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MR. RAMEY: The hearing w i l l 

come t o order. 

This i s a c o n t i n u a t i o n of the 

June 8th hearing i n Case Number 7858 and Case Number 7905. 

Is there anyone here today who 

wishes t o make an appearance who d i d not make an appearance 

at the June 8th hearing? 

Mr. Pearce, d i d you have some­

t h i n g you wished t o say? 

MR. PEARCE: Mr. Chairman, one 

order of business before we begin.. 

I • have been handed a 

s t i p u l a t i o n and order of d i s m i s s a l , which has been agreed t o 

by counsel f o r El • Paso Natural Gas Company and Doyle 

Hartman, and w i t h your permission, I w i l l read t h i s s t i p u ­

l a t i o n t o other p a r t i e s to t h i s matter i n the audience, and 

i f they can i n d i c a t e i f they have an o b j e c t i o n t o t h i s mat­

t e r , I t h i n k we- can proceed a l i t t l e more q u i c k l y . 

The s t i p u l a t i o n and order of 

dismissal s t a t e s : 

The undersigned applicants and p a r t i e s by 

and through t h e i r counsel of record hereby s t i p u l a t e and 

agree t h a t Indian Basin Upper Pennsylvanian Gas Pool be, and 

i s hereby dismissed and deleted from a p p l i c a t i o n and f u r ­

ther c o n s i d e r a t i o n i n the above s t y l e d cases. 

Subsequent t o signature blocks f o r El 
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Paso Natural Gas and Doyle Hartman and Moran E x p l o r a t i o n 

Company, there i s an order p r o v i s i o n to be signed by the 

Commission, which s t a t e s : 

I t i s ordered t h a t the Indian Basin Upper 

Pennsylvanian Pool i s hereby dismissed and deleted from 

f u r t h e r c o n s i d e r a t i o n i n the above s t y l e d cases. 

At t h i s time I would ask other counsel i n 

t h i s proceeding i f they can on the basis of hearing t h a t 

s t i p u l a t i o n i n d i c a t e any o b j e c t i o n s , and there being none, 

I would suggest t h a t the Commission can enter t h i s order and 

the case can proceed a l i t t l e more q u i c k l y . 

MR. . RAMEY: Being no 

ob j e c t i o n s , we w i l l so enter the order. 

MR. PEARCE: Thank you, s i r . 

MR. RAMEY: I t h i n k we had Mr. 

Nutter on the stand at the end of the hearing the other day. 

I would request t h a t he take the stand. 

You may proceed, Mr. Carr. 

MR. CARR: Mr. Ramey, as you 

w i l l r e c a l l , at the June hearing on Mr. Hartman's proposal 

some confusion developed as to how t h a t plan would be im­

plemented. The confusion seemed to stem from E x h i b i t Num­

ber Twenty-two, which was o f f e r e d on behalf of Mr. Hartman. 

In an e f f o r t t o c l a r i f y how Mr. 

Hartman's proposal can be implemented, I would request per­

mission t o present l i m i t e d d i r e c t examination w i t h Mr. Nut­

t e r . This examination w i l l be l i m i t e d t o how Mr. Hartman's 
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2 proposal w i l l be implemented and i t a l l springs from E x h i b i t 

3 22 pr e v i o u s l y submitted i n t o evidence, 

MR. RAMEY: I t h i n k t h a t might 

be a good idea, Mr. Carr, p e r s o n a l l y . 

DANIEL S. NUTTER, 

being c a l l e d as a witness and being duly sworn p r e v i o u s l y 

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

9 

10 Q M r - Nutter, w i l l you please r e f e r t o Ex-

h i b i t Number Twenty-two and j u s t b r i e f l y , using t h a t as a 

s t a r t i n g p o i n t , e x p l a i n how Mr. Hartman's proposal would be 

implemented? 

A Yes. You'11, r e c a l l t h a t E x h i b i t Number 

Twenty-two was a handwritten, sloppy looking, e x h i b i t t h a t 

was a t a b u l a t i o n of 1982 average adjusted nominations; 1982 

average top allowable f a c t o r s f o r the f i f t e e n prorated gas 

17 pools i n southeast New Mexico, . and also a t a b u l a t i o n of the 

18 1983 June nominations and the so-called June '83 c e i l i n g 

19 which would be placed on w e l l s i n each of the prorated gas 

pools. 

Confusion developed as to j u s t what t h i s 

meant and how t h i s so-called c e i l i n g would be ap p l i e d . I 

t h e r e f o r prepared several e x h i b i t s which are based on the 

data and are background f o r the data which was presented on 

E x h i b i t Number Twenty-two. 

Now does the Commission have the e x h i -
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b i t s ? 

MR. CARR: No, j u s t a second. 

Mr. Nutter, would you please now r e f e r t o what has been 

marked as Hartman E x h i b i t Twenty-three and review t h i s f o r 

the Commission? 

A Yes, I w i l l . The f i r s t two columns on 

the p r e v i o u s l y mentioned E x h i b i t Number Two were the 1982 

average adjusted nominations and the '82 average top allow­

able f a c t o r s . 

E x h i b i t Number Twenty-three i s a ta b u l a ­

t i o n of the act u a l nominations and f a c t o r s f o r each month i n 

1982. Over i n the righthand column, then, i s the average, 

which was developed f o r 1982, both of adjusted nominations 

and f a c t o r s . 

The nominations, as i n d i c a t e d by the 

footnotes are in- thousands of Mcf; the f a c t o r s are i n Mcf; 

t h e r e f o r , we would see f o r the Atoka Pennsylvanian Pool the 

nominations f o r the — t h e . average nominations were 188,400 

Mcf f o r each month. The average f a c t o r f o r each top allow­

able w e l l would have been 47,204.9 Mcf f o r the month. 

A l l r i g h t , the — so t h a t ' s the 

d e r i v a t i o n of the f i r s t two columns on E x h i b i t Number 

Twenty-two. 

Q W i l l you how r e f e r t o E x h i b i t Number 

Twenty-four and review t h i s f o r the Commission? 

A E x h i b i t Number Twenty-four i s e n t i t l e d 

Hypothetical Fair Share Factors f o r 1983 Based on Ratio of 
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Average Adjusted Nominations f o r 1982 to Average Nonmarginal 

Factors as Compared t o 1983 Monthly Nominations. 

Now, the l a s t two columns on E x h i b i t Num­

ber Twenty-two were June nominations and June c e i l i n g 

f a c t o r s only. What I've done here, I've taken from E x h i b i t 

Number Twenty-three the average adjusted nominations, 

they're i n the f i r s t column t o the l e f t on E x h i b i t Number 

Twenty-four. I've taken the average f a c t o r s which were de­

r i v e d on E x h i b i t Number Twenty-three, and l i s t e d them i n the 

second column from the l e f t on E x h i b i t Number Twenty-four. 

This gives us our average adjusted nominations, our average 

f a c t o r s f o r each one of the pools f o r 1982. 

Then' I've taken the January nominations 

and developed by the same r a t i o method t h a t was discussed 

before what the f a i r share f a c t o r — I'm c a l l i n g i t a f a i r 

share f a c t o r r a t h e r than a c e i l i n g now — but what a f a i r 

share f a c t o r f o r each top allowable w e l l would have been i n 

1983, based on those nominations and the r a t i o of nomina­

t i o n s to f a c t o r s i n '82. 

Now, f o r June we come over here and we 

have the same f i g u r e s t h a t were i n columns three and four on 

E x h i b i t Number Twenty-two w i t h a couple of exceptions, a 

couple of minor e r r o r s were found. 

There was a s u b s t a n t i a l e r r o r i n the c a l ­

c u l a t i o n of the allowable — of the adjusted nominations f o r 

the Monument-McKee. There was a misplaced decimal p o i n t 

and whereas the f a c t o r , the nominations had been shown i n --
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i n E x h i b i t Number Twenty-two t o be 556,600. The actual, 

nominations averaged 92.3 thousand i n t h a t pool. That's the 

only one w i t h any s u b s t a n t i a l change. 

But on E x h i b i t Number Twenty-four we ar­

r i v e a t these f a i r share f a c t o r s , which i s the -- what a top 

allowable w e l l would be. I t would also be the l i m i t a t 

which no w e l l , t h e o r e t i c a l l y , would produce i n excess under 

Mr. Hartman's proposal of r e c l a s s i f i c a t i o n as marginal. 

This would be the c e i l i n g , the cap, the 

maximum f a i r share f a c t o r . 

Q W i l l you now r e f e r t o E x h i b i t Number 

Twenty-five? 

A E x h i b i t Number Twenty-five i s a m i n i -

p r o r a t i o n schedule f o r the f i r s t s i x months of 1983. I've 

taken s i x p r o r a t i o n u n i t s and applied the Hartman formula 

f o r those s i x p r o r a t i o n u n i t s . 

The f i r s t w e l l i s Alpha Twenty-one's El 

Paso Plant. This w e l l c u r r e n t l y i s — or i n the June 

schedule, a t l e a s t , was c l a s s i f i e d as a nonmarginal w e l l . 

I t ' s overproduced; has a small acreage f a c t o r of .50. 

The next w e l l i s the ARCO O i l and Gas 

Company Shipley 1 AWN-6 i n Unit E of Section 27, 22, 36. 

These are a l l i n the Jalmat Pool, by the way. This w e l l i s 

also a nonmarginal w e l l . I t ' s on a standard sized u n i t . I t 

has an underproduced status i n the p r o r a t i o n schedule. 

The next p r o r a t i o n u n i t i s Conoco 1s 

Vaughn B - l , which i s a m u l t i - w e l l u n i t . The 320-acre u n i t 
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has an acreage f a c t o r of 2. I t i s c l a s s i f i e d as marginal. 

The next w e l l i s a marginal w e l l on a 

standard sized 160-acre u n i t . I t ' s the Gulf Jonda No. 3 i n 

Section 11 of 23, 36; has a low production h i s t o r y . 

The next two w e l l s are Doyle Hartman 

w e l l s , the f i r s t being the Bates BB&S i n Section 29 of 25, 

37. This w e l l has an acreage f a c t o r of .75 and c a r r i e s i n 

the p r o r a t i o n schedule as a nonmarginal w e l l a small amount 

of overproduction. 

The next w e l l i s the Husky Woolworth 

Well, which i s a nonmarginal w e l l on an acreage f a c t o r of 

i n the June p r o r a t i o n schedule. 

Now, what I have done here f o r each one 

of these months, I have taken the r a t i o of the nominations 

f o r t h a t respective month and compared them t o the nomina­

t i o n s , the average adjusted nominations f o r 1982. We'll see 

t h a t January's nominations, which t o t a l e d 1,409,100, rounded 

o f f , were 134.91 percent of the 1982 average adjusted nomin­

a t i o n s . This would give us a f a c t o r of 1.3491. 

Now, I've a r r i v e d a t two f a i r shares 

here. The f i r s t f a i r share, which i s l i s t e d under the 

heading January Fair Share, a t 134.91 percent, would be the 

f a i r share based on average 1982 production f o r t h a t w e l l . 

Then over t o the r i g h t of t h a t two 

columns i s the maximum f a i r share w i t h acreage f a c t o r . Now 

t h a t i s based s o l e l y on the a p p l i c a t i o n of the r a t i o of 

January nominations i n 1983 to average adjusted nominations 
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l i n 1982 times the top u n i t allowable i n 1982, and we w i l l 

see t h a t i n January t h a t .50 acreage f a c t o r Alpha Twenty-one 

Well would have an allowable based on i t s 1982 production of 

7069. I t would have a maximum f a i r share w i t h the acreage 

f a c t o r applied of 8,269. 

Now, w e ' l l go down t o the Shipley Well. 

Based on i t s 1982 production i t would only have a f a i r share 

f a c t o r of 10,831, because t h a t w e l l was c u r t a i l e d a great 

deal i n 1982, so i t s production was not high. So when we 

apply the — the allowable f a c t o r of 134.91 percent t o t h a t , 

we only come up w i t h an allowable of 10,831 f o r a f a i r 

share; however, under maximum f a i r share w i t h acreage 

f a c t o r , because t h a t w e l l i s on a f u l l size u n i t , i t would 

have a maximum f a i r share allowable of- 16,539. 

Now w e ' l l go to the Conoco Vaughn Unit 

there. This i s a marginal u n i t . The we l l s do not normally 

produce very much, and under the c a l c u l a t i o n applied t o the 

'82 production i t would have an allowable of 11,385; how­

ever, based on i t s large acreage f a c t o r i t could have an 

allowable, . a maximum f a i r share allowable, i f the we l l s 

would make i t , under the January formula of 33,077. The 

wel l s won't make t h a t but i f they were i n c o n d i t i o n to do 

so, t h a t would be the maximum they could produce. 

The Gulf Jonda Well i s also a very small 

w e l l . While i t gets a f a i r share allowable of only 2169, i t 

could produce up to.16,539. 

• Now, the Bates BB&S Well of Hartman had a 
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1982 . average production of 9849. I t s - f a i r share based on 

production only would be 13,287; however, i t s maximum f a i r 

share, applying the proposed formula, v/ould be 12, 403, be­

cause i t ' s on a short acreage f a c t o r , so t h a t w e l l would not 

be permitted t o produce the f a i r share based on production. 

I t would be l i m i t e d to the f a i r share based on acreage f a c ­

t o r s . 

The other- w e l l of Hartman averaged 5556 

Mcf per month i n '82. I t s f a i r share, based on 1982 pro­

duction would be 7496: however, i t s f a i r share based on the 

a p p l i c a t i o n of the acreage f a c t o r s would be 8269. So i n 

these two w e l l s Hartman has one t h a t would be l i m i t e d by the 

maximum; he has another one t h a t would be l i m i t e d by h i s '82 

production. 

The '82 production f i g u r e i s a t e n t a t i v e 

f i g u r e , however, i t ' s not proposed as a l i m i t . The l i m i t s 

are i n the maximum f a i r share w i t h acreage f a c t o r column. 

Now we go on through the m i n i - p r o r a t i o n 

schedule, w e ' l l see t h a t the February f a c t o r was 122.18 per­

cent, because t h a t month nominations were 1,276,000 as op­

posed t o 1,044,000 i n — average i n 1982. 

So the allowables are a l i t t l e b i t less 

than they were i n January. 

We go down t o March, t h i s time the nomin­

ations t o t a l e d only 864,100, so the allowable f a c t o r applied 

t o average adjusted nominations becomes only 82.73 percent 

and the allowables are g e t t i n g less i n March of '83. 
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Now we go to A p r i l , allowables dipped 

down t o 535,000 and the acreage f a c t o r became 51 percent. 

In May allowables climbed back up a 

l i t t l e b i t and the t o t a l nominations Were 657,600. The 

t h e o r e t i c a l maximum would be 62.96 percent and allowables 

have improved somewhat over the depressed allowables i n 

A p r i l . 

June, however, was the month t h a t y o u ' l l 

r e c a l l from previous testimony t h a t the allowables were 

very, very low. Nominations only t o t a l e d 32 percent of the 

average f o r 1982, and y o u ' l l see t h a t the f a c t o r s , the maxi­

mum f a c t o r s , are the lowest of any time there. The maximum 

f a c t o r f o r an acreage -- maximum f a i r share, w i t h acreage 

f a c t o r of 1.00 i s only 3922, while these wells on short 

acreage f a c t o r s have less than t h a t . 

Q Now, Mr. Nutter, to be sure there's no 

confusion on t h i s p o i n t , the f i g u r e on t h i s p r o r a t i o n 

schedule t h a t a c t u a l l y c o n t r o l s i s the maximum f a i r share 

w i t h acreage f a c t o r . 

A That i s c o r r e c t . The other — the other 

f i g u r e , the other column of f a i r share, i s a guide. I f the 

1982 production i s an i n d i c a t i o n of what the w e l l w i l l pro­

duce, t h a t would give you an i n d i c a t i o n of what the w e l l 

would produce under t h i s month's allowable f a c t o r ; however, 

we know t h a t i t ' s not t r u l y i n d i c a t i v e of what the wells 

w i l l produce, because some of them were c u r t a i l e d r a t h e r 

s e r i o u s l y i n 1982; others were not c u r t a i l e d q u i t e so ser-
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i o u s l y . 

Q W i l l you now r e f e r t o what has been 

marked as Hartman E x h i b i t Number Twenty-six and review t h i s 

f o r the Commission? 

A E x h i b i t Twenty-six i s a graphic d e p i c t i o n 

of what I've been t r y i n g t o say. I t simply i s the d e p i c t i o n 

of the formula i n which A equals B di v i d e d by C times D. 

. A i s the curved month production c e i l i n g , 

or, i f you w i l l , the f a i r share f a c t o r . That's equal t o the 

cur r e n t month p i p e l i n e nominations for. a given pool, d i v i d e d 

by the average adjusted monthly nominations f o r 1982 f o r 

t h a t pool, times the average monthly allowable f o r an 

acreage f a c t o r of one i n the pool. 

I t t abulates those f i g u r e s which were 

depicted e a r l i e r , then, on E x h i b i t Number Twenty — i n the 

righthand column of E x h i b i t Number Twenty-three and i n the 

f i r s t two columns on E x h i b i t Number Twenty-four, the nomin­

ations and the average f a c t o r s developed f o r 1982. 

Q W i l l yo now review E x h i b i t Number Twenty-

seven? 

A E x h i b i t •Number Twenty-seven shows how 

t h i s would be applied. I t ' s an example of how i t would be 

applie d . I t ' s p r e t t y much a repeat of the m i n i - p r o r a t i o n 

schedule which was p r e v i o u s l y discussed, only i t ' s f o r the 

month of June. 

Here the nominations were 334,211 Mcf. 

The average nominations f o r the previous year were 



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 

1,044,000. You d i v i d e the cur r e n t month nominations — car-

ren t nominations of B by C, and come up w i t h the — you mul­

t i p l y t h a t by. the average f a c t o r f o r the jalmat Pool i n 

1982, which 12,000,259 per month and you come up w i t h A, 

which i s t h e ' f a i r share maximum f o r the month of June. 

Now, these f i g u r e s show t h a t a f a c t o r of 

1 would get a f a i r share allowable, or f a i r share f a c t o r , of 

3,000, 922 f o r an acreage f a c t o r of 1. 

I f you went up t o a 640-acre u n i t , t h a t 

f i g u r e would be increased t o 15,668; a 40-acre w e l l would 

get 981. 

• This i s the a p p l i c a t i o n of the formula. 

Q Now, Mr. Nutter, i n an e f f o r t t o b r i n g 

t h i s a l l together, could you b r i e f l y summarize f o r the Com­

mission how Mr. Hartman's proposal can be implemented?. 

A Yes. One, a l l southeast prorated wells 

would be c l a s s i f i e d as marginal. 

Two, each gas purchaser t o implement any 

necessary • production cutbacks by as equally as i s 

p r a c t i c a b l e r e s t r i c t i n g on a time basis each prorated w e l l 

access t o t h a t purchaser's gathering system. 

Three, any southeast prorated w e l l t h a t 

i s t r u l y nonmarginal and which has s u f f i c i e n t excess pro­

ducing capacity s h a l l be f u r t h e r r e s t r i c t e d i n i t s 

production by being assigned a monthly f a i r — a maximum 

f a i r share f a c t o r , which s h a l l be c a l c u l a t e d by the formula 

set out i n E x h i b i t Number 26, E n t i t l e d Formula f o r Calcula-
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t i o n of production c e i l i n g . 

Four, .for a given prorated w e l l each 

p i p e l i n e purchaser i s t o balance out w i t h a l l other w e l l s i n 

the pool over a s p e c i f i e d period of time access t h a t the 

w e l l has t o the p i p e l i n e sytem. -The u l t i m a t e r e s p o n s i b i l i t y 

f o r p o l i c i n g the actual time access t o the p i p e l i n e system 

s h a l l be l e f t t o each i n d i v i d u a l operator. 

Q Mr. Nutter, w i l l you now r e f e r to 

E x h i b i t s Twenty-nine and T h i r t y and review those f o r the 

Commission. There i s no E x h i b i t Number Twenty-eight. 

A You w i l l r e c a l l t h a t i n the previous t e s ­

timony I was discussing the h y p o t h e t i c a l case where you had 

a 5-well prorated pool and the normal c o n d i t i o n s , market de­

mand was 1000 Mcf per day. Well No. 1 would make 450 Mcf a 

day; Well No. 2, 250; No. 3, 148 -- 140,000; Well No. 4, 

128; and Well No. 5 would make 32. 

• Now, under the proposal by El Paso a l l of 

those w e l l s would have been r e c l a s s i f i e d as nonmarginal and 

-- except No. 5, and they would have a l l been cut back t o 

117 Mcf. 

Well No.. 1 would lose 333 Mcf, or 74 per­

cent of i t s previous production, based on a 50 percent cut 

i n nominations. 

Well No. 2 would lose 133 Mcf, or 53 per­

cent . 

Well No. 3 would lose 23 Mcf, or 16 per­

cent . 
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Well No. 4 would lose 11 Mcf, or 8.5 per­

cent. 

Well No. 5 would stay the same w i t h no 

loss. • ' 

That's depicted on E x h i b i t Number Twenty-

nine . 

E x h i b i t Number T h i r t y i s a d e p i c t i o n of 

the same market s i t u a t i o n where normally the we l l s were pro­

ducing 1000 Mcf, where the pool and market went down 50 per­

cent. 

Under the Hartman proposal of l i m i t i n g 

access to the p i p e l i n e s by 50 percent, Well No. 1 would lose 

50 percent of i t s production. Well No. 2 would lose 50 per­

cent of i t s production; Well No. 3, 50 percent; and No. 4 

and 5 would also lose 50 percent. 

This i s a d e p i c t i o n of the f i g u r e s t h a t I 

was t r y i n g t o read i n t o the record i n the previous 

testimony, I t h i n k I d i d n ' t do a very good job of. I 

thought i t would be c l e a r e r i f I showed them i n black and 

white. 

; We f e e l t h a t case one of Attachment B, or 

E x h i b i t Number T h i r t y i s a f a i r e r and more eq u i t a b l e d i s t r i ­

b u t i o n of the depressed market t h a t we have today than case 

— .that E x h i b i t Number Twenty-nine i s . 

Q Mr. Nutter, i n your o p i n i o n , would 

g r a n t i n g the a p p l i c a t i o n of Mr. Hartman be i n the best i n ­

t e r e s t of conservation, the prevention of waste, and the 
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p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A . 1 c e r t a i n l y t h i n k i t would. Previous 

testimony i n d i c a t e d t h a t t h i s would r e s u l t i n a v i o l a t i o n of 

c o r r e l a t i v e r i g h t s , the a p p l i c a t i o n of the El Paso formula. 

Also, the testimony showed t h a t you would 

have s i t u a t i o n s i n which waste would a c t u a l l y occur as a r e ­

s u l t of the El Paso formula. 

So I b e l i e v e t h a t t h i s does p r o t e c t cor­

r e l a t i v e r i g h t s . I t cuts everybody back equally. I t ' s i n 

the i n t e r e s t of the p r o t e c t i o n of c o r r e l a t i v e r i g h t s . The 

New Mexico Supreme Court has held t h a t the p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s i s a necessary adjunct t o the prevention 

of waste; t h e r e f o r , I t h i n k i t would also prevent waste. 

Q Mr. N u t t e r , i f Mr. Hartman's a p p l i c a t i o n 

i s granted, does Mr. Hartman have s t a f f a v a i l a b l e t o work 

w i t h the Commission i n implementing the plan? 

A I would l i k e t o stress t h a t i f the 

Hartman plan should be adopted, we would be most happy t o 

work w i t h Mr. Garcia and any other of the Commission or the 

Commission s t a f f t o implement the actual mechanics of t h i s , 

and also t o p a r t i c i p a t e i n any f u r t h e r hearing i f i t was 

found necessary i n order t o adopt the ac t u a l procedures. 

Q I n your opinion i s i t a proposal which 

can be p r a c t i c a b l y implemented by t h i s Commission? 

A Well, I c e r t a i n l y b elieve so. My l i t t l e 

m i n i - p r o r a t i o n schedule here was not worked on Harold 

Garcia's b i g computer; i t was worked on my l i t t l e pocket 
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c u l a t o r , and i f I can do i t here f o r s i x w e l l s , he could do 

i t f o r 1200 we l l s w i t h h i s b i g computer. 

Q Mr. Nutter, were E x h i b i t s Twenty-three 

through Twenty-seven and Twenty-nine and T h i r t y prepared by 
i - " 

you or f o r you under your d i r e c t i o n and supervision? 

A Yes, they were. 

MR. CARR: At t h i s time, Mr. 

Ramey, we would o f f e r i n t o evidence Hartman E x h i b i t s Twenty-

three through Twenty-seven, Twenty-nine and T h i r t y . 

MR. RAMEY: Hartman E x h i b i t s 

Twenty-three through Twenty-seven, Twenty-nine and T h i r t y , 

w i l l be admitted. 

MR. CARR: We would tender Mr. 

Nutter f o r cross examination. 

MR. RAMEY: Any questions of' 

the witness? Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

' CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Nutter, when was gas p r o r a t i o n i n g es­

ta b l i s h e d i n southeastern New Mexico, do you r e c a l l approxi­

mately when? 

A Yes, 1954 was the o r i g i n a l implementation 

of i t . One of my e x h i b i t s showed -- w e l l , E x h i b i t Number --
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E x h i b i t Number One shows the annual production f o r each pool 

i n southeast New Mexico, commencing w i t h the year of the i n ­

s t i t u t i o n i n t h a t pool. I t ranges anywhere from 1954 t o 

1974, I b e l i e v e . 

Q Since t h a t period, when p r o r a t i o n i n g was 

established i n southeastern New Mexico, has the D i v i s i o n 

continued to- use a method of w e l l c l a s s i f i c a t i o n t h a t 

included a category f o r marginal wells? 

A Oh, yes. 

Q What i s your understanding of the 

d e f i n i t i o n of a marginal well? 

A A marginal w e l l , under the d e f i n i t i o n of 

the r u l e s , the gas p r o r a t i o n r u l e s as set f o r t h i n Order No. 

R-1670, as amended, states t h a t any w e l l , which i n a th r e e -

d23th period i t s best production i s not equal t o i t s average 

allowable, i s a u t o m a t i c a l l y c l a s s i f i e d as marginal. 

Q Once a w e l l i s c l a s s i f i e d as a marginal 

w e l l , what i s t h a t w e l l allowed t o do i n terms of i t s capa­

c i t y t o produce? 

A I t ' s permitted t o produce at capacity, 

t h e o r e t i c a l l y . 

Q That w e l l , then, i f i t ' s c l a s s i f i e d as a 

marginal w e l l , i s not r e s t r i c t e d or c u r t a i l e d i n i t s pro­

duction i n the implementation of the p r o r a t i o n formula. 

A That i s c o r r e c t . As we pointed out, 95 

percent of the prorated w e l l s i n southeast New Mexico are 

c u r r e n t l y c l a s s i f i e d as marginal, and t h e o r e t i c a l l y 
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operating at capacity. 

Q What i s your understanding of the reason 

t h a t the • D i v i s i o n has h i s t o r i c a l l y used a category of 

marginal w e l l c l a s s i f i c a t i o n ? 

A I r e a l l y wouldn't know why a marginal and 

nonmarginal c l a s s i f i c a t i o n was o r i g i n a l l y set up. I presume 

t h a t i t was t o separate the good w e l l s from the bad wells 

and t o allow the bad we l l s t o produce 100 percent of the 

time and to allow the p i p e l i n e s to swing on the good w e l l s . 

Q Are you aware of any conservation reason 

why you would want a low capacity, low volume, marginal 

w e l l s to produce at t h e i r f u l l capacity? 

A Oh, some of them there might be some 

reason; others, there's no reason why they should produce at 

capacity at a l l times. 

Q Well, would not a l l o w i n g those marginal 

wells t o produce at capacity prolong the economic l i f e of 

those marginal wells? 

A Allowing any w e l l t o produce at i t s cap­

a c i t y a t the end of i t s l i f e i s going t o prolong the l i f e of 

the w e l l . 

Q And t h a t would avoid the premature aban­

donment of marginal w e l l s and avoid l o s i n g gas t h a t would 

otherwise be recoverable from the r e s e r v o i r , would i t not? 

A I f you averted the premature abandonment 

of w e l l s , you would probably avert a c e r t a i n amount of 

waste, yes. 
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Q '! And t h a t concept has been used by the 

Commission since 1954 i n g i v i n g 'special c o n s i d e r a t i o n , then, 

to marginal w e l l s so t h a t they're allowed t o produce at 

t h e i r capacity. 

A They normally have been permitted to pro­

duce at capacity; however, under c u r r e n t c o n d i t i o n s i t ' s 

been t e s t i f i e d they're not being permitted t o produce at 

capacity any longer. 

Q I understand. 

A They're being r e s t r i c t e d . 

Q El Paso, i n f a c t , i s r e s t r i c t i n g those 

w e l l s , i s t h a t correct? 

A I b e l i e v e , so, yes. 

Q Now, i f I understand Mr. Hartman's 

proposal, he would take w e l l s t h a t are now c u r r e n t l y c l a s s i ­

f i e d as nonmarginal, those w e l l s t h a t have a high capacity, 

and r e c l a s s i f y them as marginal w e l l s . I n other words, a l l 

we l l s are going to be c l a s s i f i e d as marginal. 

A We've proposed t h a t 5 percent of the 

wells t h a t are c u r r e n t l y c l a s s i f i e d as nonmarginal would be 

c l a s s i f i e d w i t h the other 95 percent t h a t are c u r r e n t l y mar­

g i n a l ; t h e r e f o r , you would have 100 percent marginal w e l l s . 

Q He would, t h e r e f o r , e l i m i n a t e t h i s d i s ­

t i n c t i o n t h a t • t h e D i v i s i o n has h i s t o r i c a l l y made between 

marginal and nonmarginal w e l l s . 

A Yes, t o t h i s extent: That marginal w e l l s 

have never by'the Commission been mandated t o produce at 100 
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percent of t h e i r capacity. . I t ' s . a c l a s s i f i c a t i o n by the 

Commission and there's been no l e g a l requirement under the 

ru l e s and r e g u l a t i o n s of the Commission t h a t those w e l l s 

would be c l a s s i f i e d — would be produced a t 100 percent of 

the time. 

I t may be a p i p e l i n e p o l i c y , as we've 

heard i t here at t h i s hearing, t o produce marginal w e l l s 100 

percent of the time. I n t h a t event, what you say may be 

t r u e , t h a t h i s t o r i c a l l y those w e l l s have been permitted 

t o produce 100 percent of the time, but the c l a s s i f i c a t i o n , 

or the r e c l a s s i f i c a t i o n as proposed by Mr. Hartman would not 

change t h a t i n t h a t the p i p e l i n e s c u r r e n t l y are r e s t r i c t i n g 

marginal production. 

Q Let's look at Mr. Hartman's E x h i b i t Num­

ber T h i r t y , Mr. Nutter. What you have g r a p h i c a l l y 

demonstrated . here, Mr. Nut t e r , i s what Mr. Hartman's 

proposal i s t o do w i t h regards to the implementation of the 

a l l o c a t i o n or p r o r a t i o n i n g schedule i n a s i t u a t i o n where you 

have a depressed market. 

I f I understood you c o r r e c t l y , he would 

propose t h a t the c u r t a i l m e n t percentage using your formula 

i s going t o be apportioned among a l l w e l l s by the same per­

centage . 

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

Q So when we get down t o a w e l l a t the f a r 

r i g h t , a 32 Mcf per day w e l l , now t h a t w e l l c u r r e n t l y under 

the e x i s t i n g p r a c t i c e of the D i v i s i o n would be c l a s s i f i e d as 
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a marginal w e l l . 

A That w e l l i s c l a s s i f i e d , as a marginal 

w e l l r i g h t now. 

Q Are you aware of how many we l l s i n the 

Jalmat c u r r e n t l y produce 33 Mcf per day, or less? 

A No, I haven't made t h a t c a l c u l a t i o n . 

Q A l l r i g h t , but a w e l l , t h a t , i n f a c t , 

makes t h a t i s a marginal well? 

A I bel i e v e t h a t I could give you some 

f i g u r e on t h a t . E x h i b i t Number Twelve was a t a b u l a t i o n of 

the wells t h a t would remain as marginal w e l l s under El 

Paso's proposal, and I b e l i e v e , you may r e c a l l t h a t I had 

gone through December, November, January, production t o f i n d 

w e l l s t h a t would not make a m i l l i o n a month, and then t o 

give them — i f I couldn't f i n d them i n those three months, 

i n c l u d i n g December, which was the best month of t h a t three 

month p e r i o d , then I went t o February and March, also , 

looking f o r w e l l s t h a t would make a m i l l i o n , and i n the J a l ­

mat Pool I found t h a t there were 80 w e l l s , 80.42 acreage 

f a c t o r s , which doesn't necessarily mean 80.42 w e l l s , 80.42 

acreage f a c t o r s t h a t would remain marginal under El Paso's 

scheme. 

Q So of those 80+ acreage f a c t o r s , under 

e x i s t i n g procedures those wells would not be c u r t a i l e d . 

They c u r r e n t l y are allowed t o --

A I don't know i f El Paso i s c u r r e n t l y 

producing those w e l l s 100 percent of the time or not. Under 
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t h e i r proposal, y o u ' l l r e c a l l t h e i r o r i g i n a l proposal was t o 

r e c l a s s i f y a l l w e l l s as nonmarginal, and then they amended 

t h e i r proposal l a t e r , t o say, w e l l , w e ' l l leave w e l l s as 

nonmarginal t h a t w i l l make a m i l l i o n a month, leave w e l l s 

marginal, but t h e i r proposal o r i g i n a l l y was t o r e c l a s s i f y 

a l l w e l l s as nonmarginal, i n which case a l l w e l l s would have 

been c u r t a i l e d , and I'm not sure they're not c u r t a i l i n g 

those w e l l s at t h i s time. 

Q Under the examples demonstrated on 

E x h i b i t Number T h i r t y , when we look at a w e l l t h a t produces 

32 Mcf per day, under the method of c u r t a i l m e n t proposed by 

Mr. Hartman those w e l l s t h a t were p r e v i o u s l y allowed t o pro­

duce at capacity are going to be r e s t r i c t e d i n the same 

r a t i o as a l l nonmarginal w e l l s are going to be r e s t r i c t e d . 

A This i s c o r r e c t . A l l production would 

share the depressed market. 

Q For those w e l l s , then, i f i t ' s a 50 per­

cent c u r t a i l m e n t , t h a t w e l l w i l l obviously be d i v i d e d i n 

h a l f and allowed 16 Mcf. 

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

Q Have you made any determination or study, 

Mr. Nu t t e r , as to what the adverse impact would be on those 

marginal w e l l s w i t h i n those p r o r a t i o n u n i t s ? 

A No, I haven't, but when market conditions 

get such t h a t c e r t a i n w e l l s can't be produced, maybe they 

ought t o be s h u t - i n and te m p o r a r i l y abandoned u n t i l market 

conditions get b e t t e r . 
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I don't t h i n k you can t a i l o r the whole 

market t o 1500 w e l l s to h a l f a dozen w e l l s t h a t are down on 

the f r i n g e s of economic abandonment, anyway. What we're 

t r y i n g t o do, we're t r y i n g t o p r o t e c t c o r r e l a t i v e r i g h t s , 

which we have found t o be a necessary adjunct t o prevention 

of waste, and i f i t ' s going t o cause some of these very low 

marginal w e l l s t o be s h u t - i n f o r the time being, u n t i l mar­

ket c o n d i t i o n s improve, then so be i t ; i t ' s j u s t got t o hap­

pen. You can't -- you can't keep w e l l s on production f o r ­

ever. There comes a time when c e r t a i n w e l l s must be cur­

t a i l e d or even abandoned. 

I t ' s harsh f a c t of l i f e , but t h a t ' s the 

way i t i s w i t h o i l and gas w e l l s . 

Q You've t a l k e d about the p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s , Mr.- N u t t e r . How would a c u r t a i l m e n t 

formula as you propose, t h a t r e s t r i c t s marginal w e l l s , pro­

t e c t the c o r r e l a t i v e r i g h t s of the operators of those mar­

g i n a l wells? 

A Well, i f he can't — i f he can't produce 

i t economically, the p r o t e c t i o n of -- the c o r r e l a t i v e r i g h t s 

means your o p p o r t u n i t y t o produce your f a i r share, and i f 

you can no longer produce your f a i r share because of econ­

omics, I don't t h i n k c o r r e l a t i v e r i g h t s can be t a i l o r e d to 

your w e l l n e c e s s a r i l y . 

Q Let's go back to your method of 

c a l c u l a t i n g t h i s a l l o c a t i o n formula, your f a i r share calcu­

l a t i o n . I guess i t ' s Twenty-seven, or any of those t h a t 
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show t h a t — 

A Yeah, i t ' s . — 

Q — formula. 

A. Yeah, i t ' s on a number of those e x h i b i t s , 

Mr. K e l l a h i n . 

Q Yes, s i r . I s n ' t the e f f e c t of what you 

have proposed here, Mr. Nutter, simply a r e c o g n i t i o n of de­

l i v e r a b i l i t y as a f a c t o r i n the a l l o c a t i o n formula? 

A I t i s to t h i s e x t e n t , Mr. K e l l a h i n . As I 

stated before, 95 percent of the w e l l s i n southeast New 

Mexico are c u r r e n t l y c l a s s i f i e d as marginal. 95 percent of 

the w e l l s t h a t we s t a r t e d out t a l k i n g about i n t h i s hearing. 

We've now dismissed the Indian Basin, 

where the biggest p a r t of the nonmarginal w e l l s are, so now 

we're t a l k i n g about maybe 97 or 98 percent of the we l l s are 

c u r r e n t l y c l a s s i f i e d as marginal. 

And i f marginal w e l l s are, i n f a c t , as 

you were discussing awhile ago, permitted to produce at cap­

a c i t y , you're 98 percent on d e l i v e r a b i l i t y r i g h t now, and 

we're not proposing.any great change i n the -- i n the a p p l i ­

c a t i o n of any formula. I f 98 percent are on d e l i v e r a b i l i t y , 

we put 100 percent on d e l i v e r a b i l i t y . 

El Paso's program was going t o r e c l a s s i f y 

98 percent of the we l l s t o nonmarginal and — 

Q Well, I t h i n k we have some t r o u b l e w i t h 

semantics here, Mr. Nutter. The d e l i v e r a b i l i t y you're 

t a l k i n g about i s t i e d t o the marginal w e l l s . That's an ex-
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empt c l a s s i f i c a t i o n . I n other words --

A . Well, yeah, but the we l l s f o r p r a c t i c a l 

purposes are producing on a d e l i v e r a b i l i t y basis because, as 

you s t a t e d , they're on the l i n e 100 percent of the time, un­

less you have a depressed market l i k e you've got today. 

So they're on a d e l i v e r a b i l i t y d e l i v e r y 

f a c t o r . 

Q For the marginal w e l l s . 

A Yes, 9 8 percent of the we l l s we're 

t a l k i n g about. 

Q Under c u r r e n t provisions of Order No. R-

1670, a d e l i v e r a b i l i t y f a c t o r i s not permitted i n the calcu­

l a t i o n f o r the allowble of the nonmarginal w e l l s . 

A No, they're a l l on s t r a i g h t acreage and 

our 

Q A l l r i g h t , and 

A — maximum f a i r share f a c t o r i s -- which 

would be the c o n t r o l l i n g f a c t o r on t h i s m i n i - p r o r a t i o n 

schedule -- i s a s t r a i g h t acreage f a c t o r . 

Q Under your proposal, f o r the f i r s t time, 

then, there w i l l be d e l i v e r a b i l i t y as a p o r t i o n of the c a l ­

c u l a t i o n of the allowable f o r the nonmarginal w e l l s . 

A No. No, d e l i v e r a b i l i t y doesn't enter i n ­

t o the c a l c u l a t i o n . A time share basis, enters i n t o the c a l ­

c u l a t i o n . We're saying t h a t i f the p i p e l i n e s say t h a t the 

market demand i s .65 percent of what i t was l a s t year, w e ' l l 

put the we l l s on the l i n e 65 percent of the time. 
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empt c l a s s i f i c a t i o n . I n other words — 

A Well, yeah, but the we l l s f o r p r a c t i c a l 

•purposes are producing on a d e l i v e r a b i l i t y basis because, as 

you s t a t e d , they're on the l i n e 100 percent of the time, un­

less you have a depressed market l i k e you've got today. 

So they're on a d e l i v e r a b i l i t y d e l i v e r y 

f a c t o r . 

Q For the marginal w e l l s . 

A Yes, 98 percent of the wells we're 

t a l k i n g about. 

Q Under c u r r e n t provisions of Order No. R-

1670, a d e l i v e r a b i l i t y factor- i s not permitted i n the calcu­

l a t i o n f o r the allowble of the nonmarginal w e l l s . 

A No, they're a l l on s t r a i g h t acreage and 

our 

Q A l l r i g h t , and 

A — maximum f a i r share f a c t o r i s —. which 

would be the c o n t r o l l i n g f a c t o r on t h i s m i n i - p r o r a t i o n 

schedule — i s a s t r a i g h t acreage f a c t o r . 

Q Under your proposal, f o r the f i r s t time, 

then, there w i l l be d e l i v e r a b i l i t y as a p o r t i o n of the c a l ­

c u l a t i o n of the allowable f o r the nonmarginal w e l l s . 

A No. No, d e l i v e r a b i l i t y doesn't enter i n ­

to the c a l c u l a t i o n . A time share basis enters i n t o the c a l ­

c u l a t i o n . We're saying t h a t i f the p i p e l i n e s say t h a t the 

market demand i s 65 percent of what i t was l a s t year, w e ' l l 

put the we l l s on the l i n e 65 percent of the time. 
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2 Q Nov/, the time share concept i s nothing 

3 more than a d i f f e r e n t phrase for. d e l i v e r a b i l i t y , i s n ' t i t , 

^ Mr. Nutter? 

g A I t ' s access to. p i p e l i n e f a c i l i t i e s , i s 

what i t i s 
6 

Q And whatever t h a t w e l l w i l l produce on 
7 

t h a t day. 
8 

A I t ' s access t o p i p e l i n e f a c i l i t i e s . 
Q 

Q At i t s capacity at t h a t day. 
10 A On t h a t day. 

11 Q Yes, s i r , so t h a t , i n f a c t , i s a d e l i v e r -

A Which i s what the w e l l s are doing now, 

•J2 a b i l i t y . 

they're on — 98 percent of the w e l l s are marginal and 
14 

t h a t ' s what they're doing now 
IS 

Q Yes, s i r 
16 

A They're on p i p e l i n e d e l i v e r y basis 
17 

Q Yes, s i r , but not f o r the nonmarginal 
18 we 11 s , 

19 A Well, the 2 percent t h a t are s t i l l 

20 nonmarginal, r i g h t . 

2j Q That's r i g h t , and f o r the f i r s t time, 

then, we are going t o have a system t h a t includes d e l i v e r -

a b i l i t y f o r the nonmarginal w e l l s . 
23 

A No, i t won't, because there won't be any 
24 

nonmarginal we l l s , 
25 
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Q That's a p o i n t . Let me ask you what hap­

pens under your proposal w i t h regards t o the f a i r share a l ­

lowable f o r what I w i l l c haracterize as a w e l l t h a t ' s not 

going t o be able t o produce t h a t f a i r share allowable. 

There was a Conoco w e l l under your mini --

A Right. 

• Q . "'. -- p r o r a t i o n schedule. , 

A Right. 

Q .One of those Conoco w e l l s , you said, i s 

not going t o make i t s f a i r share allowable. 

A Well, there are two w e l l s on the u n i t . 

Q Yeah, i t ' s not important which ones they 

are, but there i s a type of w e l l t h a t can't make the« f a i r 

share allowable. 

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

Q ' What happens under your proposal t o t h a t 

underproduction, the d i f f e r e n c e between what the w e l l w i l l 

make and the. f a i r share allowable? 

A The same t h i n g t h a t ' s happening now. 

Q There'd be no change i n . i t . 

A There'd be no change i n t h a t w e l l ' s 

s t a t u s . That w e l l i s — t h a t u n i t i s not c a r r y i n g any 

underproduction because i t ' s c l a s s i f i e d as marginal. There 

would be no change i n t h a t u n i t whatsoever. 

This i s — t h i s number here, i f y o u ' l l 

look at E x h i b i t Number Twenty-five, f o r the month of 

January, y o u ' l l see t h a t t h a t Conoco Vaughn B-l Unit has a 
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maximum f a i r share f a c t o r f o r an acreage f a c t o r of 2 of 

33,000. The w e l l averaged 8,400 i n the year 1982. 

'. . Now, t h a t '. w e l l -- t h a t u n i t was 

r e s t r i c t e d a t c e r t a i n times. , I t h i n k y o u ' l l come down here 

on our p r o r a t i o n schedule and y o u ' l l see i n the month of 

December, when the market was p r e t t y good, l a s t December, 

the w e l l — the u n i t made 19,000, which was twice what i t 

made-for an average i n 1982. 

Q I'm not i n t e r e s t e d i n s p e c i f i c numbers, 

Mr. Nutter — 

A Yes, but — 

Q I want t o have you ex p l a i n the concept — 

A Right. 

Q - - o f how t h i s works f o r me. 

A The maximum allowable t h a t t h a t w e l l 

could produce, i f i t were capable of doing i t , i n January of 

1983 would have been 33,000. 

The w e l l s can't make 33,000, I don't be­

l i e v e , so — 

Q Let me ask you a question. 

A So i t ' s not accumulating any underpro­

duction now; i t wouldn't- accumulate any underproduction un­

der our proposal. 

Q A l l r i g h t . Under c u r r e n t p r o r a t i o n i n g 

methods a w e l l t h a t i s a.marginal w e l l producing at capacity 

cannot make t h a t allowable assigned t o i t and i t would gen­

erate an underproduction. What happens to the underpro-
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duction. 

Q A l l r i g h t , s i r . What happens to those 

we l l s t h a t I ' l l c a l l marginal under your c a l c u l a t i o n of the 

f a i r share allowable? There i s a gap there i n which i t can­

not produce enough.to meet i t s f a i r share. 

A I f i t ' s due: t o p i p e l i n e c u r t a i l m e n t be­

yond the professed demand f o r t h a t month, then the producer 

has a -case.against the p i p e l i n e . 

Say t h a t the p i p e l i n e d e l i v e r a b i l i t y , or 

the p i p e l i n e access, i s determined t o be 65 percent f o r a 

month, average p i p e l i n e access, and the p i p e l i n e produces 

the w e l l only 25 percent of the time. I f , over a period of 

time, you said — y o u ' l l r e c a l l t h a t we would r e q u i r e the 

p i p e l i n e s t o balance out w i t h producers over a period of 

time, and i f the p i p e l i n e has not balanced out w i t h t h a t 

producer, then there'd be a case between the producer and 

the p i p e l i n e . Why haven't you produced my w ell? Over here 

across the l i n e I see t h a t you've overproduced my neigh­

bor's w e l l , and i t ' s a matter between the p i p e l i n e s and be­

tween the producers, which i s the way i t i s r i g h t now w i t h 

marginal production. The marginal production — the Commis­

sion doesn't do anything t o p r o t e c t the producer w i t h mar­

g i n a l w e l l s at t h i s time. He's on h i s own, and the pro­

ducer would continue to be on h i s own t o p r o t e c t h i s wells 

and see t h a t the p i p e l i n e takes h i s production. He's going 

to have to get a h o t l i n e t o the p i p e l i n e o f f i c e , maybe. 

MR. KELLAHIN: Thank you, Mr. 
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Chairman, I have nothing f u r t h e r . 

MR. RAMEY: Any other questions 

of Mr. Nutter? Mr. Nance. 

" MR. NANCE: Mr. Chairman, f i r s t 

of a l l , I wondered i f we might a p p r o p r i a t e l y ask a few ques­

t i o n s r e l a t i n g t o Mr. Nutter's e a r l i e r testimony during — 

his d i r e c t testimony during the June p o r t i o n of the hearing? 

MR. NUTTER: I don't remember 

what I said then, so" — 

MR. NANCE: Well, I ' l l t r y to 

remind you, 

MR. NUTTER: I'm sure you w i l l . 

CROSS EXAMINATION 

BY MR. NANCE: 

Q • Mr. Nutter, i n your being q u a l i f i e d as an 

expert witness i n petroleum engineering, p r o r a t i o n i n g mat­

t e r s , and also r e g u l a t o r y matters, by your a t t o r n e y , Mr. 

Carr, you i n d i c a t e d many years of experience w i t h the New 

Mexico O i l Conservation Commission and the O i l Conservation 

D i v i s i o n , i s t h a t correct? 

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

Q I n a l l those years w i t h the -- e i t h e r the 

NMOCC or the OCD have you ever proposed such a formula f o r 

p r o t e c t i n g gas or f o r p r o r a t i n g gas i n any pool i n New Mex­

ico as what you are proposing i n t h i s p a r t i c u l a r case? 
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A No, there's never been a case l i k e t h i s 

brought before the Commission before. 

Q Okay, thank you. 

You discussed what can be done to ease 

the present burden on gas producers i n New Mexico, and you 

suggested t h a t the answer would be to reduce takes r a t a b l y , 

and t h a t ' s what you are con t i n u i n g --

A That's the basis of our case. 

Q - - t o propose t h i s morning. 

A Ratable r e d u c t i o n . 

Q Could you t e l l me i f another s o l u t i o n 

would be t o permit every producer an equal p a r t of over­

production i n making making market demand? 

A Every producer? ' No, because every pro­

ducer doesn't even have the same number of w e l l s . 

Q Shall we say an equal -- a p o r t i o n equal 

to t h a t producer's i n t e r e s t s ? 

A No, I don't t h i n k so. Why should a pro­

ducer t h a t has ten wells t h a t w i l l make 100 Mcf t o t a l get 

the same amount of production i n t o the p i p e l i n e t h a t a pro­

ducer t h a t has ten we l l s t h a t w i l l make 1000 Mcf? 

Q A l l r i g h t . 

A I n other words, i f you're' going t o put i t 

on a per w e l l basis — i f every producer had w e l l s , the same 

number of w e l l s , t h a t every other producer has, and every 

producer's w e l l s were of equal capacity, then a l l producers 

should be cut equally. 
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Q A l l r i g h t . 

A But i t has t o be a l l on an equal r a t a b l e 

basis. 

Q Okay, assuming, however, t h a t you were 

using a 100 percent acreage a l l o c a t i o n formula, what would 

your answer be. then? . ' 

A Well, the maximum acreage — maximum f a i r 

share f a c t o r s here consider acreage. They consider nomina­

t i o n s and previous acreage f a c t o r s , or top allowable 

f a c t o r s , times 'current or present nominations and acreage 

f a c t o r s , and so the we l l s would have a maximum f a i r share 

based on acreage. There's no departure from acreage :in t h i s 

formula t h a t we're proposing. 

Q A l l r i g h t , and as f a r as the e x i s t i n g 

r u l e s are concerned i n the Jalmat Gas Pool, f o r example, i s 

i t not t r u e t h a t each w e l l i n the Jalmat i s allowed a por­

t i o n of the market demand according t o t h a t w e l l ' s acres, or 

acreage f a c t o r s , and the r e l a t i o n s h i p t h a t t h a t acreage 

f a c t o r — t h a t those acres then bear t o the t o t a l ' a c r e s i n 

the pool? 

A No. No, t h a t ' s not t r u e , because — be­

cause — 

Q Are you t a l k i n g about c u r r e n t rules? 

A Yes. Because i n the Jalmat Pool we have 

a t o t a l of 355.94 t o t a l acreage f a c t o r s . Of those only 

6.25 are nonmarginal, so 349.69 out of 355.94 are marginal 

f a c t o r s . So they don't have access s o l e l y on the basis of 
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acreage. They have access on the basis of t h e i r d e l i v e r ­

a b i l i t y i n t o the p i p e l i n e , t h e i r marginal w e l l s . 

So they're not operated s o l e l y on 

acreage. 

Q Now, the d i s t i n c t i o n you're t a l k i n g about 

then, i s between nonmarginal and marginal, i f a l l w e l l s were 

c l a s s i f i e d as marginal., then the access t o the market would 

be s t r i c t l y on the basis of 100 percent acreage? 

A No, no, i t ' s j u s t the opposite, i f they 

were a l l nonmarginal would be on the.basis.of 100 percent 

acreage. I f they're marginal i t ' s on the basis of d e l i v e r ­

a b i l i t y , i f you w i l l . 

Q What i s the reason f o r c l a s s i f i c a t i o n of 

we l l s as marginal? 

A They can't make the allowable. 

Q A l l r i g h t . Let me take you through an 

example, i f we might. 

Assume t h a t we have a new pool and t h a t 

we s t a r t p r o r a t i o n f o r t h a t pool on a well, by w e l l basis, 

using 100 percent acreage f a c t o r as the basis f o r the c a l ­

c u l a t i o n of allowables, could you describe how t h a t would 

work on a w e l l by w e l l basis? 

A Well, normally the way i t would always 

work would be you'd have nominations t o t a l i n g , say, 1000, 

you'd have f i v e w e l l s t h a t come i n i n the pool. You'd 

d i v i d e the — and they're a l l of equal capacity d i v i d e 

5000 by 5 and give each one 200. 
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And then as marginal production develops, t h i s i s under the 

cur r e n t system — 

Q A l l r i g h t . 

A As marginal production — as marginal 

w e l l s develop they're permitted t o produce, i f they can't 

make t h a t 200, they're permitted t o produce what they can 

and the balance i s d i v i d e d among the remaining four w e l l s , 

i f one of them goes marginal. 

Q Okay. Is t h i s not the h i s t o r i c a l basis 

f o r the p r o r a t i o n scheme t h a t has been i n e f f e c t --

A Yes, t h i s i s the way i t was adopted i n 

southeast New Mexico and has been u n t i l — u n t i l now. 

Q Okay, do you know how long t h i s type of 

c a l c u l a t i o n has been i n e f f e c t f o r the — w e l l , f o r the 

Jalmat Pool, f o r example? 

A Yes, since 1954 i n the Jalmat. ' As I 

stated t o Mr. K e l l a h i n , i t ' s anywhere from '54 t o '74 t h a t 

t h i s gas p r o r a t i o n i n g was implemented i n various pools. 

Q A l l r i g h t . Would you say t h a t i f w e l l s 

were pro p e r l y c l a s s i f i e d i n the Jalmat Pool, as an example, 

as between marginal and nonmarginal, given the e x i s t i n g 

r u l e s t h a t the p r o r a t i o n scheme would be on an eq u i t a b l e 

basis, p r o t e c t i n g c o r r e l a t i v e r i g h t s , preventing waste? 

A I t would be i f you had f l u s h production. 

This worked f i n e when these pools were b e t t e r pools', but as 

y o u ' l l r e c a l l from E x h i b i t Number One, everyone of" these 

pools has declined. There's only two of these f i f t e e n pools 
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t h a t ' s making as much as 50 percent of i t s maximum 

production. I t ranges from 74 percent down to only 2 per­

cent of i t s previous high. 

So many of these pools are a t advanced 

st a t e of d e p l e t i o n here and a s t r a i g h t acreage formula j u s t 

i s n ' t t h a t a p p l i c a b l e any more as i t once was, because so 

many of the w e l l s have gone marginal and the 

r e c l a s s i f i c a t i o n now t o nonmarginal of everything above t h i s 

i s kind of f a r f e t c h e d , as was shown by another witness i n 

the previous hearing on t h i s matter, the c l a s s i f i c a t i o n as 

nonmarginal and the c u r t a i l m e n t of some of these w e l l s i s 

going t o cause gas t o migrate from one w e l l t o the "other. 

V i o l a t i o n s of c o r r e l a t i v e r i g h t s w i l l occur. Subsequent 

waste w i l l f o l l o w , and i t j u s t i s n ' t p r a c t i c a l i n an ad­

vanced s t a t e of d e p l e t i o n t o c l a s s i f y everything as nonmar­

g i n a l . 

Q Could you t e l l me, does f l u s h production, 

which you described as what would be required f o r these 

f o r these r u l e s t o work, does f l u s h production become the 

f a c t o r t h a t requires p r o r a t i o n , or i s p r o r a t i o n needed be­

cause market demand i s less than producing a b i l i t y i n a gas 

pool? 

A Well, under normal c o n d i t i o n s you would 

expect the market t o be able t o support w e l l s t h a t — and 

support allowables t h a t are f a i r l y r e a l i s t i c , but when we 

have a depressed market l i k e we have today, those allowables 

do not become r e a l i s t i c , and what might have been proper f o r 
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c l a s s i f i c a t i o n of w e l l s as nonmarginal i n previous days i s 

no longer proper. I t ' s hard t o say j u s t what f l u s h 

production i s , but i t ' s — i t ' s good production. I t ' s not 

s t r i p p e r production. We're t a l k i n g about an awful l o t of 

w e l l s t h a t are approaching or are i n almost a s t r i p p e r 

s t a t e . ; 

Q Wouldn't i t make sense, then, i f the mar­

ket i s a t a n . u n r e a l i s t i c a l l y low — or an unusually low 

l e v e l , t h a t allowables should also be set a t a correspond­

i n g l y low l e v e l ? 

A That's probably r i g h t , i f i t ' s done on a 

r a t a b l e ^ b a s i s , but not on a non-ratable basis, and we don't 

f e e l t h a t the El Paso was r a t a b l e , because i t ' s t a k i n g away 

so much from some w e l l s and not t a k i n g away anything from 

other w e l l s , as E x h i b i t s Numbers Twenty-nine and T h i r t y 

show. 

Here we had t h i s w e l l t h a t was making 450 

under the 1000 Mcf per day market and i t ' s cut by 74 

percent, and one of these other w e l l s t h a t was become non-

marginal under your proposal i s only cut 8.5 percent. 

We don't f e e l t h i s i s r a t a b l e . We f e e l 

t h a t a r a t a b l e r e d u c t i o n of market should apply t o these, 

and t h a t a l l of them should share i n t h i s depressed market. 

I t ' s unreasonable t o expect j u s t a few t o 

bear the burden and the other w e l l s t o take the f r e e r i d e , 

so t o speak. 

Q However, the way t h a t the r u l e s are cur-
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r e n t l y s t a t e d , and the ru l e s t h a t have been established by 

the Commission up t o t h i s p o i n t on the basis of what the 

Commission saw as reasonable evidence, said t h a t 100 percent 

acreage i s the appropriate basis f o r a l l o c a t i n g production 

among w e l l s during periods of p r o r a t i o n , i s t h a t not 

correct? 

A That i s . c o r r e c t , under the e x i s t i n g r u l e , 

acreage i s the.only method t h a t ' s used t o d i v i d e the allow­

able among the w e l l s t h a t can't make — t h a t can make t h e i r 

allowable. 

Marginal w e l l s are not subject t o t h a t 

acreage f a c t o r , exept the acreage factor'and the assigned 

allowable are what determine whether the w e l l i s c l a s s i f i e d 

as marginal. • ' 

But under the r u l e s , a w e l l i s supposed 

to come back as nonmarginal i f i t can make the allowable and 

you a l l haven't been w i l l i n g t o wa i t f o r the we l l s t o come 

back t o nonmarginal. You come i n here and you say l e t ' s 

c l a s s i f y everything down t o 1 - m i l l i o n as nonmarginal. You 

haven't waited f o r the t h i n g t o work. 

I t used t o be t h a t w e l l s were 

r e c l a s s i f i e d on a more frequent basis back t o nonmarginal 

and El Paso i s the one t h a t asked f o r the r u l e s t o be 

changed t o wa i t one f u l l year before you could get back i n t o 

a nonmarginal s t a t u s . El Paso's the one t h a t asked f o r t h a t 

change. 

Q When was t h i s ? • 
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A Oh, I don't remember when. I t ' s a number 

of years back t h a t t h a t r u l e was changed, but i t was on the 

a p p l i c a t i o n of El Paso. 

Q During a s i g n i f i c a n t l y d i f f e r e n t market 

s i t u a t i o n . 

A Right, t h a t ' s r i g h t . That's when you 

wanted t o keep things marginal. Now you want t o get things 

nonmarginal. 

Q - I'd l i k e , i f we might, t o go back t o your 

E x h i b i t Number Twenty-five, which you introduced t h i s 

morning. 

A Okay, t h a t ' s the m i n i - p r o r a t i o n schedule? 

Q-. That's c o r r e c t , and i f you wouldn't mind, 

please, e x p l a i n i n g again, because we, as you s t a r t e d your 

explanation t h i s morning we hadn't yet gotten copies of the 

e x h i b i t and i t ' s a l i t t l e d i f f i c u l t f o r us t o f o l l o w the 

c a l c u l a t i o n t h a t you've made — 

A Okay. ' 

Q — f o r determining the d i f f e r e n c e between 

what you i n d i c a t e here as an example as the January f a i r 

share and the maximum f a i r share — 

A Okay. 

Q — considering the acreage f a c t o r . 

A Okay. 

Q I f you could go through t h a t . 

A Okay. Now nominations are not on t h a t ; 

however, w e ' l l take j u s t the month of January, i t ' s the top 
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of the f i r s t page of E x h i b i t Number Twenty-five. 

Now, the average adjusted nominations f o r 

t h i s pool i n 1982 were 1,044,500. 

Q That's the average nominations. 

A The average adjusted nominations i n 1982. 

Q A l l r i g h t . 

A The nominations f o r the month of January 

t o t a l e d 1,409,100. These are rounded o f f t o even 100's. 

Now, i f you d i v i d e the January nomina­

t i o n s by the 1982'adjusted nominations, y o u ' l l f i n d t h a t the 

January, 1983 nominations were 134.91 percent of the average 

adjusted nominations f o r 1982. 

. ... Now — 

Q Now, when you say ad j u s t nominations, 

you're t a l k i n g about nominations t h a t were made f o r the 

month of January and then subsequently — 

A No, I'm t a l k i n g — 

Q — adjusted? 

A No, the adjusted nominations were the 

nominations f o r each month i n 1982 as they were adjusted f o r 

underproduction, overproduction, and so f o r t h , i n the pool. 

Q And t h a t was an adjustment t h a t was made 

two months or so subsequent t o January, i s t h a t c o r r e c t ? 

A No, no. No, we're not t a l k i n g about 

January r i g h t now. We're t a l k i n g about — the adjusted nom­

i n a t i o n s are the 1982 nominations. 
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So those t o t a l e d 1,044,500. 

Q Okay, t h a t ' s the same f i g u r e , then, t h a t 

you used f o r a l l of these months c a l c u l a t i o n s . 

A That's c o r r e c t . That f i g u r e enters i n t o 

everyone of these months. 

Now, the i n d i v i d u a l month's nominations 

d i f f e r s f o r each one of these s i x months on t h i s mini-prora-

t i o n schedule. 

Q Right. 

A For the month of January they were 

1,409,100. Then I went t o each one of these wells t h a t ' s on 

the m i n i - p r o r a t i o n schedule and I averaged what i t s 

production was f o r the year 1982, what i t s average monthly 

production was. 

The Alpha Twenty-one averaged 5,240 Mcf 

per month. 

Q The e n t i r e year of '82. 

A For the e n t i r e year of '82. The Shipley 

averaged 8.028, and so on. 

A l l r i g h t , then you take the r a t i o of 

January's nominations to 1982 average adjusted nominations, 

t h a t 134.91 percent, and you apply t h a t t o the 1982 

production, and you get f a i r share based on production and 

c u r r e n t nominations. 

The Alpha Twenty-one, i t s f a i r share 

based on production only, would be 7,069 Mcf. 

Now, t h i s i s a guide. This would give 
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the p i p e l i n e a guide, and also the producer, as to what he 

might expect t h a t w e l l t o produce during the month of Jan­

uary i f 1982 was a t y p i c a l year's production f o r the w e l l . 

Probably i s n ' t . Some of them were c u r t a i l e d . Some were 

c u r t a i l e d more than others. 

Q Right; 

A Some of them — i n c a l c u l a t i n g t h i s I 

found some we l l s t h a t had zero month's production f o r two or 

three months. Others, there was a normal decline i n pro­

d u c t i o n . So t h i s i s not a f i r m f i g u r e at a l l . This i s a 

t e n t a t i v e guide, t h i s January f a i r share based on t h a t . 

Then you take, t h a t same r a t i o of 1044.5 

to 1409, you m u l t i p l y t h a t times the top u n i t allowable f o r 

1982, which i s n ' t on here, . i t ' s on one of these other ex­

h i b i t s , and f o r the Jalmat'Gas Pool a f a c t o r of 1 had 12,259 

Mcf average monthly top allowable production. 

So you take t h i s r a t i o of January nomin­

ations t o '82 adjusted nominations, m u l t i p l y t h a t by 

times t h a t 12,259 Mcf t h a t was the average top u n i t allow­

able f o r the Jalmat i n 1982, times an i n d i v i d u a l w e l l ' s ac­

reage f a c t o r , which i s .5, and you come up w i t h the 7069 f o r 

t h i s Alpha Twenty-one Well. 

That's i t s maximum f a i r share.. ' 

Q And a l l w e l l s , f o r example, i n t h i s pool 

t h a t have the same acreage f a c t o r s , f o r example .5, would 

have t h i s same top f a i r share? 

A That i s c o r r e c t . Y o u ' l l see the number 
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repeated f o r two we l l s there. I read t h a t number wrong. 

I said 7069. I meant 8269. I read the wrong column. 

Q Yes. 

A But y o u ' l l n o t i c e t h a t the Shipley Well, 

which i s a nonmarginal w e l l a t the present time, of course 

i t ' s shown here as being marginal, the M over on the l e f t 

s i de, but i t c u r r e n t l y i s a nonmarginal w e l l , but i t has a 

maximum f a i r share of 16,539. 

The l i t t l e Gulf w e l l down here, which i s 

a small marginal w e l l , has an ̂ acreage f a c t o r of 1, i t has a 

maximum f a i r share also of 16,539. 

I f t h a t w e l l could be reworked and i t s 

p r o d u c t i v i t y increased, i t could produce up t o the 16,539. 

Now the monthly, i n a l l these months, the 

monthly nominations are c a l c u l a t e d i n against the average 

nominations f o r 1982, and the average top u n i t allowable 

f a c t o r f o r 1982, t o a r r i v e a t the maximum f a i r share, and as 

we stat e d before, under j u s t applying production, t h a t Hart­

man Bates Well c a l c u l a t e s on production only an allowable of 

13,287 f o r the month of January; however, i t s maximum f a i r 

share i s only 12,403, so t h a t would be held t o the 12,403. 

That would be i t s f a i r share maximum and i t couldn't produce 

more than t h a t . 

Q I s there any type of r e l a t i o n s h i p a t a l l 

between t h i s maximum f a i r share t h a t you are proposing here 

and the c u r r e n t s i t u a t i o n w i t h nonmarginal w e l l s versus mar­

g i n a l wells? 
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Let me rephrase t h a t , i f I might. 

What you a n t i c i p a t e i s t h a t very few, i f 

any, w e l l s would make t h a t maximum f a i r share. 

A That's r i g h t , very few of them are going 

t o be subject t o t h a t , because take a look a t the Gulf Well. 

I t ' s got 16,539, yet i n 1982 i t only averaged 1608. I can 

t e l l you what i t s best month was i n the year 1982, i t wasn't 

very good. I t ' s best month i n the year 1982 was 2640, and 

t h a t was at the beginning of the year; t h a t was January of 

1982. • I t d i d have some p r e t t y badly c u r t a i l e d months. I t 

d i d n ' t produce anything i n August and September and only 30 

i n October, but i t s average was 1608 f o r the year, so i t ' s 

not a very good w e l l and i t ' s never, unless something i s 

done w i t h the w e l l , i t ' s never going t o approach t h a t 16,539 

but i f they'd rework the w e l l and put — and get s u b s t a n t i a l 

increase, t h a t would be i t s maximum f a i r share c e i l i n g . 

Q Well, as things stand now, we have the 

m a j o r i t y of the w e l l s being c l a s s i f i e d as marginal. I f the 

market i s s u f f i c i e n t and a l l of those marginal w e l l s , es­

s e n t i a l l y , are being allowed t o produce, the only w e l l s t h a t 

are being cut back are the few, small —•' or the small number 

of good producing w e l l s a t the top again t h a t are nonmargin­

a l w e l i s — 

A This i s the way i t was u n t i l — 1 

Q — and t h i s i s the way i t i s operated up 

through the present, e s s e n t i a l l y . 

A U n t i l — u n t i l the p i p e l i n e conditions 
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2 got t o the p o i n t you' had t o s t a r t c u r t a i l i n g those marginal 

we 11s. 

Q A l l r i g h t , what I'm asking i s i f you 

would not have a s i m i l a r s i t u a t i o n again under your proposed 

scheme where only a handful of the very best w e l l s up at the 

top end of the scale are going t o be subject t o t h i s maximum 

f a i r share c u t o f f ? 

8 A No, no, because i t ' s up t o the p i p e l i n e s 

9 to reduce them a l l r a t a b l y . They're going t o produce a l l 

IQ those w e l l s r a t a b l y , and t h i s , as I s t a t e d , the f i r s t column 

i s the guide as t o what the w e l l s would produce i f the '82 

production were t y p i c a l f o r t h a t w e l l . Now, we r e a l i z e i t ' s 

not, so the guide i s going t o be a f l e x i b l e guide, but t h a t 

would be the amount you more or less would expect from the 

w e l l s ; you wouldn't expect the maximum f a i r share, but they 

would a l l be c u r t a i l e d on the basis of time access t o pipe-

16 l i n e f a c i l i t i e s . 

17 Q Well, the maximum f a i r share, though, you 

18 are s t a t i n g , i s a l e v e l beyond which a w e l l could not pro­

duce without some type of penalty --

' A No, no, t h i s i s the guide t h a t the pro­

ducer uses i n going t o the p i p e l i n e i f he sees a w e l l across 

the l i n e producing i n excess of t h a t maximum f a i r share, 

he's got a case against the p i p e l i n e . You're producing my 

w e l l a t f i f t y percent; you're producing t h a t w e l l i n excess 

of the maximum f a i r share, how come? 
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month. At the end of a year, or some period of time, the 

t o t a l maximum f a i r shares w i l l be c a l c u l a t e d , the production 

would be shown, and any operator could t e l l whether another 

producer was g e t t i n g an advantage over him or not by the 

production. 

Q Now, o v e r a l l the r o l e of the Commission 

i n a scheme t h a t you're proposing becomes a much more pas­

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

A I t ' s the same as i t i s c u r r e n t l y f o r 98 

percent of the w e l l s , l i s t i n g the production and l i s t i n g 

they c a l l i t now an allowable f o r marginal w e l l s . I t ' s not 

an allowable, as I stated before, because i f a w e l l doesn't 

produce one month — the marginal allowable i s always shown 

to be the production from two months back i n a p r o r a t i o n 

schedule. A l l r i g h t , i f a w e l l d i d n ' t produce anything two 

months back i t shows zero allowable t h i s month. That 

doesn't mean t h a t the w e l l can't produce gas i f i t ' s a mar­

g i n a l wel1. 1 

So allowable i s a misnomer there. But 

i t ' s , what the Commission does at the present time f o r mar­

g i n a l production, i t r e p o r t s i t s .production. 

Now, the Commission would be less passive 

than t h a t because they're g i v i n g guidelines here now; maybe 

zero production, or maybe showing production f o r marginal 

w e l l s i s a g u i d e l i n e . I n t h a t case they would be the same 

amount of p a s s i v i t y t h a t they are now. 

But they r e a l l y don't do anything about 
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marginal w e l l s a t the c u r r e n t time, and they wouldn't be 

doing anything about marginal w e l l s i n the f u t u r e . 

Q And what your proposal i s then, i s t o 

c o r r e c t — w e l l , l e t me — l e t me ask again. 

Do you see the problem as being one where 

only those 2 percent of the w e l l s , then, are t r e a t e d u n f a i r ­

l y , and t h a t c o r r e c t i n g the s i t u a t i o n as f a r as those 2 per­

cent of the w e l l s i s concerned, then i t w i l l solve the over­

a l l problem? Is t h a t what your proposal is? 

A No, no. Our proposal i s not t o c o r r e c t 

the problem f o r 2 percent of the w e l l s . Our proposal i s t o 

c o r r e c t the problem f o r 98 percent of the w e l l s , becaue you 

a l l f i l e d the f i r s t a p p l i c a t i o n and you wanted t o make 

everything nonmarginal. That, t o us, was the problem. We 

d i d n ' t see any problem the way things were, but when you a l l 

f i l e d your a p p l i c a t i o n t o c l a s s i f y everything as nonmarginal 

we saw a problem developing then". 

So. we're not complaining about the 2 per­

cent r i g h t now. We're complaining about your proposed 100 

percent. 

Q Is i t e s s e n t i a l l y t r u e t h a t what you are 

asking f o r i s t o do away w i t h p r o r a t i o n r u l e s as they cur­

r e n t l y e x i s t ? 

A No more than your case i s . 

Q But would you say t h a t El Paso's proposal 

i s one t o r e i n s t a t e e x i s t i n g p r o r a t i o n rules? 

A No, I don't t h i n k so. I don't t h i n k i t 
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i s . 

Q Where they are not working because of the 

market s i t u a t i o n ? 

A No, I don't t h i n k you're r e i n s t a t i n g the 

r u l e s here. You're modifying the r u l e s by r e c l a s s i f y i n g 

marginal production as nonmarginal. 

Q And what i s the impact of your proposal 

on the e x i s t i n g ruies? 

A You're r e c l a s s i f y i n g 98 percent; we're 

r e c l a s s i f y i n g 2 percent. 

Q And your r e c l a s s i f i c a t i o n of t h a t 2. per­

cent leaves what e f f e c t as f a r as the ru l e s are concerned? 

A Everything marginal. 

Q And the r u l e s , then, are — are able t o 

operate how? 

A The burden i s made cle a r t o the producer 

and t o the p i p e l i n e t h a t i t ' s up t o them t o r a t a b l y produce 

the w e l l s subject t o the market demand. 

Q And the Commission's enforcement, then, 

becomes one merely o f responding t o complaints between pro­

ducers and p i p e l i n e s . 

A I would t h i n k so. 

Q And not of e s t a b l i s h i n g s p e c i f i c guide­

l i n e s f o r the p i p e l i n e s and producers t o f o l l o w . 

A We had our s p e c i f i c g u i d e l i n e s , which I 

read i n t o the record, points one, two, t h r e e , and f o u r . 

Q Would you mind repeating those so t h a t we 
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2 might be sure t h a t we have them down c o r r e c t l y . 

A Okay. One, a l l southeast prorated w e l l s 

be c l a s s i f i e d as marginal. 

Two, each gas purchaser t o implement any 

necessary production cutbacks by, as equally as p r a c t i c a b l e , 

r e s t r i c t i n g on a time basis each prorated w e l l ' s access t o 

t h a t purchaser's gathering system. 

8 Three, any southeast p r o r t e d w e l l t h a t i s 

9 t r u l y nonmarginal, which has excess producing capacity, 

IQ s h a l l be f u r t h e r r e s t r i c t e d i n i t s production by being as­

signed a monthly production c e i l i n g , which s h a l l be calcu­

l a t e d by the formula. 

I won't go i n t o the formula again. 

Four, f o r a given prorated w e l l each 

p i p e l i n e purchaser t o balance out w i t h a l l other w e l l s i n 

the pool over a s p e c i f i e d period of time the access t h a t 

16 t h a t w e l l has t o the p i p e l i n e system. 

17 . The u l t i m a t e r e s p o n s i b i l i t y f o r p o l i c i n g 

Ig the ac t u a l time access t o the p i p e l i n e s h a l l be l e f t t o each 

i n d i v i d u a l operator. 

Q What you're saying i s t h a t the operator, 

then, has the r e s p o n s i b i l i t y f o r making sure t h a t t h a t ' s the 

case and he i s the one who needs to monitor the production 

of h i s — of h i s o f f s e t property. 

A And h i s own, also. He's got t o monitor 

h i s own production. He's got t o monitor h i s p i p e l i n e . He's 
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wise operator t h a t ' s one of these 98 percent marginal w e l l s 

today i s doing t h a t . 

Q And what should the extent of the Commis­

sion's involvement be? 

A The Commission's involvement i s the same 

as i t i s now f o r marginal w e l l s , and also e s t a b l i s h i n g the 

maximum f a i r share a l l o c a t i o n s . 

Q But as you see i t , t h a t maximum f a i r 

share has not a great p r a c t i c a l e f f e c t . 

A I t wouldn't t o some w e l l s ; i t would t o 

other w e l l s . I t ' s a maximum t h a t i s there and up t o the 

p i p e l i n e and the producers t o observe. 

Q But as long as we l l s were cut back on a 

ra t a b l e time basis, then you don't see t h a t — 

A I don't see i t as being a problem, r i g h t . 

That's r i g h t . 

MR. NUTTER: Mr. Chairman, may 

I get a drink of" water? . y 

MR. NANCE: We could break 

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

(Thereupon a recess was taken.) 

MR. RAMEY: The hearing w i l l 

come t o order. 

Mr. Nance, you may proceed. 

Q Mr. Nutter, one f i n a l explanation. I 
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wondered i f you could — could go through an example. 

Let us assume, as I have mentioned 

before, t h a t we are s t a r t i n g p r o r a t i o n i n a new f i e l d w i t h a 

100 percent acreage a l l o c a t i o n formula and a s i t u a t i o n of 

increasing market demand t o s t a r t w i t h . 

What could you — w i l l you agree t h a t as 

we l l s are added and as market demand increases, under a 100 

percent acreage a l l o c a t i o n formula, t h a t a l l w e l l s would be 

allowed t o produce up t o a c e r t a i n l e v e l , say, a l e v e l of 1, 

before any w e l l was allowed t o produce t o a l e v e l of 2? 

A Well, I t h i n k I understand what you're 

saying, and I t h i n k the answer i s yes. 

Q A l l r i g h t . S t i l l the increasing market 

demand, s t i l l the increasing production, you have w e l l s t h a t 

have gone t o a l e v e l of 2 and some we l l s have not Been able 

to reach t h a t l e v e l of 2. 

A Okay, those become the marginal w e l l s . 

Q Those .become the marginal w e l l s . The 

same s i t u a t i o n applies as market demand increases and wells 

are allowed t o produce up t o a l e v e l of 3;' there are those 

w e l l s which cannot make t h a t l e v e l , they i n t u r n become mar­

g i n a l w e l l s , and ones.that can produce 3 are allowed to pro­

duce 3, and so on, i s t h a t c o r r e c t ? 

A That's h i s t o r i c a l l y the way t h i s has 

worked. 

Q Then you have a peak i n demand, f o r 

example, and demand begins t o decrease. With a 100 percent 
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a l l o c a t i o n formula, what type of cutback i n production do 

you have? Describe t h a t , please. 

A Well, I don't know what kind of a cutback 

i n production you've got. I don't know. 

Q Can you describe the mechanism? Are a l l 

w e l l s t h a t are top producers cut back t o a c e r t a i n l e v e l of 

production before w e l l s t h a t are on a lower l e v e l of 

production are cut back a t a l l under a 100 percent acreage 

a l l o c a t i o n formula? 

A Under Commission r u l e s the top allowable 

w e l l s would be reduced and under Commission r u l e s , I don't 

know, the marginal w e l l s may or may not be. I t ' s apparently 

some p i p e l i n e p o l i c y t h a t they wouldn't a f f e c t the marginal 

w e l l s , although t h a t ' s not a p r o v i s i o n of Order R-1670, but 

t h e o r e t i c a l l y , the nonmarginal w e l l s , the top allowable f o r 

the nonmarginal w e l l s would be lowered as the market i s de-

pressed. The marginal w e l l s , t h e o r e t i c a l l y , would be pro­

ducing at 100 capacity; the nonmarginal w e l l s producing 

less. And then as the allowables came down, the mechanics 

of r e c l a s s i f i c a t i o n would work and some of those marginal 

w e l l s would be r e c l a s s i f i e d as nonmarginal. 

Q A l l r i g h t , c o r r e c t . The other p o i n t t h a t 

I would l i k e you t o discuss, i f you would, j u s t b r i e f l y , i s 

to define what you mean as r a t a b l e t a k i n g among we l l s i n a 

pool. 

A As I mentioned i n the testimony the f i r s t 

time around, r a t a b l e does not mean equal. Ratable means 
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pr o p o r t i o n a t e . This i s a basic l e g a l d e f i n i t i o n of r a t a b l e 

and r a t a b l e t a k i n g means t h a t w e l l s are going to share i n — 

r a t a b l e , the l e g a l d e f i n i t i o n of r a t a b l e i s t h a t various 

components share on a non-equal but a proportionate basis, 

and t h a t ' s what the we l l s are doing a t t h i s time, they're 

sharing, the t o t a l market on a pr o p o r t i o n a t e basis. 98 per­

cent of the we l l s are sharing t h i s market on a basis of 

t h e i r capacity t o d e l i v e r i n t o the p i p e l i n e . 

Now, the p i p e l i n e demand i s going on. 

We're proposing t h a t they continue t o produce on a propor­

t i o n a t e share and t h a t the reductions would be 

pr o p o r t i o n a t e . 

And w e ' l l say the market i s depressed by 

50 percent, as shown on E x h i b i t Twenty-nine and T h i r t y . The 

reduc t i o n i s on an equal basis percentagewise, but i t ' s on a 

r a t a b l e basis volumewise. I t ' s p r o p o r t i o n a t e t o t h e i r cap­

a c i t y t o produce under the Case 1 as compared t o Case 2 on 

E x h i b i t Number T h i r t y . 

Now, — ; 

Q Are you equating — 

A — E x h i b i t Twenty-nine, nothing here i s 

r a t a b l e . Nothing here i s p r o p o r t i o n a t e . 

. , E x h i b i t Number. T h i r t y i s pr o p o r t i o n a t e or 

r a t a b l e . 

Q Would you not say t h a t on your E x h i b i t 

Twenty-nine i t c e r t a i n l y i s something p r o p o r t i o n a t e among 

a l l of the we l l s 1 through 4 i f they have — i f they a l l 
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have the same acreage f a c t o r ? 

A Yeah, the acreage f a c t o r i s the same but 

the allowable i s not a r a t a b l e allowable. The allowable i s 

an equal allowable. 

Q I f we are t a l k i n g about 100 percent ac­

reage a l l o c a t i o n as the basis f o r e s t a b l i s h i n g the 

allowable as r a t a b l e and not equal. 

A The acreage f a c t o r s are equal. The 

acreage f a c t o r s are equal. 

Q Then t h e r e f o r , the allowables also'should 

be equal. 

A The top allowable would be equal but 

we're not t a l k i n g — t h i s — t h i s i s an extreme case here 

where market demand has been cut i n h a l f , and r a t h e r than 

allow w e l l s t o assume t h e i r c l a s s i c r e c l a s s i f i c a t i o n 

p o s i t i o n , we're t r y i n g to hasten things by saying l e t ' s 

c l a s s i f y e verything down t o nonmarginal; put everything on 

an equal f o o t i n g here, and we're not a l l o w i n g the'system t o 

work. 

So what we're proposing would simply say 

instead of r e c l a s s i f y i n g everything as nonmarginal, l e t ' s 

c l a s s i f y everything as marginal and have r a t a b l e reductions 

during t h i s depressed market. 

We're not asking f o r t h i s t o be a perma­

nent thing.* The a p p l i c a t i o n was u n t i l , f u r t h e r order of the 

Commission. I f t h i s doesn't work, or i f the market demand 

improved i n the next few years, i t won't make any d i f f e r -
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ence. We t h i n k t h i s i s an extreme market s i t u a t i o n r i g h t 

now and where you asked me before had a case l i k e t h i s ever 

come — had I ever t e s t i f i e d i n a case, had I heard of a 

case l i k e t h i s , no, I haven't, because I haven't seen the 

market l i k e i t i s today, and I haven't seen a p i p e l i n e come 

i n before, except i n February when they asked t h a t 

everything be c l a s s i f i e d as nonmarginal. I t ' s never hap­

pened before, so I guess we've never had a market l i k e t h i s 

before. 

Q But as f a r as you can see, r a t a b l e means 

A Ratable means pro p o r t i o n a t e t o me. 

Q — prop o r t i o n a t e t o d e l i v e r a b i l i t y ? 

A The we l l s today are t a k i n g a 

pro p o r t i o n a t e share of the market, the 9 8 percent marginal 

w e l l s are t a k i n g a prop o r t i o n a t e share of the market. 

Q Because the r u l e s are not operating on 

those w e l l s . 

A Well, the r u l e s have operated on the 

we l l s t o the extent t h a t they were c l a s s i f i e d as marginal 

w e l l s , and now they're sharing a pr o p o r t i o n a t e market and 

while the r u l e s say acreage i s the f a c t o r , the p r a c t i c a l i t y 

d i c t a t e s t h a t d e l i v e r a b i l i t y i s .the f a c t o r f o r 98 percent of 

the w e l l s today. 

0/ ;' The p r a c t i c a l i t y being the p i p e l i n e ' s i n ­

t e r p r e t a t i o n of what seems t o be appropriate? 

A No, the — no, the p r a c t i c a l i t y of the 
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matter i s t h a t the we l l s are not permitted- t o make top a l ­

lowable. They can't make top allowable, and so they're 

c l a s s i f i e d as marginal and they're d e l i v e r i n g a t capacity. 

Now, I presume t h a t you are c u t t i n g those 

w e l l s back. I t h i n k Mr. Kendrick t e s t i f i e d p r e v i o u s l y t h a t 

you were c u t t i n g those w e l l s back. So you're reducing the 

takes based on d e l i v e r a b i l i t y or some f a c t o r , I don't know 

what i t i s . 

But the f a c t of the matter i s t h a t 98 

percent of the w e l l s are on a d e l i v e r a b i l i t y or p i p e l i n e 

capacity basis today under the a l l o c a t i o n formula. 

Q And your proposal i s t o make i t 100 per­

cent. 

A Right, change the c l a s s i f i c a t i o n f o r two 

or three percent of the w e l l s . 

Q And t o make d e l i v e r a b i l i t y , then, the 

basis f o r determining what i s a r a t a b l e take? 

A Up t o a c e i l i n g ; up t o a maximum c e i l i n g ; 

t o a maximum f a i r share. 

Q Do you not see t h i s as a s i g n i f i c a n t de­

parture from.the e x i s t i n g rules? 

A No, I don't see i t as a s i g n i f i c a n t de­

parture because you're . r e c l a s s i f y i n g two percent of the 

we l l s and l e t t i n g ' t h i n g s operate j u s t the way they are. 

Q Where i n actual o p e r a t i o n , though, the 

100 percent acreage-allocation formula does not have any 

oppo r t u n i t y t o operate. 
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A The 100 percent a l l o c a t i o n based on ac­

reage hasn't operated f o r the m a j o r i t y of the w e l l s f o r 

years. 

I t h i n k I had an e x h i b i t going back t o 

1980, I be l i e v e i t was; might not have gone back t h a t f a r ; 

no, I guess i t d i d n ' t , t h a t showed the number of marginal 

versus.nonmarginal w e l l s f o r years back, but i t ' s been years 

since most of these pools had the m a j o r i t y of t h e i r w e l l s 

c l a s s i f i e d as nonmarginal. 

This only compared — E x h i b i t s Four and 

Five compared the number of marginal w e l l s i n the May pro­

r a t i o n schedule t o the — of '82, t o the May schedule of '83 

and 91 percent were marginal i n '82; 95 percent are marginal 

i n '83. 

During a period of depressed market more 

w e l l s became marginal. Explain t h a t . I t ' s because of the 

decline i n p r o d u c t i v i t y of the w e l l s , not the decline i n 

market. The decline i n market should have made things non-

marginal. 

Q I f allowables were established.. 

A , Well, allowables have been established 

but s t i l l more w e l l s were becoming nonmarginal — more w e l l s 

were becoming marginal a l l the time when t h i s market was 

going down. Just l i k e I s a i d , you had 91 percent of the 

t o t a l w e l l s , or p r o r a t i o n u n i t s , i n 1982 were marginal. 95 

percent ar.e marginal i n 1983. 

Now, w i t h the dismissal of the Indian 
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Basin Upper Penn t h i s f i g u r e i s going t o be something l i k e 

98 percent. I don't know ex a c t l y how many. 33 percent of 

the w e l l s i n the Indian Basin were nonmarginal. 

Q Mr. Nut t e r , thank you. 

MR. NANCE: Mr. Chairman, we no 

f u r t h e r questions a t t h i s time. 

MR. RAMEY: Mr. Stamets. 

QUESTIONS BY MR. STAMETS: 

Q Mr. Nutter, I may say you p e r i o d i c a l l y i n 

the cross examination, but c e r t a i n l y I mean Mr. Hartman 

since i t ' s h i s a p p l i c a t i o n . 

Why d i d n ' t you ask f o r de-pro r a t i o n of 

these pools? 

A That would be a major departure 'from what 

we've got and we're not seeking a major departure. We're 

j u s t seeking a minor departure by the r e c l a s s i f i c a t i o n of a 

handful of w e l l s as marginal. 

Q I'm not sure t h a t I agree w i t h t h a t r e ­

sponse but t h a t ' s — t h a t ' s a l l r i g h t . 

L e t f s t a l k about r a t a b l e i n p r o r a t i o n i n g . 

I t would seem, Mr. Nut t e r , t h a t i f we look a t the 

appropriate s t a t u t e s , being 70-2-16C, r e l a t i v e t o 

p r o r a t i o n i n g , and 70-2-19D., ' r e l a t i v e t o r a t a b l e take, t h a t 

many of the f a c t o r s t h a t go i n t o those are the same, except 

t h a t I n o t i c e i n 70-2-16C on p r o r a t i o n i n g i t t a l k s about the 

system and i t says s h a l l prevent drainage from producing 
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t r a c t s i n a pool which i s not equalized by counter drainage. 

Now, I bel i e v e t h a t once we examine these s t a t u t e s , t h a t 

t h a t phrase i s not common t o the two; i t applies only as f a r 

as p r o r a t i o n i n g goes. 

How does the system t h a t you propose here 

today act t o prevent t h i s drainage which i s not o f f s e t by 

counter-drainage b e t t e r than p r o r a t i o n i n g system and 

s t r a i g h t acreage as El Paso proposes t o modify? 

A Well, without g e t t i n g i n t o a d i s s e r t a t i o n 

on reserves and d e l i v e r a b i l i t y , I t h i n k i t was shown by Mr. 

Aycock i n the f i r s t hearing t h a t there are v a r i a t i o n s i n r e ­

serves under various t r a c t s , and these reserves are 

r e f l e c t e d t o a great extent by the d e l i v e r a b i l i t y of these 

w e l l s on those t r a c t s , and i f w e l l s are c u r t a i l e d to"a com­

mon l e v e l regardless of the reserves under the t r a c t , t h a t 

some of these w e l l s are going t o produce reserves from under 

t h e i r t r a c t as w e l l as under a d j o i n i n g t r a c t s , and t h i s 

would r e s u l t i n drainage t h a t i s not conteracted by counter-

drainage or o f f s e t by counter-drainage. 

Q How many we l l s d i d Mr. Aycock look at? 

A He looked a t an area t h a t j u s t had three 

or four w e l l s i n i t i n the depth, but i t ' s a common t h i n g 

throughout the pool, where you have o l d w e l l s and you have 

new w e l l s being d r i l l e d , t h a t you w i l l have these v a r i a t i o n s 

i n a b i l i t y t o produce and probably i n reserves under the 

t r a c t s . 

Now, we know t h a t —• we know t h a t the 
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Jalmat case, the Supreme Court said t h a t a p r o r a t i o n i n g f o r ­

mula i s supposed t o determine the reserves under each t r a c t 

and determine the reserves under the e n t i r e pool, and t h a t 

w e l l s would be permitted t o produce t h e i r f a i r share of 

those t o t a l reserves. The Supreme Court d i d not go on t o 

say t h a t when a w e l l had produced i t s c a l c u l a t e d f a i r share 

of reserves i t had t o be plugged and abandoned. 

So I t h i n k t h a t the Supreme Court pro­

bably recognized t h i s i s not i n a l l cases f e a s i b l e t o deter­

mine e x a c t l y what the reserves are, so t h a t you wouldn't 

have t o plug w e l l s t h a t could s t i l l produce, but I don't 

know — I don't know j u s t how the a p p l i c a t i o n of the. 

st a t u t e s i n t h i s case would apply. 

I t seems t h a t r e d u c t i o n on takes or pro­

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

serves, probably, a great e x t e n t , anyway, and t h a t r e d u c t i o n 

on a r a t a b l e basis would mean a r e c o g n i t i o n of a 

pro p o r t i o n a t e d i f f e r e n c e i n reserves under the t r a c t s . 

Q Did Mr. Aycock look a t a dozen wells? 

A No, he d i d n ' t look at a dozen, I don't 

b e l i e v e . 

Q Less than a dozen? 

A- Yes. 

Q How many we l l s are i n these prorated 

pools, exclusive of the Indian Basin? 

A Well, I can give you the t o t a l f o r a l l 

the pools and y o u ' l l have t o sub t r a c t Indian Basin. 
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Q That was what, f i f t y w e l l s , or so? 

A No. I n December of 1982 there were 1259 

prorated gas w e l l s i n southeast New Mexico, and I don't know 

how many — I don't know how many were marginal or how many 

were nonmarginal. 

Q Indian Basin probably has f i f t y of s i x t y 

w e l l s i n i t ? 

A Yeah, I can t e l l you e x a c t l y what i t has. 

lYou ki n d of get i n t o a d i f f e r e n c e sometimes when you look 

at these numbers. One place i t says w e l l s and i n another 

place i t says p r o r a t i o n u n i t s , but Indian Basin i n the May 

1983 p r o r a t i o n schedule had 54.6 t o t a l acreage f a c t o r s . So 

w e ' l l say, probably 55 w e l l s , I t h i n k , somewhere i n t h a t 

neighborhood. And we had a t o t a l of 1259 prorated w e l l s at 

the end of 1982. 

So we had approximately 1200 w e l l s out­

side of Indian Basin t h a t we're t a l k i n g about now, as 

opposed t o 1980 nonprorated gas w e l l s i n southeast New 

Mexico. 

Q Just f o r round f i g u r e s , l e t ' s say at 

Mr. Aycock looked a t twelve w e l l s . 

'A Okay. 

Q / And there are 1200 w e l l s . 

A Yeah, 1 percent. 

Q He's looked a t 1 percent of the t o t a l 

we 11s ? 

Yeah, as an example of what can happen 
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when you have nonratable take. 

Q Okay, do you t h i n k looking at 1 percent 

of the t o t a l prorated w e l l s i s — and looking a t those only 

i n one pool — i s s u f f i c i e n t number or s u f f i c i e n t sample 

upon which t o draw a major conclusion t h a t the s t r a i g h t 

acreage p r o r a t i o n system t h a t ' s been i n e f f e c t f o r — w e l l , 

since 1954 i s wrong everywhere and i t should be superseded 

by a more or less d e l i v e r a b i l i t y type formula i n a l l of 

these prorated pools? 

A No, i t ' s probably not the basis f o r 

making such a statement at a l l . A 1 percent analysis' i s not 

r a l l y i n d i c a t i v e of — of con d i t i o n s throughout the — such 

a vast area as southeast New Mexico, but i t was intended t o 

show what can happen, not what was happening a l l over, but 

what can happen. 

And I'm sure i f there was time t o do i t 

and the f a c i l i t i e s t o do i t , we could make a study of more 

we l l s than t h a t and f i n d s i m i l a r c o n ditions i n more reser­

v o i r s than j u s t the one t h a t he studied. 

Q Now, Mr. Nu t t e r , under your proposed 

system, a l l w e l l s — w e l l , l e t ' s say t h a t the allowable was 

50 percent at t h i s p o i n t , or t h a t nominations were 50 per­

cent, and a l l w e l l s would be s h u t - i n h a l f the time. What 

about those w e l l s that, are subject t o damage when they're 

shut-in? 

A That's one of those things t h a t ' s 1 going 

to have t o be ironed out. I t ' s j u s t l i k e today, you know, 
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we have operators come i n — we — you have operators come 

i n t h a t a l l the time are saying don't c u r t a i l my w e l l ; i t ' s 

going t o be damaged, and he's got t o prove t h i s . Then i f he 

can s u b s t a n t i a l l y prove t h a t h i s w e l l i s going t o be ser­

i o u s l y damaged by being c u r t a i l e d i n any way, shape, or 

form, and h i s evidence i s s o l i d , he's been given an 

exception by you. 

Q I t seems to me, t h a t under the cu r r e n t 

system, though, he does not get an allowable bonus. He 

doesn't get the a u t h o r i z a t i o n t o produce more than h i s share 

of the allowable under those c o n d i t i o n s . He gets t o keep 

hi s w e l l on but i f he's overproduced e v e n t u a l l y he'd have t o 

shut i t i n . 

A Well, most of the time these problem 

w e l l s are — are not capable of large amounts of production. 

Usually they're water w e l l s , something l i k e t h a t . 

Q That's c e r t a i n l y , t r u e i n the periods of 

high demand. I t may or may not be t r u e under periods of low 

demand. 

A Well, I t h i n k t h a t the Commission doors 

are always open f o r anybody t h a t ' s got a problem w i t h a w e l l 

t o come i n and make h i s case, t h a t h i s w e l l should not be 

c u r t a i l e d , but i t ' s been t h a t way and i t should remain t h a t 

way i n the f u t u r e ; • 

Q . ' Let's'take a f o r instance. We have two 

we l l s and they're both producing a t 50 percent. My w e l l has 

water problems, so I come i n to' the Commission and I ask f o r 
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special dispensation t o keep my w e l l on every day, and t h i s 

r e s u l t s i n my producing h a l f again as much as my neighbor, 

who's shut i n h a l f the time. 

Assuming everything else i s equal, i s n ' t 

t h a t going t o mean I'm drawing some of my gas away from my 

neighbor? 

A Yeah, but why i s t h i s d i f f e r e n t from 

what's going on today? We're not asking f o r any departure 

from the present r u l e s i n t h a t regard. 

Q I n doing t h a t , wouldn't the Commission be 

e s t a b l i s h i n g a procedure which c l e a r l y i s not even designed 

or intended t o prevent t h i s drainage which i s not o f f s e t by 

counter-drainage? 

A Well, what i s -- what are the 

Commission's r u l e s today t h a t p r o h i b i t what you're' t a l k i n g 

about from happening today under the e x i s t i n g rules? 

Q Well, I'm assuming, Mr. Nutter, t h a t i n 

essence what you're saying by t h i s system t h a t you're pro­

posing, t h a t we're a u t h o r i z i n g p r o r a t i o n i n g by days on. 

That's the p r o r a t i o n system. 

A You e s t a b l i s h a percentage of — of '82 

allowables t h a t would be ap p l i c a b l e and then t h i s would be 

implemented by the p i p e l i n e on a days on/days o f f basis, 

yes. 

Q But t h a t i n essence authorizes p r o r a t i o n 

on days on/days o f f . 
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A I believe you're c o r r e c t . 

Q I n our other, the e x i s t i n g system, we are 

p r o r a t i n g by volume, i s t h a t c o r r e c t ? 

A Yeah, and you've got volume c e i l i n g s 

here. 

Q Okay, but l e t ' s not confuse the two 

systems, so t h a t i f we have a problem w e l l t h a t i s a non-

marginal w e l l , under our c u r r e n t system, where everything's 

on s t r a i g h t acreage and i t ' s prorated on volume, i f the Com­

mission a d m i n i s t r a t i v e l y authorized t h a t w e l l to be 

produced, e v e n t u a l l y t h a t w e l l would become overproduced., i s 

t h a t r i g h t ? 

A Yeah. 

Q Okay, and e v e n t u a l l y t h a t w e l l would have 

t o be s h u t - i n . 

A Yeah, and then the operator i s going to 

be — i f i t ' s a problem w e l l , then the operator i s going t o 

be i n your lap t e l l i n g you about how he can't shut i t i n . 

Q I n any event, the system i s designed t o 

see t h a t t h a t operator doesn't get more than he's allowed. 

A He would, yes, he would — under the 

system i f he had a nonmarginal w e l l and i t would get s i x 

times overproduced, he's supposed t o c u r t a i l h i s production 

u n t i l he's less than s i x times overproduced. 

Q Okay, i f we go t o p r o r a t i o n i n g on days 

on/days o f f , have a problem w e l l , then a f t e r h i s ten days on 

t h a t w e l l ' s got t o be s h u t - i n or get an exception. 
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A Well, there's a period of time, now. Our 

proposal would be a f t e r a — t h a t they would balance out 

over a s p e c i f i e d period of time. Now t h a t period of time 

hasn't been set f o r t h . I would imagine i t would be e i t h e r 

on. a calendar year basis or on a p r o r a t i o n year basis. I 

beli e v e El Paso stat e d i n t h e i r d i r e c t testimony t h a t they 

were t r y i n g t o take — equalize takes between s t a t e s , 

between pools, and between w e l l s w i t h i n a pool, 'on a one 

year basis. I believe t h a t was c o r r e c t . 

And so over a period of time you'd 

balance these up, and perhaps t h i s w e l l would be producing 

i n excess of some s o r t of a maximum f a i r share during a 

period of time, but then would be.subject t o the s h u t - i n , 

j u s t as i t would acquire s i x times overproduced status i f i t 

were c l a s s i f i e d as nonmarginal, and then be subject t o a 

period of s h u t - i n . 

So you're not changing t h a t aspect of i t 

at a l l . The w e l l wouldn't produce ten days on and ten days 

o f f ; ten days on and ten days o f f , n e c e s s a r i l y . 

Q Moving away from t h a t s u b j e c t , wouldn't 

i t be possible under your proposed system t h a t a l l w e l l s or 

a l l p r o r a t i o n u n i t s i n a pool produced up t o t h e i r maximum 

f a i r share? ' 

A I t ' s t h e o r e t i c a l l y possible but I'm sure 

i t ' s p h y s i c a l l y impossible. There's no way t h a t you're 

going t o be able t o get a l l the w e l l s t o be able t o make a l l 

t h a t allowable. 
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Q So we are t a l k i n g about an allowable 

which i s the sum of a l l the f a i r shares. 

A We're t a l k i n g about an allowable t h a t ' s 

r e a l l y going t o be i n the v i c i n i t y of the f i r s t column — 

Q On the — 

A — on the m i n i - p r o r a t i o n schedule. 

That's — t h a t ' s what you're r e a l l y ex­

pecting t o be produced; somewhere i n t h a t neighborhood; not 

the maximum f a i r share. The maximum f a i r share i s going t o 

be the maximum t h a t the b e t t e r w e l l s are going t o be subject 

t o , but the w e l l s t h a t are pres e n t l y marginal are probably 

going t o be over here i n t h i s January f a i r share a t 134.91 

percent column. 

Q But every p r o r a t i o n u n i t would be as­

signed i t s maximum f a i r share allowable. 

A That would be the maximum f a i r share i t 

could not exceed, but i t would take a vast amount of 

workovers t o be able t o get a l l the we l l s up t o t h a t capa­

c i t y , and some, w e l l s you'ld never be able t o get up t o t h a t 

capacity. 

Q I n essence, we'd be assigning an'allow-

able which i s greater than ( i n a u d i b l e ) . 

A No, no, the t o t a l allowable, i s based on 

the p r o p o r t i o n of the curr e n t nominations t o the ' previous 

nominations times top allowable. 

Now t h a t ' s the maximum f a i r share. 

The other "column i s the p r o p o r t i o n of 
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current nominations, t o average nominations p r e v i o u s l y times 

the w e l l ' s production p r e v i o u s l y . 

So t h i s gives you an idea of what the 

wel l s w i l l produce i n the f i r s t column. The second i s 

simply the maximum above which they would not be produced. 

Q But nevertheless, i f they could produce 

i t , they could produce t h a t amount. 

A They could go up t o t h a t amount. 

Q So we would be t a l k i n g about assigning an 

allowable on the maximum f a i r share allowable. 

A Right, r i g h t . 

Q I f you add up the maximum f a i r share — 

A I t ' s the same as i t i s today, Mr. 

Stamets. A marginal w e l l can produce what i t produced l a s t 

month or i t can produce any other amount, but then there's 

t h a t c e i l i n g t h a t ' s over t h e r e , t h a t top allowable c e i l i n g , 

and you've seen w e l l s t h a t were marginal t h a t were producing 

more than nonmarginal w e l l s . When they f i n a l l y get caught 

up w i t h , they t u r n out t o be overproduced. That's what 

would happen t o these w e l l s i f they — i f they were 

producing more than t h e i r c e i l i n g over here, they'd be sub­

j e c t t o a c t i o n because they've overproduced the top 'allow­

able. We can c a l l t h a t the top allowable; we can c a l l i t 

the c e i l i n g ; we can c a l l i t the maximum f a i r share, or the 

Max FSW/AF. 

Q Let's go t o the l a s t page of E x h i b i t 

Twenty-five. 
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A The l a s t page of Twenty-five? 

Q Yes. And take the t h i r d w e l l from the 

bottom, t h a t ' s the Gulf Shanda? 

A Yes, th a t ' s the l i t t l e , small w e l l on 

there. 

Q Right. What allowable would the Commis­

sion assign t h a t w e l l f o r the month of June? 

A That w e l l has a basic allowable there 

based on i t s 1982 production of 515. That's what you could 

expect from the w e l l . 

Now, a c t u a l l y , the w e l l had an average 

production i n 1982 of 1608. Now i t ' s best month wast 

January of 1982 i n which i t produced 2640, so the w e l l can 

a c t u a l l y make about 80 Mcf or 90 Mcf, someplace i n between 

80 and 90. That's the capacity of the w e l l . 

Now, the market demand i s 32 percent here 

f o r the month of June, so you'd expect i t t o produce' about 

32 percent of i t s maximum, which would be about 30 Mcf, and 

i t s — i t s f a i r share, based on t h a t 1982 production i s only 

515. The w e l l can a c t u a l l y make more than t h a t , so on a 

f a i r time on/time o f f basis, producing at 80 Mcf, i t would 

make 32 percent of 80, which i s 24, something l i k e ? t h a t , and 

i t might come up t o about 700 Mcf f o r t h a t month, but i t ' s 

not i n any danger of exceeding i t s c e i l i n g because i t ' s 

r e a l l y a marginal w e l l ; i t ' s a poor w e l l , and i t s c e i l i n g i s 

3 922 f o r t h a t month. 

So i t , could produce i t s 70 or whatever 
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Mcf, or 40, 50 Mcf, without exceeding i t s c e i l i n g . 

Q Mr. N utter, under your proposal here, 

would the Commission r e a l l y be p r o r a t i n g w e l l s or simply 

bl e s s i n g r a t a b l e takes i n prorated pools? 

A They would be p r o r a t i n g t o the extent 

t h a t they're p r o r a t i n g 98 percent of the w e l l s today. 

That's what I said before time and time again. 

98 percent of the w e l l s are c l a s s i f i e d as 

marginal and the e f f e c t — the Commission's e f f e c t on those 

w e l l s i n the f u t u r e would be e x a c t l y the same as i t i s 

today. 

Q I t seems to me, i f I can remember i t cor­

r e c t l y , t h a t i n the El Paso order f o r northwest. New Mexico, 

t h a t there was a f i n d i n g t h a t marginal w e l l s should remain 

on a l l the time. Of course t h i s has not been — t h i s i s a 

Commission order and there's a de novo i n t h a t case so t h a t 

f i n d i n g might not u l t i m a t e l y appear. 

I t would c e r t a i n l y seem t h a t what'you're 

proposing here i s i n c o n f l i c t w i t h the f i n d i n g i n t h a t case, 

t h a t marginal w e l l s should be on a l l the time. 

A Well, yes, the u l t i m a t e f i n d i n g ' we're 

seeking here would be 180 degree o p p o s i t i o n t o what was 

found i n t h a t case, i n which El Paso got i t s a p p l i c a t i o n 

approved t o r e c l a s s i f y a l l the wells down to almost zero 

l e v e l as nonmarginal, and we1 re i n o p p o s i t i o n t o t h a t basic 

order r i g h t now f o r southeast New Mexico, so we wouldn't 
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want t h a t f i n d i n g . 

Q Moving r i g h t along, i s n ' t what we have 

today j u s t a d i f f e r e n c e i n the matter of scale of what we 

were looking a t i n 1954? Let me expand on t h a t . 

I n 1954 we had a r e l a t i v e l y small number 

of w e l l s . They had higher c a p a c i t i e s . Today we have more 

w e l l s , lower c a p a c i t i e s , but i n both case don't we have more 

productive capacity from the w e l l s than we have market 

demand? 

A Oh, yeah, we have' productive capacity, I 

b e l i e v e ; however, I wonder, b a s i c a l l y whether we have except 

during t h i s immediate emergency, because i f you w i l l review 

the E x h i b i t Number — I know you weren't at the f i r s t 

hearing, Mr. Stamets, but you probably looked at the 

e x h i b i t s , but i f y o u ' l l review E x h i b i t Number Nine, ' y o u ' l l 

see t h a t nominations have been coming down i n these pools 

f o r years, and a l s o , t h a t allowables have been coming down, 

and p r o d u c t i v i t y , as demonstrated by E x h i b i t Number One, has 

been coming down, so — and the number of marginal w e l l s has 

been going up. So there's been a d r a s t i c decline i n pro­

d u c t i v i t y . 

Now, top allowables have been coming down 

i n c o n junction w i t h the decrease i n nominations, so the 

number of marginal w e l l s has also been i n c r e a s i n g , so I be­

l i e v e the decline i n p r o d u c t i v i t y has been greater than the 

decline i n market. 

So we don't the s i t u a t i o n — at t h a t 
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time we had an increase i n p r o d u c t i v i t y o ccurring and now 

we've got a decrease i n p r o d u c t i v i t y o c c u r r i n g . I t ' s 

d i f f e r e n t i n t h a t respect than i t was i n 1954. 

Q Nevertheless, we s t i l l have more capacity 

today than we have demand. 

A We obviously have more capacity than we 

have demand. 

MR. STAMETS: I believe t h a t ' s 

a l l the questions I have. 

MR. RAMEY: Any other questions 

of Mr. Nutter? 

CROSS EXAMINATION 

BY MR. RAMEY: 

Q Mr. Nut t e r , you've made the statements 

today t h a t pools are i n an advanced s t a t e of d e p l e t i o n . 

Wouldn't i t f o l l o w t h a t some w e l l s are i n an advanced s t a t e 

of d e p l e t i o n also? 

A Yes, they are. 

Q Don't you t h i n k something should be done 

to p r o t e c t these w e l l s t h a t are i n an advanced s t a t e of de­

pl e t i o n ? 

A Well, what do you mean p r o t e c t them, Mr. 

Ramey? 

Q Keep them producing as long as possible. 

A Perhaps so. You might ought t o put a 

f l o o r under some of these w e l l s . I don't know. I don't 
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have any recommendation to make as t o a f l o o r . I don't 

t h i n k i t ought t o be a high f l o o r , but t o avoid premature — 

you know on our — on our -- on the s t a t u t e t h a t r e l a t e s t o 

— I'm not sure i f i t ' s a s t a t u t e or j u s t a r u l e — t h a t r e ­

lat e s t o p i p e l i n e p r o r a t i o n i n g t o avoid -- on o i l — t o 

avoid premature abandonment, i t set a minimum f l o o r below 

which w e l l s could not be c u r t a i l e d , and i t might be t h a t 

some s o r t of minimum allowable, or minimum cuts should be 

imposed on w e l l s . I don't know. 

Q But then your — under your formula any 

w e l l would have t o be cut . 

A This i s c o r r e c t , and we're — our basic 

a p p l i c a t i o n i s f o r a l l w e l l s t o share r a t a b l y . Now,' i f you 

have t o impose some kind of a f l o o r t o p r o t e c t w e l l s from 

premature abandonment t h a t ' s a l l r i g h t , but I t h i n k t h a t you 

have t o be very c a r e f u l i n t h i s because, as I stated before, 

I don't believe t h a t — the market i s going t o improve some 

day, and these w e l l s could be brought back on production, 

and i t may be t h a t the best t h i n g f o r some of these' wells 

during high — during periods of high cost of operation 

would be — and low takes from the w e l l , i t might be b e t t e r 

t o j u s t shut them i n and l e t them r e s t . Maybe t h e y ' l l come 

back as b e t t e r w e l l s than they were when they were shut i n . 

This has happened many times. 

Q Well, perhaps they w i l l be plugged as a 

r e s u l t of t h i s . 

A Yeah, somebody may want the pipe more 
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than they want the f u t u r e production. 

Q What makes you t h i n k t h a t today's condi­

t i o n s are not normal conditions? 

A Well, l e t ' s hope t h a t they're not. The 

p r e d i c t i o n s are t h a t t h i s gas bubble w i l l d i s s i p a t e by 1985. 

Q Well, l a s t year i t was going t o d i s s i ­

pate by 1984. 

A Uh-huh. 

Q Next year i t may be 1990. 

A And I remember a p r e d i c t i o n several years 

ago when they said t h a t by 1985 the p r i c e of o i l would be up 

to $12.00 a b a r r e l , so p r e d i c t i o n s are o f t e n i n e r r o r . 

Q But any w e l l t h a t ' s -- any small w e l l 

t h a t ' s operating now a t i t s economic l i m i t , say i t ' s making 

a d o l l a r day p r o f i t , you would cut t h a t — you would cut 

t h a t , maybe,.up to 5 0 percent or up t o 6 8 percent. 

A 50 cent — 

Q Under your E x h i b i t T h i r t y you would cut 

i t — you would cut i t up t o 50 percent, which would make i t 

an uneconomical venture. 

A Right. I t h i n k maybe you ought t o impose 

a f l o o r , then. 

Q But you have no — you have no — 

A I don't have any — 

Q — suggestion f o r a f l o o r . 

A I don't have a recommendation f o r a 

f l o o r . 
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Q What makes you t h i n k I'm capable of set­

t i n g a f l o o r ? 

A Well, i n your wisdom I'm sure you could 

pick a f l o o r . 

Q I t h i n k i n your evidence on June the 8th 

you stated t h a t there are gross v i o l a t i o n s of c o r r e l a t i v e 

r i g h t s a t the present and have been f o r many years, and I 

wish you'd elaborate on t h a t a l i t t l e b i t . I always — I 

always get a l i t t l e concerned when somebody says t h a t , you 

know, I'm running a system t h a t v i o l a t e s c o r r e l a t i v e r i g h t s . 

A Well, I don't r e c a l l e x a c t l y t h a t s t a t e ­

ment or what predicated i t . I'd have to have the background 

as t o what preceded t h a t statement. I must have had some 

example i n mind, Mr. Ramey. 

Q I t h i n k you stated t h a t , as I remember, 

you s t a t e d t h a t the present system was and had been f o r 

years v i o l a t i n g c o r r e l a t i v e r i g h t s . 

A Well, l i k e I say, I don't r e c a l l the ex­

act statement. I'd have to see what i t was based on before 

I could elaborate. 

Q Is there any system t h a t would a c t u a l l y 

be guaranteed no v i o l a t i o n of c o r r e l a t i v e r i g h t s ? 

A No, there i s n ' t . Like I mentioned 

before, when the Supreme Court said t h a t you determine the 

t o t a l reserves under the pool and the t o t a l reserves under 

the t r a c t and devise a formula t h a t ' s going t o allow the 

production of a p r o p o r t i o n a t e share, they d i d n ' t say you 
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had t o plug the w e l l , then, so they were a n t i c i p a t i n g there 

would be v i o l a t i o n s of c o r r e l a t i v e r i g h t s , I'm sure, because 

there's no law t h a t could be imposed, I don't b e l i e v e , t h a t 

would say you have t o plug the w e l l when you've produced 

your c a l c u l a t e d f a i r share of the reserves i n the.pool. 

So I t h i n k t h a t the whole basic 

conception of p r o r a t i o n i n g recognizes t h a t there are going 

to be c e r t a i n v i o l a t i o n s of c o r r e l a t i v e r i g h t s . 

Now, when I said t h a t there had been 

gross v i o l a t i o n s , I don't r e c a l l the statement. I don't r e ­

c a l l e x a c t l y what i t was predicated on, as I s a i d , and I 

can't elaborate on i t any f u r t h e r a t t h i s p o i n t . 

I apologize i f i t ' s i n e r r o r . 

Q But b a s i c a l l y the idea behind p r o r a t i o n 

i s t o — 

A I t ' s t o t r y t o p r o t e c t c o r r e l a t i v e 

r i g h t s . 

Q But any — any w e l l t h a t your formula has 

caused t o be prematurely abandoned would be waste, would i t 

not? 

Or any formula t h a t — 

A Any formula t h a t would — t h a t would 

cause premature abandonment would cause gas t o be l e f t i n 

the ground i f the wells were s t i l l capable of producing and 

they were abandoned. 

Q Now, under your system, Mr. Nut t e r , I'm 
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having a l i t t l e t r o u b l e . I see myself as a mediator numer­

ous times, maybe every day f o r the r e s t of my l i f e w i t h your 

system. An operator does not produce h i s f a i r share. He 

goes t o the gas t r a n s p o r t e r . A l l r i g h t , i f the gas t r a n s ­

p o r t e r says w e l l , your w e l l was on the number of days t h a t 

was c a l l e d f o r . Does t h a t s a t i s f y the operator? 

A Well, i f the p i p e l i n e could show him t h a t 

they were , operating the p i p e l i n e a t the co n t r a c t pressure 

and t h a t the w e l l was on those days and the w e l l wouldn't 

produce, the producer should be s a t i s f i e d . I mean, i f the 

p i p e l i n e can show him they made a bonafide e f f o r t t o pro­

duce h i s w e l l the f a i r share time, he should be s a t i s f i e d . 

I f he's not, he's — 

Q What does he do then, i f he's not s a t -

i s i f e d ? 

A I don't know i f he would have t o go 

d i r e c t l y t o Court or i f he'd have t o come here f i r s t , i f he 

wanted t o take a case against the p i p e l i n e . 

Q Well, i f he came t o us, then we would 

have t o check, I would assume, h i s production f i g u r e s . 

A Right. 

Q We would have t o contact the p i p e l i n e , 

get c e r t a i n i n f o r m a t i o n from them, and then probably have a 

mediation meeting between the two p a r t i e s , or a hearing. 

A I don't know i f he'd have t o come here 

f i r s t or not. I t ' s a c o n t r a c t u a l t h i n g and we're t r y i n g t o 
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leave the r e s p o n s i b i l i t y f o r p o l i c i n g the ac t u a l time ac­

cess t o the p i p e l i n e system and the i n d i v i d u a l operator, and 

I don't know i f the courts would say you have not exhausted 

your a d m i n i s t r a t i v e remedy i f you d i d n ' t come t o the Commis­

sion f i r s t , or not. I f there was a gross v i o l a t i o n by the 

p i p e l i n e and you took a case t o c o u r t , they may r e f e r i t 

back t o the Commission. I don't know. 

Q Well, I v i s u a l i z e a l o t — a l o t of per­

sonnel would be — a d d i t i o n a l personnel would be needed and 

I'm sure, considering the economy of the s t a t e , I don't 

t h i n k Representative C o l l i s going t o give us any more, any 

more people. 

So I'm having a l i t t l e trouble, w i t h t h i s . 

A Well — 

Q I don't know — I don't know t h a t — 

A Has there been a problem w i t h the 95 per­

cent or 98 percent of the marginal w e l l s t o date? I don't 

believe there has been, and so we're r e c l a s s i f y i n g another 2 

or 3 percent of the wells and I don't v i s u a l i z e t h a t these 

marginal w e l l s t h a t are marginal today are going t o present 

any more of a problem i n the f u t u r e than they have i n the 

past. 

So the most wells t h a t you could have 

d i f f i c u l t y w i t h would be the 2 or 3 percent t h a t you're r e ­

c l a s s i f y i n g , i f they got i n t o d i f f i c u l t i e s w i t h them. 

I f the p i p e l i n e s say t h a t they're --

Q I believe under your proposal, Mr. 
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N u t t e r , though, t h a t a l l w e l l s would now be prorated. 

A Well — 

Q To some extent. So we would have — 

A No, they're not — they're not — they're 

r e a l l y not prorated. They're r e a l l y not prorated. They're 

put — they're put on a marginal basis and the p i p e l i n e s 

would continue doing what they say they're doing now, i s 

reducing t h e i r takes r a t a b l y among a l l of the w e l l s . 

Now, under the proposal t h a t El Paso has 

before you, they would not reduce the takes r a t a b l y . They 

would increase the burden t o the Commission because the Com­

mission would be c l a s s i f y i n g a l l of the w e l l s as nonmarginal 

and then p o l i c i n g the production from a l l of the w e l l s . 

This r e l i e v e s the Commission of a l o t of 

the burden. I t puts the burden where i t belongs, on the 

pi p e l i n e s to impose r a t a b l e take, and the a p p l i c a t i o n of El 

Paso here i s predicated on p i p e l i n e convenience, I b e l i e v e , 

and they're passing t h e i r burden t o the Commission by r e ­

c l a s s i f y i n g everything as nonmarginal. 

And we're easing the Commission's burden 

by a marginal r e c l a s s i f i c a t i o n . 

MR. RAMEY: Any other questions 

of Mr. Nutter? Mr. Pearce? 

. . , MR. PEARCE: * I f I may, Mr. 

Chairman, j u s t a few. 
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CROSS EXAMINATION 

BY MR. PEARCE: 

Q Mr. Nutter, f o r my c l a r i f i c a t i o n , i f f o r , 

f o r instance, the Jalmat Pool, and l e t ' s look at your Exhi­

b i t Number Twenty-five — 

A Okay, t h a t ' s the m i n i - p r o r a t i o n schedule. 

. Q — l e t ' s assume t h a t t h a t was complete. 

A Okay. 

Q I f we were t o t o t a l the maximu f a i r share 

w i t h acreage f a c t o r column f o r any month, how would t h a t 

number r e l a t e t o the p i p e l i n e nominations from t h a t pool f o r 

the month? 

A That would be i n excess of the p i p e l i n e 

nominations, because i t ' s the monthly -- i t ' s the monthly 

r a t i o of nominations, the average nominations previous year, 

times top allowable the previous year, so t h i s would be i n 

excess of the t o t a l nominations, but we know t h a t the w e l l s 

are not going t o make t h a t maximum f a i r share. We know t h a t 

because many wells.are marginal and have been marginal f o r 

years.and are going to continue t o remain marginal, and they 

can only make a breathe of gas. 

Q Okay, l e t us assume f o r the moment t h a t 

p i p e l i n e nominations f o r any given month are e x a c t l y what 

t h a t p i p e l i n e e v e n t u a l l y takes. 

A Okay. 

Q Prom the pool. I f the d i f f e r e n c e between 

the p i p e l i n e nomination and the t o t a l maximum f a i r share 
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2 i s a number t h a t i s less than the amount t h a t the cumulative 

^ t o t a l of w e l l s i n t h a t pool f a i l to make t h e i r maximum f a i r 

share w i t h acreage f a c t o r , are we not f o r c i n g some producer 

i n t o a s i t u a t i o n of producing more than h i s f a i r share or i n 

the a l t e r n a t i v e , are we not f a i l i n g t o allow the p i p e l i n e t o 

take what i t needs from the pool? 

A I don't know i f I understand the ques­

t i o n . 

Q A l l r i g h t , l e t ' s go through i t , then. 

10 Let's assume t h a t f o r the month of 

H January of 1983 a l l of the p i p e l i n e s t a k i n g from the Jalmat 

Pool nominated e x a c t l y the amount of gas t h a t they wanted — 

A Okay. 

Q — and they were e x a c t l y c o r r e c t . 

A Okay. 

Q Now, you t e l l me t h a t the maximum f a i r 

share w i t h acreage f a c t o r numbers, i f I t o t a l e d them f o r a l l 

acreage f a c t o r s i n the pool, i s greater than t h a t nominated 

18 amount of gas. 

19 A That, i t would be f a r i n excess. 

2Q Q A l l r i g h t . You also t e l l me t h a t a sub­

s t a n t i a l p o r t i o n , , i f not a m a j o r i t y , i f not a s u b s t a n t i a l 

m a j o r i t y of the w e l l s i n t h a t pool w i l l be unable t o produce 

t h a t maximum f a i r share w i t h acreage f a c t o r . 

A Right. 

Q A l l r i g h t . I f you s u b t r a c t the p i p e l i n e 

nominations from the maximum f a i r share t o t a l s and you sub-
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t r a c t the producing a b i l i t y numbers f o r each of those w e l l s 

from the maximum f a i r share w i t h acreage f a c t o r numbers, i f 

the producing a b i l i t y s h o r t f a l l i s grea t e r , won't you have a 

p i p e l i n e t r y i n g — needing, having a market f o r gas and 

wanting t o take gas out of the Jalmat Pool and p u t t i n g pro­

ducers and/or p i p e l i n e s i n a s i t u a t i o n of producing more gas 

from some we l l s than i s allowed under the maximum f a i r share 

w i t h acreage f a c t o r system, i n v i o l a t i o n of the system which 

you propose? 

A Well, i t could occur i n a given month, 

but t h i s would be extended and balanced out over a one year 

period . 

Q Now, l e t ' s look again at your E x h i b i t 

Number Twenty-five. 

Let us assume, and I understand t h a t t h i s 

i s not c o r r e c t , but l e t us assume t h a t t h i s i s a f u l l y h i s ­

t o r i c a l record, . t h a t your system was i n e f f e c t i n January 

through, say, May of 1983. 

Let us look at the Alpha Twenty-one Pro­

duction Company Well. I n the month of January the maximum 

f a i r share w i t h acreage f a c t o r number f o r t h a t w e l l , as I 

read your e x h i b i t , i s 8269. 

A-; .' That's r i g h t . 

Q I f I go down towards the bottom bf the 

page where I f i n a l l y get some production numbers f o r the 

month of January, I f i n d t h a t i n f a c t t h a t Alpha Twenty-one 

Well produced 9155. 
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2 A Right. 

Q Short of some o f f s e t t i n g producer 

b r i n g i n g s u i t e against Alpha Twenty-one f o r having produced 

more than i t s maximum f a i r share w i t h acreage f a c t o r , there 

i s no penalty t o Alpha Twenty-one f o r producing t h a t e x t r a 

amount of gas, i s there? 

A No, no, because p i p e l i n e i s going t o 

balance out i t s takes from t h a t w e l l and while i t may have 

9 produced 9155 i n January, opposed t o a maximum f a i r share of 

10 8269, at some months down the road i t would produce less 

than i t s f a i r share. 

Q That i s dependent upon the a b i l i t y of the 

New Mexico O i l Conservation D i v i s i o n o rdering an i n t e r s t a t e 

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

A No, t h i s i s dependent upon the producer 

and the p i p e l i n e t o p o l i c e t h i s . 

Q A l l r i g h t , and the same s i t u a t i o n e x i s t s , 

17 as I read your e x h i b i t , w i t h regard t o the Doyle Hartman 

18 Husky Woolworth Well, i s t h a t c o r r e c t ? 

A Well, l e t ' s see, i t ' s f a i r share i n Jan­

uary was 8269 and i n January i t produced 9458, t h a t ' s 

c o r r e c t . 

Q And t h a t s i t u a t i o n continues i n your ex­

h i b i t — 

A You have some we l l s t h a t over --

Q — through the month of June. You have 

25 some we l l s t h a t are producing more than t h i s maximum f a i r 
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share — 

A And some producing s u b s t a n t a i l l y less. 

Q — and the u l t i m a t e remedy f o r t h a t i s 

the courthouse, whether or not there i s an i n i t i a l step at 

the O i l Conservation Commission, as I understand your p o s i ­

t i o n . 

A Unless i t can be amicably worked out be­

tween the producer and the p i p e l i n e . 

Q And t h a t r e s u l t s because there i s now no 

accumulation of over or under production, i s t h a t c o r r e c t , 

since these are a l l now marginal wells? 

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

Q A l l r i g h t . Now, t u r n i n g t o your 

responses t o some of Mr. Ramey' s question's. 

Let us r e f e r t o a category of very poor 

w e l l s which need t o be l e f t on i n order t o prevent premature 

abandonment as super-marginal. 

A Okay. - ' > 

Q (i n a u d i b l e due to tape change) was devel­

oped, would you not i n f a c t have i n s t i t u t e d the 

p r o r a t i o n i n g system we pr e s e n t l y have but f o r the f a c t t h a t 

you ' have replaced 100 percent acreage allowable c a l c u l a t i o n 

w i t h a d e l i v e r a b i l i t y allowable c a l c u l a t i o n ? 

Would you not have two c l a s s i f i c a t i o n s of 

w e l l s , one which i s t o remain on a l l the time and one of 

which i s by some system, e i t h e r acreage or d e l i v e r a b i l i t y , 

regulated i n the amount of gas i t can produce? 
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A I don't know i f there's — i f the system 

would say t h a t you'd have t o remain on the l i n e a l l the time 

or not. What i t would do, i t would assign, as i t does a t 

the present time, a minimum allowable. Now t h a t minimum a l ­

lowable, I don't b e l i e v e , Harold can c o r r e c t me i f I'm 

wrong, i s a p p l i c a b l e i n a l l pools, but i t would assign a 

minimum allowable. I f the w e l l could produce i t i n one day, 

i t would produce i t i n one day. I f i t takes t h i r t y days t o 

produce i t , i t would produce i t i n t h i r t y days. 

Q But as you understand i t , t h a t ' s j u s t a 

renaming of our present marginal system. We don't r e q u i r e 

t h a t the w e l l s remain on a l l the time. We simply say t h a t 

i t ' s allowable i s whatever i t can produce. That, i t would 

be the same system. 

A For the — f o r the bulk of the w e l l s . 

The allowable, or the f a i r share would be — two f a i r shares 

here, one based on '82 production; the other based on maxi­

mums, and the w e l l s would be permitted t o produce up t o t h a t 

subject t o the c u r t a i l m e n t t h a t developed each month. 

. Then t h i s l i t t l e group of super-marginal 

we l l s would be-allowed t o produce a given volume' of Mcf, 

whatever t h a t might be, 500 Mcf f o r the month, or whatever. 

Q : But they would e s s e n t i a l l y have a m i n i ­

mum allowable assigned t o them. 

A They'd have a minimum allowable assigned. 

Q Thank you, s i r . 

Looking at your E x h i b i t Number Twenty-
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Seven, which i s the explanation of your c a l c u l a t i o n of the 

production c e i l i n g . 

A Okay. 

Q As I understand t h a t c a l c u l a t i o n , the 

present system of a d j u s t i n g nominations would be abandoned, 

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

A That's c o r r e c t , because a t the present 

time the nominations are adjusted f o r a number of f a c t o r s , 

overproduction, underproduction, and various other f a c t o r s 

t h a t go i n t o d e r i v i n g the allowable, and you wouldn't have 

overproduction i n the p i c t u r e any more, so you wouldn't use 

adjustments on the nominations any more. 

Q Whatever reasons e x i s t e d a t t h a t time, 

which I b e l i e v e you explained i n your p r i o r testimony f o r 

establishment of t h a t adjustment system, you believe would 

no longer be r e q u i r e d . 

A They wouldn't be required any more, be­

cause, now, l i k e , f o r instance, today under the e x i s t i n g 

system, you take the p i p e l i n e nominations, t h a t r e f l e c t s 

what they want f o r next month. 

• A l l r i g h t , you've got a whole bunch of 

underproduction t h a t ' s i n the p i c t u r e . You s u b t r a c t t h a t 

from the nominations because t h a t ' s already i n the allow­

able formula, the underproduction i s , so t h a t ' s deducted 

from the nominations t o get adjusted nominations. 

I f you've got overproduction, you have t o 

add some more on t o the nominations t o cover the overpro-
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duction t h a t ' s i n the pool. 

So you wouldn't have t h i s over and under 

status t o deal w i t h any longer, and you wouldn't have t o ad­

j u s t nominations. 

Take the p i p e l i n e s at t h e i r word: This 

i s the amount of gas we want f o r next month. 

Q Looking now a t your E x h i b i t s Numbers 

Twenty-nine and T h i r t y , E x h i b i t Number Twenty-nine 

representing the El Paso proposal as you believe t h a t would 

develop. 

A Yes. 

Q Now, Well No. 1, which has the producing 

c a p a b i l i t y of 450 and i s allowed t o produce only 117 because 

of c u r r e n t l y depressed market c o n d i t i o n s , under the present 

system does t h a t w e l l accrue underproduction? 

A Yes, i t ' s the -- i t ' s the one w e l l 

i t ' s the o n e w e l l on here t h a t i s nonmarginal. The other 

wells are a l l marginal. 

Q • And i f , as you said i n response, I 

believe ,to one of Mr. Ramey's questions, i f the market were 

to t u r n around, t h a t w e l l would be able t o make up t h a t 

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

A No, there wouldn't be any underproduction 

under t h i s allowable formula, because, you see, under the 

formula the demand i s now 500 Mcf a day, so i t would be per­

mi t t e d t o produce 117 Mcf. I t wouldn't accrue any underpro­

duction. I t would be producing i t s allowable. 
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Q I thought you responded t o my f i r s t ques­

t i o n by saying t h a t i t d i d . 

A No, I d i d n ' t understand i t , then. 

Q Thank you. 

MR. PEARCE: I have nothing 

f u r t h e r . 

MR. RAMEY: Any other questions 

of Mr. Nutter? 

MR. STAMETS: I have three 

short ones. 

QUESTIONS BY MR. STAMETS: 

Q Mr. Nut t e r , would you agree t h a t the 

r a t a b l e take s t a t u t e does not apply when the Commission has 

prorated a pool? 

A That the r a t a b l e take s t a t u t e — 

Well now, you were reading, weren't you 

reading r a t a b l e take i n two d i f f e r e n t places awhile ago i n 

the s t a t u t e ; one was regarding p r o r a t i o n , one wasn't? 

, Q . , ' N o , I was reading- some of the f a c t o r s 

t h a t went i n t o p r o r a t i o n i n g and then r a t a b l e take. Perhaps 

I — w e l l -- w e l l , do you agree — 

A I couldn't t e l l you because I don't have 

the s t a t u t e i n f r o n t of me, Mr. Stamets. I don't whether i t . 

a p p l i e s . 

Q I presume the Commission could read i t 

and see whether or not they thought t h a t when p r o r a t i o n i n g 
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was adopted the r a t a b l e take s t a t u t e d i d or d i d not apply, I 

presume. 

A I guess. I don't know. 

Q A l l r i g h t . 

A I don't have the s t a t u t e s i n f r o n t of me 

so I don't know. 

Q Would you agree t h a t p r o r a t i o n i n g i n 

southeast New Mexico has always been on s t r a i g h t acreage? 

A Absolutely. 

Q And would you agree t h a t — 

A Except t o the extent t h a t the marginal 

wells are r e a l l y not on s t r a i g h t acreage, and they account 

f o r 95 percent actual count now and 98 percent of the wells 

we're t a l k i n g about i n the hearing today. They're not on 

s t r a i g h t acreage any more. 

Q ' That's not r e l a t e d t o the formula. 

A The. formula — the formula does not 

include the word d e l i v e r a b i l i t y . 

Q -,- Okay, and what you' re proposing then i s 

conversion . to d e l i v e r a b i l i t y w i t h a cap and a cap t h a t 

applies only t o , say, two or three percent of the w e l l s . 

A I don't know t h a t I'd say i t ' s a conver­

sion t o d e l i v e r a b i l i t y . I t ' s p u t t i n g everything on a 

marginal basis and i f marginal means d e l i v e r a b i l i t y , then 

you're r i g h t . 

Q Okay, thank you. 

MR. STAMETS: That's a l l the 

questions I have. 
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MR. RAMEY: Any other questions 

of Mr. Nutter? He may be excused. 

We w i l l recess u n t i l 1:30. 

(Thereupon the noon recess was taken.) 

MR. RAMEY: The hearing w i l l 

come t o order. 

Did you have anything f u r t h e r , 

Mr. Carr? 

MR. CARR: Nothing f u r t h e r on 

d i r e c t . 

We might have a r e b u t t a l w i t ­

ness, and we might not. 

MR. RAMEY: Anyone else? Is 

there any more d i r e c t testimony t o o f f e r ? 

Do you want t o put your witness 

back on, Mr. Nance? 

MR. NANCE: Yes, s i r , Mr. 

Chairman. What El Paso has i s something i n the nature of 

r e b u t t a l testimony t o the Hartman Case. 

We'd c e r t a i n l y be w i l l i n g t o 

wait u n t i l any other d i r e c t testimony i s put on, but we do 

have h i s testimony plus two e x h i b i t s t h a t we would l i k e t o 

introduce. ' 

MR.. RAMEY: Anyone else have 

testimony t o put on? Okay, Mr. Nance, i f you're ready, 
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Mr. Nance, I t h i n k you're back on the l i n e . 

MR. NANCE: Thank you, Mr. 

Chairman. Let me hand out, i f I may, what El Paso has de­

signated i t s E x h i b i t Number Eighteen. 

H. L. KENDRICK, 

being r e c a l l e d as a witness and having been p r e v i o u s l y 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. NANCE: 

Q Mr. Kendrick> i f you would, please, ex­

p l a i n what the two sheets designated El Paso's E x h i b i t Num­

ber Eighteen are designed t o show. 

• A To explain the use of E x h i b i t Eighteen, I 

need to t e l l you how the data i s derived t o p l o t the curve 

t h a t i s shown., 

I went t o the A p r i l , 1.982.gas p r o r a t i o n 

schedule f o r the Jalmat Pool and copied the New Mexico State 

Gas P r o r a t i o n . Schedule f o r t h a t pool t o get a l i s t i n g of 

wells and acre f a c t o r s f o r every w e l l t h a t was a producing 

w e l l a t t h a t time. 

I then looked a t the New Mexico O i l and 

Gas Engineering Committee Report f o r the year 19 82 and 

looked f o r each w e l l t h a t was l i s t e d on the Jalmat Gas Pro­

r a t i o n Schedule f o r the highest producing day — highest 

producing month from A p r i l '82 through December, 1982, and 
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used t h a t f i g u r e regardless of what month i t was from as the 

high or the producing a b i l i t y f o r each w e l l , or f o r a 

m u l t i p l e w e l l u n i t f o r the producing a b i l i t y of t h a t u n i t . 

Now, i f a w e l l — i f several w e l l s are 

completed on one m u l t i p l e w e l l u n i t , the data I took was not 

the highest per w e l l from d i f f e r e n t months, I looked f o r the 

highest u n i t production f o r a month, and used t h a t as the 

producing c a p a b i l i t y of t h a t p r o r a t i o n u n i t . 

I d i d t h a t f o r the matter of — to calcu­

late, an allowable on 100 percent acreage a l l o c a t i o n f o r the 

Jalmat Gas Pool f o r every w e l l i n the pool, and i n doing so 

the f i r s t page of t h i s i s a c a l c u l a t i o n of what would have 

happend i n October, 1982 had the nominations been e x a c t l y 

what the t o t a l production o f . t h e pool f o r October, 1982 was. 

And there remember we've got the 

assumption t h a t A p r i l of 1982 Gas P r o r a t i o n Schedule had a l l 

the w e l l s t h a t were produced i n October, on the l i n e at t h a t 

time and t h e i r acre f a c t o r s were the same, and w i t h t h a t set 

of assumptions I took the October, 1982 gas production was 

398,431 Mcf f o r the month. This being the lowest month t h a t 

we had shown on our previous e x h i b i t f o r the Jalmat Gas Pool 

i n the period when t h i s e x h i b i t was submitted e a r l i e r . 

Q Do you — could you t e l l us what e x h i b i t 

t h a t i s , Mr. Kendrick, i f people wish t o r e f e r t o the 

e x h i b i t ? 

A Right now I can't. The e x h i b i t I'm r e ­

f e r r i n g t o i s one t h a t was — showed the gas production f o r 
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f e r r i n g t o i s the one t h a t was — showed the gas production 

f o r a 12-month period i n the Jalmat Pool. I t h i n k i t was 

E x h i b i t Number Eight. 

Q E x h i b i t Number Nine. 

A E x h i b i t Number Nine was a 2-page e x h i b i t , 

one page being the data showing the amount of gas produced, 

the amount of gas t h a t was considered marginal gas, the 

amount of gas t h a t was considered nonmarginal gas, and t h i s 

398,431 Mcf was the production, t o t a l production f o r 

October, 1982. 

From the Gas P r o r a t i o n Schedule I came up 

w i t h a f i g u r e of t o t a l acre f a c t o r s f o r t h a t pool. 

Also, i n the manipulation of data, and I 

don't mean manipulation i n a way o f . t r y i n g t o arrange i t i n 

such a way as t o t e l l you a s t o r y t h a t ' s not the r e , I took 

another l i s t and I l i s t e d the producing a b i l i t y of every 

w e l l i n the pool i n an ascending order of production, and 

I've got seven pages of t h a t . 

Then I made a comparison by d i v i d i n g the 

acre f a c t o r s f o r the Jalmat Pool i n t o the t o t a l production 

f o r October, 1982. I should have gotten an answer t h a t 

would say t h i s i s the top allowable f o r any w e l l i n the J a l ­

mat Pool f o r t h a t month; however, i n using t h a t value I 

would some we l l s assigned an allowable t h a t they could not 

produce. 

So looking a t the record of the producing 

a b i l i t y of every w e l l and of the acre f a c t o r of each w e l l , I 
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subtracted the actual producing a b i l i t y from the t o t a l pro­

d u c t i o n . I subtracted the acres f a c t o r s from the t o t a l pro­

d u c t i o n , reduced now the t o t a l production by the amount of 

gas t h a t would be marginal on t h i s f i r s t time through, f i r s t 

time c a l c u l a t i o n , , and reduced the acre f a c t o r s t h a t amount, 

by the amount of what was represented by each of the w e l l s , 

and I made the d i v i s i o n again, d i v i d i n g acre f a c t o r i n t o the 

now new number of amount of gas we're going t o produce. 

I continued i n t h a t process, i t ' s j u s t a 

r e i t e r a t i v e type c a l c u l a t i o n , u n t i l f i n a l l y you c a l c u l a t e 

again and no other w e l l comes up marginal, comes up w i t h an 

allowable greater than i t can produce. And a t t h a t p o i n t I 

reached a number t h a t said t h a t a t a value of 1355 Mcf per 

month would be a d i v i d i n g l i n e f o r the month of October, 

1982, so t h a t anything t h a t produced less than t h a t would be 

a marginal w e l l ; anything t h a t produced greater than t h a t 

would .be a • nonmarginal. 

Now, t h i s gives you an idea of what we're 

looking a t and the minuteness of a producing a b i l i t y t h a t 

has t o be considered as a nonmarginal w e l l . 

I p l o t t e d t h a t on E x h i b i t Nineteen, which 

i s the companion page t o E x h i b i t Eight, i s t h a t what we de­

cided? 

Q That's r i g h t . 

.A E x h i b i t E i g h t , w e l l , where i s i t ? 

Q You want t o get i n t o t h i s e x h i b i t , as 

well? 
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2 A Yes, s i r , I ' l l get i n t o t h a t and then 

3 I ' l l come r i g h t back to t h i s other one i n j u s t a second, 

4 A l l r i g h t , excuse me, I ' l l stay w i t h the 

E x h i b i t Eighteen. 

When I f n a l l y reached a c a l c u l a t i o n of 

1355 Mcf per month, t h a t ' s the top allowable f o r an acre 

f a c t o r of 1 f o r any w e l l i n the Jalmat Pool, considering the 

assumptions t h a t I made, the production had t o equal nomin­

a t i o n s , we've set allowables f o r every w e l l on ex a c t l y what 

happened i n t h a t month. 

11 This graph i s drawn w i t h the idea the 

12 producing a b i l i t y of a l l w e l l s would be incorporated on the 

h o r i z o n t a l a x i s , the allowable on the v e r t i c a l a x i s , i n Mcf 

per month. 

As the l i n e begins from a O-O i n t e r c e p t , 

i t goes up a ways and i t i s at a 45 degree angle, which says 

t h a t whatever i t s producing a b i l i t y i s i s what i t s allow­

able i s , and t h a t was t r u e f o r a l l the we l l s t h a t became 

marginal. 

19 And then a t a p o i n t , the d i v i d i n g p o i n t 

20 between marginal and nonmarginal w e l l s , the l i n e becomes 

h o r i z o n t a l . Every w e l l t h a t produces greater than 1355 has 

an allowable of 1355 f o r the month. That's i t s acreage 

a l l o - c a t i o n . 

Now, t o convert 1355 Mcf per month f o r 

the month of October, I d i v i d e d by 31 and I got a f i g u r e of 

43.7 Mcf per day f o r each acre f a c t o r of 1. 
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Now, t h i s being the lowest month t h a t we 

experience i n 1982, I d i d t h i s f o r the purpose of showing we 

must keep the number of marginal w e l l s at a minimum, I took 

the month of December, which was the highest month of pro­

duction i n 1982 from my E x h i b i t E i g h t , took the t o t a l — 

Q Nine, E x h i b i t Nine. 

A E x h i b i t Nine, second page of — i s Jalmat 

E x h i b i t Nine? 

Q Yes, s i r . 

A I'm so r r y . Took the t o t a l production f o r 

the month of December, 1982, and went through the same 

process i n t h a t as I d i d for-October, 1982, and c a l c u l a t e d 

allowables, s u b t r a c t i n g out the w e l l s t h a t would be assigned 

an allowable greater than i t s a b i l i t y t o produce, as a mar­

g i n a l w e l l , took t h a t from the t o t a l amount of production, 

took t h e i r acre f a c t o r s away from the t o t a l acre f a c t o r s of 

the p ool, and made another c a l c u l a t i o n and went through i t 

seven times, and f i n a l l y I reached the p o i n t 7 times 12 t h a t 

no other w e l l was going t o drop out as a marginal w e l l , and 

sai d , w e l l , perhaps I've gone f a r enough. 

That data then i s p l o t t e d on the second 

page of E x h i b i t Eighteen. This i s made to the same scale 

the f i r s t page i s made and the f i r s t p a r t of the l i n e as i t 

comes from 0-0 i n t e r c e p t i s a 45 degree l i n e . Any w e l l t h a t 

has a producing a b i l i t y of 2000 per month would have an 

allowable of 2000 per month, 3000 per month, the same way, 

u n t i l we reach a p o i n t near the top where the l i n e turns 
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h o r i z o n t a l . That value at the top I ca l c u l a t e d to be 6724 

Mcf per month. For the month of December, t h a t ' s 31 days, 

t h a t ' s 217 Mcf per day f o r any w e l l w i t h an acre f a c t o r of 

1. 

Now, those two b i t s of data were resolved 

back t o the graph shown on — introduced as E x h i b i t Nine. 

Q At t h i s p o i n t , we'd l i k e t o go ahead and 

introduce E x h i b i t Nineteen, which i s based e s s e n t i a l l y on 

E x h i b i t Nine, w i t h some a d d i t i o n a l i n f o r m a t i o n placed on i t 

as w e l l . 

-Mr. Kendrick, a t t h i s p o i n t , i f you 

would, please e x p l a i n the r e l a t i o n s h i p between the informa­

t i o n on E x h i b i t Eighteen and t h a t on E x h i b i t Nineteen. 

A The data shown on E x h i b i t Nineteen, t h a t 

came from E x h i b i t Eighteen shows only the month of October 

f o r the f i r s t graph on E x h i b i t Eighteen, and shows i n the 

month of December f o r the second graph i n E x h i b i t Eighteen. 

A l l of the e x h i b i t s are not colored, so 

i f you r e c a l l what happened a month ago when we entered t h i s 

e x h i b i t , the top boxes across the page were painted green, 

the top of each column was green, representing nonmarginal 

gas production. The bottom p a r t of those boxes was painted 

red, which represented marginal gas production. 

Now, i n the month of October, I have a 

l i t t l e box a t the very bottom, and on mine I have i t cross-

hatched i n blue, and t h a t represents the f i g u r e t h a t I c a l ­

culated through the schedule f o r the month of October, where 



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 

102 

the breaking p o i n t should have been i n c a l c u l a t i n g 

allowables f o r the month of October, 1982, assuming 

production and nomination were the same. 

That would have a breaking p o i n t of 43 

Mcf per day. 

The second graph i n E x h i b i t Eighteen, 

which has the higher value, shows i n the month of December, 

and on mine I show i t as cross-hatched up about halfway, of 

the marginal production t h a t was i n the month of December. 

Now, a l l of t h i s i s done t o show you t h a t 

El Paso i s asking f o r a l l w e l l s t o be c l a s s i f i e d as nonmar­

g i n a l , and i f - n o t a l l w e l l s c l a s s i f i e d as nonmarginal, then 

l e t ' s set a f i g u r e t h a t i s low enough t h a t i n the production 

of w e l l s on a d a i l y basis, day i n and day out, high month 

demand, low month demand, .We w i l l .have only those wells 

c l a s s i f i e d as marginal t h a t w i l l not need t o be shut i n by 

any p i p e l i n e company. 

This mode of c a l c u l a t i o n i s the means by 

which the Commission goes through i n c a l c u l a t i n g allowables 

f o r pools i n t h e i r normal process, and t h i s was not doctored 

by any data of previous production versus previous nomina­

t i o n s . This i s j u s t t r y i n g t o put f a c t against f a c t , be­

cause we had October's production and the October w e l l s t o 

work w i t h . 

Q Mr. Kendrick, do you have, or could you 

get the Commission an i n d i c a t i o n of the r e l a t i v e impact of 

El Paso's proposal versus the Hartman proposal i n t h i s case, 
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i n some s o r t of graphic manner? 

A I w i l l t r y to do t h a t , and I do not have 

t h a t as an e x h i b i t , but I ' l l t r y t o draw one on the board, 

i f I'm permitted t o do so. 

I've got t o have a s t a r t i n g p o i n t . Sup­

pose we s t a r t w i t h a scale the same as we d i d w i t h E x h i b i t 

Eighteen. We'll c a l l t h i s d a i l y 'producing a b i l i t y or w e l l 

producing a b i l i t y , w e l l p o t e n t i a l , Well d e l i v e r a b i l i t y , 

whatever you want t o name i t , I don't care; c a l l t h i s f a c t o r 

allowable. 

S t a r t i n g w i t h a zero and a zero, and the 

c a l c u l a t i o n as I understand has been submitted by Hartman, 

says we have a — may I ask Dan t o help me — maximum pro­

ducing — maximum permitted rate? 

MR.' CARR: Fair share. 

MR. NUTTER: No, f a i r share. 

A Maximum f a i r share, t h a t i s a ca l c u l a t e d 

f a c t . 

MR. CARR: With acreage f a c t o r . 

A With acreage f a c t o r , l e t ' s say i t ' s an 

acreage f a c t o r of 1, and w e ' l l draw maximum f a i r share. We 

said t h a t a t any p o i n t beyond where t h i s s t a r t s , whatever 

the d e l i v e r a b i l i t y of the w e l l might be, i t s allowable w i l l 

be cut o f f here. 

Now, let. me draw a l i n e then a t a 45 de­

gree angle. I t j u s t happened I nearly h i t t h a t , boy; I 

don't care whether I d i d or d i d n ' t , but now I must maneuver 
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every w e l l t h a t f a l l s i n t h i s category from here back to 

zero, from the i n t e r c e p t to where t h a t p o i n t i s . But wait a 

minute, now I ' l l go look at October, 1982 again. I'm going 

to take the t o t a l production f o r October, 1982, and compare 

t h a t to the average of 1982, t h a t Mr. Nutter has prepared. 

Using t h a t comparison I came up w i t h a f i g u r e t h a t :— I've 

got t o do i t by f i g u r e s — of approximately 38 percent, 

October production was 38 percent of the average f o r the 

year. 

According t o t h a t plan t h a t ' s presented 
i 

by Mr. N u t t e r , we would c o n t r o l the production from a l l 

other w e l l s by t h a t 3 8 percent amount. Okay, now I have t o 

reduce t h i s from a 1 - t o - l r a t i o t o 38 percent, so t h a t every 

w e l l is-reduced i n t h i s area by an allowable of t h a t amount. 

, So when y o u " s t a r t looking at t h i s from 

t h i s zero p o i n t on up, see, I've got d e l i v e r a b i l i t y a l l o c a ­

t i o n u n t i l I reach t h i s p o i n t ; then I've got a maximum and 

th a t ' s the way I understand i t . . 

Q And can you compare El Paso's proposal t o 

that? Would i t . be the — 

A El Paso's proposal, and not bending the 

p r o r a t i o n r u l e s of the pool, says t h a t w e ' l l continue w i t h 

acreage a l l o c a t i o n , and El Paso's l i n e went along t h i s l i n e 

u n t i l we reached a p o i n t of c u t o f f , and — I've got t o f i n d 

Dan's f i g u r e s . 

Q I s i t E x h i b i t Twenty-one? 

A The f i g u r e t h a t I have c a l c u l a t e d f o r 
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October, 1982, f o r t h i s l i n e i s a f i g u r e of 4675 Mcf per 

month. 

On mine f o r s t r a i g h t acreage a l l o c a t i o n I 

came up w i t h 1355. So the d i f f e r e n c e i n allowable, while 

our • plan i s made up by the amount of gas i n t h i s area from 

these smaller producing w e l l s and t o the l a r g e r producing 

we l l s i n the Hartman plan, t h i s c u t o f f i s 43 Mcf per day on 

our plan and I do not have t h a t f i g u r e c a l c u l a t e d there. 

Q Would you.summarize, Mr. Kendrick, why 

you f e e l El Paso's approach, ,then, .to be a more c o r r e c t one? 

A I f e e l i f we have f i e l d r u l e s , or pool 

r u l e s , i n any pool, whatever those r u l e s are, we should 

prorate by those r u l e s , i f . the r u l e s are made f o r p r o r a t i o n , 

and we f e e l t h a t these are. 

We f e e l t h a t the Commission has a respon­

s i b i l i t y t o set allowables according t o the nominations t h a t 

are submitted by the p i p e l i n e s . We f e e l t h a t the p i p e l i n e s 

should have an op p o r t u n i t y t o produce the gas as i t ' s needed 

t o meet t h e i r market demand, and we do not f e e l t h a t i t ' s 

the p i p e l i n e ' s r e s p o n s i b i l i t y t o c a l c u l a t e the allowable f o r 

each i n d i v i d u a l w e l l on t h e i r l i n e l . We don't t h i n k i t ' s 

our p o l i c e a c t i o n t o look a f t e r every, producer on the l i n e . 

We don't t h i n k i t ' s necessarily t h e i r job of p o l i c i n g every 

w e l l on the l i n e . 

So we r e a l l y f e e l t h a t the Commission has 

i t s job t o do of c a l c u l a t i n g allowables, assigning them, and 

doing i t , and we say t h a t we can do t h a t w i t h a minor 
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adaptaton of gas w e l l c l a s s i f i c a t i o n , or r e c l a s s i f i c a t i o n , 

i f you please, t o change marginal w e l l s t o nonmarginal 

w e l l s , and. then you have wells t h a t you can work w i t h i s as­

signing the allowable. 

I f we play w i t h numbers and say we have 

95 percent or 98 percent of the w e l l s c l a s s i f i e d marginal 

now, my r e a c t i o n t o t h a t i s okay, how d i d they get there? 

They got there because the market was strong. We were ap­

proaching a l i m i t of whether we would be able t o take a l l 

the gas t h a t was a v a i l a b l e i n every pool. 

But a l l of a sudden we d i d n ' t reach t h a t 

l i m i t and now we're t a k i n g p o s s i b l y 60 percent of the gas or 

70 percent or' 50,. percent of the gas from the pools, and t o 

cause those same w e l l s . t o be properly r e c l a s s i f i e d , the 

automation t h a t ' s b u i l t i n t o the r u l e s t h a t apply under 

Order 1670 on how t o c l a s s i f y w e l l s w i l l not work and i t 

w i l l not work s o l e l y because we shut o f f marginal 

production. 

Had El Paso and other p i p e l i n e companies 

been able i n a month of low production t o shut o f f only non-

marginal w e l l s and reduce t h e i r takes from the pool t o what 

a c t u a l l y . became market demand, and would have been able t o 

do t h a t from A p r i l , 1982, through March of 1983, the wells 

would have a u t o m a t i c a l l y r e c l a s s i f i e d themselves t o nonmar­

g i n a l and we would not be here today. 

But because the p i p e l i n e companies d i d 

not have time, they had t o cut t h e i r loads more d r a s t i c a l l y , 
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then we d i d shut o f f marginal w e l l s . Whether we shut them 

o f f i n a proper sequence 1 t h i n k i s not the issue. El Paso 

very c e r t a i n l y could have erred i n t h a t . I make no excuses 

f o r i t today. But i t ' s something t h a t has happened. But 

well s need t o be r e c l a s s i f i e d t o nonmarginal and the system 

works. 

Q And i t i s your o p i n i o n , then, Mr. 

Kendrick, t h a t t h i s i s the manner i n which c o r r e l a t i v e 

r i g h t s may best be protected and waste might best be 

prevented? 

A Yes, s i r . 

Q I s there anything f u r t h e r t h a t you have 

to add at t h i s time? 

A No, s i r , I believe not. 

MR. NANCE: That concludes El 

Paso's r e b u t t a l testimony, Mr. Chairman, and the witness i s 

tendered f o r cross examination. 

MR. RAMEY: Thank you, Mr. 

Nance. Any questions of the witness? Mr. Carr. 

CROSS EXAMINATION 

BY MR. CARR: 

Q Mr. Kendrick, i f I understand your 

E x h i b i t Number Eighteen, t h i s shows how El Paso's proposal 

would work, i s t h a t correct? 

A Yes, s i r . 

Q And on the f i r s t page of E x h i b i t Eighteen 
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only w e l l s w i t h a capacity or t h a t are able t o produce less 

than 1355 Mcf per month would be able t o be what you c a l l 

marginal w e l l s , able t o produce a l l they could produce i n t o 

the p i p e l i n e . 

A Yes, s i r . 

Q And everything t h a t would f a l l above 1355 

Mcf per month would be * cut back t o t h a t l e v e l , t h a t would be 

t h e i r allowable. I s t h a t what t h i s shows? 

A Yes, s i r . 

Q So i f I had a w e l l t h a t produced 1356 per 

month, I would be cut back 1 Mcf per month. 
ft 

. . A' '• „ Yes, s i r . 

Q And . i f I had a w e l l t h a t produced 2-

m i l l i o n a month, I would s t i l l be cut back t o 1355. 

A Yes, s i r . 

Q And we would a l l be t r e a t e d the same 

above 1355. 

A Yes, s i r . 

Q And we would not be — c u r t a i l m e n t would 

not be p r o p o r t i o n a l but we would be t r e a t e d as i f we were 

equal. 

A They would be — the c u r t a i l m e n t would be 

according t o the r u l e s t h a t e x i s t i n the pool today. 

Q And under those r u l e s and under your pro­

posal i t would mean t h a t a l l w e l l s above 1355 would be per­

mitt e d t o produce only t h a t and no more. 

A Yes, s i r . Excuse me, j u s t a l i t t l e b i t 
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of e l a b o r a t i o n . 

1355 i s the allowable f o r t h a t month. Of 

course the we l l s could be overproduced or underproduced but 

t h a t i s the allowable. 

Q That i s what t h e i r allowable would be. 

A Yes, s i r . 

Q Now, i f we go t o the second page, t h i s i s 

s i m i l a r . 

A Yes, s i r . 

Q And . a l l the we l l s t h a t would f a l l below, 

and I d i d n ' t get t h a t f i g u r e , 6500 plus or minus — 6724, 

a l l t h a t produced below 6724 Mcf per month would be able to 

produce i n t o the p i p e l i n e a l l they could produce. 

A Yes, s i r . 

Q And we t r e a t everyone above t h a t as i f -~ 

I mean t h a t would be the allowable f o r a l l w e l l s t h a t had a 

capacity of i n excess of 6724. I s there any reason t h a t you 

cut t h i s o f f a t 9000 Mcf per month and 300 per day? 

A No, s i r , i t was only due to the size of 

the paper. 

Q And i f there are we l l s i n the Jalmat t h a t 

produced 2 - m i l l i o n a day -- I mean, yes, 2 - m i l l i o n a month 

— i s i t a day? 

A 2 - m i l l i o n a month would be back on — 

Q Okay, I'm so r r y , 2 - m i l l i o n a day. 

A Anything l a r g e r than the 9000 Mcf per 

month Would be on t h a t same l i n e . 
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Q But t o make t h i s graph t r u l y give an ac­

curate p i c t u r e of what goes on i n - t h a t pool, you would have 

to extend t h i s l i n e t h a t sets the allowable out to the r i g h t 

some distance so i t would pick up even those w e l l s t h a t pro­

duced 2 - m i l l i o n a day, i s t h a t c o r r e c t ? 

A Yes, s i r . 

Q So, what i n e f f e c t y o u 1 r doing w i t h t h i s 

allowable, i s you're b r i n g i n g a l l w e l l s above those t h a t are 

c l a s s i f i e d marginal t o the same l e v e l . 

A That's what the r u l e s provide f o r . 

Q And you're t r e a t i n g them the same. 

A Yes, s i r . Each of these are considered 

w i t h an acre f a c t o r of 1. 

Q And you a n t i c i p a t e a f l u c t u a t i o n of over 

almost 80 percent between October and December, i s t h a t the 

kind of f l u c t u a t i o n you a c t u a l l y t h i n k you would a n t i c i p a t e ? 

A I used t h i s t o show the extremes t h a t d i d 

happen i n 1982, and those extremes on a per month basis may 

be even more exaggerated on a per d a i l y basis — per day 

basis. 

Q Mr. Kendrick, the r e d u c t i o n t h a t would be 

b r i n g i n g a l l the w e l l s , say, i n October down to 1355, i n 

your opinion i s t h a t a r a t a b l e reduction? 

A I t ' s i n accordance w i t h the r u l e s of the 

pool. 

Q Well, but i s t h a t ratable? 

A Do you want me t o give you Kendrick d e f i -
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n i t i o n of ratable? 

Q No, what I'd j u s t l i k e t o — maybe I 

could j u s t ask the question t h i s way. Is t h a t a 

p r o p o r t i o n a l deduction? 

A I don't know t h a t i t would be a propor­

t i o n a l i f you're saying everything i s reduced by the same 

percentage. I would say, no, i t i s not a percentage 

deduction. 

Q Now, the proposal t h a t you set out on 

E x h i b i t Eighteen i s f o r southeastern New Mexico. 

A Yes, s i r . 

Q And under your proposal we're looking a t 

s t r a i g h t acreage allowables. 

A Yes, s i r . 

Q We have no d e l i v e r a b i l i t y t h a t f i g u r e s 

i n t o t h i s whatsoever. 

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

Q And u n l i k e the northwest, the b e t t e r 

w e l l s are not e n t i t l e d t o produce more than a poorer i f 

they're above t h i s c u t o f f between marginal and nonmarginal. 

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

Q And would you accept t h a t some we l l s 

would be cut back by as much as 90 percent under t h i s 

proposal i n a month'like October? 

A I would not be su r p r i s e d . 

Q And others, of course, would not be cut 

back at a l l . 
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A Yes,.sir. 

Q And as t h i s proposal works, would you 

consider t h a t a f f o r d i n g e q u i t a b l e market access to the pro­

ducers of a l l the w e l l s i n each pool? 

A I'm not sure t h a t I can answer t h a t ques­

t i o n i n the sense of a p i p e l i n e company t r y i n g t o produce 

gas from prorated w e l l s i n accordance w i t h the r u l e s of the 

pool, which we were t r y i n g t o do, and as we assume other 

p i p e l i n e companies were t r y i n g t o do. 

But t h a t ' s what we were t r y i n g t o match 

i s our takes according t o allowables. 

Q And you could not comment on whether or 

not i t i s f a i r and reasonable t o operators i n the pool t o 

c u r t a i l one 90 percent and others not at a l l ? 

A I f the State of New Mexico permits 100 

percent acreage a l l o c a t i o n and accepts t h a t as a j u s t and 

equitable means of p r o r a t i n g gas pools and p r o r a t i n g o i l 

pools, then I'd say, yes, i t i s j u s t and equ i t a b l e and f a i r . 

Q And a guy who i s producing w e l l t h a t 

makes 1000 a day has c e r t a i n c o r r e l a t i v e r i g h t s which should 

be p r o t e c t e d , i s t h a t not true? 

A He's producing how much? 

Q 1000 Mcf a month. 

A A l l r i g h t , yes, s i r . 

Q And you have an operator who's producing 

2 - m i l l i o n a day, he also has c o r r e l a t i v e r i g h t s , does he 

not? 
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A Yes, s i r . 

Q But i f he i s n ' t able t o s e l l what he has 

under h i s t r a c t and can produce, i s i t your testimony t h a t 

h i s c o r r e l a t i v e r i g h t s are protected? 

A Again, the p r o r a t i o n formula as adapted 

to the pools i n southeast New Mexico was based, supposedly, 

upon c o r r e l a t i v e r i g h t s , and under t h a t basis t h a t t h a t f o r ­

mula was es t a b l i s h e d . 

Q And your testimony i s i n terms of co r r e ­

l a t i v e r i g h t s i s conditioned upon the ef f e c t i v e n e s s of the 

i n d i v i d u a l pool r u l e s . 

A Yes, because there are pools prorated on 

100 percent acreage i n some areas and some pools prorated on 

100 percent d e l i v e r a b i l i t y . 

Q Now i n t h i s proposal you — w e l l , l e t ' s 

— i f we look at page one i n E x h i b i t Number Eighteen, you 

would l e t a l l w e l l s t h a t produce less than 1355 a month pro­

duce a l l they can produce i n t o the p i p e l i n e . That's 

c o r r e c t , i s i t not? 

A With a l i t t l e b i t of o v e r r i d i n g data. 

I'm not saying t h a t because October, 1982 was the lowest 

month we produced i n '82 t h a t 43 should be the lowest p o i n t 

t h a t we have t o consider as a breaking p o i n t between 

marginal and nonmarginal w e l l s . 

I would say we have t o have a f i g u r e 

below 43 and then t h a t would be 33, anything above 33 would 

be considered nonmarginal w e l l s ; . anything below 33, 
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marginal. 

Q The purpose f o r having t h a t c u t o f f i s t o 

p r o t e c t the operators of the poorer w e l l s , i s t h a t not true? 

A I t i s t o — under the a p p l i c a t i o n of the 

r u l e s of pools i n c a l c u l a t i n g allowables f o r w e l l s , i t says 

t h a t i f these w e l l s are incapable of producing t h e i r 

allowable, then what they produce becomes t h e i r allowable. 

Q And as you understand those r u l e s , the 

reason you don't shut them i n , i s i t not t o p r o t e c t the i n ­

t e r e s t owners i n poorer wells? 

A We see t h a t i t i s not our p l i g h t i n l i f e 

t o take a w e l l t h a t ' s considered a marginal w e l l t h a t could 

n e i t h e r accrue underage or overage and cause t h a t w e l l to be 

shut i n when other w e l l s as nonmarginal c l a s s i f i c a t i o n do 

accrue underage and overage and i f they become underproduced 

have the o p p o r t u n i t y t o make up t h a t underproduction where a 

marginal w e l l does not have t h a t o p p o r t u n i t y . 

Q But i s i t your testimony t h a t i n not cur­

t a i l i n g marginal production you do not -- are not concerned 

about attempting t o keep the poorer w e l l s on l i n e ? 

A Do t h a t once more, please? 

Q Is i t your testimony t h a t i n not s h u t t i n g 

i n marginal w e l l s i t i s — have t o get a l l my negatives out 

of t h i s question — i s i t your testimony t h a t El Paso's 

p o l i c y not t o shut i n marginal w e l l s doesn't take i n t o con­

s i d e r a t i o n the f a c t t h a t c e r t a i n of them might be pushed 

beyond t h e i r 'economic l i m i t s ? 
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2 A We cannot consider economic l i m i t s f o r 
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everyone's w e l l . That's where the p r o r a t i o n formulas as ap­

p l i e d d e p i c t allowables t h a t can be produced from various 

w e l l s , and economics f o r one operator are d e f i n i t e l y d i f f e r ­

ent to another operator, and we cannot look at them. We 

take the f i g u r e s as prescribed i n gas p r o r a t i o n schedules 

and t r y t o produce those allowables. 

8 Q Why d i d you pick 3 3 Mcf? 

9 A Okay. 

10 Q That's the t h r u s t of my — I'm t r y i n g to 

f i n d out. Is i t e n t i r e l y a r b i t r a r y or i s there some reason 

f o r that? 

A I'd say i t i s s e m i - a r b i t r a r y , but on the 

f i r s t page of t h i s E x h i b i t Eighteen I have i n d i c t e d t h a t the 

lowest month of production i n 1982 said the breaking p o i n t 

could be at 43 f o r the month. During t h a t month we may have 

had f l u c t u a t i o n , both up and down, i n the d a i l y takes of gas 

17 from t h a t pool. 

18 And i n doing so, i f the r a t e goes up we 

can t u r n on more w e l l s , and i f the r a t e goes down, we have 

to t u r n o f f w e l l s . 

I f we t u r n o f f down t o 43 we may not have 

enough gas turned o f f , so t u r n o f f down t o 40, t o 37, and we 

picked a f i g u r e of 33 which represents a m i l l i o n a month as 

a s e m i - a r b i t r a r y f i g u r e . 

Q , Doesn't t h a t tend t o p r o t e c t poorer wells 
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A The w e l l s t h a t have an allowable assigned 

as what they produce, and we're given the o p p o r t u n i t y t o 

produce them as much as they w i l l produce. 

Q Mr. Kendrick, d i d n ' t l a s t year you cut 

back on occasion t o 25 Mcf per month? 

A Yes, s i r , we d i d . 

Q What would you do i n t h a t s i t u a t i o n ? 

A Since the time of l a s t year — we cut 

back i n steps l a s t year. I n f a c t , we s t a r t e d c u t t i n g o f f 

only nonmarginal w e l l s . Then i t became evident we had t o 

shut o f f more than nonmarginal w e l l s so we picked a f i g u r e 

of 100 Mcf a day and said we w i l l cut o f f any w e l l t h a t pro­

duces greater than 100 Mcf per day. And then we got t o the 

p o i n t where t h a t ' s not enough, we've got t o cut o f f more, 

and we went t o a f i g u r e of 25. That's a magic number picked 

out of the a i r or o f f of a B u r l i n g t o n Northern boxcar as i t 

went by, but 25 was j u s t a f i g u r e t o s t a r t . We f i g u r e d we 

could leave the r e s t of them on t h a t produced less than 

t h a t . 

Q As I understood your comparison on the 

board of El Paso's proposal as opposed t o Mr. Hartman's, you 

stated t h a t w i t h Mr. Hartman's proposal you would have t o 

maneuver more w e l l s than you would w i t h your proposal. I s 

t h a t a c o r r e c t statement? 

A I don't understand what I said as 

maneuver. 

Q Maybe you could t e l l us what — 
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A Let me back i n t o t h i s way and say i f 

we're t a l k i n g about the d i f f e r e n c e of having now 95 or 98 

percent of the we l l s as marginal and the remaining few t o 

100 percent as nonmarginal, and the question comes up, what 

are we going t o change, the fewer number of we l l s or 

the greater number of w e l l s , I have no problem i n changing 

the c l a s s i f i c a t i o n of the greater number of w e l l s because 

one stroke of the pen, I have made a marginal w e l l t o a non-

marginal w e l l , and the computer, i f I t h i n k I understand the 

system t h a t ' s i n operation by the D i v i s i o n O f f i c e here i n 

Santa Fe, has a program already i n operation t h a t would take 

those w e l l s by t h a t c l a s s i f i c a t i o n and c a l c u l a t e them allow­

ables f o r every w e l l i n the pool on the basis of the formula 

t h a t now e x i s t s f o r t h a t pool. 

Q Now would there be such a program i n e f ­

f e c t i f Mr. Hartman's proposal was granted? 

A A l i t t l e i n t e l l i g e n c e i s dangerous, but 

from what I know about computers and program w r i t i n g , 

nothing e x i s t s i n Santa Fe, according t o my idea, t h a t would 

handle Mr. Hartman's proposal at t h i s time. Computer pro­

grams would have t o be w r i t t e n and a d i f f e r e n t procedure of 

c a l c u l a t i o n have t o be made t o handle the proposal by Mr. 

Hartman. 

Q So i s . i t f a i r t o say t h a t i t would be 

more convenient t o take your proposal than t h a t of Mr. Hart­

man ' s ? 

A Absolutely. 



118 

Q Now, when you t a l k about having t o reduce 

production i n a month by 38 percent, f o r an example, i s n ' t 

t h a t r e a l l y p a r t i a l l y because the nominations are down? 

A No, s i r . 

Q I s i t not. So i f you cut your 

nominations back t h a t i s not going t o reduce the allowable. 

A Mr. Carr, i t may reduce the c a l c u l a t e d 

allowable t h a t i s p r i n t e d i n the gas p r o r a t i o n schedule but 

the p i p e l i n e company i s going t o produce w e l l s t o meet i t s 

curr e n t market demand day by day, i f a t a l l p o s s i b l e . 

Q So maybe t h i s i s where we've misunder­

stood each other before. When a reduced nomination can r e ­

duce an allowable but i t doesn't reduce what the p i p e l i n e 

w i l l take because t h e y ' l l be t a k i n g t h e i r demand and there 

are other things t h a t w i l l work t h a t out. 

A Yes, s i r . 

Hopefully, t h i s was one of the 

s t i p u l a t i o n s t h a t El Paso t r i e d t o make e a r l y i n the game, 

t h a t whatever we do i n t h i s , we are i n no way t r y i n g t o r e ­

duce takes from any pool i n the State of New Mexico; t h a t 

whatever happens on t h i s , w e ' l l s t i l l be t a k i n g e x a c t l y the 

amount of gas we can s e l l a t the other end. 

Q The takes w i l l be the same, but as your 

market f a l l s o f f , your nominations w i l l come down. 

A " Yes, s i r . 

Q And the -allowables w i l l "therefor be 

lower. 
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A Or i f we nominated.the same every month 

and takes got lower, then the adjustments t o nominations 

would lower the allowable. 

Q Now I've asked you t h i s before, but your 

proposal i s based on what — you are asking t h a t your pro­

posal be adopted and t h a t i n e f f e c t the Commission stand be­

hind the pool r u l e s on an i n d i v i d u a l pool basis. 

A Yes, s i r . 

Q Now, i f we stood behind these pool r u l e s , 

wouldn't there a u t o m a t i c a l l y be a r e c l a s s i f i c a t i o n of wells 

back t o nonmarginal? 

A Yes, s i r . 

Q I s n ' t i t t r u e t h a t your problem i s t h a t 

you're j u s t u n w i l l i n g or unable t o w a i t t i l l these r u l e s 

work? 

A No, s i r . 

Q What i s your reason? 

A The reason i s , as I said a few minutes 

ago, by v i r t u e of the f a c t t h a t El Paso shut i n marginal 

wells during 1982, from A p r i l l s t , 1982 t i l l March 31st, 

1983, we caused the system t o f a i l t o work to r e c l a s s i f y 

w e l l s from marginal t o nonmarginal t h a t should i n e f f e c t 

t r u l y be nonmarginal w e l l s . 

Q But i f you d i d w a i t the system would work 

to c o r r e c t t h i s problem, would i t not? 

A No, s i r . 

Q I t woudn't ever? 
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A I f a redu c t i o n i n takes due to our market 

demand are as d r a s t i c as happened i n '82, so t h a t we have t o 

shut o f f a marginal w e l l , when we shut i t o f f i t shows then, 

when you're making your annual comparison, or q u a r t e r l y com­

parison, t h a t t h a t w e l l d i d not produce greater than i t s 

c a l c u l a t e d allowable, so i t stays marginal. 

The reason i t stays marginal i s because 

we shut i t i n and we say we should not be s h u t t i n g i n t h a t 

marginal w e l l , any marginal w e l l . 

Q Now, I t h i n k you have sta t e d t h a t El 

Paso's proposal would r e s u l t i n a minimum r e c l a s s i f i c a t i o n 

of w e l l s . I s t h a t what you mean? 

A The minimum amount of work could be 

applied and r e c l a s s i f y i n g 99' percent of the w e l l s and the 

system would be on a go and would be ready t o run and ready 

to conduct our business the remainder of the year. 

Q So you weren't t a l k i n g i n terms of 

r e c l a s s i f i c a t i o n of a minimum number of w e l l s , but a minimum 

amount of work involved i n g e t t i n g t here. 

A Yes, s i r , I t h i n k you're c o r r e c t i n t h a t . 

Q Your testimony i s t h a t El Paso's proposal 

i s more convenient than Mr. Hartman's i n t h a t regard. 

A Yes, s i r . 

Q And i s i t more convenient t o El Paso 

Natural Gas? 

A I would, say very d e f i n i t e l y our proposal 

i s more convenient t o El Paso Natural Gas than Mr. Hartman's 
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proposal because we have a system i n our company t h a t we 

check the allowables c a l c u l a t e d by the Commission. We com­

pare the status of we l l s t h a t have statuses because they're 

nonmarginal, and we can c a l c u l a t e the allowables side by 

side w i t h them. 

For us t o change t o Mr. Hartman's system 

and using in-house programming, I would hate t o t h i n k how 

many months i t would take f o r us to get a computer system 

running t h a t would do t h a t . 

Q Did you consider the inconvenience t o 

someone l i k e Mr. Hartman of having h i s we l l s cut back 90 

percent? 

A There are pains i n a l l of them. No one 

said i t would be easy on anyone, but i t i s a problem t h a t 

e x i s t s across the i n d u s t r y and we're a l l s u f f e r i n g because 

of i t . 

Q I understand i t would be p a i n f u l t o get, 

perhaps Mr. Hartman's proposal, i n your o p i n i o n , o f f and 

running, and i t would take, as I understand your testimony, 

perhaps many months t o do t h a t , i s t h a t c o r r e c t ? 

A P a r t l y . The programming people i n the El 

Paso o r g a n i z a t i o n t o e s t a b l i s h a program f o r us t o work w i t h 

would take, and I ' l l dare say, months, because they f i g u r e 

things on a d a i l y basis and then when we add up these days, 

they are very long days. 

Q Well, how have you been able t o do i t 

during t h i s periods of demand when you were c a l l e d upon t o 
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c u r t a i l the marginal wells? Has t h a t taken months? 

A No, s i r , we have a system whereby we can 

c u r t a i l r i g h t now under any basis provided by any r u l e of 

the Commission. Now, I say any, any t h a t we have heard of 

or thought of t h a t would be i n use by the Commission. 

Q And t h a t would include the d e l i v e r a b i l i t y 

based approach? 

A We can c o n t r o l i t by d e l i v e r a b i l i t y f o r 

wells i n the San Juan Basin, where d e l i v e r a b i l i t y has been 

pa r t of i t . 

We can c o n t r o l production of we l l s being 

on the l i n e the same number of days or being shut i n the 

same number of days. 

We can c o n t r o l w e l l s by the volume they 

produce where t h a t they're producing a t equal volume. 

So we can set our program t o operate on 

e i t h e r one of those bases, yes, s i r . 

Q And i s n ' t i n f a c t what Mr. Hartman i s 

seeking merely c u r t a i l m e n t on a d a i l y basis? 

A I believe there's more t o i t than t h a t . 

MR. CARR: No f u r t h e r 

questions. 

MR. RAMEY: Any other questions 

of Mr. Kendrick? Mr. K e l l a h i n . 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 
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Q Mr. Kendrick, I t h i n k I've l o s t t r a c k 

about your drawing on the board here. Refresh my memory as 

to what i s the -- w e l l , f i r s t of a l l , t h i s i s your under­

standing of Mr. Hartman's proposal, i s t h a t not true? 

A Yes, s i r , p a r t of i t i s . 

Q Yes, s i r . .I'm concerned about the shaded 

area, the hatched l i n e area i n the drawing. What does t h a t 

s i g n i f y to you? 

A Well, f i r s t of a l l , l e t ' s take t h i s l i n e 

o f f . Remember t h i s l i n e i s a 45 degree l i n e so t h a t 

anywhere up t o t h i s l i n e from the producing a b i l i t y t o here, 

across, the allowable would be equal t o the producing 

a b i l i t y . 

The f i r s t t h i n g t h a t we can do under Mr. 

Hartman's proposal i s c a l c u l a t e a maximum f a i r share, and 

t h a t i s t h i s l i n e . I t would extend t o the highest producing 

w e l l i n the basin. 

Then, since f o r other w e l l s , as Mr. 

Nutter presented testimony l a s t month, he said t h a t would be 

a marginal category, not making t h i s amount, they would be 

reduced p r o p o r t i o n a t e l y , j u s t comparing t h a t w e l l , t h a t 

w e l l ' s allowable would be reduced i n the percent t h a t i t s 

1982 average production compared to the nominations of '82. 

I t h i n k t h a t ' s what '— i f t h a t w e l l ' s producing a b i l i t y were 

only 38 percent, then you've- got a l i n e of 38 percent t h a t 

you would have t o reduce t h i s amount, and t h a t i s kind of 

how — from w e l l s t h a t could be producing gas th a t ' s 
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enclosed i n the cross hatched area. 

Q The shaded area then i s the shut i n time 

f o r each w e l l f o r each — 

A I t would be shut i n time because t h e i r 

allowable i s now reduced t o t h i s l e v e l , t o t h i s l i n e , the 

lower l i n e . 

MR. NUTTER: I t ' s shut i n 

volume, not time. 

A Well, time equals volume i f you're 

producing gas, and we're working here w i t h volumes, and you 

work w i t h shut i n time, then you are c u t t i n g o f f gas, so gas 

and time i s volume. 

This amount of gas would be displaced 

here and a c t u a l l y picked up w i t h the other — 

Q My p o i n t i s , the shaded area doesn't have 

anything t o do w i t h the s t r a i g h t acreage a l l o c a t i o n . 

A No, s i r , i t doesn't. I t ' s a d i f f e r e n c e 

between s t r a i g h t acreage and what might — I would consider 

t h a t as d e l i v e r a b i l i t y . 

Q Thank you. Mr. Kendrick, I was 

i n t e r e s t e d i n what your d e f i n i t i o n i s of p r o r a t i o n i n g and 

r a t a b l e take. You about o f f e r e d us one awhile ago and 

d i d n ' t . 

I f I attend the Kendrick school of gas 

p r o r a t i o n i n g and r a t a b l e take i n New Mexico, and as a 

college freshman I know nothing about most ev e r y t h i n g , and 

you are a guest l e c t u r e r t h a t day and you're going t o t e l l 
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us about conservation p r a c t i c e s i n New Mexico, and you've 

t o l d me t h a t there are two basic concepts under gas prora­

t i o n i n g i s implemented f o r given pools i n New Mexico, one 

concept i s under s t r a i g h t acreage f a c t o r , and the other i s 

based upon some d e l i v e r a b i l i t y f a c t o r . Would you f i r s t of 

a l l t e l l me, i n a pool t h a t i s prorated under a s t r a i g h t 100 

percent acreage f a c t o r , how w i l l , the w e l l — the pool be 

produced so t h a t each of the p r o r a t i o n u n i t s w i t h i n t h a t 

pool are going t o be produced i n a f a i r , e q u i t a b l e manner t o 

a l l the operators of the wells? 

A ^For r u l e s t o be established f o r a pool t o 

have 100 percent acreage a l l o c a t i o n w i t h i n t h a t pool, the 

operators and the Commission would — the operators would 

agree and convince the Commission t h a t t h i s i s a means of 

c o n t r o l l i n g the production from the many we l l s i n the pool 

to the many we l l s c o l l e c t i n g gas from the pool on a basis 

t h a t the amount of gas owned by each operator under each 

t r a c t he d r i l l s i s p r o p o r t i o n a l t o the acreage t h a t i s de­

dicated t o t h a t w e l l . That i s a premise t h a t has t o be i n 

there f o r the operator to agree t o begin w i t h . 

And a f t e r they do t h a t , then they say, 

w e l l , we w i l l f i n d out i n New Mexico what the market demand 

f o r gas i s , and the p i p e l i n e companies would submit t h e i r 

nominations of market demand, and t h a t t o t a l market demand, 

then, would be d i v i d e d up t o the w e l l s according to the ac­

reage t h a t each w e l l had, and as we s t a r t out, we say every 
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w e l l i s permitted t o produce 1 Mcf. Now does t h a t give 

enough gas to make the market demand. And no, w e ' l l give 

every w e l l 2 Mcf, and you continue i t t h a t way u n t i l you get 

an allowable high enough t h a t t h a t w i l l meet the market de­

mand. 

Now i n going t h a t high you w i l l f i n d some 

wells t h a t f a i l t o produce the next high Mcf and that's 

drops o f f as marginal f o r t h a t month, anyway. 

. U n t i l you reach a l e v e l t h a t says, w e l l , 

w i t h what few wells have f a l l e n out as marginal now, a l l the 

r e s t of the we l l s can produce a common f i g u r e of 396 or 891, 

whatever t h a t common f i g u r e i s f o r t h a t month, and make the 

allowable t h a t the p i p e l i n e company has t o l d us i s t h e i r de­

mand f o r t h i s month. 

I f the demand goes down next month, due 

to reduced nominations, the f i g u r e from 891 might be reduced 

down t o 700. Some of the we l l s t h a t might have been between 

700 and 891 as c l a s s i f i e d as marginal, would be nonmarginal 

i n t h i s category because they produce greater than 700, and 

t h i s d i d , every w e l l would be l i m i t e d a t the top at 700 Mcf 

f o r t h a t month. 

That would be s t r a i g h t acreage. 

Q What i f I am t o l d t h a t there i s a scheme 

of gas p r o r a t i o n i n g t h a t can be based upon something other 

than s t r a i g h t acreage; perhaps d e l i v e r a b i l i t y . 

I f you had a pool t h a t you wanted t o pro­

r a t e based upon d e l i v e r a b i l i t y , what do you do then? 
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A The same t h i n g e x i s t s t h a t the operators 

w i t h w e l l s i n those pools through t h e i r decisions and 

through t h e i r — through the decision of the group of opera­

t o r s they say t h a t the reserves t h a t each of us have under 

the t r a c t s t h a t we operate i s p r o p o r t i o n a l t o the d e l i v e r a ­

b i l i t y of the w e l l , and i f the reserves are p r o p o r t i o n a l t o 

the d e l i v e r a b i l i t y , then we should take from each w e l l ac­

cording to i t s d e l i v e r a b i l i t y . 

Q Do we have any pools i n southeastern New 

Mexico t h a t are prorated based upon d e l i v e r a b i l i t y ? 

A Not t o my knowledge. 

Q How are a l l those pools i n southeastern 

New Mexico prorated? 

A The m a j o r i t y of pools are prorated on 100 

percent acreage basis. There are a few pools, and they're 

not i n the discussion of t h i s hearing, t h a t were assigned an 

allowable not t o exceed a c e r t a i n f i g u r e because they were 

retrograde r e s e r v o i r s and they t h i n k t h a t would be a top 

f i g u r e f o r any of the w e l l s t o produce. 

Q For example, I t h i n k the Burton F l a t s 

Wolfcamp i s a f i x e d allowable retrograde condensate reser­

v o i r , and t h a t ' s not the subject of the hearing. 

A I believe you're r i g h t , but I can n e i t h e r 

confirm nor deny i t . 

Q What El Paso i s proposing t o do w i t h the 

a p p l i c a t i o n does not a l t e r the p r o r a t i o n i n g concept t h a t the 

pools i n southeastern New Mexico t h a t are the subject of 
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t h i s hearing are prorated on a s t r a i g h t acreage f a c t o r ? 

A We i n no way at t h i s hearing intend to 

change t h a t mode of c a l c u l a t i n g allowables, no, s i r . 

Q A l l r i g h t , s i r . Give me your d e f i n i t i o n , 

Mr. Kendrick, of what r a t a b l e take i s . 

A To me f o r r a t a b l e take t o be used i n any 

discussion t h a t must defined t o the type of p r o r a t i o n f o r ­

mula t h a t you are working w i t h . 

Q . • Would I have a d i f f e r e n t concept involved 

i f I'm t a l k i n g about r a t a b l e take from a prorated gas pool 

t h a t i s prorated on acreage as opposed t o r a t a b l e take from 

a prorated gas pool t h a t ' s prorated on d e l i v e r a b i l i t y ? 

A I would have a d i f f e r e n t concept, yes, 

s i r . 

Q A l l r i g h t , s i r , t e l l me what the d i f f e r ­

ent concepts are. 

A The concept on 100 percent acreage a l l o ­

c a t i o n means t h a t every w e l l gets to produce the same volume 

of gas, provided they are a l l nonmarginal w e l l s . 

For w e l l s on d e l i v e r a b i l i t y a l l o c a t i o n , 

every w e l l gets t o produce the same percentage of i t s a l l o ­

c a t i o n , percentage of i t s d e l i v e r a b i l i t y . 

MR. KELLAHIN: I have no 

f u r t h e r questions of Mr. Kendrick. 

MR. RAMEY: Any other questions 

of Mr. Kendrick? 
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QUESTIONS BY MR. STAMETS: 

Q Mr. Kendrick, I presume you r e c a l l t h a t 

the Commission made a short excursion w i t h a d e l i v e r a b i l i t y 

formula i n the Jalmat Pool i n the l a t e f i f t i e s ? 

A I t h i n k I r e c a l l t h a t , yes, s i r . 

Q And you'd probably also r e c a l l t h a t t h a t 

d i d n ' t l a s t very long. 

A . , I know t h a t i t i s now not on 

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

Q So the formula f o r the a l l o c a t i o n f o r the 

i n d i v i d u a l w e l l s t h a t you are t a l k i n g about here today i s 

b a s i c a l l y the same formula t h a t has been i n e f f e c t since 

1954, i s t h a t c o r r e c t ? 

A Yes, s i r . 

Q And under t h i s formula haven't there a l ­

ways been w e l l s w i t h widely v a r y i n g p o t e n t i a l s being 

prorated by s t r a i g h t acreage? 

A Yes, s i r . 

Q So th a t ' s not any d i f f e r e n t . 

A No, s i r . 

Q So you're simply saying l e t ' s go ahead 

w i t h what we've got, you j u s t need minor c o r r e c t i o n s . 

A Yes, s i r . 

MR. STAMETS: That's a l l . 

MR. RAMEY: Any other questions 

of Mr. Kendrick? He may be excused. 
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Do you have anything f u r t h e r , 

Mr. Nance? 

MR. NANCE: Nothing f u r t h e r , 

Mr. Chairman, thank you. 

MR. ..RAMEY: Do you have 

anything f u r t h e r , Mr. Carr? 

MR. CARR: Nothing f u r t h e r , Mr. 

Ramey. I do have .a c l o s i n g statement. 

MR. RAMEY: Okay, I t h i n k w e ' l l 

accept statements a t t h i s time. I ' l l ask Mr. Carr and Mr. 

Nance t o go l a s t . 

I f there i s anyone i n the 

audience who's ready to make a statement a t t h i s time, why 

he may do so. 

MR. ADAMS: Mr. Ramey, I'm Mark 

Adams. I represent Southern Union E x p l o r a t i o n Company. 

I t h i n k there are several points t h a t 

need to be made here. 

F i r s t of a l l , as Mr. Stamets has 

in d i c a t e d , the New Mexico Supreme Court i n the jalm a t d e c i ­

sion i n 1962 imposed r a t h e r severe l i m i t a t i o n s on the Com­

mission's power t o change a p r o r a t i o n i n g system. 

The only way, as I read t h a t case, the 

Commission can change a system i s on the basis of f i n d i n g s 

t h a t the t o t a l amount of gas reserves i n a pool and the 

t o t a l amount of gas reserves under each producer's t r a c t i n 

the pool. 
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I t h i n k there's been no evidence at t h i s 

hearing d i r e c t e d toward, those two c r i t i c a l questions. 

The second p o i n t i s t h a t , as I read the 

New Mexico s t a t u t e s , again one t h a t Mr. Stamets r e f e r r e d t o 

t h i s morning, they impose upon the Commission a duty t o pro­

r a t e e f f e c t i v e l y . ' 

I t h i n k t h a t the proceedings i n t h i s case 

and i n the northwest New Mexico p r o r a t i o n case e a r l i e r i n 

the spring i n d i c a t e t h a t p r o r a t i o n i n g , because of changes i n 

the market demand, i s not working very w e l l i n New Mexico 

r i g h t now, and probably, as a r e s u l t there i s not e f f e c t i v e 

p r o r a t i o n i n g . 

The t h i r d p o i n t i s t h a t I t h i n k these two 

proceedings have i n d i c a t e d t h a t i s a very d i f f i c u l t way to 

t r y t o develop a comprehensive, workable p r o r a t i o n i n g 

system. This i s probably one case where the adversary 

system doesn't lend i t s e l f to the development of something 

th a t ' s going t o work very w e l l . 

What we would propose i n an e f f o r t t o get 

around t h i s stumbling block and meet the l i m i t a t i o n s imposed 

by s t a t u t e and by the Jalmat d e c i s i o n , i s a j o i n t coopera­

t i v e e f f o r t by i n d u s t r y and by the Commission, perhaps s i m i ­

l a r t o t h a t used by the New Mexico O i l and Gas Engineering 

Committee, t o a r r i v e at a p r o r a t i o n i n g system t h a t every­

body i s more or less happy w i t h and t h a t w i l l meet the l e g a l 

requirements i n t h a t i t w i l l work. 

I t h i n k the Engineering Committee pro-
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2 vides some guidance i n how t h i s type of s t r u c t u r e might be 

3 set up. I t h i n k t h a t under the e x i s t i n g s t a t u t o r y framework 

^ the s t r u c t u r e could work w i t h the Commission reviewing, a-

dopting, and then i f f i n d i n g i t s a t i s f a c t o r y , r a t i f y i n g a 

proposal adopted by the industry-Commission group, and I 

would urge t h a t the Commission and the other representatives 

of p i p e l i n e s and producers here today give serious thought 

to such a group and perhaps how such discussion might be im-

9 plemented. 

10 MR. RAMEY: Thank you, Mr. 

\ \ Adams. 

12 Any other statements? Mr. 
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Mote. 

Commissioner. 

duction Company. 

MR. MOTE: Mr. Chairman and 

I'm Clyde Mote from Amoco Pro-

We believe t h a t the e x i s t i n g 

18 p r o r a t i o n r u l e s w i t h minor m o d i f i c a t i o n s should be adequate 

19 t o handle the gas over-supply problem which e x i s t s i n south­

east New Mexico. 

Fa i l u r e s i n the system.appear t o have a-

r i s e n from two f a c t s . Number one, the ove r l y o p t i m i s t i c 

nominations by the p i p e l i n e companies; two, a breakdown i n 

the p r o r a t i o n system where there are r a p i d swings i n gas 

demand such as we had i n 1982. 

S p e c i f i c a l l y , there's too long a lag_ 
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period f o r a marginal w e l l t o be r e c l a s s i f i e d as 

nonmarginal. 

We support the El Paso Natural Gas a p p l i ­

c a t i o n f o r r e c l a s s i f i c a t i o n of a l l w e l l s as nonmarginal to 

r e s t a r t the p r o r t i o n system i n southeast New Mexico; how­

ever, i n conjunction w i t h the implementation of El Paso's 

a p p l i c a t i o n , p i p e l i n e companies.must i n some manner be held 

accountable f o r t h e i r f u t u r e gas nominations i n these 

f i e l d s . 

I n a d d i t i o n , we f e e l t h a t Rule 18 of 

Order No. R-1670 should be revised t o allow a marginal w e l l 

t o be r e c l a s s i f i e d as nonmarginal a t the end of every three 

month c l a s s i f i c a t i o n period instead of the c u r r e n t twelve 

month p r o r a t i o n p e r i o d . 

Also, we can sympathize w i t h alleged i n ­

stances of p o t e n t i a l damages t o drainage brought forward by 

Mr. Hartman's r e p r e s e n t a t i v e . 

Neither El Paso's nor Hartman's noti c e of 

hearing gave n o t i c e of any p o t e n t i a l changes t o the i n d i v i ­

dual pool r u l e s and the a l l o c a t i o n formula. The Hartman 

proposal does i n f a c t c o n s t i t u t e a c o l l a t e r a l attack on Or­

der R-1670. 

Those f i e l d s i n which an operator f e e l s 

the a l l o c a t i o n formula i s not adequately p r o t e c t i n g c o r r e ­

l a t i v e r i g h t s should be addressed a f t e r l e g a l n o t i c e at a 

hearing which w i l l allow each a f f e c t e d party i n t h a t f i e l d 

to thoroughly analyze the r a t a b l e t a k i n g . 
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There are over 1000 w e l l s , I believe the 

testimony said some 12,000 w e l l s — 1200 w e l l s , i n the 15 

f i e l d s involved in'today's hearing. We cannot remotely pre­

tend to have adequately considered a l l the d e t a i l e d reser­

v o i r data necessary t o change the f i e l d r u l e s i n a l l 

prorated f i e l d s and a l l o c a t i o n formulas i n southeast New 

Mexico. 

We concede there may be f i e l d s i n which 

d e l i v e r a b i l i t y might have some r e l a t i o n s h i p t o the gas r e ­

serve d i s t r i b u t i o n , but i t i s j u s t as possible t h a t more de­

t a i l e d studies of those and other f i e l d s would i n d i c a t e ac­

reage f a c t o r s , or some combination of the two, might be more 

appropriate. 

Now, Hartman, Mr. Hartman had the burden 

of proof i n here t o prove t h a t h i s proposal would avoid 

waste and p r o t e c t c o r r e l a t i v e r i g h t s . We would submit t h a t 

the evidence c l e a r l y shows t h a t waste would happen by v i r t u e 

of i t . Mr. Nutter admitted as much on the stand, t h a t waste 

would occur i n the s h u t t i n g i n of the low producing marginal 

w e l l s . He also admitted, I t h i n k , very c l e a r l y t h a t i t 

would f a i l t o p r o t e c t the c o r r e l a t i v e r i g h t s . I n f a c t , i t 

appears t h a t the only c o r r e l a t i v e r i g h t s which would be 

protected would be Mr. Hartman's w e l l s . 

Under cross examination by Mr. Ramey, Mr. 

Kendrick stated t h a t i n s p i t e of pool r u l e s which s p e c i f i e d 

100 percent acreage a l l o c a t i o n formulas, El Paso was forced 

t o take from p r o r t e d w e l l s on a d e l i v e r a b i l i t y basis. 
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' Mr. Kendrick also stated t h a t i n h i s 

opinion g r a n t i n g of El Paso's a p p l i c a t i o n would more nearly 

prorate these pools according t o the e x i s t i n g pool r u l e s . 

The only l o g i c a l r u l i n g on these a p p l i c a ­

t i o n s would be f o r the Commission to r u l e i n favor of the El 

Paso a p p l i c a t i o n , allow operators to pursue changes to the 

a l l o c a t i o n formulas on a f i e l d by f i e l d basis at a l a t e r 

hearing. 

MR. RAMEY: Thank you, Mr. 

Mote. 

MR. PICKENS: Bob Pickens, w i t h 

Marathon O i l Company, and most of my statement was taken 

care of by.the dismissal of the Indian Basin-Upper Penn t h i s 

morning. 

But I would l i k e t o say t h a t i t i s Mara­

thon's opinion t h a t the recommendations by El Paso and Hart­

man i n t h i s hearing are only two of the methods dealing w i t h 

gas p r o r a t i o n i n g problems caused l a r g e l y by unusually low 

demands f o r gas. 

We believe t h a t the e x i s t i n g special 

r u l e s f o r p r o r a t i n g gas contain the mechanism w i t h which the 

Commission can a f f e c t these changes. 

I t i s our suggestion t h a t as a long range 

s o l u t i o n t o the problems r e s u l t i n g from f u t u r e low gas de­

mand, prevent i n t e r i m orders, such as the one proposed by El 

Paso here, possibly may consider i t as a permanent s o l u t i o n 

t o t h i s problem, t h a t the Comission attempt t o speed up i t s 
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procedure f o r r e c l a s s i f i c a t i o n of marginal w e l l s so t h a t 

marginal w e l l s can be more promptly' r e c l a s s i f i e d as nonmar­

g i n a l when the demands f o r gas i s low. 

We would support the p o s i t i o n of Amoco 

t h a t perhaps a three month p e r i o d , or even s h o r t e r , i f pos­

s i b l e , would c e r t a i n l y help solve t h i s problem. 

Also, u n t i l a more r a p i d system of 

r e c l a s s i f i c a t i o n of marginal w e l l s i s o p e r a t i o n a l , i n the 

event the a p p l i c a t i o n of El Paso, or perhaps of Hartman, i s 

approved on an i n t e r i m basis i n t h i s instance, Marathon r e ­

commends t h a t a proviso be made to such an order t h a t would 

i n e f f e c t say t h a t any producer, I t h i n k t h i s e x i s t s under 

the l o c a l f i e l d r u l e s , w i t h a w e l l i n a prorated pool sub­

j e c t t o t h i s order, s h a l l be afforded an o p p o r t u n i t y a f t e r 

n o t i c e of hearing, to show t h a t such pool or such w e l l , as 

the case may be, should be excluded from the operation of 

t h i s order and t h a t another basis f o r the a l l o c a t i o n of gas 

production or f o r the p r o t e c t i o n of c o r r e l a t i v e r i g h t s 

should be made ap p l i c a b l e t o said pool or w e l l . 

We request something l i k e t h a t , a pro­

t e c t i v e order, then people would f e e l f r e e t o come i n and 

show s p e c i f i c instances where any r u l e t h a t was adopted 

could be changed. Thank you. 

MR. RAMEY: Thank you. Mr. 

Lyon? 

MR. LYON: Members of the Com­

mission, I'm V i c t o r T. Lyon w i t h Conoco i n Houston. 
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Conoco i s a s u b s t a n t i a l producer i n four 

of the prorated gas pools under' consideration today. We 

have studied those four f i e l d s i n r e l a t i o n t o the two propo­

sals being o f f e r e d .at t h i s hearing, as w e l l as a 

c o n t i n u a t i o n of the status quo. • 

Our conclusions f o r those four pools, 

B l i n e b r y , Eumont, Jalmat, and Tubb, may or may not be 

a p p l i c a b l e t o the other eleven pools. 

Conoco p a r t i c i p a t e d i n the continuing 

development of r u l e s f o r gas p r o r t i o n embodies i n Order No. 

R-1670. During the past several years increasing gas demand 

and d e c l i n i n g d e l i v e r a b i l i t y has caused a very high 

percentage of the w e l l s t o be unable t o produce t h e i r a l l o ­

cated share of the gas demand f o r the pool and thus be r e ­

c l a s s i f i e d t o marginal s t a t u s . 

This s i t u a t i o n has progressed t d the ex­

t e n t t h a t there may have begun to be questions whether con­

tinued p r o r a t i o n was needed. 

We believe i t i s f o r t u i t o u s t h a t the 

system continued to work during t h i s p e r i o d , because i t i s 

now obvious t h a t the system i s needed. We would p o i n t out 

t h a t during the past few years of high markets the process 

has g r a d u a l l y approached the s i t u a t i o n where acreage a l l o ­

c a t i o n has necessarily given way t o d e l i v e r a b i l i t y a l l o c a ­

t i o n , which i s the i n e v i t a b l e r e s u l t of a l l - o u t production 

c o n d i t i o n s . 

I n a c u r t a i l m e n t s i t u a t i o n the r e c l a s s i -
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f i c a t i o n should move i n the other d i r e c t i o n where c u r t a i l ­

ment operates on an acreage basis and the number of wells 

c l a s s i f i e d as nonmarginal should increase t o accommodate the 

c u r t a i l m e n t s i t u a t i o n . 

Our conclusion i s t h a t there are manyl 

we l l s i n each of the four pools which i n t h i s c u r t a i l m e n t 

period should be r e c l a s s i f i e d as nonmarginal so t h a t 

c u r t a i l m e n t can be accomplished under the established pro­

r a t i o n formula or 100 percent acreage. 

In. e v a l u a t i n g the two proposals before 

the Commission, El Paso's proposal, as modified to exempt a 

c e r t a i n l e v e l of low capacity w e l l s , w i l l accomplish the ob­

j e c t i v e described above, and would preserve the e x i s t i n g 

system and implement i t as i t was designed t o operate. 

On the other hand, the Hartman proposal 

completely abdicates Order No. R1670 and r e v e r t s the e n t i r e 

system t o a d e l i v e r a b i l i t y a l l o c a t i o n . This can be 

construed as nothing less than a c o l l a t e r a l a ttack on Order 

R-1670 and as such, should not be countananced under t h i s 

case as a d v e r t i s e d . 

I f i t i s d e s i r a b l e t o change the 

p r o r a t i o n formula, an a p p l i c a t i o n t o do so should be f i l e d 

and argued on t h a t basis. The attempt t o accomplish t h i s 

under a disguised proposal of f a i r share a l l o c a t i o n should 

not be given any c o n s i d e r a t i o n . 

Furthermore, Hartman's proposal t o cur­

t a i l a l l w e l l s , even those very small w e l l s which are barely 
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economic, f l i e s i n the face of u n i v e r s a l conservation 

e t h i c s , which, promote p r o t e c t i o n of such w e l l s so as to 

maximize recovery of n a t u r a l gas, which i s the prevention of 

waste, as required under.the law. ' 

MR. RAMEY: Thank you, Mr. 

Lyon. 

Any other statements? Mr. Kel­

lahin? 

MR. KELLAHIN: Mr. Chairman, on 

behalf of those c l i e n t s which have been i d e n t i f i e d i n the 

record whom I represent, I would adopt Mr. Mote's c l o s i n g 

statement. With regard t o h i s observations and comments, we 

stand i n op p o s i t i o n t o Mr. Hartman's proposal. I t h i n k i t 

undercuts the very fundamental conservation concepts t h a t 

have been implemented by the D i v i s i o n over a course of many 

years. 

We support the proposal submitted, as 

modified by El Paso, and we urge the Commission t o adopt an 

order g r a n t i n g the El Paso a p p l i c a t i o n . 

MR. RAMEY: Thank you, Mr. 

Ke l l a h i n . Representative C o l l . 

REPRESENTATIVE COLL: Mr. 

Chairman, my name i s Max C o l l . 

I own a very small working i n ­

t e r e s t and some small r o y a l t i e s from gas. production i n 

southeast New Mexico. 

I'm t r y i n g t o dispose of my 
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2 f a i r share of a working i n t e r e s t a t a f a i r price,walked i n t o 

what I consider t o be an i l l e g a l and oppressive c o n d i t i o n i n 

t r y i n g t o deal w i t h p i p e l i n e companies i n disposing of these 

i n t e r e s t s . 

Mr. . Chairman, I favor Mr. Hartman's pro­

posal because i t allows production based upon 

d e l i v e r a b i l i t y . Texas Railroad Commission f o r years and 

years set o i l allowables on number of days and I t h i n k t h a t 

9 t h a t system has been t r i e d and tested and i t works, and I 

10 would l i k e t o see gas p r o r a t i o n i n New Mexico go t o t h a t 

system. I t h i n k i t would be much more f a i r , be easier t o 

keep t r a c k of i n the long run, be easier t o set the number 

of days t o allow a w e l l to d e l i v e r whatever they w i l l de­

l i v e r . 

And, Mr. Chairman, I t h i n k t h a t the t r u l y 

poor w e l l s , the ones t h a t are close t o t h e i r economic l i m i t , 

the ones t h a t need t o be produced a l l the time, could be 

17 allowed t o do so, and I t h i n k t h a t t h i s system would lend 

18 i t s e l f t o t h a t , and I would h e a r t i l y indorse i t . 

ip MR. RAMEY: Thank you. 

MR. SORRENTINO: Mr. Chairman, 

I'm Tony Sorrentino f o r Gulf. 

We'd j u s t l i k e t o adopt the c l o s i n g 

statement of Mr. Mote. We t h i n k i t expresses our views, 

also. Thank you. 

MR. RAMEY: Thank you. Mr. 
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MR. LOPEZ: Mr. Chairman, Owen 

Lopez of the Hinkle Firm, representing Mesa and Bass. 

We'd l i k e f o r the record t o 

show our opp o s i t i o n t o the a p p l i c a t i o n — the g r a n t i n g of El 

Paso's a p p l i c a t i o n on the basis we t h i n k i t ' s a w e l l 

disguised attempt t o abrogate e x i s t i n g gas purchase 

c o n t r a c t s , s p e c i f i c a l l y the take or pay p r o v i s i o n s . 

We f e e l t h a t i t i s a major de­

parture w i t h one stroke of the pen t o reduce the allowables 

so d r a s t i c a l l y and t o convert such a great percentage of the 

marginal w e l l s .in New Mexico t o a c l a s s i f i c a t i o n of nonmar­

g i n a l . 

The net r e s u l t i s t h a t we be­

l i e v e the Commission should do nothing; should deny both ap­

p l i c a t i o n s and should l e t the system continue as i t i s . 

I might add t h a t we intend t o , 

I'm sure El Paso's aware of t h i s , enforce our p r i o r con­

t r a c t s w i t h them. 

MR. RAMEY: Thank you, Mr. 

Lopez. Any other statements? 

MR. CARR: May i t please the 

Commission, you have before you today two proposals designed 

to deal w i t h a problem which r e s u l t s from decline of the gas 

market i n New Mexico. 

El Paso proposes the r e c l a s s i f i c a t i n of 

a l l w e l l s i n c e r t a i n pools i n southeastern New Mexico as 

nonmarginal, a t e s t p e r i o d , and then a r e c l a s s i f i c a t i o n , 
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whereby there w i l l be many more nonmarginal w e l l s and they 

w i l l be able t o avoid s h u t t i n g i n marginal w e l l s i n times of 

low demand. 

What they propose w i l l r e s u l t i n a sub­

s t a n t i a l change f o r a l i m i t e d number of w e l l s and no change 

at a l l f o r many. 

Doyle Hartman i s proposing the c l a s s i f i ­

c a t i o n of a l l w e l l s are marginal on a temporary basis. This 

w i l l l e t the purchasers take gas from a l l w e l l s connected i n 

these pools t o t h e i r system under New Mexico s t a t u t e s , un­

der O i l Conservation Commission r u l e s and r e g u l a t i o n , which 

r e q u i r e r a t a b l e take. This w i l l r e s u l t i n l i t t l e change t o 

the system. 

The testimony today shows t h a t somewhere 

between 95 and 98 percent of the w e l l s w i l l be a f f e c t e d by 

the a p p l i c a t i o n of El Paso and only 5 t o 2 percent of the 

wells a f f e c t e d by Mr. Hartman's proposal. 

El Paso's proposal t o t h i s Commission 

raises a very fundamental question: Can you, the Commis­

sion , grant an a p p l i c a t i o n t h a t w i l l cause major changes i n 

the State's system f o r p r o r a t i o n i n g gas i n the face of e v i ­

dence t h a t c o r r e l a t i v e r i g h t s w i l l be impaired. 

As we a l l know, c o r r e l a t i v e r i g h t s mean 

a f f o r d i n g t o each i n t e r e s t owner the o p p o r t u n i t y to produce 

his j u s t and f a i r share of the reserves i n the pool. This 

i s a concept t h a t applies t o each property and t o each 

i n t e r e s t owner i n each property. I n the case before you, 
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the record discloses nothing on c o r r e l a t i v e r i g h t s advanced 

by El Paso except some general conclusions t h a t c o r r e l a t i v e 

r i g h t s w i l l be protected by t h e i r proposal. They run behind 

the s p e c i a l pool r u l e s as the. basis f o r the general conclu­

sions, but they admit t h a t they d i d not look a t the w e l l s i n 

the i n d i v i d u a l pools t o determine the e f f e c t of t h e i r pro­

posal on c o r r e l a t i v e r i g h t s . 

When asked about c o r r e l a t i v e r i g h t s they 

simply s t a t e , we assume the special pool r u l e s w i l l p r o t e c t 

these r i g h t s . 

They also s t a t e they d i d n ' t take the time 

to look i n t o t h i s on a pool by pool basis. 

When asked about access t o the 

marketplace and about a f f o r d i n g operators an op p o r t u n i t y t o 

produce i n t o the p i p e l i n e , again they ran behind the special 

pool r u l e s , and a t the hearing i n June, Mr. Kendrick even 

s t a t e d , and I quote: I f there something i n the pool r u l e s 

t h a t do not p r o t e c t c o r r e l a t i v e r i g h t s , then t h a t ' s not an 

issue w i t h us today. 

I submit t h a t ' s one of the places where 

El Paso i s wrong. C o r r e l a t i v e r i g h t s i s i n issue here 

today. I t ' s your s t a t u t o r y duty t o p r o t e c t these r i g h t s . 

I f i t i s not an issue, then you cannot enter an order i n 

t h i s case. 

I f El Paso Natural Gas Company has not, 

and we submit they have not, shown t h a t t h e i r proposal w i l l 

p r o t e c t c o r r e l a t i v e r i g h t s , then they, i n pushing and ad-
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vancing t h e i r a p p l i c a t i o n have faile'd t o c a r r y the burden of 

proof. Based on the record, we submit you cannot f i n d t h a t 

t h e i r proposal w i l l p r o t e c t c o r r e l a t i v e r i g h t s , and without 

t h i s f i n d i n g you do. not have j u r i s d i c t i o n t o enter a v a l i d 

order. 

But then they would have you believe t h a t 

because these pools are prorated, t h i s changes r a t a b l e 

t a k i n g and i t changes c o r r e l a t i v e r i g h t s , and the 

requirements t h a t are imposed on you t o act t o p r o t e c t these 

r i g h t s . I t i s n ' t t h a t easy a p r o p o s i t i o n . 

Rules to prorate pools w i l l stand. Rat­

able t a k i n g i n Various degrees can be superseded by prora­

t i o n i n g orders, as long as the p r o r a t i o n i n g orders p r o t e c t 

c o r r e l a t i v e r i g h t s and prevent waste. I f they don't p r o t e c t 

c o r r e l a t i v e r i g h t s and i f they don't prevent waste, then a 

p r o r a t i o n i n g order i s vo i d and can be set aside because i t 

f a i l s t o c a r r y forward and meet s t a t u t o r y requirements, 

which are the prepared basis f o r your j u r i s d i c t i o n . 

On t h i s record we believe on the c o r r e l a ­

t i v e r i g h t s issue alone you have no choice but to deny the 

a p p l i c a t i o n of El Paso Natural Gas. 

And not only d i d El Paso f a i l t o c a r r y 

the burden as t o c o r r e l a t i v e r i g h t s , there i s evidence i n 

t h i s record which shows c o r r e l a t i v e r i g h t s i n f a c t w i l l be 

impaired by the El Paso a p p l i c a t i o n . Operators of nonmar­

g i n a l w e l l s w i l l be d i s c r i m i n a t e d . They w i l l be cut back to 

the same l e v e l , and Mr. Kendrick t e s t i f i e d t h a t they w i l l 
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bear the brunt of the c u r t a i l m e n t . 

Doyle Hartman d i d not j u s t come forward 

i n t h i s proceeding and make general a l l e g a t i o n s about pro­

t e c t i o n of c o r r e l a t i v e r i g h t s and prevention of waste. He 

presented s p e c i f i c examples which show what w i l l happen i n 

i s o l a t e d s i t u a t i o n s . 

Admittedly, he d i d not look a t every 

w e l l . There are c e r t a i n time r e s t r a i n t s and resource 

r e s t r a i n t s on an operator l i k e Mr. Hartman, but no evidence 

was presented t o the contrary t h a t would show the very prob­

lems o u t l i n e d by Mr. Aycock i n h i s testimony e a r l y i n June 

are not i n d i c a t i v e of what can and w i l l happen on a broad 

and spread scale throughout southeastern New Mexico i f you 

grant El Paso's a p p l i c a t i o n . 

El Paso has admitted they d i d n ' t look at 

the impact on i n d i v i d u a l i n t e r e s t owners, but I t h i n k the 

evidence when you review the record w i l l c l e a r l y show, based 

on the testimony of Mr. Aycock t h a t drainage w i l l occur from 

the best w e l l s o f f s e t t i n g t r a c t s i f El Paso's a p p l i c a t i o n i s 

granted and a r e a l l o c a t i o n of reserves w i l l r e s u l t . 

Now l e t ' s look at r a t a b l e t a k i n g f o r a 

minute. Ratable simply does not mean equal. This term has 

no meaning unless i t i s r e f e r r a b l e t o some standard. I t 

never means equal d i v i s i o n . 

El Paso proposes an equal d i v i s i o n among 

nonmarginal w e l l s of the gas t h a t i s t o be produced above 

t h a t volume produced by marginal w e l l s . This simply i s non-
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r a t a b l e t a k i n g and i t r e s u l t s i n impairment of c o r r e l a t i v e 

r i g h t s . 

El Paso has • used two d e f i n i t i o n s of 

r a t a b l e t a k i n g i n t h e i r presentation before you today. When 

they reduce demands, when they cut back between s t a t e s , Mr. 

Kendrick s t a t e d they do i t r a t a b l e . How do they do i t ? 

They cut back p r o p o r t i o n l y . So when they cut back the 

demand between the producing states they do i t 

p r o p o r t i o n a t e l y . 

Mr. Kendrick t e s t i f i e d they do i t propor­

t i o n a t e l y when they do i t between pools. He t e s t i f i e d they 

do i t p r o p o r t i o n a t e l y when they are c u r t a i l i n g production 

between wells i n nonprorated pools. They do i t p r o p o r t i o n ­

a t e l y when they are dealing w i t h w i l d c a t w e l l s . They even 

have done i t p r o p o r t i o n a t e l y when dealing w i t h marginal 

w e l l s i n the prorated pools a t times t h a t demands f a l l below 

the a b i l i t y of the marginal w e l l s t o produce. 

Yet they come forward w i t h a proposal i n 

which r a t a b l e take means c u t t i n g some wells by 90 percent 

and c u t t i n g an o f f s e t t i n g w e l l not at a l l . 

A few are asked under t h e i r proposal t o 

bear the c u r t a i l m e n t and approval of t h e i r a p p l i c a t i o n would 

simply be an act by t h i s Commission approving nonratable 

t a k i n g and impairment of c o r r e l a t i v e r i g h t s . 

When questioned about t h i s , again they 

ran behind the special pool r u l e s , and elsewhere i n the case 

Mr. Kendrick t e s t i f i e d , our proposal today does not have any 
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c o r r e l a t i o n t o whether or not the pool r u l e s i n existance 

are p r o t e c t i n g c o r r e l a t i v e r i g h t s . 

I submit you can't run behind the pool 

r u l e s and then t e s t i f y t h a t you haven't — i t doesn't even 

r e l a t e t o c o r r e l a t i v e r i g h t s and expect you t o accept t h a t 

as s u f f i c i e n t evidence f o r a f i n d i n g t h a t c o r r e l a t i v e r i g h t s 

w i l l be protected by the order you are being c a l l e d upon t o 

enter. 

El Paso's a p p l i c a t i o n simply does deny 

equal access t o the marketplace. I t states over and over 

again, some w e l l s can produce-90 t o 100 percent of what they 

can d e l i v e r ; others w i l l be c u r t a i l e d by 90 percent. 

Next week you w i l l be t e s t i f y i n g before 

the Federal Regulatory Energy Commission and i n t h a t t e s t i ­

mony t h i s Commission w i l l s t a t e t h a t h i s t o r i c a l l y states 

have promoted conservation o b j e c t i v e s and equitable market 

access by r e q u i r i n g production, or takes, on a r a t a b l e 

basis. 

We submit you can't say t h a t up i n Wash­

ington next Wednesday and then t u r n around and deny the ap­

p l i c a t i o n — I mean and grant the a p p l i c a t i o n of El Paso on 

the record t h a t has been made i n t h i s case. 

We f u r t h e r submit t h a t the evidence i n 

t h i s record shows t h a t El Paso's proposal w i l l r e s u l t i n 

waste. I t shows i t w i l l b e — we have shown and Mr. Aycock 

t e s t i f i e d t h a t reserves w i l l be l o s t due t o drainage from 

s h u t - i n w e l l s t h a t when the demand comes back, assuming i t 
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comes back, the market may not be there and reserves could 

be l e f t i n the ground, but i n any event, the drainage away 

from wells t h a t have c a p a b i l i t y of producing them and are 

a r t i f i c i a l l y cut back because of El Paso's system, w i l l r e ­

s u l t i n waste. 

Unfortunately, there are other problems 

w i t h El Paso's proposal. In t h i s case we've heard testimony 

about the e v i l s , of p i p e l i n e p r o r a t i o n i n g and yet a f t e r 

r a i s i n g t h i s red f l a g , no one was ever able to show what 

those problems might be, or how El Paso's proposal would act 

t o resolve any of them. 

Mr. Kendrick admitted on • cross 

examination t h a t t h e i r proposal w i l l not equalize takes be­

tween w e l l s and we w i l l remain i n the s i t u a t i o n where the 

w e l l s connected t o the system w i t h the greatest demand w i l l 

i n f a c t be the w e l l s t h a t produce more gas. 

The evidence i n t h i s case shows t h a t no 

matter i f you grant El Paso's a p p l i c a t i o n , they w i l l s t i l l 

purchase the same amount of gas i n New Mexico; t h a t they 

w i l l be producing from w e l l s and be able t o o b t a i n i t a t a 

lower p r i c e , and the r e s u l t of t h e i r a p p l i c a t i o n w i l l be 

lower proceeds to i n t e r e s t owners i n New Mexico, i n c l u d i n g 

the State Of New Mexico. 

• Today Mr. Kendrick t e s t i f i e d t h a t 

reducing nominations of El Paso w i l l reduce allowables. We 

have a s i t u a t i o n here where i f you grant t h i s a p p l i c a t i o n El 

Paso w i l l be able t o reduce allowables i n the State of New 
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Mexico. 

He also has t e s t i f i e d t h a t he was aware 

of no other s i m i l a r matter pending i n any other 

j u r i s d i c t i o n . I would warn you t h a t i f you grant the a p p l i ­

c a t i o n there i s a p o t e n t i a l t h a t should other states act t o 

req u i r e c e r t a i n l e v e l s of purchasing of gas from w e l l s con­

nected t o t h e i r system, not necess a r i l y El Paso but any pur­

chaser would be i n a p o s i t i o n where they could use New Mex­

ico as a swing f a c t o r i n t h e i r o v e r a l l market, because 

there's one question t h a t hangs over t h i s whole case, and 

t h a t i s simply why i s i t t h a t a p i p e l i n e cannot c u r t a i l or 

shut i n or cut back a marginal well? 

We've heard i t ' s the p o l i c y of El Paso 

Natural Gas. We've also heard i t ' s not based anywhere on 

s t a t u t e . 

I submit t o you a month ago. Mr. Aycock 

answered t h a t question. He noted t h a t El Paso had co n t r a c t 

o b l i g a t i o n s . t h a t required i t take allowables, the allowable, 

from c e r t a i n w e l l s connected t o i t s system. I f El Paso does 

not take the allowable connected t o i t s system, then they 

s t i l l pay, and they, we submit, need r e l i e f under these con­

t r a c t s because of the decline r e c e n t l y i n the gas market. 

They are asking you t o give t h i s r e l i e f 

t o them, even though i t c o n f l i c t s w i t h your d u t i e s , your 

s t a t u t o r y duty t o p r o t e c t c o r r e l a t i v e r i g h t s . 

They t a l k about concern f o r too many mar­

g i n a l w e l l s 'and t h e i r proposal,wi11 r e s u l t i n lower allow-
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able, and t h i s i n t u r n w i l l r e s u l t i n r e l i e f t o El Paso i n 

the take or pay provisions of i t s c o n t r a c t s . 

That evidence has been s i t t i n g on the 

t a b l e f o r a month. I t hasn't been reputed. The reason i t 

has not been reputed i s i t i s c o r r e c t and i t i s the reason 

we are here today. 

Now Mr. Hartman i s proposing a temporary 

change. We submit the change i s r e a l i s t i c . I t recognizes 

the r e a l i t i e s of the c u r r e n t gas market and the s t a t e of de­

p l e t i o n of the r e s e r v o i r s i n the State of New Mexico. 

We submit t h a t t h i s proposal does not ask 

you t o enter unwarranted, improper orders, and w i l l not i n ­

volve you i n p r i v a t e c o n t r a c t u a l matters. I t w i l l be easy 

to administer. There w i l l be some i n d i v i d u a l disputes. But 

El Paso's system w i l l also r e q u i r e Commission a t t e n t i o n and 

simply the ease of implementing one program or the other 

should not be the c o n t r o l l i n g matter when there i s a c l e a r 

cut issue of c o r r e l a t i v e r i g h t s standing before you. • 

I t w i l l not r e s u l t i n a new series of 

hearings t o exempt w e l l s from the 33 c u t o f f and e i t h e r 

system i s going t o simply r e q u i r e t h a t you -- e i t h e r change 

i s simply going t o r e q u i r e t h a t you devote some time t o t h i s 

matter and work the problem out. The extent of the volume 

of a d d i t i o n a l work cannot be a n t i c i p a t e d , q u a n t i f i e d by us 

any more than , . i t can be by El Paso, but I t h i n k i t i s f a i r 

t o say there i s . an additional- work load coming, no matter 

which d i r e c t i o n you e l e c t to go. 
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2 We simply submit t h a t El Paso — t h a t 

3 Hartman's proposal l e t s i n t e r e s t owners take r a t a b l y , i t 

^ p r o t e c t s c o r r e l a t i v e r r i g h t s , and prevents waste. We 

believe i t ' s f e a s i b l e . Right now El Paso i s balancing on a 

time basis, on a days on/days o f f wherever appropriate. We 

submit t h a t Mr. Hartman's system could e a s i l y be worked i n t o 

a computer program and t h a t i f the market turns around, i t 

could be rescinded and go back t o another market s i t u a t i o n . 

El Paso i s proposing t o r e i n s t a t e the 

10 system which got us i n the problem i n the f i r s t place. You 

U are asked by El Paso to l e t them do t h a t which i s convenient 

f o r the p i p e l i n e s and provide r e l i e f t o El Paso f o r c e r t a i n 

c o n t r a c t u a l problems. 

We ask you t o deny t h a t a p p l i c a t i o n and 

p r o t e c t the c o r r e l a t i v e r i g h t s of Mr. Hartman and the i n t e r ­

est owners, other people i n the prorated pools i n south­

eastern New Mexico. 

I f you grant El Paso's a p p l i c a t i o n on 

18 t h i s record, we submit the d e c i s i o n i s a r b i t r a r y ; i t ' s cap-

19 r i c i o u s , i t ' s unreasonable, i t ' s contrary t o the evidence, 

20 and i t ' s i n c o n s i s t e n t w i t h your s t a t u t o r y a u t h o r i t y . 

I f , on the other hand, you grant Mr. 

Hartman's a p p l i c a t i o n , c o r r e l a t i v e r r i g h t s w i l l be 

protected, waste w i l l be prevented, and you w i l l have 

entered an order which on t h i s record can be defended; t h a t 

i s c o n s i s t e n t w i t h your s t a t u t o r y duty. 

Mr. Hartman stands w i l l i n g t o work w i t h 
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t h i s Commission or w i t h anyone who, i n the f u t u r e , who i s 

concerned about t r y i n g t o e s t a b l i s h a system whereby 

cu r t a i l m e n t of gas can be a f f e c t e d on an equitable basis i n 

southeastern New Mexico. 

I f you enter an order i n t h i s case and 

decide t o go w i t h the Hartman proposal, we'd have no 

ob j e c t i o n t o 500 Mcf per month f l o o r being set t o p r o t e c t 

c e r t a i n minimum c e r t a i n low capacity w e l l s , but what we 

believe we have done w i t h l i m i t e d resources compared t o 

other people here, i s attempted t o come forward, we have a t ­

tempted t o come forward and present t o you an a l t e r n a t i v e 

whereby you can act w i t h i n your s t a t u t o r y a u t h o r i t y and at 

the same time can address the cu r r e n t gas market s i t u a t i o n . 

Thank you. 

MR. RAMEY: Thank you, Mr. 

Carr. Mr. Nance. 

MR. NANCE: Mr. Chairman, I 

t h i n k i t ' s f a i r l y c l e a r t h a t we have e s s e n t i a l l y a choice of 

philosophy i n reaching a decisi o n i n t h i s case. One i s t h a t 

the e x i s t i n g s i t u a t i o n i s not a l l t h a t bad and a minor 

change t o i t w i l l c o r r e c t any problems t h a t do e x i s t , and 

th a t i s , as we see i t , the proposal t h a t Hartman i s making, 

the minor change being t h a t of r e c l a s s i f i c a t i o n of a hand­

f u l of w e l l s . 

The major change which underlies t h a t i s 

what El Paso takes issue w i t h and El Paso f e e l s i s the p a r t 

of Hartman's proposal which causes- i t t o be i n v a l i d as a 
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c o l l a t e r a l a t t a c k on the e x i s t i n g p r o r a t i o n r u l e s i n R-1670. 

We f e e l t h a t El Paso's proposal i s a 

reasonable one. We d i d not set i t f o r t h as.the only answer 

to the problem, but one t h a t we f e l t would a p p r o p r i a t e l y ad­

dress the problem. We f e e l t h a t i t i s not c o r r e c t and not 

p r o t e c t i o n of c o r r e l a t i v e r i g h t s to be c u r t a i l i n g marginal 

w e l l s . We f e e l t h a t r e c l a s s i f i c a t i o n of most w e l l s , i f not 

a l l w e l l s , the nonmarginal, w i l l allow t h i s problem to be 

a l l e v i a t e d , and t h a t the system, i f s t a r t e d again on t h i s 

basis, i s the one t h a t has been proven over the years t o be 

the c o r r e c t one, the one based h i s t o r i c a l l y on the best e v i ­

dence, and f o r which there i s no — no s u b s t a n t i a l evidence 

to j u s t i f y changing the r u l e s , p a r t i c u l a r l y i n t h i s circum­

stance. 

We f e e l t h a t the n o t i c e of the hearing 

d i d not contemplate abbrogation of the e x i s t i n g r u l e s , which 

we see i s what Hartman i s e s s e n t i a l l y proposing. 

We recognize the d i s t i n c t d i f f e r e n c e be­

tween philosophies of having acreage a l l o c a t i o n and d e l i v e r ­

a b i l i t y a l l o c a t i o n f o r e s t a b l i s h i n g allowables. We d i d not 

propose ' t h a t one i s b e t t e r than the other; t h a t one i s 

f a i r e r than the other. What we do propose i s t h a t the 

e x i s t i n g r u l e s provide 100 percent acreage a l l o c a t i o n and 

t h a t there has been ho c o r r e c t means of attempting to' change 

t h a t p r o r a t i o n formula, and t h a t El Paso's proposal i s , i n 

t h i s p a r t i c u l a r circumstance, i s the most appropriate way, 

i f not p e r f e c t , a t : l e a s t the best way t o address the problem 
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at t h i s p o i n t . 

That's a l l . That's a l l I have. 

MR. RAMEY: Thank you. Mr. 

Nance, d i d you ever o f f e r E x h i b i t s Eighteen and Nineteen? 

MR. NANCE: I may not have, and 

El Paso would l i k e t o o f f e r those e x h i b i t s . 

MR. RAMEY: They w i l l be 

accepted. 

MR. PEARCE: And i n a d d i t i o n t o 

t h a t , Mr. Chairman, f o r c l a r i f i c a t i o n of the record,'which, 

gee, i t would be nice i f nobody ever used again, I would ask 

t h a t the r e p r e s e n t a t i v e of El Paso diagram the m a t e r i a l on 

the blackboard and mark t h a t as E x h i b i t Number Twenty and 

submit t h a t subsequent t o the hearing' and provide one t o a l l 

counsel of record i n t h i s proceeding, please. 

MR. RAMEY: . I would request 

t h a t a t l e a s t Mr. Carr and Mr. Nance prepare suggested 

orders f o r the Commission, and anyone else who desires t o 

do, why, they may do so. 

Does anyone else have anything 

f u r t h e r t o add i n Cases 7858 and 7905? . 

I f not, the Commission w i l l 

take the cases under advisement and t h i s 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 CEP.TIFY t h a t 

the foregoing T ransc r ip t o f Hearing before the O i l Conserva­

t i o n D i v i s i o n vas repor ted by mc; t h a t the sa id t r a n s c r i p t 

i s a f u l l , t r u e , and co r r ec t record of the hear ing , prepared 

by me to the best o f ny a b i l i t y . 


