r e were 22 w e l l s 

c o m p l e t e d . So i t has worked i n t h a t f i e l d as f a r 

as p r o m o t i n g i n f i l l d r i l l i n g . 
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Q. Have you s o l i c i t e d v e r i f i c a t i o n f r o m 

your m a r k e t i n g p e o p l e w i t h M e r i d i a n t o f i n d o u t 

i f you have a market f o r t h e a d d i t i o n a l gas t h a t 

may be produced under your proposed a l l o w a b l e s ? 

A. Yes, E x h i b i t No. 10 i s a s i g n e d l e t t e r 

f r o m M i c h a e l W i l k i n s o n , r e g i o n a l s u p p l y 

c o o r d i n a t o r , s t a t i n g t h a t M e r i d i a n has t h e excess 

demand and m a r k e t i n g t h i s gas would be of no 

pro b l e m t o M e r i d i a n . 

Q. I n s t u d y i n g t h i s a r e a , do you see t h a t 

t h e a d d i t i o n a l a l l o w a b l e w i l l cause any c a p a c i t y 

c o n s t r a i n t s f o r g a t h e r i n g p r o d u c t i o n f r o m t h e 

p o o l s or t a k i n g t h a t gas t o market? 

A. No. E x h i b i t No. 11 and a l s o E x h i b i t 

No. 12 s t a t e s S i d R i c h a r d s o n ' s p o s i t i o n i n t h e 

p o o l . He s t a t e s i n E x h i b i t No. 11 t h a t he has 

r e v i e w e d t h e a t t a c h e d l i s t of l e a s e s and/or w e l l s 

and has d e t e r m i n e d a l l t h e p r o d u c t i o n i s 

c u r r e n t l y under gas purchase agreement w i t h 

R i c h a r d s o n , w i t h t h e e x c e p t i o n of two w e l l s t h a t 

Texaco o p e r a t e s . 

F u r t h e r m o r e , R i c h a r d s o n would have t h e 

c a p a c i t y and be w i l l i n g t o purchase any 

a d d i t i o n a l p r o d u c t i o n f r o m t h e l e a s e s s h o u l d i t 

be a v a i l a b l e . 
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I n E x h i b i t No. 12, we e s t i m a t e d t h e 

i n c r e a s e f r o m t h e e x i s t i n g w e l l s t o S i d 

R i c h a r d s o n , and he i s s t a t i n g i n t h i s l e t t e r t h a t 

i t w i l l n o t a d v e r s e l y a f f e c t any w e l l i n t h e 

f i e l d as f a r as i n c r e a s i n g l i n e p r e s s u r e and 

h u r t i n g t h e w e l l ' s p r o d u c t i o n . 

MR. KELLAHIN: Mr. Chairman, t h a t 

c o n c l u d e s my e x a m i n a t i o n of Mr. O'Donnell. We 

move t h e i n t r o d u c t i o n of h i s E x h i b i t s 1 t h r o u g h 

1 2 . 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s 1 t h r o u g h 12 w i l l be a d m i t t e d i n t o t h e 

r e c o r d . Q u e s t i o n s of t h e w i t n e s s ? 

MR. STOVALL: J u s t a c o u p l e o f easy 

ones . 

EXAMINATION 

BY MR. STOVALL: 

Q. You've t a l k e d i n terms of a minimum 

a l l o w a b l e w h i c h , i n t h e case o f t h e Eumont and 

the J a l m a t f i e l d s are p e r m a n e n t l y s e t minimum 

a l l o w a b l e s . That's n o t r e a l l y what y o u ' r e a s k i n g 

f o r I hope h e r e , i s t h a t c o r r e c t , i n t h i s 

h e a r i n g ? Not t h e one you have coming up. 

A. C o r r e c t . What we are a s k i n g f o r here 

i s an a d j u s t m e n t so we c o u l d i n c r e a s e our F l 
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f a c t o r t o t h e proposed amount. 

Q. For t h i s p r o r a t i o n p e r i o d ? 

A . C o r r e c t . 

Q. Do you know what a d j u s t m e n t would need 

t o be e n t e r e d on L i n e 3 of D i v i s i o n E x h i b i t 1 t o 

r e s u l t i n t h e a l l o w a b l e y o u ' r e s e e k i n g ? 

A. Yes. I t h i n k Mr. K e l l a h i n has i t . I t 

i s a p p r o x i m a t e l y 81 m i l l i o n c u b i c f e e t per month. 

Q. 81 m i l l i o n c u b i c f e e t ? 

A. A month. 

Q. On L i n e 3? 

A. C o r r e c t . 

MR. KELLAHIN: And we need t o v e r i f y 

t h a t . I'm n o t sure t h a t ' s q u i t e t h e r i g h t l i n e 

t o p ut t h a t number i n . 

MR. STOVALL: The q u e s t i o n i s , would 

t h a t be i n t h e p o o l a l l o w a b l e or would t h a t be 

th e a d j u s t m e n t , and I t h i n k he s a i d t h a t w ould be 

the n o n m a r g i n a l a d j u s t m e n t , i s t h a t c o r r e c t ? 

MR. KELLAHIN: I t h i n k t h e p o o l 

a l l o w a b l e becomes 136,000. 

MR. STOVALL: That would be 

a p p r o x i m a t e l y r i g h t i f you had 81. 

MR. KELLAHIN: So L i n e 3 i s 136,000, I 

t h i n k . 
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MR. STOVALL: L i n e 4 i s 136,000. 

A. I b e l i e v e L i n e 3 i s 81,000, r o u g h l y and 

L i n e 4 would be 136. 

MR. STOVALL: I j u s t wanted t h e numbers 

t o p l u g i n . Thanks. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

of t h e w i t n e s s ? Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I s t h i s gas c u r r e n t l y s o l d a t t h e 

w e l l h e a d t o S i d Ric h a r d s o n ? 

A. T h i s w e l l i s marketed by our group. I t 

i s j u s t t r a n s p o r t e d by S i d R i c h a r d s o n . 

Q. You have a t r a n s p o r t a t i o n and p o s s i b l y 

a p r o c e s s i n g agreement w i t h S i d Ric h a r d s o n ? 

A. Yes. 

COMMISSIONER CARLSON: That's a l l I 

have, Mr. Chairman. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. How deep i s i t ? 

A. Roughly about 45, 4600 f e e t . 

Q. J u s t as a m a t t e r of i n t e r e s t , d i d you 

use any method b e s i d e s a n a l o g y t o d e t e r m i n e t h e 
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i n c r e m e n t a l r e s e r v e s ? 

A. Analogy was our main method. I guess 

t h a t would be our o n l y method a t t h i s t i m e . 

Q. D id you c o n t a c t t h e o t h e r o p e r a t o r s ? 

A. Yes, we c o n t a c t e d e v e r y s i n g l e o p e r a t o r 

i n t h e p o o l . We have r e c e i v e d back f o u r w a i v e r s 

f r o m t h e o p e r a t o r s , s t a t i n g t h e y agree w i t h t h e 

amount of i n c r e a s e . Two have n o t responded, b u t 

we d i d n ot r e c e i v e any o b j e c t i o n t o our l e t t e r t o 

them. 

COMMISSIONER WEISS: Thank you. T h a t ' s 

a l l I have. 

CHAIRMAN LEMAY: I have no q u e s t i o n s . 

Any a d d i t i o n a l q u e s t i o n s of t h e w i t n e s s ? I f n o t , 

he may be excused. 

I s t h e r e a n y t h i n g a d d i t i o n a l i n t h e 

J u s t i s f i e l d t h a t anyone would l i k e t o p r e s e n t ? 

Any t e s t i m o n y or comments? F i n e , w e ' l l t a k e t h a t 

f i e l d under a d v i s e m e n t . 

Gentleman, my r e c o r d s show I' v e g ot two 

l e f t , t h e B l i n e b r y and t h e I n d i a n B a s i n , i s t h a t 

r i g h t ? 

MR. KELLAHIN: That's c o r r e c t . 

CHAIRMAN LEMAY: L e t ' s do B l i n e b r y 

now. You may c o n t i n u e , Mr. K e l l a h i n . 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

2 4 

2 5 

156 

RONALD J . FOLSE 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you p l e a s e s t a t e your name and 

o c cupa t i o n ? 

A. My name i s Ronald J. F o l s e . I'm a 

s e n i o r r e s e r v o i r e n g i n e e r w i t h Marathon O i l i n 

M i d l a n d , Texas. 

CHAIRMAN LEMAY: How do you s p e l l your 

l a s t name? 

THE WITNESS: F-0-L-S-E. 

CHAIRMAN LEMAY: Thank you. 

Q. Mr. F o l s e , on p r i o r o c c a s i o n s have you 

t e s t i f i e d b e f o r e t h e Commission i n t h e a l l o w a b l e 

h e a r i n g s ? 

A. Yes, I have. 

Q. And you t e s t i f i e d i n t h e F e b r u a r y 

h e a r i n g c o n c e r n i n g t h e B l i n e b r y Pool and i t s 

recommended a l l o w a b l e s f o r t h e summer p r o r a t i o n 

per iod? 

A. Yes, s i r , I have. 

Q. Have you c o n t i n u e d your s t u d y of t h a t 

r e s e r v o i r and do you have recommendations f o r t h e 
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Commission c o n c e r n i n g t h e a l l o w a b l e s f o r t h i s 

n e x t p r o r a t i o n p e r i o d ? 

A. Yes, I do. 

MR. KELLAHIN: We t e n d e r Mr. F o l s e as 

an e x p e r t . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

Q. L e t ' s t u r n t o your e x h i b i t s and 

i d e n t i f y f o r me what's marked as E x h i b i t No. IA. 

A. E x h i b i t IA i s a l e t t e r Marathon m a i l e d 

out t o a l l o p e r a t o r s i n t h e B l i n e b r y P o o l , and i t 

i d e n t i f i e s t h e recommendation t h a t Marathon 

i n t e n d e d t o make a t t h i s h e a r i n g t o d a y f o r an 

i n c r e a s e i n t h e n o n m a r g i n a l w e l l F l f a c t o r , f r o m 

32,960 Mcf per month t o 42,000 Mcf per month. 

Q. Summarize f o r us t h e b a s i s f o r t h e 

r e q u e s t f o r a d d i t i o n a l a d j u s t m e n t s i n t h a t p o o l 

so t h a t i t comes up t o t h e 42,000 volume. What's 

th e r e ason f o r t h e a d j u s t m e n t ? 

A. The reason f o r t h e a d j u s t m e n t i s i n 

o r d e r t o a l l o w n o n m a r g i n a l w e l l s t h a t Marathon 

o p e r a t e s t o be a b l e t o produce a t t h e r a t e s 

t h e y ' r e c u r r e n t l y p r o d u c i n g a t . 

Q. What was t h e a d j u s t m e n t , i f any, made 

t o t h e B l i n e b r y Pool f o r t h e c u r r e n t p r o r a t i o n 
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p e r i o d t h a t we're now i n , do you r e c a l l ? 

A. The a d j u s t m e n t s ? I don't r e c a l l t h e 

a d j u s t m e n t . The f i n a l F l f a c t o r was 38,000 Mcf 

per month. 

Q. Turn now t o E x h i b i t No. 2A and i d e n t i f y 

and d e s c r i b e t h i s d i s p l a y . 

A. E x h i b i t 2A i s t h e B l i n e b r y Gas Pool 

A l l o w a b l e s f o r t h e p e r i o d October 1992 t h r o u g h 

March 1993 as proposed i n t h e p r e l i m i n a r y 

s c h e d u l e f r o m t h e OCD. 

I n t h e c e n t e r column, and t h e n i n t h e 

f a r r i g h t - h a n d column, i s t h e r e v i s i o n s r e q u i r e d 

t o r e s u l t , as proposed by Marathon, t o r e s u l t i n 

a m o n t h l y acreage a l l o c a t i o n f a c t o r of 42,000. 

Q. Do you and t h e D i v i s i o n agree on t h e 

p r o p e r number of n o n m a r g i n a l acreage f a c t o r s t o 

a p p l y t o t h e p o o l ? 

A. At t h i s t i m e , Marathon does agree w i t h 

t h e acreage f a c t o r of 6.75. 

Q. Okay. And t h e c a l c u l a t i o n , t h e n , on 2A 

i s s i m p l y i n f o r m a t i o n t o show how t o a d j u s t t h e 

numbers i n o r d e r t o a r r i v e a t t h e m o n t h l y average 

a l l o c a t i o n f a c t o r o f t h e 42,000? 

A. T h a t ' s c o r r e c t . 

Q. A l l r i g h t . L e t ' s t u r n now and have you 
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i d e n t i f y and d e s c r i b e E x h i b i t 3A f o r us. 

A. Okay. E x h i b i t 3A i s t h e B l i n e b r y Pool 

a l l o c a t i o n or a l l o w a b l e f o r t h e p o o l i n d i c a t e d i n 

r e d on t h e e x h i b i t . The green c u r v e i s t h e s a l e s 

v a l u e f o r t h e M a r a t h o n - o p e r a t e d w e l l Lou Worthan 

No. 9, and t h e n t h e b l u e - - p u r p l e as i t ' s seen 

h e r e - - i s t h e o v e r p r o d u c t i o n s t a t i s t i c s o f t h e 

w e l l . And i t ' s f o r t h e p e r i o d January 1989 

t h r o u g h June of 1992. 

Q. What do you do w i t h t h i s i n f o r m a t i o n , 

Mr . Folse? 

A. T h i s i n f o r m a t i o n Marathon uses t o 

m a i n t a i n t h e s t a t u s of t h e p r o d u c t i o n f r o m t h e 

Lou Worthan No. 9, and t o be a b l e t o compare i t 

w i t h t h e c u r r e n t a l l o w a b l e f o r t h e w e l l , and 

compare t h e a l l o w a b l e v e r s u s s a l e s and t h e 

o v e r p r o d u c t i o n s t a t u s of t h e w e l l . 

Q. And t h i s w e l l i s one of t h e w e l l s 

c u r r e n t l y c l a s s i f i e d as a n o n m a r g i n a l w e l l ? 

A. That's c o r r e c t , yes. 

Q. And i t ' s i n an o v e r p r o d u c e d s t a t u s . 

How many t i m e s o v e r p r o d u c e d i s i t ? 

A. I t ' s s l i g h t l y over t w i c e o v e r p r o d u c e d . 

Q. L e t ' s t u r n now t o t h e n e x t d i s p l a y . 

The e x h i b i t i s marked 4A. I d e n t i f y and d e s c r i b e 
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t h a t f o r us. 

A. E x h i b i t 4A i s t h e B l i n e b r y Pool 

p r o d u c t i o n f r o m t h e M a r a t h o n - o p e r a t e d Lou Worthan 

No. 12 w e l l . I t i s t h e s a m e - - s i m i l a r f o r m a t as 

th e p r e v i o u s e x h i b i t i n d i c a t e s ; t h e a l l o w a b l e 

s a l e s f i g u r e s and t h e o v e r p r o d u c t i o n s t a t u s f o r 

the Lou Worthan No. 12 w e l l . 

Q. I f t h e a l l o w a b l e a d j u s t m e n t i s made as 

Marathon proposes f o r t h i s p o o l , w ould t h e r e 

s t i l l be n o n m a r g i n a l w e l l s t h a t are 

c a p a c i t y - r e s t r i c t e d ? 

A. Yes, t h e r e w i l l . 

Q. Who has t h e o t h e r n o n m a r g i n a l w e l l s i n 

th e poo 1 ? 

A. Based on p r e v i o u s acreage f a c t o r s of 

10.75, we had t h e o p e r a t o r s H e n d r i x C o r p o r a t i o n , 

of c o urse Marathon, M o b i l , Chevron, Arco, Exxon 

and Texaco, I n c o r p o r a t e d . 

Q. How d i d you d e t e r m i n e what a d j u s t m e n t 

was r e q u i r e d f o r t h i s w e l l f o r f o r e c a s t i n g market 

demand f o r t h e n e x t p r o r a t i o n p e r i o d ? 

A. We l o o k e d a t p r o d u c t i o n f o r t h e p e r i o d 

i n terms of i t s d e l i v e r a b i l i t y , i t s c a p a c i t y t o 

d e l i v e r gas, and d e t e r m i n e d t h a t t h e y were 

ca p a b l e of d e l i v e r i n g i n excess of 42,000. We 
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t h e n d e c i d e d t o go ahead w i t h t h e recommendation 

of 42,000 as an average. 

Q. Have you r e c e i v e d any o b j e c t i o n f r o m 

any of t h e o p e r a t o r s w i t h r e g a r d s t o t h i s 

r e q u e s t ? 

A. We have no t . 

Q. You s u b m i t t e d t h i s r e q u e s t t o t h e o t h e r 

o p e r a t o r s f o l l o w i n g r e c e i p t f r o m t h e D i v i s i o n of 

the p r e l i m i n a r y s c h e d u l e t h a t t h e y p u b l i s h e d f o r 

t h i s n e x t p r o r a t i o n p e r i o d ? 

A . Yes, we d i d . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. F o l s e . We move t h e 

i n t r o d u c t i o n of h i s E x h i b i t s IA t h r o u g h 4A. 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s IA t h r o u g h 4A w i l l be a d m i t t e d i n t o t h e 

r e c o r d . Q u e s t i o n s of Mr. Folse? 

MR. STOVALL: A c o u p l e of q u i c k ones. 

EXAMINATION 

BY MR. STOVALL: 

Q. Did I hear you say t h a t t h e p o o l was 

ov e r p r o d u c e d or j u s t some w e l l s i n t h e p o o l were 

overproduced? 

A. Some w e l l s i n t h e p o o l , 

M a r a t h o n - o p e r a t e d . 
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Q. The o n l y o t h e r q u e s t i o n I ' v e got i s how 

you a r r i v e a t t h e s p e c i f i c a d j u s t m e n t f a c t o r . 

What b a s i s do you have f o r s a y i n g t h a t t h e demand 

on p r o d u c t i o n f r o m t h a t p o o l i s l i k e l y t o go up 

by t h a t amount, g i v e n t h e t r e n d over t h e l a s t 

t h r e e y e a r s f o r t h e p o o l ? I t ' s been 

u n d e r p r o d u c e d f o r t h e l a s t t h r e e y e a r s d u r i n g t h e 

comparable p e r i o d . What's your b a s i s f o r 

a n t i c i p a t i n g t h i s h i g h e r l e v e l of p r o d u c t i o n ? 

A. The b a s i s f o r our recommendation i s 

l o o k i n g a t r e c e n t p e r f o r m a n c e , i n p a r t i c u l a r 

s i n c e October of 1991, where we're a b l e t o — o r 

where t h e a l l o w a b l e s were i n c r e a s e d t o t h e 38,000 

l e v e l . The two w e l l s i n p a r t i c u l a r h e r e , t h e Lou 

Worthan No. 9 and t h e No. 12 are cap a b l e of 

p r o d u c i n g , i n t h e e a r l y p a r t of t h a t p e r i o d , over 

50,000 Mcf per month. 

As seen i n E x h i b i t s 3A and 4A, t h e y a r e 

s t i l l above t h e 38,000. A l l t h e way t h r o u g h June 

of 1992, t h e Lou Worthan No. 9 produced 45,044 

Mcf i n t h a t month, and No. 12 produced 42,745. 

T h e r e f o r e , we f e l t t h a t 42,000 would be--

Q. I n o t h e r words, what y o u ' r e l o o k i n g a t 

i s t h e a b i l i t y o f t h e b e t t e r w e l l s i n t h e p o o l 

and making t h e a d j u s t m e n t s t o i n c r e a s e t h e i r 
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a l l o w a b l e , r a t h e r t h a n l o o k i n g a t t h e t o t a l 

p r o d u c t i o n f r o m t h e p o o l i n terms o f a market 

demand a n a l y s i s , i f you w i l l , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . At t h i s t i m e we were 

un a b l e t o d e t e r m i n e e x a c t l y w h i c h numbers were i n 

the acreage f a c t o r and w h i c h ones we needed t o 

l o o k a t and we were n ' t a b l e t o do a n o n m a r g i n a l 

w e l l v e r s u s a m a r g i n a l w e l l e v a l u a t i o n . 

Q. Are t h e r e market c o n d i t i o n s w h i c h w i l l 

cause t o t a l p r o d u c t i o n and p u r c h a s e r s f r o m t h e 

f i e l d t o i n c r e a s e over p r e v i o u s l i k e p e r i o d s ? 

A. I b e l i e v e I'm n o t ready or a b l e t o 

answer t h e m a r k e t i n g q u e s t i o n s . 

MR. KELLAHIN: We d i d b r i n g a m a r k e t i n g 

e x p e r t . Mr. G i l b e r t i s here t o address any 

m a r k e t i n g q u e s t i o n s f o r p r o d u c t i o n f r o m t h e 

p o o l . 

MR. STOVALL: Tha t ' s a l l I ' v e g o t , 

t h e n . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

of t h e w i t n e s s ? Commissioner C a r l s o n ? 

COMMISSIONER CARLSON: No q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: No q u e s t i o n s . 

EXAMINATION 
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BY CHAIRMAN LEMAY: 

Q. Did you say t h e c u r r e n t F l f a c t o r i s 

38 , 000? 

A . Yes, s i r . 

Q. I'm a l i t t l e c o n f u s e d on your 42,000 

f i g u r e . I s t h e r e any b a s i s i n f a c t f o r t h a t or 

i s t h a t j u s t k i n d o f a number t h a t ' s a l i t t l e b i t 

below your t o p - c a p a c i t y w e l l s b u t I guess above 

h i s t o r i c a l p r o d u c t i o n i n t h e p o o l ? 

A. That's c o r r e c t . 

Q. I f t h e p o o l i s u n d e r p r o d u c e d , why would 

you n o t o v e r p r o d u c e your w e l l s i f you need 

a d d i t i o n a l a l l o w a b l e s ? I s t h i s a r e c e n t market 

a d d i t i o n ? I know y o u ' r e n o t a m a r k e t e r . What 

I'm w o n d e r i n g about i s , I'm t r y i n g t o f o c u s t h a t 

42,000 f i g u r e and compare i t t o t h e un d e r p r o d u c e d 

s t a t u s of t h e p o o l and t h e f a c t t h a t y o u ' r e n o t 

s i x t i m e s over i n any w e l l , y o u ' r e two t i m e s over 

or two or t h r e e on t h e o t h e r w e l l . 

A. That's c o r r e c t . 

Q. You've got a d d i t i o n a l a l l o w a b l e r i g h t 

now t h a t you haven't p r o d u c e d , i s n ' t t h a t t r u e , 

i f y o u ' r e t a l k i n g about o v e r p r o d u c e d , 

u n d e r p r o d u c e d l i m i t s ? 

A. I n terms of t h e two w e l l s we're 
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d i s c u s s i n g h e r e , t h e y are p r o d u c i n g over t h e 

a l l o w a b l e a t t h e c u r r e n t t i m e . 

Q. But you haven't reached your s i x t i m e s 

where t h e r e ' s a s h u t - i n n o t i c e , i s t h a t r i g h t ? 

A. That i s c o r r e c t . R i g h t . 

Q. Are any of your w e l l s i n t r o u b l e or are 

thes e your most o v e r p r o d u c e d w e l l s ? 

A. No, the s e are t h e most o v e r p r o d u c e d 

we l i s . 

Q. So you c o u l d a c t u a l l y o v e r p r o d u c e your 

w e l l s more, g i v e n a lower a l l o w a b l e , and 

t h e r e f o r e have h a r d i n f o r m a t i o n f o r t h e 

Commission t o show t h a t you are c l o s e r t o 

p r o d u c i n g t h e a l l o w a b l e we've g i v e n you i n t h e 

p o o l , I guess, p o o l - w i d e ? 

A. R i g h t . The o n l y q u e s t i o n t h a t comes 

i n t o p l a y , t h e n , i s t h e b a l a n c i n g p e r i o d , w h i c h 

we've got a b a l a c i n g p e r i o d coming up t h e end of 

March of 93 where, depending on t h e a l l o w a b l e s , 

we would have t o t h e n — w e l l , p r i o r t o t h e end o f 

t h a t b a l a n c i n g p e r i o d we would have t o c u r t a i l 

p r o d u c t i o n f r o m t h e s e w e l l s . 

Q. Unless you got h i g h e r a l l o w a b l e s - -

A. Unless we got h i g h e r a l l o w a b l e s . 

Q. --based on i n c r e a s e d p r o d u c t i o n ? You 
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ca n ' t o v e r p r o d u c e your w e l l s more, i n o t h e r 

words, t o j u s t i f y h i g h e r a l l o w a b l e s ? I f you were 

t o do t h a t t h i s s i x months, you c o u l d come t o t h e 

Fe b r u a r y h e a r i n g , c o u l d n ' t you, and say, "We're 

now f i v e t o s i x t i m e s o v e r p r o d u c e d and we've 

u t i l i z e d our maximum o v e r p r o d u c t i o n " ? 

A. For th e s e w e l l s i n p a r t i c u l a r , t h e y a r e 

p r o d u c i n g a t t h e i r c u r r e n t d e l i v e r a b i l i t y r a t e s , 

maximum d e l i v e r a b i l i t y r a t e s . 

Q. R i g h t now t h e y are? Which i s 38,000? 

A. Which i s i n excess of 42,000. 

Q. What k i n d of d e c l i n e do you see on 

tho s e we l i s ? 

A. I t ' s a p p r o x i m a t e l y 1 5 - p e r c e n t d e c l i n e 

per y e a r . 

Q. So you would a n t i c i p a t e t h e y would not 

be ca p a b l e o f d o i n g t h a t s i x months from now; 

t h e y would be s e v e n - a n d - a - h a l f p e r c e n t l o w e r ? 

A . C o r r e c t . 

CHAIRMAN LEMAY: Any o t h e r q u e s t i o n s of 

the w i t n e s s ? You may be excused. Thank you. 

I s t h a t a l l t h e t e s t i m o n y we have on 

the S o u t h east now? 

MR. KELLAHIN: I'm g o i n g t o c a l l Mr. 

G i l b e r t f o r a b r i e f s t a t e m e n t on t h e m a r k e t i n g . 
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CHAIRMAN LEMAY: F i n e . 

JOHN P. GILBERT 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you p l e a s e s t a t e y o u r name and 

occupat i o n . 

A. My name i s John P. G i l b e r t . I'm a 

n a t u r a l gas m a r k e t e r f o r Marathon O i l Company. 

Q. Have you t e s t i f i e d b e f o r e i n t h a t 

c a p a c i t y and q u a l i f i e d b e f o r e t h i s Commission on 

p r i o r i n s t a n c e s t o p r o v i d e t e s t i m o n y on market 

i n f o r m a t i o n f o r t h e B l i n e b r y Pool? 

A. Yes, s i r , I have. 

MR. KELLAHIN: We would t e n d e r Mr. 

G i l b e r t as an e x p e r t i n gas m a r k e t i n g . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s are 

ac c ept ab1e. 

Q. Give us a q u i c k summary or an o v e r v i e w 

of t h e gas market s i t u a t i o n i n t h e B l i n e b r y 

P o o l . 

A. For t h e B l i n e b r y P o o l , i t ' s a 

p r o d u c e r s ' dream out t h e r e . You have f o u r or 

f i v e o p t i o n s a t al m o s t any l o c a t i o n . You have 
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t h e E l Paso system, you've got t h e Warren 

system. Our w e l l s a r e n o n m a r g i n a l w e l l s and t i e d 

t o N o r t h e r n N a t u r a l Gas, so t h e r e are t h r e e or 

f o u r o p t i o n s i n t h e f i e l d . 

Q. From your p e r s p e c t i v e , are you i n a 

p o s i t i o n t o know i f o t h e r o p e r a t o r s are h a v i n g 

any k i n d of d i f f i c u l t y m a r k e t i n g t h e i r gas or 

c o n s c i o u s l y s t a y i n g o ut of market and a c c r u i n g 

u n d e r p r o d u c t i o n f o r t h e i r n o n m a r g i n a l w e l l s ? 

A. No, s i r . There's no market p r o b l e m out 

of t h e B l i n e b r y Pool w h a t s o e v e r . 

Q. You're i n a p o s i t i o n t o be aware of 

t h a t ? 

A. That's r i g h t . 

Q. You would know t h a t i f i t was 

o c c u r r ing? 

A. I t h i n k so. 

Q. The volume of a d d i t i o n a l gas t h a t would 

be produced i n t h e p o o l i f t h i s a l l o w a b l e 

a d j u s t m e n t i s made by t h e Commission, i s t h a t an 

a d d i t i o n a l volume o f gas t h a t can be marketed? 

A. E a s i l y so. 

Q. I s t h e r e a market demand f o r gas from 

t h i s p o o l t h a t exceeds th e s e a l l o w a b l e r e q u e s t s 

t h a t Marathon i s making? 
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A. Yes, s i r , i t i s . That's a p a r t i c u l a r l y 

a t t r a c t i v e area t o market out o f . You have gas 

t h a t can f l o w i n t o t h e E l Paso system g o i n g west 

t o C a l i f o r n i a , or i t can come back i n t h r o u g h t h e 

Waha hub f o r d e l i v e r y i n t o t h e Texas i n t r a s t a t e 

m a r k e t s , or i t can s t a y on t h e n o r t h e a s t system 

f l o w i n g n o r t h e a s t . So t h e r e ' s p l e n t y of demand 

and p l e n t y of o p p o r t u n i t y t o market gas out of 

t h i s p a r t i c u l a r a r e a . 

Q. I f you don't t a k e gas out of t h i s 

r e s e r v o i r t o s a t i s f y t h a t market demand, where do 

you g e t t h e gas? 

A. W e l l , f r o m o t h e r p o o l s we have, we can 

s a t i s f y t h e demand. There's p l e n t y o f market. I 

r e c e i v e phone c a l l s a l l t h r o u g h t h e month l o o k i n g 

f o r gas i n t h i s area and w a n t i n g t o know, a t a l l 

t i m e s , i f gas i s a v a i l a b l e . So t h e r e ' s p l e n t y of 

demand i n t h i s a r e a . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. G i l b e r t . 

CHAIRMAN LEMAY: Q u e s t i o n s of t h e 

w i t n e s s ? 

MR. STOVALL: I have a q u e s t i o n f o r 

c l a r i f i c a t i o n . 

EXAMINATION 
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BY MR. STOVALL: 

Q. I f t h e r e ' s p l e n t y of demand f o r gas, 

how come t h e p o o l has not produced i t s a l l o w a b l e 

up t o t h i s p o i n t , or a t l e a s t f o r t h i s p e r i o d ? 

A. I know e v e r y t h i n g t h a t we have, t h e r e ' s 

p l e n t y of market f o r t h a t gas. I c a n ' t t e l l you 

why o t h e r s w o u l d n ' t be. I don't t h i n k t h e y a r e . 

I t h i n k e v e r y t h i n g t h a t p e o p l e are s e l l i n g o u t 

t h e r e , t h e r e ' s a market f o r e v e r y t h i n g o ut 

t h e r e . I would be s u r p r i s e d i f anybody was 

h a v i n g a d i f f i c u l t t i m e m a r k e t i n g t h e i r gas o u t 

t h e r e . 

Q. I u n d e r s t a n d t h a t nobody i s h a v i n g 

t r o u b l e m a r k e t i n g , b u t my q u e s t i o n i s , and I'm 

g o i n g t o hand you what we've t a l k e d about as t h e 

t a b l e t h a t went out f o r t h e l a s t t h r e e y e a r s ' 

comparable p e r i o d s . And i f y o u ' l l l o o k under t h e 

B l i n e b r y column, y o u ' l l see t h e a l l o w a b l e i s L i n e 

1, I b e l i e v e , and a c t u a l s a l e s and p r o d u c t i o n i s 

L i n e 2, f o r each p e r i o d . 

I n each case t h e p r o d u c t i o n and s a l e s 

i s below t h e a l l o w a b l e ; so my q u e s t i o n i s , why do 

you need more a l l o w a b l e t h a n say even l a s t y e a r ' s 

comparable p e r i o d , when t h e p o o l h a s n ' t s o l d what 

i t ' s g ot a v a i l a b l e ? 
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A. From Marathon's p o i n t of vi e w , 

o b v i o u s l y , we l i k e t o produce our w e l l s a t f u l l 

r a t e t o c a p t u r e t h i s market or more market. 

Q. I n o t h e r words, you don't t h i n k 

Marathon i s t h e c o n t r i b u t o r t o t h e p o o l ' s 

u n d e r p r o d u c t i o n ? 

A. I can assu r e you t h a t ' s n o t t h e case. 

MR. STOVALL: That's a l l I need. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Are you s e l l i n g t h i s gas on t h e spot 

market ? 

A. T h i s p a r t i c u l a r package here r i g h t now 

i s g o i n g on s p o t . T h i s i s a package t h a t i s 

p r e t t y advantageous f o r us because I use gas. I 

have term market on N o r t h e r n , and I use t h i s gas 

as backup gas i n case my o t h e r market f a i l s f o r 

some re a s o n ; i . e . , a compressor or p l a n t on 

N o r t h e r n goes down. So, I use t h i s as my 

i n s u r a n c e gas t o back up, p a r t i c u l a r l y w i t h o t h e r 

m arkets we have. So t h i s p a r t i c u l a r package of 

gas i s s o l d on s p o t . 

Now t h e r e i s - - w e ' r e l o o k i n g a t 
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o p p o r t u n i t i e s t o t u r n t h i s gas up, and t h e y ' r e 

abundant out t h e r e . But t h i s month, i n f a c t 

y e s t e r d a y or t h e day b e f o r e y e s t e r d a y y e t , I s o l d 

i t as s p o t . 

COMMISSIONER CARLSON: That's a l l . 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: No q u e s t i o n s . 

CHAIRMAN LEMAY: I ' v e got one. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. G i l b e r t , i t doesn't f i t , and l e t me 

t e l l you why. You say, q u o t e , I t h i n k , Marathon 

l i k e s t o produce t h e i r gas a t f u l l r a t e , and y e t 

the p r e v i o u s w i t n e s s t e s t i f i e d t h a t you have n o t 

reached your s i x t i m e s o v e r p r o d u c t i o n l i m i t on 

any of your n o n m a r g i n a l w e l l s , and t h e r e i s some 

r e s t r i c t e d d e l i v e r a b i l i t y t o Marathon's w e l l s . 

I n o t h e r words, you ca n ' t produce them more. 

I f you have t h e market, have room t o 

produce them more, why haven't you done t h a t ? 

That doesn't f i t w i t h what y o u ' r e s a y i n g , t h a t 

you produce your w e l l s a t f u l l r a t e . 

A. I can say t h a t I know th e s e w e l l s have 

been blown wide open and we've been m a r k e t i n g 

t h i s gas. We have n o t had t o choke back t h e s e 
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w e l l s p a r t i c u l a r l y , t h e Lou Worthan 9 and 12 

we l i s . 

Q. Then i t must be t h a t you are p r o d u c i n g 

them a t t o p r a t e and t h e r e i s no r e s t r i c t e d 

capac i t y a t 42? 

A. At 38 . 

Q. At 38, yes. No r e s t r i c t e d c a p a c i t y a t 

3 8 . 

MR. STOVALL: R e g u l a t o r y r e s t r i c t i o n , 

do you mean, Mr. Chairman? 

Q. What I'm t r y i n g t o f i n d , i f y o u ' r e 

p r o d u c i n g them a t f u l l - b o r e and you haven't 

exceeded t h e s i x t i m e s o v e r , t h a t t h e n you s h o u l d 

n o t have any unused d e l i v e r a b i l i t y ? 

A. Today, t h a t ' s c o r r e c t . 

Q. And y e t I t h o u g h t t h e o t h e r w i t n e s s 

s a i d - - a n d maybe I'm wrong, I ' l l have t o check t h e 

r e c o r d - - t h a t t h e r e would be unused d e l i v e r a b i l i t y 

a t 42, and y e t we're a t 38 and t h e r e ' s no unused 

d e l i v e r a b i l i t y . 

Do you see where I'm h a v i n g a problem? 

A. I t h i n k so. I t h i n k t h a t I do. I'm 

not su r e I can address t h a t . 

Q. I'm n o t sure t h a t you can, e i t h e r . The 

p u z z l e doesn't f i t ; t h a t ' s a l l . You see my 
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pr o b l e m i n t r y i n g t o a n a l y z e b o t h s t a t e m e n t s . 

MR. STOVALL: Let me ask one more 

q u e s t i o n i f I m i g h t , Mr. Chairman, t o see i f I 

can make t h a t more s u c c i n c t . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. Has your a b i l i t y t o market gas been i n 

any way r e s t r i c t e d by t h e p r o r a t i o n system t o d a y , 

been r e s t r i c t e d f r o m p r o d u c t i o n as a r e s u l t of 

l i m i t s , s h u t - i n s r e q u i r e d by t h e D i v i s i o n ? 

A. Not t o d a t e . But I know t h e two w e l l s , 

t h e Lou Worthan No. 9, we're w a t c h i n g i t 

c l o s e l y . I t h i n k we're a p p r o a c h i n g t h a t p o i n t , 

w i t h two and a h a l f sometimes now, t h r e e t i m e s 

now, we're g o i n g t o be a p p r o a c h i n g t h a t p o i n t 

p r e t t y soon where we would be f o r c e d t o shut t h a t 

w e l l i n , a t i t s c u r r e n t r a t e . 

MR. STOVALL: Tha t ' s a l l . 

CHAIRMAN LEMAY: That's a l l I have. 

MR. KELLAHIN: N o t h i n g f u r t h e r . 

CHAIRMAN LEMAY: Thank you v e r y much. 

We a p p r e c i a t e i t , Mr. G i l b e r t . 

A n y t h i n g e l s e i n t h e B l i n e b r y F i e l d ? 

S t atement s? 

Okay. L e t ' s go t o t h e I n d i a n 
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Basin-Upper Penn. 

MR. CARR: Mr. Chairman, a t t h i s t i m e 

Chevron c a l l s Mark C o r l e y t o p r e s e n t t e s t i m o n y 

c o n c e r n i n g a l l o w a b l e s f o r t h e I n d i a n Basin-Upper 

Penn Gas P o o l . 

M. S. (MARK) CORLEY 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your f u l l name f o r t h e 

r e c o r d , p l e a s e . 

A. Mark Cor l e y . 

Q. Where do you r e s i d e ? 

A. M i d l a n d , Texas. 

Q. By whom are you employed and i n what 

capac i t y ? 

A. C u r r e n t l y , as o f August 1 s t , I'm 

employed by Warren P e t r o l e u m , w h i c h i s a gas 

p r o c e s s i n g s u b s i d i a r y of Chevron. But f o r t h e 

purposes of t h i s h e a r i n g , we w i l l d w e l l on my 

e x p e r i e n c e as a gas e n g i n e e r p r i o r t o my new 

ass ignment. 

Q. And how l o n g have you been a gas 

en g i n e e r f o r Chevron? 
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A. Two y e a r s . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h e O i l C o n s e r v a t i o n Commission? 

A. Yes, I have. 

Q. I n f a c t , you t e s t i f i e d a t t h e h e a r i n g 

s i x months ago c o n c e r n i n g a l l o w a b l e s f o r t h e 

c u r r e n t a l l o w a b l e p e r i o d , i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. At t h a t t i m e you were q u a l i f i e d as a 

gas e n g i n e e r ? 

A . Yes. 

Q. Could you a d v i s e us as t o what a gas 

e n g i n e e r w i t h Chevron does? 

A. A gas e n g i n e e r f o r Chevron i s i n v o l v e d 

w i t h t h e o b t a i n i n g of gas c o n t r a c t s f o r 

ca s i n g h e a d gas, and a l s o f o r h o o k i n g up new gas 

w e l l s t o gas p i p e l i n e s . We work r e a l c l o s e l y 

w i t h our gas m a r k e t i n g group on p r i c i n g t e n d s , 

f o r e c a s t s and p r o d u c t i o n p r o b l e m s . We l o o k v e r y 

c l o s e l y a t our r e g u l a t o r y r e v i e w i n g a l l o w a b l e s 

and p a r t i c i p a t e i n h e a r i n g s . 

Q. Were you r e s p o n s i b l e f o r m o n i t o r i n g t h e 

a l l o w a b l e s f o r t h e p r o r a t e d p o o l s i n Sou t h e a s t 

New Mexico? 

A. Yes, I was. 
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Q. B e f o r e you became a gas e n g i n e e r , what 

department d i d you a c t u a l l y work w i t h ? 

A. I worked i n t h e gas m a r k e t i n g group f o r 

Chevron i n Houston. 

Q. Are you f a m i l i a r w i t h how gas 

p r o r a t i o n i n g works i n New Mexico? 

A . Yes. 

Q. And have you r e v i e w e d t h e p r e l i m i n a r y 

a l l o w a b l e e s t i m a t e s f o r t h e p e r i o d October 1992 

t h r o u g h March 1993 f o r t h e I n d i a n Basin-Upper 

Penn Gas Pool? 

A. Yes, I have . 

MR. CARR: Are t h e w i t n e s s ' 

q u a l i f i c a t i o n s a c c e p t a b l e ? 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s are 

a c c e p t a b l e . 

Q. Mr. C o r l e y , w ould you s t a t e what 

Chevron's purpose i s i n p a r t i c i p a t i n g i n t h i s 

h e a r i n g today? 

A. F i r s t of a l l , Chevron c o n t i n u e s t o 

a p p r e c i a t e t h e o p p o r t u n i t y t o p r o v i d e i n p u t t o 

th e Commission on s e t t i n g t h e a l l o w a b l e s . We 

f e e l l i k e t h e c u r r e n t system i s v e r y good f o r our 

company, and we a p p r e c i a t e t h e o p p o r t u n i t y t o 

p r o v i d e i n p u t . 
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We're s e e k i n g t o d a y t o p r o v i d e i n p u t on 

th e I n d i a n Basin-Upper Penn P o o l . Our t e s t i m o n y 

w i l l show t h a t we agree w i t h t h e p r e l i m i n a r y F l 

f a c t o r t h a t was p u b l i s h e d by t h e OCD. We f e e l 

t h a t t h a t a l l o w a b l e , w i t h o u t an a d j u s t m e n t , 

a p p r o p r i a t e l y r e f l e c t s t h e p r o d u c i n g c a p a b i l i t y 

of a l l t h e w e l l s i n t h e p o o l and would a l l o w a l l 

t h e o p e r a t o r s t o produce t h e i r p r o p o r t i o n a t e 

share fro m t h e r e s e r v o i r . 

I n a d d i t i o n , we do have o n g o i n g 

w orkover programs i n p r o g r e s s . We f e e l l i k e f o r 

the n e x t s i x months t h e p r e l i m i n a r y a l l o w a b l e 

w i l l p r o v i d e o p p o r t u n i t i e s t o e v a l u a t e p r e v i o u s 

w o r k o v e r s and a l s o t o c o n t i n u e w i t h our workover 

program. 

Q. I n your o p i n i o n , w i l l a d o p t i o n of 

a l l o w a b l e s e q u a l t o t h e p r e l i m i n a r y f i g u r e s 

p r o m u l g a t e d by t h e D i v i s i o n p e r m i t not o n l y t h e 

D i v i s i o n b ut o p e r a t o r s t o manage t h e i r problems 

w i t h i n t h i s p o o l ? 

A. Yes, I do. 

Q. L e t ' s go t o what has been marked as 

Chevron E x h i b i t No. 1. Would you i d e n t i f y t h a t , 

p l e a s e ? 

A. The main purpose o f E x h i b i t 1 i s t o 
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g i v e t h e r e l a t i v e p o s i t i o n , v i a a bar gr a p h , on 

May's p r o d u c t i o n . M o n t h l y p r o d u c t i o n i s n o t e d on 

th e l e f t a x i s as Mcf per month. 

We are showing m o n t h l y p r o d u c t i o n by 

o p e r a t o r f o r t h e 33 a c t i v e w e l l s i n t h e I n d i a n 

Basin-Upper Penn. The f i r s t bar i s Marathon, 

w h i c h we show t h i s bar r e p r e s e n t s about 35 

p e r c e n t of t h e f i e l d ' s p r o d u c t i o n or 13 a c t i v e 

w e l l s . 

The n e x t bar we show i s Chevron, w h i c h 

i s a l s o a p p r o x i m a t e l y 35 p e r c e n t of t h e p o o l ' s 

p r o d u c t i o n , or 10 a c t i v e w e l l s . 

Next we have Oryx w i t h f i v e w e l l s or 18 

p e r c e n t . M. W. P e t r o l e u m , two w e l l s a t e i g h t 

p e r c e n t ; Texaco a t t h r e e p e r c e n t w i t h one w e l l , 

and i n t h e o t h e r column t h e r e are two w e l l s 

i n c l u d e d i n t h e r e . 

To r e i t e r a t e , t h e purpose i s t o show 

what t h e r e l a t i v e p o s i t i o n of each o p e r a t o r i s i n 

the f i e l d . 

Q. A l l r i g h t , Mr. C o r l e y . L e t ' s move now 

to Chevron E x h i b i t No. 2. Would you i d e n t i f y 

t h i s , p l e a s e ? 

A. E x h i b i t 2 i s b a s i c a l l y a t a b u l a r f o r m 

of t h e p r e l i m i n a r y e x h i b i t p r e p a r e d by t h e OCD. 
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I t h i g h l i g h t s t h e c a l c u l a t i o n s i n v o l v e d i n coming 

up w i t h t h e a l l o w a b l e or t h e F l f a c t o r . 

Q . Now, the s e f i g u r e s r e f l e c t t h e O i l 

C o n s e r v a t i o n D i v i s i o n f i g u r e s t h a t were s u b m i t t e d 

w i t h t h e d o c k e t , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. And t o d a y , a s l i g h t i n c r e a s e i n the s e 

f i g u r e s was announced by t h e w i t n e s s f o r t h e OCD? 

A . Yes. 

Q. What impact does t h a t have on your 

p r e s e n t a t i o n ? 

A. A c t u a l l y , we p r e f e r t h e p r e v i o u s l y 

u t i l i z e d numbers, b u t we do r e a l i z e t h a t t h e new 

method f o r d e t e r m i n i n g t h e a l l o w a b l e s was a good 

move. We t h i n k t h e numbers a re more a c c u r a t e , 

and c o n s i d e r i n g t h e impact on our t e s t i m o n y w i l l 

o n l y be about 165 Mcf per day per 640 a c r e s , we 

would agree w i t h what t h e S t a t e has proposed 

t o d a y . 

Q. Now, how do t h e f i g u r e s s e t f o r t h on 

t h i s e x h i b i t compare t o t h e a c t u a l a l l o w a b l e 

r a t e s a u t h o r i z e d a year ago? 

A. For t h e same p e r i o d l a s t y e a r , as 

f o o t n o t e d on t h e b o t t o m , we had an e q u i v a l e n t F l 

f a c t o r of 184,875. 
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Q. And you are recommending t h a t t h e 

f i g u r e s s e t f o r t h on E x h i b i t 2 be u t i l i z e d i n 

s e t t i n g t h e a l l o w a b l e f o r t h e n e x t a l l o w a b l e 

p e r i o d ? 

A. Yes, and we wou l d a l s o emphasize t h a t 

Chevron i s not s e e k i n g an a d j u s t m e n t t o be made 

t o t h e p o o l . Both columns are a c t u a l l y e q u a l , 

and we want t o make sure you know t h a t we agree 

w i t h what t h e p r e l i m i n a r y e s t i m a t e s a r e . 

Q. A n y t h i n g e l s e you want t o p r e s e n t f r o m 

E x h i b i t 2? 

A . No . 

Q. A l l r i g h t . L e t ' s move t o your E x h i b i t 

No. 3. Would you i d e n t i f y what t h i s i s ? 

A. E x h i b i t No. 3 i s a p r o d u c t i o n p l o t of 

Chevron's average n o n m a r g i n a l w e l l . B a s i c a l l y , 

we t o o k a l l of our n o n m a r g i n a l w e l l s , we t o o k 

t h a t number and d i v i d e d by t h e number o f w e l l s t o 

g i v e you an i d e a o f t h e average p r o d u c t i o n of our 

n o n m a r g i n a l w e l l . 

Q. How many w e l l s are we t a l k i n g about 

here? 

A. Three we l i s . 

Q. A l l r i g h t . L e t ' s r e v i e w t h i s e x h i b i t 

f o r t h e Commission. 
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A. The b a s i s on w h i c h we c a l l t h e 

n o n m a r g i n a l , i s t h e y are n o n m a r g i n a l under t h e 

c u r r e n t summer a l l o w a b l e . On t h e l e f t column we 

have Mcf per month v e r s u s t i m e . The dar k c o l o r e d 

bar i s p r o d u c t i o n average per month. The l i g h t 

c o l o r e d bar t o t h e r i g h t i s our f o r e c a s t f o r t h e 

upcoming a l l o w a b l e p e r i o d . The l i n e g raph w i t h 

t h e squares i s t h e a l l o w a b l e p l o t t e d v e r s u s 

t i m e . 

L o o k i n g over t h e e x h i b i t , we would l i k e 

t o emphasize t h a t Chevron, i n t h e i n t e r e s t of 

c o r r e l a t i v e r i g h t s , we do produce our w e l l s a t 

c o n s t a n t r a t e s d u r i n g t h e summer and t h e w i n t e r 

p e r i o d s , so c o r r e l a t i v e r i g h t s i s a co n c e r n o f 

o u r s . 

I n a d d i t i o n , we would l i k e t o n o t e some 

of t h e ano m a l i e s i n t h e p r o d u c t i o n g r a p h . 

September of 91 i n d i c a t e s a drop i n p r o d u c t i o n . 

T h at's a t t r i b u t a b l e t o a 12-day p l a n t s h ut i n . 

Moving over t o December o f 9 1 , t h a t was a s i x - d a y 

p l a n t u p s e t . January of 92, we had a n o t h e r p l a n t 

u p s e t f o r s i x days. 

C o n t i n u i n g t o t h e r i g h t , i n J u l y of 92 

we have a s h o r t a g e i n p r o d u c t i o n . That i s when 

we d i d a workover on one of t h e w e l l s p l o t t e d 
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t h e r e , so we were down f o r two weeks w h i l e t h e 

w e l l was b e i n g worked o v e r . C o n t i n u i n g t o t h e 

r i g h t , w e ' l l go over t h e f o r e c a s t . 

The f o r e c a s t i n c o r p o r a t e s t h e r e s u l t s 

of two w o r k o v e r s and a l s o a p l a n n e d workover fro m 

November of 92. The November of 92 f o r e c a s t i s 

s h o r t because of t h a t two weeks a n t i c i p a t e d down 

t i m e , and we show p a r t i a l r e c o v e r y of our 

workover by January of 93. 

Fe b r u a r y o f 93 has a drop due t o t h e 

s h o r t a g e of t h e days i n t h e month. March of 93, 

we have knowledge o f a n o t h e r p l a n t outage o f s i x 

days. So, our f o r e c a s t i s based on r e s u l t s f r o m 

p r e v i o u s w o r k o v e r s and a l s o w i t h knowledge o f 

upcoming e v e n t s h a v i n g t o do w i t h t h e p l a n t 

p r o c e s s i n g of t h e gas. 

One more t h i n g , t h e t o p bar f o r t h e 

c u r r e n t p e r i o d r e f l e c t s a f i g u r e of 173,328. 

That i s t h e a l l o w a b l e t h a t ' s p l o t t e d t h e r e . 

Q. What does i t t e l l you about t h a t 

p r e l i m i n a r y a l l o w a b l e f i g u r e ? 

A. The p r e l i m i n a r y a l l o w a b l e i s adequate 

f o r Chevron, and t o c o n t i n u e w i t h our workover 

program. 

Q. Now, t h e f o r e c a s t p o r t i o n of t h i s 
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e x h i b i t , i s t h i s a c t u a l l y r e p r e s e n t a t i v e of t h e 

peak p r o d u c t i o n f r o m each of t h e w e l l s w h i c h a r e 

a v e r a g i n g i n t o t h i s e x h i b i t ? 

A. I t ' s t h e b e s t we c o u l d e s t i m a t e . Peak 

p r o d u c t i o n c o u l d p o s s i b l y come i n F e b r u a r y or 

March. T y p i c a l l y t h e s e w o r k o v e r s r e q u i r e q u i t e a 

b i t of r e c o v e r y t i m e because we k i l l t h e w e l l 

w i t h w a t e r on t h e back s i d e . T y p i c a l l y i t t a k e s 

a month or two t o r e c o v e r t h a t l o a d w a t e r back, 

so t h e r e i s some e v a l u a t i o n i n t i m e needed t o 

e v a l u a t e t h a t . 

Q. T h i s graph shows an average f o r 

n o n m a r g i n a l w e l l s . Are any of your w e l l s 

c u r r e n t l y b e i n g shut i n because of t h e a l l o w a b l e 

r a t e ? 

A. No, 

Q. What w o r k o v e r s d i d Chevron do i n t h e 

l a s t s i x months? 

A. We co m p l e t e d a workover w h i c h we had 

t a l k e d about a t t h e l a s t h e a r i n g on t h e E l g i n 

F e d e r a l No. 1. P r o d u c t i o n b e f o r e t h e workover 

was a p p r o x i m a t e l y 4,200 Mcf per day. R e s u l t s of 

the w orkover are s t i l l b e i n g e v a l u a t e d , b u t a t 

t h i s t i m e i t ' s making a p p r o x i m a t e l y 5,000 Mcf. 

That's an i n c r e a s e o f 800 Mcf per day. 
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The n e x t w e l l we worked on was i n J u l y 

of 92; i t was t h e Vogel F l a t s U n i t No. 6. 

P r o d u c t i o n p r i o r t o t h e workover was 

a p p r o x i m a t e l y 4,400 Mcf per day. C u r r e n t 

p r o d u c t i o n s t i l l under e v a l u a t i o n i s 5,400 Mcf 

per day, whi c h equates t o an i n c r e a s e o f about a 

thousand Mcf per day. The f o r e c a s t a l l o w e d f o r 

t h a t w e l l t o come on up, about 200 more Mcf per 

day . 

Q. L e t ' s move t o Chevron E x h i b i t No. 4. 

Could you e x p l a i n t o t h e Commission what t h i s i s ? 

A. E x h i b i t No. 4 i s t h e same f o r m a t as t h e 

l a s t e x h i b i t . We have Mcf per month p l o t t e d 

v e r s u s t i m e . We wanted t o show t h e Commission 

what our p l a n n e d workover and i t s f o r e c a s t l o o k s 

l i k e f o r t h e upcoming a l l o w a b l e p e r i o d . We p l a n 

t o work over t h e Vogel F l a t s U n i t No. 4. You can 

not e t h e same p r o d u c t i o n a n o m a l i e s i n t h e b l a c k 

c u r v e s , t h e p l a n t s h u t - i n s . 

Moving on t o t h e f o r e c a s t , we show a 

drop i n p r o d u c t i o n f o r November because o f t h e 

two weeks down t i m e . We show p a r t i a l r e c o v e r y by 

January, t h e n t h e s h o r t month i n F e b r u a r y 

a f f e c t i n g our p r o d u c t i o n , and a l s o March, t h e 

p l a n n e d shutdown, l o w e r i n g our p r o d u c t i o n l e v e l . 
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Q. And w o r k o v e r s t h a t have been p e r f o r m e d 

by Chevron t o d a t e , have you been a b l e t o r e t u r n 

a w e l l or t a k e a w e l l t o a n o n m a r g i n a l s t a t u s 

f r o m a m a r g i n a l s t a t u s ? 

A . No . 

Q. L e t ' s go now t o what has been marked as 

E x h i b i t No. 5, and i d e n t i f y t h a t , p l e a s e . 

A. E x h i b i t No. 5, we t a l k e d w i t h o t h e r 

o p e r a t o r s i n t h e f i e l d and we would l i k e t o 

submit t h a t l e t t e r i n our t e s t i m o n y . M. W. 

P e t r o l e u m i s o f f e r i n g t h e i r s u p p o r t t o t h e 

Commission f o r t h e p r e l i m i n a r y a l l o w a b l e s , as i s 

Chevron. 

Q. Did you c o n t a c t o t h e r o p e r a t o r s 

c o n c e r n i n g your p r e s e n t a t i o n here today? 

A. Yes, we d i d . 

Q. Who d i d you c o n t a c t ? 

A. We t a l k e d w i t h Oryx and Marathon, and 

we were u n a b l e t o t a l k w i t h Texaco. 

Q. I n your e x p e r i e n c e , has Chevron had any 

probl e m m a r k e t i n g t h e gas i t can produce from 

t h i s p o o l ? 

A. Our m a r k e t i n g s t r a t e g y i s v e r y s i m i l a r 

t o Marathon. We would l i k e t o a t t a i n l o n g - t e r m 

m a r k e t s i f p o s s i b l e . We do see a demand each 
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month f o r gas from t h e Permian B a s i n , as Mr. 

G i l b e r t t e s t i f i e d , so our m a r k e t i n g i s not 

c o n s t r a i n e d by a l a c k of demand. 

The o n l y t h i n g t h a t would h i n d e r our 

m a r k e t i n g e f f o r t s would be t h e g a t h e r i n g 

p r o c e s s i n g of t h e gas. U n f o r t u n a t e l y , t h i s gas 

has t o be p r o c e s s e d b e f o r e i t ' s m a r k e t a b l e , so we 

do have a few problems when t h e p l a n t goes down, 

b e i n g a b l e t o r e c o v e r from t h e s e . And t o get a 

l o n g - t e r m market we need a s t a b l e s u p p l y base. 

Q. I f you can market a l l t h e gas you can 

produce , why s h o u l d you have an a l l o w a b l e a t a 

r a t e l e s s t h a n what any w e l l i n t h e p o o l can 

produce? 

A. We f e e l l i k e t h e a l l o w a b l e s h o u l d be 

based on n o t j u s t s o l e l y t h e b e s t p r o d u c i n g w e l l s 

i n t h e p o o l ; we f e e l l i k e t h e o t h e r , l e t ' s say, 

29 w e l l s i n t h e p o o l a r e e f f e c t i v e l y d r a i n i n g 

t h e i r acreage under t h e c u r r e n t a l l o w a b l e . So we 

f e e l l i k e t h e a l l o w a b l e s h o u l d be s e t more on an 

average b a s i s f o r t h e whole p o o l . 

Q. I n your o p i n i o n , would an o r d e r 

a d o p t i n g a l l o w a b l e r a t e s e q u a l t o t h e p r e l i m i n a r y 

n o m i n a t i o n s t h a t were sent o ut w i t h t h e O i l 

C o n s e r v a t i o n D i v i s i o n d o c k e t , would a l l o w a b l e s a t 
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t h a t r a t e be i n t h e b e s t i n t e r e s t of 

c o n s e r v a t i o n , t h e p r e v e n t i o n of waste and t h e 

p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes, I do. 

Q. Were E x h i b i t s 1 t h r o u g h 5 e i t h e r 

p r e p a r e d by you or assembled under your 

d i r e c t i o n ? 

A. Yes, t h e y were. 

MR. CARR: At t h i s t i m e we would move 

th e a d m i s s i o n o f Chevron E x h i b i t s 1 t h r o u g h 5. 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s 1 t h r o u g h 5 w i l l be a d m i t t e d i n t o t h e 

r e c o r d . That c o n c l u d e s my e x a m i n a t i o n of Mr. 

C o r 1 e y . 

CHAIRMAN LEMAY: Thank you, Mr. C a r r . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. I would l i k e t o reduce t h e p r o p o s a l s o f 

the v a r i o u s companies t o a d a i l y p r o d u c i n g r a t e 

s i m p l y because t h e numbers are s m a l l e r and i t ' s 

e a s i e r f o r me. When you t a k e t h e 175,000 f i g u r e 

you've used, t h a t ' s about 5.7 m i l l i o n a day? 
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A . Yes. 

Q. Are you aware of Oryx and Marathon's 

p r o p o s a l t o ask t h e Commission f o r an a l l o w a b l e 

a d j u s t m e n t t h a t would r e s u l t i n t h e n o n m a r g i n a l 

w e l l s p r o d u c i n g a t 6.5 m i l l i o n a day? 

A. Yes, I'm aware of t h i s . 

Q. You t a l k e d a b o u t , i n your c o n c l u d i n g 

s t a t e m e n t s t o Mr. C a r r , e f f e c t i v e d r a i n a g e of t h e 

r e s e r v o i r . Have you been i n v o l v e d , on b e h a l f of 

your company, w i t h any of t h e r e s e r v o i r s t u d i e s 

t h a t were u n d e r t a k e n by t h e v a r i o u s companies i n 

the I n d i a n Basin-Upper Penn Pool? 

A. Yes, s i r , I have. There i s a t a s k 

f o r c e t h a t Chevron has t h a t I am t h e chairman o f , 

i n w h i c h we l o o k a t t h e r e s e r v o i r management of 

the I n d i a n B a s i n . 

Q. When you l o o k a t t h e r e s e r v o i r 

management, do you agree t h a t Chevron i s 

p o s i t i o n e d i n t h e r e s e r v o i r t o be i n t h e most 

f a v o r a b l e p o s i t i o n i n t h e r e s e r v o i r i n terms of 

i t s s t r u c t u r a l p o s i t i o n i n r e l a t i o n t o t h e w a t e r 

encroachment? 

A. Yes. 

Q. And what i s t h a t answer, then? Are you 

i n t h e most f a v o r a b l e p o s i t i o n , s t r u c t u r a l l y , i n 
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t h e r e s e r v o i r ? 

A. Yes. 

Q. As t h e r e s e r v o i r i s d e p l e t e d , t h o s e 

s p a c i n g u n i t s and gas w e l l s t h a t are c l o s e r t o 

the w a t e r f r o n t are g o i n g t o be w a t e r e d o ut 

f i r s t , a re t h e y n o t ? 

A. That's what's been p r e d i c t e d . 

Q. Under t h a t p r e d i c t i o n , t h e n , r e g a r d l e s s 

of t h e a l l o w a b l e s c h e d u l e s e t by t h e Commission, 

th e Chevron w e l l s i n t h e u p - s t r u c t u r e p o s i t i o n 

are g o i n g t o be t h e l a s t p r o d u c i n g w e l l s i n t h e 

r e s e r v o i r ? 

A. We c a n ' t say t h a t f o r s u r e . 

Q. But t h a t i s t h e p r o b a b i l i t y w i t h t h e 

d a t a a t t h i s p o i n t i n time? 

A. P r e d i c t i o n s are p r e d i c t i o n s . Chevron's 

w e l l c o u l d w a t e r o ut w i t h i n t h e next few months 

j u s t as w e l l as one o f Marathon's. The w a t e r 

t a b l e i s v e r y h a r d t o p r e d i c t where i t ' s g o i n g t o 

go . 

Q. When we l o o k a t m a r k e t i n g of t h e gas, 

i f t h e a l l o w a b l e were s e t a t t h e 6.5 m i l l i o n a 

day, i f Chevron had t h e c a p a c i t y t o produce a t 

thos e a l l o w a b l e l e v e l s , would you have a market 

f o r t h a t gas? 
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t h e r e s e r v o i r ? 

A . Yes. 

Q. As t h e r e s e r v o i r i s d e p l e t e d , t h o s e 

s p a c i n g u n i t s and gas w e l l s t h a t a r e c l o s e r t o 

t h e w a t e r f r o n t a r e g o i n g t o be w a t e r e d o u t 

f i r s t , a r e t h e y n o t ? 

A. T h a t ' s w h a t ' s been p r e d i c t e d . 

Q. Under t h a t p r e d i c t i o n , t h e n , r e g a r d l e s s 

o f t h e a l l o w a b l e s c h e d u l e s e t by t h e C o m m i s s i o n , 

t h e C h e v r o n w e l l s i n t h e u p - s t r u c t u r e p o s i t i o n 

a r e g o i n g t o be t h e l a s t p r o d u c i n g w e l l s i n t h e 

r e s e r v o i r ? 

A. We c a n ' t say t h a t f o r s u r e . 

Q. But t h a t i s t h e p r o b a b i l i t y w i t h t h e 

d a t a a t t h i s p o i n t i n t i m e ? 

A. P r e d i c t i o n s a r e p r e d i c t i o n s . C h e v r o n ' s 

w e l l c o u l d w a t e r o u t w i t h i n t h e n e x t few mo n t h s 

j u s t as w e l l as one o f M a r a t h o n ' s . The w a t e r 

t a b l e i s v e r y h a r d t o p r e d i c t w h e r e i t ' s g o i n g t o 

go . 

Q. When we l o o k a t m a r k e t i n g o f t h e g a s , 

i f t h e a l l o w a b l e w e r e s e t a t t h e 6.5 m i l l i o n a 

day, i f C h e v r o n had t h e c a p a c i t y t o p r o d u c e a t 

t h o s e a l l o w a b l e l e v e l s , w o u l d y o u have a m a r k e t 

f o r t h a t gas? 
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A. Yes. 

Q. What i s t h e c r i t e r i a t h a t Chevron uses 

t o d e t e r m i n e t h a t t h e a l l o w a b l e s s h o u l d be s e t a t 

the 173,000 number, t h e 5.7 m i l l i o n a day number? 

A. We b a s i c a l l y l o o k a t t h e wo r k o v e r s we 

have p l a n n e d and a l s o how t h e o t h e r w e l l s are 

p e r f o r m i n g i n t h e f i e l d t o t r y t o see how t h a t 

a l l o w a b l e i s g o i n g t o a f f e c t p r o d u c t i o n i n t h e 

upcoming months. 

Q. I f t h e a l l o w a b l e i s s e t by t h e 

Commission at t h e h i g h e r r a t e r e q u e s t e d by Oryx 

and Marathon, t h e 6. m i l l i o n a day i n terms of 

r e s e r v o i r s h a r e , do you see any im p a i r m e n t of t h e 

c o r r e l a t i v e r i g h t s of Chevron i f t h a t o c c u r s ? 

A. Yes, we do. We f e e l i t ' s t o o h i g h . 

Q. D e s c r i b e f o r me how you would be 

i m p a i r e d . 

A. We f e e l l i k e i t i s a d r a i n a g e s i t u a t i o n 

and t h a t t h r o u g h f u r t h e r i n v e s t i g a t i o n t h a t we 

c o u l d p r o b a b l y show t h a t t h e r e i s a d r a i n a g e 

c o n c e r n . 

Q. C o r r e s p o n d i n g l y , i f t h e a l l o w a b l e s are 

l o w e r , t h e n r e g a r d l e s s of t h e d r a i n a g e component 

i n t h e r e s e r v o i r , Chevron w i l l g e t t h e most gas 

out of t h a t r e s e r v o i r , would i t not? 
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A. Rephrase your q u e s t i o n f o r me. 

Q. I ' l l see i f I can r e p e a t i t . L e t ' s go 

back t o t h e d r a i n a g e i s s u e . Let me t r y i t t h i s 

way. Has t h e r e s e r v o i r s t u d y u n d e r t a k e n by t h e 

w o r k i n g i n t e r e s t owners q u a n t i f i e d t h e amount of 

d r a i n a g e t h a t o c c u r s a t v a r i o u s p r o d u c i n g r a t e s ? 

A. B a s i c a l l y , i t shows t h a t t h e r e s e r v o i r 

i s not homogeneous, and t h a t each w e l l i s g o i n g 

t o have an i n d i v i d u a l d e l i v e r a b i l i t y . And i f you 

want t o base a l l o w a b l e s t h a t assume t h a t a l l 

w e l l s are g o i n g t o produce e q u a l l y , t h e n i t would 

be wrong f o r t h i s r e s e r v o i r , i n Chevron's 

o p i n i o n . We f e e l l i k e i n f u t u r e h e a r i n g s , i f we 

do get t h e d r a i n a g e , we may c o n s i d e r a d o p t i n g a 

d e l i v e r a b i l i t y f o r m u l a f o r t h i s p o o l , i f we have 

c o n s t a n t problems w i t h who can produce what and 

the b est w e l l s e t t i n g t h e a l l o w a b l e s . 

Q. Am I c o r r e c t i n remembering the s t a t u s 

of t h a t s t u d y a t t h i s p o i n t shows t h a t t h e 

g r e a t e s t u l t i m a t e r e c o v e r y i s a c h i e v e d i n t h e 

r e s e r v o i r i f t h e w e l l i s produced a t c a p a c i t y ? 

A. What do you mean by " c a p a c i t y " ? I s 

t h a t when everybody p u t s compressors on, or t h e 

p l a n t i n l e t c o m p r e s s i o n i s s e t a t a c e r t a i n l e v e l 

o r - - B a s i c a l l y , t h e r e are a l o t of f a c t o r s 
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i n v o l v e d i n t h i s r e s e r v o i r t h a t has t o do w i t h 

t h i s p l a n t and how the d e l i v e r a b i l i t y i s a f f e c t e d 

at t h e we l 1 head. 

Q. Remove t h e s u r f a c e l i m i t a t i o n s of 

p r o d u c t i o n from t h e r e s e r v o i r . Assuming 

a b s o l u t e l y open f l o w of the s e gas w e l l s . Am I 

c o r r e c t i n remembering t h a t t h e g r e a t e s t u l t i m a t e 

r e c o v e r y i s a c h i e v e d i n t h i s r e s e r v o i r i f t h o s e 

gas w e l l s are produced at c a p a c i t y ? 

A. I w o u l d n ' t agree t o t h a t . Chevron does 

not agree t h a t i t ' s i n t h e be s t i n t e r e s t of a l l 

t h e o p e r a t o r s t o a c c e l e r a t e p r o d u c t i o n . 

Q. At t h e a l l o w a b l e l e v e l t h a t y o u ' r e 

p r o p o s i n g w i t h o u t an a d j u s t m e n t , w i l l you have 

any of your n o n m a r g i n a l w e l l s t h a t are c u r t a i l e d 

below t h e i r c a p a c i t y t o produce? 

A. I t depends on t h e workover r e s u l t s . We 

p o s s i b l y c o u l d i f we were a l i t t l e b i t more 

s u c c e s s f u l . W i t h our workover program we hope 

t o o b t a i n b e t t e r r e s u l t s , b ut t h e f i r s t two w e l l s 

we've done j u s t does n o t j u s t i f y g o i n g f o r an 

a l l o w a b l e t h a t i s based on a f o r e c a s t t h a t we 

can ' t s t a n d by. So, we hope i n t h e f u t u r e t o be 

v e r y s u c c e s s f u l w i t h our w o r k o v e r s , but i t ' s 

p o s s i b l e t h a t we c o u l d be c o n s t r i c t e d . 
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Q . C u r r e n t s i t u a t i o n w i t h o u t t h e 

w o r k o v e r s , t h e n , none of your n o n m a r g i n a l w e l l s 

are g o i n g t o be c u r t a i l e d i f t h e Commission 

adopt s your proposed l e v e l of a l l o w a b l e s ? 

A. Not c o n s i d e r i n g - - I t ' s t o u g h t o l o o k 

a t , w i t h o u t c o n s i d e r i n g t h e w o r k o v e r s . The 

wo r k o v e r s have a l r e a d y been done. We w i l l do t h e 

wcr-covers we have p l a n n e d . 

Q. W i t h o u t t h a t a d d i t i o n a l d e l i v e r a b i l i t y 

f a c t o r i n t h e w e l l s based upon th e s e w o r k o v e r s 

t h a t are b e i n g u n d e r t a k e n , t h e c u r r e n t s t a t u s i s 

t h a t you don't have any w e l l g o i n g i n t o t h e n e x t 

p r o r a t i o n p e r i o d t h a t i s g o i n g t o be c u r t a i l e d i f 

we e s t a b l i s h t h e a l l o w a b l e s a t 5.7 m i l l i o n a day? 

A. We c o u l d p o s s i b l y i f we d i d n ' t have 

t h a t p l a n t shut i n . We had t o account f o r t h a t . 

I w i s h my l i n e would have been above t h e b a r , but 

w i t h a s h o r t p r o d u c t i o n month i n F e b r u a r y and 

a l s o t h e March down t i m e , t h e p o o l i t s e l f i s 

g o i n g t o be s h o r t . 

When you s t a r t l o o k i n g a t t h e w i n t e r 

a l l o w a b l e s f o r n e x t y e a r , y o u ' r e g o i n g t o see 

t h a t s a l e s are down because of t h a t . 

Q. I f t h e Commission adopts the 

Oryx/Marathon p r o p o s a l a t 6.5 m i l l i o n a day, t h e n 
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f o r your s p a c i n g u n i t s y o u ' r e g o i n g t o g e n e r a t e 

some excess a l l o w a b l e , some u n d e r p r o d u c t i o n 

c r e d i t , i f I can c h a r a c t e r i z e i t i r . t h a t f a s h i o n ? 

A. We don't agree w i t h i t but we would 

c o n t i n u e t o produce our w e l l s because we f e e l 

l i k e i t ' s a c o r r e l a t i v e r i g h t s i t u a t i o n . 

Q. Doesn't t h a t d i f f e r e n t i a l , between t h e 

a l l o w a b l e a s s i g n e d and what your w e l l s w i l l do, 

p r o v i d e t h e economic i n c e n t i v e f o r Chevron t o do 

what Oryx and Marathon have a l r e a d y done? 

A, We f e e l i t ' s t o o h i g h . We don't need 

t h a t much. The p r e l i m i n a r y a l l o w a b l e e s t i m a t e , 

as we've a l r e a d y shown t h r o u g h t e s t i m o n y , i s 

adequate. 

Q. D e s c r i b e f o r me, w i t h o u t p r o l o n g i n g t h e 

d i s c u s s i o n , what causes you t o re a c h t h a t 

c o n c l u s i o n t h a t t h a t a l l o w a b l e i s r e a s o n a b l e ? 

A. We l o o k e d a t a l l t h e d a t a , we p r e p a r e d 

our e x h i b i t s , we've a l r e a d y p r e s e n t e d t e s t i m o n y . 

You can see from our n o n m a r g i n a l w e l l s and our 

f o r e c a s t t h a t we have a c t u a l l y been v e r y 

c o n s e r v a t i v e because t h e 5,700 i s s t i l l v e r y 

adequate f o r us. We f e e l t h a t our e x h i b i t s and 

our t e s t i m o n y s t a n d a l o n e . 

Q. I s t h a t number a f f e c t e d by market 
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demand ? 

A. Not as much as has been p o r t r a y e d 

t o d a y . T h e r e ' s o t h e r f a c t o r s . We f e e l l i k e 

t h e r e a r e some t h i n g s t h a t i n f l u e n c e 

m a r k e t a b i l i t y j u s t b e s i d e s p r i c e , and t h a t ' s t h e 

p i p e l i n e c a p a c i t y , w h e t h e r y o u have t o be 

r e s t r a i n e d by a p r o c e s s i n g p l a n t , i f y o u have 

down t i m e on t h e w e l l s . T h e r e ' s a l o t o f t h i n g s 

t o do w i t h m a r k e t a b i l i t y b e s i d e s j u s t p r i c e . 

Q. W i l l t h e l o w e r a l l o w a b l e s a l l o w C h e v r o n 

t o m a i n t a i n a c o m p e t i t i v e a d v a n t a g e i n t h e 

r e s e r v o i r b e c a u s e o f i t s s t r u c t u r a l p o s i t i o n , 

t h a t y o u w o u l d n ' t e n j o y i f t h e a l l o w a b l e s w e r e 

h i g h e r ? 

A . No . 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

CHAIRMAN LEMAY: Thank y o u , Mr. 

K e l l a h i n . A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

MR. STOVALL: I j u s t have a c o u p l e . 

CHAIRMAN LEMAY: Mr. S t o v a l l . 

MR. STOVALL: The f i r s t one i s j u s t i n 

cas e I g e t t h e o p p o r t u n i t y t o meet Mr. K e l l a h i n 

i n d i s t r i c t c o u r t i n C a r l s b a d a t some t i m e . 

EXAMINATION 

BY MR. STOVALL: 
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Q. I want t o make sure t h a t we u n d e r s t a n d 

t h a t — you've r e f e r r e d t o t h e 173,000 acreage 

f a c t o r f o r m o n t h l y , and I t h i n k your t e s t i m o n y 

was t h a t you u n d e r s t o o d t h a t we had t o make an 

a d j u s t m e n t based upon c o r r e c t i o n of p r o d u c t i o n 

dat a — 

A. Yes. 

Q. --and we're now u s i n g 178,000. And 

where you've r e f e r r e d t o 173, can I s u b s t i t u t e 

178 i n t h e r e t h r o u g h o u t your t e s t i m o n y ? 

A. Yes, you can. Most of i t was 

a t t r i b u t e d t o m a r g i n a l p r o d u c t i o n , so t h e 

a d j u s t m e n t , b a s i c a l l y , was j u s t m a r g i n a l w e l l s . 

Q. Okay. The second q u e s t i o n i s a more 

f u n d a m e n t a l q u e s t i o n . Am I c o r r e c t i n t h e 

u n d e r s t a n d i n g t h a t you are o b j e c t i n g t o s e t t i n g 

a l l o w a b l e s based upon t h e h i g h e s t c a p a c i t y w e l l , 

because t h a t , t h e n , g i v e s those w e l l s t h e 

p o t e n t i a l t o d r a i n o f f s e t t i n g p r o r a t i o n u n i t s and 

produce more t h a n t h e i r f a i r share? I s t h a t t h e 

fu n d a m e n t a l u n d e r l i n e , why you want t o s e t i t a t 

the average l e v e l t h a t y o u ' r e t a l k i n g about? 

A. We b a s i c a l l y t h i n k t h e r e s e r v o i r i s 

b e t t e r managed. I f you l o o k a t t h e acreage, we 

t h i n k t h e w e l l s t h a t are m a r g i n a l e f f e c t i v e l y 
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d r a i n t h e i r acreage. I f t h e y w e r e n ' t , you would 

be s e e i n g a l o t of i n f i l l d r i l l i n g . I s t h e r e any 

i n f i l l d r i l l i n g g o i n g on? We've a l r e a d y seen 

t h i s a t some of t h e o t h e r N o r t h w e s t p o o l s t h a t 

i n c o r p o r a t e i n f i l l d r i l l i n g , i f t h e y ' r e n ot b e i n g 

d r a i n e d , b ut I haven't h e a r d of any w e l l s t h a t 

have been d r i l l e d on 320s, of r e c e n t . 

Q. And by i m p l i c a t i o n , t h e r e a l l y h i g h 

c a p a c i t y w e l l s are cap a b l e of d r a i n i n g more t h a n 

t h e i r acreage, i s t h a t c o r r e c t ? 

A . Yes. 

MR. STOVALL: That's a l l I have. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

Commissioner C a r l s o n ? 

COMMISSIONER CARLSON: No. 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: Yes, I have a 

c o u p l e . 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. When you speak of w o r k o v e r s , what t y p e 

are they? What do t h e y do? 

A. I n t h e H e i b i n g ( p h o n e t i c ) F e d e r a l w e l l , 

we j u s t changed out t h e t u b i n g . B a s i c a l l y i t had 

2-3 / 8 - i n c h t u b i n g and we changed i t out t o 
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2-7/8. We're a c t u a l l y d e c r e a s i n g t h e f r i c t i o n 

l o s s . B i g g e r s i z e p i p e a l l o w s f o r more 

p r o d u c t i o n . I t had a s m a l l s t i m u l a t i o n , but no 

a d d i t i o n a l p e r f s were needed. We f e l t l i k e t h e 

w e l l b o r e was open i n a l l t h e zones. 

The o t h e r w e l l , we went t o a 3- 1 / 2 - i n c h 

t u b i n g s t r i n g on i t . We d i d open some a d d i t i o n a l 

pay on t h i s w e l l , a s m a l l a c i d j o b . That's t h e 

t y p e of work t h e r e . They're r u n n i n g about 

150,000 a p i e c e . 

Q. There's g e n e r a l agreement t h a t a l l t h e 

w e l l s are h y d r a u l i c a l l y c o n n e c t e d i n t h i s p o o l ? 

A. G e n e r a l l y , yes. 

Q. Has t h e r e been any a t t e m p t t o u n i t i z e 

i t ? 

A. Yes. T h i s u n i t i z a t i o n e f f o r t was n o t 

s u c c e s s f u l because, i n a gas r e s e r v o i r , y o u ' r e 

r e q u i r e d t o get 100- p e r c e n t p a r t i c i p a t i o n and 

Marathon's a t t e m p t f a i l e d because of o p e r a t o r s 

t h a t d i d n ' t want t o p a r t i c i p a t e . 

Q. And, on t h e d r a i n a g e i s s u e , i s t h e r e a 

p r e s s u r e h i s t o r y t o s u p p o r t your o b s e r v a t i o n s ? 

A. We have some p r e s s u r e d a t a , but i t ' s 

not as good as we would l i k e t o make a good 

c o n c l u s i o n . We do have s h u t - i n c a l c u l a t e d 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

o ̂ 

4 

5 

6 

7 

3 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 3 

1 9 

20 

2 1 

2 2 

2 3 

2 4 

2 5 

200 

d e i i v e r a b i l i t i e s . We do, f o r t h e S t a t e e v e r y 

y e a r , our annual s h u t - i n t e s t , but t h e h i s t o r i c a l 

d a t a i s k i n d of h a r d t o come by on p r e s s u r e . 

COMMISSIONER WEISS: No o t h e r 

q u e s t i o n s . Thank you. 

CHAIRMAN LEMAY: Maybe I j u s t need t o 

get your c l a r i f i c a t i o n on a p o i n t . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. You a l l u d e d t o m a r g i n a l w e l l s . A 

m a r g i n a l w e l l i n t h i s f i e l d w ould be l i k e a 

p r e t t y good w e l l i n most f i e l d s s i n c e we have an 

a l l o w a b l e of f i v e m i l l i o n p l u s a day? 

A. About 4,000 a day. 

Q. So a m a r g i n a l w e l l i s n ' t t h e normal 

concept of m a r g i n a l w e l l s ? 

A . No . 

Q. But you say t h e a l l o w a b l e i s s t r o n g 

enough t h a t t h e s e are good, economic w e l l s t h a t 

can d r a i n t h e i r p r o r a t i o n u n i t , but as you 

i n c r e a s e t h e d i f f e r e n t i a l between t h e a l l o w a b l e s 

we g i v e and what th e s e w e l l s are ca p a b l e of 

p r o d u c i n g , you i n c r e a s e t h e chance f o r v i o l a t i o n 

of c o r r e l a t i v e r i g h t s , i s t h a t what you ' r e 

s a y i n g , because t h e s u p e r s t a r s can d r a i n t h e 

RODRIGUEZ-VESTAL REPORTING 
( 505 ) 988-1 772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

19 

20 

2 1 

2 2 

2 3 

24 

25 

201 

m a r g i n a l w e l l s e a s i e r ? 

A. I f you base t h e a l l o w a b l e s on t h e b e s t 

w e l l s of t h e f i e l d , y o u ' r e l o o k i n g a t f o u r or 

f i v e w e l l s out of 33 w e l l s , we do f e e l l i k e t h e r e 

i s some d r a i n a g e s i t u a t i o n p roblem t h e r e as f a r 

as co r r e l a t i v e r i g h t s , yes. 

Q • That 's what I'm t r y i n g t o get at i s 

your t e s t i m o n y t h a t as you i n c r e a s e t h e 

a l l o w a b l e , t h e chance of--maybe not "ch anc e, " b ut 

the a b i l i t y of the m a r g i n a l w e l l s t o pr o t e c t 

t h e i r a c r eage decreases? 

A . Yes . 

Q • Okay I t h o u g h t I u n d e r s t ood I j u s t 

wanted t o — 

A . Unless we're t a l k i n g about a 

homogene ous r e s e r v o i r where e v e r y t h i ng ' s e q u a l , 

and we'r e n o t . 

CHAIRMAN LEMAY: Okay. I hav e no 

f u r t h e r q u e s t i o n s . A d d i t i o n a l quest i o n s ? You 

may be excused. 

MR. KELLAHIN: To e x p e d i t e m a t t e r s , Mr 

Chairman, Mr. Fo l s e and Mr. G i l b e r t have 

p r e v i o u s l y been sworn and would be c o n t i n u i n g 

under t h a t o a t h , as you have q u a l i f i e d each 

gentleman as e x p e r t i n h i s r e s p e c t i v e f i e l d . 
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CHAIRMAN LEMAY: Th e y ' v e been b o t h so 

q u a l i f i e d , so y o u may c o n t i n u e , Mr. K e l l a h i n . 

RONALD J . FOLSE 

H a v i n g been f i r s t d u l y s w o r n upon h i s o a t h , was 

e x a m i n e d and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. F o l s e , l e t me d i r e c t y o u , s i r , t o 

what has been m a r k e d as M a r a t h o n E x h i b i t No. 1. 

Would y o u i d e n t i f y t h a t f o r me? 

A. E x h i b i t No. 1 i s a map o f t h e I n d i a n 

B a s i n f i e l d , and i t i n d i c a t e s t h e - - i t ' s an 

o p e r a t o r map i n d i c a t i n g t h e o p e r a t o r s f o r v a r i o u s 

s e c t i o n s i n t h e f i e l d . The s p a c i n g f o r t h e f i e l d 

i s on 6 4 0 - a c r e s p a c i n g . 

I t shows t h e c u r r e n t e i g h t o p e r a t o r s i n 

t h e f i e l d i n t h e p r o d u c t i v e a r e a w i t h t h e 

p r o d u c t i v e a c r e a g e r i g h t now. 

Q. What's i d e n t i f i e d by t h e g r e e n d o t s on 

t h e d i s p l a y ? 

A. The g r e e n d o t s r e p r e s e n t t h e 

n o n m a r g i n a l w e l l s as M a r a t h o n b e l i e v e s t h e y a r e 

i n t h e c u r r e n t p r o c e e d i n g s w i t h t h e a c r e a g e 

f a c t o r o f 5.49. 

Q. You have n o t y e t v e r i f i e d w i t h Mr. Van 
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Ryan t h a t t h e w e l l s he has u t i l i z e d t o get t h a t 

acreage f a c t o r are t h e same ones t h a t you show on 

t h i s d i s p l a y ? 

A. That's c o r r e c t . 

Q. L e t ' s t a l k about t h e r e s e r v o i r i n 

g e n e r a l . Have you p a r t i c i p a t e d and been i n v o l v e d 

i n r e s e r v o i r e n g i n e e r i n g a n a l y s i s of t h e I n d i a n 

B a s i n Pool? 

A . Yes, I have. 

Q. And you've p r e v i o u s l y t e s t i f i e d b e f o r e 

th e D i v i s i o n c o n c e r n i n g u n o r t h o d o x w e l l l o c a t i o n s 

i n t h i s r e s e r v o i r ? Were you not i n v o l v e d i n 

d o i n g some of t h e c a l c u l a t i o n s w i t h r e g a r d s t o 

t h a t work? 

A. Yes, I have been. 

Q. So, i n a d d i t i o n t o s t u d y i n g 

p r o r a t i o n i n g , you have l o o k e d a t t h e r e s e r v o i r 

i t s e l f ? 

A . Yes, I have. 

Q. C h a r a c t e r i z e f o r me, i f you w i l l , i n a 

g e n e r a l way, t h e r e l a t i v e p o s i t i o n i n g of t h e 

w e l l s among t h e o p e r a t o r s i n terms of t h e i r 

s t r u c t u r a l p o s i t i o n . 

A. I n terms of t h e s t r u c t u r a l p o s i t i o n , 

t h e r e s e r v o i r , t h e s h a l l o w e s t p a r t of t h e 
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s t r u c t u r e i s on t h e w e s t e r n f l a n k of the f i e l d . 

As you go f o r w a r d t o t h e e a s t , or t o w a r d t h e 

r i g h t on t h e e x h i b i t , y o u ' r e moving down 

s t r u c t u r e . And, i n g e n e r a l , t h e m a j o r i t y of t h e 

ac r e a g e - - s e v e r a 1 of t h e acreage l o c a t i o n s 

i n d i c a t e d i n y e l l o w , w h i c h i s M a r a t h o n - o p e r a t e d , 

are a l o n g t h e e a s t e r n edge, w h i c h i s c l o s e t o 

wa t e r encroachment. 

On t h e o t h e r hand, t h e acreage o p e r a t e d 

by Chevron, i n p a r t i c u l a r i n d i c a t e d i n r e d , t h e 

M o b i l F l a t s u n i t i n p a r t i c u l a r , s e v e r a l s e c t i o n s 

t h a t are f u r t h e r up s t r u c t u r e . 

Q. I s i t a f a i r c h a r a c t e r i z a t i o n t h a t as 

the w a t e r m i g r a t e s t h r o u g h t h e r e s e r v o i r t h a t t h e 

Chevron gas w e l l s w i l l be t h e l a s t w e l l s 

p r o d u c i n g i n t h e I n d i a n Basin-Upper Penn Pool? 

A. That i s c o r r e c t , yes. 

Q. D e s c r i b e f o r me what i s your 

recommendation f o r an a l l o w a b l e f o r t h e ne x t 

p r o r a t i o n p e r i o d f o r t h i s r e s e r v o i r . What l e v e l 

of a l l o w a b l e are you see k i n g ? 

A. We're s e e k i n g a l e v e l of a l l o w a b l e t o 

a l l o w f o r t h e w e l l s t h a t Marathon has c u r r e n t l y 

worked on i n t h e pa s t year and a h a l f , t o be a b l e 

t o produce at s u f f i c i e n t r a t e s t o not become 
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o v e r l y produced d u r i n g any p r o d u c i n g p e r i o d . 

Q. Do you see any o p p o r t u n i t y t o i m p a i r 

c o r r e l a t i v e r i g h t s or cause d r a i n a g e among w e l l s 

i f the a l l o w a b l e s are a s s i g n e d as you propose t o 

have them assigned? 

A. I do n o t . 

Q. Turn now t o E x h i b i t No. 2. Would you 

i d e n t i f y and d e s c r i b e t h a t d i s p l a y f o r us? 

A. E x h i b i t No. 2 i s t h e same a e r i a l f o r m a t 

w i t h t he o p e r a t o r s i n d i c a t e d . The green squares 

i n d i c a t e what Marathon b e l i e v e s t o be t h e w e l l s 

t h a t w e l l work has been p e r f o r m e d d u r i n g t h e 

p e r i o d 1991-1992 t o t h e c u r r e n t t i m e , by t h e 

o p e r a t o r . 

Q. G e n e r a l l y d e s c r i b e what has been t h e 

l e v e l of a c t i v i t y by t h e o t h e r o p e r a t o r s i n t h e 

p o o l i n t h e r e c e n t p a s t . 

A. As can be seen i n t h e acreage c o l o r e d 

y e l l o w , o p e r a t e d by Marathon, Marathon has 

p e r f o r m e d work on seven w e l l s d u r i n g t h a t p e r i o d 

of t i m e , Oryx has p e r f o r m e d w e l l work on f i v e 

w e l l s , and Chevron has p e r f o r m e d work on two 

w e l l s i n t h e f i e l d . 

Q. Turn now t o E x h i b i t No. 3. Would you 

i d e n t i f y and d e s c r i b e t h a t f o r us? 

RODRIGUEZ-VESTAL REPORTING 
(505) 9 88-1772 



2 

4 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

2 4 

2 5 

206 

A. E x h i b i t No. 3 i s a l e t t e r f r o m M a r a t h o n 

t o a i l t h e o p e r a t o r s i n t h e f i e l d t h a t was f a x e d 

t o them on A u g u s t 24, 1992, a d v i s i n g them o f o u r 

i n t e n t i o n t o r e q u e s t an a d j u s t m e n t t o t h e 

a l l o w a b l e s f r o m w h a t was p r o p o s e d by t h e 

p r e l i m i n a r y s c h e d u l e t o a v a l u e o f 197,600 Mcf 

p e r m o n t h . 

Q. A l l r i g h t , s i r . L e t ' s t u r n now t o 

E x h i b i t s 4, 5, and 6. B e f o r e we go b a c k and 

i d e n t i f y t h e s e d i s p l a y s and t a l k a b o u t t h e 

i n f o r m a t i o n and c o n c l u s i o n s , t e l l us w h a t w e ' r e 

l o o k i n g a t . 

A. We're l o o k i n g a t an e x h i b i t , E x h i b i t 4, 

w h i c h i s a t a b u l a t i o n o f g r o s s p r o d u c t i o n f r o m 

t h e w e l l s f r o m t h e p e r i o d O c t o b e r 1990 t h r o u g h 

M a r ch 1992 f o r a l l t h e w e l l s i n t h e I n d i a n B a s i n 

f i e l d i n t h e Upper Penn r e s e r v o i r . 

Q. As we move f r o m E x h i b i t 4 t o 5 t o 6, 

what i s t h e d i f f e r e n c e ? 

A. As we move f r o m E x h i b i t 4 t o 5 t o 6, 

t h e d i f f e r e n c e i s , f i r s t , E x h i b i t 4 i s b a s e d on 

t h e a c r e a g e f a c t o r o f 5.49. E x h i b i t 5 i s b a s e d 

on c h a n g i n g t h e a c r e a g e f a c t o r t o 4.92, and 

E x h i b i t 6 i s b a s e d on r e v i s i n g t h e a c r e a g e f a c t o r 

downward t o 3.92. 
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Q. A l l r i g h t . L e t ' s t a l k about t h e 

acreage f a c t o r a d j u s t m e n t s . What has caused you 

t o do t h r e e d i f f e r e n t s p r e a d s h e e t s d o i n g t h r e e 

d i f f e r e n t acreage f a c t o r a d j u s t m e n t s ? 

A. The reason f o r d o i n g t h i s e v a l u a t i o n , 

as we c u r r e n t l y see i t , t h e r e a r e s i x w e l l s t h a t 

are i n v o l v e d and t h e acreage f a c t o r i s 5.49. 

Q. You b e l i e v e t h o s e w e l l s t o be t h e ones 

i d e n t i f i e d on E x h i b i t No. 1? 

A. That's c o r r e c t . 

Q . Okay. 

A. I n r e v i e w i n g t h e d a t a , i n p a r t i c u l a r 

t h e r e ' s a w e l l t h a t ' s c u r r e n t l y , from p r o d u c t i o n 

i n f o r m a t i o n , i s not cap a b l e of p r o d u c i n g i t s 

a l l o w a b l e a t t h e c u r r e n t t i m e . 

Q. Which w e l l i s t h a t ? 

A. I t i s t h e w e l l i n S e c t i o n 1 t o t h e 

s o u t h . I t ' s t h e Musse1man-Owen & Ki n g w e l l . 

I t ' s on t h e e x h i b i t . I t i s t h e one t o t h e f a r 

eas t s i d e . 

Q. I t ' s i d e n t i f i e d i n t h e p u r p l e , and i n 

th e c a p t i o n says "MOK"? 

A. MOK, t h a t ' s c o r r e c t . 

Q. A l l r i g h t , s i r . Any o t h e r w e l l s t h a t 

might a f f e c t how you f a c t o r t h e acreage 
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c a l c u l a t i o n i n t h i s s p r e a d s h e e t ? 

A. Yes. I n a d d i t i o n t h e r e i s a w e l l 

c u r r e n t l y o p e r a t e d by Chevron t h a t appears t o be 

p r o d u c i n g under i t s a l l o w a b l e , s u b s t a n t i a l l y , and 

we f e e l t h a t based on i t s c u r r e n t p r o d u c t i o n 

s t a t u s t h a t i t s h o u l d , i n f a c t , be r e c l a s s i f i e d 

t o m a r g i n a l u n l e s s p e r f o r m a n c e would r e s u l t i n 

i t s coming back up t o n o n m a r g i n a l w e l l s t a t u s . 

Q. S u b j e c t t o t h e D i v i s i o n making a 

d e t e r m i n a t i o n of t h e p r o p e r number of n o n m a r g i n a l 

acreage f a c t o r s t o use, l e a d us t h r o u g h how t o 

use t h e d i s p l a y , E x h i b i t No. 4, and t e l l us what 

c o n c l u s i o n s you re a c h as you go t h r o u g h t h e 

c a l c u l a t i o n s . 

A. I n l o o k i n g a t E x h i b i t 4, on t h e bo t t o m 

p a r t of t h e page t h e r e ' s a summation of t o t a l 

p r o d u c t i o n f o r a l l t h e w e l l s d u r i n g each month. 

I n p a r t i c u l a r , below t h a t t h e r e ' s a s e c t i o n t h a t 

we're l o o k i n g a t , f o r example, t h e average p o o l 

p r o d u c t i o n d u r i n g t h e p e r i o d b e i n g October 1991 

t h r o u g h March 1992. And t h a t ' s d i r e c t l y under 

t h a t column h e a d i n g of October 1991, w h i c h can be 

shown as 3,148,726, and t h e n g o i n g on t h e 

a d d i t i o n a l months t h r o u g h March 1992. 

Wi t h t h a t f i r s t l i n e , average p o o l 
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p r o d u c t i o n d u r i n g t h e p e r i o d , and t a k i n g an 

average f o r t h e s i x months, you can see t o t h e 

f a r r i g h t t h e average i s 3,133,473. Okay. At 

t h a t p o i n t i n t i m e , as mentioned i n p r e v i o u s 

t e s t i m o n y and a l s o d u r i n g t h e e a r l i e r h e a r i n g 

t h i s y e a r , you can t e l l t h a t i n December 1991 and 

i n January 1992, t h e r e was some p l a n t down t i m e 

as a r e s u l t of problems i n t h e p l a n t , w h i c h 

a c t u a l l y was a f i r e , w h i c h r e s u l t e d i n s i x days 

down t i m e . 

Q. Let me s t o p you a t t h a t p o i n t . The 

Commission, i n t h e l a s t p r o r a t i o n h e a r i n g , made 

an a d j u s t m e n t i n t h e s c h e d u l e t o t a k e i n t o 

c o n s i d e r a t i o n t h e f i r s t p l a n t f i r e t h a t a f f e c t e d 

t h e a c t u a l p r o d u c t i o n d u r i n g t h a t p r i o r p e r i o d 

t h a t i t was u s i n g t o f o r e c a s t a l l o w a b l e s ? 

A. That's c o r r e c t . 

Q. What do you recommend t h e Commission do 

c o n c e r n i n g t h e p l a n t down t i m e w i t h r e g a r d s t o 

f o r e c a s t i n g t h e a l l o w a b l e s f o r t h i s n e x t p e r i o d ? 

A. I am recommending a t t h i s t i m e t h a t as 

opposed t o a s i x - m o n t h average, b a s i n g t h e p o o l 

s a l e s on a s i x - m o n t h average, t o go t o an average 

f o r a f o u r - m o n t h p e r i o d , e x c l u d i n g December and 

Jan u a r y ' s numbers. 
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Q. I f we do t h a t , we're a v e r a g i n g what 

months i n t h e c a l c u l a t i o n ? 

A. I f we do t h a t , we're a v e r a g i n g October 

and November 1991, and F e b r u a r y and March 1992. 

Q. And i f t h a t i s done, t h e n t h a t i s 

c o n s i s t e n t w i t h t h e p a s t a c t i o n of t h e Commission 

i n s e t t i n g t h e c u r r e n t a l l o w a b l e s c h e d u l e t h a t 

we're now i n ? 

A. That's c o r r e c t , yes. 

Q. When you compare the t a b u l a t i o n of 

i n f o r m a t i o n t h e D i v i s i o n has p r o v i d e d , have you 

been a b l e t o v e r i f y and agree w i t h t h o s e numbers? 

A. I have been a b l e t o come c l o s e t o those 

numbers, yes. 

Q. D e s c r i b e f o r us any d i f f e r e n c e s t h a t 

you f i n d . 

A. I n terms o f t h e average s i x - m o n t h 

p e r i o d ? 

Q. I t ' s e a s i e r t o go down t h e s p r e a d s h e e t , 

u s i n g t h e D i v i s i o n ' s e x h i b i t , and have you show 

us where you have a d i f f e r e n t number. 

A. Okay. Based on t h e acreage f a c t o r as 

i n d i c a t e d , 5.49? 

Q. L e t ' s keep i t s i m p l e . L e t ' s use t h e 

5.49. 
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A. Okay. What M a r a t h o n i s p r o p o s i n g i s an 

a d j u s t m e n t on L i n e 3. 

Q. What w o u l d t h a t a d j u s t m e n t be? 

A. Of 105,559. 

Q. Do i t one more t i m e . 

A . 105,559. 

Q. Okay. Where e l s e do we make an 

a d j u s t m e n t ? 

A. Based on t h a t a d j u s t m e n t i n L i n e 3, t h e 

r e v i s e d L i n e 4 w o u l d be 3,605,030. T h i s i s b a s e d 

on o u r f i n a l r e c o m m e n d a t i o n f o r a r e v i s e d F l 

f a c t o r . 

Q. Yes, s i r . 

A. T h a t ' s c o r r e c t . Then, as a r e s u l t o f 

t h e E x h i b i t 4, l o o k i n g a t t h e a v e r a g e f o u r - m o n t h 

p e r i o d f o r m a r g i n a l w e l l p r o d u c t i o n f r o m t h e 

p o o l , t h a t number w o u l d be 2,520,206. L i n e 6 

w o u l d t h e n be r e v i s e d t o 1,084,824. U s i n g t h e 

a c r e a g e f a c t o r on L i n e 7 o f 5.49 r e s u l t s i n a 

m o n t h l y a c r e a g e a l l o c a t i o n f a c t o r on L i n e 8 o f 

197,600. 

Q. How does t h e a c t u a l p r o d u c t i o n f r o m 

l a s t w i n t e r compare t o t h e p o o l a l l o w a b l e s ? 

A. L o o k i n g a t t h e a v e r a g e p o o l s a l e s ? 

Q . Yes. 
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A. D u r i n g t h e l a s t w i n t e r p e r i o d ? 

Q. Yes. 

A. The average was 3,605,030. 

Q. When you l o o k a t t h e i n d i v i d u a l months, 

where does t h e month of March compare t o t h e 

a l l o w a b l e s ? 

A. Could you r e p e a t t h e q u e s t i o n ? 

Q, When I l o o k a t t h e s c h e d u l e , i t appears 

t h a t March's a c t u a l p r o d u c t i o n i s h i g h e r t h a n t h e 

a c t u a l a l l o w a b l e s a s s i g n e d f o r t h a t month? 

A. That's c o r r e c t , yes. 

Q. What do you f o r e c a s t t o be t h e need f o r 

gas p r o d u c t i o n o ut of t h e p o o l , i n terms of an 

a l l o w a b l e l e v e l ? You've c o n c l u d e d i t ' s 197,600. 

What's the b a s i s f o r u s i n g t h a t number? I ' v e 

co n f u s e d you? 

A . S l i g h t l y . 

Q. Your recommendation i s 6.5 m i l l i o n a 

day? 

A. That's c o r r e c t . 

Q. You backed i n t o the 197,600? 

A . That's r i g h t . 

Q. Give me some sense of your argument t o 

t e l l t h e Commission why you b e l i e v e t h a t 

a d j u s t m e n t i s r e a s o n a b l e . What do you base i t 
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on? 

A. One of t h e t h i n g s i t ' s based on, whi c h 

i s n ot i n d i c a t e d here on E x h i b i t 4, i s t h e 

average f o u r months--the most r e c e n t average of 

f o u r months, A p r i l t h r o u g h J u l y , t o t a l p o o l s a l e s 

t h a t have been 3,698,422 Mcf. Based on t h a t 

number and w i t h t h e m a r g i n a l p o o l p r o d u c t i o n 

we've seen d u r i n g t h e p e r i o d and t h e acreage 

f a c t o r of 5.49, we f e e l t h a t 197,600, or 6.5 

m i l l i o n a day, would be i n l i n e w i t h t h e p o o l 

s a l e s . 

Q. When you t a k e t h e 3,698,000 number, and 

i f you used t h a t number and r a n i t t h r o u g h t h e 

c a l c u l a t i o n t o f o r e c a s t t h e F l f a c t o r f o r t h i s 

w i n t e r p e r i o d , a p p r o x i m a t e l y what would t h a t be? 

A. I f I use t h e average, t h e most r e c e n t 

f o u r - m o n t h p e r i o d ? 

Q. Yes. A c t u a l p r o d u c t i o n from A p r i l t o 

J u l y . 

A. Which would be t h e n o n m a r g i n a l w e l l 

p r o d u c t ion? 

Q. Yes. 

A. Based on 5.49, i t would be 

a p p r o x i m a t e l y 1,084,824 Mcf. 

Q. Can you co n c l u d e from t h a t c omparison 
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t h a t i n o r d e r t o m a i n t a i n t h e l e v e l o f p r o d u c t i o n 

t h a t y o u ' r e c u r r e n t l y p e r m i t t e d t o h a v e , y o u need 

t o keep a l l o w a b l e s s e t w i t h an a d j u s t m e n t f a c t o r 

t h a t g i v e s y o u 197,600? 

A. T h a t ' s c o r r e c t , y e s . 

Q. T h a t change i s n o t m a t e r i a l l y d i f f e r e n t 

t h a n w h at i s c u r r e n t l y b e i n g a l l o w e d t o be 

p r o d u c e d i n t h e p o o l ? 

A. T h a t i s c o r r e c t . 

Q. L e t ' s go now t o E x h i b i t 7 and I ' l l h ave 

y o u i d e n t i f y and d e s c r i b e t h a t f o r me. 

A. E x h i b i t 7 i s a g r a p h o f p r o d u c t i o n f r o m 

M a r a t h o n - o p e r a t e d w e l l I n d i a n B a s i n D 1 f o r t h e 

p e r i o d J a n u a r y 1990 t h r o u g h June o f 1992. T h i s 

p a r t i c u l a r w e l l was on m a r g i n a l w e l l s t a t u s 

t h r o u g h S e p t e m b e r 1 9 9 1 . I n O c t o b e r 1991 i t was 

r e c l a s s i f i e d t o n o n m a r g i n a l w e l l s t a t u s . 

Q. What's t h e p o i n t ? 

A. As can be shown h e r e , d u r i n g t h e p e r i o d 

A p r i l 1 9 9 1 , as a r e s u l t o f w e l l w o r k p e r f o r m e d by 

M a r a t h o n e a r l i e r i n t h e y e a r and b e y o n d t h a t , we 

have been p r o d u c i n g o v e r t h e a l l o w a b l e . And, 

more r e c e n t l y , t h r o u g h June 1992, we a r e s t i l l 

e x c e e d i n g t h e a l l o w a b l e s . 

Q. I d e n t i f y and d e s c r i b e E x h i b i t 8. 
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A. E x h i b i t 8 i s a s i m i l a r graph of 

p r o d u c t i o n and t h e a l l o w a b l e s f o r t h e N o r t h 

I n d i a n B a s i n U n i t 8, and i t shows t h e w e l l 

p r o d u c t i o n d u r i n g t h e p e r i o d - - l e t ' s see, even 

more r e c e n t l y d u r i n g 1991 t o t h e c u r r e n t t i m e . 

The m a j o r i t y of t h e p e r i o d , t h e n , w e l l p r o d u c t i o n 

was i n excess of a l l o w a b l e s . 

Q. E x h i b i t No. 9? 

A. E x h i b i t No. 9 i s a s i m i l a r graph f o r 

I n d i a n B a s i n E - l . T h i s i s the t h i r d n o n m a r g i n a l 

w e l l , as we c u r r e n t l y b e l i e v e e x i s t s . I t was a 

m a r g i n a l w e l l t h r o u g h t h e p e r i o d September 1991, 

when i t was r e c l a s s i f i e d i n October t o 

n o n m a r g i n a l w e l l s t a t u s . 

Once a g a i n , Marathon had p e r f o r m e d work 

i n e a r l y 1991 t o t r y t o enhance p r o d u c t i o n , and 

i t can be seen t h a t w e l l p r o d u c t i o n has exceeded 

the a l l o w a b l e s t h r o u g h 1991. More r e c e n t l y , 

d u r i n g t h e w i n t e r p e r i o d , i t i s not a c t u a l l y 

e x c e e d i n g t h e a l l o w a b l e , b u t as a r e s u l t of f i e l d 

o p e r a t i o n s we had t o a c t u a l l y change our 

o p e r a t i o n d u r i n g t h e w i n t e r t o p r e v e n t any 

h y d r a t e - f o r m i n g problems w h i c h would have 

r e s u l t e d i n a d d i t i o n a l r e s t r i c t i o n s on t h e w e l l , 

w h i c h would not a l l o w i t t o produce a t t h e 
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a l l o w a b l e r a t e . 

I n A p r i l o f t h i s y e a r , M a r a t h o n has 

ch a n g e d o u t t h e s u r f a c e f a c i l i t i e s , and we do n o t 

f o r e s e e t h e same p r o b l e m t h i s w i n t e r . 

Q. I d e n t i f y and d e s c r i b e f o r us E x h i b i t 

1 0 . 

A. E x h i b i t 10 i s a t a b u l a t i o n o f gas 

v o l u m e s f r o m t h e W e l l I n d i a n B a s i n D 1, t h e f i r s t 

w e l l I d i s c u s s e d . I t has t h e p r o d u c t i o n v o l u m e s 

f o r t h e p e r i o d J a n u a r y t h r o u g h June 1992, i t has 

t h e s a l e s v o l u m e s , and i t has t h e l e a s e use 

v o l umes. 

The p u r p o s e o f t h i s e x h i b i t , as we a r e 

aw a r e , t h e NMOCD u s e s p r o d u c t i o n f r o m t h e w e l l s 

w i t h l e a s e use t a k e n o u t , w h i c h i s , i n e f f e c t , a 

s a l e s v o l u m e f r o m t h e w e l l s . The d a t a I had 

p r e s e n t e d e a r l i e r was C-115 i n f o r m a t i o n , b u t i t 

was p r o d u c t i o n i n f o r m a t i o n . 

As can be seen h e r e , t h e p e r c e n t a g e o f 

l e a s e use t o p r o d u c t i o n i s l e s s t h a n h a l f a 

p e r c e n t , so t h e numbers a r e n o t p r e c i s e o r 

c o m p a r a b l e t o t h e NMOCD s c h e d u l e , b u t t h e y a r e 

v e r y c l o s e . 

Q. A r e t h e y s u f f i c i e n t l y a c c u r a t e u pon 

w h i c h , t h e n , t o base a d j u s t m e n t s and f o r e c a s t e d 
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a l l o w a b l e s f o r t h e w i n t e r p e r i o d ? 

A. I b e l i e v e t h e y a r e . 

Q. Summarize f o r us your company's 

p o s i t i o n w i t h r e g a r d s t o t h i s a l l o w a b l e , t h e 6. 

m i l l i o n a day, and c o n t r a s t t h a t , i f you w i l l , t o 

Chevron's p r o p o s a l a t 5.77 m i l l i o n a day. 

A. I guess what I would say i s Chevron 

wants an a l l o w a b l e w h i c h w i l l be c a p a c i t y 

a l l o w a b l e f o r t h e i r n o n m a r g i n a l w e l l s , and i t 

proposes our r e q u e s t because of our w e l l s h a v i n g 

more c a p a c i t y t h a n t h e i r s , and s i n c e t h e y cannot 

t a k e advantage of t h e h i g h e r a l l o w a b l e s we are 

r e q u e s t i n g . 

The b o t t o m l i n e i s t h a t Marathon i s 

r e q u e s t i n g an a l l o w a b l e w h i c h would s u p p o r t t h e 

work t h a t we have done r e c e n t l y , i n t h e l a s t two 

y e a r s . We're p l a n n i n g on a d d i t i o n a l work i n t h e 

nex t year t o enhance p r o d u c t i o n from o t h e r 

w e l l s . 

To t h e o p p o s i t e e f f e c t , I f e e l t h a t t h e 

a l l o w a b l e r e q u e s t we are making w i l l n o t i m p a i r 

Chevron's a b i l i t y t o market i t s share of t h e 

gas. I b e l i e v e t h o s e are t h e d i f f e r e n c e s t h e r e . 

Q. When you l o o k a t 6. m i l l i o n a day, w i l l 

t h e r e be w e l l s i n t h e p o o l t h a t are c o n s t r a i n e d 
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to l e s s t h a n t h e i r f u l l c a p a c i t y t o produce? 

A, Yes, t h e r e w i l l be. 

Q. The l e v e l you have proposed f o r t h e 

a l l o w a b l e s , summarize f o r us a g a i n how t h a t 

compares t o p a s t a l l o w a b l e s a s s i g n e d f o r t h e p o o l 

and why i n your c o n c l u s i o n i t ' s a f a i " and 

r e a s o n a b l e a l l o w a b l e t o s e t . 

A. The a l l o w a b l e , I b e l i e v e , s e t f o r l a s t 

w i n t e r p e r i o d , was 184,875. We f e e l t h a t a s i x 

p e r c e n t i n c r e a s e t o 197,600 Mcf per day i s 

j u s t i f i e d based on t h e w e l l r a t e s we can see from 

our w e l l s . 

Q. Does t h a t p r o v i d e a c o n t i n u i n g 

i n c e n t i v e f o r your company t o a d d i t i o n a l l y add 

c a p a c i t y and d e l i v e r a b i l i t y t o t h e w e l l s and your 

s p a c i n g u n i t s i n t h e poo l ? 

A. Yes, i t does. 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. F o l s e . We move t h e 

i n t r o d u c t i o n of h i s E x h i b i t s 1 t h r o u g h l l - - d i d we 

get t h a t f a r ? I guess 1 t h r o u g h 10, Mr. 

Chairman. 

CHAIRMAN LEMAY: E x h i b i t s 1 t h r o u g h 10 

w i l l be a d m i t t e d , w i t h o u t o b j e c t i o n . 

Your w i t n e s s , Mr. Ca r r . 
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MR. CARR: Thank, y o u , s i r . 

EXAMINATION 

BY MR. CARR: 

Q. How many n o n m a r g i n a l w e l l s does 

M a r a t h o n o p e r a t e i n t h e p o o l a t t h i s t i m e ? 

A. M a r a t h o n o p e r a t e s w hat we b e l i e v e t o be 

t h r e e n o n m a r g i n a l w e l l s . 

Q. Those a r e t h e t h r e e w e l l s y o u had 

p r o d u c t i o n g r a p h s o n, y o u r E x h i b i t s 7, 8 and 9? 

A. Yes, s i r . 

Q. A r e y o u s e e i n g k i n d o f a d e c l i n e i n t h e 

p r o d u c t i o n r a t e s y o u ' r e a b l e t o a c h i e v e w i t h y o u r 

w o r k o v e r p r o g r a m ? 

A. Based on t h e p r o d u c t i o n we've s e e n , we 

have n o t seen a d e c l i n e i n t h e p r o d u c t i o n . The 

w e l l s a r e p r o d u c i n g . We p e r f o r m e d w o r k on them 

d u r i n g 1 9 9 1 . 

More r e c e n t l y , we d i d , e a r l y t h i s y e a r , 

c hange o u t t h e s t a c k p a c k p r o d u c t i o n u n i t s on t h e 

l e a s e t o e n a b l e p r o d u c t i o n t h r o u g h t h e w i n t e r 

p e r i o d t o go on a t minimum r e s t r i c t i o n s c o m p a r e d 

t o t h e f a c i l i t i e s t h a t w e r e a v a i l a b l e f o r t h e 

p r e v i o u s 27 y e a r s o f p r o d u c t i o n l i f e . We b e l i e v e 

t h a t as t h e r e s e r v o i r p r e s s u r e w i l l d e c l i n e , i f 

you d o n ' t make any c h a n g e s t o t h e w e l l p r o d u c i n g 
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system, you w i l l see some d e c l i n e . 

Q. I s i t j u s t t o o e a r l y t o see a d e c l i n e 

d e v e l o p i n g i n any of th e s e w e l l s you worked over 

i n 1991? 

A. Yes, i t i s . 

Q. You i n d i c a t e d t h a t one of these w e l l s 

was p r o d u c i n g l e s s t h a n t h e a l l o w a b l e because of 

o p e r a t i o n a l c o n s i d e r a t i o n s ? I s t h a t what you 

s a i d ? I b e l i e v e i t was t h e 2 E w e l l ? 

A. Yes, s i r . 

Q. Other t h a n t h a t , are e i t h e r of t h e 

o t h e r two n o n m a r g i n a l w e l l s b e i n g r e s t r i c t e d i n 

t h e i r a b i l i t y t o produc e , or b e i n g c u r t a i l e d ? 

A. No, t h e y ' r e n o t . 

Q. Are any of the s e w e l l s s i x t i m e s 

o v erproduced? 

A. No, t h e y ' r e n o t . 

Q. I f your a l l o w a b l e r a t e i s s e t , can you 

i d e n t i f y f o r me any w e l l t h a t you would 

a n t i c i p a t e would be shut i n as a r e s u l t of 

p r o r a t i o n i n g d u r i n g t h e ne x t p e r i o d ? 

A. Toward t h e end of t h e ne x t p e r i o d , t h e 

f i r s t w e l l we me n t i o n e d , t h e I n d i a n B a s i n D 1, 

would be as a r e s u l t of o v e r p r o d u c t i o n coming 

i n t o t h i s p e r i o d , would have t o be c u r t a i l e d . 
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Q. That i s i f i t c o n t i n u e s t o produce a t 

c u r r e n t r a t e s ? 

A. That's c o r r e c t . 

Q. Any o t h e r w e l l y o u ' r e aware of would be 

s u b j e c t t o s h u t - i n , i f your recommendation i s , i n 

f a c t , adopted? 

A. No o t h e r ones, 

Q. A r e n ' t you r e a l l y a s k i n g f o r an 

a b o l i s h m e n t of p r o r a t i o n i n g i n t h i s f i e l d by 

s e t t i n g t h e a l l o w a b l e r a t e so hi g h ? 

A. I guess I don't have any comment on 

t h a t . 

Q. Would i t be a p p r o p r i a t e j u s t t o s e t 

r a t e s h i g h enough so t h a t o n l y t h e be s t w e l l i n 

the p o o l would be ever o v e r p r o d u c e d t o t h e p o i n t 

i t would have t o be shut i n ? Would t h a t be, i n 

your o p i n i o n , e f f e c t i v e p r o r a t i o n i n g ? 

A. I guess my u n d e r s t a n d i n g of 

p r o r a t i o n i n g , i f you end up w i t h an acreage 

f a c t o r of one, t h e n y o u ' r e s i m p l y s e t t i n g t h e 

l i m i t s based on t h e t o p p r o d u c i n g w e l l i n t h i s 

p a r t i c u l a r f i e l d . 

Q. D u r i n g t h e c u r r e n t p r o r a t i o n i n g p e r i o d , 

are you aware of what has happened t o t h e p o o l 

s t a t u s ? I s i t more or l e s s u n d e r p r o d u c e d t h a n i t 
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was g o i n g i n ? 

A. D u r i n g t h e c u r r e n t p r o r a t i o n i n g p e r i o d ? 

Q. Yes. 

A. I guess I don't r e c a l l what t h e numbers 

s h o u l d be. 

Q. I s t h e p o o l u n d e r p r o d u c e d now? 

A. The t o t a l p o o l ? 

Q . Yes. 

A. I guess we have not t r a c k e d or l o o k e d 

at t hose numbers from a t o t a l p o o l b a s i s . 

Q. I f we l o o k a t j u s t your Marathon w e l l s , 

you have w e l l s t h a t produce v e r y w e l l and you 

a l s o have some w e l l s t h a t don't produce t h a t 

w e l l , i s n ' t t h a t f a i r t o say? 

A. That's c o r r e c t . 

Q. Have you l o o k e d a t a l l Marathon w e l l s 

t o d e t e r m i n e whether or not t h e y are c o l l e c t i v e l y 

i n an o v e r p r o d u c e d or un d e r p r o d u c e d s t a t u s ? 

A. At t h e c u r r e n t p o i n t i n t i m e , t h e w e l l s 

t h a t are under t h e c u r r e n t p r o r a t i o n i n g p e r i o d , 

p r i o r t o t h e a d j u s t m e n t downward t o 5.49, tho s e 

w e l l s were i n an o v e r p r o d u c e d s t a t e . 

Q. A l l of your w e l l s ? 

A. A l l of those w e l l s . 

Q. When you say " a l l of t h o s e w e l l s , " you 

RODRIGUEZ-VESTAL REPORTING 
( 505 ) 988-1772 



2 

2 

3 

4 

c 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

2 5 

2 2 3 

mean a l l M a r a t h o n - o p e r a t e d w e l l s i n t h e p o o l ? 

A. A l l o f t h e M a r a t h o n - o p e r a t e d w e l l s t h a t 

a r e n o n m a r g i n a l w e l l s ? 

Q. I'm t a l k i n g a b o u t a l l o f y o u r w e l l s 

now . 

MR. KELLAHIN: O b j e c t t o t h e q u e s t i o n . 

I t ' s c o n f u s i n g . I f i t ' s a m a r g i n a l w e l l , i t 

c a n ' t be o v e r p r o d u c e d . 

Q. A l l r i g h t . Do y o u have any i n f o r m a t i o n 

on t h e s t a t u s o f t h i s p o o l as t o where i t s t a n d s 

t o d a y ? I s i t o v e r p r o d u c e d o r u n d e r p r o d u c e d , do 

y o u know? 

A . I d o n ' t know. 

Q. And y e t y o u a r e r e q u e s t i n g a s i x 

p e r c e n t i n c r e a s e i n a l l o w a b l e f o r t h e n e x t 

p e r i o d ? 

A. Yes, I am. 

Q. You d o n ' t know what i m p a c t t h a t w o u l d 

h a v e , t h e n , I g u e s s i t ' s f a i r t o assume, on t h e 

o v e r o r u n d e r p r o d u c e d s t a t u s o f t h e p o o l as a 

w h o l e ? 

A. T h a t ' s r i g h t . 

Q. I f we l o o k a t y o u r E x h i b i t , e i t h e r one, 

I g u e s s , 1 o r 2, t h e p l a t o f t h e f i e l d , I b e l i e v e 

y o u t e s t i f i e d t h a t s t r u c t u r a l l y t h e C h e v r o n w e l l s 
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were l o c a t e d h i g h e r s t r u c t u r a l l y and t h e r e f o r e 

were not g o i n g t o wat e r o ut a t l e a s t as soon as 

the o t h e r w e l l s i n t h e p o o l , i s t h a t c o r r e c t ? 

A. Tha t ' s c o r r e c t . T h a t ' s i n g e n e r a l . 

Q. And i s n ' t i t because you see a wat e r 

d r i v e coming i n from t h e east and t h e n o r t h e a s t ? 

A. That's c o r r e c t . 

Q. Hasn't BTA j u s t d r i l l e d a w e l l i n 

S e c t i o n 20, s o u t h and west of t h e Chevron acreage 

t h a t has e x p e r i e n c e d a h i g h degree of water 

p r o d u c t i o n ? 

A. That's c o r r e c t , yes. 

Q. I s n ' t i t p o s s i b l e t h e r e might be 

problems w i t h w a t e r development fro m t h e s o u t h 

and from t h e west? 

A. Yes, t h a t i s t r u e . 

Q. I t h i n k you've recommended t h a t i n 

s e t t i n g t h e a l l o w a b l e , t h a t c e r t a i n months d u r i n g 

t h e l a s t p e r i o d be e x c l u d e d f r o m t h e base 

c a l c u l a t i o n because t h e r e were u n i q u e p h y s i c a l 

problems a t t h a t time? 

A. That's c o r r e c t . 

Q. Haven't you s c h e d u l e d some p l a n t work 

i n March of 1993, d u r i n g t h e n e x t p e r i o d ? 

A. For t h e c u r r e n t p r o r a t i o n p e r i o d w h i c h 
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goes t h r o u g h March of 1993, we have n o t l o o k e d a t 

the p o s s i b i l i t y of any p l a n t down t i m e . The 

c u r r e n t f o r e c a s t of t h e p l a n t s h u t - i n , f o r maybe 

a s i x - d a y p e r i o d , i s i n c o n j u n c t i o n w i t h p i p e l i n e 

r e s t r i c t i o n s d u r i n g t h a t p e r i o d . We're c u r r e n t l y 

w o r k i n g on the s c h e d u l e . I t may or may not occur 

i n March of ne x t y e a r . 

Q. I f i t s h o u l d o c c u r , would i t t h e n be 

a p p r o p r i a t e t o assume, i n s e t t i n g - - t h e n e x t t i m e 

you l o o k a t a l l o w a b l e s , t o throw o ut these months 

when t h e r e ' s down t i m e due t o p l a n t or p i p e l i n e 

r e s t r i c t i o n s ? 

A. I n l o o k i n g a t average p o o l s a l e s over 

any p a r t i c u l a r p e r i o d i n t i m e , i f t h e p l a n t 

s h u t - i n d i d occur i n c a l c u l a t i n g t h e numbers i n 

the f u t u r e , I would propose t o e x c l u d e t h a t 

month. 

Q. Doesn't t h a t a c t u a l l y r e s u l t i n 

c o n s i s t e n t l y a l i t t l e more a l l o w a b l e b e i n g 

a s s i g n e d e v e r y t i m e t h a n a c t u a l l y can be used? 

A. I t r e s u l t s i n t h e f a c t t h a t i f you 

don't have any abnormal s h u t - i n s f o r a major 

f a c i l i t y , w h i c h i s a p l a n t i n t h i s f i e l d , you 

would be a b l e t o produce a t t h a t h i g h e r 

a l l o w a b l e . 
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MR. CARR: I t h i n k t h a t ' s a i l I h a v e . 

Thank y o u , Mr. LeMay. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? 

MR. STOVALL: I do have a c o u p l e . 

EXAMINATION 

BY MR. STOVALL: 

Q. L e t ' s s t a y on t h e s u b j e c t o f p l a n t 

s h u t - i n . Would y o u have any, r a t h e r t h a n s i m p l y 

e l i m i n a t i n g c e r t a i n m o n t h s f r o m t h e p r o d u c t i o n , 

w o u l d y o u have a p r o b l e m , p a r t i c u l a r l y w i t h t h e 

a b n o r m a l t h i n g s , u p s e t s , f i r e s , e t c e t e r a , j u s t 

m a k i n g an a d j u s t m e n t on L i n e 3 r a t h e r t h a n 

t i n k e r i n g w i t h t h e number o f months? Would t h a t 

a c c o m p l i s h t h e same r e s u l t and m a i n t a i n t h e 

i n t e g r i t y o f t h e m e t h o d o f c a l c u l a t i o n ? 

A. Yes, i t c o u l d . 

Q. Now, I need t o go back o v e r , b e c a u s e I 

d o n ' t t h i n k Mr. Van Ryan o r m y s e l f f o l l o w e d how 

you e nded up w i t h some numbers t h a t y o u end e d up 

w i t h . I f y o u w o u l d t u r n t o o u r E x h i b i t No. 1, 

and w h a t e v e r e x h i b i t y o u have u s e d t o come up 

w i t h t h e numbers y o u f i l l e d i n t h e s e l i n e s w i t h , 

and l e a d me t h r o u g h t h i s a g a i n , b e c a u s e I t h i n k 

y o u w ere u s i n g y o u r E x h i b i t No. 4, i f I 

RODRIGUEZ-VESTAL REPORTING 
( 505 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

2 4 

2 5 

227 

u n d e r s t o o d ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. And t h e b u l k o f t h a t s p r e a d s h e e t , t h a t 

t a b l e up a t t h e t o p , i s t h e m o n t h l y p r o d u c t i o n 

f o r e a c h o f t h o s e w e l l s f o r each o f t h e mo n t h s 

b a s e d upon C- 1 1 5s , i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. Okay. L e t me a s k y o u t o go t h r o u g h t h e 

I n d i a n B a s i n - U p p e r Penn, o u r E x h i b i t No. 1, and 

h e l p me f i l l i n some numbers h e r e . F i r s t o f f , 

and I r e a l i z e y o u r c a l c u l a t i o n s w e r e made when 

t h e number s h o w i n g up was 2,768,000 and we have 

s i n c e a d j u s t e d t h a t t o 3,027,000 Mcf? 

A. T h a t ' s c o r r e c t . 

Q. Y o u ' r e o k a y t h e r e . Do y o u t h i n k a 

d i f f e r e n t number s h o u l d be on L i n e 1? 

A. I f , i n f a c t , y o u s t a y w i t h t h e 

s i x - m o n t h a v e r a g e f o r O c t o b e r 91 t h r o u g h M a r c h 

92, I g u e s s I w o u l d p r o p o s e a d i f f e r e n t number 

t h a n y o u r s . Was i t 3,027,791? 

Q. Yeah, I ' v e g o t 3 , 0 2 7 , 7 9 1 . T h a t ' s w hat 

t h e D i v i s i o n r e c o r d s r e f l e c t as b e i n g t h e a v e r a g e 

m o n t h l y p r o d u c t i o n f o r t h e p o o l . What number do 

yo u have? 

A. I h a v e , b a s e d on a s i x - m o n t h a v e r a g e , 

RODRIGUEZ-VESTAL REPORTING 
( 5 0 5 ) 988-1772 



1 
J. 

3 

4 

5 

6 

7 

8 

9 

l 0 

I l 

l 2 

l 3 

l 4 

l 5 

l 6 

l 7 

I 8 

1 9 

2 0 

2 1 

2 2 

2 3 

2 4 

2 5 

2 2 8 

t h a t w o u l d be 3,133,473. 

Q. Okay. L e t me go b a c k and see i f I'm 

w i t h y o u on t h a t . And t h a t ' s o f f t h e b o t t o m 

r i g h t - h a n d a r e a o f y o u r s i x - m o n t h p r o d u c t i o n 

a v e r a g e o f f o f y o u r E x h i b i t 4? 

A. T h a t ' s c o r r e c t . 

Q. Do y o u have any i d e a what t h e 

d i s c r e p a n c y i s b e t w e e n t h a t number and t h e 

C o m m i s s i o n ' s number? Where d i d y o u g e t t h a t 

i n f o r m a t i o n ? 

A. T h i s i n f o r m a t i o n i s b a s e d on t h e f o r m 

C-115 b u t i t i s p r o d u c t i o n numbers and n o t s a l e s 

v a l u e s . 

Q. So y o u ' r e s a y i n g t h e d i f f e r e n c e i s 

a c c o u n t e d f o r b e c a u s e we use s a l e s v a l u e s ? 

A. C o r r e c t . 

Q. W h i c h t a k e s o u t s h r i n k , p l a n t u s e , e t 

c e t e r a ? 

A. W e i l , i t t a k e s o u t l e a s e u s e . 

Q. T h a t ' s w h a t I meant. I'm s o r r y . Now, 

t o a r r i v e a t t h e 3,133,00 0, y o u u s e d t h e 

p r o d u c t i o n c o l u m n on t h e C-115, i s t h a t c o r r e c t ? 

A, T h a t ' s c o r r e c t . 

Q. Or d i d y o u go t o t h e s a l e s c o l u m n and 

a p p l y a m a t h e m a t i c a l f o r m u l a t o go b a c k t o t h e 
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p r o d u c t i o n column? 

A. I used t h e p r o d u c t i o n column. The 

i n f o r m a t i o n t h a t I used here i s due t o t h e f a c t 

t h a t we don't get e a s i l y o b t a i n e d a l l t h e 

C-115s. T h i s i s t h e d a t a from t h e PI Database 

R e t r i e v a l System, and i t i s p r o d u c t i o n from t h e 

C- 1 1 5s . 

Q. Okay. At l e a s t I know now how you got 

the number. I t does n o t appear t o be a 

s i g n i f i c a n t d i s c r e p a n c y i n t h e r e . 

A . No. 

Q. Now, n o m i n a t i o n s , we're not c o n s i d e r i n g 

a n y t h i n g as n o m i n a t i o n s f r o m t h i s p o o l , but you 

are p r o p o s i n g an a d j u s t m e n t , i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. And what a d j u s t m e n t are you p r o p o s i n g , 

based upon t h e s i x months and g i v e n t h e 

Commission's methodology I t h i n k i t ' s v i r t u a l l y 

i m p o s s i b l e f o r us t o t r y and guess p l a n t outages 

and a d j u s t t h e number of months, and I t h i n k we 

have t o use t h i s l i n e t o make c o r r e c t i o n s . Do 

you have a number? Are you h a v i n g t o come back 

f r o m your f o u r - m o n t h and do a m a t h e m a t i c a l t o get 

back t o i t ? 

A. I b e l i e v e I'm h a v i n g t o come back t o my 
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f o u r months. 

Q. I f I f i g u r e d t h a t r i g h t , you would 

m u l t i p l y your f o u r month t i m e s one and a h a l f ? 

Would t h a t g et you your s i x month? or do you 

d i v i d e i t by t w o - t h i r d s ? 

Take a moment and g i v e me a number t o 

p l u g i n t h e r e , because we c a n ' t do t h i s w i t h o u t 

your — do you have a c a l c u l a t o r ? 

Q. The numbers you gave b e f o r e when you 

were t a l k i n g t o Mr. K e l l a h i n were o f f your 

f o u r - m o n t h column, i s t h a t c o r r e c t ? 

A. That's c o r r e c t , yes. 

Q. Okay. These number of t i m e s on your 

s i x - m o n t h column, are t h e y t h e ones you want t o 

use? Do we need t o do c a l c u l a t i o n s or are t h e y 

r i g h t t h e r e ? 

A. They're a c t u a l l y r i g h t t h e r e . The 

f i r s t number i s 3,133,473, t h e second number i s 

what I b e l i e v e t o be based on 5.49 acreage 

f a c t o r , t h e n o n m a r g i n a l w e l l p r o d u c t i o n average 

f o r s i x months, w h i c h i s 808,028. 

Q. Now, t h a t would be t h e e q u i v a l e n t of 

L i n e 6, i s t h a t c o r r e c t , on your r e p o r t ? 

A. That i s c o r r e c t . 

Q. W e l l , l e t ' s go t o t h e m a r g i n a l , because 
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t h e way we g e t t o i t i s we s u b t r a c t t h e m a r g i n a l . 

Y o ur m a r g i n a l p r o d u c t i o n y o u show i s 2,325,445? 

A. T h a t ' s c o r r e c t . 

Q. Now t h a t ' s - - l e t me l o o k a t my 

a d j u s t m e n t t a b l e h e r e - - t h a t ' s a b o u t , w h a t , 

270,000 above w h a t t h e D i v i s i o n shows, i f y o u 

l o o k a t E x h i b i t 3 o f t h e D i v i s i o n ? T h a t was o u r 

a d j u s t m e n t t a b l e h e r e . 

A. T h a t ' s c o r r e c t , y e s . 

Q. Now, do y o u a c c o u n t f o r t h a t d i f f e r e n c e 

b e i n g t h e same manner t h a t y o u ' r e u s i n g 

p r o d u c t i o n , r a t h e r t h a n s a l e s , as t h e number? 

A. T h a t ' s r i g h t . 

Q. So, t h e n , i f y o u s u b t r a c t t h e 2.3 f r o m 

t h e 3 . 1 , t h a t ' s w h e r e y o u come up w i t h y o u r 

808,000? 

A. T h a t ' s c o r r e c t , y e s . 

Q. W h i c h l e a d s t o an a v e r a g e n o n m a r g i n a l 

w e l l p r o d u c t i o n o f 147,000 f o r eac h w e l l ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. You d o n ' t have y o u r a d j u s t m e n t s on t h i s 

l i n e , so we do have t o go b a c k a n d — 

A. --make t h e a d j u s t m e n t - -

Q. — and f i g u r e o u t what l i n e t o p u t i n on 

t h e t a b l e t h a t t h e D i v i s i o n p r o p o s e s t o u s e . 
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A. What I ' v e done h e r e , i f we assume 5,49 

as s t i l l t h e acreage f a c t o r , w h i c h we are now — 

CHAIRMAN LEMAY: I s t h e r e some way you 

c o u l d a l l get t o g e t h e r on t h e mathematics l a t e r ? 

MR. STOVALL: I would be happy f o r him 

to s u b m i t t h e numbers l a t e r . 

CHAIRMAN LEMAY: L e t ' s do i t t h a t way. 

We're t a k i n g a l o t of t i m e g o i n g over someone's 

numbers w i t h a c a l c u l a t o r , and I t h i n k t h e r e ' s a 

b e t t e r way t o spend our t i m e . 

MR. STOVALL: I don't mind d o i n g t h a t . 

Q. Okay. Given t h e f a c t t h a t t h e 

d i f f e r e n c e i s based upon p r o d u c t i o n v e r s u s s a l e s , 

so l o n g as t h e a l l o w a b l e i s s e t u s i n g t h e same 

number, i n o t h e r words, i f t h e a l l o w a b l e i s based 

upon s a l e s and t h e measurement a g a i n s t a l l o w a b l e 

i s based upon s a l e s , i s t h e r e any problem w i t h 

u s i n g t h e D i v i s i o n ' s s a l e s numbers r a t h e r t h a n 

your p r o d u c t i o n numbers t o get t o t h e same p o i n t ? 

A. No pro b l e m . 

Q. Do you have a prob l e m w i t h t h e numbers 

t h e D i v i s i o n has used, as f a r as t h e i r a c curacy? 

I'm n ot t a l k i n g about whether you want an 

a d j u s t m e n t or n o t . Or have you v e r i f i e d them? 

Are you i n a p o s i t i o n t o v e r i f y t h o s e , 3,027,000? 
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A. They appear t o be w i t h i n reason of t h e 

numbers we c a l c u l a t e d . 

Q. So you w i l l p r o v i d e f o r t h e Commission 

a number t o go on L i n e 3 t o get t o t h e a l l o w a b l e 

you see t h e r e ? 

A. That i s c o r r e c t . 

Q. J u s t one q u i c k q u e s t i o n on your f i e l d 

use. I t h i n k you gave an example f o r one w e l l , 

i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 

Q. Do you have any o p i n i o n or knowledge as 

to whether t h a t i s a good example t o use 

t h r o u g h o u t t h e f i e l d f o r a l l o p e r a t o r s ? 

A. T h i s i s a p a r t i c u l a r w e l l t h a t i s on 

w e l l h e a d c o m p r e s s i o n . As we can see here i n 

E x h i b i t 10, i t has an average l e a s e use per month 

of 373 Mcf. Other w e l l s t y p i c a l l y t h a t are n o t 

on w e l l h e a d c o m p r e s s i o n c o u l d be as low as 100 

Mcf per month. T h i s i s p r o b a b l y a h i g h - s i d e 

number. I t c o u l d be l e s s . 

Q. You t h i n k t h a t ' s h i g h e r f i e l d use t h a n 

t h e r e may r e a l l y be? 

A. For any one w e l l , yes. 

Q. I f we use s a l e s a l l t h e way a c r o s s the 

bo a r d , i t e l i m i n a t e s t h e conc e r n about whether an 
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o p e r a t o r has got a d i f f e r e n t f i e l d use number, 

would you agree? 

A. That's c o r r e c t , yes. 

Q. F i n a l l y , am I u n d e r s t a n d i n g c o r r e c t l y 

t h a t Marathon's p h i l o s o p h y , t h a t you are s e t t i n g 

f o r t h , i s t o base t h e a l l o w a b l e upon t h e h i g h 

c a p a c i t y w e l l s r a t h e r t h a n upon some average of 

n o n m a r g i n a l w e l l s ? You want t o l e t w e l l s produce 

t o capac i t y ? 

A. We would l i k e t o see them produce c l o s e 

t o , i f n ot at c a p a c i t y , yes. 

CHAIRMAN LEMAY: Are t h e r e a d d i t i o n a l 

q u e s t i o n s of t h e w i t n e s s ? I'm s o r r y , are you 

t h r o u g h , Mr. S t o v a l l ? I t h o u g h t you s a i d t h a t 

was your c o n c l u d i n g q u e s t i o n . 

MR. KELLAHIN: Mr. Chairman, I 

a p p r e c i a t e t h e f a c t you t r e a t your c o u n s e l as we 

are t r e a t e d . 

CHAIRMAN LEMAY: I'm j u s t t a k i n g him a t 

h i s word. He s a i d t h a t was t h e f i n a l q u e s t i o n 

and I was assuming t h a t was. 

MR. STOVALL: I do have t o have one 

more because t h e m a t t e r i s n o t i n t h e e x h i b i t . I 

a p o l o g i z e . 

Q. (BY MR. STOVALL) A g a i n , l o o k i n g a t t h e 
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t a b l e t h a t was c i r c u l a t e d , i s i t not t r u e t h a t 

th e p o o l has been u n d e r p r o d u c e d f o r t h e p a s t 

t h r e e s i m i l a r p e r i o d s , assuming t h o s e f i g u r e s t o 

be a c c u r a t e ? 

A. That i s c o r r e c t . 

MR. STOVALL: Okay. That's my l a s t 

q u e s t i o n . 

CHAIRMAN LEMAY: Are t h e r e a d d i t i o n a l 

q u e s t i o n s of t h e w i t n e s s ? Commissioner C a r l s o n ? 

COMMISSIONER CARLSON: I ha t e t o ask 

t h i s , Bob, what d i d you j u s t g i v e him? 

MR. STOVALL: The l a s t q u e s t i o n ? 

COMMISSIONER CARLSON: Yes. 

MR. STOVALL: I t was t h e t a b l e t h a t has 

been r e f e r r e d t o s e v e r a l t i m e s , and i t j u s t shows 

t h a t t he p o o l i s u n d e r p r o d u c e d f o r each p e r i o d . 

The a c t u a l p r o d u c t i o n and s a l e s f o r each of t h e 

l a s t s i m i l a r p e r i o d s , t h e October t h r o u g h March 

p e r i o d f o r t h e l a s t t h r e e y e a r s . And h i s answer 

was yes, t h e y have been u n d e r p r o d u c e d f o r each of 

thos e p r o r a t i o n p e r i o d s . 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I t h i n k I u n d e r s t a n d what Marathon 

wants as f a r as number a d j u s t m e n t s . I don't want 
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t o g e t i n t o m a t h . I s t i l l d o n ' t u n d e r s t a n d why 

y o u r a n , I g u e s s y o u r E x h i b i t s 4, 5 and 6, why 

yo u u s e d t h e number o f a c r e a g e f a c t o r s d i f f e r e n t 

i n e a c h one, and what y o u a r e p r o p o s i n g o u t o f 

t h a t . Would y o u p l e a s e e x p l a i n t h a t ? 

A. The E x h i b i t s 4, 5 and 6 a r e s i m p l y t o 

d e m o n s t r a t e t h e e f f e c t o f t h e a v e r a g i n g f o r t h e 

a c r e a g e f a c t o r as i t a f f e c t s t h e a v e r a g e r a t e s 

f o r n o n m a r g i n a l w e l l s ; t o show t h e e f f e c t s , f o r 

e x a m p l e , o f a w e l l t h a t , as a r e s u l t o f r e s e r v o i r 

p e r f o r m a n c e o r m e c h a n i c a l p r o b l e m s , i s n o t 

c a p a b l e o f p r o d u c i n g i t s n o n m a r g i n a l o r i t s 

a l l o c a t e d s h a r e o r i t s a l l o w a b l e ; and t h e e f f e c t s 

o f l o w e r i n g t h e a v e r a g e f o r n o n m a r g i n a l w e l l s i n 

t h e p o o l . 

The o t h e r e x a m p l e showed t h e f a c t t h a t 

i f an o p e r a t o r so c h o o s e s n o t t o p e r f o r m any w e l l 

w o r k on a w e l l and t h e r a t e s a r e much l o w e r t h a n 

t h e a l l o w a b l e , i t has a l o w e r i n g e f f e c t on t h e 

a v e r a g e f o r t h o s e n o n m a r g i n a l w e l l s . 

Q. But y o u a r e n ' t p r o p o s i n g t h a t a 

d i f f e r e n t number o f a c r e a g e f a c t o r s be used? 

Y o u ' r e s a t i s f i e d w i t h t h e 5.49, i s t h a t c o r r e c t ? 

A. I g u e s s I am s u g g e s t i n g t h a t we c o u l d , 

i n f a c t , a d j u s t o r change t h e a c r e a g e f a c t o r s , 
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even though I am n o t aware of e x a c t l y w h i c h w e l l s 

are i n t h e c u r r e n t , proposed acreage f a c t o r of 

5.49 from t h e Commission. 

Q. But you don't have a recommendation, or 

do you have a recommendation f o r t h e Commission 

t o f o l l o w f o r d e t e r m i n i n g acreage f a c t o r s ? 

A. I b e l i e v e t h e r e i s s u f f i c i e n t 

r e g u l a t i o n s and a l l t h a t are a v a i l a b l e r i g h t now 

f o r making t h o s e changes or a d j u s t m e n t s . 

MR. STOVALL: Commissioner C a r l s o n , can 

I ask a q u e s t i o n t o f o l l o w - u p on what he r a i s e d ? 

CHAIRMAN LEMAY: L e t ' s h a v e - - i t ' s 

Commissioner C a r l s o n ' s t u r n . You're i n t e r r u p t i n g 

him. 

Q. You're not making a s p e c i f i c 

recommendation, are you? And i f you a r e , what i s 

t h a t recommendation? 

A. I guess one of my recommendations would 

be t h a t t he f a c t t h a t t h e r e i s a w e l l n ot ca p a b l e 

of p r o d u c i n g a t t h e c u r r e n t t i m e , i n p a r t i c u l a r 

t h e MOK w e l l , and t h a t i f t h a t i s t h e case f o r a 

p r o l o n g e d l o n g p e r i o d of t i m e , s e v e r a l months as 

i n d i c a t e d here i n E x h i b i t 4, t h a t t h e w e l l be 

r e c l a s s i f i e d . 

COMMISSIONER CARLSON: I have no more 
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q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Do your workover p r o c e d u r e s v a r y 

m a t e r i a l l y from Chevron's? 

A. The w o r k o v e r s Marathon p e r f o r m e d d u r i n g 

1991 and e a r l y t h i s year were s i m i l a r p r o c e d u r e s , 

where we were r e p l a c i n g t u b i n g , a d d i n g 

p e r f o r a t i o n s , and i n many cases we had t o 

a c t u a l l y add p e r f o r a t i o n s . The method t h e y use, 

I b e l i e v e , i s n o t s u b s t a n t i a l l y d i f f e r e n t f r o m 

t h e way we do i t . 

Q. And you mentioned t h a t you saw no 

probl e m w i t h t h e p r o t e c t i o n of c o r r e l a t i v e r i g h t s 

i f we p r o v i d e f o r t h e s e h i g h e r a l l o w a b l e s , b u t 

you d i d n ' t say why. Could you t e l l me why? 

A, S e v e r a l areas w i t h i n t h e f i e l d are 

c u r r e n t l y - - t h e r e ' s w a t e r encroachment i n s e v e r a l 

of t h o s e l e a s e s . I f we are a d v e r s e l y h e l d down 

below i t s d e l i v e r a b i l i t y , t h e water encroachment 

w i l l c o n t i n u e based on t o t a l w i t h d r a w a l from t h e 

r e s e r v o i r . I f we a r e , i n f a c t , r e s t r i c t e d when 

the w e l l does w a t e r o u t , r e m a i n i n g gas under t h a t 

l e a s e w i l l n o t be r e c o v e r e d by t h a t w e l l , and i t 
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w i l l be, t h e r e f o r e , r e c o v e r e d by o t h e r w e l l s i n 

the f i e l d . 

COMMISSIONER WEISS: No o t h e r 

q u e s t i o n s . Thank you. 

CHAIRMAN LEMAY: I ' v e j u s t got a 

coup 1e. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. T h i s i s a f a m i l y f e u d , I u n d e r s t a n d . 

You c a n ' t get t o g e t h e r on u n i t i z a t i o n , i s t h a t 

r i g h t ? 

A . That 1 s r i g h t . 

Q. And i s i t f a i r t o say t h a t Marathon's 

got t h e r o c k and Chevron's got t h e s t r u c t u r e ? 

A. C o r r e c t . Yes, s i r . 

Q. So, i s i t f a i r t o say t h a t you may be 

u s i n g our a l l o w a b l e p r o c e s s here t o maximize your 

advantage i n t h e r e s e r v o i r ? 

A. Could you d e f i n e "maximize"? 

Q. Yeah. I f you've got t h e r o c k you can 

p u l l i t as h a r d as you can and get more gas. 

Whose gas, you don't know. You're s i t t i n g on t o p 

of t h e s t r u c t u r e w i t h poor r o c k , y o u ' r e p r o d u c i n g 

at c a p a c i t y , you ca n ' t produce more t o suck up 

the w a t e r because you've got some l i m e s t o n e i n 

RODRIGUEZ-VESTAL REPORTING 
(505 ) 988-1772 



1 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

2 4 

2 5 

240 

t h e r e , n ot good d o l o m i t e , so yo u ' r e s t u c k . 

I f you c a n ' t get t o g e t h e r on 

u n i t i z a t i o n , y o u ' r e here a r g u i n g a l l o w a b l e s 

b e f o r e us t o maximize your p o s i t i o n i n t h e 

r e s e r v o i r , as f a r as I can see. Why c a n ' t you 

u n i t i z e ? 

A. The area we see, i n terms of t h e Vogel 

F l a t s a r e a , has t h e same p o t e n t i a l c a p a c i t y as 

th e areas we're p e r f o r m i n g work on. 

Q. Why c a n ' t you u n i t i z e ? You've been 

w o r k i n g on i t . You've reached an impasse, r i g h t ? 

A. Yes, s i r , we have. 

Q. You must have a d i f f e r e n t view on who 

i s g o i n g t o get t h e most i f you don't or i f you 

do, or under what pa r a m e t e r s ? 

A. That's c o r r e c t . 

CHAIRMAN LEMAY: I have no f u r t h e r 

q u e s t i o n s . Anyone e l s e have o t h e r q u e s t i o n s ? 

MR. STOVALL: I have one a d m i n i s t r a t i v e 

q u e s t i o n I would l i k e t o ask. 

EXAMINATION 

BY MR. STOVALL: 

Q. You've i d e n t i f i e d - - a p p a r e n t 1 y you've 

d i s a g r e e d w i t h t h e 5.49. You t h i n k t h e r e are 

some n o n m a r g i n a l u n i t s t h a t haven't been 
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i d e n t i f i e d or r e c l a s s i f i e d y e t , i s t h a t c o r r e c t ? 

A, That's c o r r e c t . 

Q. Would you p l e a s e , w i t h t h e Commission's 

p o s i t i o n , i d e n t i f y t h o s e t o t h e D i v i s i o n so i f 

t h e r e are e r r o r s i n i t — because i t i s a 

r e g u l a t o r y f u n c t i o n and not an o p i n i o n and i n p u t 

recommendation f u n c t i o n - - i f you would h e l p us t o 

i d e n t i f y t h o s e , t h e n we can make t h e a p p r o p r i a t e 

r e c l a s s i f i c a t i o n s i f t h a t i s a p p r o p r i a t e under 

the r u l e s ? 

I don't mean h e r e . You can do i t a f t e r 

t h e h e a r i n g , j u s t f o r our purpose. 

A. Okay. 

CHAIRMAN LEMAY: Get t o g e t h e r and have 

your numbers checked. That can be done. 

MR. STOVALL: That's a l l I'm a s k i n g . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

of t h e w i t n e s s ? I f n o t , he may be excused. 

MR. KELLAHIN: To e x p e d i t e t h e p r o c e s s , 

Mr. Chairman, I don't b e l i e v e t h a t t h e r e ' s any 

d i s p u t e among t h e o p e r a t o r s t h a t whatever gas i s 

a u t h o r i z e d t o be produced can be produced. Mr. 

G i l b e r t i s here as a gas m a r k e t e r , b ut t h a t would 

be h i s t e s t i m o n y and I don't t h i n k t h a t ' s of 

con c e r n t o d a y . 
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CHAIRMAN LEMAY: I don't see any. Does 

any commissioner have a prob l e m w i t h t h a t ? 

MR, STOVALL: The D i v i s i o n doesn't have 

a pro b l e m w i t h t h a t . 

CHAIRMAN LEMAY: We don't have a 

problem w i t h t h a t , do we? 

MR. KELLAHIN: Then l e t me move on t o 

the Oryx p r e s e n t a t i o n . 

UNIDENTIFIED SPEAKER: Could we have a 

10-minute recess? 

MR. KELLAHIN: Do you want t o t a k e a 

break? 

CHAIRMAN LEMAY: L e t ' s t a k e a 

f i v e - m i n u t e r e c e s s . We want t o speed t h i s t h i n g 

a l o n g and get i t done. Can you do i t i n f i v e 

m i nutes? 

[A r e c e s s was t a k e n . ] 

MR. KELLAHIN: Thank you, Mr. 

Cha i rman. 

CHAIRMAN LEMAY: Thank you, Mr. 

Ke 11 ah i n . 

TOM ADAMS 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 
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BY MR. KELLAHIN: 

Q. Mr. Adams, w o u l d y o u p l e a s e s t a t e y o u r 

name and o c c u p a t i o n . 

A. Yes, Tom Adams, and I'm a p e t r o l e u m 

e n g i n e e r w i t h O r y x E n e r g y Company. I g r a d u a t e d 

f r o m t h e U n i v e r s i t y o f Texaco i n 1983 w i t h a 

b a c h e l o r o f s c i e n c e i n p e t r o l e u m e n g i n e e r i n g . 

I have been w o r k i n g w i t h them f o r 

c o m i n g up on 10 y e a r s . I ' v e w o r k e d i n t h i s 

p a r t i c u l a r a r e a f o r a p p r o x i m a t e l y n i n e m o n t h s . 

Q. A r e y o u a r e s e r v o i r e n g i n e e r ? 

A. Yes. I have been i n r e s e r v o i r 

e n g i n e e r i n g s i n c e g r a d u a t i o n . 

Q. Do y o u p a r t i c i p a t e on b e h a l f o f y o u r 

company w i t h a n a l y z i n g t h e I n d i a n B a s i n - U p p e r 

Penn R e s e r v o i r ? 

A. Yes, t h a t f a l l s u n d e r my a r e a o f 

r e s p o n s i b i l i t y . 

MR. KELLAHIN: We t e n d e r Mr. Adams as 

an e x p e r t p e t r o l e u m e n g i n e e r . 

CHAIRMAN LEMAY: Mr. Adams i s so 

q u a l i f i e d . 

Q. B r i e f l y , Mr. Adams, I w o u l d l i k e f o r 

y o u t o g i v e us a g e n e r a l r e s e r v o i r d e s c r i p t i o n o f 

t h e m e c h a n i c s and o p e r a t i o n o f t h e r e s e r v o i r , 
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s p e c i f i c a l l y as i t r e l a t e s t o t h e Chairman's l a s t 

q u e s t i o n s w i t h r e g a r d s t o whether or not tho s e 

o p e r a t o r s t h a t are l e s s s t r u c t u r a l l y f a v o r e d t o 

Chevron are g o i n g t o have r e s e r v o i r c a p a c i t y , i f 

you w i l l , t h a t t h e y w i l l a c h i e v e an advantage by 

an a d j u s t m e n t i n t h e r e g u l a t o r y system t h a t s e t s 

p r o d u c i n g a l l o w a b l e s f o r t h o s e w e l l s . 

A. Okay. I have been i n v o l v e d i n t h e 

r e s e r v o i r e n g i n e e r i n g work as f a r as t h e 

u n i t i z a t i o n . You asked a q u e s t i o n about t h e 

u n i t i z a t i o n , as f a r as why i t was s t a l l e d . That 

was b a s i c a l l y k i l l e d by a v e r y s m a l l i n t e r e s t 

owner, Texaco, who d i d n o t want t o p a r t i c i p a t e , 

maybe f o r reasons t h a t t h e y had a s m a l l i n t e r e s t , 

w e r e n ' t i n t e r e s t e d , e t c e t e r a . I t was n o t k i l l e d 

by Oryx, Marathon, Chevron, e t c e t e r a . 

I t was s t a l l e d a t t h a t p o i n t . I t was 

not s t a l l e d because t h e r e was a r e a l i n t e r e s t i n 

e q u i t y , as f a r as someone b e i n g a b l e t o produce 

more of t h e gas t h a n any o t h e r p a r t y . 

Oryx has comp l e t e d a s i m u l a t i o n s t u d y . 

I don't want t o get i n t o t h a t . I t ' s c o m p l e t e l y 

s e p a r a t e from Marathon's. Came up w i t h r e s u l t s 

t h a t were v e r y s i m i l a r . And, from what we see of 

t h i s r e s e r v o i r and t h e wat e r encroachment, and 
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u n s t e a d y s t r a i g h t w a t e r encroachment, t h e 

s t r u c t u r a l p o s i t i o n i s advantageous. 

L o o k i n g a t t h e r o c k p r o p e r t i e s of t h e 

r o c k , we see no i n d i c a t i o n of Chevron h a v i n g poor 

r o c k . They've done two w o r k o v e r s . I b e l i e v e 

between Marathon and Oryx, we've done 15. They 

have s t i l l a l o t of acreage t o do w o r k o v e r s on. 

There i s an i n s t a n c e where we have one 

w e l l , Chevron o p e r a t e s 94 p e r c e n t , I b e l i e v e , and 

87 p e r c e n t of t h e o t h e r w e l l . We've y e t t o see 

wo r k o v e r s done on tho s e w e l l s . We f e e l l i k e 

t h e r e ' s a d d i t i o n a l p o t e n t i a l out t h e r e on t h e t o p 

of the s t r u c t u r e t h a t h a s n ' t been r e a l i z e d . We 

see no d i f f e r e n c e n e c e s s a r i l y i n t h e r o c k 

p r o p e r t i e s coming o f f t h e t o p of t h e s t r u c t u r e 

down i n t o , say, our w e l l s or Marathon's w e l l s . 

The w a t e r encroachment i s coming based 

on our s i m u l a t i o n s t u d y . What we see i s t h a t you 

can produce a t a r a t e i n t h i s f i e l d and t h e wat e r 

encroachment i s g o i n g t o c o n t i n u e t o come. I f 

you produce a t a h i g h e r r a t e , t h e wa t e r 

encroachment i s c o n t i n u i n g t o come a t t h e same 

r a t e . T h e r e f o r e , Mark d i d m e n t i o n t h a t you had 

some h e t e r o g e n e i t i e s . That i s t r u e . But, i n t h e 

o v e r a l l g e n e r a l i t y , t h e wa t e r i s coming a t a s e t 
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pace . 

You c a n p u l l t h i s r e s e r v o i r a t 10 

m i l l i o n a day o r y o u can p u l l i t a t s i x m i l l i o n a 

day. I f y o u d o n ' t p r o d u c e y o u r gas b e f o r e t h a t 

w a t e r h i t s y o u , i f y o u ' r e i n a s t r u c t u r a l l y l o w e r 

p o s i t i o n , y o u w i l l n o t r e c o v e r t h o s e r e s e r v e s . 

C h e v r o n s i t s w i t h t h e m a j o r i t y o f t h e i r a c r e a g e 

a t t h e t o p o f t h e i r s t r u c t u r e and t h e y have t h e 

b e n e f i t o f t h a t . They do h a v e , f r o m w h a t we s e e , 

t h e same b e n e f i t i n r o c k q u a l i t y t o do t h e w o r k . 

T h e r e may be a l o t o f d i f f e r e n c e i n t h e w o r k o v e r 

p r o c e d u r e s and t h e r e may be a d i f f e r e n c e i n t h e 

t u b u l a r s , t h e p r o d u c t i o n f a c i l i t i e s , r e s t r i c t i o n s 

o f t h a t t y p e . We d o n ' t n e c e s s a r i l y have d a t a on 

t h e i r w e l l s t o q u a n t i f y t h a t . A l l we know i s 

t h e r e ' s a l o t o f p o t e n t i a l , and we have t h e 

m a j o r i t y i n t e r e s t i n some o f t h a t and we've y e t 

t o see t h a t w o r k b e i n g done. 

We j u s t w a n t e d t o q u a n t i f y w h at we wer e 

h e a r i n g , and y o u r i m p r e s s i o n was t h a t us and 

M a r a t h o n were s i t t i n g i n t h e s t r u c t u r a l l y l o w 

p o s i t i o n and w a n t e d t o i n c r e a s e t h e r a t e s and 

t a k e a d v a n t a g e o f o u r p o s i t i o n , b u t we do n o t see 

i t t h a t way. We see i t t h a t w e ' r e t r y i n g t o 

i n c r e a s e t h e r a t e s . We've s p e n t , and R i c k w i l l 
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get i n t o s u b s t a n t i a l e v i d e n c e on how we've 

i n c r e a s e d t h e r a t e s . We've spent s u b s t a n t i a l 

d o l l a r s , and we f e e l we need a r a t e of r e t u r n on 

t h a t t o j u s t i f y t h e work we've done, and we f e e l 

l i k e t h e r e ' s a d d i t i o n a l p o t e n t i a l out t h e r e t h a t 

has n o t been r e a l i z e d . T h a t ' s v e r y b r i e f . 

MR, KELLAHIN: That c o n c l u d e s my 

p r e s e n t a t i o n of Mr. Adams. 

CHAIRMAN LEMAY: Thank you. F i n e . 

Q u e s t i o n s of t h e w i t n e s s ? 

MR. CARR: I have no q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Does Oryx have any n o n m a r g i n a l w e l l s ? 

A. Not c u r r e n t l y a t t h i s t i m e . 

Q. You a n t i c i p a t e h a v i n g one? 

A. Yes. R i c k w i l l be g e t t i n g i n t o t h e 

d i s c u s s i o n of t h e w e l l work we've done, and we 

a n t i c i p a t e h a v i n g two t o t h r e e p o s s i b l e 

n o n m a r g i n a l w e l l s a t t h e c u r r e n t r a t e s t h a t we 

have . 

And h e ' l l g et i n t o t h e d i s c u s s i o n of 

how we came up w i t h 6.5 m i l l i o n a day and why we 

f e e l t h a t ' s e q u i t a b l e and why we f e e l l i k e we're 
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compromising t o come down t o t h a t p o i n t . We w i l l 

be c u t t i n g back some w e l l s i f we do not want t o 

go i n t o an overage p o s i t i o n . And t h a t ' s how we 

came up w i t h our number. 

COMMISSIONER CARLSON: Thank you. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I'm concerned about c o r r e l a t i v e 

r i g h t s . Would t h i s f i e l d be u n i t i z e d i f i t 

weren't f o r Texaco? I s t h a t what you s a i d ? 

A. I'm not g o i n g t o say t h a t . They were 

th e i n i t i a l b l o c k i n our l a s t m e e t i n g . There are 

a l o t of o b s t a c l e s , and as Mark has e l a b o r a t e d , 

t o o , i t ' s n ot a s i m p l e , homogeneous r e s e r v o i r . 

P r o t e c t i o n of e q u i t y would be your 

h a r d e s t p o i n t i n t r y i n g t o u n i t i z e t h e r e s e r v o i r 

because you've got pe o p l e a t t h e bo t t o m of t h e 

s t r u c t u r e who are n o t g o i n g t o want t o g i v e up 

t h e i r c u r r e n t r a t e because t h e y r e a l i z e t h e water 

i s coming and t h e y want t o keep t h a t r a t e , b ut 

the p e o p l e a t the t o p of t h e s t r u c t u r e a r e n o t 

g o i n g t o n e c e s s a r i l y want t o g i v e t h o s e p e o p l e a t 

the b o t t o m any e q u i t y . Because we know from our 

work i n s i m u l a t i o n t h a t t h e i r e q u i t y i s 
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s h o r t - t e r m . 

So, you've got a r e a l d i f f i c u l t 

s i t u a t i o n i n t r y i n g t o get an e q u i t y parameter t o 

u n i t i z e on. That's g o i n g t o be t h e bo t t o m l i n e 

or h a r d e s t p o i n t . The peo p l e a t bo t t o m are n o t 

g o i n g t o want t o g i v e up t h e i r c u r r e n t cash f l o w . 

Q. Maybe t h e a l l o w a b l e s are t o o h i g h . 

A. Why would you say t h a t ? 

Q. Sometimes u n i t i z a t i o n t a k e s p l a c e when 

t h e y go down. 

A. W e l l , one t h i n g you would do i f you 

reduced a l l o w a b l e s s u b s t a n t i a l l y more, you would 

shut down a l l a d d i t i o n a l work out t h e r e . There 

w o u l d n ' t be any i n c e n t i v e f o r us or Marathon or 

even Chevron t o c o n t i n u e t h e i r program. You're 

g o i n g t o be c o s t i n g t h e s t a t e money because 

you' r e g o i n g t o shut down our p r o d u c t i o n and i t ' s 

g o i n g t o lower t h a t , and s t i l l I don't t h i n k t h a t 

would i n c r e a s e your i n c e n t i v e t o u n i t i z e . 

COMMISSIONER WEISS: Thank you. 

A. My p e r s o n a l o p i n i o n . 

COMMISSIONER WEISS: No o t h e r 

q u e s t i o n s . 

EXAMINATION 

3Y CHAIRMAN LEMAY: 
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Q. Mr. Adams, these w e l l s are g r e a t . I t ' s 

ha r d t o imagine t h a t you need a d d i t i o n a l 

i n c e n t i v e beyond f o u r and a h a l f m i l l i o n a day or 

whatever you want t o t a l k about i n terms of our 

h i s t o r i c a l a l l o w a b l e s t o do w o r k o v e r s . Are you 

making a case t h a t you need h i g h e r a l l o w a b l e s t o 

do w o r k o v e r s i n here? 

A, A d d i t i o n a l work? I n t h e c l i m a t e t h a t 

we're i n of s h o r t c a p i t a l , when you go t o a 

manager and say, "I'm g o i n g t o do t h i s w e l l work 

and I'm g o i n g t o have t o end up s h u t t i n g t h e w e l l 

i n , " t h e y ' l l say, "Why do i t ? " 

Q. Your c r e d i b i l i t y i s g e t t i n g s t r a i n e d . 

At f o u r and a h a l f m i l l i o n a day, I t h i n k anyone 

would l o v e t o do a wor k o v e r . I mean, we're 

t a l k i n g about a g r e a t f i e l d w i t h g r e a t a l l o w a b l e s 

now, and you want them h i g h e r , and yo u ' r e t a l k i n g 

about n e e d i n g even more f o r economic 

j u s t i f i c a t i o n ? 

A. To do a d d i t i o n a l work t o s u p p o r t t h a t . 

Q. I know. I'm t a l k i n g about t h a t . 

A. You c o u l d c o n t i n u e t o produce t h i s 

f i e l d a t f o u r and a h a l f — 

Q. Okay, you've got g r e a t p r o s p e c t s i f 

you've got s t u f f c o m p e ting w i t h t h i s . 
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A. We d i d t h e w o r k o v e r s . 

CHAIRMAN LEMAY: That's a l l t h e 

q u e s t i o n s I have. 

MR. KELLAHIN: I would l i k e t o c a l l Mr 

R i c k H a l l , i f t h e r e ' s no more q u e s t i o n s of Mr. 

Adams. 

CHAIRMAN LEMAY: Thank you. 

RICK HALL 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. H a l l , f o r t h e r e c o r d , would you 

p l e a s e s t a t e your name and o c c u p a t i o n ? 

A. Sure. My name i s R i c k H a l l , and I'm 

the o p e r a t i o n s e n g i n e e r f o r Oryx Energy Company 

out of D a l l a s . 

Q. When and where d i d you o b t a i n your 

degree? 

A. I o b t a i n e d my degree i n 1981 from t h e 

U n i v e r s i t y of Oklahoma. 

Q. Summarize your employment f o r us. 

A. I began work s h o r t l y a f t e r g r a d u a t i o n 

w i t h Sun E x p l o r a t i o n P r o d u c t i o n Company, who 

l a t e r became Oryx, and I ' v e worked w i t h them 
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s i n c e , f o r a b o u t 11 y e a r s . 

Q. Have y o u p e r f o r m e d o p e r a t i o n a l 

e n g i n e e r i n g f u n c t i o n s f o r y o u r company w i t h 

r e g a r d s t o i t s p r o p e r t i e s and o p e r a t i o n s i n t h e 

I n d i a n B a s i n - U p p e r Fenn P o o l ? 

A, Yes, s i r , I ' v e had t h e I n d i a n B a s i n 

a r e a f o r a b o u t 10 mo n t h s now. 

MR. KELLAHIN: We t e n d e r Mr. H a l l as an 

e x p e r t o p e r a t i o n s e n g i n e e r . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

Q. L e t me d i r e c t y o u r a t t e n t i o n t o E x h i b i t 

No. 1. Would y o u i d e n t i f y and d e s c r i b e i t f o r 

us ? 

A. E x h i b i t No. 1 i s a l e t t e r f r o m O r y x t o 

t h e C o m m i s s i o n a s k i n g f o r t h e a l l o c a t i o n f a c t o r , 

t h e F l f a c t o r , t o be r a i s e d t o 197,600 Mcf p e r 

month i n t h e I n d i a n B a s i n - U p p e r Penn P o o l , 

c o v e r i n g t h e p e r i o d o f O c t o b e r 92 t o March o f 93. 

Q. What i s y o u r recommended l e v e l o f 

a l l o w a b l e f o r t h a t p o o l f o r t h i s n e x t p e r i o d ? 

A. T h a t e q u a t e s t o a b o u t a s i x and a h a l f 

m i l l i o n a day. 

Q. Y o u ' r e i n a g r e e m e n t w i t h M a r a t h o n on 

t h e a l l o w a b l e r e q u e s t l e v e l t h a t ' s u l t i m a t e l y 
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c a l c u l a t e d i n t o t h e schedule? 

A. Yes, s i r , we a r e , and t h a t r e f l e c t s 

about a 6.9 p e r c e n t i n c r e a s e over t h e same p e r i o d 

of l a s t y e a r . And I might add t h a t t h e year 

p r i o r t o t h a t , a 6.7 p e r c e n t i n c r e a s e was g r a n t e d 

and two y e a r s p r i o r t o t h a t a 30 p e r c e n t i n c r e a s e 

i n t h e a l l o w a b l e was g r a n t e d , and I b e l i e v e t h a t 

t h i s i s a r e a s o n a b l e i n c r e a s e and f a l l s i n l i n e 

w i t h p r e v i o u s i n c r e a s e s t h a t have been g r a n t e d by 

the Commission i n t h e p a s t . 

Q. At t h e l a s t a l l o w a b l e h e a r i n g i n 

Fe b r u a r y of t h i s y e a r , when Marathon r e q u e s t e d a 

h i g h e r r a t e t h a n Chevron, you were opposed t o t h e 

Marathon r a t e ? 

A. Yes, we were. 

Q. What changed your mind? 

A. We r e v i e w e d t h e Marathon work and saw 

t h e i r success and i m m e d i a t e l y began s t u d y i n g our 

w e l l s and mimicked t h a t success; saw t h e 

o p p o r t u n i t i e s downhole, m o s t l y . 

Then we produced t o our management w i t h 

AFEs t o b a s i c a l l y copy t h a t work, and we w r o t e up 

f i v e AFEs and were s u c c e s s f u l on a l l f i v e . 

Q. Marathon's success, t h e n , i n i m p r o v i n g 

the d e l i v e r a b i l i t y of i t s w e l l s , i s not un i q u e t o 
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Marathon and i t s p o s i t i o n i n t h e r e s e r v o i r ? 

A. No, s i r , i t ' s n o t . And I b e l i e v e i t ' s 

a f a c t o r of how you've got your p l u m b i n g done 

down h o l e , i f I may use t h a t t e r m . 

Q. I s t h a t an o p p o r t u n i t y f o r a d d i t i o n a l 

c a p a c i t y t h a t c o u l d be r e a l i z e d by t h e w e l l s 

o p e r a t e d by Chevron? 

A. W e l l , n ot l o o k i n g a t t h e i r downhole 

c o n d i t i o n s , I don't know, but I would assume i t 

would be, yes, s i r . 

Q. Do you have i n t e r e s t w i t h Marathon i n 

w e l l s o p e r a t e d by Chevron f o r which you have 

sought t o have t h i s a d d i t i o n a l work done? 

A . Yes, we have. 

Q. D e s c r i b e f o r us i n a g e n e r a l t e r m , 

b e f o r e we get t o t h e d e t a i l s , t h e k i n d s of work 

t h a t you have done t o i n c r e a s e t h e 

d e l i v e r a b i l i t i e s of your w e l l s . 

A. Okay. F i r s t of a l l we r a n what's 

c a l l e d a NODAL a n a l y s i s on each w e l l . 

Q . S p e l l t h a t . 

A. N-O-D-A-L. What t h a t i s , i t checks 

your e f f i c i e n c y from t h e sand f a c e o r , i n t h i s 

case, the l i m e s t o n e or d o l o m i t e f a c e , up t h r o u g h 

your p r o d u c t i o n u n i t . From t h a t we modeled our 
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c u r r e n t c o n d i t i o n s and t h e n t h e program shows us 

t h a t we can enhance those e f f i c i e n c i e s by making 

changes down h o l e . 

And i n t h i s case these i n c l u d e d a d d i n g 

p e r f o r a t i o n d e n s i t y t o some of t h e w e l l s , j u s t a 

m a t t e r of a d d i n g , g o i n g t o f o u r s h o t s per f o o t 

v e r s u s one shot per f o o t . I n some of t h e w e l l s 

we a c t u a l l y added f e e t of pay. I n a l l of t h e 

w e l l s we s t i m u l a t e d , p r e t t y l a r g e s t i m u l a t i o n . 

I've h e a r d p e o p l e r e f e r r i n g t o s m a l l , we d i d one 

r a t h e r l a r g e . I t would a l s o e n t a i l c h a n g i n g out 

t u b i n g and i n c r e a s i n g t h e s i z e of t h a t . 

T h a t's t h e down h o l e . Then you get t o 

the s u r f a c e and you can t a k e o ut chokes and 

upgrade u p - s i z e f l o w l i n e s , c o m p r e s s i o n . 

Q. You haven't even g o t t e n t o compr e s s i o n 

i n some of your a c t i v i t i e s ? 

A. No. We've o n l y g ot one w e l l on 

compression out of t h e f i v e , and we can make 

these a l l o w a b l e s t h a t we're p r o p o s i n g on two of 

the f i v e w e l l s w i t h o u t any compression a t a l l . 

We can make more on a l l f i v e w e l l s , or on the 

r e m a i n i n g f o u r , i f we were t o p u t them on 

com p r e s s i o n . 

Q. Can you g i v e us an example of a w e l l 
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and what r a t e i t was p r o d u c i n g a t b e f o r e you d i d 

a workover on i t ? 

A. Yes, s i r . Some of our w e l l s were 

making about f o u r m i l l i o n a day, and we went t o 

management and got them up t o 6.9 m i l l i o n a day. 

Q. You must have s c a r e d management t o 

de a t h when you asked them t o k i l l a 4 m i l l i o n a 

day w e l l ? 

A. That was e x a c t l y r i g h t . Which maybe 

some of t h e o t h e r o p e r a t o r s ' problems i s g o i n g t o 

t h e i r managers and s a y i n g , "Look, I want t o work 

on a f o u r - m i 11ion-a-day w e l l . But, i f I can get 

you 5.9 m i l l i o n a day, w i l l you work on t h a t 

w e l l ? " 

O r i g i n a l l y t h e y s a i d , "No." L a t e r t h e y 

came back and we s a i d , w e l l , Marathon i s d o i n g i t 

and i t ' s s o m e thing t h a t needs t o be done, i t ' s 

something t h a t can be done e c o n o m i c a l l y , and we 

s h o u l d do i t . 

Q. L e t ' s t u r n now t o E x h i b i t 2. I d e n t i f y 

and d e s c r i b e t h a t f o r us. 

A. E x h i b i t 2, I w o u l d n ' t say d e t a i l e d , b ut 

a summary of c a p i t a l o u t l a y s and e x p e n d i t u r e s 

t h a t Oryx Energy has spent i n 1992. T h i s program 

began i n t h e b e g i n n i n g of A p r i l , and I might 
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m e n t i o n t h a t we d i d t h i s p r o g r a m i n A p r i l n o t t o 

t a k e a d v a n t a g e o f w i n t e r gas p r i c e s b u t t o 

a c t u a l l y g e t t h e gas on t h i s summer. I t t u r n s 

o u t t h a t t h e p r i c e s have went up t h i s summer. 

N o r m a l l y t h e y go down, b u t we wer e s t i l l a b l e t o 

do t h e w o r k . 

Q. I s y o u r m a r k e t i n g s t r a t e g y l i k e 

M a r a t h o n ' s and C h e v r o n ' s , t h a t y o u ' l l p r o d u c e 

w i t h o u t r e g a r d i n g t o s e a s o n a l a d j u s t m e n t s ? 

A. We're w i t h o u t r e g a r d t o any s e a s o n a l 

a d j u s t m e n t s o r p r i c e . We're w i d e open. And 

o b v i o u s l y i n t h i s c a s e p r o r a t e d t o w h a t e v e r t h a t 

r a t e may be. 

The w e l l w o r k c o s t , as t h e s h e e t s a y s , 

$ 2 8 4 , 0 0 0 . One c o m p r e s s o r , t h e i n s t a l l a t i o n c o s t 

was $8,00 0, and we're c u r r e n t l y r e b u i l d i n g 

p r o d u c t i o n u n i t s a t $30,000. We've s p e n t a t o t a l 

o f $42 2, 000 . 

Q. Okay. L e t ' s t u r n t o E x h i b i t 3. 

I d e n t i f y and d e s c r i b e t h a t d i s p l a y . 

A. E x h i b i t 3 i s a l i s t o f o u r w e l l s on t h e 

f i r s t c o l u m n , by name. The s e c o n d c o l u m n i s t h e 

gas p r o r a t i o n s c h e d u l e g i v e n t o us by t h e 

C o m m i s s i o n , A p r i l 92 t h r o u g h S e p t e m b e r 32. I 

w i l l m e n t i o n t h a t t h e s e were a l l c l a s s i f i e d as 
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m a r g i n a l w e l l s . 

The t o t a l r a t e i s 451,000 Mcf p e r 

m o n t h . Our p r o d u c t i o n e s t i m a t e t h r o u g h 

S e p t e m b e r , a f t e r t h e s e w o r k o v e r s , w i l l be 737,000 

Mcf . 

The t h i r d c o l u m n i s a p r o d u c t i o n 

e s t i m a t e b a s e d upon a l l t h e w e l l s b e i n g on a f u l l 

s i x - m o n t h p e r i o d o f t i m e , and a l s o l i m i t i n g two 

w e l l s , t h e Conoco S t a t e No. 1 and t h e West I n d i a n 

B a s i n No. 1, t o t h e 197,600 Mcf t h a t we p r o p o s e 

t o d a y . G i v i n g us a t o t a l o f 85 1 , 0 0 0 , i s what 

w e ' r e p r o j e c t i n g f o r t h e w i n t e r p e r i o d . 

Q. I f t h i s l e v e l o f a l l o w a b l e a d j u s t m e n t 

i s a p p r o v e d by t h e C o m m i s s i o n , y o u a n t i c i p a t e 

t h a t y o u ' l l s t i l l have two n o n m a r g i n a l w e l l s t h a t 

w i l l be c a p a c i t y r e s t r i c t e d ? 

A. Yes, s i r . And we f e e l l i k e we c o u l d 

g e t t h e o t h e r ones t o a n o n m a r g i n a l s t a t u s by 

a d d i n g c o m p r e s s i o n , i f w e ' r e g i v e n t h e 

o p p o r t u n i t y t o r a i s e t h e a l l o w a b l e . 

Q. I f we use t h e p r e l i m i n a r y s c h e d u l e , t h e 

5.77 m i l l i o n a d a y , i s n ' t t h a t e n o u g h i n c e n t i v e 

t o j u s t i f y t h e w o r k o v e r s ? Do y o u need t h e 

a d d i t i o n a l i n c r e m e n t a l d i f f e r e n c e when y o u g e t t o 

t h e 6.5? 
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A. I need t h e 6.5 t o do any a d d i t i o n a l 

work . 

Q. Why? I don't u n d e r s t a n d . 

A. Because i f I'm a t 5.9 now, what good 

would i t be f o r me t o do any work i f I can o n l y 

produce 5.7? 

Q. When we go t o E x h i b i t 4, what do you 

have d i s p l a y e d here? 

A. E x h i b i t 4 i s a p r o d u c t i o n of Oryx's 

p r o d u c i n g w e l l s or o p e r a t e d w e l l s i n t h e I n d i a n 

B a s i n . T h i s i s a gros s p r o d u c t i o n c u r v e , gas 

p r o d u c t i o n on t h e l e f t by month. These are d a i l y 

volumes. 

As you can see, e a r l y i n 1992 we were 

p r o d u c i n g around 17 t o 18 m i l l i o n a day. We're 

c u r r e n t l y a t 27 m i l l i o n a day t h r o u g h t h e summer 

months. 

Q. Okay. E x h i b i t 5? 

A. E x h i b i t 5 and f o l l o w i n g , t h e ne x t f i v e 

e x h i b i t s , are t h e p l o t s of the i n d i v i d u a l w e l l s 

and t h e r e s u l t s of tho s e w o r k o v e r s . F i r s t of a l l 

the B r i g h t F e d e r a l , I went from f o u r m i l l i o n a 

day t o a l i t t l e over f i v e m i l l i o n a day. 

Q. E x h i b i t 6? 

A. E x h i b i t 6 i s t h e Bunnel F e d e r a l No. 2. 
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T h i s w e l l b a s i c a l l y s t a y e d f l a t ; perhaps a 500 

Mcf a day g a i n . T h i s i s the w e l l we've p u t 

a d d i t i o n a l c o m p r e s s i o n on, and t h e p r o j e c t i o n a t 

t h i s t i m e i s t h a t i t w i l l make f o u r m i l l i o n a 

day. I t ' s c u r r e n t l y making two m i l l i o n a day. 

Q. A l l r i g h t . L e t ' s go on t o E x h i b i t 7. 

A. E x h i b i t 7 i s a n o t h e r w o r k o v e r , t h e 

Conoco S t a t e No. 1. We went from f o u r m i l l i o n a 

day up t o 6.9 m i l l i o n a day. 

Q. T h i s i s one of t h e w e l l s t h a t would be 

r e s t r i c t e d even at your a l l o w a b l e r e q u e s t ? 

A. Even a t our a l l o w a b l e r e q u e s t , and 

o b v i o u s l y a t t h e Commission's proposed a l l o w a b l e . 

Q. E x h i b i t 8 . 

A. E x h i b i t 8, p r o d u c t i o n went from f o u r 

m i l l i o n a day t o s i x m i l l i o n a day on t h i s w e l l , 

a l s o , t h e F e d e r a l 28. 

Q. A l l r i g h t . E x h i b i t 9. 

A. E x h i b i t 9, t h e p r o d u c t i o n on t h i s w e l l , 

about f o u r m i l l i o n a day to 6.9 m i l l i o n , a l s o one 

t h a t would r e q u i r e c u r t a i l i n g a t our proposed 

a l l o w a b l e . 

Q. And f i n a l l y , E x h i b i t 10? 

A. E x h i b i t 10 i s a TA 1d w e l l t h a t we 

c u r r e n t l y have i n t h e f i e l d . 
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Q. Do you have a d d i t i o n a l p l a n s f o r 

a d d i t i o n a l w o r k o v e r s or o t h e r a c t i v i t y on any of 

your w e l l s ? 

A. Yes, s i r , we do. We o b v i o u s l y c o u l d 

put t h e w e l l s on compre s s i o n t h a t are n o t a t t h e 

a l l o w a b l e r a t e i f t h e a l l o w a b l e r a t e exceeds an 

ec o n o m i c a l m a r g i n between what we're p r o d u c i n g 

and what t h a t r a t e i s . 

A l s o , t h e TA'd w e l l we showed you 

t h e r e , we're p l a n n i n g about a $150,000 workover 

on t h a t w e l l . 

Q. Have you c o n t a c t e d your gas m a r k e t i n g 

p e o p l e w i t h i n your company t o d e t e r m i n e whether 

or n ot t h e y can market and s e l l t h i s a d d i t i o n a l 

volume of gas t h a t i s e l i g i b l e f o r p r o d u c t i o n i f 

your a l l o w a b l e l e v e l i s approved? 

A. Yes, we have, and t h a t ' s E x h i b i t 11. 

I t ' s a l e t t e r from one of our m a r k e t i n g reps 

s t a t i n g t h a t t h e r e i s not a problem w i t h 

m a r k e t i n g t h e gas, and t h e r e are p l e n t y of 

markets out t h e r e . They're u r g i n g us t o t a k e 

advantage of t h i s window of o p p o r t u n i t y t h a t t h e 

p r i c e s have been up, and t h e y e x p e c t t he p r i c e s 

t o c o n t i n u e t o be up. 

Q. Are you aware of any l i m i t a t i o n s i n 
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t e r m s o f g a t h e r i n g , t r a n s p o r t a t i o n o f t h e gas 

t h r o u g h t h e p l a n t i n o r d e r t o accommodate 

p r o d u c t i o n a t t h e s e l e v e l s y o u ' r e r e q u e s t i n g ? 

A . No, s i r . 

MR. KELLAHIN: T h a t c o n c l u d e s my 

e x a m i n a t i o n o f Mr. H a l l . I move t h e i n t r o d u c t i o n 

o f O r y x E x h i b i t s 1 t h r o u g h 1 1 . 

CHAIRMAN LEMAY: E x h i b i t s 1 t h r o u g h 11 

w i l l be e n t e r e d i n t o t h e r e c o r d w i t h o u t 

o b j e c t i o n . 

Mr . C a r r ? 

MR. CARR: I have no q u e s t i o n s . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? C o m m i s s i o n e r C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. What's t h e d e l i v e r a b i l i t y on t h o s e two 

w e l l s t h a t y o u say w o u l d be c u r t a i l e d ? 

A. Okay. The Conoco S t a t e No. 1 i s a r o u n d 

6.8. 

Q. T h a t t r a n s l a t e s m o n t h l y t o - - How much 

above t h e p r o p o s e d a l l o w a b l e i s t h a t ? 

A. Your p r o p o s e d a l l o w a b l e o r mine? 

Q. Y o u r s . We d o n ' t have one? 

A. T h a t c a l c u l a t e s t o 206,000 v e r s u s t h e 
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137,600. I m i g h t a d d , t h a t ' s w i t h o u t 

c o m p r e s s i o n . T h a t ' s i n i t s n a t u r a l s t a t e . W i t h 

a c o m p r e s s o r on i t , t h e w e l l c o u l d make e i g h t 

m i l l i o n a day• 

Q. At 20 6 , 0 0 0 , t h a t ' s f i v e p e r c e n t , maybe, 

o v e r y o u r s u g g e s t e d a l l o w a b l e , g i v e o r t a k e ? 

A. W h a t e v e r . Yeah. N i n e . 

Q. So y o u w o u l d have t o p r o d u c e many 

mo n t h s t o r e a c h t h e maximum o f s i x t i m e s 

o v e r p r o d u c e d ? 

A. T h a t may be c o r r e c t . 

COMMISSIONER CARLSON: T h a t ' s a l l I 

have . 

CHAIRMAN LEMAY: C o m m i s s i o n e r W e i s s . 

COMMISSIONER WEISS: I have j u s t a 

s i m p l e q u e s t i o n . 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Do y o u know how much TA'd w e l l s t h e r e 

a r e i n t h e f i e l d ? 

A . No, I d o n ' t . We have t w o . 

COMMISSIONER WEISS: No o t h e r 

q u e s t i o n s . 

CHAIRMAN LEMAY: I have no f u r t h e r 

q u e s t i o n s . 
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MR. KELLAHIN: T h a t c o n c l u d e s o u r 

p r e s e n t a t i o n . , Mr. C h a i r m a n . 

CHAIRMAN LEMAY: Thank y o u . You may be 

e x c u s e d . 

A d d i t i o n a l p r e s e n t a t i o n s o r s t a t e m e n t s 

i n t h e I n d i a n B a s i n F i e l d ? 

MR. CARR: No , s i r . 

MR. KELLAHIN: No , s i r . 

CHAIRMAN LEMAY: W e ' l l t a k e t h a t one 

u n d e r a d v i s e m e n t . A r e t h e r e any o t h e r f i e l d s y o u 

w o u l d l i k e t o g i v e any k i n d o f s t a t e m e n t s on o r 

p r e s e n t a t i o n s ? 

I f n o t , t h a n k y o u v e r y much, g e n t l e m e n . 

W e ' l l t a k e t h e a l l o w a b l e h e a r i n g u n d e r 

a d v i s e m e n t . 

(And t h e p r o c e e d i n g s c o n c l u d e d . ) 
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