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MR. LEMAY: At t h i s time I ' l l 

c a l l Case 9063. 

MR. TAYLOR: The a p p l i c a t i o n of 

Merrion O i l and Gas Corporation f o r enforcement of the 

Common Purchaser Requirement of Section 70-2-19, New Mexico 

Statutes Annotated, 1978, and other p e r t i n e n t p r o v i s i o n s of 

the O i l and Gas Act, Rio A r r i b a County, New Mexico. 

MR. LEMAY: I ' l l c a l l f o r ap

pearances now i n Case 9063. 

MR. ROBERTS: Mr. Chairman, my 

name i s Tommy Roberts. I'm an attor n e y i n Farmington, New 

Mexico, and I'm repre s e n t i n g the a p p l i c a n t i n t h i s case, 

Merrion O i l and Gas. 

I have two witnesses to be 

sworn. 

MR. LEMAY: Any other appear

ances? 

MR. NANCE: Mr. Chairman, on 

behalf of El Paso Natural Gas, my name i s John Nance, and 

I'm appearing here today i n a s s o c i a t i o n w i t h Mr. Perry 

Pearce of the law f i r m Montgomery & Andrews of Santa Fe, Nev/ 

Mexico. 

El Paso w i l l have one witness 

to be sworn. 
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MR. LEMAY: I f those witnesses 

w i l l stand now w e ' l l swear them i n . 

(Witnesses sworn.) 

MR. LEMAY: Mr. Roberts. 

MR. ROBERTS: Mr. Chairman, may 

I give a b r i e f opening statement? 

MR. LEMAY: You may. 

MR. ROBERTS: Mr. Chairman and 

Commissioners, Merrion O i l and Gas by t h i s a p p l i c a t i o n i s 

seeking enforcement of the Common Purchaser Statute of the 

State of New Mexico, c i t e d as 70-2-19 of the New Mexico Sta

t u t e s . 

We w i l l be e l i c i t i n g testimony 

and evidence today i n t h i s case t h a t would show the f o l l o w 

ing — or e s t a b l i s h the f o l l o w i n g f a c t s . 

F i r s t , t h a t Merrion O i l and Gas 

operates two w e l l s capable of producing casinghead gas from 

the common source of supply known as the Gavilan Mancos O i l 

Pool. 

Second, t h a t El Paso Natural 

Gas Company i s a purchaser of casinghead gas from the Gavi

lan Mancos O i l Pool and i t ' s t h e r e f o r e a common purchaser as 

defined i n the s t a t u t e . 
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T h i r d , t h a t Merrion O i l and Gas 

has requested t h a t El Paso issue a gas purchase c o n t r a c t to 

cover these w e l l s and t h a t El Paso purchase casinghead gas 

from these w e l l s on a r a t a b l e take b a s i s . 

Fourth, t h a t Merrion O i l and 

Gas has o f f e r e d to s e l l casinghead gas from these w e l l s to 

El Paso on terms t h a t would not adversely impact on the con

sumer's p r i c e . Merrion w i l l provide testimony t h a t i t ' s o f 

f e r consisted of two or three d i f f e r e n t elements. 

F i r s t of a l l , t h a t he would 

propose t o pay a l l costs of gathering and connecting these 

w e l l s t o El Paso's system; t h a t he would be w i l l i n g t o ac

cept a market c l e a r i n g p r i c e f o r t h i s casinghead production; 

and t h i r d l y , t h a t he would be w i l l i n g t o o f f e r t o El Paso a 

c r e d i t against any p o t e n t i a l take-or-pay l i a b i l i t i e s t h a t El 

Paso might have i n an amount equal t o the hearing value of 

the volumes of gas purchased by El Paso from these two w e l l s 

i n the Gavilan Mancos O i l Pool operated by Merrion O i l and 

Gas Corporation. 

The testimony w i l l e s t a b l i s h 

the f a c t t h a t El Paso has refused t o purchase the casing

head gas from these w e l l s and t h a t El Paso i s purchasing 

casinghead gas from the Gavilan Mancos O i l Pool from other 

purchasers — or other producers of production and an a f f i l 

i a t e company of El Paso Natural Gas Company. 
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We would provide testimony as 

evidence today t h a t — t o e s t a b l i s h the f a c t t h a t El Paso's 

f a i l u r e t o purchase casinghead gas from these w e l l s i n a 

nondiscriminatory manner i s causing i n j u r y t o Merrion O i l 

and Gas i n the form of drainage, and the i n a b i l i t y t o com

pete i n the pool f o r the common source of reserves. 

We would show t h a t El Paso's 

actions are i n v i o l a t i o n of the Common Purchaser Statute of 

New Mexico. 

We'd l i k e t o p o i n t out t h a t op

posing counsel and myself have s t i p u l a t e d t o one f a c t i n 

t h i s case and t h a t i s t h a t the two w e l l s t h a t Merrion O i l 

and Gas seeks connections f o r and seeks purchases from are 

i n the common source of supply known as the Gavilan Mancos 

O i l Pool. 

That would conclude our opening 

statements. 

MR. LEMAY: Mr. Nance, would 

you care t o make an opening statement now or w i l l you p r i o r 

t o presenting your witness? 

MR. NANCE: No. Mr. Chairman, 

I would l i k e t o go ahead and make an opening statement a t 

t h i s p o i n t . 

MR. LEMAY; Fine. 

MR. NANCE: El Paso i n i t s case 
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today w i l l demonstrate t h a t we have indeed worked i n good 

f a i t h t r y i n g to accommodate the i n t e r e s t s of Mr. Merrion and 

his desire; t o have h i s gas produced and d e l i v e r e d . 

We w i l l show, to the extent 

t h a t we can, our purchasing p r a c t i c e s i n the area, the f a c t 

t h a t o f f e r s have been made t o Mr. Merrion t h a t were consis

t e n t w i t h o f f e r s made t o other purchasers i n the area, and 

t h a t we do not f e e l t h a t we are i n any way d i s c r i m i n a t i n g 

against Mr. Merrion; t h a t the circumstances have changed 

such t h a t El Paso's p o s i t i o n i s j u s t i f i e d i n now r e f u s i n g to 

connect the w e l l s on the terms t h a t Mr. Merrion has reques

te d ; t h a t i f there i s a p r a c t i c e i n r e f u s i n g to accept the 

gas from these w e l l s , t h a t might otherwise be i n v i o l a t i o n 

of the Common Purchaser s t a t u t e , t h a t El Paso i s excused 

from meeting those requirements by the economic out of Para

graph F of Section 19. 

And f i n a l l y , t h a t El Paso's 

e f f o r t s i n t h i s regard are such t h a t we do not nec e s s a r i l y 

b e l i e v e t h a t we are re q u i r e d t o comply w i t h the Common 

Purchaser s t a t u t e as a j u r i s d i c t i o n a l matter t o begin w i t h . 

Our f e e l i n g i s t h a t the Transco 

versus State O i l and Gas Board, a M i s s i s s i p p i d e c i s i o n 

issued by the Supreme Court i n January, 1986, i s cl e a r 

j u s t i f i c a t i o n f o r El Paso t o proceed w i t h a course of a c t i o n 

t h a t i s co n s i s t e n t w i t h i t s mandate under the N atural Gas 
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Act and the Natural Gas Po l i c y Act independent of a 

requirement by a s t a t e agency t o purchase new gas. 

Thank you. 

MR. LEMAY: Thank you, Mr. 

Nance. 

Mr. Roberts? 

MR ROBERTS: Mr. Chairman, I 

wonder i f we might f o r a minute discuss the j u r i s d i c t i o n a l 

question. Mr. Nance, do you have an o b j e c t i o n t o t r y i n g t o 

agree on a way to handle the j u r i s d i c t i o n a l question before 

we proceed? 

MR. NANCE: That's f i n e . 

MR. ROBERTS: Counsel and I 

thought before the hearing we had come t o agreement, I 

t h i n k , i n p r i n c i p a l , t h a t we would b r i e f the issue of 

j u r i s d i c t i o n and submit i t t o the Commission subsequent 

to the — t o the testimony being presented today, and we can 

do t h a t i n whatever time frame the Commission deems 

app r o p r i a t e . 

MR. LEMAY: At t h i s p o i n t I 

don't know i f we should a l l t r y and second guess 

i n t e r p r e t a t i o n of Transco. I understand t h a t i n the M i s s i s 

s i p p i case, you would — you be l i e v e i n a narrow i n t e r p r e t a 

t i o n , and you be l i e v e i n a broad i n t e r p r e t a t i o n of the f a c t s 

and I don't know what would be served. 
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I t h i n k b r i e f statements t o 

t h a t e f f e c t might be h e l p f u l but I don't t h i n k we can second 

guess the Supreme Court d e c i s i o n , how narrow or wide i t ap

p l i e s i n t h i s p a r t i c u l a r case. 

MR. ROBERTS: I can c e r t a i n l y 

— I am prepared t o address the j u r i s d i c t i o n a l question t o 

MR. LEMAY: I t h i n k we can hear 

argument b r i e f l y on t h a t . I don't know how deep we can go 

i n t o i t . 

MR. PEARCE: Excuse me, Mr. 

Chairman, i f I may r i s e as one of the counsel f o r El Paso, I 

do t h i n k i t may be very important to have a very f u l l record 

on t h i s p o i n t i n t h i s case. 

As the Commission i s aware, ap

peals of decisions of t h i s body proceed on t h i s record t o a 

D i s t r i c t Court. That makes i t very important t o put t o 

gether the record t h a t you're going t o r e l y on l a t e r and — 

MR. LEMAY: Can we go o f f the 

record a second? 

(Thereupon a discussion was had o f f the record.) 

MR. LEMAY: We'll accept the 

b r i e f s i n connection w i t h t h i s case. 
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MR. NANCE: Okay, on the j u r i s 

d i c t i o n a l question. 

MR. LEMAY: We w i l l leave t h i s 

case open f o r two weeks so, h o p e f u l l y , we w i l l receive those 

b r i e f s w i t h i n t h a t p e r i o d of time. 

Like the other two cases, the 

record w i l l remain open f o r w r i t t e n comment f o r two weeks. 

I'd l i k e t o have the b r i e f s i n 

a week i f you can get them i n a week. 

MR. ROBERT: I t w i l l be d i f f i 

c u l t but — 

MR. LEMAY; Well, then the two 

weeks w i l l have t o apply. 

MR. ROBERT: Even though i t ' s 

going to be b r i e f . 

MR. LEMAY: Okay, a b r i e f time 

f o r a b r i e f message. 

MR. ROBERT: I'm ready t o pro

ceed w i t h my case, i f you are. 

MR. LEMAY: Fine. 

MR. ROBERTS: I'd c a l l Mr. 

Steven Dunn. 
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STEVEN S. DUNN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. ROBERTS: 

Q Mr. Dunn, f o r the record, please, would 

you s t a t e your name and place of residence? 

A Steven S. Dunn. I'm from Farmington, New 

Mexico. 

Q And what i s your occupation? 

A I'm a petroleum engineer. 

Q How long have you been employed i n t h a t 

f i e l d ? 

h For approxiamtely eleven years. 

Q What i s your r e l a t i o n s h i p t o the a p p l i 

cant i n t h i s case? 

A I am employed by Merrion O i l and Gas. 

Q And are you f a m i l i a r w i t h the operations 

of Merrion O i l and Gas i n the area of the Gavilan Mancos O i l 

Pool? 

A Yes, I am. 

Q Are you f a m i l i a r w i t h the a p p l i c a t i o n ? 

A Yes, I am. 

Q And have you t e s t i f i e d before the D i v i -
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sion or the Commission on p r i o r occasions? 

A Yes, I have. 

Q I n what capacity? 

A As a petroleum engineer. 

Q Were your q u a l i f i c a t i o n s as a petroleum 

engineer accepted and made a matter of record on those occa

sions? 

A Yes, they were. 

MR. ROBERTS: Mr. Chairman, I 

would tender Mr. Dunn as an expert i n the f i e l d of petroleum 

engineering. 

MR. LEMAY: Mr. Dunn i s accep

ted as a — i n t h a t f i e l d . 

Q Mr. Dunn, would you r e f e r t o what has 

been marked as the a p p l i c a n t ' s E x h i b i t Number One and very 

b r i e f l y i d e n t i f y t h a t e x h i b i t ? 

A E x h i b i t Number One i s the — i s a base 

map of the Gavilan Mancos Pool showing the boundaries of the 

pool as w e l l as the w e l l s and operators t h e r e i n , and — 

Q Would you p o i n t out the boundaries of the 

pool? 

A The boundaries of the pool b a s i c a l l y con

s i s t of the m a j o r i t y of Township 25 North, Range 2 West, a 

sec t i o n p o r t i o n of 26 North, 2 West, c o n s i s t i n g of Section 

25, 26, 35, and 36, and a t i e r of sections i n the northeast 
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p o r t i o n of Township 24 North, Range 2 West, c o n s i s t i n g of 

Sections 1, 2, 3, 11, 12, and 13 and 14 are proposed f o r 

ent r y i n t o the pool. 

Q Would you p o i n t out the l o c a t i o n of the 

Merrion O i l and Gas w e l l s which are the subject of t h i s 

hearing today? 

A On the e x h i b i t the Merrion O i l and Gas 

w e l l s are shown i n green. 

The Kr y s t i n a No. 1 i s located i n the 

southwest quarter of Section 14, Township 24 North, Range 2 

West. 

The Oso Canyon Gas Com No. 1 Well i s l o 

cated i n the northwest quarter of Section 13, same township 

and range. 

Q Mr. Dunn, when were these w e l l s spudded 

and I ' l l ask t h a t question f o r each w e l l , so i f you can give 

me t h a t i n f o r m a t i o n , I'd appreciate t h a t . 

A Okay. The Kr y s t i n a No. 1 was spudded i n 

October of 19 84. 

The Oso Canyon Well was spudded i n Novem

ber of 1984. 

Q And have these w e l l s been completed? 

A Yes, they have. The K r y s t i n a No. 1 was 

completed i n December of 1984; the Oso Canyon i n January of 

1985. 
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Q And are these w e l l s capable of production 

from the Mancos i n t e r v a l ? 

A Yes, they are. 

Q Are these w e l l s completed as gas w e l l s or 

o i l wells? 

A They are o i l w e l l s . 

Q And are they capable of producing casing

head gas? 

A Yes, they are. 

Q Mr. Dunn, would you b r i e f l y describe the 

production h i s t o r y f o r each of the w e l l s , and l e t ' s s t a r t 

w i t h the Krys t i n a No. 1 Well? 

A Well, the Kr y s t i n a No. 1, as I said ear

l i e r , was completed i n December of '84. We began production 

on t h a t w e l l i n January of 1985 and produced throughout 1985 

and the f i r s t three months of 1986 we shut the w e l l i n — I 

stand c o r r e c t e d , we shut the w e l l i n March 1st of 19 86, so 

i t only produced the f i r s t two months of '86 and i t has been 

s h u t - i n since t h a t time. 

Q And why has i t been shut-in? 

A Two reasons. The f i r s t reason, of 

course, i s t h a t we d i d not want t o vent the gas and waste 

i t . We were producing p r i o r t o t h a t time, we were under 

ve n t i n g allowables, and unable t o s e l l the gas, so we shut 

i t i n t o avoid t h a t l o s s . 
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Secondly, i n co n j u n c t i o n w i t h the Gavilan 

Mancos Study Committee, they requested t h a t they be able t o 

take some pressure measurements i n our w e l l and we accommo

dated them. 

Q Now would you r e f e r t o the Oso Canyon Gas 

Com No. 1 Well and b r i e f l y summarize the production h i s t o r y 

of t h a t w e l l ? 

A The Oso Canyon began production i n Janu

ary of 1985. I t also produced throughout the year of 1985. 

VJe were v e n t i n g gas and were r e s t r i c t e d t o the State r e 

quired l e v e l s of gas you can vent, 30 MCF a day. 

We produced through A p r i l of 1986, shut 

the w e l l i n and i t has remained s h u t - i n since t h a t time f o r 

the same reason as the K r y s t i n a , t o avoid v e n t i n g the gas. 

I t ' s a s u b s t a n t i a l p a r t of the value of the w e l l . 

Q And you are t e s t i f y i n g t h a t the casing

head gas has not been dedicated i n t o a gas purchase con

t r a c t ? 

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

Q I'd l i k e f o r you t o t u r n your a t t e n t i o n 

now t o what's been marked as the ap p l i c a n t ' s E x h i b i t Number 

Two and i d e n t i f y t h a t e x h i b i t , please? 

A E x h i b i t Number Two i s a two-page e x h i b i t . 

The f i r s t page co n s i s t s of a graph representing r e s e r v o i r 

pressure through time and o i l r a t e through time f o r the 
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Kr y s t i n a No. 1 Well. 

Q And i s there a second p a r t t o t h a t 

e x h i b i t ? 

A The second page i s a t a b u l a t i o n of the 

data used i n the c o n s t r u c t i o n of the f i r s t page, the graph. 

I t shows the pressure data and the p r o d u c t i o n , number of 

days s h u t - i n , f o r the w e l l a t each pressure data p o i n t . 

Q What i s the s i g n i f i c a n c e of the data i l 

l u s t r a t e d i n t h i s e x h i b i t ? 

A The orange l i n e represented on the graph 

i s a p l o t of the pressure data and i t can be r e a d i l y ob

served t h a t there's a downward tren d i n pressure through 

time. 

The green l i n e shows the average d a i l y 

o i l r a t e of the w e l l through the period t h a t we produced i t . 

We shut the w e l l i n on March 1st and the r e a l l y s i g n i f i c a n t 

t h i n g about t h i s e x h i b i t i s t h a t we continued t o experience 

pressure declines a f t e r the w e l l was s h u t - i n , and our pres

sure loss has been i n the neighborhood of 350 pounds, or so, 

i n the yeeir t h a t i t ' s been s h u t - i n . 

Q By way of b r i e f summary, then, please 

summarize your conclusions, i f any, you were able t o draw 

w i t h respect t o the data i l l u s t r a t e d on t h i s e x h i b i t . 

A What t h i s e x h i b i t shows i s t h a t the w e l l 

i s s u f f e r i n g drainage. We have l o s t pressure even though 
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the w e l l has not produced. So we are being a f f e c t e d by 

other w e l l s producing i n t h i s same common source of supply. 

Q Refer to what's been marked as E x h i b i t 

Number Three, please, and i d e n t i f y t h a t e x h i b i t . 

A E x h i b i t Number Three i s a t a b u l a t i o n of 

pressure data on the Oso Canyon Gas Com No. 1 Well taken 

during i t s s h u t - i n p e r i o d i n 1986 and also i n 1987. 

Q What's the s i g n i f i c a n c e of t h i s data t o 

t h i s case? 

A I t , t o o , also the pressure p o i n t s show 

t h a t we have continued t o s u f f e r a loss of r e s e r v o i r pres

sure i n the v i c i n i t y of the wellbore during the pe r i o d of 

time t h a t we have been shut i n and the only conclusion you 

can draw, since the w e l l wasn't producing, i s t h a t the other 

w e l l s producing the same common source of supply have been 

d r a i n i n g the r e s e r v o i r pressure. 

Q And again, r e f e r r i n g g e n e r a l l y t o Exhi

b i t s Two and Three, could you describe g e n e r a l l y what the 

source of the i n f o r m a t i o n of t h i s data i s ? 

A The data was taken through two d i f f e r e n t 

methods. We used f l u i d l e v e l s and surface s h u t - i n pressures 

e a r l y i n the l i f e of the K r y s t i n a . We have used a very ac

curate bottom hole pressure gauge f o r the l a s t three pres

sure measurements on the K r y s t i n a . That i s the same pres

sure gauge t h a t was used i n the studies i n the Gavilan Man 
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cos Study Committee. 

We used f l u i d l e v e l measurements on the 

Oco Canyon. We f e e l p r e t t y good about the consistency of 

the data and I be l i e v e t h a t i t ' s accurate. 

Q Were E x h i b i t s One through Three e i t h e r 

prepared by you or a t your d i r e c t i o n and under your s u p e r v i 

sion? 

A Yes, they were. 

MR. ROBERTS: Mr. Chairman, I 

have no f u r t h e r questions on d i r e c t of t h i s witness. 

MR. LEMAY: Okay. Are there 

any questions of the witness? 

MR. NANCE: Mr. Chairman. 

MR. LEMAY: Mr. Nance. 

CROSS EXAMINATION 

BY MR. NANCE: 

Q Mr. Dunn, can you t e l l me what w e l l s may 

be d r a i n i n g the Oso Canyon and the Krys t i n a Wells? 

A There i s probably no way t o p i n t h a t 

down. There are i n d i c a t i o n s i n the study t h a t was done by 

the Gavilan Mancos Committee t h a t there can be drainages 

over s i g n i f i c a n t distances i n t h i s p a r t i c u l a r p o o l . 

I do know t h a t the Amoco Well o f f s e t t i n g 

us i n Setion 14 has been s h u t - i n . The nearest producing 
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w e l l s during t h i s p e riod of time were the Jerome P. McHugh 

Boyt & Lolas and then on f u r t h e r n o r t h i n t o the main p a r t of 

the pool. 

There's no way t o r e a l l y t e l l which w e l l 

would be causing the problem w i t h o u t running some s o r t of an 

i n t e r f e r e n c e t e s t . 

Q Do you know who i s purchasing the gas 

from the w e l l s i n the sections immediately t o the no r t h of 

Sections 13 and 14? 

A I do not. I do not know. 

MR. NANCE: Mr. Chairman, I do 

not have any other questions a t t h i s p o i n t . 

MR. LEMAY: Okay, Mr. Nance. 

CROSS EXAMINATION 

BY MR. LEMAY: 

Q I was l o o k i n g , Mr. Dunn, a t the pressures 

on the K r y s t i n a , which I take i t are not p l o t t e d , but you 

have p l o t t e d the pressures — I'm s o r r y , the Kr y s t i n a i s 

p l o t t e d , the Dunn i s not — I'm s o r r y , I mean the — the 

other w e l l . 

A The Oso Canyon 

Q The Oso Canyon i s not. Are there agree

ment i n pressures there when they were taken or not? 

A The pressures i n the Oso Canyon as i t 
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turned out were a l i t t l e b i t lower f o r the same period of 

time than were the Kr y s t i n a pressures. The conclusion I 

drew was t h a t the Oso Canyon i s closer t o other producing 

w e l l s ; t h e r e f o r e i t might be a f f e c t e d more severely, due t o 

i t s p r o x i m i t y t o these producers. 

Q What range of being lower? 100 pounds 

lower or something, i s t h a t — 

A Well, i f you look on the graph, E x h i b i t 

Two, page one, on around J u l y of 1986 y o u ' l l see the pres

sure i n the Kr y s t i n a i s i n the neighborhood of 1320 pounds 

and i n the Oso Canyon i t ' s 100 pounds lower than t h a t . And 

those are a t the same datum. 

Q Are there any w e l l s t h a t produce from 

t h i s common r e s e r v o i r t o the south of you or t o the west of 

you? 

A There are two w e l l s south of us t h a t 

n e i t h e r w e l l has produced. There's an Amoco w e l l i n , I be

l i e v e i t ' s i n Section 24, and another w e l l owned by us, and 

the Amoco w e l l produced f o r a sho r t period of time f o l l o w i n g 

completion, and t h a t was p r i o r t o our even d r i l l i n g the 

Krys t i n a and Oso Canyon and hasn't produced since, to my 

knowledge. There's no record of i t . 

The Rocky Mountain i s our w e l l and i t has 

not produced i n q u i t e some time. I can't t e l l you e x a c t l y 

when i t was shut i n but i t was p r i o r t o the s h u t - i n of the 
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Kr y s t i n a and the Oso Canyon. 

Q Was t h a t shut i n f o r the same reason as 

the K r y s t i n a and Oso Canyon — 

A Yes. 

Q — d i d n ' t want t o f l a r e the gas? 

A Yes. 

Q Or d i d n ' t want t o waste i t ? 

A I t was shut i n f o r lack of a gas t i e - i n . 

We d i d not want t o waste i t . 

Q What would you gauge those w e l l s capable 

of producing today i f they were allowed t o produce and there 

was a market f o r the gas? 

A The Kry s t i n a No. 1 produces around 20 

b a r r e l s of o i l a day and around 130 t o 140 MCF of gas a day. 

The gas r a t e has been i n c r e a s i n g on the K r y s t i n a . 

The Oso Canyon produces i n the neighbor

hood, i n round numbers around f i v e b a r r e l s of o i l a day and 

around 30 MCF of gas a day. 

MR. LEMAY: Okay, I have no 

f u r t h e r questions. 

Mr. Roberts? 

MR. ROBERTS: I have no f u r t h e r 

questions of t h i s witness. 

We'll c a l l J. Gregory Merrion 

to the stand. 
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J. GREGORY MERRION, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. ROBERTS: 

Q Mr. Merrion, f o r the record please would 

you s t a t e your name and your place of residence? 

A J. Gregory Merrion, Farmington, New Mex

ico . 

Q What i s your r e l a t i o n s h i p t o the a p p l i 

cant i n t h i s case? 

A I'm the President of Merrion O i l and Gas 

Corporation. 

Q Are you f a m i l i a r w i t h the operations of 

Merrion O i l and Gas Corporation i n the area of the Gavilan 

Mancos O i l Pool? 

A Yes, I am. 

Q And are you f a m i l i a r w i t h the a p p l i c a t i o n 

i n t h i s case? 

A Yes, I am. 

Q Would you e x p l a i n the purpose of t h i s ap

p l i c a t i o n ? 

A The purpose of t h i s a p p l i c a t i o n i s t o 
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secure a gas market f o r the w e l l s we have i n the Gavilan 

Mancos F i e l d and t o provide a steady market which w i l l per

mit us t o produce our e q u i t a b l e share of the o i l and gas i n 

the r e s e r v o i r on a steady month-to-month b a s i s . 

Q What i s the nature and extent of the own

ers h i p of Merrion O i l and Gas i n these two wells? 

A I n the K r y s t i n a Merrion O i l and Gas owns 

a l / 8 t h i n t e r e s t and i n the Oso Canyon No. 1 i t owns a quar

t e r i n t e r e s t . 

Q And does Merrion O i l and Gas operate each 

of these wells? 

A Yes, i t does. 

Q Mr. Merrion, would you describe your e f 

f o r t s t o o b t a i n gas purchase c o n t r a c t s f o r the casinghead 

gas production from these wells? 

A Yes, I w i l l . These, as was p r e v i o u s l y 

s t a t e d by Mr. Dunn, these w e l l s were d r i l l e d i n the f a l l of 

1984. 

S h o r t l y a f t e r t h e i r completion I contac

ted the Gcis Contracts Department of El Paso and asked f o r a 

c o n t r a c t . Their c o n t r a c t which they o f f e r e d a t t h a t time 

was a $2.00 per MCF c o n t r a c t w i t h no BTU adjustment and they 

wanted a 5-year term. 

I d i d not f e e l t h a t — of course the 

$2.00 w i t h o u t BTU adjustment, t h i s i s very r i c h gas, on the 
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order of 1300 BTU's per cubic f o o t , and the market a t t h a t 

time was considerably higher, e s p e c i a l l y w i t h the BTU ad

justment . 

Although we might have been w i l l i n g t o 

s e l l our gas on t h a t term f o r a short term month-to-month 

basis, we d i d not f e e l t h a t i t was f a i r t o ask us t o sign up 

f o r f i v e years and we f e l t the market would get b e t t e r and 

so we e l e c t e d not t o sign t h a t c o n t r a c t a t the time. 

We — i n 1986, i n A p r i l , we became 

convinced t h a t our previous t h i n k i n g on the gas market was 

wrong and t h i n g s were g e t t i n g worse instead of b e t t e r , and 

we had managed to get a gas c o n t r a c t on another w e l l from El 

Paso, and by l e t t e r of A p r i l 8th we wrote t o the Gas 

Contracts Department of El Paso requesting a c o n t r a c t on the 

two w e l l s i n question, the Krynstina No. 1, the Oso Canyon 

Com C-l, as w e l l as a nearby w e l l , the Rocky Mountain No. 1. 

Q I'd l i k e f o r you t o r e f e r t o the 

Applicant's E x h i b i t Four, page one of t h a t E x h i b i t Four, and 

ask you i f t h a t l e t t e r represented there i s the l e t t e r t h a t 

you r e f e r r e d t o dated A p r i l 8th of 1986 by which you 

requested c o n t r a c t i n g f o r the gas capable of being produced 

from these two wells? 

A Yes, t h a t i s c o r r e c t . Do you want me t o 

continue f u r t h e r on my — 

Q Yes, go ahead — 
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A — e f f o r t s ? 

Q — and continue. 

A I'm not certan whether t h a t remained un

answered, and a c t u a l l y my r e c o l l e c t i o n i s t h a t i n a t e l e 

phone conversation Richard Jordan advised me t h a t they could 

not give us a c o n t r a c t on those w e l l s and there was no a l 

t e r n a t i v e s t h a t he o f f e r e d at the time f o r marketing our 

gas. 

We — and I had you w r i t e a l e t t e r on 

July 28th of 1986, p o i n t i n g out t h a t El Paso took gas from 

an a f f i l i a t e i n t h a t r e s e r v o i r and as w e l l as other p a r t i e s 

i n the r e s e r v o i r , p e r m i t t i n g them t o produce o i l i n t h i s 

h i g h l y competitive r e s e r v o i r w h i l e we were r e s t r i c t e d t o a 

very low allowable because of our lack of gas market. This 

put us at a competitive disadvantage and you requested them 

t o consider those f a c t s and o f f e r us a gas c o n t r a c t . 

Q Please r e f e r t o P l a i n t i f f ' s — o r , I'm 

s o r r y , Applicant's E x h i b i t Number Four a t page two. Is the 

l e t t e r represented t h e r e , the l e t t e r t h a t you r e f e r t o t h a t 

I wrote on your behalf dated July 28th, 1986? 

A I t i s . 

Q Would you describe the basic terms and 

c o n d i t i o n s of your proposal t o El Paso contained i n t h a t 

l e t t e r ? 

A We proposed t o lay our own gas l i n e and 
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have them t i e us i n , and l e t me see i f I can f i n d the exact 

words: 

"Merrion O i l and Gas proposes to pay a l l 

costs associated w i t h l a y i n g a gathering l i n e t o a meter 

which would be provided and set a t your expense. I n addi

t i o n Merrion O i l and Gas Corporation i s w i l l i n g t o s e l l cas

inghead gas from these w e l l s pursuant t o the terms of your 

spot market release program and under a month-to-month con

t r a c t s i m i l a r i n nature to the shor t term gas purchase 

agreement c u r r e n t l y o f f e r e d by El Paso Natural Gas Company 

f o r spot market sales." 

Q Mr. Merrion, d i d you receive a response 

to t h a t l e t t e r ? 

A Six weeks l a t e r we d i d receive a response 

from Mr. Wiseman on September 16th. 

Mr Wiseman advised i n t h a t l e t t e r t h a t 

because of the over-supply s i t u a t i o n they could not accommo

date us but o f f e r e d us three a l t e r n a t i v e s . 

Q Would you describe those a l t e r n a t i v e s , 

please? 

A Those a l t e r n a t i v e s was t o s e l l t o North

west P i p e l i n e Company; to s e l l t o other purchasers; or t o 

s e l l t o El Paso Gas Marketing Company. 

Q Refer please t o E x h i b i t Four, Applicant's 

E x h i b i t Four a t page four and i s the l e t t e r set f o r t h t h e r e , 
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i s t h a t the l e t t e r you received i n response t o — 

A Yes. 

Q — your request of J u l y 28th, 1986? 

A E x h i b i t Four, pages f o u r , f i v e , and s i x , 

c o n s t i t u t e the l e t t e r from Mr. Wiseman on t h a t date. 

Q What was your response to t h a t l e t t e r 

from Mr. Wiseman? 

A On September 29th, 1986, I returned a 

c a l l to Mr. Wiseman a d v i s i n g him t h a t I was d e l i g h t e d t o 

learn t h a t the only reason f o r t h e i r r e f u s a l t o take my gas 

was because of t h e i r over-supply s i t u a t i o n . 

I advised him I had t a l k e d t o Mr. Adams 

w i t h El Paso Gas Marketing and he had o f f e r e d us l i t t l e hope 

f o r marketing our small q u a n t i t y of gas. 

And I also advised him t h a t the other a l 

t e r n a t i v e s mentioned were not immediately p o s s i b l e . 

I n view of these f a c t s , I advised him 

t h a t I would make a proposal which would e l i m i n a t e a l l of 

the o b j e c t i o n s they might have t o the t a k i n g of our gas. 

"We w i l l lay l i n e s t o your low pressure 

gathering system i n the area and s e l l you gas a t your 

market-out p r i c e on a c o n t r a c t cancelable by us on t h i r t y 

days n o t i c e . 

In order t o r e l i e v e your over-supply s i t 

u a t i o n , we w i l l cancel your c o n t r a c t u a l take-or-pay o b l i -
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gations i n an amount of gas equal i n heating value to the 

gas you take from our Gavilan F i e l d w e l l s . I n choosing 

which c o n t r a c t s the canceled take-or-pay o b l i g a t i o n s w i l l 

come from, we w i l l attempt t o cancel those requirements 

which w i l l on average be as nearly as possible equal i n 

value t o the gas you have taken from these w e l l s . A c a l c u 

l a t i o n of t h i s canceled o b l i g a t i o n w i l l take place annually 

on or about the f i r s t day of A p r i l of each year f o r the 

p r i o r calendar year." 

Q Did you receive a response t o t h a t l e t t e r 

and t h a t proposal? 

A I d i d not. 

Q Does the l e t t e r r e f l e c t e d a t E x h i b i t Four 

page seven represent the l e t t e r t h a t you wrote t o El Paso 

co n t a i n i n g t h a t proposal? 

A E x h i b i t Four page seven, yes, s i r , t h a t ' s 

i t . 

Q I'd l i k e to have you r e f e r back t o the 

l e t t e r of September 16th, 1986, d i r e c t e d t o me from Mr. 

Wiseman on behalf of El Paso Natural Gas Company. I n t h a t 

l e t t e r Mr. Wiseman, on behalf of El Paso, extended or sug

gested three options f o r the d i s p o s i t i o n of your casinghead 

gas from these two w e l l s . 

The f i r s t of those was sale t o Northwest 

P i p e l i n e Company. 
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Mr. Merrion, why was t h a t not an accept

able a l t e r n a t i v e t o you? 

A Well, I j u s t don't l i k e Northwest Pipe

l i n e Compciny and I l i k e d El Paso b e t t e r . 

Q The second o p t i o n or proposal extended t o 

you was a sale t o El Paso Gas Marketing Company. 

Why was t h a t not acceptable t o you? 

A I contacted, pursuant t o Mr. Wiseman's 

suggestion, I contacted Mr. Harold Adams, on — I ' l l r e f e r 

to a memorandum which was i n my f i l e which I had typed up 

immediately a f t e r my telephone conservation, which took 

place on 11:30 a. m. September 25th, 1986. 

In a telephone conversation w i t h Harold 

Adams he said the f o l l o w i n g : 

I t would be very d i f f i c u l t t o place the 

small amount of gas we are t a l k i n g about (150 MCF a day from 

three c u r r e n t w e l l s and perhaps another 100 MCF a day from a 

new wel1.) 

Secondly, i f he were t o t e l l us what they 

could pay, I would h i t him. 

T h i r d l y , he expects October's spot market 

release program t o be a t $1.27 t o $1.30 per MMBTU and t h i s 

gas would have t o be d e l i v e r e d t o the t a i l g a t e of Blanco 

Plant by El Paso Natural Gas. The cost of t h a t gathering 

would be 23 cents plus a 14.6 cents — percent shrinkage. 
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I'm my notes do not r e f l e c t whether 

t h a t ' s a cost per MMBTU or a cost per MCF. I t h i n k i t was 

cost per MMBTU. 

That would, a t t h a t $1.30 per MMBTU, t h a t 

would amount to approximately 42 cents f o r g a t h e r i n g , which 

i s horrendously h i g h , and would put us a t a very low r a t e 

f o r our gas. 

He f u r t h e r , when asked i f p r i c e a t the 

t a i l g a t e would be higher than the wellhead, he s a i d , no, be

cause El Paso Gas Marketing would need a brokerage fee. 

(There's about 15 cents d i f f e r e n c e on gas p r e v i o u s l y d e d i 

cated to El Paso.) 

I n other words, i f -- i f we were s e l l i n g 

through them on already dedicated gas, the p r i c e would be 15 

cents b e t t e r . 

And l a s t l y , i t was discussed t h a t i f we 

obtained our own market there would be no brokerage f ee. 

That was my conversation w i t h Mr. Adams. 

Q And the t h i r d suggestion made i n Mr. Wise

man's l e t t e r to you dated September 16th, 1986, was a sale 

to other purchasers and I t h i n k by t h a t the suggestion was 

being made t h a t you would arrange f o r d i r e c t sales t o -- t o 

u l t i m a t e end users. 

Why was t h a t proposal not acceptable to 

you? 
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A Well, because of the gathering costs. 

The — on undedicated gas El Paso and El Paso Gas Marketing 

charge a very, very high gathering r a t e , which I , you know, 

j u s t don't f e e l i s warranted. I t ' s kind of an unregulated 

monopoly, and i t r e s u l t s i n a very, very low p r i c e f o r the 

producer. 

Q Mr. Merrion, who are the other purchasers 

of production from the Gavilan Mancos O i l Pool of which you 

are aware? 

Northwest P i p e l i n e i s the only one t h a t I A 

am aware of 

Q 

A 

Q 

do t h a t . 

A 

Q 

Did you ever contact Northwest Pipeline? 

Not on t h i s matter. 

You've already explained why you d i d not 

That's r i g h t . 

Mr. Merrion, i f you would, can you d i s 

cuss r e a l b r i e f l y the impact on the operation of Merrion O i l 

and Gas Corporation i n the area of the Gavilan Mancos O i l 

Pool of the i n a b i l i t y to s e l l i t s casinghead gas from these 

two w e l l s which are i n question here? 

A Well, we have been r e s t r i c t e d i n our pro

duction from the two w e l l s , f i r s t a t the 30 MCF per day 

r e s t r i c t e d allowable and secondly, during the period of 

very, very low o i l p r i c e s we d i d n ' t f e e l t h a t we could a f -
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f o r d t o vent any gas a t a l l i n order t o s e l l gas a t those 

p r i c e s . 

Had we been connected and s e l l i n g our 

gas, we could have j u s t i f i e d perhaps producing those 

periods; c e r t a i n l y before the p r i c e of o i l f e l l . 

We f e e l we've been — we've s u f f e r e d a 

great deal of drainage due to our i n a b i l i t y t o produce a t 

top capacity of those w e l l s , and t h a t t h i s i n a b i l i t y was 

l a r g e l y caused by lack of a gas connection. 

Q What r e l i e f do you request from the Com

mission? 

A I request t h a t the Commission r e q u i r e El 

Paso to accept our gas under the terms t h a t we have reques

ted here, we g i v i n g El Paso r e l i e f from take-or-pay o b l i g a 

t i o n s so as not t o impact t h e i r over-supply s i t u a t i o n and 

to do so i n such a way t h a t i t w i l l not a f f e c t t h e i r WAYCOG 

by the nature of the take-or-pay o b l i g a t i o n s f o r g i v e n . 

Q And i s i t your proposal t h a t — or your 

b e l i e f t h a t your o f f e r t o bear a l l the costs of gathering 

and connecting the w e l l and t o accept a market (not under

stood) p r i c e f o r your production would enable El Paso t o a-

voi d (not understood) a f f e c t on t h e i r WAYCOG? 

A I t i s my i n t e n t t o completely r e l i e v e 

them of any cost impact. 

Q Mr. Merrion, was E x h i b i t Number Four, 
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which consists of a ser i e s of communications you have speci

f i c a l l y addressed, e i t h e r prepared by you or a t your d i r e c 

t i o n and under your supervision? 

A I t was prepared a t my d i r e c t i o n and 

sup e r v i s i o n . 

MR. ROBERTS: I have no other 

questions of t h i s witness. 

MR. LEMAY: Mr. Nance, any 

questions? 

MR. NANCE: Mr. Chairman, I 

only have a couple questions r i g h t now. 

CROSS EXAMINATION 

BY MR. NANCE: 

Q Mr. Merrion, you have remarked t h a t i n 

your opini o n the gathering fees proposed t o be charged by El 

Paso were — were perhaps higher than necessary? 

A Yes. 

Q Are you aware t h a t those are c e r t i f i c a t e d 

and w i t h i n El Paso's e x i s t i n g t a r i f f rates and are not i n 

any way a r b i t r a r y ? 

A Well, I know t h a t you charge less money 

f o r gas which has been under c o n t r a c t . For gathering you 

charge a 10 percent s h r i n k only, whereas the rates quoted by 

Mr. Adams were perhaps 2 5 cents MMBTU higher. 
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Secondly, I am advised t h a t the rates 

charged by you t o other p i p e l i n e s i s considerably less than 

the rates quoted by Mr. Adams. 

Q Could i t be t h a t the f i r s t d i f f e r e n c e 

t h a t you were t a l k i n g about i s a d i f f e r e n c e between i n c r e 

mental and displacement? 

A Yes. 

Q The other t h i n g I needed t o ask you i s i f 

you r e c a l l having received a November 4th response from Mr. 

Wiseman t o your September 29th request? 

A No, I do not r e c a l l t h a t . 

MR. NANCE: Mr. Chairman, i f I 

might have j u s t one moment, please, to confer w i t h my w i t 

ness, please? 

MR. LEMAY: Yes. 

MR. NANCE: Mr. Chairman, thank 

you f o r the time. 

Q Mr. Merrion, what do you r e c a l l was your 

response to Mr. Adams when you discussed — or when he d i s 

cussed w i t h you the p o t e n t i a l terms of a purchase c o n t r a c t 

by El Paso Gas Marketing f o r your gas, casinghead gas? 

A I don't remember my verb a l response but 

obviously I was not i n t e r e s t e d i n the terms of h i s propo

s a l , because we d i d not f o l l o w through and do anything 

t h e r e . 
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Q The u l t i m a t e e f f e c t , though, was t h a t you 

r e j e c t e d h i s proposal. 

A Yes. 

Q I s t h a t c o r r e c t ? 

A Well, he — I don't know t h a t he made a 

proposal. He j u s t said t h a t I'd h i t him i f I t o l d him what 

he could pay f o r i t , and he t o l d me some rough parameters of 

what i t would amount t o , but I'm not sure t h a t he made a 

d e f i n i t e proposal to me t o take my gas. 

I don't t h i n k he d i d . 

Q Did you leave him w i t h the impression, 

though, t h a t you would not be i n t e r e s t e d i n a proposal w i t h 

those parameters? 

A I suspect I d i d . 

Q And you have already t e s t i f i e d t h a t be

cause of your personal f e e l i n g s or f o r whatever reason, you 

would not want t o attempt t o s t r i k e any s o r t of deal w i t h 

Northwest as f a r as t h e i r p o t e n t i a l a b i l i t y t o execute a 

co n t r a c t w i t h you and t o take your gas, i s t h a t c o r r e c t ? 

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

Q Could you t e l l me, Mr. Merrion, why — 

why i t i s , s i m i l a r l y , t h a t you have considered only El Paso 

as the p a r t i c u l a r t a r g e t of en f o r c i n g the Common Purchaser 

s t a t u t e here and not also Northwest, or not Northwest i n 

stead? 
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A Well, John, I t h i n k t h a t w e ' l l get t o 

Northwest l a t e r , but we've got t o s t a r t somewhere and i t 

seemed l i k e Gavilan Mancos was an e x c e l l e n t place t o s t a r t . 

We have very, very impressive data on the damage t h a t has 

been caused by our lack of a gas connection. 

We have a case where El Paso i s t a k i n g 

from an a f f i l i a t e . We have a r e s e r v o i r t h a t i s h i g h l y per

meable and subject t o — to very e f f e c t i v e drainage. I t ' s a 

p e r f e c t , you know, t e s t case. 

Once we get t h i s through, w e ' l l go a f t e r 

Northwest, and I — Northwest has c e r t a i n l y got f a r more 

cases. I've got ten o i l w e l l s ; some have been completed, 

w e l l , longer than two years, l i k e these ones here t h a t have 

been s i t t i n g and no gas market, no gas connection. Some of 

these are under gas c o n t r a c t , and the magnitude of the s i t 

u a t i o n i n the San Juan Basin and State of New Mexico i s 

l a r g e , and i t impacts upon the State of New Mexico, the 

taxes t o the State, the r o y a l t i e s t o the State, and c e r t a i n 

l y i t impacts on us producers. Why, why you won't take gas, 

one gas instead of another gas, when we r e l i e v e you of the 

take-or-pay. A l l we want t o do i s produce the o i l w i t h the 

gas and we can't get any cooperation a t a l l . 

Q El Paso does intend t o r e f u t e those par

t i c u l a r a l l e g a t i o n s t h a t you're not cooperating and we a l s o , 

I t h i n k , can demonstrate j u s t i f i c a t i o n f o r our r e f u s a l t o 
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accept those p a r t i c u l a r terms i n t h a t c o n t r a c t and our w i t 

ness w i l l do so — attempt t o make t h a t c l e a r . 

Mr. Merrion, would you acknowledge t h a t 

Northwest i s the major producer or major purchaser, I'm sor

r y , i n the Gavilan Mancos, of gas? 

A I haven't researched t h a t but my impres

sion i s t h a t ' s probably t r u e . 

Q Could you once again confirm t o me what 

your r e a c t i o n was t o the gas co n t r a c t s t h a t were o f f e r e d t o 

you by El Paso i n December of 1984? 

A I don't — a w r i t t e n contract? 

Q Yes, s i r . I t ' s a $2.00 c o n t r a c t t h a t 

we're d e s c r i b i n g . 

A Okay, I t h i n k I addressed t h a t i n my t e s 

timony . 

Q Yes, s i r , you d i d . 

A I n other words. I don't r e c a l l r e c e i v i n g 

a w r i t t e n c o n t r a c t covering these w e l l s . I don't r e a l l y r e 

c a l l t a l k i n g but I t h i n k I d i d t a l k t o North — or t o El 

Paso and I knew, i f I d i d n ' t t a l k t o them, from t a l k i n g t o 

other people t h a t the only t h i n g I would get out of El Paso 

at the time was a $2.00 c o n t r a c t w i t h no BTU adjustment and 

a f i v e year term, and I t h i n k I s t a t e d t r u t h f u l l y t h a t my 

r e a c t i o n was t h a t I f e l t t h a t $2.00 w i t h no BTU adjustment 

was q u i t e a b i t lower than the market a t the time and a l -
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though I might be w i l l i n g t o take t h a t on a short term con

t r a c t , I d i d not f e e l I should be r e q u i r e d t o sign up f o r a 

f i v e year term under t h a t , because I expected a t the time 

t h a t the market would recover. 

Q The gas purchase c o n t r a c t t h a t you d i d 

accept from El Paso f i n a l l y i n A p r i l of 1985 — 

A Not on these p r o p e r t i e s but on another 

property. 

Q — not on these p r o p e r t i e s but on other 

p r o p e r t i e s , are you aware of El Paso having o f f e r e d any gas 

purchase c o n t r a c t t o any producer i n the Gavilan Mancos 

since t h a t p eriod of time? 

A I — I'm of the impression, I'm t o l d by 

Amoco t h a t on May 15th, 1986, t h a t they signed a c o n t r a c t 

w i t h El Paso covering t h e i r i n t e r e s t under the Oso Canyon, 

plus other Amoco acreage i n the f i e l d . 

Q Are you aware of what formation t h a t con

t r a c t covered? 

A They swear t h a t i t covers the Gallup. 

MR. NANCE: I don't have any 

other questions a t t h i s time, Mr. Chairman. Thank you very 

much. 

Mr. Merrion, thank you. 
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CROSS EXAMINATION 

BY MR. LEMAY: 

Q Mr. Merrion, do you have any i n f o r m a t i o n 

on distance to El Paso's l i n e compared t o , say, Northwest's? 

How close are you t o e i t h e r l i n e ? 

A I t h i n k we are approximately — the l i n e s 

i n t h a t area, I guess I'm not f a m i l i a r except I've checked 

and the distance to El Paso connection i s approximately a 

h a l f m i l e , maybe a l i t t l e l e s s . 

I d i d n ' t check w i t h Northwest. 

Q Is i t your r e c o l l e c t i o n t h a t you're 

closer to El Paso than you are t o Northwest? 

A I can't answer i t ; I r e a l l y don't know. 

Q Considering the w e l l s around you, do you 

know who they are hooked up to? 

The Amoco was mentioned. That's the Oso 

Canyon Well, I guess, i n Section 11 i n the northwest 

q u a r t e r , i s t h a t c o r r e c t ? I'm r e f e r r i n g t o E x h i b i t Number 

One. 

A Oh, you're t a l k i n g about the gas 

contract? 

Q The reference you made t o the gas 

c o n t r a c t , yes, t o an Oso Canyon Well. 

A Well, the Oso Canyon Well which i s the 

subject of t h i s a p p l i c a t i o n i s i n the northwest quarter of 
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Section 13. Now t h a t w e l l i s owned h a l f by Amoco and t h e i r 

— i t ' s a communitized t r a c t and t h e i r 160 under t h a t t r a c t , 

they advised me, was put under c o n t r a c t w i t h El Paso on May 

15th, 1986. 

Q So as a matter of c l a r i f i c a t i o n , i t ' s the 

undivided i n t e r e s t i n your w e l l t h a i Amoco has contracted 

w i t h El Paso. 

A That's the only t h i n g I've discussed w i t h 

them. I had the impression there was other acreage perhaps 

i n t h a t same f i e l d t h a t went under t h a t c o n t r a c t a t the same 

time, but I'm not c e r t a i n of t h a t . 

Q Well, t h a t ' s the other Amoco w e l l . 

That's why I wondered. There's an Amoco Oso Canyon Federal 

A i n the northwest of 14 and one i n the northwest of 11. 

Are you f c i m i l i a r w i t h any of those? Who's t a k i n g casinghead 

gas there? 

A I don't b e l i e v e the w e l l i n the northwest 

of 13 i s being produced. I'm c e r t a i n t h a t ' s t r u e because 

they were wanting t o share a p i p e l i n e r i g h t - o f - w a y w i t h us, 

and so i t ' s not being s o l d . 

Q I n the northwest of 14, you mean, t h a t 

w e l l i s shut in? 

A Yes. 

Q How — what i s the c l o s e s t w e l l t o your 

knowledge t h a t ' s being produced now, and who's the pur-
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chaser, do you know? 

A I — I suspect t h a t the McHugh Boyt & 

Lola i s the c l o s e s t w e l l . I don't know who the purchaser 

i s . 

Q Okay. 

MR. LEMAY: I don't have any 

more questions. 

You may be excused. 

I t h i n k w e ' l l take about a ten 

minute recess and w e ' l l come back w i t h El Paso's case. 

(Thereupon a recess was taken.) 

MR. LEMAY: Reconvene Case 9 063 

w i t h El Paso. Mr. Nance? 

MR. ROBERTS: Mr. Chairman, i f 

MR. LEMAY: Mr. Roberts, I'm 

so r r y , i s there anything a d d i t i o n a l you'd l i k e t o present? 

MR. ROBERTS: Mr. Chairman, I 

had prepared a request f o r production of documents and the 

request f o r an issuance of subpoena t o r e q u i r e the a t t e n 

dance of the custodian of those records here a t t h i s hear

i n g , and El Paso has been k i n d enough t o be very cooperative 

i n producing documents and t o have Mr. Wiseman here, who i s 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

43 

able t o t e s t i f y as t o those documents t h a t have been pro

duced . 

So I would l i k e t o c a l l Mr. 

Wiseman t o the stand and examine him as p a r t of my case i n 

c h i e f . 

MR. LEMAY; Mr. Nance. 

MR. NANCE: Mr. Chairman, El 

Paso does acknowledge the f a c t t h a t Merrion does have the 

power t o c a l l anyone they want t o have i n here (not c l e a r l y 

understood) and c e r t a i n l y we are w i l l i n g t o tender Mr. Wise

man t o t e s t i f y as to the matters t h a t Mr. Roberts has j u s t 

described. 

What I would request i s t h a t 

the Commission keep i n mind c e r t a i n parameters as f a r as the 

questioning i s concerned, t h a t i t p e r t a i n t o the matters 

t h a t Mr. Roberts has — has described, and t h a t we also keep 

i n mind the f a c t t h a t there i s on-going l i t i g a t i o n between 

Merrion and El Paso and perhaps between other p a r t i e s t h a t 

are i n attendance here and El Paso. 

MR. LEMAY: I n r e l a t i o n s h i p t o 

these w e l l s or other wells? 

MR. NANCE: Not i n r e l a t i o n t o 

these w e l l s , and f o r t h a t reason I would l i k e t o make sure 

t h a t any l i n e of questioning doesn't get i n t o areas t h a t 

might be the subject of such l i t i g a t i o n and p o t e n t i a l l y be 
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damaging t o El Paso. 

MR. LEMAY: I s t h a t agreeable 

w i t h you, Mr. Roberts? 

MR. ROBERTS: C e r t a i n l y i s . I 

have no i n t e n t i o n of going i n t o matters t h a t might r e l a t e t o 

the l i t i g a t i o n on-going between Mr. Merrion and Merrion O i l 

and Gas and El Paso. 

But, Mr. Chairman, I would also 

expect o t be given f a i r l y wide l a t i t u d e t o deal w i t h the 

Common Purchaser s t a t u t e , the elemnts of proof t h a t are r e 

quired i n the s t a t u t e of any person seeking enforcement of 

the Common Purchaser s t a t u t e and a l l of my questions w i l l 

r e l a t e to elements of proof w i t h i n the s t a t u t e , r e q u i r e d by 

the s t a t u t e . 

MR. LEMAY: How do you f e e l 

about t h a t , Mr. Nance? 

MR. NANCE: I t h i n k we can j u s t 

approach i t as -- as each i n d i v i d u a l question a r i s e s , i f I 

might reserve my r i g h t t o — to o b j e c t i f I f e e l the need 

and confer w i t h opposing counsel or the Commission, then — 

MR. LEMAY: Do you bel i e v e the 

Common Purchaser s t a t u t e i s f a i r game i n t h i s hearing, f o r 

Mr. Wiseman to respond to questions concerning Common Pur

chaser or would t h a t depend on i n d i v i d u a l questions? 

MR. NANCE: Well, I — once 
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again, I t h i n k i t may depend on the i n d i v i d u a l questions. 

I'm not sure t h a t Mr. Wiseman himself would be an expert as 

f a r as the Common Purchaser s t a t u t e i t s e l f i s concerned and 

I don't know t h a t t h a t ' s what Mr. Roberts has i n mind, but 

we can c e r t a i n l y proceed and — 

MR. LEMAY: Well, l e t ' s t r y i t 

on and see how i t f i t s . 

MR. ROBERTS: Mr. Chairman, I 

might give you an example. 

One of the elements of the Com

mon Purchaser s t a t u t e i s b a s i c a l l y the requirement t h a t the 

case v / i l l be made on a nondiscriminatory basis and w i t h i n 

the area of Mr. Wiseman's e x p e r t i s e , which I assume i s know

ledge of El Paso's purchasing and c o n t r a c t i n g a c t i v i t i e s i n 

the area of these w e l l s , t h a t he would be able t o answer 

questions t h a t might be r e l e v a n t t o t h a t issue, and so a l l 

of my questions I t h i n k w i l l be re l e v a n t t o p e r t i n e n t issues 

t h a t are at issue i n t h i s case. 

MR. LEMAY: We c e r t a i n l y want 

to hear Mr. Wiseman's testimony and l e t ' s do t h a t w i t h cer

t a i n l y your o p p o r t u n i t y t o o b j e c t here i f you t h i n k i t j u s 

t i f i e d . 

MR. NANCE: Thank you, Mr. 

Chairman. 

MR. ROBERTS: C a l l Michael 
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Wiseman. 

MICHAEL W. WISEMAN, 

being c a l l e d as an adverse witness and being duly sworn upon 

h i s oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. ROBERTS: 

Q Mr. Wiseman, f o r the record w i l l you 

st a t e your f u l l name and place of residence? 

A I t ' s Michael W. Wiseman. My residence i s 

El Paso, Texas. 

Q And what i s your employment? 

A I work f o r El Paso Natural Gas Company. 

Q How long have you been employed by El 

Paso Natural Gas Company? 

A Th i r t e e n plus years. 

Q Would you b r i e f l y describe your employ

ment r e s p o n s i b i l i t i e s d u r i n g t h a t t h i r t e e n year period? 

A During the f i r s t seven and a h a l f years I 

was i n the Engineering Department i n the Systems Engineering 

and P r o j e c t Management D i v i s i o n s . 

For the f o l l o w i n g s i x years I was i n the 

Gas Purchases Department and u n t i l February 1st I was Mana

ger of Gas Contracts i n t h a t department. 
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I'm c u r r e n t l y Manager of Studies Adminis

t r a t i o n i n another department w i t h i n Gas Supply. 

Q Mr. Wiseman, are you f a m i l i a r w i t h the 

general p o l i c i e s of El Paso Natural Gas Company w i t h respect 

t o gas c o n t r a c t i n g and gas purchasing? 

A Yes, I am. 

Q And are you f a m i l i a r w i t h the a c t i v i t i e s 

of El Paso Natural Gas Company i n the areas of gas contrac

t i n g and gas purchasing i n the area of the Gavilan Mancos 

O i l Pool? 

A Yes I am. 

Q And, Mr. Wiseman, are you f a m i l i a r w i t h 

the e f f o r t s of Merrion O i l and Gas Corporation t o o b t a i n 

c o n t r a c t coverage f o r the two w e l l s which have been i d e n t i 

f i e d i n the course of t h i s hearing today? 

A Yes. 

MR. ROBERTS: Mr. Chairman, I'm 

going to be handing t o Mr. Wiseman two e x h i b i t s t h a t I d i d 

not make s u f f i c i e n t copies of to d i s t r i b u t e t o you and other 

people here and I w i l l attempt t o adequately i d e n t i f y them 

and w e ' l l make sure we leave them here f o r the record a t the 

end of the hearing. 

Q Mr. Wiseman, I'm going t o hand you what 

has been marked as E x h i b i t Number Five submitted by Merrion 

O i l and Gas Corporation i n Case 9063, i n t h i s hearing, and I 
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would ask you t o — t o look a t t h a t , please, and i n s u f f i 

c i e n t d e t a i l t o be able t o express an opini o n as t o whether 

or not i t i s what i t purports t o be. 

A You've handed me a document which i s a 

l e t t e r from Mr. Nance t o you, which describes El Paso's con

t r a c t e d i n t e r e s t s i n the Gavilan Mancos O i l Pool. 

Q And are you f a m i l i a r w i t h t h a t piece of 

correspondence ? 

A Yes, I am. I be l i e v e there's an up-date 

to t h i s 

next 

Yes, and t h a t ' s what I ' l l be handing you 

A Okay. 

Q And t o your knowledge does i t represent 

an accurate statement of El Paso Natural Gas Company's pur

chasing a c t i v i t i e s i n the area of the Gavilan Mancos O i l Pool 

as of t h a t date of t h a t l e t t e r , February 19th? 

A I b e l i e v e t h a t i s the case. 

Q Now I w i l l hand you what's been marked as 

E x h i b i t Number Six submitted by Merrion O i l and Gas Corpora

t i o n i n Case Number 9063, and I would ask you to take a look 

a t t h a t i n s u f f i c i e n t d e t a i l so t h a t you could express an 

opinion as t o i t s completeness and accuracy. 

A I d i d not prepare t h i s document. I'm 

aware of — I'm aware of i t s contents and I b e l i e v e t h a t 
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t h i s — I b e l i e v e t h a t t h i s i s accurate. 

This i s a l i s t i n g of the known working 

i n t e r e s t s i n the w e l l s i n the Gavilan Mancos F i e l d which are 

connected to El Paso. 

Q Okay, and i f you w i l l , would you look a t 

the attachment t o t h a t l e t t e r , which appears to be a l i s t i n g 

of payees, volumes of sale, c o n t r a c t reference and p r i c e . 

A Yes. 

Q And have you seen t h a t before now? 

A I saw i t f o r the f i r s t time l a s t evening. 

Q And do you b e l i e v e t h a t the i n f o r m a t i o n 

contained i n t h a t attachment would be accurate? 

A I d i d not prepare i t . I can't vouch f o r 

i t . I have no reason t o t h i n k i t ' s not accurate. I under

stand i t was prepared by our Contract A d m i n i s t r a t i o n Depart

ment. 

Q And the corresondence of March 3rd repre

sents an accurate statement of the a c t i v i t i e s of El Paso 

Natural Gas Company w i t h respect t o c o n t r a c t i n g and purchas

ing from w e l l s i n the area of the Gavilan Mancos O i l Pool as 

of March 3rd, 1987, i s t h a t your testimony? 

A To the best of my knowledge, yes. 

Q I'd l i k e f o r you t o d i r e c t your a t t e n t i o n 

more s p e c i f i c a l l y t o E x h i b i t Number Five, which i s the l e t 

t e r addressed to me from El Paso Natural Gas Company dated 
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February 19th, 1987. 

Would you i d e n t i f y f o r the Commission, 

please, what t h i s e x h i b i t i s and what i t s contents are? 

A This p a r t i c u l a r e x h i b i t was prepared by 

Mr. Nance using some i n f o r m a t i o n t h a t I provided him and 

some i n f o r m a t i o n from our r e s e r v o i r engineering f u n c t i o n . 

At the time we d i d not, I guess, e f f e c t i v e l y communicate, 

but he was led t o understand and he resonded t o you t h a t the 

only — the only w e l l i n t h a t pool i n which we had a 

c o n t r a c t was the Hawk Federal No. 3 Well, which i s about 

three miles or so d i s t a n t from the two w e l l s i n question 

here, and i t gave a l i s t i n g of the four working i n t e r e s t s 

which are under c o n t r a c t t o El Paso, representing about h a l f 

of the working i n t e r e s t i n t h a t w e l l . 

And he attached an e x h i b i t which shows 

those w e l l s i n the pool which are connected t o and 

tra n s p o r t e d by El Paso and a second l i s t which are 

tra n s p o r t e d by El Paso s p e c i f i c a l l y f o r Northwest P i p e l i n e 

Company. 

Q Mr. Wiseman, would you at t h i s p o i n t 

d i r e c t your a t t e n t i o n t o t h a t p o r t i o n of the l e t t e r 

represented by E x h i b i t Number Five, which deals w i t h the 

purchasing a c t i v i t i e s of El Paso Natural Gas Company i n the 

Gavilan Mancos O i l Pool area and would you — would you 

describe those — those purchasing a c t i v i t i e s , please, and 
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l e t me l i m i t t h a t t o c o n t r a c t i n g a c t i v i t i e s a t t h i s p o i n t . 

A Okay, which p a r t i c u l a r p a r t of the l e t t e r 

are you r e f e r r i n g to? 

Q Well, I'm r e f e r r i n g to the response to 

Item 1-A, t h a t p o r t i o n of the e x h i b i t . 

A Okay, i n the response t o your Item 1-A 

Mr. Nance states t h a t what I j u s t said about the Hawk Fed

e r a l No. 3 Well, where we have s l i g h t l y more than 50 percent 

of the production under c o n t r a c t , and he goes on to s t a t e 

t h a t those working i n t e r e s t s are a t t r i b u t a b l e t o Southland 

Royalty, Kenai O i l and Gas, Hooper, Kimball & Williams and 

Reading and Bates. 

Q And are there four separate c o n t r a c t s ap

p l i c a b l e t o each of those working i n t e r e s t owners? 

A Each have t h e i r own c o n t r a c t s . 

Q Would you i d e n t i f y the dates of those 

c o n t r a c t s , please? 

A Southland Royalty's c o n t r a c t i s dated 

March the 5th, 1985. 

Kenai, both the Kenai and the Hooper, 

Kimball & Williams c o n t r a c t s are dated A p r i l the 4th of 

1985, and Reading and Bates c o n t r a c t i s dated November the 

1st of 1985. 

Q Now would you r e f e r t o E x h i b i t Number Six 

and more s p e c i f i c a l l y i d e n t i f y what t h i s e x h i b i t i s ? 
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A This, i n response t o a discussion Mr. 

Nance and I had, we r e a l i z e d t h a t you hadn't been provided 

complete i n f o r m a t i o n as t o our contracted i n t e r e s t s and t h i s 

l i s t s seven a d d i t i o n a l w e l l s which — which are i n t h i s pool 

i n which El Paso has some or a l l of the production under 

c o n t r a c t . 

Q Would you i d e n t i f y those wells? 

A The H i l l Federal No. 1 Well, we have a 

c o n t r a c t f o r 50 percent i n t e r e s t w i t h Dugan Production Com

pany. That c o n t r a c t i s dated June 1, 1985. 

In the L i n d r i t h B Unit No. 34 we have — 

and i n the L i n d r i t h B Unit No. 37 and i n the L i n d r i t h B Unit 

No. 38, we have c o n t r a c t u a l coverage w i t h Tenneco on 25 per

cent of each of the w e l l s ; c o n t r a c t dated May the 9th, 1984. 

The Divide No. 1 Well, the Tapacitos No. 

2, and the Tapacitos No. 4 Wells, are a l l under a c o n t r a c t 

w i t h Dugan Production, the same c o n t r a c t I mentioned before, 

Number 604M, dated June 1, 1985, and Mr. Dugan has 100 per

cent i n t e r e s t i n those. 

Q W i l l you now please t u r n t o t h a t p o r t i o n 

of E x h i b i t Number Six which I would r e f e r t o as a l i s t of 

e n t i t i e s from which El Paso Natural Gas Company purchases 

production from t h i s pool? 

Is t h a t an accurate statement of what 

t h i s t a b u l a t i o n i s ? 
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A I f you prop e r l y i n t e r p r e t t h i s — t h i s 

document, yes. 

Q Would you — would you i n t e r p r e t i t f o r 

me and describe i t w i t h some s p e c i f i c i t y f o r the Commission, 

please? 

A Yes. I f you look a t , f o r example, the 

very f i r s t , f i r t s e n t r y i n t h a t attachment, i n the upper 

l e f t h a n d corner i t r e f e r s to meter number 95-208. 

I b e l i e v e t h a t would be, I'm not sure. I 

t h i n k t h a t ' s the Hawk Federal No. 3 Well, and I don't have 

any reference t o t h a t here, but I bel i e v e t h a t ' s c o r r e c t . 

There's a l i s t of about a dozen or 13, 

maybe 14, working i n t e r e s t owners i n t h a t w e l l . There i s 

the a t t r i b u t a b l e production volume, the c o n t r a c t number, or 

what I ' l l c a l l a psuedo-contract number, and l e t me describe 

t h a t f o r you i n a minute, and a p r i c e per MCF, and then 

there's an e n t r y f o r each month. What you have here i s 

payee amounts. 

The — i n the f i r s t — i n the f i r s t i n 

stance — w e l l , l e t ' s me — l e t ' s look a t the second month, 

t h a t has some volume associated w i t h i t . 

You can see t h a t Southland Royalty i s 

covered by Contract No. 5411 and there's a c o n t r a c t p r i c e 

there of $4,256 per MCF. This i s i n A p r i l of 1985. 

The e n t r i e s f o r PC L i m i t e d , Crestone, 
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Dugan, Hooper, Kimball & W i l l i a m s , IBEX Partnership, those 

two, t h r e e , f o u r , f i v e e n t r i e s t h a t I j u s t mentioned, y o u ' l l 

see a c o n t r a c t number beginning w i t h a 3 or a 9. That's a 

psuedo-contract number i n our system We do not have a con

t r a c t f o r t h a t i n t e r e s t . That's what we c a l l — i t ' s c a l l e d 

a no-contract c o n t r a c t number. I t allows us t o have a num

ber under which we can keep t r a c k of a non-contract working 

i n t e r e s t . 

Kenai has an i n t e r e s t covered by Contract 

5459 and i t has a c o n t r a c t p r i c e . 

Jerome P. McHugh, Carolyn Clark Oatman, 

l e t me skip over Northwest P i p e l i n e f o r a moment, Reading 

and Bates, Mabel Reed, and Mabel Reed and W. W. Oatman, 

again are a l l psuedo-contract numbers. Those are not con

t r a c t e d i n t e r e s t s . 

The e n t r y you see f o r Northwest P i p e l i n e 

Company, t h a t Contract Number 9570 i s i n f a c t a t r a n s p o r t a 

t i o n agreement. I t ' s what i s commonly know as the Basin Ex

change agreement, which i s a c e r t i f i c a t e d exchange t h a t was 

entered i n t o by the p a r t i e s as p a r t of our d i v e s t i t u r e a c t i 

v i t i e s i n 1974 under which Northwest and El Paso gather and 

exchange gas f o r one another i n the San Juan Basin. 

So I guess t o summarize, looking a t t h a t 

p a r t i c u l a r month, we have Southland Royalty, Kenai, South

land Royailty and Kenai are the only contracted working i n -
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t e r e s t s . 

What I can't t e l l you i s what these 

p r i c e s mean on the righthand column f o r the non-contracted 

i n t e r e s t s . 

Q Mr. Wiseman, w i t h respect t o the volumes 

associated w i t h the i n t e r e s t s of Southland Royalty and Kenai 

O i l & Gas, are those volumes i n MCF of gas? 

A I expect they are. I don't r e a l l y know. 

I would guess they are since the p r i c e as s t a t e d i s a p r i c e 

per MCF. 

Q And do those f i g u r e s there represent the 

volumes of gas purchased by El Paso Natural Gas Company dur

ing t h a t p e r i o d , during t h a t month from those e n t i t i e s ? 

A Again, I d i d not prepare t h i s . I t would 

be my assumption t h a t t h i s — t h i s document we're looking 

a t , i n the month of 1985 says t h a t we purchased the t o t a l of 

431 MCF t h a t month from t h a t w e l l , and based upon our con

t r a c t i n g p r a c t i c e — or based upon our contracted i n t e r e s t , 

we would have paid Southland Royalty and Kenai f o r a t o t a l 

of — I b e l i e v e the amount — I b e l i e v e the t o t a l working 

i n t e r e s t under c o n t r a c t i n t h a t w e l l was 51 percent — w e l l , 

now l e t me c o r r e c t t h a t . 

The two of them have a t o t a l i n t e r e s t of 

34.9 percent i n round numbers, r i g h t a t 35 percent. We 

would have paid the two of them f o r the proceeds of the i n -
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t e r e s t i n t h a t w e l l , excluding t h a t which was d e l i v e r e d to 

Northwest P i p e l i n e under the exchange agreement, I don't 

know what Northwest' a t t r i b u t a b l e i n t e r e s t i s ; there i s n ' t 

a l l t h a t much i n t e r e s t here. 

Q Can the same analysis be made f o r each 

Should be; t h a t should hold f o r each 

And f o r what period of time does t h i s 

month t h e r e a f t e r ? 

A 

month. 

Q 

t a b u l a t i o n run? 

A I t appears t o go t o December of 1986. 

Q Mr. Wiseman, would i t be an accurate 

statement t h a t a t l e a s t through December, 1986, El Paso Nat

u r a l Gas Company was purchasing gas from Southland Royalty 

Company, Kenai O i l and Gas Company, Hooper, Kimball & W i l 

liams, and Reading and Bates under contracts? 

A What was the date you said? 

Q Through December of 1986. 

A Through December of 1986 i n t h a t p a r t i c u 

l a r w e l l we've j u s t been discussing we have contracted work

ing i n t e r e s t f o r those p a r t i e s , and I would assume t h a t we 

wre purchasing gas i n a l l months up t o — up through Octo

ber of 19 86. 

Q And would i t be your assumption t h a t 

you're c o n t i n u i n g t o purchase? 
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A No, s i r . 

Q Okay, and why i s t h a t ? 

A This gas i s being purchased by El Paso 

Gas Marketing Company and being sold i n t o the spot market. 

Q And when d i d t h a t take place? 

A November 1st. 

Q November 1st, 19 86. 

A I b e l i e v e t h a t ' s c o r r e c t . 

MR. NANCE: I f I may i n t e r r u p t 

f o r j u s t a minute, I t h i n k i t ' s important t o c l a r i f y t h a t 

each of these monthly volume t o t a l s i s not a purchase t o t a l 

by El Paso Natural Gas, i s t h a t c o r r e c t , Mr. Wiseman? 

A As i t ' s s t r u c t u r e d , the document shows 

what volume would have been purchased from each of those 

working i n t e r e s t s i f everyone had had a c o n t r a c t . I b e l i e v e 

t h i s i s a settlement, the r e s u l t of a settlement statement, 

and the number a t the bottom of each of those sections t h a t 

we — such as the one I j u s t described, I b e l i e v e , i s the 

t o t a l volume purchased from the w e l l during t h a t s e t t l e 

ment period or t h a t month. 

Q Mr. Wiseman, l e t me make sure I under

stand . 

Your testimony has been t h a t El Paso 

Natural Gas Company has purchased the i n t e r e s t of these four 

s e l l e r s Southland Royalty, Kenai O i l and Gas, Hooper, Kim-
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b a l l & Wiliams, and Reading and Bates, through October 31st, 

1986 under the c o n t r a c t s t h a t you've i d e n t i f i e d f o r those 

i n d i v i d u a l s . 

A To the best of my knowledge. 

Q And i n e f f e c t — 

A Each of those working i n t e r e s t s , I should 

p o i n t out, came i n t o t h e i r c o n t r a c t a t a d i f f e r e n t time, so 

— and I t h i n k I gave you the dates of the c o n t r a c t s going 

back t o March of '85. The l a t e s t one was November of '85. 

P r i o r to those c o n t r a c t dates we would 

not have been purchasing from any of those i n d i v i d u a l wor

king i n t e r e s t s , but I b e l i e v e your statement i s c o r r e c t up 

through October of 1986 we were purchasing — 

Q And e f f e c t i v e November 1st purchases of 

t h i s production was (not understood) t o be made by El Paso 

Gas Marketing Company. 

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

Q What i s the status of the c o n t r a c t s be

tween El Paso Natural Gas Company and Southland Royalty? Do 

they s t i l l remain i n force and e f f e c t ? 

A There remains a c o n t r a c t w i t h Southland 

Royalty, w i t h each of these — as f a r as I know, w i t h each 

of these four p a r t i e s we j u s t discussed. 

Q Can you give us some explanation of the 

circumstances around which the t r a n s f e r purchasing a c t i v i t y 
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was made from El Paso Natural Gas Company t o El Paso Natural 

Gas Marketing Company? 

A Yes, I can. The — El Paso provided no

t i c e t o i t s s e l l e r s i n l a t e October, and I t h i n k I've got 

these dates c o r r e c t , l a t e October of 1986, ad v i s i n g t h a t 

there had been a f u r t h e r d e t e r i o r a t i o n of our market and 

i t was of the pro p o r t i o n s t h a t t h a t gas which we had i d e n t i 

f i e d and I t h i n k we heard testimony e a r l i e r here today i n a 

previous case r e f e r r e d t o as non-swing gas produ c t i o n , b a s i 

c a l l y casinghead gas, residue gas, we had less market a v a i l 

able t o us i n the foreseeable f u t u r e than we had non-swing 

gas a v a i l a b l e t o us under our c o n t r a c t s , and a t t h a t time we 

made — we gave n o t i c e t o our s e l l e r s t h a t we were going t o 

be unable to purchase a l l of t h a t non-swing gas t h a t was 

a v a i l a b l e t o us and i n f a c t what we would purchase, because 

i t had no other o u t l e t , i s the NGPA, or older vintage non-

swing gas, because i t had no other o u t l e t and t h a t we would 

consider any NGPA vintage gas, which does not r e q u i r e any 

FERC abandonment, to s e l l i n other places. 

To the extent t h a t i t was d e l i v e r e d t o El 

Paso i t would be considered t o have been d e l i v e r e d under the 

pr o v i s i o n s outside — f i r s t of a l l , outside of the c o n t r a c t 

between us, between the s e l l e r and El Paso Natural Gas Com

pany, and under the p r o v i s i o n s of an attached agreement w i t h 

El Paso Gas Marketing Company. 
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That happens t o be the only a c t i v i t i e s El 

Paso Gas Marketing Company continues t o have on our system, 

f o r the purchase of spot market gas. They continue t o pro

vide a market f o r t h a t surplus NGPA vintage non-swing pro

d u c t i o n a t no — at no mark-up. There's no — there's no 

brokerage fee or anything. I t ' s bought and passed through 

a t the same p r i c e . 

Q What's the r e l a t i o n s h i p between El Paso 

Gas Marketing Company and El Paso Natural Gas Company? 

A El Paso Natural Gas Company i s , as you 

know, an i n t e r s t a t e p i p e l i n e governed by the FERC reg u l a 

t i o n . 

El Paso Gas Marketing i s a n o n - j u r i s d i c 

t i o n a l marketing a f f i l i a t e and a wholly owned s u b s i d i a r y of 

El Paso Natural Gas. I t i s not subject t o FERC. 

Q I f I wanted t o t a l k t o somebody w i t h El 

Paso Natural Gas Company about a gas purchase c o n t r a c t t o 

day, who would I contact? 

A A gas purchase contract? 

Q Yes. 

A The D i r e c t o r of the Gas Purchases Depart

ment i s Mr. Jensen. 

Q And i f I wanted t o t a l k w i t h somebody 

w i t h El Paso Gas Marketing Company about the arrangements 

f o r the purchase and marketing of n a t u r a l gas, who would I 
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contact? 

A Mr. Adams. 

Q So i s i t your testimony t h a t these two 

e n t i t i e s are conducting t h e i r operations d i s t i n c t and 

separate from one another? 

A They are d i s t i n c t and separate from one 

another as f a r as the purchase and sale of gas i s concerned. 

There's obviously i n t e r - r e a c t i o n between 

us as we conduct the -- the a c t i v i t i e s r e l a t e d t o the r e 

lease of gas t h a t ' s under c o n t r a c t t o us, which might then 

be purchased by El Paso Gas Marketing Company f o r a spot 

market sale. 

Other than t h a t the c o n t r a c t i n g a c t i v i 

t i e s are done separately. 

Q Okay. Are the con t r a c t s t h a t — t h a t 

govern the arrangement between a s e l l e r of gas and El Paso 

Natural Gas Marketing Company, are they documented? Are 

they i n w r i t t e n form? 

A The co n t r a c t s between a s e l l e r and El 

Paso Gas Marketing? 

Q Yes. 

A They are i n w r i t t e n form. 

Q And can you describe t h a t k i n d of con

t r a c t f o r me, what some of the basic terms and — 

A I t ' s b a s i c a l l y a best e f f o r t s c o n t r a c t on 
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both p a r t i e s ; g e n e r a l l y a month-to-month p r o v i s i o n , and the 

p r i c e i s not s t i p u l a t e d i n i t , i t ' s whatever the net-back 

p r i c e i s based upon t h e i r monthly b i d . 

Q I'd l i k e t o r e f e r you again to the Exhi

b i t Number Six of the a p p l i c a n t i n t h i s case and the t a b u l a 

t i o n attached t o t h a t e x h i b i t . 

The i n f o r m a t i o n contained i n the e x h i b i t 

i n d i c a t e s t h a t El Paso had contracted w i t h Dugan Production 

and Tenneco f o r various working i n t e r e s t i n w e l l s w i t h i n the 

Gavilan Mancos O i l Pool. 

Now, can you r e f e r to the t a b u l a t i o n and 

t e l l me where we deal w i t h the summary of a c t i v i t y , pur

chasing a c t i v i t y , from those two e n t i t i e s ? 

A From Dugan and from Tenneco — 

Q Yes. 

A — are the two e n t i t i e s ? 

A Uh-huh. 

Q I don't know i f there's a summary of the 

purchasing a c t i v i t i e s f o r those two e n t i t i e s . B a s i c a l l y 

what you have here i s a l i s t i n g by meter and under of those 

— any of those meters where one of those e n t i t i e s has a 

c o n t r a c t t h e i r name should appear. 

Q And t h e i r name would appear i n conjunc

t i o n w i t h a volume f i g u r e and the c o n t r a c t number and the 

price? 
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A That should, t h a t ' s c o r r e c t . 

Q Okay. I want to r e f e r you t o the — t h a t 

p a r t of t h a t t a b u l a t i o n beginning w i t h the month of October, 

1986. I t ' s on the next t o the l a s t page of t h a t e x h i b i t . 

A Okay, I see meter number 95-949 at the 

top, i s t h a t what you're r e f e r r i n g to? 

Q Yes, t h a t i s . 

A Okay. 

Q Do you know what w e l l t h a t meter applies 

to? 

A No, I don't offhand. 

Q You have two payees t h e r e , Dugan Produc

t i o n and Northwest P i p e l i n e . 

A We have one payee and then Northwest's 

i n t e r e s t i s l i s t e d there under the t r a n s p o r t a t i o n agreement. 

We don't purchase t h a t gas. We merely gather and t r a n s p o r t 

i t . 

Q Dugan Production i s the only payee and 

f o r October of '86 there's an i n d i c a t i o n t h a t volume pur

chased was 822 MCF, would t h a t be an accurate — 

A That's what they s a i d . That's what t h i s 

schedule i n d i c a t e s . 

Q And t h i s schedule also i n d i c a t e s t h a t 

purchases of gas owned by Dugan Production occurred through 

January of 1987? 
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A I t i n d i c a t e s as you j u s t s a i d . Again I 

would p o i n t out t h a t i n November, December, and January 

those purchases were, on t h i s p a r t i c u l a r meter those pur

chases would have been by El Paso Gas Marketing Company. 

Q Okay, so through October 31st, '86 pur

chases would have been made by El Paso Natural Gas Company 

under the base c o n t r a c t i n e f f e c t . 

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

Q And e f f e c t i v e November 1st, 1986, El 

Paso Gas Marketing took over the purchasing a c t i v i t i e s of 

t h a t i n t e r e s t . 

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

Q And the — t h a t sequence of events, I 

take i t , occurred under the same g u i d e l i n e s and scenario 

t h a t you i n d i c a t e d when you were discussing the Southland 

Royalty i n t e r e s t and the other i n t e r e s t s i n the Hawk Federal 

No. 3 Well. 

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

Let me — l e t me make one c l a r i f i c a t i o n . 

I b e l i e v e a l l of the w e l l s i n question 

here, based upon the c o n t r a c t s dates being i n the '84-'85 

timeframe, they should a l l be NGPA vintage w e l l s . I f i n 

f a c t one of these w e l l s was an o l d w e l l t h a t had been s i t 

t i n g there f o r ten years and was an NGA vintage w e l l , t h a t 

would not be under the arrangement w i t h El Paso Gas Mar-
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k e t i n g . 

I don't b e l i e v e t h a t ' s the gas, but 

t h a t ' s — t h a t would be a p o s s i b i l i t y . To my knowledge 

t h a t ' s not the case. 

Q Mr. Wiseman, your testimony has been t h a t 

there are no purchases of gas being made by El Paso Natural 

Gas Company under these c o n t r a c t s t h a t we're deal i n g w i t h 

t h a t have been i d e n t i f i e d i n E x h i b i t Number Five and Number 

Six. 

A No c u r r e n t purchases. 

Q No c u r r e n t purchases. 

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

Q I s i t possible t h a t purchases would be 

resumed under t h a t c o n t r a c t at some p o i n t i n the f u t u r e ? 

A We very much hope so. I t ' s not foreseen 

a t t h i s time but we c e r t a i n l y hope t o . 

Q Okay, I'm going o t look f o r another e x h i 

b i t here. 

Mr. Wiseman, I'd l i k e t o b r i e f l y look a t 

the base c o n t r a c t s t h a t have been provided t o me by Mr. 

Nance and p r i m a r i l y the — a l l the con t r a c t s except the Ten

neco c o n t r a c t . 

Are you f a m i l i a r w i t h o u t looking a t these 

con t r a c t s as to what kinds of terms and c o n d i t i o n s are con

t a i n e d i n those contracts? 
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A I'm ge n e r a l l y f a m i l i a r w i t h them. I be

l i e v e they were a l l prepared under my d i r e c t i o n . 

Q Let me go ahead and l e t you look a t these 

and I ' l l mark them e x h i b i t s . 

MR. LEMAY: While we have a 

minute of r e s t , we're t r y i n g t o locate some of these w e l l s . 

We don't have copies of the e x h i b i t s and t h a t makes i t very 

d i f f i c u l t . 

MR. ROBERTS: Can I ask Mr. 

Wiseman t o r e f e r t o the E x h i b i t — 

MR. LEMAY: E x h i b i t One would 

help i n the — and i f we could locate — I t h i n k we found 

most of them but the L i n d r i t h B Unit 34, 37, and 38, sec

t i o n , township, and range would be most h e l p f u l . 

MR. ROBERTS: Mr. Chairman, I'm 

not aware t h a t the L i n d r i t h — those w e l l s are i n t h i s pool. 

(There f o l l o w e d a discussion o f f the record.) 

MR. ROBERTS: I t h i n k t h a t I'd 

be w i l l i n g t o i n d i c a t e f o r the record t h a t we aren't concer

ned w i t h those w e l l s and we were not aware t h a t they were 

w i t h i n the boundary of the poo l . 

MR. LEMAY: Fine. 

MR. ROBERTS: This was a l a s t 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

67 

minute s t r a t e g y and I d i d n ' t have a l o t of i n f o r m a t i o n 

a v a i l a b l e . 

Mr. Chairman, I'm going o t be 

r e f e r r i n g t o some co n t r a c t s which you w i l l not have i n f r o n t 

of you. T h e y ' l l have e x h i b i t numbers as w e l l as c o n t r a c t 

numbers. 

0 What I'd l i k e t o do, Mr. Wiseman, i s t o 

have you r e f e r to these c o n t r a c t s by e x h i b i t number r e f e r 

ence and as t o each one of them answer some questions t h a t I 

have about the terms and c o n d i t i o n s contained i n those con

t r a c t s . 

E x h i b i t Number Seven i s a Casinghead Gas 

Purchase Agreement dated March 5th, 1985, between El Paso 

Natural Gas Company, Buyer, and Southland Royalty Company as 

s e l l e r . 

And we're t a l k i n g about the same e x h i b i t , 

aren't we? I t ' s been marked as E x h b i i t Number Seven? 

A Yes. 

Q Okay. What I'd l i k e f o r you t o do i s t o 

t e l l me what the — b r i e f l y t e l l me what the p r i c i n g p r o v i 

sions provide f o r i n t h a t contract? 

A Okay, t h i s c o n t r a c t i s dated March 5th of 

1985. I t was entered -- I can t e l l by the form and also by 

my r e c o l l e c t i o n t h a t t h i s c o n t r a c t was entered i n t o as a r e 

s u l t of r e n e g o t i a t i o n of a l l c o n t r a c t s between El Paso and 
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Southland Royalty. 

I t was also — I don't know about the 

exact date. I f r a n k l y don't remember the d i f f e r e n c e between 

the dates but the — e i t h e r the commitment t o enter i n t o 

t h i s c o n t r a c t or the c o n t r a c t i t s e l f both were entered i n t o 

p r i o r t o the time Southland became an a f f i l i a t e of ours. 

The p r i c e a r t i c l e you r e f e r t o — 

MR. NANCE: Mr. Chairman, I'm 

sor r y . 

MR. LEMAY: Yes, Mr. Nance. 

MR. NANCE: I be l i e v e t h a t we 

would p r e f e r t o stay away from the p r i c i n g p r o v i s i o n i f we 

can because t h a t i s one of the areas t h a t we do consider 

s e n s i t i v e as f a r as our — 

MR. LEMAY: P r i c i n g p r o v i s i o n 

i s between the c o n t r a c t w i t h El Paso and Southland, i s t h a t 

the p r i c i n g p r o v i s i o n ? 

MR. NANCE: To the extent t h a t 

we would be t a l k i n g about p r i c i n g i n any of these c o n t r a c t s , 

El Paso does have some res e r v a t i o n s about proceeding on t h i s 

basis. 

I t h i n k i f there was some 

general reference t h a t we had made to the circumstances un

der which these c o n t r a c t s were o f f e r e d t o the various pro

ducers, we don't have any problem a t a l l addressing t h a t , 
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but the p r i c i n g p r o v i s i o n i t s e l f I t h i n k may be one t h a t we 

do have some re s e r v a t i o n s about. 

MR. LEMAY: You f e e l comfort

able w i t h p r o v i s i o n s but not p r i c e on various operators i n 

the f i e l d ? 

MR. NANCE: There are p o t e n t i a l 

c o n d i t i o n s also t h a t may be, such as take-or-pay r e q u i r e 

ments or force majeure condtions, these — these are a l l 

matters t h a t are issued i n our l i t i g a t i o n , and are t h e r e f o r e 

ones t h a t we do not want to be c o l l a t e r a l l y addressing i n 

t h i s proceeding and p o t e n t i a l l y a f f e c t i n g somehow our on

going l i t i g a t i o n . 

MR. LEMAY: You'd l i k e t o steer 

away from t h i s — 

MR. ROBERTS: Mr. Chairman, 

what I'm t r y i n g to do here i s t o — 

MR. LEMAY: Mr. Roberts. 

MR. ROBERTS: — i s t o estab

l i s h a p a t t e r n of conduct on the p a r t of El Paso Natural Gas 

Company i n de a l i n g w i t h t h e i r purchasing a c t i v i t i e s and con

t r a c t i n g a c t i v i t i e s i n the area of the Gavilan Mancos O i l 

Pool, and I have no i n t e n t i o n of expanding t h a t l i n e of 

questioning i n t o areas t h a t are i n any way r e l a t e d t o l i t i 

g a t i o n between Merrion O i l and Gas and El Paso. 

In f a c t , Merrion O i l and Gas 
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has — (not c l e a r l y understood) 

MR. NANCE: Well, they have i n 

t h i s area but not i n t h i s f o r m a t i o n , n e c e s s a r i l y . 

MR. LEMAY: Is there some way 

t h a t we can have Mr. Wiseman summarize h i s — what you would 

l i k e t o see i n there w i t h o u t addressing s p e c i f i c p r i c e s be

tween — i n these contracts? 

Can you make your p o i n t w i t h o u t 

addressing the prices? 

MR. ROBERTS: Well, i f we can 

get some ki n d of response on r e l a t i v i t y — r e l a t i v i t y of 

p r i c e , I guess, then t h a t -- t h a t would be adequate. 

MR. LEMAY: Would t h a t be ac

ceptable, Mr. Nance, i f we t a l k about p r i c e r e l a t i v e l y ? 

MR. PEARCE: Mr. Chairman, I 

hate t o jump i n t o t h i s , but i f I may, I am concerned t h a t i f 

we are going o t t a l k about p r i c e s or r e l a t i v e p r i c e s what 

the Commission i s going t o be asked t o do i s d i c t a t e a con

t r a c t term on p r i c e e i t h e r s p e c i f i c or r e l a t i v e t o some 

other p r i c e . I c e r t a i n l y b e l i e v e t h a t i s beyond the j u r i s 

d i c t i o n of t h i s Commission. 

MR. LEMAY: Mr. Pearce, l e t me 

assure you we w i l l not d i c t a t e p r i c e . 

MR. PEARC: And i f t h a t ' s — 

MR. LEMAY; We don't even want 
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t o get i n the area of p r i c e . We never have i n the past. 

I t h i n k what Mr. Roberts i s 

t r y i n g t o do i s t o maybe show some d i s c r i m i n a t i o n here and 

i f we can — i f he can do t h a t w i t h o u t g e t t i n g i n t o s p e c i f i c 

p r i c e s , I t h i n k we'd l i k e t o have t h a t on the record. 

Can we work i n t h a t framework? 

MR. PEARCE: I t h i n k we're cer

t a i n l y w i l l i n g t o t r y , Mr. Chairman, i f we could have an

other question from the lawyer, which w e ' l l a l l t r y t o l i s 

ten t o r e a l c a r e f u l l y and i f the witness w i l l j u s t hold t i l l 

we can t h i n k . 

MR. ROBERTS: You're making i t 

a w f u l l y tough. 

MR. LEMAY: And p r i c e r e l a t i v 

i t y has been suggested. We might use a base p r i c e , whatever 

was o f f e r e d i n any l e t t e r t h a t ' s p a r t of the evidence here, 

and then say higher or lower. That might get — 

MR. ROBERTS: Well — 

MR. LEMAY: — make the po i n t s 

t h a t you're t r y i n g t o get home. Is t h a t possible? 

MR. ROBERTS: Well, Mr. Chair

man, one of the concerns expressed by counsel f o r El Paso 

was t h a t the a p p l i c a n t might t r y t o u t i l i z e the — the t e s 

timony e l i c t e d from Mr. Wiseman on t h i s p o i n t i n an e f f o r t 

t o have — have some p r i c e e s t a b l i s h e d i n the order t o be 
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given by t h i s Commission i n t h i s hearing, and (not c l e a r l y 

understood) t h a t Merrion O i l and Gas i s w i l l i n g t o s e l l i t s 

gas a t a market c l e a r i n g l e v e l , whatever t h a t might be, and 

MR. LEMAY: Well, I t h i n k the 

whole g i s t of t h i s has been t o stay away from s p e c i f i c 

p r i c e s and we c e r t a i n l y don't want t o address s p e c i f i c 

p r i c e s , and i f we can make our p o i n t w i t h o u t going i n t o spe

c i f i c p r i c e s I t h i n k — I t h i n k w e ' l l be able t o do w e l l 

t h a t way. 

MR. ROBERTS: Okay, l e t me give 

i t a shot and — 

Q Mr. Wiseman, l e t me ask you t o take some 

time t o look a t each of these c o n t r a c t s , you may already 

have the i n f o r m a t i o n i n your head, you may not need t o look 

a t them. You might want t o f a m i l i a r i z e y o u r s e l f w i t h the 

p r i c i n g p r o v i s i o n s contained i n each of the co n t r a c t s t h a t 

I've presented t o you, which have been i d e n t i f i e d as Exhi

b i t s Seven — t e l l me what the l a s t one i s . 

A Through Eleven. 

Q Seven through Eleven. These are — I 

w i l l r e a l b r i e f l y f o r the record i d e n t i f y what e x h i b i t num

ber applies to which c o n t r a c t . 

E x h i b i t Number Seven i s the Casinghead 

Gas Purchase Agreement dated March 5 t h , 1985, between El 
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Paso Natural Gas Company and Southland Royalty Company. 

E x h i b i t Number Eight i s Gas Purchase 

Agreement dated A p r i l 4 t h , 1985, between El Paso Natural Gas 

Company and i s i t Hooper? 

A Hooper. 

Q Hooper? 

A Hooper, Kimball and Williams. 

Q Hooper, Kimball and W i l l i a m s , Inc. 

E x h i b i t Number Nine i s Gas Purchase 

Agreement dated A p r i l 4 t h , 1985, between El Paso Natural Gas 

Company and Kenai O i l and Gas, Inc. 

E x h i b i t Number Ten i s Gas Purchase Agree

ment dated June 1st, 1985, between El Paso Natural Gas Com

pany and Dugan Production Corporation. 

And E x h i b i t Number Eleven i s Gas Purchase 

Agreement dated November 1st, 1985, between El Paso Natural 

Gas Company and Reading and Bates Petroleum Company. 

With respect t o the p r i c i n g p r o v i s i o n s 

contained i n those c o n t r a c t s , would you b a s i c a l l y summarize 

the r e l a t i v e p r i c e p r o v i s i o n s i n those — i n those con

t r a c t s ? I s there a d i f f e r e n c e between the p r i c e p r o v i s i o n s 

i n those contracts? 

A I'm w a i t i n g . 

Q I don't hear any o b j e c t i o n . 

A He speaks slowly. 
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MR. NANCE: I would ask Mr. 

Roberts i f i t would be acceptable t o have the witness de

scr i b e the p r i c i n g mechanism i n each of those o c n t r a c t s and 

describe i f there are d i f f e r e n t p r i c i n g mechanisms i n those 

c o n t r a c t s . 

MR. ROBERTS: Let me — l e t me 

get a r u l i n g on the question as to whether there's a d i f f e r 

ence i n p r i c i n g i n those c o n t r a c t s , and t h a t would be my on

l y question. 

MR. PEARCE: Excuse me, i f I 

may j u s t i n t e r j e c t , and I'm sorry t o do t h i s . 

I f the question i s whether or 

not those c o n t r a c t s i n E x h i b i t Seven through Eleven provide 

d i f f e r e n t p r i c e s f o r the gas from those w e l l s , I c e r t a i n l y 

w i l l not o b j e c t t o t h a t . 

MR. ROBERTS: That's the ques

t i o n . 

MR. LEMAY: Well, l e t ' s see i t 

end, then. 

A Let me -- l e t me respond, I t h i n k , k i n d 

of g e n e r i c a l l y . I might answer the question, or i t might 

not. 

Each of these c o n t r a c t s t h a t you've given 

me was entered i n t o as the r e s u l t , or i t was a new dedica

t i o n taken on by El Paso, as a r e s u l t of r e n e g o t i a t i o n of 
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the other c o n t r a c t s between us and each of these s e l l e r s . 

Each of these c o n t r a c t s has a p r i c e pro

v i s i o n i n i t and the i n i t i a l s t i p u l a t e d p r i c e t h a t ' s set 

f o r t h here i s whatever El Paso's then c u r r e n t market-out 

p r i c e was which would be a p p l i c a b l e t o t h i s s e l l e r . 

There i s also — and t h a t v a r i e s from 

time to time r e s u l t i n g i n the d i f f e r e n t p r i c e s t h a t you see 

here. 

There i s also i n each of those c o n t r a c t s 

what we r e f e r t o as a broad market-out p r o v i s i o n t h a t gives 

us market-out r i g h t s any time t h a t El Paso believes t h a t the 

market condtions d i c t a t e a lower p r i c e . 

Yes, there are d i f f e r e n t p r i c e s i n these 

con t r a c t s r e f l e c t i v e of the d i f f e r e n t times of t h e i r 

execution. 

Q Okay, thank you. That's a l l I'm going t o 

ask you on t h a t . 

A I s t h a t generic enough? 

Q I'd l i k e to r e f e r t o some (not 

understood) p r o v i s i o n s i n the c o n t r a c t s . 

A Okay. 

Q I want t o address your a t t e n t i o n t o the 

c o n t r a c t which i s marked E x h i b i t Number Seven, which i s the 

Southland Royalty Company c o n t r a c t , w i t h s p e c i f i c reference 

t o A r t i c l e I I , Q u a n t i t i e s . 
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W i l l you — w i l l you b r i e f l y summarize 

t h a t p r o v i s i o n f o r the record? 

A A r t i c l e I I i s a f a i r l y t y p i c a l casinghead 

c o n t r a c t q u a n t i t i e s p r o v i s i o n . I t states t h a t they w i l l de

l i v e r and El Paso — the S e l l e r w i l l d e l i v e r and the Buyer 

w i l l purchase a l l the volumes t h a t S e l l e r has a v a i l a b l e from 

time t o time. 

Q Is there a s i m i l a r p r o v i s i o n i n the other 

c o n t r a c t s t h a t you have before you? 

A I don't b e l i e v e so. No, i t ' s not the 

same i n a l l c o n t r a c t s . 

I t should be the same, i f y o u ' l l l e t me 

look r e a l q u i c k l y I can probably answer t h a t , g e n e r i c a l l y 

again. 

The c o n t r a c t w i t h Dugan Production 

Company i s a combination c o n t r a c t , I b e l i e v e , l e t ' s see, 

i t ' s a combination c o n t r a c t t h a t happens t o cover both gas 

w e l l s and casinghead gas, and i t has e s s e n t i a l l y the same 

t h i n g except i t i s l i m i t e d t o best e f f o r t s purchase of a l l 

a v a i l a b l e gas. 

The Hooper, Kimball, and Williams and the 

Kenai c o n t r a c t s also are best e f f o r t s t o purchase 100 

percent of the gas, and the Reading and Bates c o n t r a c t i s 

i n t e r e s t i n g , i t i s — appears t o be a gas w e l l c o n t r a c t . 

Let's see i f i t ' s been amended to cover t h a t p a r t i c u l a r 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

77 

wel 1. 

The Reading and Bates c o n t r a c t would ap

pear t o be l i m i t e d t o gas w e l l gas. 

Q I n f a c t — 

A And, I'm s o r r y , i t has a 60 percent take-

or-pay. Let me — l e t me look r e a l q u i c k l y and make sure. 

That i s a gas w e l l c o n t r a c t w i t h a 60 

percent take-or-pay. 

Q Let's focus on the Southland Royalty con

t r a c t p r o v i s i o n s i n c o n t r a s t t o the p r o v i s i o n i n the Dugan 

Production Corporation c o n t r a c t . 

You i n d i c a t e d t h a t the Dugan c o n t r a c t 

c a l l s f o r best e f f o r t s takes f o r casinghead gas, 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 the Southland Royalty Company con

t r a c t c a l l s f o r a requirement on the p a r t of the Buyer t o 

take a l l gas made a v a i l a b l e , a l l casinghead gas made a v a i l 

able . 

A That's — I be l i e v e t h a t ' s c o r r e c t . 

Q Why would there be a d i f f e r e n c e i n t h a t 

p r o v i s i o n i n those two contracts? 

A Dif f e r e n c e i n t i m i n g of the c o n t r a c t . 

Q Okay. Dates of these two c o n t r a c t s are 

March 5th , 1985 f o r Southland Royalty, and June 1st, 1985 
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f o r Dugan Production. 

A That's r i g h t . 

Q Okay, what circumstances would — would 

warrant a change i n the q u a n t i t y take provisions? 

A A simple business d e c i s i o n by El Paso. 

The market — market continued t o d e t e r i o r a t e and we j u s t 

made the conscious d e c i s i o n to no longer guarantee 100 per

cent takes. 

Q You have i n d i c a t e d t h a t a l l these con

t r a c t s came about as a r e s u l t of r e n e g o t i a t i o n s between El 

Paso Natural Gas Company and these s e l l e r s under these con

t r a c t s . 

A That's c o r r e c t . Let me p o i n t out, a l 

though the Southland Royalty c o n t r a c t i s dated March 5th of 

'85, I b e l i e v e t h a t the — the guts of t h i s c o n t r a c t were 

negotiated i n l a t e 1984. I t h i n k we concluded our negotia

t i o n s w i t h them i n l a t e 1984 and probably gave them a pro 

forma c o n t r a c t t h a t we agreed t o enter i n t o f o r t h i s pur

chase. I t was f i n a l l y , when the w e l l was completed and 

eve r y t h i n g was f i n a l i z e d we d e t a i l e d out a c o n t r a c t and sent 

them a c o n t r a c t which i n f a c t was r e p r e s e n t a t i v e of what we 

agreed t o i n 1984, i n l a t e '84, so you r e f e r t o d i f f e r e n c e 

between March and June of '85, there was a c t u a l l y a l a r g e r 

p e r i o d of time between the two. 

Q Well, Mr. Wiseman, i s n ' t i t t r u e t h a t ne-
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g o t i a t i o n s w i t h Dugan Production Corporation were going on 

much e a r l i e r than June of 1985? 

A The i n i t i a l discussions? I'm sure they 

were. I was involved i n them. I don't remember the exact 

dates, and i n f a c t they were — i n f a c t they were concluded 

a f t e r June and the c o n t r a c t was entered i n t o i n about J u l y 

of '85. 

Q Would they have been i n a time frame con

s i s t e n t w i t h the n e g o t i a t i o n s going on w i t h Southland Royal

ty? 

A No. 

Q Let's t a l k about the r e n e g o t i a t i o n e f 

f o r t s , i n general, Mr. Wiseman, can you describe what 

brought about the r e n e g o t i a t i o n e f f o r t s between Southland 

Royalty and El Paso Natural Gas Company? 

A Southland Royalty was — 

MR. PEARCE: Mr. Chairman, I'd 

l i k e t o r i s e and s t a t e an o b j e c t i o n f o r the record. We seem 

to be g e t t i n g very f a r a f i e l d from a comon purchaser com

p l a i n t when we're d e l v i n g i n t o the r e n e g o t i a t i o n s t r a t e g i e s 

of a c o r p o r a t i o n w i t h producers who are not p a r t i e s to t h i s 

c o n t r a c t . 

MR. LEMAY: Mr. Roberts, do you 

have anything t o say on that ? 

MR. ROBERTS: Mr. Chairman, 
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where we're going i s t r y i n g t o e s t a b l i s h a p a t t e r n of d i s 

c r i m i n a t i o n , and I t h i n k t h a t ' s obvious. 

MR. LEMAY; That's what I 

gather. How long are you going t o continue w i t h the con

t r a c t s between the various p a r t i e s and El Paso? 

MR. ROBERTS: Not much longer. 

MR. LEMAY: Why don't we take 

about a f i v e minute break here? Mr. — my other Commis

sioner here has t o make a phone c a l l . We don't know how 

long we're going to be here. 

Take a f i v e minute break. 

(Thereupon a recess was taken.) 

MR. LEMAY: Let's continue w i t h 

Case 9063. Mr. Roberts. 

MR. ROBERTS: Mr. Chairman, am 

I able to continue my l i n e of questioning — 

MR. LEMAY: Yes, you may. 

Q I ' l l t r y to couch the question i n more 

general terms, Mr. Wiseman, and ask whether i t has been p o l 

i c y of El Paso Natural Gas Company t o o f f e r new co n t r a c t s t o 

s e l l e r s of gas i n r e t u r n f o r c o n s i d e r a t i o n and the consider

a t i o n I have i n mind i s the amendment of the e x i s t i n g El 

Paso Natural Gas c o n t r a c t t o — t o include some p r i c e sensi-
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t i v e language? 

A I t has been our p r a c t i c e to . o t h a t i f 

the r e n e g o t i a t i o n s included more than p r i c e , also included 

waiver of any past take-or-pay l i a b i l i t y and a re d u c t i o n i n 

take-or-pay percentages f o r the f u t u r e . 

Q Okay. 

A And t h a t has been the only c o n t r a c t s 

we've entered i n t o . 

Q And have some new co n t r a c t s been entered 

i n t o t h a t would c a l l f o r the d e d i c a t i o n of s i g n i f i c a n t 

amounts of acreage under the new contract? 

A Yes. 

Q And when — I want t o r e f e r t o the Dugan 

Production Corporation c o n t r a c t j u s t as an i l l u s t r a t i o n , 

what was the a d d i t i o n a l acreage d e d i c a t i o n under t h a t con

t r a c t ? 

A The arrangement w i t h Mr. Dugan d i d n ' t de

di c a t e — d i d n ' t — wasn't an agreement t o dedicate s p e c i 

f i c acreage but i n f a c t t o permit him t o dedicate a d d i t i o n a l 

production over the upcoming I t h i n k i t was three-year 

p e r i o d , and t h a t new production would be l i m i t e d to a f a c t o r 

of something along the l i n e s of 25 or 35 percent each year 

of what he had produced duri n g the preceding calendar year. 

Q With respect t o the Dugan Production Cor

p o r a t i o n c o n t r a c t , d i d i t provide f o r a d e d i c a t i o n of w e l l s 
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t h a t were then not connected t o any gas gathering system, 

gas from which was not dedicated under any gas contract? 

A I don't b e l i e v e i t addressed s p e c i f i c a l l y 

any p a r t i c u l a r types of w e l l s . I know the r e s u l t , the w e l l s 

t h a t r e s u l t e d i n being contracted from t h a t negotation con

s i s t e d of w e l l s , some i n t e r e s t i n w e l l s connected t o us a l 

ready. I t consisted of i n t e r e s t i n w e l l s not connected t o 

us, which we u l t i m a t e l y d i d provide a p i p e l i n e connection 

t o , and i t consisted of w e l l s f a r d i s t a n t from our system 

which Mr. Dugan gathered through h i s own p i p e l i n e system and 

d e l i v e r e d t o us. 

Q Would i t be f a i r t o say t h a t these new 

contr a c t s r e s u l t e d i n the a d d i t i o n t o El Paso Natural Gas 

Company's system supply? 

A Yes. 

Q I'd l i k e to again j u s t i n general terms 

look a t a couple of other non-price p r o v i s i o n s i n some of 

these c o n t r a c t s . 

Among the con t r a c t s t h a t you have before 

you, i d e n t i f i e d as E x h i b i t s Seven through Eleven, are there 

d i f f e r e n c e s i n the terms the c o n t r a c t provided? 

A Probably, l e t me look. Yes, there are. 

Q And l e t ' s r e f e r s p e c i f i c a l l y to the 

Southland Royalty c o n t r a c t . Can you t e l l me what the term 

i s f o r t h a t c o n t r a c t ? 
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A Ten years. 

Q And l e t ' s r e f e r t o the Reading and Bates 

c o n t r a c t and can you t e l l me what the term of t h a t c o n t r a c t 

i s ? 

A Two years. 

Q And how about the Kenai O i l and Gas con

t r a c t ? 

A Month to month. 

Q Mr. Wiseman, why would there be a 

discrepancy i n the terms among the various contracts? 

A Well, again, i n general I would a t t r i b u t e 

t h a t t o a d i f f e r e n c e i n t i m i n g of the o f f e r i n g of the con

t r a c t , and i t could also be — I don't r e c a l l the s p e c i f i c 

negotations, but the f a c t o r of — of how much c o n s i d e r a t i o n 

El Paso received from the producer, how much r e l i e f i n p r i c 

ing p r o v i s i o n s and q u a n t i t y p r o v i s i o n s we received from the 

producer might have had some e f f e c t on the term. I don't 

r e c a l 1 . 

Q I s i t the p o l i c y of El Paso Natural Gas 

Company to continue t o enter i n t o r e n e g o t i a t i o n e f f o r t s w i t h 

respect t o e x i s t i n g long term contracts? 

A We don't have, c u r r e n t l y have a program 

such as — the one I j u s t r e f e r r e d to i s commonly c a l l e d our 

c o n t r a c t cure program — we don't have a c o n t r a c t cure pro

gram i n e f f e c t a t t h i s time. We're always w i l l i n g t o nego 
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t i a t e w i t h a producer to ren e g o t i a t e c o n t r a c t s i n exchange 

f o r c o n s i d e r a t i o n . 

I'm not aware of any new de d i c a t i o n t h a t 

we've taken on i n q u i t e some time. 

Q Would i t be possible f o r a producer to 

enter i n t o n e g o t i a t i o n s w i t h you to o f f e r some form of con

t r a c t cure f o r e x i s t i n g c o n t r a c t s and i n r e t u r n have a con

t r a c t issued f o r new acreage? 

A I can't speak f o r the management of my 

company i n whether they would permit t h a t or not. I would 

say t h a t there's probably a decent chance of t h e i r agreement 

to do t h a t . 

MR. ROBERTS: I ' l l move away 

from these c o n t r a c t s , Mr. Commissioner, and who s h a l l I de

l i v e r these c o n t r a c t s t o so we're sure they're going t o get 

i n t o the record? 

MR. LEMAY: I should t h i n k Mr. 

Taylor i s . 

Q Mr. Wiseman, you may have heard Mr. Mer

r i o n i n d i c a t e t h a t he had i n f o r m a t i o n El Paso Natural Gas 

Company entered i n a gas purchase c o n t r a c t w i t h Amoco Pro

ductio n Company a p p l i c a b l e t o Amoco's i n t e r e s t i n the Oso 

Canyon Gas Com No. 1 Well operated by Merrion O i l and Gas 

Corporation. 

Do you have any knowledge w i t h respect t o 
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t h a t p a r t i c u l a r issue? 

A Yes, I do. You asked me t h a t question 

t h i s morning before the hearings began, and I t o l d you a t 

t h a t time t h a t we d i d not have a c o n t r a c t w i t h Amoco i n t h a t 

p a r t i c u l a r f o r m a t i o n . 

I have since been advised t h a t what I 

considered t o be the Mancos formation i n t h i s p a r t i c u l a r 

area also includes the Dakota form a t i o n . 

We do have a c o n t r a c t w i t h Amoco, again 

the r e s u l t of c o n t r a c t r e n e g o t i a t i o n s concluded w i t h Amoco 

i n 1985, which p e r m i t t e d them t o add a d d i t i o n a l dedications 

over the next few years and we provided f o r them a c o n t r a c t 

i n — I don't r e c a l l the date, we were r e f e r r i n g t h i s morn

ing t o I t h i n k May — 

Q May 15th of 1986. 

A — of 1986. We do have a c o n t r a c t w i t h 

Amoco, I be l i e v e t h a t i s the c o r r e c t date, covering t h i s 

w e l l . I t r e f e r s s p e c i f i c a l l y to the, I b e l i e v e , Gallup and 

Dakota formations. I t may only be Gallup f o r m a t i o n , or Dak

ota. 

That w e l l i s not connected t o El Paso's 

system. 

Q Are you — you may not be f a m i l i a r w i t h 

the terms of t h a t c o n t r a c t but — 

A Generally. 
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Q — t o your knowledge would i t be s i m i l a r 

t o the gas purchase c o n t r a c t s t h a t we've analyzed here, 

E x h i b i t s Seven through Eleven? 

A Generally, uh-huh, g e n e r a l l y s i m i l a r . 

Q Which would i t be more s i m i l a r to? 

A I t probably would look something along the 

l i n e s of the Southland c o n t r a c t ; j u s t guessing. 

I b e l i e v e i t ' s a ten-year term. 

Q And the terms and co n d i t i o n s of t h a t con

t r a c t would be determined by the c o n s i d e r a t i o n received by 

El Paso i n r e n e g o t i a t i o n e f f o r t s . 

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

Q Mr. Wiseman, i f y o u ' l l look a t your e x h i 

b i t packet now and r e f e r to E x h i b i t — E x h i b i t Number Four, 

page f o u r , t h a t has p r e v i o u s l y been i d e n t i f i e d as a l e t t e r 

from you addressed to me i n response t o my l e t t e r which was 

dated J u l y 28th, 1986, i s t h a t accurate? 

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

Q Turn t o page s i x of t h a t e x h i b i t . I n the 

c l o s i n g paragraph you i n d i c a t e , "...we remain unable t o ex

tend a purchase c o n t r a c t t o him i n l i g h t of our co n t i n u i n g 

over-supply s i t u a t i o n . " 

Is t h a t a c c u r a t e l y stated? 

A I t ' s what my l e t t e r says, yes. 

Q When d i d t h a t over-supply s i t u a t i o n begin 
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to develop f o r El Paso Natural Gas Company? 

A I t f i r s t began to develop i n 1982. Cer

t a i n l y — c e r t a i n l y t o a f a r lesser extent than i t i s a t 

t h i s time. 

Q And i t ' s continued through subsequent 

years t o the present c o n d i t i o n t h a t you f i n d y o u r s e l f i n 

now. 

A El Paso ceased the purchase of new gas 

from J u l y of 1982 because of what i t foresaw o c c u r r i n g i n 

i t s market p r i c e and to t h i s time other than the types of 

arrangements we've j u s t been dis c u s s i n g , we've entered i n t o 

no new gas purchase agreements. 

Q Okay, and t h a t ' s g e n e r a l l y what was r e 

f e r r e d t o as a moratorium on new gas contracts? 

A New — new purchase moratorium, yes. 

Q Okay. And there have been some 

exceptions t o t h a t moratorium t h a t represented the types of 

n e g o t i a t i o n s and deals t h a t we've been t a l k i n g about here, 

i s t h a t accurate? 

A I n general t h a t ' s c o r r e c t . 

Q Mr. Wiseman, i n your opinion d i d any of 

these r e n e g o t i a t i o n e f f o r t s and exceptions which r e s u l t e d i n 

exceptions t o the El Paso imposed moratorium r e s u l t i n wor

sening or enhancing your over-supply s i t u a t i o n ? 

A They had o f f s e t t i n g e f f e c t s of reducing 
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p r i c e and a t the same time adding m a r g i n a l l y t o our supply, 

yes. 

Q When you say "marginally t o your supply" 

are you t a l k i n g i n terms of the new reserves t h a t were 

added? 

A New reserves and d e l i v e r a b i l i t y . 

Q Again r e f e r r i n g t o E x h i b i t Number Four, 

at page f o u r , and t h i s again i s your l e t t e r t o me, — I'm 

going to r e t r a c t t h a t and l e t ' s r e f e r to paragraph — or 

E x h i b i t Number Four, page f i v e . 

One of the options you i d e n t i f i e d was 

sale t o El Paso Gas Marketing Company, which a p p l i e d only t o 

undedicated s u p p l i e s . 

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

Q Okay. Now, today you've i n d i c a t e d t h a t 

beginning November 1st of 1986 El Paso Gas Marketing Company 

began t o purchase what were p r e v i o u s l y dedicated s u p p l i e s . 

A that's — t h a t ' s not r e a l l y a c o r r e c t 

c h a r a c t e r i z a t i o n . 

El Paso Gas Marketing began purchasing 

released gas from p r e v i o u s l y dedicated sources i n , I b e l i e v e 

i t was August of 1985. 

Q Would you say t h a t again, Mr. Wiseman? 

A El Paso — d i d I say El Paso Natural Gas 

Company — El Paso Natural Gas Marketing Company began pur-
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chasing and r e s e l l i n g i n the spot market released gas from 

sources t h a t were released from d e d i c a t i o n t o El Paso Natu

r a l Gas Company, both gas w e l l gas and t o the extent anybody 

desire d , casinghead gas, which was released from d e d i c a t i o n , 

and r e s e l l i n g t h a t i n the spot market, again a t no mark-up; 

j u s t p r o v i d i n g the market o u t l e t . 

I n — at November 1st of 1986, i n r e 

sponse t o pressure from a number of sources, a l l e g a t i o n s be

f o r e the FERC t h a t p i p e l i n e marketing a f f i l i a t e s were being 

— were g e t t i n g p e r f e r e n t i a l treatment and i n s i d e informa

t i o n on markets, and what have you, and i n response t o pres

sure from among other groups the New Mexico IPA, t h a t we 

should not be i n the spot market business, t h a t we were un

duly a f f e c t i n g the pr i c e s of the spot market gas, among 

other reasons, El Paso Natural Gas made the de c i s i o n and an

nounced f o r m a l l y i n a series of meetings, as w e l l was by 

formal w r i t t e n n o t i c e , t h a t El Paso Gas Marketing Company 

would be p u l l i n g out of the spot market business. 

There was s u f f i c i e n t pressure t h a t we, 

t h a t , — I'm s o r r y , we announced t h a t we would cease doing 

t h a t e f f e c t i v e December 1st. 

There was s u f f i c i e n t pressure from 

p a r t i c u l a r l y from independent producers who d i d not have 

marketing c a p a b i l i t i e s r e a d i l y a v a i l a b l e t o them on t h e i r 

own. I t was — there was enough pressure t h a t we agreed t o 
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extend t h a t through the month of December and i n f a c t El 

Paso Gas Marketing ceased purchasing gas w e l l gas f o r resale 

to spot market e f f e c t i v e January 1st. 

I t has continued, and does t o t h i s date, 

although we have no idea how long we w i l l continue t o do so 

i n the f u t u r e , El Paso Gas Marketing has continued to pur

chase non-swing casinghead residue, NGPA gas, f o r resale un

der the spot market. 

Again, t h a t ' s l i m i t e d t o gas which i s r e 

leased from d e d i c a t i o n t o El Paso. 

Q I n the f i r s t paragraph of your l e t t e r you 

i n d i c a t e d t h a t you — t h a t El Paso Natural Gas Company had a 

release spot market program t h a t was i n e f f e c t then f o r gas 

reserves under -- under c o n t r a c t . 

A I t was a program t h a t we operated i n 

co n j u n c t i o n w i t h El Paso Gas Marketing. We released i t , 

they contracted f o r i t . 

Q Okay, now, i s t h a t program i n e f f e c t any 

longer? 

A No, i t ' s not. We continue t o have a 

release program. El Pase Gas Marketing i s no longer the 

purchaser. There's a number of marketing e n t i t i e s , Hanson 

Gas Systems, Natural Gas Clearinghouse, Rocky Mountain 

Energy, those are the ones t h a t come to mind t h a t I b e l i e v e 

are a c t i v e i n the San Juan Basin. 
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Those independent marketing e n t i t i e s are 

a c t i v e l y purchasing and r e s e l l i n g gas, f u l f i l l i n g the r o l e 

t h a t El Paso Gas Marketing d i d provide. 

Q Let's d i r e c t your a t t e n t i o n to the pro

posal of Merrion O i l and Gas Corporation which was contained 

i n i t s l e t t e r of September 29th, 1986, addressed to you. 

I t ' s made p a r t of t h i s hearing as E x h i b i t Four, page 7. 

Why was t h a t proposal not acceptable t o 

El Paso Natural Gas Company? 

A Okay, f i r s t l e t me c o r r e c t something Mr. 

Merrion s a i d . We d i d respond t o t h i s . I responded by l e t 

t e r dated, I b e l i e v e , November the 4th, and w e ' l l be glad t o 

provide you w i t h a copy of t h a t . 

Q Do you have i t now? 

A Mr. Nance has a copy here. I ' l l be glad 

to read i t t o you, i t ' s f a i r l y s h o r t . 

Again, i t ' s dated November 4th, 1986, t o 

the a t t e n t i o n of Mr. Merrion, and i t ' s from me and i t 

s t a t e s : 

"We have received your l e t t e r dated Sep

tember 29th, 1986, sent i n response to my e a r l i e r l e t t e r r e 

garding the above referenced gas." And t h a t i s Gavilan 

F i e l d Casinghead Gas Sales. 

"While your proposed s o l u t i o n i s most 

c r e a t i v e , i t does not appear workable from our viewpoint. 
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You suggest t h a t we would receive r e l i e f 

from our take-or-pay o b l i g a t i o n s covering an equ i v a l e n t v o l 

ume of gas produced from your other Gavilan F i e l d w e l l s ; 

however, as you know, El Paso's production scheduling 

methodology does not consider the take-or-pay o b l i g a t i o n s 

f o r a s p e c i f i c w e l l i n determining whether or not t h a t w e l l 

i s t o be produced, but r a t h e r considers only the weighted 

average cost of gas i n the w e l l ' s pool as p a r t of our lease 

cost loading. 

C l e a r l y the a d d i t i o n of more d e l i v e r a b i l 

i t y to our system, e s p e c i a l l y casinghead gas w i t h i t s non-

swing c h a r a c t e r i s t i c s , would serve t o aggregate -- t o aggra

vate our c u r r e n t p o s i t i o n . 

As s t a t e d e a r l i e r , El Paso Natural Gas 

Company remains ready t o a s s i s t i n any way i t can (short of 

o f f e r i n g a c o n t r a c t f o r your gas) t o a i d you..." and there's 

a typo t h e r e , " to a i d you i n the marketing of t h i s non-swing 

production." 

Q What — I'm s o r r y , are you f i n i s h e d ? 

A Yes. Signed by me. 

Q Do you mind i f I take a look at that? 

A Sure. This i s j u s t our f i l e copy. 

And Mr. Merrion also made a reference 

t h a t h i s l e t t e r dated, i f I can f i n d i t here, h i s l e t t e r 

dated A p r i l 8th, 1986, wherein he returned a c o n t r a c t , par-
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t i a l l y executed c o n t r a c t on Canada Mesa No. 3-E Well and 

asked f o r c o n t r a c t coverage f o r the two w e l l s under consid

e r a t i o n . 

There was also a response to t h a t . I be

l i e v e i t was dated May 5th and i t was i n c o n j u n c t i o n w i t h 

the r e t u r n to Mr. Merrion of the f u l l y executed agreement on 

the Canada Mesa Well, and w e ' l l be glad to provide you a 

copy of t h a t . 

Q I d i d n ' t look a t t h i s i n d e t a i l but i s i t 

your testimony t h a t i t was the e f f e c t on the weighted aver

age cost of gas t h a t was the d e t e r r e n t t o the issuance of a 

contract? 

A What I was r e f e r r i n g t o was t h a t the 

w e l l , Mr. Merrion suggested t h a t he would r e l i e f us of take-

or-pay o b l i g a t i o n on a w e l l , f o r example, on one of h i s 

other w e l l s somewhere else i n the system. 

What I s t a t e d was t h a t whether or not we 

produced t h a t w e l l — or l e t me back up. 

What he's r e f e r r i n g to i n order to not 

impact an over-supply s i t u a t i o n , i s he would back o f f on 

production on t h a t w e l l , or at l e a s t on El Paso's o b l i g a t i o n 

t o take production from t h a t w e l l i n exchange f o r t a k i n g 

a l i k e amount of gas from these other two w e l l s . 

The simple f a c t i s those other w e l l s he 

had might not be scheduled f o r production anyway because of 
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t h e i r — the cost c h a r a c t e r i s t i c s of the pool i t was i n and 

whether or not t h a t w e l l f i t i n t o El Paso's l e a s t cost sche

d u l i n g f o r t h a t p a r t i c u l a r time p e r i o d . 

I n f a c t , any time you add non-swing pro

d u c t i o n , I f o r g e t the t o t a l , l e t ' s say we're t a l k i n g about 

200 MCF a day from the two w e l l s i n question, i f we add 200 

MCF a day of non-swing production on the f r o n t end of our 

production schedule, 200 MCF a day f a l s o f f the other end 

from somewhere. 

Q So i n a d d i t i o n t o i t s possible impact on 

the weighted average cost of gas i t would have an impact on 

your over-supply s i t u a t i o n . 

A And i f you look a t a simple, t h e o r e t i c a l 

c a l c u l a t i o n , or j u s t t h e o r e c t i c a l assumption t h a t i f you add 

200 MCF a day on one end of the schedule, you're i n c u r r i n g 

200 MCF a day of a d d i t i o n a l l i a b i l i t y on the other end of 

the schedule w i t h some producer. 

Q Would there be any impact on the weighted 

average cost of gas when Merrion O i l and Gas o f f e r s t o (not 

understood) costs of gathering and connecting the gas i n 

these two wells? 

A That has no bearing on the weighted aver

age cost of the gas. 

Q Would there be any impact on the weighted 

average cost of gas i n a s i t u a t i o n where Merrion o f f e r s to 
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take the market c l e a r i n g p r i c e f o r the gas? 

A On the weighted average cost of El Paso's 

supply? That would depend a l o t on your d e f i n i t i o n of what 

weighted — what market c l e a r i n g was. 

Q Spot market p r i c e . 

A Spot market p r i c e i s a c t u a l l y above El 

Paso's weighted average cost of gas; i t s instantaneous 

weighted average cost of gas from time t o time. Our weighted 

average cost of gas, as I s i t here today, might be $1.05 f o r 

t h a t gas which i s on prod u c t i o n . As we add a d d i t i o n a l pro

duction on, as demand goes up and down, t h a t p r i c e goes up. 

That's w e l l below, I should p o i n t out t h a t ' s about 35 cents 

below our c u r r e n t market out l e v e l . 

Q I n these days you're concerned about the 

impact on the over-supply, your over-supply s i t u a t i o n but 

again, a t the same time you have t e s t i f i e d t h a t you renego

t i a t e d arrangements w i t h other producers and taken on new 

reserves which have an e f f e c t on the over-supply s i t u a t i o n . 

How do you r a t i o n a l i z e that? 

A I t was i n exchange f o r s i g n i f i c a n t con

s i d e r a t i o n , very s i g n i f i c a n t c o n s i d e r a t i o n i n most cases. 

MR. ROBERTS: Mr. Chairman, can 

you give me a minute? 

MR. LEMAY: Okay. 

Q Mr. Wiseman, I j u s t have a few more qyes-
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t i o n s . 

I n a proposal such as the one t h a t Mer

r i o n has made, the proposal t h a t b a s i c a l l y s t a t es t h a t he 

would bear a l l of the costs of gathering and connecting t h i s 

gas, or l a y i n g f a c i l i t i e s to provide the connection of h i s 

source of gas to your then e x i s t i n g f a c i l i t i e s , what impact 

does t h a t have on El Paso's economics of gathering and con

necting the wells? 

A Well, f i r s t l e t me — l e t me s t a t e t h a t 

t h a t i s not what he o f f e r e d t o do. 

What he o f f e r e d t o do was provide the 

gathering l i n e over t o our system and El Paso would be o b l i 

gated t o provide the meter and tap the l i n e , which i s about 

$15,000, or so. 

Q But i f he would — i f he would be w i l l i n g 

t o pay f o r the cost of the meter and i n s t a l l a t i o n , what im

pact? 

A What impact would t h a t have on what? 

Q On the economics of your operations i n — 

i n g a t hering gas. You wouldn't have any. I t would have no 

impact on you, would i t ? 

A On the — on our f a c i l i t i e s . I t would 

have no impact on what's commonly r e f e r r e d to as the r a t e 

base. We would not add any new f a c i l i t i e s t o our r a t e base. 

Q Okay, and would i t have any impact on the 
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p r i c e t o the consumer? 

A The — the c o n s t r u c t i o n of f a c i l i t i e s ? 

Q Yes. 

A That should have no impact on the p r i c e 

to the consumer. Well, only t o the extent t h a t under normal 

c o n d i t i o n s we would — we would r e q u i r e a producer i n t h i s 

s i t u a t i o n , who wanted t o b r i n g gas t o us, f o r example, i n a 

spot market, he would pay f o r the cost of i n s t a l l i n g t h a t 

meter but El Paso would own i t , maintain i t , and operate i t . 

So maintenance and operation costs, 

minimal. Those minimals do add up; i n c r e m e n t a l l y i t 

wouldn't be t h a t much. 

Q Mr. Wiseman, one more question. Do you 

— do you have any proposals f o r Merrion O i l and Gas at t h i s 

time t o a s s i s t i n d e a l i n g w i t h the problem we have? 

A Mr. Merrion has expressed an i n t e r e s t i n 

marketing h i s gas under market s e n s i t i v e c o n d i t i o n s . Market 

s e n s i t i v e condtions today would d i c t a t e t h a t he pay a l l the 

costs associated w i t h the gathering l i n e o t El Paso, 

i n c l u d i n g the tap and the meter, and the proposal t h a t I 

would I would recommend i s t h a t we enter i n t o an arrangement 

whereby he does t h a t and then he market h i s gas through one 

of the spot market e n t i t i e s o p e rating i n t h a t area, which I 

j u s t l i s t e d three as an example. 

Q So your — your proposals haven't changed 
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too much. 

A That, I b e l i e v e , i s a workable proposal. 

That's a short term arrangement which I heard Mr. Merrion 

say he d i d n ' t l i k e our arrangement we o f f e r e d a couple of 

years ago, and i t should provide an o u t l e t f o r the gas which 

from what I see from the volumes involved the gas i s f a r 

less important than the o i l production. 

MR. ROBERTS: I have no other 

questions, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. LEMAY: 

Q Mr. Wiseman, I need some c l a r i f i c a t i o n on 

terms. 

We have WACOG, weighted average cost of 

gas. We're t a l k i n g about market-out p r i c e . We're t a l k i n g 

about spot p r i c e and we've t a l k e d about market s e n s i t i v e 

p r i c i n g . 

Now, i s i t my understanding t h a t El Paso 

i n t h e i r l e t t e r t o Mr. Merrion met Mr. Merrion"s l e t t e r t o 

El Paso w i t h t h i s o f f e r , t h i s would be E x h i b i t Four, page 

seven, where the market-out p r i c e would be unacceptable to 

El Paso because i t , you st a t e d t h a t the market-out p r i c e i s 
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a c o n t r a c t p r i c e t h a t i s lowered taut may be higher and i t 

probably i s higher than both your WACOG and your spot market 

price? 

A I t i s , l a t e l y our market-out clause, our 

market-out p r i c e has tracked f a i r l y c l o s e l y what the spot 

market i s but i t ' s not ne c e s s a r i l y the same. The market-out 

p r i c e i s i n f a c t higher from time t o time than the ac t u a l 

weighted average cost of gas, or WACOG, of the gas f l o w i n g 

i n our system. 

I f you look i n t o and consider t h a t our 

most recent purchase gas adjustment f i l i n g w i t h FERC has a 

weighted average cost of gas i n i t of $1.69, I b e l i e v e , i s 

the p r i c e , when i n f a c t from time to time because t h a t pro

j e c t e d a p a r t i c u l a r sales l e v e l , and we're s e l l i n g a much, 

much lower sales l e v e l and since we are t a k i n g our gas on a 

lea s t cost b a s i s , s e l l i n g a t a lower sales l e v e l r e s u l t s i n 

a lower weighted average cost of gas, instantaneous weighted 

average cost of gas. 

We might be s e l l i n g gas, I suggested as I 

was s i t t i n g here, maybe our weighted average cost of gas f o r 

t h a t which was f l o w i n g today might be $1.05. 

As f a r as v/hat t r u l y i s market s e n s i t i v e 

p r i c i n g , t h a t ' s the spot market. The spot market i s d r i v e n 

by the market forces i n C a l i f o r n i a , where 80 percent — 84 

percent of our gas i s s o l d . The spot market i s representa-
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t i v e of what market c l e a r i n g p r i c e s are; however, i f El 

Paso were t o purchase the gas, the s e l l i n g p r i c e i n the Cal

i f o r n i a marketplace would be $1.69. That i s the way the 

FERC rates are s t r u c t u r e d . 

We s e l l our gas. We buy our gas. I t ' s 

a l l r o l l e d i n t o a s i n g l e p r i c e , a r o l l e d i n p r i c i n g 

mechanism, and sold a t t h a t weighted average cost of gas. 

The same, b a s i c a l l y , the same p r i c e we pay f o r i t , we s e l l 

i t f o r t h a t same p r i c e ; we add t o t h a t our allowed r a t e of 

r e t u r n on our investments and our maintenance and operating 

costs, g e n e r a l l y what's r e f e r r e d t o as the cost of s e r v i c e , 

and t h a t i s what the resale r a t e i s constructed o f , but the 

-- we odn't have the c a p a b i l i t y of s e l l i n g a piece of market 

s e n s i t i v e gas on an incremental basis. An i n t e r s t a t e pipe

l i n e i s p r o h i b i t e d from doing t h a t . 

A marketing e n t i t y , such as El Paso Gas 

Marketing had been i n the past and i t remains t o a small 

degree now, and the others I mentioned, such as Ilatson and 

Rocky Mountain Energy and Natural Gas Clearinghouse, market

ing e n t i t i e s l i k e t h a t are not regulated by the FERC. They 

can purchase and r e s e l l t h e i r gas on an incremental b a s i s , 

piece by piece, and so they can a c t u a l l y take a market 

s e n s i t i v e piece of gas and s e l l i t i n the marketplace. 

Q Well, your c o n t r a c t s t h a t were r e f e r r e d 

t o , are there any spot market c o n t r a c t s i n t h e r e , I might 
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have missed t h a t , or are they a l l market s e n s i t i v e , i n the 

sense of having market-out p r o v i s i o n s but no reference t o 

spot market price? 

A The f i v e or so c o n t r a c t s t h a t I j u s t — 

Q Yes. 

A — went through? 

Q Yes. 

A Those are a l l what we c a l l t r a d i t i o n a l 

market co n t r a c t s w i t h El Paso Natural Gas Company. They're 

not spot market c o n t r a c t s . 

Q Are you buying any casinghead gas i n t h i s 

Gavilan F i e l d and p u t t i n g i t on the spot market w i t h a net 

back y i e l d t o producers? 

A El Paso Gas Marketing Company i s only as 

to e x i s t i n g dedicated sources. 

Q Do you happen t o know the distance t o Mr. 

Merrion's w e l l s , distance t o the c l o s e s t p i p e l i n e , how f a r 

they are? 

A I don't know the distance t o our c l o s e s t 

p i p e l i n e but our c l o s e s t w e l l i s about three miles away. 

His reference t o a p i p e l i n e a h a l f mile away, I don't know 

which one t h a t might be. I t could w e l l be a high pressure 

p i p e l i n e which would not be s u i t a b l e f o r casinghead gas. 

The only t h i n g I could say i s t h a t the 

Hawk Federal No. 3 Well, which i s about three miles to the 
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n o r t h , i s the c l o s e s t I could say f o r c e r t a i n t h a t e x i s t s . 

Q I guess my question phrased a d i f f e r e n t 

way, are you the c l o s e s t market? 

A We may be the c l o s e s t p h y s i c a l p i p e l i n e . 

Y o u ' l l n o t i c e a number of w e l l s between the Hawk Federal 

Well and the two w e l l s i n question here. I don't know how 

many of those might be connected. Some of those are under 

c o n t r a c t t o Northwest P i p e l i n e and are connected to El 

Paso's system and being tr a n s p o r t e d by El Paso on behalf of 

Northwest P i p e l i n e under the Basin Exchange Agreement I men

ti o n e d e a r l i e r . 

So i n f a c t the nearest purchaser i s not 

El Paso and the predominant purchaser i s not El Paso, i t i s 

Northwest P i p e l i n e . 

There's an awful l o t of w e l l s on t h a t — 

on t h a t e x h i b i t . I guess i t ' s E x h i b i t One. 

Q Yes. 

A Merrion's E x h i b i t Number One. There's an 

awful l o t of w e l l s t h e r e . According to our knowledge there 

are 23 we l l s under c o n t r a c t t o El Paso or connected to El 

Paso's system. Of those w e l l s only e i g h t are contracted to 

El Paso and there are f i f t e e n w e l l s which are connected to 

El Paso but i n f a c t are connected purely f o r t r a n s p o r t a t i o n 

to Northwest P i p e l i n e . They're the only purchaser. I say 

they're the only purchaser. El Paso's not a purchaser and 
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our reason f o r being connected i s f o r them. 

Q I see. 

MR. LEMAY: Are you going t o 

o f f e r some testimony or put the witness back on, Mr. Nance, 

or are you j u s t going t o question him? 

MR. NANCE: As a t e c h n i c a l mat

t e r , I guess I have a couple of questions f o r him on cross 

from h i s d i r e c t examination by Mr. Roberts, and then only a 

couple of a d d i t i o n a l questions f o r what would be our d i r e c t 

case because so much of i t has already been covered by Mr. 

Roberts. 

MR. LEMAY: I f we had questions 

we could reserve questions f o r the witness, then. 

MR. NANCE: By a l l means, f i n e . 

MR. LEMAY: When you f i n i s h 

your case. 

MR. NANCE: Yes, s i r . 

MR. LEMAY: I have no ques

t i o n s . Does anyone else have — Mr. Roberts. 

MR. ROBERTS: Kr. Chairman, may 

I take care of one f o r m a l i t y and move the admission of Exhi

b i t s One through Eleven? 

MR. LEMAY: Yes. E x h i b i t s One 

through Eleven w i l l be admitted. 

As I st a t e d before, the record 
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w i l l be open two weeks, a l s o , f o r your b r i e f s as w e l l as ad

d i t i o n a l comments. 

I would l i k e t o ask Mr. Chavez 

i f he w i l l i f he could ask a question of Mr Wiseman. Do you 

mind, Mr. Wiseman? 

MR. CHAVEZ: I'm Frank Chavez, 

D i s t r i c t Supervisor of the Aztec D i s t r i c t of the O i l Conser

v a t i o n D i v i s i o n . 

QUESTIONS BY MR. CHAVEZ: 

Q Mr. Wiseman, d i d the cont r a c t s entered 

i n t o w i t h Southland, Dugan, and Amoco d r i v e up the WACOG of 

El Paso? 

A No, they are a l l p r i c e d below our 

weighted average cost of gas on f i l e w i t h the FERC. 

They a l l have broad market-out p r o v i s i o n s 

and they would a l l have a cu r r e n t p r i c e of -- can I say 

t h i s , Mr. Pearce — El Paso, can I say El Paso's c u r r e n t 

market o u t l e t — 

MR. PEARCE: No. 

A Okay. They're a l l p r i c e d a t our market-

out p r i c e which i s below our weighted average cost of gas. 

Q Mr. Wiseman, do you know f o r a f a c t the 

co n t r a c t entered i n t o w i t h Amoco on the w e l l s t h a t i t oper

ates was as a r e s u l t of previous n e g o t i a t i o n s where they 
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could add rates or e x h i b i t s t o the — 

A I conducted those n e g o t i a t i o n s over 

seventeen months. I'm w e l l aware of t h a t f a c t . 

Q Okay. That's a l l . 

MR. LEMAY: Are there any other 

questions of the witness as the witness f o r Mr. Roberts? 

MR. NANCE: Yes. 

MR. LEMAY: Mr. Nance, you wish 

to r e c a l l the witness or you want t o j u s t — 

MR. NANCE: No, I would l i k e t o 

ask questions i n the form of cross. 

MR. LEMAY: I see. Okay. Please 

continue. 

MR. NAMCE: Sort of an awkward 

p o s i t i o n to be i n . 

CROSS EXAMINATION 

BY MR. NANCE: 

Q Mr. Wiseman, i s i t your testimony t h a t El 

Paso ge n e r a l l y o f f e r e d t o Merrion s i m i l a r p r o v i s i o n s a t com

parable times t o those o f f e r s made to other producers i n 

t h i s area? 

A Are you r e f e r r i n g t o these c o n t r a c t s t h a t 

I was reviewing w i t h Mr. Roberts? 

Q That's c o r r e c t . 
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A Yes. I f i r s t — I f i r s t met w i t h Mr. 

Merrion i n h i s o f f i c e sometime during the summer of 1984, I 

beli e v e was our f i r s t meeting, and probably have had four 

meetings w i t h him on t h a t subject and r e l a t e d subjects ever 

since, and we have made a number of overtures t o Mr. Merrion 

along the same l i n e s and i n f a c t I would say o f f e r i n g 

arrangements which are probably b e t t e r than those o f f e r e d t o 

some of these other e n t i t i e s , p a r t i c u l a r l y i n terms of the 

amount of a d d i t i o n a l dedications t h a t we would have been 

w i l l i n g t o take on, and each of those meetings and propo

s a l s , and I f r a n k l y don't r e c a l l whether they were — they 

were reduced t o w r i t t e n proposals, although I suspect there 

were some w r i t t e n proposals, but I know f o r a f a c t there was 

many spoken proposals, many conceptual proposals were made, 

each of which were not acceptable to Mr. Merrion. 

I t was h i s de c i s i o n based on whatever h i s 

economics were and we respected t h a t . 

Q The other question t h a t I would have, Mr. 

Wiseman, there has been some discussion of the c o n t r a c t t h a t 

El Paso has w i t h Southland Royalty and general r e c o g n i t i o n , 

I t h i n k , of the f a c t t h a t Southland Royalty i s now an a f f i l 

i a t e of El Paso Natural Gas Company through i t s having been 

acquired by the B u r l i n g t o n f a m i l y . 

Could you t e l l us, please, what the r e l a 

t i o n s h i p of Southland was t o El Paso Natural Gas Company at 
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the time t h i s p a r t i c u l a r c o n t r a c t was entered i n t o ? 

A Sl Paso's, what I've r e f e r r e d t o as con

t r a c t cure n e g o t i a t i o n s w i t h Southland, were concluded long 

before, s i g n i f i c a n t l y before, a matter of months before, any 

tender o f f e r was made by B u r l i n g t o n . 

Those of us involved i n the c o n t r a c t d i s 

cussions were not aware of any tender proposals made t o 

to be made by B u r l i n g t o n u n t i l i t was announced and we had 

no p r i o r knowledge of them becoming an a f f i l i a t e . To my 

knowledge, no one i n El Paso, as f a r as I know, knew about 

i t ; c e r t a i n l y no one i n the gas supply area, and I can spe

c i f i c a l l y r e c a l l t h a t a t the time we had not concluded nego

t i a t i o n s w i t h Meridian, our primary, major a f f i l i a t e , i f you 

w i l l . We had not concluded n e g o t i a t i o n s on c o n t r a c t here 

w i t h Meridian and we're having d i f f i c u l t discussions w i t h 

them, and I s p e c i f i c a l l y r e c a l l t h i n k i n g a t the time of the 

tender o f f e r t o Southland t h a t i t was very f o r t u n a t e t h a t we 

had already concluded our c o n t r a c t here w i t h Southland since 

they were going t o become an a f f i l i a t e . 

Q Thank you, Mr. Wiseman. 

MR. LEMAY: Do you want to r e 

c a l l him as a f r i e n d l y witness or j u s t take o f f and hear 

him. 

MR. NANCE: Let me go ahead and 

go through t h a t f o r m a l i t y , i f I may. 
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A Do you want me t o come down there? 

MR. LEMAY: I t h i n k Mr. Wiseman 

needs t o get up and walk around. 

A Thank you. 

MR. NANCE: El Paso would r e 

c a l l the witness then as a f r i e n d l y witness. I have only a 

couple of questions on d i r e c t t h a t p e r t a i n to matters t h a t 

were not s p e c i f i c a l l y covered i n testimony t h a t you've a l 

ready presented, Mr. Wiseman. I need to a t l e a s t comment 

p a r e n t h e t i c a l l y t h a t I f e e l l i k e El Paso's case has been 

somewhat d i l u t e d by t h i s — the approach t h a t was taken here 

and t h a t our a b i l i t y t o present our case i n a format t h a t we 

had o r i g i n a l l y intended has somewhat been taken away from 

us, but I do not t h i n k t h a t the substance of the testimony 

i s any d i f f e r e n t from what i t otherwise would have been. 

There i s perhaps a d i f f e r e n c e i n t i m i n g or a d i f f e r e n c e i n 

emphasis t h a t has r e s u l t e d i n — from h i s being examined by 

Mr. Roberts and do want t o note t h a t we concurred and cer

t a i n l y expect t o have any reason t o complain a t t h i s p o i n t . 

MICHAEL W. WISEMAN, 

being c a l l e d as a witness and being e a r l i e r sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

109 

DIRECT EXAMINATION 

BY MR. NANCE: 

Q Mr. Wiseman, there are some points t h a t 

you could describe concerning circumstances under which El 

Paso's con t r a c t s w i t h other p a r t i e s were negotiated dur i n g 

t h i s f a i r l y recent time of 1984 and 1985 and apparently, as 

f a r as the Amoco c o n t r a c t i s concerned i n 19 — e a r l y 1986. 

Your testimony was t h a t s u b s t a n t i a l l y a l l 

of those c o n t r a c t s , those new con t r a c t s t h a t were entered 

i n t o , were the r e s u l t s of favorable concessions, perhaps, 

t h a t we had received from producers under c o n t r a c t cure ne

g o t i a t i o n s t h a t we had w i t h them, i s t h a t c o r r e c t ? 

A That's c o r r e c t . We received s i g n i f i c a n t 

c o n s i d e r a t i o n from a l l the producers. 

Q Okay. There was at l e a s t one other con

t r a c t t h a t was provided t o Mr. Roberts t h a t i s not — has 

not been made an e x h i b i t i n t h i s proceeding, but i t i s also 

a c o n t r a c t i n t h i s area, and t h a t i s a c o n t r a c t w i t h Tenne

co, and a r e l a t e d c o n t r a c t w i t h Conoco, as we understand. 

What were the circumstances surrounding 

the execution of those contracts? 

MR. ROBERTS: Mr. Chairman, — 

MR. LEMAY: Mr. Roberts. 

MR. ROBERTS: I don't t h i n k 

anything was submitted i n t o evidence which would i n d i c a t e 
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t h a t t h a t c o n t r a c t goes t o w e l l s t h a t are i n the Gavilan 

Mancos O i l Pool, and — 

MR. LEMAY; Which c o n t r a c t — 

excuse us, but which c o n t r a c t are you t a l k i n g about? 

Is t h i s a c o n t r a c t t h a t you 

submitted i n evidence? 

MR. ROBERTS: No, no, I d i d not 

submit i t . 

MR. NANCE: These were the L i n 

d r i t h Unit Wells. 

MR. LEMAY: They are r e f e r r e d 

to i n t h a t l e t t e r t h a t we have? 

MR. NANCE: Yes, s i r . Okay, t o 

the extent -- okay, to the extent t h a t they are not consid

ered p a r t of t h i s — p a r t of t h i s pool, t h e - - i t may not be 

germane, but I j u s t a t l e a s t wanted t o extend t h i s as basis 

f o r El Paso's n e g o t i a t i o n s of new cont r a c t s and i n the area, 

i f not i n the p o o l , and may I o f f e r i t at l e a s t t o t h a t ex

tent? 

MR. LEMAY: Do you ob j e c t t o 

t h a t , Mr. Roberts? 

MR. ROBERTS: I want to lodge 

my o b j e c t i o n f o r the record. 

MR. LEMAY: We'll take t h a t un

der c o n s i d e r a t i o n and w e ' l l e i t h e r accept or r e j e c t the e v i -
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dence based on f u t u r e d e l i b e r a t i o n . 

MR. NANCE: That's f i n e . 

Q Mr. Wiseman, you have i n d i c a t e d our res

ponse t o Mr. Merrion's request of El Paso and our on-going 

e f f o r t t o t r y t o accommodate h i s — h i s wishes, although the 

terms t h a t he was suggesting seemed not to coincide w i t h our 

needs on each occasion. 

You have also i n d i c a t e d what El Paso's 

cu r r e n t proposal s t i l l would be t o Mr. Merrion to o f f e r him 

an o u t l e t f o r h i s gas. 

Do you f e e l t h a t El Paso has made a good 

f a i t h e f f o r t t o f i n d a s o l u t i o n t o the problems i n t h i s 

case? 

A Yes, I do. Mr. Merrion t e s t i f i e d t o , and 

I don't t h i n k e i t h e r of us are r e a l l y exact on what the date 

was, but I be l i e v e i t was i n l a t e 1984, perhaps December, 

1984, when he f i r s t t a l k e d to Richard Jordan, who was one of 

my subordinates at t h a t time, about these w e l l s , and Richard 

discussed w i t h him the p r o v i s i o n s of what he r e f e r r e d to as 

the $2.00 c o n t r a c t . 

He declined t h a t c o n t r a c t a t t h a t time. 

To my way of t h i n k i n g a t t h a t time, he was o f f e r e d a con

t r a c t and r e j e c t e d i t . 

He was also o f f e r e d , as p a r t of the f a i r 

l y extensive conversations t h a t I had w i t h him from time t o 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

112 

time i n h i s o f f i c e s and on the telephone, about c o n t r a c t r e 

n e g o t i a t i o n s and our c o n t r a c t cure program, he was o f f e r e d a 

number of o p p o r t u n i t i e s wherein exchange f o r a c e r t a i n con

s i d e r a t i o n El Paso would be w i l l i n g t o provide him a con

t r a c t not u n l i k e these c o n t r a c t s — depending upon when we 

entered i n t o i t , something along the l i n e s of these con

t r a c t s , the f i v e c o n t r a c t s , or so, t h a t I went through w i t h 

Mr. Roberts. 

That could have happened a t any time 

s t a r t i n g i n the summer of 1984 and c o n t i n u i n g i n t o 1986 when 

we s t i l l had c o n t r a c t cure n e g o t i a t i o n s going on w i t h 

various people. 

So t h a t was the second o p p o r t u n i t y . 

We've also suggested t h a t Northwest Pipe

l i n e i s a s i g n i f i c a n t purchaser i n t h i s pool and t o the ex

t e n t t h a t he entered i n t o a c o n t r a c t u a l arrangement w i t h 

Northwest P i p e l i n e , we would provide f r e e t r a n s p o r t a t i o n t o 

Northwest under our Basin Exchange Agreement, which i s a 

f r e e exchange between the two p a r t i e s . 

We also suggested t h a t i f he were to con

nect the gas t o us, he might have an o p p o r t u n i t y t o s e l l i t 

e i t h e r t o El Paso Gas Marketing Company a t t h a t time, or t o 

another e i t h e r d i r e c t end user or perhaps another marketing 

e n t i t y along the same l i n e s . 

And along those l i n e s I should p o i n t out 
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there was — there was a l i t t l e b i t of disc u s s i o n , I be

l i e v e , i n your cross examine of Mr. Merrion, about the 

gathering and t r a n s p o r t a t i o n fees associated w i t h s e l l i n g 

t h a t gas on the spot market. 

I f t h a t gas were sold i n the spot market 

and i t were sold t o what i s c a l l e d the displacement customer 

i n our market area, t h a t i s a customer who i s burning nat

u r a l gas i n our market area, there i s no 23 cent gathering 

fee. There i s a f i e l d , f u e l , and shrinkage fee, t h a t number 

i s c u r r e n t l y 10 percent, representing the compression f u e l 

and the shrinkage out i n the f i e l d and t h a t i s a 10 percent 

shrinkage f a c t o r would be the only r e d u c t i o n . 

There i s also a mainline f u e l r e d u c t i o n 

of 5 percent which a f f e c t s , b a s i c a l l y a f f e c t s the net back 

p r i c e t h a t the end user would pay Mr. Merrion, but t o the 

extent t h a t were sold t o an e x i s t i n g gas consumer on our 

system, which i s a p r e t t y good d e s c r i p t i o n of a displacement 

customer, t h a t 23 cent gathering fee woud not apply because 

t h a t e x i s t i n g customer i n the s t r u c t u r e of h i s — of h i s 

t r a d i t i o n a l market r a t e s , i s already paying those gathering 

costs. 

So i n summary, I'd answer your question 

i n summary, I b e l i e v e we've made a number of proposals t o 

Mr. Merrion i n c l u d i n g o f f e r i n g him one c o n t r a c t , o f f e r i n g 

him a v e h i c l e f o r another c o n t r a c t , and o f f e r i n g three d i f -
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f e r e n t a l t e r n a t i v e s t o a s s i s t him i n marketing h i s gas. 

He st a t e d t h a t he doesn't l i k e Northwest 

P i p e l i n e , he l i k e s El Paso, and he would p r e f e r t o s e l l t o 

us. I don't know — I f i n d i t a l i t t l e b i t strange t h a t El 

Paso i s being hauled before the Commission before he has 

even t a l k e d to the major purchaser i n the Gavilan Mancos 

O i l Pool. 

So I b e l i e v e El Paso has acted very much 

i n good f a i t h i n these n e g o t i a t i o n s and done ev e r y t h i n g we 

can, short of El Paso simply assuming the l i a b i l i t y f o r an 

over-supply of gas and o f f e t t i n g Mr. Merrion's l i a b i l i t y of 

having an investment and not g e t t i n g any r e t u r n on i t at 

t h i s p o i n t . 

Q Mr. Wiseman, i s i t your o p i n i o n t h a t El 

Paso has i n any way unreasonably d i s c r i m i n a t e d against Mr. 

Merrion? 

A I do not be l i e v e we've d i s c r i m i n a t e d 

against Mr. Merrion i n any way. 

Q I s i t your o p i n i o n t h a t i f these w e l l s 

were connected to El Paso's system and El Paso were i n f a c t 

r e q u i r e d t o purchase the gas, t h a t i t would tend t o work an 

economic hardship on El Paso? 

A Yes, i t i s . 

MR. NANCE: Mr. Chairman, I 

have no f u r t h e r questions. 
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MR. LEMAY: I need t o ask 

whether t h i s November 4th l e t t e r , the response t o Mr Mer

r i o n , i s p a r t of the record and whether t h a t was accepted by 

both counsel f o r the record. 

MR. ROBERTS: Mr. Merrion has 

stat e d t h a t he d i d not receive t h a t l e t t e r . 

MR. NANCE: Mr. Chairman, t h i s 

copy t h a t we have i s an unsigned copy as was the p r a c t i c e 

at El Paso t h a t an unsigned copy on p l a i n paper r a t h e r than 

El Paso's l e t t e r h e a d paper would be maintained i n our f i l e s 

and so i t ' s d i f f i c u l t f o r us w i t h the copy t h a t we have t o 

be a b s o l u t e l y sure t h a t — t h a t an o r i g i n a l of t h a t l e t t e r 

was ever received by Mr. Merrion. 

MR. LEMAY: Is there any objec

t i o n t o have t h a t be p a r t of the record w i t h the s t i p u l a 

t i o n s t h a t Mr. Merrion does not r e c a l l seeing i t and also 

t h a t there's no guarantee t h a t i t r e f l e c t s the o r i g i n a l t h a t 

might have been sent? 

MR. NANCE: El Paso's primary 

purpose i n having the l e t t e r made a pa r t of the record i f 

th a t ' s appropriate would simply be t o show t h a t we d i d i n 

f a c t respond i n w r i t i n g t o Mr. Merrion's request and d i d not 

simply leave the request unanswered. 

MR. ROBERTS: I have no objec

t i o n to i t s admission but w i t h the s t i p u l a t i o n we s t a t e d , 
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Mr. Chairman, t h a t Mr. Merrion does not acknowledge t h a t he 

received t h a t l e t t e r and there has been no — no proof t h a t 

i t was received. 

MR. LEMAY: May I see i t f o r a 

minute? 

MR. LEMAY: Mr. Wiseman, cross 

examination? 

A Mr. Chairman, w i t h regard to t h a t copy i n 

your hand — 

MR. ROBERTS: I have no ques

t i o n s . 

A — our p o l i c y , the way we handle our mail 

i s t h a t t h a t f i l e copy i s detached a t the time of ma i l i n g 

from the o r i g i n a l , detached from te o r i g i n a l a t the time of 

m a i l i n g , so i t ' s c e r t a i n l y my b e l i e f t h a t i n f a c t we d i d 

mail i t . 

CROSS EXAMINATION 

BY MR. LEMAY: 

Q I see. My purpose i n t h i s i s t o t r y and 

get an idea what was unacceptable i n Mr. Merrion's l e t t e r , 

which i s E x h i b i t Four, page seven. 

You s t a t e d i n t h i s l e t t e r t h a t the s t i p u 

l a t i o n s on take-or-pay were unacceptable. 

Is i t our understanding t h a t the market-
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out p r i c e t h a t was o f f e r e d by Mr. Merrion i s n ' t an accep

t a b l e p a r t of the ne g o t i a t i o n ? 

A No, s i r . The primary problem r e l a t e s t o 

i f El Paso were t o assume c o n t r a c t u a l o b l i g a t i o n to purchase 

200 MCF a day of non-swing gas, t h a t t h a t would normally s i t 

i n the f i r s t p r i o r i t y f o r production. That would cause 200 

MCF of gas t o f a l l o f f the other end because there's not 200 

MCF of a d d i t i o n a l market, j u s t 200 MCF of a d d i t i o n a l supply. 

The second problem t h a t I would have, 

which i s something t h a t has come up even since t h a t time, i s 

t h a t a t present El Paso i s not purchasing any NGPA vintage 

nonswing gas. That i s being purchased under the — under a 

— outside of the c o n t r a c t and under a c o n t r a c t w i t h El Paso 

Gas Marketing Company. 

To the extent t h a t we do not have the 

u n i l a t e r a l r i g h t t o do t h a t i n many of our c o n t r a c t s , the 

producers i n d e l i v e r i n g t h a t gas to El Paso Gas Marketing 

are accepting the co n d i t i o n s of our w r i t t e n proposal t h a t 

says t h a t i t ' s outside the c o n t r a c t but they preserve any 

r i g h t s t h a t they may have i n the l i t i g a t i o n area f o r El Paso 

not t a k i n g t h a t gas, f o r El Paso Natural Gas Company not 

t a k i n g t h a t gas under i t s c o n t r a c t . 

I would see t h a t — t h a t p a r t i c u l a r s i t 

u a t i o n being an a d d i t i o n a l log on the f i r e of the l i t i g a t i o n 

t h a t ' s c u r r e n t l y pending between Merrion O i l and Gas and El 
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Paso, which has served t o aggravate the c o n d i t i o n s of t h a t 

l i t i g a t i o n . 

Q I wasn't t r y i n g t o aggravate any addi

t i o n a l l i t i g a t i o n , t h a t ' s f o r sure. 

I was t r y i n g to get a c l e a r view of El 

Paso's p o s i t i o n concerning the o f f e r and c o u n t e r - o f f e r s t h a t 

have been — t h a t have t r a n s p i r e d i n the mail here. I won

dered i f i n view of what you've s a i d , you say market condi

t i o n s today would even negate your l e t t e r of November 4th, 

1986, as t o your i n t e n t s i g n i n g up a d d i t i o n a l casinghead 

gas ? 

A I'm saying t h a t t h a t ' s an a d d i t i o n a l 

problem. 

Q I see. 

A But the f a c t simply remains t h a t El Paso 

i n agreeing to purchase t h a t gas would be t a k i n g on addi

t i o n a l l i a b i l i t y , e i t h e r f o r not producing i t as the con

t r a c t would r e q u i r e us t o do so, becaue of our reduced mar

ket r i g h t now, and t o give you an idea, we've got about 800 

— 809 cubic f e e t a day of nonswing gas and about 600-mil-

l i o n cubic f e e t a day of market, t o give you an idea of the 

— of the c u r r e n t s i t u a t i o n . 

El Paso would be assuming c e r t a i n f i n a n 

c i a l l i a b i l i t y , whether i t be f o r not t a k i n g t h i s gas under 

a c o n t r a c t where we had agreed to do so, or f o r take-or-pay 
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l i a b i l i t y on the other end w i t h whoever's 200 MCF a day d i d 

not get produced. 

So we would be assuming f i n a n c i a l l i a b i l 

i t y . That l i a b i l i t y p r e s e n t l y i s Mr. Merrion's l i a b i l i t y t o 

the e xtent t h a t he's gone out and d r i l l e d a w e l l f o r which 

he does not have a market a t t h i s time, so he's got an i n 

vestment w i t h no r e t u r n c u r r e n t l y . 

And h i s options f o r g e t t i n g r e t u r n on 

t h a t investment are c l e a r l y t o s e l l the gas i n t o the spot 

market. 

Q I was t r y i n g to approach t h a t from a d i f 

f e r e n t avenue, Mr. Wiseman, and t o the extent t h a t you are 

t a k i n g casinghead gas as a common c a r r i e r i n t h i s f i e l d and 

w i l l take on a d d i t i o n a l w e l l s , would i t be conceivable t h a t 

— t h a t your takes could be reduced p r o p o r t i o n a t e l y i n the 

Gavilan F i e l d to accommodate those w e l l s t h a t are shut in? 

Would t h a t be a p o l i c y t h a t El Paso has i n s t i t u t e d i n the 

past or could l i v e by i n the f u t u r e ? 

A I can't speak f o r what the management of 

the company would agree t o , but again, El Paso Natural Gas 

Company i s not purchasing any gas from t h i s f i e l d unless 

there are some NGA w e l l s under c o n t r a c t . To my knowledge 

there are not. There i s only NGPA vintage gas under t h i s 

l i s t of c o n t r a c t s we've looked a t and t h a t gas i s not being 

purchased by El Paso n a t u r a l Gas Company at t h i s time. 
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Q I t ' s been released and i t ' s being c a r r i e d 

by El Paso Marketing, i s i t ? 

A El Paso Gas Marketing i s purchasing and 

r e s e l l i n g t h a t gas a t spot market p r i c e s . We are — we are 

merely the t r a n s p o r t e r , El Paso Natural Gas. 

That i s — t h a t i s going to be the s i t u a 

t i o n f o r the foreseeable f u t u r e . 

MR. LEMAY: Are there any other 

questions of Mr. Wiseman? 

A I do not know what the purchasing, cur

r e n t purchasing of Northwest P i p e l i n e i s . They may be pur

chasing . 

MR. LEMAY: Mr. Chavez. 

QUESTIONS BY MR. CHAVEZ: 

Q Mr. Wiseman, d i d — would i t be accept

able today i f you added t h a t 200 MCF of nonswing of Mr. Mer

r i o n ' s and take 200 MCF of j u s t swing gas o f f a t the other 

end or somewhere else? 

A To the extent t h a t t h a t swing gas i s n ' t 

even being produced r i g h t now, t h a t would s t i l l aggravate 

somebody's problem. I f you stop and t h i n k about what we are 

producing r i g h t now, we are producing only NGA vintage non-

swing gas and a l i m i t e d amount of NGA vintage swing source 

gas. That gas has no other o u t l e t short of f i l i n g f o r and 
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r e c e i v i n g abandonment from the FERC. So i f — t o the extent 

t h a t we take 20 0 MCF from Mr. Merrion, the only way t h a t we 

could o f f s e t t h a t would be i f — and not — not gore 

somebody else's ox, would be i f Mr. Merrion had 200 MCF a 

day of NGA nonswing gas t h a t he shut i n , and i t would have 

to be i n w e l l s where he was 100 percent working i n t e r e s t 

owner. 

That would "the only way where El Paso 

would be undamaged by being o b l i g a t e d t o take a d d i t i o n a l 

s u p p l i e s . That's the only t h i n g t h a t comes to mind t h a t 

would work. 

Q Thank you. 

MR. LEMAY; Any other 

questions of Mr. Wiseman? 

Mr. Taylor. 

CROSS EXAMINATION 

BY MR. TAYLOR: 

Q Mr. Wiseman, you said t h a t around 1982 or 

sometime i n 1982 you s t a r t e d — El Paso i n i t i a t e d e i t h e r a 

moratorium or a no new purchase — 

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

Q Since t h a t time you d i d i n d i c a t e , how

ever, t h a t you had renegoti a t e d c o n t r a c t s or taken on addi 

t i o n a l gas supplies pursuant to the r e n e g o t i a t i o n s or a l -
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ready dedicated acreage. 

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

0 To the c l o s e s t of your e s t i m a t i o n how 

much a d d i t i o n a l gas supply have — has been taken on since 

t h a t time? 

A I ' d be guessing; j u s t an o f f the w a l l es

t i m a t e , I don't b e l i e v e we've increased our d e l i v e r a b i l i t y 

w i t h these new purchases by more than -- you r e f e r r e d to i n 

our c o n t r a c t here program, I'd be s u r p r i s e d i f we added more 

than 3 percent t o our d e l i v e r a b i l i t y . 

At the same time we have entered i n t o a 

number of release arrangements and uncontracted some gas 

t h a t had been contracted t o us, reducing our d e l i v e r a b i l i t y . 

Q Also I d i d n ' t understand your explanation 

of why you couldn't take t h i s gas and i n a sense w r i t e i t 

o f f against some take-or-pay l i a b i l i t y of Mr. Merrion's. I f 

you take t h i s gas and d i r e c t l y w r i t e gas you're t a k i n g from 

these w e l l s against any l i a b i l i t y you had, or you get t o him 

each month, i f you're not t a k i n g gas from him or t a k i n g gas 

from him from other w e l l s , t h a t wouldn't a f f e c t other produ

cers, would i t ? 

A Again, the — you have t o remember the 

nature of t h i s gas t h a t he would l i k e under c o n t r a c t , being 

nonswing gas. 

Q Right. 
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A And t h a t gas w i l l be produced. I t ' s not 

gas where we're i n c u r r i n g a take-or-pay l i a b i l i t y ; i t ' s gas 

we'd have t o be producing every day or we'd defeat the whole 

purpose of p u t t i n g t h i s — p u t t i n g t h i s on — 

Q No, but you would w r i t e o f f t h i s gas 

against other take-or-pay l i a b i l i t y you may have owing or 

come due to him from other w e l l s t h a t you have. 

A But from a p h y s i c a l take p o i n t of view, 

someone else on our system would s u f f e r whichever w e l l 

d i d n ' t get on production t h a t made 200 MCF a day somewhere 

i n a d i f f e r e n t pool; t h a t gas would not get produced and we 

would incur take-or-pay l i a b i l i t y t h e r e . 

Q Well, you may or may not incur take-or-

pay l i a b i l i t y t h e r e . Would you a b s o l u t e l y incur take-or-pay 

l i a b i l i t y ? 

A Take-or-pay l i a b i l i t y , yes. 

Q Right, against — against a l l other --

A Some swing source production. 

Q — a l l other w e l l s t h a t are nonswing? 

A I t ' s a t h e o r e t i c a l c a l c u l a t i o n , but yes, 

i t ' s 200 MCF a day of take-or-pay l i a b i l i t y . 

Q Well, I don't understand i t . Does a l l 

your nonswing gas have take-or-pay l i a b i l i t y connected w i t h 

i t ? 

A Nonswing gas? 
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Q Yeah, your — 

A Our swing source gas does. 

Q But you're not t a k i n g any swing source 

gas, are you? 

A Yes, we are. Some NGA swing source gas. 

Q Okay, thank you. 

MR. LEMAY: Are there any other 

questions of Mr. Wiseman? 

MR. NANCE: Mr. Chairman, I have 

one question on r e d i r e c t , i f I may. 

REDIRECT EXAMINATION 

BY MR. NANCE: 

Q Mr. Wiseman, do you know i f El Paso's 

purchases have added t o El Paso's t o t a l reserves? 

A Our new dedications as p a r t of c o n t r a c t 

cure? 

Since the c o n t r a c t cure program s t a r t e d , 

our new dedications have not o f f s e t the de c l i n e i n d e l i v e r 

a b i l i t y . Whether or not i t a c t u a l l y p h y s i c a l l y added t o r e 

serves, i t may or may not have; as to d e l i v e r a b i l i t y , which 

i s the more immediate problem, i t has not — i t has not i n 

creased what our d e l i v e r a b i l i t y was before. I t , o b viously, 

our d e l i v e r a b i l i t y would be somewhat lower. I t continues t o 

be something i n the range of 2 . 9 - b i l l i o n cubic f e e t a day of 
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d e l i v e r a b i l i t y , w i t h a market of about 6 0 0 - m i l l i o n cubic 

f e e t a day. 

MR. LEMAY: Any f u r t h e r 

questions? The witness may be excused, and w e ' l l have 

c l o s i n g arguments and any statements. 

MR. ROBERTS: Mr. Chairman, we 

would submit c l o s i n g i n w r i t t e n form i f you would desire 

t h a t t o be done. 

MR. LEMAY: We'd welcome t h a t . 

Is t h a t agreeable, Mr. Nance? 

MR. NANCE: I have s i x p o i n t s 

t h a t I would make i n three minutes and I can handle i t j u s t 

as e a s i l y here as i n w r i t i n g , but i f t h a t ' s your preference, 

we c e r t a i n l y w i l l . 

MR. LEMAY: I t h i n k given the 

time i f y o u ' l l do i t i n w r i t i n g w e ' l l appreciate t h a t . 

Do we have any other — anyone 

i n the audience t h a t would l i k e t o submit a statement a t 

t h i s time concerning t h i s case? 

No other statements? 

We'll take the case under ad

visement. 

The hearing i s adjourned. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY CER

TIFY the foregoing T r a n s c r i p t of Hearing before the O i l Con

se r v a t i o n D i v i s i o n (Commission) was reported by me; t h a t the 

said t r a n s c r i p t i s a f u l l , t r u e , and c o r r e c t record of t h i s 

p o r t i o n c f the hearing, prepared by me t o the best of my 

a b i l i t y . 


