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Application of the Commission upon its Case No. 692
own motion for an order revising Rule
404, -NATURAL GAS UTILIZATION, pertaining
to the utilization of natural gas from a
gas well in the manufacture of. carbon

black. ’

IN THE MATTER OF: ' g
)
}

TRANSCRIPT OF PROCEEDINGS

MR. IDEN: I am E. C. Iden, Albuquerque, New Mex%gg, appear-
ing here representing Qpntingntal Carbon Company and éh%égoﬁbhemical
Company,'both of which companies are manufacturers of carbon black
in the State.of New Mexico. We have discussed this matter with the
Commission. We are not an applicant here but we are prepared to
give any facts and information which we can to the Commission and
I am not too sure I understand your procedure but I assume that
what I:should do is enter an appearancevand intervene in the Case
so that we may present such matters as our interest may seem to re+
quire.

MR. SPURRIER: You may proceed.

MR. IDEN: 1 have no prepared statement of any kind, and

no very well conceived statement to make. Our position is that thq

Ww

use of natural gas for the manufacture of carbon black should not §

' be construed as waste by Rule of this Commission. The companies
| _

fthat I represent here have substantial interest in the Stage of

i
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to the utilization of natural gas from a

%is gell in the manufacture of carbon
ack.
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MR, IDEN: I am E. C, Iden, Albuquerque, New Q?gico, appear-
il
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ing here representing Continental Carbon Company and Wh?tco Chemical

Company, both of which companies are manufacturers of carbon black
in the State of New Mexico. We have discussed this matter with thé
Commission. We are not an applicant here but we are prepared to
give any facts and information which we can té the Commission and
I am not too sure I understand your procedure but I assume that
what I:ishould do is enter an appearance and intervene in the Case
80 that we may present such matters as our interest may seem to res
quire. |

MR. SPURRIER: You may proceed.

MR, IDEN: I have no prepared statement of any kind, and

no very well conceived statement to make. Our position is that thq

W

use of natural gas for the manufacture of carbon black should not
be construed as waste by Rule of this Commission. The companies

that I represent here have substantial interest in the State of
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R |
New Mexico. They are employers of quite a lot of labor and they

pay substantial taxes. It is a home industry and I feel that it
is discriminatory by Rule of this Commission to provide that the
manufacturer of carbon black, no matter what source it may be manuf
factured, whether from natural gas or otherwise, all we are concerngd

about here is natural gaslshould be absolutely regarded as waste.

It seems to me that the safety and the only test is whether or not{
there is such a demand and such a market for the product which the&
produce that they are enabled to compete in the open market for
that raw product in the State of New Mexico.

I appreciate that the producers of natural gas must have
and should have the best market available. I don't care whether
it is so far as my idea about it is, I know there is a difference
in view about that but my thought is; that it doesn't make any
difference whether that market is in New Mexico or ﬁhether it is

in some other State, the producers of natural gas will have to hav

142

a market or you will have no gas produced, but it seems to me that
there should not be discrimination as to that use so long as there
is a demand for the product and as I say the matter should be left
to a competitive field. To illustrate what runs through my mind

about it, I don't pretend to be an expert on these things, but here
under this Rule 404, carbon black company is absolutely precluded. ;
at leaspiﬁz regard those two companies that I represent and that I

have mentioned, although I understand that some other carbon black

companies that are not 80 restricted in their use. We regard that

under our authority, we are abgolutely precluded from usings 4 may

| get confused about the terms-but natural gas from wells for the
| |

b e UG )

ADA DEARNLEY & ASSOCIATES
COURY REPORTERE
ROOM 105-106, EL CORTEZ BLDG.
PHONES 7-9645 AND 3-9546
ALBUQUERQUE. NEW MEXICO

-2-



{
?
!
i
{

s e i e

Lsenseﬁthatwfnom-aﬂselfish~economicuviewpointmoﬂva_citizenmoﬁﬁthe—ﬂj

manufacture of carbon black. I take it that there can be no quest#on
but that practically all of your natural gas goes out of the State|
of New Mexico. Presumably if one company pays the price for that |
New Mexico gas and starts a carbon black industry in the State of
California, you could use our New Mexico gas for the manufacture
of carbon black in California or put your plant over into the Arizpna
line of outside the State of New Mexico and there would be no pfo~
hibition, as I understand it ,against the use of that gas; but under|
this Ruié our home people and our home industry cantt use that gas
in the State of New Mexico for the manufacture of carbon black.

It seems to me that is wrong.

o

Mr. Shaffer is here, who can, I think, give any informatio:
if anybody wants any further information,as té the status of his
company and their use. My understanding is that those companies
are in this position; their whole situation at the present time,
must be regarded as indefinite and uncertain and temporary. They
have in mind,I think, substantial expenditures in the State of New
Mexico to enlarge their facilities. But they dont!t feel that they
are protected in doing that so long as this discriminatory Rule,as
we believe it is,is in existénce. Therefore it seems to me, I don!t

know whether this is the only thing involved in this case or not but

as I remember the Rule it seems to me that . ~3Subs, Section h”thatl

i

so provides and it seems to us that that provision should befelimiﬁated"

. . |
from the Rules of this Commission, Unless someone has some questié¢ns

Eof Mr. Shaffer who, I will be glad to have sworn and give testimon?

if there are any other questions, that is about all I have to say .

‘on the subject. It seems to me a matter of just ordinary common

i
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State 01l New MexXico aid I suppose we cant
viewpoint, that if the use of that natural resource of New Mexico
can be used in industry in the State of New Mexico, that certainly
no stumbling blocks should’be put in their way.  As I understand
it,and we are not complaining or critical of other conipanies which
might be intérested,whether it is pipeline or bil>producing compan
or otherwise,but as I understand it the thought is,at least one
school of thought, that they should be limited to flare gas or som
other kind of gas for this purpose, Well, I assume if that is a
lower grade of gas probably it can be purchased cheaper for the
purpose. If it is just as suitable'then the economics of the

situation become effective and they will purchase that kind of gas

purchasing any kind of gas that they produce, demand and market
for their product in New Mexico will Jjustify.
MR. SHAFFER: I would be glad to answer any questions.
M. F. SHAFFER

the witness, having been first duly sworn, testified as follows:

DIRECT EXAMINATION

It seems to me that there ought not to be any discrimination againg

.

—~— | N g
rom any outner

ies

By: MR. IDEN:

Q@ Will you state your name, please?

A My name is M. F. Shaffer.

Q What is your connection with the two companies which I
mentioned?

A I am manéger of the gas division for both companies.

Q How long have you been such manager?

i A A little over three years.

J’,_...,_.__Q_.._._Mill_you.tell.,t.he_Commissi.on.,--Mn.MShaiffez'—-,n«in—meremor——»lessJ
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>3ust general terms, 1f anyone wants detall we can give it later,

what the plant and facilities of these two companies are in the
State of New Mexico. |

A Our two plants, [ am speaking of now. Continental Carbon
and Whitco Chemical Company,are at a common site located in Lea
County. We have permits issued by this Commission in volumes of
gas for Continental Carbon, 38,000,000 cubic feet a day. In Whitco
Chemical Company the volume, I believe is 28,000,000 cubic feet
per day, making a total of 66,000,000 on the two plants. We are |
restricted to the utilization of casinghead gas, casinghead residue
at the present time. The gas for the Continental plant is presentily
being purchased, residue gas from the Skelly 0il Company. The gas
we are purchasing for the Whitco Chemical plant has until the firs%
of the year been purchased from Phillips Petroleum Company, the

contract was terminated at that time. At the present time, I might

say, that we are operéting on a temporary basis, temporary gas pur

L 4

chase contract with El Paso Natural Gas Company. We have found it
extremely difficult to go out in the open market in the field and

find gas that is available. There is surprisingly little flare gas

I believe, in the field, Where yourdo find it,it is in isolated |
spots but where the}economics would not Jjustify the installation %
of gas gathering system. Recently we have negotiated a contract, ‘
Whitco Chemical Company for the purchase of approximately 20,000 O&O
cubic feet per day of casinghead gas direct from the producers. i

We find that mixed with this casinghead gas there is a ;

small quantity of gas, 1lift gas. As you well know the gas, the

,source of the gas for the gas 1ift, I do not know but I presume it

Lis from gas wells. Thgmggsmlgseamlhs*idenhltymwhen“youwputnlt,down
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in the 0il well and 1ifﬁ it. It loses the pressure and it is pro-
duced with casinghéa& gas énd there is no way of separating it. I
believe under Sub. ., Section 3, the gas 1lift gas has to be procesded
in a gasoiine plant prior to its utilization. We do not have a
gasoline plant. We would like to be given the right to utilize this
volume of the gas lift gas along‘with the casinghead gas directly
into our plant.

Q@ Mr. Shaffer, for ﬁhe récord, will you .tell the Commission
approximately how many employees you have at your plant?

A The two plants employ 77 men and assuming that there is
four people in each family, that means approximately 300 families
are dependent on these two plants,on}people, I mean.

Q What are the major uses of carbon black that you maké?

A The major use of carbon black is for compound rubber in YOdr
autcmobile tires. Were it not for carbon black, I am told, that the
life of rour automobile tire would be considerably shortened. - Thersd
may be a substitute at some future date but I dont't believe that
the record will reveal that they have found one at this time.

MR. IDEN: I believe that is all I have. Unless you have

something further?

! A I have nothing further.
i .

' MR. SPURRIER: Does anyone have a question of Mr. Shaffer? |
i

MR. FOSTER: Would vou mind stating for the record why the

contract between your company and Phillips was terminated? |

! A No, Mr. Foster. Our contract with Phillips Petroleum Gompdny
| ' _ |
for the purchase-of casinghead residue gas was subserviet to El Paso

Natural contract. The first of this year E1 Paso saw .'it to call'é

for that @aSe

e——— S |
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By: MR. FOSTER:

Q We got considerably higher price for it

A éhat is right.

Q Did your company meet competitive gas prices in the field?

A I believe we fairly well met them, Mr. Foster, if you woul&
care to know what our prices are, I am here to give them tb you.

Q Would you>mind? |

A Under our purchase contract with Skelly, it is divided int¢

three sections. The first section calls for the purchase of 18,000,000

feet a day. That price at the present time is five cents per thousgand.
‘The price increases, I believe, the 17th of next month to six cent
per thousand, that is delivered at our plant. The next contract thit
we entered into with Skelly provided forbthe delivery of 20,000,001,
the price of that gas is seven point<two cents per thousand. Thes
are on a 14 - 65 pressure basis.  The third contract for 8,000,000
feet a déy which gas was going to be turned by Continental Carbon

over to Whitco was for seven and one half cents per thousand. Cur

weighted average price paid during 1953 to the two plants was five
point eight eight cents per thousand. I believe that is the corregt

figure. 1 have it here.

Q How does that compare with the general pipeline price .of

gas?

t
H
i
i

A At one time you recall that the price we were paying Phillips

z ¥
lwas identical with the price that El Paso was paying you which was;
‘ |
; - . s . |
+five cents. I believe at the present time that you are receiving ;

i
H

seven for your casinghead residue.

Q Generally the pipelines pays a little better, don't they?

|
A Yes, Sire o
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Q Why is that?

A VWell, their economics are a little different. It goes in
their rate structure. We have no rate structure.

Q@ You recognize any relationship between price and waste?

A Well, I think that the higher the price the less waste you
are going to have. '

Q> Of course, fou‘do recognize the fact that when a commodity
* | : is being sold at a low pricé that that is conducive to waste, is it
not?

-A Well, I would say so, but it may not be so in this case be+
cause the commodity that is being produced is such that the econom*cs
cannot justify too great a price. In other words, 1 dontt feel
like that we could go out to the well head of a gas well-in this
State even if I knew of one that is not connectéd or under contract.
I don't believe we could go out and meet Permian Basiﬁsprice. I
don't believe we could go out and meet El Paso's price at the well

Q@ Don't you think that when some segment of the ecomony can'?
meet competitive prices that is evidence of wastef |

A No,y, I dont't believe so. I believe that the product that
is manufactured here is the justification for our existence.

Q Well, I am not trying to justify your existence, I am just i

trying to find out whether your practice in paying less for gas,
in other words, you are telling the Commission you are engaged in %

the business, the economics of which won't permit you to compete %

'with other purchasers of gas as far as their price of the gas is » <

concerned. Isn't that evidence to you that your business is waste~ ‘
|

ful?

U
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. A,
A Mr. Foster, to me the evidence is that if we can pay-as gobd

as we can and try to exist, it doesn't necessarily mean that waste|
is occufring. I would like to dfaw a little picture here. If you
are operating on a low salary when you go down to the meat mafket

and you buy a pound of bac¢on, you have a choice of paying the top
price and getting the top quality or you have»the choice of paying
the lower price and staying within your budget. We are no differeht
from that. The gas that we are buying here is low pressure gas. :It
is gas that has been flared from these gasoline plants from time
to time as you well knbw. It certainly has no value. If it is

being vented from flare and we are paying a price for that gas, that
keeps us from flaring and keeps several plants from flaring.

Q But your position is, you want cheap gas to run your plant
with and you dontt feel that you are in a position to go into a
freéj;pen competitive market and obtain that gas, do you?

A Well, I will‘say this, that in the last two years, wé!havé

entered into these other two contracts, the last three years for

the purchase of the gas at 7.2 and 7.5. There is certainly going
to be a limit to where we can go and operate, but we are still in |

business. When we can't meet the going price and when we can't l

1

negotiate for our gas and our contracts terminate then we will hav?
!
to retire. !
t

Q Of course, your asking to have this Rule changed is so tha

!
you won't have to meet the price? :
|

A No, not at all. As a matter of fact, we have contracted |

{

for the gas well within the price range of what is being paid. If

we couldn'!t, Mr. Foster, we couldn't have bought it, trying to buy;

i_gas.. Have you been out _lately to try and buy gas in Lea County. or
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any place? It is a tough proposition.

Q It is getting higher all the time?

A It sure does. »

Q Why is it that you want the Commission to use well gas for
the manufacture of carbon black?

A I think the Rule as it presently stands, is discriminatory
and it permits,_I mean it precludes compeﬁition in the open field
of purchase here, not that we could meet it, I don't believe we
could. It is kind of locking the stables after the horse is gone.
I dont't know whether we could buy any gas well gas.,

Q You are wanting to knock out Section, provision 4 of Rule
LOL? |

A I want relief under s5.Subé, Section 3 of gas well gas. I
think it would be proper and fitting if they take =::Subs Section
4 out, I don't think we have a wasteful industry.

" Q  You wént to take the gas at the well head?

A VYes, sir; | |

Q And not take residue after it has gone through a gasoline
plant?

A No, we prefer to gather it. We are gétﬁing ready to make
an expenditure now to lay a gathering system.

' Q Don't you recognize that that is wasteful?

A Gathering gas at the well head?

Q Taking gas at the well head and burning it to make carbon

i black? ‘ A No, I don't. |
Q You don't think that is wasteful? A No, sir, I dont't.

Q You do know that you destroy the hydro carbon elements of;

L-the- 888 dON b Y OU P e
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A What do you mean by destroy it?
Q You burn them in smoke aﬁd put them out through the chimne&
and. dissipate them to the atmosphere.

A -%hey do the same thing under hoilers.

Q What?

A They do the same thing when they fire a boiler.

Q You utilize a great deal ﬁore Sf the heat element using it
for fuel ﬁurpoées,than you do in using it for carbon black? |

A We can'. replace: more of the hydro carbon, in the manufacture
of carbon black than you do under the boiler.

Q You are just saying it ain't replaceable?

A That is right. |
By: MR. IDEN:

Q You don't have money to buy a Cadillac but do have the mongy
to buy a Ford say, you don't think there should be any Rule of Law
prohibiting vou from buying a Cadillac? -

A That is right. They may have to come and get it.

MR. SPURRIER: Anyone else have a question of Mr. Shaffer?

If not, the witness may be excused. |
MR. EVERETT: I would like to ask Mr. Shaffer a question.‘
MR. SPURRIER: Mr. Everett. ’
By: MR. EVERETT:

MR. EVERETT, Ohio 0il Company.- |

Q Are you familiar with the decision in the Supreme Court of
| Wyoming in which the use of gas for carbon black is declared by the
Court decree to be wasteful use? A No, sir.

’ Q I may suggest that you read that before Judge Foster asks

3

S e
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you any more questions.,
. MR. SPURRIER: Anyone else? If not the witness may be
excused. ,
(Witness excused)

‘MR. SPURRIER: We will take a recess.

(RECESS)

MR. SPURRIER: Mr. Shaffer, do you have anything further or
Mr. Iden? ’ |

MR, IDEN: We have nothing further unless there are some
.questioné. |

MR. SPURRIER: Mr. Foster, were you through?

MR. FOSTER: I guess so.

MR. SPURRIER: Mr. Macey would like to ask Mr. Shaffer some
questions,

(Whereby,Mr. Shéffer was recalled as a witness.)

By: MR. MACEY:

Q Mr. Shaffer, in connection with Rule 404, Section 3 of that
Rule reads in part as follows: I Qill extract the Rule to shorten
the thing, "After the Completion of a natural gas well, no gas froh
such well shali be used to gas 1lift oil wells unless all gaslpro-
| duced is processed in a gasoline plant or beneficially used ﬂhereafter -
without waste® If this Commission were to declare or find that the

manufacturer of carbon black from that gas that is used to lift

0il in o0il wells is a beneficial use and is not wasteful, would

that solve a lot of your problems? ;

A It wouldn't solve the immediate problem I believe, howéver%

I feel that maybe the Number 4 is discriminatory but it would helﬂ
|

O
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us at this time and we would be very grateful for any relief we can
get from the Commission.

Q In connection with paragraph 4, which pertains strictly to
the use for the manufacturer of carbon black. If the Commissicn

were to determine that it was perfectly all right to use natural

gas in the manufacture of carbon black .provided there wasn't any
gas being flared in the area, would that suit your purpose? |

A Yes, sir. |

Q You realize, of course, there would have to be certain limi-
tations placed on what would constitute a flare or vented well or
vented volume of gas?

A I realize that. I would like to say this that some of ﬁhe

oil wells that are being produced are on time controllers and some

times, maybe you should know that the supply of gas to a carbon
black plant must be rather constant, otherwise you might have a
hazard. There might be sometime that when a well was unloading,
there might be some flare of gas but I think that is prevalent even

when they are connected to gasoline plants at the present time. W¢

W

can't help that. We cantt tell the producer how to produce his weils.
I think that we should all attempt to conserve our natural resources
. and gather all this gas that is being flared down here. We are
willing to do our part of it.

MR. MACEY: That is all I have.

MR. SPURRIER: Anyone else? If no one has a question of
Mr. Shaffer, he may be excused.
(Witness excused.) g

MR. SPURRIER: Does anyone have any further testimony to |
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present? Does anyone have any further comment? If not, we will

take the cass under advisement and move on to Case 673.

STATE OF NEW MEXICO )
. +s S8SSe.
COUNTY OF BERNALILLO )

I, ADA DEARNLEY, Court Reporter, do hereby certify that th

[(]

foregoing and attached transcript of proceedings before the New
Mexico 0Oil Conservation Commission at Santa Fe, New Mexico, is a
true and correct record to the best of my knowledge, skill and
ability.

IN WITNESS WHEREOF I have affixed my hand and notarial seal
this 17th day of April, 1954,

ey

Nétary Public, Courtty@porter

My Commission expires:
June 19, 1955.

R
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OlL. CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

@zf}/:»»ﬁ/ /ﬂ /-

August 5, 1954

Mr. Earl C. Iden, Esquire
Attorney at Law

First National Bank Building
Albuquerque, New Mextco

Re: Continental Carbon Company and
Witco Chemical Company

Dear Mr. lden:

‘ This is a belated reply to your inquiry of two wecks ago
concerning the applicability of Commission Rule 404 {c) to the operations
of the Coatinental Carbon Company and the Witco Chemical Company.

I discussed this matter at some length with Bill Macey
earlier this week. Due to the fact that your request constitutes the first
occasion we have had to construe and apply the rule as amended, 1 think
you can appreciate our desire to carefully consider the matter and not to
go off "half-cocked". We therefore would like for you to inform us as to
Just what changes, if any, your clients propose to make in their operations.
For instance, is it proposed to increase the volume of natural gas to be
used over that amount heretofore used in the manufacture of carbon black?

As soon as we learn just what changes are proposed to be
made, we will advise you whether amended permits will be necessary
after notice and hearing, under Rule 404 {c).

Very truly yours,

wW. F. KITTS,
Co-Counsel for Oil Conservation
Commission

WFK/ir




BEFCRE THE OIL CONSERYATION COMMISSICN
OF THE STATE OF NEW MEXICC

IN THE MATTER CF THE HEARING

CALLED BY THE OIL CONSERVATICN

COMMISSION OF THE STATE OF NEW MEXICO )

FOR THE PURPOSE OF CONSIDERING: CASE NO. 692
ORDER NO. R-463

__THE_APPLICATION OF THE OIL_ CONSERVATION

COMISSION UPCON ITS OWN MOTION FOR AN
ORDER REVISING RULE 404, 'NATURAL GAS
UTILIZATION,' SAID AMENDMENT PERTAINING
TO THE UTILIZATION OF NATURAL GAS FROM
A GAS WELL IN THE MANUFACTURE OF CARBON
BLACK.

CRDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing on April 15, 1954, at Santa Fe, New
Mexico, before the Oil Conservation Commission of New Mexico, hereinafter
referred to as the “Commissignt,

NOW, on this //67 'an of June, 1954, the Commission, a quorum
being present, having considered the testimony adduced at the hearing
and being fully advised in the premises,

FINDS1

1. That due notice of the time and place of hearing and the purpose
thereof having been given as required by law, the Commission has jurisdiction

" of this case and the subject matter thereof.

2. That Rule 404, 'NATURAL GAS UTILIZATION,' of the Commissiont's
Rules and Regulations should be amended to permit the utilization of natural
gas for the manufacture of carbon black under tiié conditions hereinafter
set forth in this order.

IT IS THEREFORE ORDERED:

1. That Rule 404, 'NATURAL GAS UTILIZATION,' be and the same hereby
is amended to read as follows:

RULE 404. NATURAL GAS UTILIZATION

(a) After the completion of a natural gas well, no
gas from such well shall be (1) permitted to escape
to tho air, (2) used expansively in engines or pumps
and then vented, or (3) wused to gas-lift oil wells
unless all gas produced is processed in a gasoline
plant, used in the manufacture of carbon black, or
beneficially used theroafter without waste.

(b) Carbon black plants may utilize natural gas

only in those instances in which all casinghead gas,
and residue gas produced in the vicinity of or which
may reasonably be reached from the carbon black plant,
is being used beneficially.

(¢) Any carbon black plant hereinafter constructed,
or any existing carbon black plant which enlarges or
expands its facilities for the manufacture of carbon
black, may utilize natural gas in the manufacture of
cerbon black only after permission of the Commission
is obtained upon due notice and hearing.
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i designat

SEAL

DONE at Santa

Fe, New llexico, on the day and Year hereinabove

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

4

Edwin L. Mechem, Chairman

R. R. Spurr

er and Secretary




OIL. CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

June 10, 1954

Mr. E. Cs Iden, Attorney
IDEN & JOHNSON

First Hational Bank Building
ALBUQUERQUE N M

Dear iir. Iden:

The Commission has on this date signed its Order R-463 in
Case 692, whioch was heard at the April 15 hearing. I re-~
call that you and Mr. Shaffer appeared in bshalf of Conti-
nental Carbon Company (and Witco) in this case, and I en-
close a copy of this order for your notice. I will ap-
preciste your forwarding it to Mr. Shaffer. The order
will of course be printed and sent out to our mailing list,
but it will be two or three weeks before the next mailing.

Very truly yours,

W. B. Macey
Chief Engineer

WBMinr
Encl.




