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MR.‘ RAMEY: The hearing will
come to order.
This is a continuation of the
Juﬁe 8th hearing in Case Number 7858 and Case Number 7905.
| Is there anyone here today who
wishes to make an appearance who did ﬁot make an appearance
at the June 8th hearing?
Mr. Pearce, did you have some-
thing you wished to say?
MR. PEARCE: Mr. Chairman, one
order of busiﬁess before we begin. |
| | I .have been handed a
stipulation énd order of dismissal, which has been agreed to
by counsel for Ei.-Paso Natural Gas Company and Doyle
Hartman, and with'your permission, I will read this stipu-
lation to other parties to this matter in the audience,. and
if théy can indicate if they‘haye an objection to this mat-
ter, 1 think we' can proceéd a'iittle more quickly.
The stipulation and order of
dismissal states:
The undersigned applicants and parties by
and through their counsel of record hereby stipulate and
agree that Indian Basin Upper Pennsylvanian Gas Pool be, and

is hereby dismissed and deleted from application and fur-

. ther consideration in the above styled cases.

Subsequent to signature blocks for EIl




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

7
Paso Natural Gas and Doyle Hartman and Moran Exploration
Company, there is an order provision to be signed by the
Commission, which states:

It is ordered that the Indian Basin Upper
Peﬁnsylvanian Pool 1is hereby dismissed and deleted from
further consideration in the above styled cases.

At this time I would ask other counsel in
this proceeding if they can on the basis of hearing that
stipulation indicate any objections, and there being none,

I would suggest that the Commission can enter this order and
the case can proceed a 1itt1e more quickly.

| - MR. . RAMEY: Being no
objections, we will so enter thé'order.

MR. PEARCE: Thank you, sir.

MR. RAMEY: I think we had Mr.
Nutter on the stand at the end of the hearing the other day.
I would request‘that he take the stagd,

- - You may proceéd, Mr. Carr.

MR. CARR: Mr. Ramey, as you
will recall, at the June hearing on Mr. Hartman's proposal
some confuéion developed as to how that plan would be im~
plemented. The confusion seemed to stem from Exhibit Num-
ber Twenty-two, which was offered on behalf of Mr. Hartman.

In an effort to clarify how Mr.

Hartman's proposal can be implemented, I would reguest per-

‘mission to present limited direct examination with Mr. Nut-

ter. This examination will be limited to how Mr. Hartman's
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8
proposal will be implemented and it all springs from Exhibit
22 previously submitted into evidence.
MR. RAMEY: I think that might

be a good idea, Mr. Carr, personally.

DANIEL S. NUTTER,
being called as a witness and being duly sworn previously

upon his oath, testified as follows, to-wit:

Q Mr. Nutter, will you please refer to Ex-
hibit Number Iwenty—two and just briefly, wusing that as a
starting point, explain.how Mr. Hartman's proposal would be
implemented? »

A o - Yes. Yoﬁ'll,recall that Exhibit Number
Twenty-two was & handwritten, sloppy looking, exhibit that
was a tabulation of 1982 average adjusted nominations; 1982
average top allowable factors for the fifteen prorated gas
pbols 4ih southeast Néw Mexico, . and aléd a tabulation of the
1983 June nominations and the so-called June '83 ceiling
which would be plaqed on'wellé in each of the prorated gas
pools. |

~ Confusion developed as to just what this
meant and how this sé-called céiling would be applied. I
therefor prepared several exhibits which are based on the

data and are background for the data which was presented on

- Exhibit Number Twenty-two.

Now does the Commission have the exhi-
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bits?
MR. CARR: No, just a second.

Mr. Nutter, wouldv you please now réfer to what has Dbeen
marked as Hartman Exhibit Twenty-three and review this for
the Commission?

| A Yes, I will. The first two columns on
the previously mentioned Exhibit Numbér Two were the 1982
average adjﬁsted nominétions and the '82 average top allow-
able factors.

Exhibit Number Twenty-three is a tabula-
tion of the actual nominations and factors for eaqh month in
1982. Over in the righthand coiumn, then, 1s the average,
which was developed for 1982, both of adjusted hominations
and factors. | .

Tﬁé nominatigns;: és indicated by the
footnotes are inﬂthousands of.Mcf; the factors are in Mcf;
therefor, we would see for the’Atoka'Pennsylvanian Pool the
nominations for the --.the average nominatibns were 188,400
Méf fof.eéch month. The averaée facfof for each top allow-
able well would have been 47,204.9 Mcf for the month.

All right, the .—— SO that's the
derivation df the first two columns on Exhibit Number
Twenty-two. |

Q . Will you  now refer to Exhibit Number
Twenty?four and review this-for the Commission?
A Exhibit Number Twenty-four 1s entitled

Hypothetical Falr Share Factors for 1983 Based on Ratio of
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Average Adjusted Nominations for 1982 to Average Nonmarginal -
Factors as Compared to 1983 Monthly Nominations.

Now, the last two columns on Exhibit Num-
ber Twenty-two were June nominations and June ceiling
factors only. What I've done here, I've taken from Exhibit
Number Twenty—-three the average adjusted nominations,
they're 1in the first column to the left on Exhibit Number
Twenty-four. I've taken the average factors whioh were de-
rived on Exhibit Number Twenty-three, and listed them in the
second column from the left on Exhibit Number Twenty-four.
This gives us our average adjusted nominations, our average
factors for each one of the pools for 19282.

Then " I've taken the January nominations
and developed by the‘sane‘ratio method_that was discussed
before -what tﬁe fair share:factor -- I'm calling it a fair
share factor rather than a ceiling now -- but what a fair
share factor for each top allowable well would have been in

1983, based on those nominations and the ratio of nomina-

tions to factors in '82.

. Now, for June we come over here and we

have the same figurés that were in columns three and four on

Exhibit Number TwentyQtwo with a couple of 'exceptions, a

couple of minor errors were found.
There was a substantial error in the cal-~-

culation of the allowable -- of the adjusted nominations for

‘the Monument-McKee. There was a misplaced decimal point

and whereas the factor, the nominations had been shown in --
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11
in Exhibit Number Twenty-two to be 556,600. The actual,
nominations averaged 92.3 thousand. in that pool. That's the
only one with any substantial change.

But on Exhibit Number Twenty-four we ar-
rive at these fair share factors, which is the -- what a top
allowable well would be. it would also be the 1limit at
which no well, theoretically, would produce in excess under
Mr. Hartman's proposal of reclassification as marginal.

This would be the ceiling, the cap, the
maximum fair share féctor.

Q . Will you now refér to Exhibit Number
Twenty—five?

A Exhibit Number Twenty-five is a mini-
proration schedule qu thgjfirst six months of 1983. I've
taken six prbrafion unitévand'apélied the Hartman formula
for those six éroration units.

The first well is Alpha Twenty-one's EIl
Paso Plant. fhis well .currently is -- or iﬁ the June
schedule, at least, was classified as a nonmarginal well.
It's bﬁérproduced} has a small acreage facﬁor of .50.

The next well is the ARCO 0il and Gas
Cémpany Shipley' AWN-6 in Unit E of Section 27, 22, 36.
These are ail in the Jalmat Pool, by the way. This well is
also a nonmarginaliwell. It's on a standard sized unit. It
has an underproducea status in the proration schedule.

The next proration -unit is Conoco's

Vaughn B—l, which is a multi-well unit. The 320-acre unit
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has an‘acreage factor of 2. It is classified as marginal.
The next well is a mafginal well on a
standard sized l60-acre unit. It's the Gulf Jonda No. 3 in
Section 11 of 23,.36; has a low production history.
The next two wells are Doyle Hartman
wells, the first being the Bates BB&S in Section 29 of 25,
37. This well has an acreage factor of .75 and carries in

the proration schedule as a nonmarginal well a small amount

. of overproduction.

The next well 1is the Husky Woolworth
Well, which is a nonmarginal well on an acreage factor of
in the June proration schedule.

Now, what I have done here for each one
of these months, I have taken the ratio of the nominations
for that respective month and compared them to the nomina-
tions, the average adjustedlnominatiéné for 1982. We'll see
that January's nomihations, which totaled 1,409,100, rounded
off, were 134.91 percent of the 1982 average adjusted nomin-
ations. This would give us a factor of 1.3491.

Now, I've arrived at two fair shares
here. The first® fair share, which is listed under the
heading January Fair Share, at 134.91 percent, would be the
fair share based on average l982'pfoduction for that well.

Then over to the fight of that two

columns is the maximum fair share with acreage factor. Now

that is based solely on the application of the ratio of

January nominations in 1983 to average adjusted nominations
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lin 1982.time; tﬁe top unit allowable ih'1982, and we will
see that in January that .50 acreage factor Alpha Twenty-one
Well would have én aliowable based on its 1982 production of
7069. It would have a maximum fair share with the acreage
factor applied of 8,269.

Now, we'll go down to the Shipley Well.
Based on its 1982 production it would only have a fair share
factor of 10,831, because that well was curtailed a great
deal 1in 1982, so its production was not high. So when we
apply the -- the allowable facto; of 134.91 percent to that,
we only come up with an allowable of 10,831 for a fair
share; however, .under maximum fair share with acreage
factor, because that well is on a full size unit, it would
have’a maximum fair share allowable‘of‘16,539.

Now we'll go to the Conoco Vaughn Unit
there. This is a marginal unit. The wells do not normally
produce very mgch, and under the caléulation applied to the
'82 production it would have an allowable of 11,385: how-
ever, based von its large aéreaée factor it could have an
allowable, a maximum fair share ailowable, if the wells
would make it, wunder the January formula of 33,077. The
wells won't make that but if they were in condition to do
so, that would be the maximum they could produce.

The Gulf Jonda Well is aléo a very small
well., While i£ gets a fair share allowable of only 2169, it
could produce up to. 16,539.

. Now, the Bétes BB&S Well of Hartman had a




10 -

11
12
13
14
15
16
17
18

19

20

21
22
23
24

25

14

1982, average production of 9849. "Its‘fair share based on
production only woﬁld be 13,287; howevef, its maximum fair
share, applying the ?ropdsed férmula, would be’12,403, be-
cause it's on a short acreage factor, so that well would not
be permitted to produce the fair share based on production.
It would be limited to the fair share based on acreage fac-
tors.

The other well of Hartman averaged 5556
Mcf per month in '82. Its fairAshare, based on 1982 pro-
duction would be 7496: hoWever, its fair share bésed on the
application of thefacreage factors wéuld be 8269. So in
these twé wells Hartman has one tﬁat would be limited by the
maximum; he has another one that'would be limited by his '82
production.

The '82 production figure is a tentative
figure, however, it's not proposed as a limit. The limits
are in the maximum fair share with acreage factor column.

Now we go on.through the mini-proration
schedule, we'll see that the February factor was 122.18 per-
cent, because that month nominations were 1,276,000 as op-
posed to 1,044,000 in -- average in 1982.

So the allowables.are a little bit less
than they were in-January.

We go down to March, this time the nomin-
ations totaled only 864,100, so‘the allowable factor applied
to average adjusted nominations becomes only 82.73 percent

and the allowables are getting less in March of '83.
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Néw we go té Aprii, allowables dipped
déﬁnito 535,000'and1the acreage factof béééhe 51 percent.

In May allowables climbed back up a
little bit ‘énd the total_nominafions were 657,600. The
theoretical maximum would be 62.96 percent and alloﬁables
have improved somewhat over the depressed allowables in
April.

June, however, was the month that you'll
recall from previous testimoﬁy that the allowables were

very, very low. Nominations only totaled 32 percent of the

~average for 1982, and you'll see that the factors, the maxi-

mum factors, are the lowest of any time there. The maximum
factor for an acreage -- maximum fair share, with acreage

factor of 1.00 is only 3922, while these wells on short

acreage factors have less than that.

0 'Now; Mr. Nutter; to be sure there's no
confusion on this point, the figure on this proration
schedule that actdally controls is the maximum fair share
with acreage factor. |

,A That is correct. The other -- the other
figure, the other column of fair share, is a gqguide. If the
1982 production is én indication of what the well will pro-
duce, that would give you an indication of what the well
would produce under £his month's aliowable factor; however,
we know that it's not truly indicative of what -theA wells
will produce, because some of them were curtailed rather

seriously in 1982; others were not curtailed quite so ser-
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iously.

o - Will you now refer to what has been
marked as Hartman Exhibit Number.Twenty-six énd review this
for the Commission?

A Exhibit Twenty-six is a graphic depiction
of what I've been trying to say. It simply is the depiction
of the formula in.which A equals B divided by C times D.

A is the curved month production ceiling,
or, if you will, the fair share factor. That's equal to the
current month pipeline nominations fbr_a given pool, divided
by the average adjusted monthly nominations for 1982 for
that pool, times the average moﬂthly allowable for an
acreage factor of one in the pool.

It tabulates those figures which were
depicted earlier, then, on Exﬁibit Number Twenty —- in the
righthand columﬁ of Exhibit Number Twenty—three and in the
first two columns on Exhibit Number Twenty—fouf, the nomin-

ations and the average factors developed for 1982.

0 ‘ Will yO now review Exhibit Number Twenty-
seven? -

A Exhibit . Number Twenty-seven shows how
this would be applied. It's an example of how it would be
applied. | It's pretty much a repeat of the mini-proration

schedule which:was previously discussed, only it's for the
month of June.
Here the nominations were 334,211 Mcf.

The average nominations for the previous .year were
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1,044,000. You divide the cur?eﬁt month nominations -- cur-
rent nominations of‘B by C}_éﬂd come up with\the -- you mul-
tiply tha% by;5the ;§eraQe factor'férnthe Jalmat Pool in
1982, which 12,000,259 per month and ydu cone up. with A,
which is the fair share maximum for the month of June.

Now, these figures show that a factor of
1 would. get a fair share allowable, or fair share factor, of
3,000, 922 for an aéreage factor of 1.

If you went up to. a 640-acre unit, that
figure would be increased to 15,668; a 40-acre well would
get 981.

This is the application'of the formula.

0 » Now, Mr. Nutter} "in an effort to bring
this all together, could you briefly éummarize for the Com-
mission how Mr. Hartman's proposal can be implemented?;

A Yes. One, all southeast prorated wells
would be classified as marginal.

Two, each gas purchaser to implement ahy
necessary -pfoduction cutbacks by as equally as is
practicable 1festricting on a time basis each prorated‘ well
accéss to that purchaser's gaﬁhering system. |

Three, any sbutheast prorated well that
is truly nonmarginal and which has sufficient exéess pro-
ducing ~ capacity shall be further restricted in its
production by being assigned a monthly fair -- a maximum -
fair share factor, which shall be caiculated by the formula

setiout in Exhibit Number 26, Entitled Formula for Calcula-
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tion éf production ceiling.

Four, .for a. given prorated well each
pipeline purchaser is to balance out with all other wells in
theée pool over é épecified.period ofhfimé aécess that the
well has to the pipeline sytem.A.The ultimate responsibility
for policing the actual time access to the pipeline system
shall be left to each individual operétor.

0] _ Mr. Nutter, will you now refer to

" Exhibits Twenty-nine and Thirty and review those for the

Commission. There is no Exhibit Number Twenty-eight.

A You will recall that in the previous tes-

timony I was discussing the hypothetical case where you had

a 5-well prorated pool and the normal conditions, 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 all of
those wells would have been reclassified as nonmarginal ’and
-- except No. 5, and they would have all been cut back to
117 Mcf.

Well No. 1 Would lose 333 Mcf, or 74 per-
cent of its previous production, based on a 50 percent cut
in 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'gtay<the same with no
losé. | | | |

That's depicted on Exhibit Number Twenty-
nine. |

Exhibit MNumber Thirty is a depiction of
the same markét situation where normally the wells were pro-
ducing 1000 Mcf, where the pool and market went down 50 per-
cent.

Under the Hartman proposal of limiting
access to the pipelines by 50 percent, Well No. 1 would lose
50 percent of its production. Well No. 2 would lose 50 per-
cent of its production; Well No. 3, 50 percent; and No. 4
and 5 would also lose 50 percent.

This is a depiction of the figufes that I
was trying to reéd into thel record in the previous
testimony, I think I didn't do a very good job of. I
thought it would be clearer if I showed them in black and
white.

We feel that case one of Attéchment B, or
Exhibit Number Thirty is a fairer and more equitable distri-
bution of the depressed market that we have today than case
~- that Exhibit'Number Twenty—nine is.

Q Mr. Nutter, 1in your opiﬂion, would
granting the application of Mr.‘ Hartman be in the best in-

terest of conservation, the prevention of waste, and the

-
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protection of correlative right;é

A . .1 certainly think it ‘would. Previous
testimony indicated that this would result in a violation of
cbrrelatiVe ryghts,vthe-application Qf‘thé.Ei Paso formula.

Also, the testimony showed that you would

have situationg in.which waste would acfually occur as a re-
sult of the El1 Paso formula.

o So I believe that this does protect cor-
relative rights. It cuts eveiybody back equally. It's in
fhe interest of the protection of correlafive rights. The
New Mexico .Supreme Court has held that the protection of

correlative rights is a necessary adjunct to the  prevention

of waste; therefor, I think it would also prevent waste.

0 Mr. Nutter, if Mr. Hartman's application
is granted, .does Mr. Hartman have staff‘available té work
with the Commission in implementing the plan?

A ‘ I would like to stress that if the
Hartman plan should be adopted,»AWe would.be most happy to
work with Mr. Garcia and any other of the Commission or the
Commission staff to implement the actual mechanics of this,
and also to participate in any further hearing if it was
found necessary in order to adopt the actual procedures.

o In your opinion is it a proposal which
can be practicably implemented by this Commission?

A Well, 1 certainly believe so. My little
mini-proration schedule here was not worked on Harold

Garcia's big computer; it was worked on my little pocket

o
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culator, and if I‘can do it'heré for six wells, he could do
it for 1200 wells with his big computer.

Q . Mf. Nutter,‘_were Exhibits Twenty-three
through ?wenty—seven and Twenty-nine and Thirty prepared by
you or for you'unaer your direcﬁion and éupefvision?

A v Xes, they-were.

‘A MR. CARR: At this time, Mr.
Ramey, we would offer into evidence Hartman Exhibits Twenty-
three through Twenty-seven, Twenty-nine and Thirty.

| MR. RAMEY: Hartman Exhibits
TWenty—three through Twenty-seven, Twenty-nine and Thirty,
will be admitted.

'MR. CARR: We would tender Mr.
Nutter for cross examination.

MR. RAMEY: Any questions of
the witness? Mr. Kellahin.

MR. KELLAHIN: Thank you, Mr.

Chairman.

' CROSS EXAMINATION
BY MR. KELLAHIN:

Q Mr. Nutfer, when was gas prorationing es-
tablished in southeastern New Mexico, do you recall approxi-
mately when?

A Yes, 1954 was the original implementation

of it. One of my exhibits showed -- well, Exhibit Number --




1 T | 22
@ 2 Exhibit Number (5ne shows thAe. annual pro.duction for each pool
3 in southeast New Mexico, cémmencing with the year of the in-
4 stitution 1in that pool. = It ranges anywhere from 1954 to
1974, I helieve.
> Q ' . Since that‘periodfwheﬁ érorationing was
6 established> in southeastern New Mexico, has the Division
7 continued to-- use a methd of well classification that
8 included a category‘for marginal wells?
9 A Oh, vyes.
10 o What 1is youf understanding of the
11 definition of a marginal well?
= A A marginal well, under the definition of
the rules, the gas proration rules as set forth in Order No.
° B 'R—1'670, as amended, states that any well, which in a three-
14 d23th period its best production is not equal to its average
15 allowable, is automatically classified as marginal.
16, - 0 Once a well is classified as a marginal
17 well, what is that well allowed to do in terms of its capa-

18 city to produce?

19 A It's permitted to produce at capacity,

20 theoretically.
21 ) - That well, then, if it's classified as a
marginal well, 1is not restricted or curtailed in its pro-
22 duction in the impiementation of the prdration formula.
23 A That is correct. As we pointed out, 95
e 24 percent of the prorated wells in southeast New Mexico are

25 currently classified as marginal, and theoretically




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

23
operating at ‘capacity.

Q- ‘ " ‘ Whaf‘ié‘yéur understanding of the reason
that the : pivféion has Hisforically used a category of
marginal weii classification?

| A 7.‘1 really wouldn't know why a marginal and
ﬁonﬁargingl ciassificatidn wésboriginaily set up. I presume
that it was to‘separate the good wells from the bad wells
and to allow the bad wells to produce 100 percent of the
time and to allow the pipelines to swing on the good wells.

Q Are you aware of any conservaﬁion reason
why you would want a low capacity, low volume, marginal
wells to produce at their full capacity?

A Oh,: soﬁe of them there might be some
reason;.others, there's no reason why they should produce at
capacity at all times.

| o - Well, would not allowing those marginal
wells to produce at capacity prolong the economic life of
those marginal wells?

A Allowing any well to produce at its cap-
acity at the end of its life is going. to prolong the life of
the well. |

0 And that would avoid the premature aban-
donment of marginal wells and avoid losing gas that would
otherwise be recoverable from the reservoir, would it not?

A If you averted the premature abandonment
of wells, you would probably avert a certain amount of

waste, yes.
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Q ‘And  that concept has been used by the
Commission since 1954 in giving 'special consideration, then,
to marginal wells so that'théy're allowed to produce at
their capacity. |

A ' AThey'ﬁOrmall& have been permitted to pro-
duce at capacity; héwever,' under curfent conditions it's
been testified they're not bging permitted to produce at

capacity any longer.

Q I understand.
A They're being restricted.
0 El Paso, in fact, 1is restricting those

wells, is~that correct?

A | I believe; so, ves.

0 Now, if I wunderstand Mr. Hartman's
proposal, he would take wells that are now currently classi-
fied as nonmarginal, those wells that have a high capacity,
and reclassify them as marginal wells. In otherlwords, all
wells are going to be classified as’marginal.

A We've proposed that 5 percent of the
wells that are currenfly classified as nonmarginal would be
classified with the other 95 percent that are currently mar-
ginal; therefor, you would have 100 percent marginal wells.

” 0 He would, therefor, eliminate this dis-
tinction that ©*}~ the Division has historically made between
marginal and nonmarginal wells.

A Yes, to this extent: That marginal wells

have never by the Commission been mandated to produce at 100
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percent of théir capacity. | It's .a classification by the
Commission and there's.been no legal reduirement under the
rules and regulations of the Commission that those wells
would be classified -- would be produced at 100 percent of
the time.

It may be a pipeline policy, as we've
heard it here at this hearing, to produce marginal wells 100
percent of the time. In that event, wﬁat you say may be
true, that historically those wells have been permitted
tobproduce 100 éercent of the time, but the classification,
or the rgclassification as proposed by Mr. Hartman would not
change that in that the pipelines currently are restricting

marginal production.

Q Let's look at Mr. Hartman's Exhibit Num-
ber Thirty, Mr. Nutter. What vyou have graphically
. demonstrated . here, Mr. Nutter, 1is' what Mr. Hartman's

proposal 1is to do withlregards to the implementation of the
allocation or prorationing schedule in a situation where you
have a depressed market.

If I understood you correcfly, he would
propose that the curtailment percentage using your formula
is going to be apportioned ambng all wells by the same per-
éentage.

A That is correct.
0 So when we get down to a well at the far
right, a 32 Mcf per day well, now that well currently under

the existing practice of the Division would be classified as
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a marginal well.’

A That well is classifiédtas a marginal
well right now. o

Q | Are you aware of how many wells in the
Jalmat currently produce 33 Mcf per day, or.less?

A No, I haven't made that calculation.

Q All right, but a well, that, 1in fact,
makes that is a marginal well?

A I believe that I could give you some
figure on that. Exhibit Number Twelve was a tabulation of
the wells that would remain as marginal wells under El1
Paso's proposal, and I believe, you may recall that I had
gone through December, November, January, production to find
wells that would not make a million a month, and then to
give them -- if I couldn't find them in those three months,
including December, which was the best month of that three
month périod, then . I went to February and March, also,
looking for wells that would make a million, and in the Jal-
mat Pool I found that there were 80 wells, 80.42 acreage
factors, which doesn't necessarily mean 80.42 wells, 80.42
acreage factors that would remain marginal under El Paso's
scheme. |

Q S50 of thbse 80+ acreage factors, under
existing procedures those welis would not be curtailed.
They currently are allowed to --

A : I don't know if E1 Pasco 1is currently

producing those wells 100 percent of the time or not. Under
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their proposal, you‘ll recall their original proposal was to
reclassify all welis as nonmarginal, and then they amended
their proposal later, to.say, weli, we'lI'leave wells as
nonmarginal that will make a million a month, leave wells
marginal, but their proposal originally was to reclassify
all wells as nonmarginal, in which case all wells would have
been curtailed, and I'm hot sure they're not curtailing
those wells at this time.

Q Under the examples demonstrated on
Exhibit Number Thirty, when we look at a well that produces
32 Mcf per day, under the method of curtailment proposed by
Mr. Hartman those wells that were previously allowed to pro-
duce at capacity are going to be restricted in the same
ratio as all nonmarginal wellsAére going to be restricted.

A This is correct. All production would
share the depressed market. |

Q For those Wells, then, if it's a 50 per-
cent cﬁrtailment, that well will obviously be divided in
half and allowed 16 Mcf.

A That is correct.

Q Have you made any determination or study,

Mr. Nutter, as to what the adverse impact would be on those

marginal wells within those proration units?

A No, I haven't, but when market conditions
get such that certaiﬁ wells can't be produced, maybe they
ought to be shut-in- and temporarily abandoned until market

conditions get better.
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I don't think you can tailor the wﬁole
market to 1500 wells to.half a dozen wells that are down on
the fringes of economié abandonment, anyway. What we're
trying to do, we're trying to protect correlative rights,

which we have found to be a necessary adjunct to prevention

-of waste, and if it's going to cause some of these very low

marginal wells to be shut-in for the time being, until mar-
ket conditions improve, then so be it; it's just got to hap-
pen. You can't -- you can't keep wells on productidn for-
evef. There comes a time when certain wells must be cur-
tailed or even abandoned.

It's harsh fact of life, but that's the
way it is with o0il and gas wells.

0 You've talked about the protection of
correlative rights, Mr. Nutter. How would a curtailment
formula as you propose, that restricts marginal wells, pro-
tect the correlative rights of the operators of those mar-
ginal wells? |

A Well, if he can't -- if hé can't produce
it economically, the protection of -- the correlative rights
means your opportunity to produce your fair share, and if
you can no longer produce your fair share because of econ-
omics, I don't think correlative rights can be tailored to
your well necessarily.

0 Let's go back to your method of
calculating this a}location formula, your fair share calcu-

lation. I guess it's Twenty-seven, or any of those that
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show that ——
A : o .Yeah, it's, -=
Q : - formula;
" A '.' Yeéh, if's on é hﬁmber of those exhibits,

Mr. Kellahin.

Q ‘ Yes} sir. Isn't the effect of what you
have proposed here, WMr. Nutter, simply a recognition of de-
liverability as a factor in the allocation formula?

A It is to this extent, Mr. Kellahin. As I
stated before, 95 percent of the wells in southéast New
Mexico are currently classified as marginal. 95 percent of
the wells that we started out talking_about in this hearing.

We've now dismissed the Indian Basin,
where the biggést part of the nonmarginal wells are, SO now
we're talking about maybe 57 or 98 pefcent of the wells are
currently classified as marginal.

And if marginal wells are, in fact, as
you were discussing awhile ago, pérmitted to produce at cap-
acity, you're 98 percent on deliverability right now, and

we're not proposing any great change in the -- in the appli-

cation of any formula. If 98 percent are on deliverability,

we put 100 percent on deliverability.
El Paso's program was going to reclassify
98 percent of the wells to nonmarginal and --
0 | -Well, I think we have some trouble with
semantics here, Mr. Nutter. The deliverability you're

talking about is tied to the marginal wells. That's an ex-
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empt classifigatibn. In other words --

A | Well, yeah, But the wells for practical
purposes are pﬁoducing onga deli&erability basis because, as
you stated, they're.on the lime 100 percent of the‘time, un-
less yoﬁ have a depreésed markeét like you've got today.

| So they're on a deliverability delivery
factor. .

0 . For tﬁe marginal wells.

A Yes, 98 percent of the wells we're
talking about.

Q Under current provisions of Order No. R-
1670, a deliverability factor is not permitted in the calcu-

lation for the allowble of the nonmarginal wells.

A No, they're all on straight acreage and
our

Q All right, and --

A -- maximum fair share factor is =-- which

would be the controlling factor on this mini—proration
schedule -- is a straight acreage factor.

o) : Under your proposal, for the first time,
then, there will be deliverability as a portion of the cal-
culation of the allowable for the nonmarginal wells.

A . No. No, deliverability doesn't enter in-
to the calculation. A time share basis,gnters into the cal-
culation. We're saying that if the pipelines say that the
market demand is 65 percent of what it was last year, we'll

put the wells on the line 65 percent of the time.
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empt classifidetion. In other words --

A well, .yeah,i put the wells for practical
‘purposes are producing on e deliverability basis because, as
you stated, they're on the lihe iOO percent of the time, un-
less you have‘a depressed market like you've got today.

So they're on a.deliverability delivery
factor.. | |

0 _ For the marginal wells.

A Yes, 98 percent of the wells we're
talking about.

0 Under current provisions of Order No. R-
1670, a deliverability factor- is not permitted in the calcu-

lation for the allowble of the nonmarginal wells.

A No, they're all on straight acreage and
our

0 ‘A1l right, and --

A : == maximum fair share factor is -- whieh

would be the controlling factor on this mini-proration
schedule -- is a straight acreage factor.

0 Under your proposal, for the first time,
then, 'there will be deliverability as a portion of the cal-
culation of the allowable for the nonmarginal wells.

A No. WNo, deliverability doesn't enter in-
to the calCulation; A time share basis enters into the cal-
culation. We‘re saying thet if the pipelines say that the
market demand is 65'percent of what it was last year, we'll

put the wells on the line 65 percent of the time.
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0 Now, the time share concept is nothing
more than a - different phrase for deliverability, isn't it,
Mr. Nutter?
. A | .It's access to pipeline facilities, is

what it is.

6] ’And whatever that well will produce on
that-da§. | |

A ' It's access to pipelihe facilities.

Q | At its capacity at that day.

A On that day.

Q Yes, sir, so that, in fact, is a deliver-
ability.

A Which is what the wells are doing now,

‘they're on -- 98 percent of the wells are marginal and

that's what they're doing now.

0 4 Yes, sir.

A They're on pipeline delivery basis.

0 ' Yes, sir, but not for the nonmarginal
wells.

A Well, the 2 percent that are still

nonmarginal, right.

Q That's right, and for the first time,
then, we are going to have a system that includes deliver-
ability for the nonmarginal wells.

A No, it won't, because there won't be any

nonmarginal wells.
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Q ) That's a point. Let‘me ask you what hap-

" pens under your perbsaI’with regards to the fair share al-

lowable for what I will characterize as a well that's not
going to be able to produce that fair share éllowable.

There was a Conoco well under your mini =--

A Right.
QLT -- proratéoﬁ schedule.
A Right. |
0 o Oné'Of tﬁoée Conoco wells, you said, is

not going to make its fair share allowable.

A ~Well, there are two wells on the unit.

0] Yeah, 1it's not important which ones they
are, but ‘thefe is a type of well that can't make the fair
share allowable.

Al - That is correct.

o} ’ What happens under youf proposal to that
underproduction, the difference between what the well will

make and the,féir share allowable?

A The same thing that's happening now;

Q There'd be no change in it.

A There'd be no change in that well's
status. That well 1is -- that unit is not cafrying any
uﬁderproduction because it's classified as marginal. There

would be no change in that unit whatsoever.
This is -- this number here, if you'll
look at Exhibit Number Twenty-five, for the month of

January, vyou'll see that that Conoco Vaughn B-1 Unit has a
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maximum fair share factor for an acreage factor of 2 of
33,000. The well averaged 8,400 in the year 1982.
| Now, 'that q.we11 -~ that unit was
restricted at certain times. ;.think you'll come down here
on our proratioﬁ sbhedule and you'll see in the month of
December, when the market was pretty good, 1last December,
the well -- the unit maae 1§,OOQ, Which was twice what it
mgdé-fofuan;aQéfage in 1982. - M
Q I'm not interested in specific numbers,

Mr. Nutter -—

A Yes, but --

Q I want to have you explain the concept --
A Right.

Q -- of how this works for me.

A The maximumvallowablé that that well

could produce, if it were capable of doing it, in January of
1983 would have been 33,000.

| The wells can't make 33,000, I dQn't be-
lieve, so =~

Q Let me ask you a question.

A So it's not accumulating any underpro-
duction now; it wouldn't. accumulate any underproduction un-
def our proposal.

Q All right. ﬂnder current prorationing
methods a well that is a‘mérginal well producing at capacity
cannot make that allowable assigned to it-and it would gen-

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

0 All right, sir. What happens to those
wells that ;'11 call marginal under your calculation of the
fair share‘allowabié? There is a gap there in which it can-
not produce eﬁdughﬁto meet its fair share.

A If it's due?ﬁo pipeline curtailment be-
yond the professed demand for that month, then the producer
hgs a‘case. against the pipeline; |
| | Say that‘the pipeline deliverability, or
the pipeline access, is detefﬁined to be 65 percent for a
month, average pipeline access;. and the pipeline produces
the well only 25 percent of the time. If, over a period of
time, you said -- you'll recall that we would require the
pipelines to balance out with.producers over a period of
time,j and if the pipeline has not balanced out with that
producer, then there'd be a case between the produceér and
the piéeline. Why haven't you pfoduced my well? Over here
across the line I see that you've overproduced my neigh-
bor's well, and it's a matter between the pipelines and be-
tween the producers, which is the way it is right now with
marginal production. The marginél production -- the Commis-
sion doesn't do anything to protect the producer with mar-
ginal wells at thisbtime. He's on his own, and the pro-
ducer would continue to be on his own to protect his wells
and see that the pipeline takes his production. He's going
to have to get a hotline to the pipeline office, maybe.

MR. KELLAHIN: Thank you, Mr.
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Chairman, I have nothing further.
MR. RAMEY: Any other questions

of Mr. Nutter? Mr. Nance.

MR. NANCE: Mr. Chairman, first
of all, 1I wondéfed if we might appropriately ask a few ques-
tions relating to Mr. Nutfer's.éarlier testimony during --
his direct testimony during the_June.portion of the hearing?

. - MR. NUfTER: | I don't remember
what I said then, so '--

MR. NANCE: Well, I'll try to

remind you.

MR. NUTTER: I'm sure you will.

CROSS EXAMiﬁATION
BY MR. NANCE:

Qo - Mr. Nutter, in your being qualified as an
expert witness in pétroleum engineering, prorationing mat-
ters, - and also regulatory matters, by your attorney, Mr.
Carr, you indicated many years of experience wifh the New
Mexico 0il Conservation Commission and the 0il Conservation
Division, is that correct?

A That is correct.

Q , In all those years with the -~ either the
NMOCC or the OCD have you ever proposed such a formula for
protecting gas or for prorating gas in any pool in New Mex-

ico as what you are proposing in this particular case?
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A. No, there's never been a case like this
brought before the Commission before.
Q Okay, thank you.
You ‘discussed what can be doneé to ease
fhe present buréehfon gas produCeis in New Mexico, and you
suggested that the éﬁswer would be to redﬁce takes ratably,

and that's what YOU are‘continuing --

A Thaf's the baéis of our -case.

Q _ .—f to propose this morning.
" A - Ratable reduction. |

Q Cpuld you tell me if another solution

would be to permit every producer an equal part of over-
production in making making market demand?

A Every producer? No, because every pro-
ducer doesn't even have the same number of wells.

0 Shall we say an equal -- a portion equal
to that producer's interests?

A : No, I don't think so. Why should a pro-
ducer that has ten wells that will make 100 Mcf total get
the same amount of production into the pipeline that a pro-
ducer that has ten wells that will make 1000 Mcf?

Q All right.

A In other words, if you're going to put it
on a per well basis -- if every producer had wells, the same

number of wells, that every other producer has, and every
producer's wells were of equal capacity, then all producers

should be cut equally°
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0 All right.
A But it has to be all on an equal ratable
basis. |
Q Okay, assuming, however, that you were

using a 100 percent acreage allecation formula, what would

your answer be then?

A , Well, the maximum acreage -- maximum fair
share factors here consider acreage. They consider nomina-
tions and previous acreage factors, or top allowable

facFQrs, times 'current or .present nominations and acreage
fac£ors, and sobthé wells woﬁld have'a maximum faif share
based on acreagé. There's no departUre from acreage-'in this
formula that we're proposing. ’

Q | ' All right, and as far as the existing
rules are concerned'in the‘Jalmat Gas Pool, for example, is
it not true that each well in the Jalmat is allowed a por-
tion of the mgrket demand according to that well'é'acfes, or

acreage factors, and the relationship that that acreage

factor -- that those acres then bear to the total’acres in
the pool? | o

A No. No, that's not true, because -- be-
cause --

Q | Are you talking about current rules?

A Yes. Because in the Jalmat Poél we have

a total of 355.94 total acreage factors. Of those only
6.25 are nonmarginal, so 349.69 out of 355.94 are marginal

factors. So they don't have access solely on the basis of
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acreage. They have access on the basis -of their deliver-
ability into the pipeline, their marginal wells.
So they're not operated solely on
acreage.

Q Now, the distinctidn you're talking about
then, is betweeﬂ nonharginal and marginal, if all wells were
classified as marginal, thén thé éécess to the market would
be strictly oﬂ fhe.basis'ofvloo percent acreage?

A f;. "No, né, it's just the opposite, if they
were all qonmarginal would be on thgibasisxof 100 percent
acreage. if they'reAmargiﬂél'it's on the basis of deliver-
ability, if you wi115

| 0 ‘ What is the reason for classification of
wells as marginal?

A They can't make the allowable.

o) All right. Let me take you through an
example, if we might. |

| Assume that we have a new pool ‘and that
we start proration for that pool on a well by well basis,
using 100 percent acreage factor as the basis for the cal-
culation of allowables, could you describe how that would
work on a well by well basis?

A Well, normally the way it would always
work would be you'd have nominations totaling, say, 1000,
you;d have five wells that come in in the pool. You'd
divide the -- and they're all of equal capacity. --- divide

5000 by 5 and give each one 200.
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And then as marginal production develops, this is under the
current system --

Q All right.

A As marginal prodpction -- as marginal
wells develop they're permitted to produce, if they can't
make that 200,"th¢y're permitted to produce what they can
and the bélanée is divided'among'thé remaining four wells,
if one of them gqes’marginal.

Q a 6kay.. Is this not the historical basis

for the proration scheme that-has been in effect =--

Af-‘ ' Yes, this is the_@ay it was adopted in
southeast New Mexico and has been until -- until now.

Q Okay, do &ou know how long this type of
calculation has been in effect for the -- well, for the

Jalmat Pool, for example?

A Yes, since 1954 in the Jalmat. - As I
stated to Mr. Kellahin, it;s anywhere from '54 to '74 that
this gas prorationing was implemented in various pools.

0 " All right. Would you say that if wells
were properly élassified in thé Jalmat Pool, as an example,
as between marginal and nonmarginal, given the existing
rules that the proration scheme would be on an equitable
basis, protecting correlative rights, preventing waste?

A It would be if yoﬁ had flush pfoductibn.
This worked fine when theselpools were better pools,; but as
you'll recall from Exhibit Number One, everyone of” these

pools has declined. There's only two of these fifteen pools
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that's making as much as 50 percent of its maximum
production. It ranges from 74 percent down to only 2 per-

cent of its prévious high.

So many of these pools-are at advanced
state of depletion here and a straight acreage formula just
isn't thaﬁ applicable any more as it once was, because so
many of the wells ha?e‘ gdne marginal and the
reclassificétion_né@Ito nonmarginal of everything above this
is kind of fa;f;tched, as was shown by another witness in
the previous hearing on this'matfer7 the classification as
nonmargina} and the curtailment of some of these 'wells is
going to} cause Qaé to migfate from 6né well to the “other.
Violations of correlativg righ;s will occur. Subsequent
waste will follow, and it just isn't practical in an aa-
vanced state of depletion to classify everything as nonmar-
ginal. d |

Q Could you tell me, does flush production,
which you described as Qhat Qould be required for these --
for thesezrules to work, does flush production become the
factor that requires proration, or is prorétion needed be-
cause market demand is lessithan producing ability in a gas
pool?

A Well, under normallconditions you would
expect.'the market to.be able to support wells that -- and
support allowables that are fairly realistic, but‘when we
have a depressed market like we have today, those allowables

do not become realistic, and what might have been proper for
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classification of wells as nonmarginal in previous days 'is
no longer proper. It's hard to séy just what flush
production is, but it's -~ it's good production. It's not
stripper production. We're talking aboqt an awful lot of
wells tﬁat are approaching or are in almost a stripper
state.

0} o Wouldn't it make sénse, then, if the mar-
ket 1is at én,unréalistiéally,low -- or an unusually low
level, that ailoQébles should also be set at a correspond-
ingly low level?. ‘ |

A ' That's'pfdbably right, if it's done on a

ratablefbasis;w but not on a non-ratable bésis, and we don't

feel that the El Paso was ratable, because it's taking away

so much from sohé Qells andbnot taking away anything from
other wells, as Exhibits Numbers Twenty-nine and Thirty
show.

‘Here we had this well that was making 450
under the 1000 Mcf perhday market and it's cut by 74
percent, and one of these-other Wells that was become non-
marginal under your proposal is only cut 8.5 percent.

We don't feel this is ratable. We feel
that a ratable reductioﬁ of market should apply to these,
and that all of them shouid share in this depressed market.

| ' It's unreasonéble to expect just a few to
bear the burden and the other wells to take the free ride,
so to speak.

0 ' '~ However, the way that the rules are cur-
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rently stated, and the rules that have been established by
the Commission wup to this point on the basis of what the
Commission saw as reasonable evidence, said that 100 percent
acreége is thé appropriate basis for allocating  production
among wells during periods of proration, ié that not
correct?

A AA Thaf is;correct, under the existing rule,
acreadge is theionly ﬁethod that'é uéed to divide the allow-
able ambng the'Welis tha£:can't make -- that can make their
allowable. |

Marginal wells are not subject to that
aqreageynfactor( exept the acreage factor- and the dssigned
allo&abie"are‘what détermine whether éhé weil is classified

5

as marginal.

But under the rules, a well is supposed
to come back as nonmarginal if it.can make the allowable and
you all haven't been willing to wait for the wells to come
back to nénmarginal. You come in here and you say“ let's
classify everything down to l-million as ndnmarginal. You
haven't waited for the thing to work.

It = used to be that wells "~ were
reclassified on a more frequent basis back to nonmarginal
and El1 Paso 1is the one that ésked fof ‘the rules to be
changed td wait one full year before you could get back into
a nonmarginal status. El Paso's the one that asked for that
change. | |

Q When was this?
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A Oh, I don't remember when. 1It's a number
of years back that that rule was changed, but it was on the
application of El Paso.

Q During a significantly different market
situation.

A Right, that's right. That's when vyou
wanted to keep things marginal.» Now you want to get things
nonmarginal. '

Q oo i’d like, if we might, to go back to your
Exhibit Number 'Twenty-fivé, which you introduced this
morning. | ’

A Okay, that's the mini-proration schedule?

O | © That's corfect, and~if you wouldn't mind,
please, explaiging égain, because we, as you started your
expianation this mdrnin§ we hadn't yet gotten copies of the
exhibit and it's a little difficult for us to follow the
calculation that you've made --

A , Okay. ‘ !

Q' -- for determining the difference between
what you indicate here as an example as the January fair

share and the maximum fair share --

A Okay.

0] -- considering the acreage factor.

A _ dkay.

0 If you could go through that.

A Okay. Now nominations are not on that;

however, we'll take just the month of January, it's the top
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of the first page of Exhibit Number Twenty-five.
Now, the average adjusted nominations for
this pool in 1982 were 1,044,500.
That's the average nominations.
The average adjusted nominations in 1982.

All right.

L ol 2 ©)

The nominations for the month of January
totaled 1,409,100. These ére rounded off to even 100's.

' | Now, if lybu divide the January nomina-
tions by the l992‘adjusted'hominations, you'll find that the
January, 1983 ;ohinations were 134.91 percent of the average
adjusted nominations for 1982. |

Now --

QI Now, when you say adjﬁst nominations,

you're talking about nominations that were made for the

month of Januafy and then subsequently --

A No, I'm talking --
Q -- adjusted?
A No, the adjusted nominations were the

nominations for each month in 1982 as they were adjusted for
underproduction, overproduction,.and so forth, in the pool.
o) ' And that was an adjustﬁent that was made
two months or so sﬁbsequent to January, is that correct?
A No, no. Né, we're not talking- about
January right ﬁow. We're talking about =-- fhe adjusted nom-

inations are the 1982 nominations.
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So those totaled 1,044,500.
0 Okay, that's‘the same figure, then, that
you used for all of these months calculations.
A That's correct. That figure enters into

: everYone of these months.

Now, the individual month's nominations
differs for each one of these sixbmonths on this mini-prora-
tion schedule.

Q Right.

A For thebmonfh of January they were
1,409,100. Then'I went to'éach one of these wells that's on
the mini—pforatioh schedule and I averaged what its
production wés for the yeér_l982;" whatAits average monthly
production was.

The Alpﬁa'TQenty—one'aVeraged 5,240 Mcf
per month.

0 ‘The entire yeaf of '82.

A For the entire year of '82. The Shipley
averaged 8.028, and so on.

All right, then you take the ratio of
January's nominations to 1982 average adjusted nominations,
that 134.91 percent, and you apply fhat tb the 1982
production, and vyou get fair share based on production ané
current nominations.

The Alpha Twenty-one, 1its fair share
based on production only, would be 7,069 Mcf.

Now, this is a guide. This would give
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the pipeline a guide, and also the‘producer, as to what he
might expect that well to produce durihg the month of Jan-
uary if 1982 was a typical year's production for the well.
Probably isn't. Some of them were curtailed. Some were
curtailed moreithan'others.
Q . Right:

.A Some of them =-- in calculating this I
found some wells that had zero month's production for two or
three months.‘ Others, there was a normal decline in pro-
duction. So this is not é firﬁ‘figure at all. This is a
tentative QUide,“this Jahuary‘féir éhare based on that.

Theﬁ you take;that same ratio of 1044.5
to 1409, yo; multiply that tiheszthe top unit allowable for
1982, which isn't on here, Nitfs on one_of these other ex- .
hibits,{aﬁd-féf thé Jalmat:Gaé Pool a'factér‘of l had 12,259
Mcf average monthly top allowable production.

'S0 you take this ratio of January nomin-
ations to '82 adjusted nomipations, multiply that by --
times that 12,259 Mcf thét was ‘the average top unit —allow-
able for the Jalmat in 1982, times an individual well's ac-
reage factor, which is .5, and ybu come up with thé 7069 for
this Alpha Twenty-one Well.

That's its maximum fair share.. '

Q ) And all wells, for example, in this pool
that have the same acreaée factors, for example .5, would
have this same top fair share?

A That is correct. You'll see the number
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repeated for two wells there. I read that number wrong.
I said 7069. I meant 8269. I read the wrong column.

Q Yes.

A But you'll notice that the Shipley Well,
which is a nonmarginal well at the present time, of course
it's shown here as being marginal, the M over on the left
side, but it curreﬂtly is a nonmarginal well, but it has a

maximum fair share of 16,539. .
The little Gulf well down here, which is
a small marginal well, has an acreage factor of 1, it has a
maximum fair éhare-also ofn16,539.
|  If that weil could be reworked and its

productivity increased, it could produce up to the 16,539.

Now the monthly, in all these months, the

monthly nominations are calculated in against the average
nominations for 1982, and the average £op unit allowable

factor for 1982, to arrive at the maximum fair share, and-as

we stated before, under just applying production, that Hart-

man Bates Well calculates on production only an allowable of
13,287 for the month of January; however, its maximum fair
share is'only 12,403, so that would be held to the 12,403.
That would be its fair share maximum and~it couldn't produce
more than that.

”Q Is there any type of‘relationship at all
between this maximum fair share that you are proposing here
and the current situation with nonmarginal wells versus mar-

ginal wells?
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Let me rephrase that, if I might.
What you anticipate is that very few, 1if
any, wells wouid make that maximum fair share.

A That's right, very few of them are going
to be subject to that, because take a look at the Gulf Well.
It's got 16,539,4 yet in 1982 it only averaged 1608. I can
tell you what its best month was‘in the year 1982, it wasn't
véry good. It's best month in the year 1982 was 2640, and
that was at the beginning of the year; that was January of
1982. - It did haﬁe some pretty badly cgrtailed months. it
didn't-prbduce anything in August and September and only 30
in October, bﬁt its average was 1608 for the yéar, so it's
not a _very good well and it's never, unless something is
done with the well, it's never gbing to approach tﬁat 16,539
but~if they'd rework the well and put -- and get substantial
increase, thét.Qduld be ité maximum fair share ceiling.

Q - We11,~ as things stand now, we have the
majority of tﬁe1Wélls‘be;ng ciqséified as marginal. " If the
market is sufficient’and all'ofithose marginal wells, es-
sentially, are’being allowed tpAprodgce,_the only wells that
afe”beihg'cut béék are the few, small.—é‘or.the small number
of good producing wells at the top again that are nonmargin-
al wells -- |

A This is the way it was until --°

0 , -- and this is the way it is operated up

through the present, essentially.

A Until =-- until the pipeline conditions
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got to the point you had to start curtailing thoée marginal
wells,

Q All right, what I'm asking is if you
would not have a similar situation again under your proposed
scheme where only a handful of the very best wells up at the
top end of the scale are going to be subject to this maximum
fair share cutoff?

A No, no, because it's up to.the pipelines
to reduce them all ratably. They're going to produce all
those wells ratably, and this, as I stated, the first column
is the guide as to what the wells would produce if the '82
production were typical for that well. Now, we realize it's
not, so the guide is going to be a flexible guidé, but that
would be the amount you more or less would expect from the
wells; vyou wouldn't expect the maximum fair share, but £hey
would all be curtailed on the bésis of time access to pipe-
line facilities.

Q Well, the maximum fair share, though, you
are stating; is a level beyond which a well could not pro-
duce without some ffpe of penalty --

A ' o No, no, this is the guide that the pro-
ducer uses in going to the pipeline if he sees a well across
the 1line producing in excess éf that maximum fair share,
he's got a case against the pipeline, You're producing my

well at fifty percent; you're producing that well in excess

- of the maximum fair share, how come?

And the fair share is flexible for each
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month. At the end of a year, or some period of time, the
total maximum fair-shares will be calculated, the production
would be shown, and any operator couid tell whether another
producer was getting an advantage over him or not by the
production.

Q Now, overall the role of the Commission
in a scheme that you're proposing becomes a much more ' pas-
sive, 1is that cérrect?

A o It's the same as it is currently for 98
percent of the wells, 1listing the production and listing --
they call it now an allowable for margihal Wells. It's not
an allowable, as I stated béfore, because if a well doesn't

produce one month -- the marginal allowable is always shown

.to be the production from two months back in a proration

schedule. All right, if a well didn't produce anything two
months back it shows zero ‘allowable this month. That
doesn'f mean_ﬁﬁaﬁ tﬁe well can}t:produce gas if it;s a mar-
ginal well. |

So allowable is a misnomer there. But
it's, what tﬁe Commission does at the present time for mar-
ginal production, it reports its production.

N;w,.the Commissibn'Wduld be less passive
than that because fhey‘re givind guidelines herg now; maybe
éero production, or maybe showing production for marginal

wells 1is a guideline. In that case they would be the same

~amount of passivity that they are now.

But they really don't do anything about
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marginal wells at the current time, and they wouldn't be
doing anything about marginal wells in the future.

0 And what your propésal is then, 1is to
correct =-- well, let me -- let me ask again.

Do you see the problem as being one where
only those 2 percent of the wells, then, are treated unfair-
ly, and that correcting the situation as far as those 2 per-
cent of the wells is concerned, then it will solve the over-
all problem? Is that what your proposal is?

A ‘ No, no. Our proposal is not to correct
the problem for 2 percent of the'wells. ~ Our proposal is to
correct the problem for 98 percent of the wells, becaue you
all filed +the first application and you wanted to make
everything nonmarginal. That, to us, was the problem. We
didn't see any problem the way things were, Eut when you all
filed your application to classify everYthing as nonmarginal
we saw a problemwdeveloping.theﬁ.

| So,we're,not cpmplaining about the 2 per-
cent rightlnéw. -We're complaiﬁing about your proposed 100
percent.

o Is it essentially true that what you are
asking for is to do away'With proration rules as they cur-
rently exist?

A No more than YOur.case is.

0] But would you say that El Paso's proposal

is one to reinstate existing proration rules?

A No, I don't think so. I don't think it
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market situatibn?

| A No, I don't think you're reinstating the
rules here. You're modifying the rules by reclassifying
marginal production as nonmarginal.

Q And What is the impact of ybur propbsal
on the existing rules? | |

A You're reclassifying 98 percent; we're
reclassifying 2 percent.

Q And your reclassification of that 2. per-
cent leaves what effect as far as the rules are concerned?

A Everything marginal.

Q And the rules, then, are -- are able to
operate how? |

A The burden is made clear to the producer
and to the pipel;ne fhét itfs up to them to ratably ‘produce
the wells sﬁbject to_the.markeé demand.

Q . And tﬂe‘Commission's enforcement, = then,
becomes one merely of responding to complaints between pro-
ducers and piéélinesg |

A - I would;think so.

Q .And ndt of 'establishing specific guide-

lines forvthe pipeiines and brodhcers to follow.

A We had our specific guidelines, which I

~read into the record, points one, two, three, and four.

Q Would you mind repeating those so that we
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might be sure that we have them down correctly.
A Okéy. One, all séutheast prorated wells
be classified as marginal.

Two, each gas purchaser to implement any
necessary production cutbacks by, as equally as practicable,
restricting on a time basis each prorated well's access to
that purchaser's gathering system. |

Three, any southeast prorted well that 1is
truly nonmarginai; which has excess. producing capacity,
shall be further restricted in its production by being as-
signed a monthly production ceiling, which shall be calcu-
lated by the formula.

I won't go into the formula again.

Four, for a given prorated well  each

pipeline purchaser to balance out with all other wells in

the pool over a specified period of time the access that

that well has to the pipeline system.

The ultimate responsibility for policing
the actual time access to the pipeline shall be left to each
individual operator;

Q R What you're saylng is that the operator,
then, has the respon51b111ty for maklng sure that that's the
case and he is the one who needs to monitor the production
of his -- of his offset.property.

A And his own, also. He's got to monitor

~his own production. He's got to monitor his pipeline. He's

got to keep an eye on his neighbor's production, and any
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wise operator that's one of these 98 percent marginal wells
today is doing that.
Q And what should the extent of the Commis-

sion's involvement be?

A The Commission's involvement is the same

as it is now for marginal wells, .and also establishing the

maximum fair share allocations.

0. " But as you see it, that maximum fair
share has not a great practical effect.

A It wouldn't to some wells; it would to
other wells. 1It's a maximum that is there and up to the
pipeline énd the producers to observe.

Q But as long as wells were cut back on a
ratable time basis, then you don't see that --

A - I don't see it as being a problem, right.
That's right. |

MR. NUTTER: Mr. Chairman, may
I get a drink of'water? o R St

MR. | NANCE: We could break
right noW. We only have a couple more questions.

i

(Thereupon a recess was taken.)

MR. RAMEY: The hearing will
come to order. '
Mr. Nance, you may proceed.

0 Mr. Nutter, one final explanation. I
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wondered if you could -- could go throuéh an example.

| Let us assume, as I have mentioned
before, that we are starting proration in a new field with a
100 percent acreage allocation formuia aﬁd a situation of
.increasiné market demand to start with.

What could you -- will you agree that as

wells are added and as market demand increases, under a 100
percent acreage allocation formula, that all wells would be
allowed to produce up to a certain level, say, a level of 1,
before any well was allowed to produce to a leQel of 2?2
| A Well, I think I understand what 'you're
saying, and I think the answer is yes.

Q ~ All right. Still the increasing market
demand, still the increasing production, you have»Wells that
have gone to a level of 2 and séme wells have nof Been able
to reach that level of 2.

A Okay, those become the marginal wells.

Q- - "Thoéé lbecome the marginal wells. The

same situationfapplies as market demand increases and wells

are allowed to produce up‘to‘éllevel of 3; there are those

| wells which cannot make that level, they in turn become mar-

ginal wells, and ones.that can produce 3 are allowed to pro-
duce 3, and so on, is that correct?

A ' That'sv historicaily thé ﬂway this has
worked. | '

Q ' Then you have a peak in demand, for

example, and demand begins to decrease. With a 100 percent
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allocation formula, what type of cutback in production do
you have? Describe that, please.

A Well, I don't know what kind of a cutback
in production you've got. I don't know.

Q Can you describe the mechanism? Are all
wells that are top producers cut back to a certain level of
production before wells fhat are on a lower level of
production are cut back at all under a iOO percent acreage
allocation formula?

A Under Commission rules the top allowable
wells would be reduced and under Commission rules, I don't
know, the marginal wells may or may not be. It's apparently
some pipeline policy that they wouldn't affect the marginal
wells, although that's not a provision of Order R-1670, but
theoretically, the nonmarginal wells, the top allowable for
the nonmarginal wells would be lowered as the market is de-
pressed. The marginal wells, theoretically, would bé pro-
ducing at 100 capacity:; the nonmarginal wells producing
less. And‘then as the allowables came down, the mechanics
of reclassification wduld work and some of those marginal
wells would be,reclassified;as nonmafginal.

Qo A All righé,vcorréct. The other poiht that
I would like you to discuss, if you would, just briefly, is
to define what you mean as ratable taking ambng wellé in a
pool.

A | As I mentioned’ in the testimony the first

time around, ratable does not mean equal. Ratable means
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proportionate. This is a basic legal definition of ratable
and ratable taking means that wells are going to share in --
ratable, the 1legal definition of ratable is that various
componehts éhare on a .non-equal but a proportionate basis,
and that'é what the wells are doing at this time, they're
sharing. the total market on a proportionate basis. 98 per-
cent of ﬁhe-wells are sharing this market on a basis of
their capacity to deliver into the pipeline.

Now, the pipeline demand is going on.
We're proposing that they continue to produce on a propor-
tionate  share and that the  reductions would be
proportionate.
And we'll say the market is depressed by
50 percent, as shown on Exhibit Twenty-nine and Thirty. The
reduction is on an equal basis percentagewise, buﬁ it's on a
ratable basis volumewise. It's proportionate to their cap-
acity to produce under the Casé 1l as compared to Case 2 on
Exhibit Number Thirty.
Now, ==
0 .AAré YOu equatinél——
A | . '7--Exhibit Twenty-nine, nothing here is
ratable. Nothing here is‘proportiqnate.
. Exhibit Number, Thirty is proportionate or
ratable.A

Q Would you not say that on your Exhibit

_ Twenty-nine it certainly is something proportionate among

all of the wells 1 through 4 if they have -- if they all

e
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have the same acreage factor?

A Yeah, the acreage factor is the same but
the allowable is not a ratable allowable. The allowable is
an equal allowable.

Q If we are talking about 100 percent ac-
reage allocation as the basis for establishing the
allowable as ratable and not equal.

A The acreage factors are eqgual. The
acreage factors are eqgual.

0 Then therefor, the allowables also should
be equal.

A The top allowable would be equal but
we're not talking -- this =-- this is an extreme case here
where market demand has been cut in half, and rather than
allow wells to assume their classic reclassification
position, we're trying .to hasten things by saying let's
classify everything down to nonmarginal{ put everything on
an equal footing here, and we're not allowing the 'system to
work. |

So What'we're proposing would simply say
instead of rteassifying eQerything as nonmarginal, let's
classify everyfhing as marginal and have ratable reductions
during this depressed market.

We're not asking for this to be a perma-

‘nent thing.. The application was until. further order of the

~Commission. If this doesn't work, or if the market demand

improved in the next few years, it won't make any differ-
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ence.  We think this is an extreme market situation right
now and where you asked me before had a_éase like this ever
come =-- had I ever testified in a case, had I heard of a
case like this, no, I haven't, because I haven't seen the
market like it is today, and I haven't seen a pipeline come
in before, except in February when théy asked that
everything be classified as nonmarginal. - It's never hap-

pened before, so I guess we've never had a market 1like this

before.
Q , But as far as you can see, ratable means
A - Ratable means proportionate to me.
0 -- proportionate to deliverability?
A 7 " The wells  today are taking a

proportionate share of the market, the 98 percent marginal
wells are taking a proportioﬁate share of the market.

Q Because the rules are not operating on
those wélls.‘

A Well, the rules haﬁe operated on the
wells to the extent that'they were classified as marginal
wells, and 'now they're sharing a -proportionate market and

while the rules say acreage is the factor, the practicality

-dictates that delivérability is the factor for 98 percent of

the wells today.

Q° ~ ° ;' The practicality being tﬁe pipeline's in-

“terpretation of what seems to be appropriate?

A . No, the =-- ﬁé, the practicality of the
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matter 1is that the wells are not permitted. to make top al-
lowable. They can't make top allowable, and so they're
classified as marginal and they're delivering at capacity.

Now, I presume that you are cutting those
wells back.. I think Mr. Kendrick testified previously that
you.here cutting those wells back. So you're reducing the
takes based on deliverability or some factor, I don't know
what it is.

But the. fact of the matter is that 98
percent of the wells are on a deliverability or pipeline
capacity basié today under the allocation formula.

Q And your proposal is to make it 100 per-
cent. |

A Right, change the classification for two
or three percent of the wells.

Q _ And to make deliverability, theh, the
basis for determiningAwhat is a ratable take? |

A ‘ . Up to a ceiling; up to a maximum ceiling;
to a maximum fair share.

0 . Do you not see this as a significant de-
parture from.the existing rules?

A "No, I don't see it as a significant de-

- parture because 2yQu're ~reclassifying two percent of the

wells and letting things opérate just the way they are.
o) Where in actual operation, though, the
100 . percent - acréage‘allocation formula doeé not have any

opportunity to operate.
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A ' The 100 percent allocation based on ac-
reage hasn't operated for the majority of the wells for
Yéars.

I ‘think I had an exhibit going back to
1980, I believe it was; might not have gone back that far:;
no, I guess it didn't, .that showed the number of ' marginal
versus nonmarginal wells for years back, but it's been years
since most of these pools had the majority of their wells
classified as nonmarginal.

This only compared -- Exhibits Four and
Five compared the number of marginal wélls in the May. pro-
ration schedule to tﬁe -~ of '82, to the May schedule of '83
and 91 peréent were marginal in '82; 95 percent are marginal
in '83.

During a period of depressed market more
wells became marginal. Explain that. It's because of the
decline in productivity of the wells, not the decline 1in
market. The decline in market should have made things non-

marginal.

Q . If allowables were established.
A Well, allowables have been -established
but still more wells were becoming nonmarginal -- more wells

- were becominé marginal all the time when this market was

going down. - Just like I said, you had 91 percent of the
total wells, or proration units,’ in 1982 were marginal. 95
percent are marginal in 1983.

Now, with the dismissal oflthe Indian
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Basin Upper Penn this figure is going to be something 1like
98 percent. I don't know exactly how many. 33 percent of
£he wells in the Indian Basin were nonmarginal.
Q Mr. Nutter, thank you.
MR. NANCE: Mr. Chairman, we no
further questions at this time.

MR. RAMEY: Mr. Stamets.

QUESTIONS BY MR. STAMETS:

Q Mr. Nutter, I may say you periodically in
the c¢ross examination, but certainly I mean Mr. Hartman
since it's his application.

Why didn't you ask for de—prération 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
just seeking a minor departure by the reclassification of a
handful of wells as marginal.

Q I'm not sure that I agree with that re-
sponse but that's =-- that's all right.

Let!s talk about ratable in prorationing.
It would &eem,. Mr. thter}‘fthat if we 1look at the
appropriate statutes, 'being 70-2-16C, relafive to
prorationing; 'andv70-2—19D, ‘relative to ratable take, that
many of the factors that go into those are the same, except
that I notice in 70—2-166 on érorationing it talks about the

system. and it says shall prevent drainage from producing
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tracts in a pool which is not equalized by counter drainage.
Now, I believe that once we examine these statutes, that
that phrase is not common to the two; it applies only as far
as prorationing goes.

How does the éystem that you propose here
today act to prevent this drainage which is noﬁ offset by
counter-drainage better than prorétioning system and
straight acreage as El Paso proposes to modify?

A Well, without getting into a dissertation
on reserves and deliverability, I think it was shown by Mr.
Aycock in the first hearing that there are variations in re-
serves under various tracts, and these reserves are
reflected to a great extent by the deliverability of these
wells on those tracts, and if wells are curtailed to"a com-
mon 1evé1 regardless of the reserves under the tract, that
some of these wells are going to produce reserves from under
their tract as well as under adjoining tracts, ‘and this
would result in drainage that is not contéracted by counter-
drainage or offset by counter;drainage,

Q How many wells did Mr. Aycock look at?

A He looked at an area that just had three

or four wells in it in the depth, but it's a common thing

- throughout the pool, where you have old wells and yod have

new wells being.drilled, that you will have these variations
in ability to produce andhp:Qbaﬁly'in reserves under the
tracts.

Now, we know that -- we know that the
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Jalmat.case, the Supreme Court said that a prorationing for-
mula 1is supposed to determine the reserves under each tract
and determine the reserves under the entire pool, and that
wells -would be permitted to produce théir fair share of
those. total reserves. The Supreme Couit did not go on to
say that when a well had produced its calculated fair ' share
of reserves it had té be plugged and abandoned.

So I think that the Supreme Court pro-
bably recognized this is not in.éll cases feasibie to deter-
mine exactly what the reserves are, so that vyou wouldn't
have to plug wells that could still produce, but I don't
know —— 1 don't know just how the application of the
statutes in this case would apply.

It seems that reduction on takes or pro-
ductivity of the well is at this time indicative of the re-
serves, probably, a great extent, anyway, and that reduction
on a ratable basis would mean a recognition of a

proportionate difference in reserves under the tracts.

o - Did Mr. Aycock look at a dozen wells?

A No, he didn't'look at a dozen, I don't
believe.

Q ‘Léss'than a_dozen?

A. .fA ' Yes.

Q h ‘ Howv'maﬁy wells are in these’ prorated

pools, exclusive of the Indian'Basin?
A Well, I can‘give you the total for all

the pools and you'll have to subtract Indian Basin.
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Q | That was What, fifty wells, or so?

A No. In December of 1982 there were 1259
prorated gas wells in southeast New Mexico, and I don't know
how many -- I don't know how many were marginal or how many
Qere nonmarginal. |

o) Indian Basin probably has fifty or sixty
wells in it?

A Yeah, I can tell you exactly what it has.
lYou kind of get into a difference sometimes when you 1look
at these numbers. One placé it says wells and in another
place 1t says proration units, but Indian Basin in the May
1983 proration schedule had 54.6 total acreage factors. So
we'll say, probably.55 wells, I think, somewhere in that
neighborhood. '~ And we had a total of 1259 prorated wells at
the end of 1982. | ’

So we had approximately 1200 wells out-~

'side of Indian' Basin that we're talking about now, as

opposed' to 1980 nonprorated gas wells in southeast New
Mexico.
0 ' Just for round figures, let's say at

Mr. Aycock looked at twelve wells.

‘A Okay.
-ini.f;" “And there éﬁe‘lZOO wells.
A ' -  Yeah, 1 percent.
Q , He's ‘looked at 1 percent of the total |
wells? ‘
‘A : Yeah; as ah example of what can ~happen
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when you have nonratable take.

0 Okay, do you think looking at 1 percent
of the total prorated wells is =-- and looking at those only
in one pool =-- is sufficient number or sufficient sample
upon which to draw a major conclusion that the straight
acreage proration system that's been in effect for -- well,
since v1954 is wrong everywhere and it should be superseded
by a more or less deliverability type formula in all of
these profated pools?

A No, it's probably not the basis for
making such a statement at all. A 1 percent analysis is not
rally indicative of -- of conditions throughout the -- such
a vast area as southeast New Mexico, but it was intended to
show what can happen, not what was happening all over, but
what can happen. |

And I'm sure if there was time to do it
and the facilities to do it, we could make a study of more
welis than that ana find similar conditions in more reser-
voirs than just the one that he studied.

Q ﬁow, Mr. Nutter, under your proposed
system, all wells -- well, let's say that the allowdble was
50 percent at this point, or that nomiﬁations were 50 per-
cent, and all wells would be shut-in half the time. What
about those wells that{aré subject to damage when they're
shut-in? |

A _ That's one of those things that's' going

to have to be ironed out. It's just like today, ‘you know,
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we have operators come in -- we ~- you have operators come
in that all the time are saying don't curtail my well; it's
going to be damaged, and he's got to prove this. Then if he
can substantially prove that his well is going to be ser-
iously damaged by being curtailed in ‘any way, shape, or
form, and .his evidence 1is solid, he's been given an
exception by you.

) It seems to‘me, - that under the current
system, though, he does not get an allowable .bOnus. He
doesn't get the authorization to produce more than his share
of the allowable under those conditions. He gets to keep
his well on but if he's overproduced eventually he'd have to
shut it in.

A Well, most of the time these problem
wells are -- are not capable of large amounts of pfodﬁction.
Usually they're water wells, something like that.

Q That's certainly, true in the periods of
hiéh demand. It may or may ﬁoﬁ be true under periods of low
demand.

A Well, I think that the Commission doors

- are always open for énybody that's got a problem with a well

to come in and make his case, that his well should not be
curtailed, but it's been that way and it should réméin that
way in the future. o

Q'. | - " Let's take avfor instance. We have two
wells and they'ke both produéing at 50 percent. My well has

water problems, so I come in to the Commission and I ask for
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special diSpensation to keep my well on every day, and this
results 1in my producing half again as much as my neighbor,
who's shut in half the time.

Assuming everything else is equal, isn't
that going to mean I'm drawing some of my gas away from my
neighbor?

A ' Yeah, but why is this different from
what's going on today? We're not asking for any departure
from the present rules in that regard.

0 In doing that, wouldﬁ't the Commission be
establishing a procedure which clearly is not even deéigned
or intended to prevent this drainage which is not offset by
counter—-drainage?

A Well, what is -- what are the
Commission's rules today that prohibit what you're " talking
about from happening today under the existing rules?

| Qo Well, 1I'm assuming, Mr. Nutter, that in
essénce what you're saying by this system that you're pro-
posing, that we're authorizing prorationing by days on.
That's the proration system.

A You establish a percentage of -- of '82
allowables that would be applicable and then this would be
implemented by the pipeline on a days on/days off basis,
yes.

Q> ' . But that in-essence authorizes proration

on days on/days off.
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A I believe you're correct.

o In our other, the existing system, we are
prorating by volume, is that correct?

A | Yeah, and you've got volume ceilings
here.

o) Okay, but 1let's not confuse the two
systems, sb that if we have a préblem well tha£ is a non-
marginal well, wunder our current system, where everything's
on straight acreage and it's proratedvon‘volume,‘if the Com-
mission administratively authorized that well to be
produced, eventually that well would become overproduced, is
that right? | : . -

A Yeah. |

Q Okay, and eventually that well would have
to be shut-in.

A | Yeah, and then the operator is ‘'going to
be -- if it's a prqblem well, then the operator is going to
be in your lap telling you about how he can't shut it in.

0 _ In any event, the system is_desiéned to
see that that operator doesn't get more than he's allowed.

A ‘ He would, yes, . he wduld -- under the
system if he had a nonmarginal well and it would gét six
times overproduced, he's supposed té curtail his production
until he's less than six times‘overproduced.

o Okay, if we.go to prorationing on days
on/days off, have a probleﬁ weil, then after his tén days on

that well's got to be shut-in or get an exception.
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A Well, there's a period of time, now. Our
proposal ‘would be after a -- that they would balance out

over a specified period of time. Now that period of time
hasn't been set forth. I would imagine‘it would be either
on a calendar yeaf basis or on a proratiqn year basis. I
believe ‘El Paso stated in their direct testimony that they
were trying to take -- equalize takes between states,
between pools, ana between wells within a pool, ‘on a one
year basis. 1 believe that was correct.

And so over a period of time you'd

balance these up, and perhaps this well would be producing

in excess of some sort of a maximum fair share during a
period of time, but then would be. subject to the shut-in,

just as it would acquire six times overproduced status if it

‘were classified as nonmarginal, and then be subject to a

period of shut-in.

So you're not éhanging that aspect of it
at all. The well wouldn't produce ten days on and ten days
off; ten days on and ten days off, necessarily.

Q Moving awaykfrom that subject, wouldn't
it be possible under your proposed system that all wells or
all prbration units in a pool produced up to their naximum
fair share? | !

A It's theoretically possible but I'm sure
it's physically impossible. 'There's no way that' you're
going to be able to get all the wells'to be able to make all

that allowable.
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0 ' So we are talking about an allowable
which is the sum of all the fair shares.
A ' We're talking about an allowable that's

really going to be in the vicinity of the first column --

Q On the --
A -=- on the mini-proration schedule.
That's -- that's what you're really ex-

pecting to be produced; somewhere in that neighborhood; not
the maximum fair share. The maximum fair share is going to
be the maximum that the better wells are going to be subject
fo, but the wells that are presently marginal are probably
going to be over here in this January fair share at 134.91
percent column.

0 . But every prorétion unit would be as;
signed its maximum fair share allowable.

A . That would be the maximum fair share it
could not exceed, but it would take a vast amount of
workovers to be able to get all the wells up to that capa-
city, and some. wells y&u'ld never be able to get up to that
capacity.

0 In essence, we'd be assigning an allow-
able which is greater than (inaudible).

A o No, no, tﬁe total allowable is based on
the proportion of the current nominations to the ' ' previous
nominations. timesftop aliowable,'

| Now that's the maximum fair share.

The other ibblumn is the proportion of
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current nominations,to average nominations pre?iously times
the well's prodﬁction previously.

So this gives'you an idea of what the
wells will produce in the first column. The second is
simply the maximum above which they would not be produced.

Q But nevertheless, 1if they could produce
it, they could produce that amount.

A They could go up to thét amount.

Q So we would be talking about assigning an

allowable on the maximum fair share allowable.

A Right, right.

Q If you add up the maximum fair share --

A It's the same as it 1is today, Mr.
Stamets. A marginal well can produce what it produced last

month or it can produce any other amount, but then there's
that ceiling that's over there, that top allowable ceiling,
and you've seen wells that were marginal that were producing
more than nonmarginal wells. When they finally get caught
up with, they turn out to be overproduced. That's what
would happen to these wells if they -- if they were
producing more -than their ceiling over hére, they'd be sub-
ject to action because they've overproduced the top “allow-
able. We can call that the top allowable; we can call it~
the ceiling; we can call it the maximum fair share, "~or the
Max FSW/AF.

Q. Let's go to the last page of Exhibit

Twenty-five.
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A The last page of Twenty-five?

Q Yes. And take the third well from the
bottom, that's the Gulf Shanda? |

A Yes, that's the little, small well on
there.

Q Right. What allbﬁable would the Commis-
sion aséign that well for the month of June?

A That well has a basic allowable there

based on its 1982 production of 515. That's what you could
expect from the well.

Now, actually, the ‘well had an aVérage
production in 1982 of 1608. Now it's best month wast
January of 1982 in which it produced 2640, so the well can
actually make about 80 Mcf or 90 Mcf, someplace in between
80 and 90. That's the capacity of the well.

Now, the market demand is 32 percent here
for the.month of June, so you'd expect it to produce' about
32 percent of its maximum, which would be about 30 Mcf, and
its -- its fair share, based on that 1982 production is only
515. The well_can actually make more than that, so on a
fair time on/time off basis, producing at 80 Mcf, =~ it would
make 32 percent of 80} which is 24, something like’that, and
it might come up to about 700 Mcf for that month, but it's
not 1in any danger of exceéding its ceiling because it's
really é_marginal well; it's a poor well, and its ceiling is
3922 for that month.

S0 it . could produce its 70 or whatever
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Mcf, or 40, 50 Mcf, without egceeding its ceilihg.

0] Mr. Nutter, under your proposal here,
would the Commission really be prorating wells or simply
blessing ratable takes in prorated pools?

A They would be prorating to the extent
that they're prorating 98 percent of the wells today.
That's what I said before time and time again.

98 percent of the wells are classified as
maréinal and the effect -- the Commission's effect on those
wells in the future would be exactly the same as it 1is
today.

Q It seemsbto me, if I can remember it cor-
rectly, that in the El Paso order for northwest New Mexico,
that there was a finding that marginal wells should remain
on all the time. Of course this has not been -- this is a
Commission o;der and there's a de novo in that case so that
finding might not ultimately appear.

It would certainly seem that whHat ‘you're
proposing here is in conflict with the finding in that case,
that marginal Qells should be on‘all the time.

A Well, yes} the ultimate finding we're
seeking here would be 180 degree opposition to what was
found in that case, in which El Paso got its application
approved to reclassify all the wells down to almost =zero
level as nonmarginal, and we're in oppoéition to that basic

order right now for southeast New Mexico, so we wouldn't
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want that finding.

Q Moving right along,. isn't what we have
today just a difference in the matter of scale of what we
were looking at in 1954? Let me expand on that.

In 1954 we had a relatively small .number
of wells. They had higher capacities. Today we have more
wells, lower capacities, but in both case don't we have more
prodﬁctive capacity from the wells than we have -market
demand?

A Oh, vyeah, we have productive capacity, I
believe; however, I wonder, basically whether we have excépt
during this immediate emergency, because if you will review
the Exhibit Number -- I know you weren't at the first
hearing, Mr. Stamets, but you probably looked at the
exhibits, but if you'll review Exhibit Number Nine, you'll
see that nominations have been coming down in these pools
for years, and also, that allowables have been coming down,

and productivity, as demonstrated by Exhibit Number One, has

been coming down, so -- and the number of marginal wells has
been going up. So there's been a drastic decline in pro-
ductivity.

Now, top allowables .-have been comihg down
in conjunction with the decrease in nominétions, so the
number of marginal wells has also been increasing, so I be-
lieve the decline in productivity has been greater than the
decline in market.

So we don't-=-- the situation -- at that
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time we had an ihcrease’iﬁ‘productivity occurring and now
we've got a decrease in productivity .occurfing. It's
different in that respect than it was in 1954.
0 Nevertheless, we still have moré capacity
today than we have demand.
A We obviously have more capacity than we
have demand.
MR, STAMETS: I believe that's
all'the questions I have.
"MR. RAMEY: Any other questions

of Mr. Nutter? ‘

CROSS EXAMINATION
BY MR. RAMEY:

Q Mr. -Nutter, you've made the statements
today that pools - are in an advanced state of depletion.
Wouldn't it follow that some wells are in an advanced state
of depletion also?

A . iYes, they are.

0 Don't you think something should be done

to protect these wells that are in an advanced state of de-

pletion?
A - Well, what do you mean protect them, Mr.
Ramey?
Q Keep them producing as long as possible.
A Perhaps so. You might ought to put a

floor under some of these wells. I don't know. I don't
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have any recommendation to make as to a floor. I don't

think it ought to be‘a‘high roof, but to avoid premature --

you know on our =-- on our -- on the statute that relates to
-- I'm not sure if it's a statute or just a rule -- that re-
lates to pipeline prorationing to avoid =-- on o0il -- to

avoid premature abandonment, it set a minimum floor below
which wells .could not be curtailed, and it might be that
some ‘sort of minimum allowablé, or minimum cuts should be
imposed on wells. 1 don't know.

Q But then your -- under your formula any
well would have to be cut.

A This is correct, and we're -- our” basic
application is for all wells to share ratably. Now, 1if you
have to impose some kind of a floor to protect wells from
premature abandonment that's all right, but I think that you
have to be very careful in this because, as I stated before,
I don't believe that -- the market is going to improve some
day, and these wells could be brought back on production,
and it may be that the best thing for some of these" wells
during .high -- during periods of high cost of opéeration
would be =-- and low takes from the well, it might be better
to just shut them in and let them rest. Maybe they'll come
back as better wells than they were when they were 'shut in.
This has happened many times. |

0 Well, perhaps they will be pluggéd as a

'result of this.

A Yeah, somebody may want the pipe more
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than they want the future production;
0 What makes you think that today's condi-
tions are not normal conditions?
A Well, 1let's hope that they're not. The

predictions are that this gas bubble will dissipate by 1985.
| Q Well, last year it was going to dissi-

pate by 1984.

A Uh-huh.
o) Next year it may be 1990.
A And I remember a prediction several years

ago when they said‘that by 1985 the price of o0il would be up
to $12.00 a barrel, so predictions are often in error.

Q But any well that's -- any small well
that's operating now at its ecohomic limit, say it's making
a dollar day profit, you would cut that -- you would cut
that, maybe, up to 50 percent or up to 68 percent.

A ‘ 50 cent --

0 ' " Under your Exhibit Thirty you would cut
it -- you would cut it up to 50 percent, which would make it

an uneconomical venture.
A ‘ Right. I think maybe you ought to impose
a floor, then.

Q But you have no -- you have no --

A I don't have any --
Q . -- suggestion for a floor.
A I don't have a recommendation for a

floor.
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Q ' What ﬁakes you think.I'm capable of set-
ting a floor?
A Well, in your wisdom I'm sure you could
pick a floor.
Q I think in your evidence on June the 8th

you stated that there are gross violations of correlative
rights at the present and have been for many years, and I
wish you'd elaborate on that a little bit. I always =--1
always get a little concerned when somebody says that, you
know, I'm running a system that violates correlative rights.

A : Well, I don't recall exactly that state-
ment or what predicated it. 1I'd have to have the background

as to what preceded that statement. I must have ‘had some

' example in'mind, Mr. Ramey.

Q I think you stated that, as I remember,
you stated that the present system was and had been for
years violating correlative rights.

A Well, 1like I say, I don't recall the ex-
act statement. I'd have to see what it was based on before
I could elaborate.

Q Is ﬁhere any system that would actually
be guaranteed no violation of correlative rights?

A No, there isn't. Like I mentioned
before, when the Supreme Court said that you determine the
total reserves under the pool and the total reserves under
the tract and devise a formula‘that's going to allow the

production of a proportionate share, they didn't say you
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had to-plug the well. then, ;so}they were anticipating there
would be violations of correlatiQe rights, I'm sure, because
there's no law that could be imposed, I don't believe, that
would say you have to plug the well when you've produced
your calculated fair share of the reserves in the.pool.
| So I think that the whole = basic
conception of prorationing recognizes that there are going
to be certain violations of correlative rights. |
Now, when I said that there had been
gross ViOiations, I don't recall the statement. I don't re-
call exactly what it was predicated on, as I said, and I
can't elaborate on it any further at this point.

I apologize,if it's in error.

Q ' But basically the idea behind proration
is to -- | |

A It's to try to protect correlative
rights. |

'Q . But any -- any well that your formula has

caused to be prematurely abandoned would be waste, would it
not?
Or any formula that --

A ‘Any formula £hat would - that would
cause premature ébandonment would cause gas to be left in
the ground if the wells were still capable of producing and
they were abandoned.

0 Now, under your system, Mr. Nutter, I'm
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having a little'trOuble. I see myself as a mediator numer-
ous times, maybé every day foriﬁhe rest of my life with your
system. An operator does not produce his fair share. He
goes £o the gas transporter. All right, if the gas trans-
porter says well, your well was on the number of days that
was called for. Does that satisfybthe operator?

A Well, if the pipeline could show him that
they . were ,operating the pipeline at the contract pressure
and that the well was on those days and the well wouldn't
produce, the producer should be satisfied. I mean, if the
pipeline can show him they made a bonafide effort to pro-
duce his well the fair share timé, he should be satisfied.
If he's not, he's -- »

Q What does he do then, if he's not sat-
isifed?

A I aon't know if he would have to go
directly to Court or if he'd have to come here first, if he
wanted to fake a case against the pipeline.

0 Well, if he came td us, then we would
have to check, I would assume, his production figures.

A Right. |

0 We would have to contact the pipeline,
get certain information from thgm, and then probably have a
mediation meeting between the two parties, or a hearing.

A I don't know if he'd have to come here

first or not. 1It's a contractual thing and we're trying to
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leave the responsibility for policing the actual time ac-
cess to the pipeline system and the individuél operator, and
I don't know if the courts would say you have not exhausted
your administrative remedy if you didn't come to the Commis-
sion first, or not. If there was a gross violation by the
pipeline and you took a case to court, they may refer it
back to the Commission. I don't know.

0 Well, I visualize a lét -~ a lot of per-
sonnel would be -- additional.personﬂél would be needed and
I'm- sure, considering the economy of the state, I don't
think Representative Coll is going to give us any more, any
more people.

So I'm having a little trouble with this.

A Well --

0 - I don't know -- I don't know that --

A Has there been a problem with the 95 per-
cent or 98 percent of the marginal wells to date? I don't

believe there has been, and so we're reclassifying another 2
or 3 percent of the wells and I don't visualize that these
marginal wells that are marginal today are going to present
any more of a problem in the future than they have in the
past.

So the most wells that you could have
difficulfy with would be the 2 or 3 percent that you're re-
classifying, if they got into difficulties with them.

If the pipelines say that they're ~--

Q I believe under your proposal, Mr.
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Nutter, though, that all wells would now be prorated.

A Well --

Q To some extent. So we would have --

A No, they're not ~- they're not -- they're
really not pférated. They're feally not prorated. They're.
put - theyfre put on a marginal basis and the pipelines

would continue doing what they say they're doing now, is
reducing their takes ratably among all ofvthe wells.

Now, under the proposal that El1 Paso has
before you, they would not reduce the takes ratably. They
would inérea;e the burden to the Commission because the Com-
mission would be classifying all of the wells as nonmarginal
and then policing the production from all of the wells.

This relieves the Commission of a lot of
the burden. It puts the burden where it belongs, on the
pipelines to impose ratable take, and the applicatioh of El
Paso here is predicated on pipeline convenience, I believe,
and they're passing their burden to the Commission by re-
classifying evgrythihg as nonma:ginal.

And we're easing the Commission's burden
by a marginal reclassification.-

| MR. RAMEY: Any other questions
of Mr. Nutter? .Mr; Péarqe?
C | MR. PEARCE: - If I may, Mr.

Chairman, just a few.
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CROSS EXAMINATION
BY MR. PEARCE:
0 " Mr. Nutter, for my clarification, if for,
for instance, the Jalmat Pool, and let's look at your Exhi-

bit Number Twenty-five --

A Okay, that's the miﬁi—proration schedule.
e} -~ let's assume that that was complete.

A Okay.

0 If we were to total the maximu fair share

with acreage factor column for any month, how would that

number relate to the pipeline nominations from that pool for

the month?
A That would be in excess of the pipeline
nominations, because it's the monthly ~-- it's the monthly

ratio of nominations, the average nominations previous year,
times'top allowable the previous year, so this would be in
éxcess of the total nominations, but we know that the wells
are not going to make thét maximum fair share. We know that
because many wells_afe mérginal‘and have been marginal for
years, and are4éoin§ to continue‘to rémain~margina1, and they
can.only maké a breathe of gas. :

0 ' Okay, - let us assume for-the moment that
pipeline nominations for any giyenlmonth are exactly what
thét'pipeline:eventuailyvtakes, o
'A Okay.

0 Froﬁ fhe péol. If the difference between

the pipeline nomination and the total maximum fair share
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is a nuhber that is less than the amount that the cumulative
total of wells in that pool fail to make their maximum fair
share with acreage factor; are we not forcing some producer
into a situation of producing more than his fair share or in
the alternative, are we not failing to allow the pipeline to
take what it needs from the pool?

A I don't know if I understand the ques-
tion.

Q All right, let's go through it, then.

Let's assume that for the month ofl

January of 1983 all of the pipelines taking from the Jalmat

Pool nominated exactlyvthe amount of gas that they wanted --

A _ Okay.

Q -- and they were exactly correct.

A - Okay.

Q 'Now, you'tell me that the maximum fair

share with acreage factor numbers, if I totaled them for all
acreage factors in thé pbol, ig greater than that nominated
amount of gas. . o

A . That, it would 5e far in excess.

Q _ All right. You also tell me that a sub-
stantial portioh, Af not a:majority} if not a substantial
majority of the wells in that pool will be'unaple to produce
that maximuh fair share with acreage factor;

'A " Right.

Q All right. If you subtract the pipeline

nominations from the maximum fair share totals and you sub-
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tract the producing ability numbers for each of those wells
from ‘the maximum fair share with acreage factor numbers, if
the producing ability shortfall is greater, won't you have a
pipeline trying -- needing, having a market for gas and
wanting to take gas out of the'Jalmat Pool and putting pro-
ducers and/or pipelines in a situation of producing more gas
from some wells thaﬁ is allowed under the maximum fair share
with aéreage factor éystem, in Violation of the system which
you propose?

A : _ Well,. it could occur in a given month,
but this would be extended and balanced out over d o6he year
period. |

| Q Now, let's look again at your Exhibit
Number Twenty-five.

Let us assume, and I understand that this
is not correct, but let us assume that this is a fully his-
torical record, .that your system was in effect in January
through, say, May of 1983.

| Pet us look at the Alpha Twenty-one Pro-
duction Compan§ Well. In tﬁé‘mohth of January the maximum
fair share with,acfeage factor number fof that well, as I
read your exhisit; ié 8269. -

fAf'ﬁ 'f That'sxright.

Q If I go down towards the bottom of the
page where 1 finaily get some production numbers for the
month of January, I find that in fact that Alpha Twenty-one

Weli produced 9155,
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A ' Right.

0 Short of some offsetting producer
bringing suite against Alpha Twenty—oné for having prodgced
more than its maximum fair share with acreage factor, there

is no penalty to Alpha Twenty-one for producing that extra

~amount of gas, is there?

A No, no, because pipéline is going to
balance out its takes from that well and while it may have
produced 9155 in January, opposed to a maximum fair share of
8269, at some months down the road it would produce 1less
than its fair shéré.

0 That is dependent upon the ability of the
New Mexico 0il Conservation Division ordering an interstate
pipeline to do something, is that correct?

A No, this is dependent upon the producer
and the pipeline to police this.

0 All right, and the same situation ‘exists,
as I read your eﬁﬁibit, withﬁregard to the Doyle Hartman
Husky Woolworth Well, is thag correct?

A - -Wéll,l let's see, it's fair share in Jan-

uary was 8269 and in January it produced 9458, that's

correct.

Q And'that situation continues in your ex-
hibit --

A You have some wells that over --

0] -- through the @onth of June. You have

some wells that are producing more than this maximum fair
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Q + == and the ultimate .remedy for that is
the courthouse, whether or not there is an initial step at

the 0Oil Conservation Commission, as I understand your posi-

. tion.

A - Unless it can be amicably worked out be-
tween the producer and the pipeline.

0 And that results because there is now no
accumulation - of ovér or under production, 1is that correct,
since these are all now marginal wells?

| A That's correct.

Q All right. Now, ‘turning to your
responses to some df Mr. Ramey's questions.

Let wus refer to a category of very poor
wells whiéh need to be left on inAorder to.- prevent premature

abandonment as super-marginal.

A : Okay.
Q . (inaudible due to tape change) was devel-
oped, wbuld,,}you" not 1in fact have instituted the

prorationing éfstem‘we préseﬁtiy have But for the fact that
you ° have replaced 100 percent«acfeagé aliowable calculation
with a deliverability allowable calculation?

| Would you ﬁot‘héve two classifications of
wells, one which is to remain on all the time and‘ one of
which is by some system, either acreage or deliverability,

regulated in the amount of gas it can produce?




10

11

12

13
14
A15
16
17
18
19
20
21
22
23
24

25

89
A I don't know if fhere's -- if the system
would say that you'd have to remain on fhe line all the time
or not. What it would do, it would assign, as it does at
the present time, a minimum allowable. Now that minimum al-

lowable, I don't believe, Harold can correct me if I'm

. wrong, 1is applicable in all pools, Put it would assign a

minimum allowable. If the well could produce it in one day,
it would produce it in one day. If it takes thirty days to
produce it, it would produce it in thirty days.

0 But as you understand it, that's just a
renaming of our éresent marginal system. We don't require
that the wells remain on all the time. - We simply say that
it's allowable is whatever it can produce. That, it would
be the same system.

A For the -- for the bulk of the wells.
The allowable, or the fair share would be -- two fair shares
here, one based on ;52 prbdﬁction; the other based on maxi-
mums, and the wells would be.ﬁermitted to produce up to that
subject to the curtailment that developed each month.

| .vThen‘this little group of super-marginal
wells would be-allowed to produce a given volume® of Mcf,
whatever thatAmight'be, 500 Mcf for £he month, or whatever.

0 E ‘But they &ould essentially have a mini-
mum allowablé assigned to them.

A They'd have a minimum allowable assigned.

0 Thank you, sir.

Looking at your Exhibit Number Twenty=-
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Seven, which 1is the explanation of your calculation of the
production ceiling.

A Okay.

Q As I understand - that .calculation, the
present system of adjusting nominations would be abandoned,
is that correct?

A That's correct, because at the presént
time the nominations are adjusted for a number of factors,
overproduction, underproduction, and various other factors
that go into deriving the allowable, and you wouldn't have
overproduction in the picture any more, so you wouldn't use
adjustments on the nominations any more.

Q Whatever reasons existed at that time,
which I believe you explained in your prior. testimony for
establishment of that adjustment system, you believe would
no longer be ;eqnirodu'

A 57'; They wouldn't'be'nequired any more, be-
cause, now, like, for instonce,.Atoday undef the existing
system, you take the pipeline nominations, that .reflects
what they want~for;next month.

' "Ali right, yon've got‘a whole bunch of
underproduction that's in the. picture. You subtract that
from the nominations because that's already in the allow-
able formula, the underprodnction is, so that's deducted
from the nominations to get adjusted nominations.

If you've got_dverproduction, you have to

add some more on to the nominations to cover the overpro-
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duction that's in the pool.

So you wouldn't have this over and under
status to deal with any longer, and you wouldn't have to ad-
just nominations.

Take theApipelines at their word: This
is the amount of gas we want for nekt month.

0] Looking now at your Exhibits Numbers
Twenty-nine and Thirty, Exhibit 'Nﬁmber Twenty-nine
representing the El Paso proposal as you believe that would
develop.

A Yes.

0 Now,' Well No. 1, which has the producing
capability of 450 and is allowed to produce only 117 because
of currently depressed market conditions, wunder the present
system -does that wellvaccrue underproduction?

A A Yes,‘ it's the —F'it's'the one well --
it's the one"weil on here that is nonmargiﬁai. The other
wells afe all marginal.

0 - And if, as you said in response, I
believe .to one of Mr. Ramey's qﬁestions, if the market were
to. tﬁrn aroﬁnd,v tﬁat well wouid be able to make up that
underprodugtion; is that correct?

A No, there wouldn't be ahy underproduction
under this allowable formula, because, you see, .under the
formula the demand is now 500 Mcf a day, so it would be per-
mitted to produce 117 Mcf. It wouldn't accrue any underpro-

duction. It would be producing its allowable.
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0 I thought you responded to my first ques-
tion by saying that it did.
A No, I didn't understand it, then.
Q Thank you.
MR. PEARCE: I have nothing

further.
MR. RAMEY: Any other questions

of Mr. Nutter?

MR. STAMETS: I have three

short ones.

QUESTIONS BY MR. STAMETS:

Q Mr. Nutter, would you agree that the
ratable take statute does not apply when the Commission has
prorated a pool?

a That the ratable take statute --

| ' Wellinow;'.ybu were reading, weren't you
reading ratablé take in two different places.awhile ago 1in

the statute; one was regarding proration, one wasn't?

S0 - No, I was réadihg—soﬁe=§f the factors
that went inﬁo prorqtioning‘and then ratable také. Perhaps
I -- well -- well, do you agree ——4 |

A ' I couldn't tell you becéuse I don't have

the statute in front of me, Mr. Stamets. I don't whether it
applies.
0 I presume the Commission could read it

and see whether or not they thought that when prorationing
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was adopted the ratable take statute did or did not apply, I

presume.
A I guess. I don't know.
0 All right.

A I don't have the statutes in front of me
so I don't know.
Q ~ Would you agree that prorationing in

southeast New Mexico has always been on straight acreage?

A Absolutély.
Q C .And would you agree that --
A Except to the extent that the marginal

wells are really not on straight acreage, and they account
for 95 percent actual count now and 98 percent of the wells
we're talking about in the hearing today. They're not on
straight acreage any more.

Q " That's no£ reléted to the formula."

A The. formula '——4the formula does not
include the word deliverability. |

0 . ~ Okay, and whatlyou're proposing then is
conver;ion _to deliverability 3withla cap andv a cap that
applies only to, say, two or three percent of the wells.

A . I don't know that I'd say it's a conver-
sion to deliverability. It's putting everything on a
marginal basis and if marginal means deiiverability, then
you're right. |

0 Okay, thank you.

MR. STAMETS: That's all the

questions I have.
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MR. RAMEY: Any other questions
of Mr. Nutter? He may be excused.

We will recess until 1:30.
(Thereupon the noon recess was taken.)

MR. RAMEY: .The hearing will
come to order. ‘
Did you have anything further,
Mr. Carr? |
MR. CARR: Nothing further on
direct.
We might have a rebuttal wit-
ness, and we might not. 
| " "MR. RAMEY: Anyone else? Is
there any more direct testimony to offer?
Do you want to put your witness
back on, Mr. Nance?
. MR. NRNCE:. Yes, sir, Mr.
Chairman. What E1 Paso has isvsomething in the nature of
rebuttal teStiﬁéﬁy'to thé;Héftmén'Case.

. We'd certainly be willing to
wait dhtil aﬁy other direct testimony is put on, but we do
have his testimony plus two exhibits that we would like to
introduce.

| MR.. RAMEY: Anyone else have

testimony to put on? Okay, Mr. Nance, if you're ready,
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Mr. Nance, I .think you're back on the line.
| MR. NANCE: Thank you, Mr.
Chairman. Let mé hand out, 1if I may, what El1 Paso has de-

signated its Exhibit Number Eighteen.

H. L. KENDRICK,
being recalled as a witness and having been previously sworn

upon his oath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. NANCE: ‘

0 Mr. Kendrick,; if you would, please, ex-
plain what the two sheets designated El Paso's Exhibit Num-
ber Eighteen are‘designed to showﬂ

A g Té-explaip the use of Ekhibit Eighteen, 1I
need to tell you how the data is dérivea to plot the curve
that is shown.j

I went toKthg-Apri},l 1982 .gas proration
schedule for the Jaimat Pooi énd cépied the New Mexico State
Gas Proration . Schedule. for that pool to get'a listing of
wells and acre factors for every well that was a producing
well at that time.

I then looked at the New Mexico 0il and
Gas Engineering Committee Report for fhe year 1982 and
looked for each well that was listed on the Jalmat Gas Pro-
ration Schedule for the highest producing day -- highest

producing month from April '82 through December, 1982, and
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used that figure regardless of what month it was from as the
high or the produéing ability for each well, or for a
multiple well unit for the producing ability of that unit.
Now, 1if a well -- if several wells are
completed on one multiple well unit; the data I.took was not
the highest per well from different months, I looked for the
highest unit production for a month, and used that as the
producing capability of that proration unit.
| I did that for the matter of -- ‘to calcu-
late.'an allowable on 100 percent acreage allocation for the
Jalmat Gas Pool for every well in the pool, and in dding so
the first page of this is a calculation of whét_would have
happend in October, 1982 had'the nominations been exactly
what the toﬁal,pfoduction of the pdol for October, 1982 was.
And there".rémember - we've got the
assumption that April of 1982 Gas Proration Schedule had all
the wélls that wefe produced ih October, on the line at that
time aﬁd‘their acie_factoré wére‘fhe same, aﬂd with that set
of'assumptidns I topk the October{ ‘1982 gas production was
398,431 Mcf fof the ménth. This being thetloﬁest month that
we had shown on our previous exhibit for the Jalmat Gas Pool
in the period when this exhibit was submitted earlier.

Q . Do you -- éould you tell us what exhibit
that 1is, Mr; Kendrick,' if people wish to refer to the
exhibit?

A ‘ Right now 1I can't. The exhibit I'm re-

ferring to is one that was -- showed the gas production for
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ferring to is ﬁhe one that was =-- showed the gas production
for a 12-month period in the Jalmat Pool. I think it was
Exhibit Number Eight.

o Ekhibit Number Nine.

A Exhibit Number Nine was a 2-page exhibit,
one page being the<data showing the amount of gas produced,
the amount of gas that was considered marginal gas, the
amount of gas that Was considered nonmarginal gas, and this
398,4314 Mcf was the production, total prodﬁction for
October, 1982.

From the Gas Proration Schedule I came up
with a figure of total acre factors for that pool.

Aiso; in the manipulation of data, and I
don't mean manipulation in a way of.trying to arrange it in
such a way as £6 tell you a Story that's not there, I took
another 1list ;anduI listed fhe producing ability of every
well in the pool in an aséehding order of production, and
I'?e got seven pages of that.

Then I made‘a comparison by dividing the

acre factors for the Jalmat Pool into the total production

- for October, 1982. I should have gotten an answer that

would say this is the top allowable for any well in the Jal-
mat Pool for that month; however, 1in using that value I
would some wells assigned an allowéble that they could not
produce.

So looking at the record of the producing

ability of every well and of the acre factor of each Wwell, I
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subtracted the actual producing ability from the total pro-
duction. I subtracted the acres facﬁors from the total pro-
duction, reduced now the total production by the amount of
gas that woﬁld be marginél on this first time through, first
time calculation, . and reduce& the‘acre factdrs that amount,
by the amount of what was represented by each of the wells,
and I made the division again, dividing a¢re factor into the
now new number of amount of gas we're going to produce.

i continued in that process, it's just a
reiterative type célculation,‘ until finally you calculate
again and no other well-comeé up marginal, comes up with an
allowabie greqter»than;it‘can produce. And at that point I
reached' a qumber that éaidfthat af é-value of 1355 Mcf per
month wouldﬂ be.andividingiline for the month of October,
1982, so thét‘anything that produéed less than that would be
a marginal well: 7'a'u:fythir'lg-'that préduced greater than that
would]be‘a[ngnmérginél. | ‘

Now, this givgs you an.idea of what we're
looking at and fhe minuténegs of a producing 4ability that
has to be considered as a nonmarginal well.

| I plotted that on Exhibit Ninetéen) which

is the companion page to Exhibit Eight, is that what we de-

cided?
Q That's right.
A ~ Exhibit Eight, well, where is it?
Q You want to get into this exhibit, as

well?
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A Yes, sir, 1I'll get into that and then
I1'11l come right back to this other one in just a second.

All right, excuse me, I1'll stay with the
Exhibit Eighteen.

When I fnally reached a calculation of
1355 Mcf per month, that's the top allowable for an acre
factor of 1 for any well in the Jalmat Pool, considering the
assumptions that I made, the production had to equal nomin-
ations, we've set allowables for every well on exactly what
happened in that month.

This. grgph is drawn with the idea the
producing ability of éll weils would be incorporated on the
horizontal axié, thé‘allowable on the vertical axis, in Mcf
per month. |

As the line begins from a 0-0 intercept,
it goes up a ways and it is at a 4S_degree angle, which says
th%t Qhatevér it§ prbducing ébi1ity is ié‘what its allow-
able is,v énd that was true for all the wells that became
marginal. |

And then at a point, the dividing point
between marginal.and nonmarginal wells, the 1line becomes
horizontal. Every well that produces greater than 1355 has
an allowable of 1355 for the month. ‘That's its acreage
allo-cation.

Now, to convert 1355 Mcf per month for
the month of October, I divided by 31 and I got a figure of

43,7 Mcf per day for eéch acre factor of 1.
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Now, this being the iowest month that we
experience in 1982, I did this for fhe purpose of showing we
must keep the number of marginal wells at a minimum, I took
the month of December, which was the highest month of pro-
duction in 1982 from my Exhibit Eight, took the total --
Q | Nine, Exhibit Nine.

A Exhibit Nine, second page of -- is Jalmat

Exhibit Nine?

0 Yes, sir.

A I'm.sorry. Took the total production for
the month of Deqember} 1982, and_went through the same
process in that as'I did for-October;j 1982, and calculated
allowables, shbfraCting out the wells that would be assigned
an allowable greater than ité ability to produce, as a mar-
ginal well, took that from the total ahount of production,
took their acre factors away from thé total acre factors of
the pool, anq made another calculation and went through it
seven times, ahavfinaliy I reached the point 7 times 12 that
no other well was going to drop out as a marginal well, and
said, well, perhaps I've gone far enough.

That data then is plotted on the second
page of Exhibit Eighteen. This is made to the same scale
the first page is made and the first part of the line as it
comes from 0-0 intercept is a 45 degree line. Aﬁy well that
has a producing ability of 2000 per month would have an
allowable of 2000 per month, 3000 per month, the same way,

until we reach a point near the top where the 1line turns
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horizontal. That value at the top I calculated to be 6724
Mcf per month.  For the month of December, that's 31 days,
that's 217 Mcf per day for any well with an acreé factor of
1. |

Now, those two bits of data were resolved
back to the graph shown on - introdﬁced as Exhibit Nine.

0 At this point, we'd like to go ahead and
introduce Exhibit Nineteen, which is based essentially on
Exhibit Nine, with some additional information placed on it
as well. |

‘~M£. ‘Kendfick, at this point, if vyou
would, pleaée.gxplain the rélationsﬁip between the informa-
tion 6n Exhibit Eighteen and‘ﬁhéf'on Exhibit Nineteen.

A , ‘The data éhown Qﬁ Exhibit Nineteen, that
came from Exhibit Eighteen shows only the“month of October
for the first graﬁh on EXHigit Eighteén,v ;nd shows.in the
month of December for the second graph in Exhibit Eighteen.

| All of the exhibits ére not colored, so
if you recall what happened a month ago when we entered this
exhibit, ‘the tdé boxes acroés the page were painted green,:
the top of each column was greén,_ representing nonmarginal

gas production. The bottom part of those boxes was painted

- red, which represented marginal gas production.

Now, in the month of October, I have a
little box at the very bottom, and on mine I have it cross-
hatched in blue, and that represents the figure that I cal-

culated through the schedule for the month of October, where
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the breaking point should have been in calculating
allowables for the month of October, 1982, assuming
production and nomination weré the same.

That would have é breaking point of 43
Mcf per day.

The second graph in Exhibit Eighteen,
which has the higher value, shows in the month of Decembér,
and on mine I show it as cross—hatchéd up about halfway, of
the marginal production that was in the month of December.

Now, all of this is done to show you that

'E1 Paso is asking for all wells to be classified as nonmar-

ginal, and if4n9£ éll wélls‘claSSified as nonmarginal, then
let's set a’figﬁre that is low enouéh that‘in'the production
of wells on a‘Aaily‘basis, day in and day out, high month
demand( .low month demand, _We;will:have ohiy those wells
classified as marginal th;tiﬁill not need to be shut in by
any pipeline compény.:

This mode of calculation is the means by

which the Commission goes through in calculating allowables

for pools in their normal procéss, and this was not doctored.

by any data of previous production versus previous nomina-
tions.V“This is just trying to put fact .against fact, be-
cause we had Cctobér's production ahd'the Octobef wells to
work with. |

Q- Mf. Kendrick, vdo you have, or could you
get the Commission an indication of the relative impact of

El Paso's proposal versus the Hartman proposal in this case,
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in some sort of graphic manner?

A I will try to do that, and I do not have
that as an exhibit, - but l'll try to draw one on the board,
if I'm permitted to do so.‘

I've got to have a starting point. Sup-
pose we start with a scale the same as we did with Exhibit
Eighteén. We'll call this daily producing ability or well
producing ability, well potential, well deliverability,
whatever you want to name it, I don't care; call this factor
allowable.

'Starting with a zéro and a zero, and the
calculation as I understand has been submitted by Hartman,
says we have gl—;'ﬁéy I.ask Dan to_help me -- maximum pro-
ducing -- maximﬁm‘permitted rate?

MR. CARR: Fair share.
MR. NUTTER: No, fair share.

A . Maximum fair share, that is a calculated
fact. |

MR. CARR: With acreage factor.

A With acreage factor, 1let's say it's an
acreage factor of 1, and we'll draw maximum fair share. We
said that at any point beyond where this starts, whatever
the deliverability of the well might be, its allowable will
be cut off here. ! |

Now, let me draw a line theﬁ at a 45 de-
gree angle. It just happened I nearly hit that, boy; I

don't care whether I did or didn't, but now I must maneuver
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every 'well that falls in this category from here back to
zero, from the intercept to where that point is. But wait a
minute, now I'll go look at October, 1982 again. 1I'm going
to take fhe total production fof Octoﬁer, 1982, and compare
that to the average of 1982, that Mr. Nutter has prepared.
Using that comparison I. came up with a figﬁre that =- I've
got to do it by figures -- of approximately 38 percent,
October production was 38 percent of the average for the
year.
AAccording"to that plan that's presented
, ) |
by Mr. Nutter, we would cdntrol the production from all

other wells by that 38 percent amount. Okay, now I have to

reduce this from a l1-to-1 ratio to 38 percent, so that every'

well is-reduced in this area by én allowable of that amount.

So when you’start looking at this from

this zZero point bn up, see, I've got deliverability alloca-
tion wuntil I reach this point; then I've got a maximum and
that's the way I understand it;
Q | And can you compare El Paso's proposal to
that? Would it. be the ~--
A El Paso's proposal, and not bending the

proration rules of the pool, says that we'll continue with

acreage allocation, and El Paso's line went along this line

until we reached a point of cutoff, and -- I've got to find
Dan's figures.

Q ' Is it Exhibit Twenty-one?

A The figure that I have calculated for
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October; 1982, for this line is a figure of 4675 Mcf per
month.

On mine for étraight acreage allocation I
came up with 1355. So the difference in allowable, while
our - plan is made up by the amount of gas in this area from
these smaller producing wells and to the larger proéducing
wells in the Hartman plan, +this cutoff is 43 Mcf per day on
our plan and I do not have that ‘figure calculated there.

Q leould you .summarize, Mr. Kendrick, why
you feel El Paso's approach,,thén,.to be a more correct one?

A '  I feel if we have field rules, or pool
rules, 1in ahy‘pool, whatever those rules are, we should
prorate'by’those rules, if the rhles afe.made for proration,
and we feel that these are.

| We feel that the Commission has a frespon-

sibility to set allowables according to the nominations that
are submitted by thé pipelines. We feel that the pipelines
should have an opportunity to produce the gas as it's needed
to meet their market demand, and we do not feel that 1it's
the pipeline's responsibility to calculate the allowable for
each individual well on their linel. We don't think 1it's
our police action to look after every producer on the line.
We don't think it's necessarily their job of policing every
well on the line.

So we really feel that the Commission has
its job to do of calculating allowables, assigning them, and

doing it, and we say that we can do that with a minor
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adaptaton of gas well classification, or reclassification,

.if you please, to change marginal wells to nonmarginal

wells, and then you have wells that you can work with is as-
signing the allowablé. |

If we play with numbers and say we have
95 percent or 98 percent of ﬁhe wells classified marginal
now, my reaction to that is okay, how did they get there?
They got there because the ma;ket was strong. We were ap-
proaching a limit of whefher We.wquid‘be able to take all
the gas that was a?ailable in.évery pool.

ﬁut\ all of a sdéden we didn't reach that
limit and now we're faking possibly.60 percent of the gas or
70 peréent or’50“peicent of thefgas from the_pools, and to
cause those same wells.to be properly reclassified, the
automation that's built into the rules that apply under
Order 1670 on how to classify wells will not work and it
will not work solely because we shut off marginal
produdtion;

Had El1 Paso and othef pipeline companies
been able in a month of low production to shut off only non-
marginal wells ahd reduce theif'takes from the pool to what
actually .beéame market demand, and would have been able to
do that from April) 1982, through March of 1983, the wells
would have automatically reclassified themselves to nonmar-
ginal and we would not be here today.

But because the pipeline companiesi did

not have time, they had to cut their loads more drastically,
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then 'we did shut off marginal wells. Whether we shut them
off in a proper sequence I think is not the issue. El Paso
very certéinly could have erred in that. I make no excuses
for it today. But it's something that has ‘happened. But
wells need to be reclassified to nonmarginal and the system
works.

0] And it is your opinion,4 then, Mr.
Kendrick, that this is thé’ﬁanner‘ in ‘which correlative

rights may best be :protectediand waste might best be

prevented?
A . Yes, sir.

Q . Is there anything further that you have
to add at this time?
A ‘ ”No,'sir, I believe not.
MR. NANCE: That concludes E%
Paso's rebuttal testimony, Mr. Chairmah, and the witness is
tendered for cross'examination. "

MR, RAMEY: Thank you, Mr.

Nance. Any questions of the witness? Mr. Carr.

CROSS EXAMINATION
BY MR. CARR:
Q "Mr. Kendrick, if I understand your
Exhibit Number Eighteen, this showélhow El Paso's proposal
would work, is that correct?
A Yes, sir.

Q And on the first page of Exhibit Eighteen

S
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only wellg with a'capacity or that are able to produce less
than 1355 Mcf per month would be able to be what you call
marginal wells, able to produce all they could produce into
the pipeline.’

A Yes, sir. ‘

Q | And everything that would fall above 1355
Mcf per month would bé‘cﬁt back to that level, that would be
their allowable. Is that what this shows?

A o Yes, sir.

o) So if I had a well that produced 1356 per
month, I would be cﬁt back 1'Mcf.per month.

A:{« - Yés,Aéir,' : ‘

Q . And. if I had a well that produced 2-
million a-month, I would still be cut back to 1355.

A . Yes, sir. |

Q | .‘ And we would all be treated the same
above 1355.

A Yes, sir.

Q .And we would not be -- curtailment would
not be proportional but we would‘be treated as if we were
equal. | |

A They would be -- the curtailment would be
according to the rules that exist in the pool today.

Q And under those rules and under your pro-
posal it would meén that all wells above 1355 would be per-
mitted to produce only that and no.more.

A Yes, sir. Excuse me, just a little bit
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of elaboration.
1355 is the allowable for that month. Of
course the wells could be overproduced or underproduced but

that is the allowable.

Q That is what their allowable would be.

A Yes, sir.

Q Now, if we g6 to the second page, this is
similar. ;

A , | Yes, sir.

0 “:And,qll the~&ells that would fall below,
and I didn't get that figure; 6500 plus or minus -- 6724,

all fhat produced be1ow 6724‘Méf per month would be able to
produce into the piﬁeline all they could produce.

- A Yes, sir.

0 And we treat everyone above that as if -~
I mean that woﬁld be the allowable for all wells that had a
capacity of in excess of 6724. 1Is there any reasoﬁ that you

cut this off at 9000 Mcf per month and 300 per day?

A No, sir, it was only due to the size of
the paper.

Q And if there are wells in the Jalmat that
produced 2-million a day -- I mean, .yes, 2-million a month

-- is it a day?

A 2-million a month would be back on --
Q Okay, I'm éorry, 2-million a day.
A Anything larger than the 9000 Mcf per

month would be on that same line.
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Q | But to make this graph truly give an ac-
curéte picture of what goes on in-that pool, you would have
to extend this line that sets the allowable out to the right
some distance so it would pick up even those wells that pro-
duced 2-million a day, is that correct?

A Yes, sir.

Q So, what in effect you'r doing with this
allowable, is you're bringing all wells above those that are

classified marginal to the same level.

A That's what the rules provide for.
Q And you're treating them the same.
A ' Yes, sir. Each of these are considered

with an acre factér of 1.

0 And you anticipate a fluctuation of over
almost 80 percent between October and December, is that the
kind of'fluctuation.you actually think you would anticipate?

A I used this to show the extremes that did
happen in 1982, ana those extremes on a per month basis may
be even more exaggerated on a per daily basis -~ per day
basis.

Q Mr. Kendrick, the reduction that would be
bringing all the wells, say, in October down to 1355, in
your opinion is that a ratable reduction?

A It's in accordance with the rules of the
pool.

Q Well, but is that ratable?

A Do you want me to give you Kendrick defi-




10
11
12
13
14
15
16
17
18
19
20
21
2
23
24

25

111
nition of ratable?
0 'lNo,. whét~‘I'd just like to -- maybe I
could just ask the question this way. Is that a
proportional deduction?
A I don't know that it wduld be a propor-

tional 1if you're saying everything is reduced by the same
percentage. I would say, no, it is not a percentage
deduction.

Q Now, the proposal that you'set out on
Exhibit Eighteen is for southeastern New Mexico.

A Yés, sir. |

Q ' And under your proposal we're looking at
straight acreage allowables.

A Yes, sir.:

Q We have no deliverability that figures
into this whatsoeverQ |

A ~ That is correct.

Q And unlike the northwest, thé better
wells are not entitled to produce more than a poorer if
they're above this cutoff between marginal and nonmarginal.

A That is correct.

Q And would vyou accept that some wells
would be cut Vback by as much as 90 percent under this
proposal in a month like October?

A I would not be surprised.

Q And others, of course, would not be cut

back at all.
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Q | . And' as thié proposal works, would you
consider thét qffording.equitabie market access to the pro-
ducers of all the wells in each pool?

A | I'm not sure that I can answer that ques-
tion in the sense of a pipeline company trying to produce
gas from prorated wélls in accordance with the rules of the
pocl, which ‘We were trying to do, and as we assume other
pipeline companies were trying to do.

But that's what we were trying to match
is our takes accordihg to allowables.
| 0 ' And you could not comment on>whether or
not ‘it' ié fair and reasonable to operators in the pool to
curtail one 90 percent and others not at all?

A If the State of New Mexico permits IQO
percent acreage. allocation and accepts that as a just and
equitable means of pr&rating-gas pools and prorating oil
pools, then I'd say, yes, it is just and equitable énd fair.

Q . | And a guy who is producing well: that
makes 1000 a day has certain correlative rights which should

be protected, is that not true?

A He's producing how much?

Q 1000 Mct a‘month.' |

A _'  All right, yes,‘sir.

Q vAnd you have an operator who's producing

2-miilion a day, he also has correlative rights, does he

not?
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A | Yes, sir;

0 But if he isn't able to sell what he has
under his tract and can produce, is it your testimony that
his correlative rights.are protected?

A Again, the proration formula as adapted
to the pools in souﬁheast New Mexico was based, supposedly,
upon correlative rights, and under that basis that that for-
mula was established.

Q And your testimony is in terms of corre-
lative rights is conditioned upon the effectiveness of the
individual pool rules.

A Yes, because there are pools prorated on
100 percent acreage in some areas and some pools prorated on
100 perceht deliverability.

Q Now in this proposal you -- well, let's
-- if we look at page one in Exhibit Number Eighteen, you
would let all wells that produce less than 1355 a month pro-
duce all they can produce inﬁo the pipeline.. That's
correct, is it not?

| A With a 1little bit of overriding data.

I'm not saying that because Oétober, 1982 was the 1lowest

month we produced in 'éz that 43 shoﬁld be the lowest point

that we have tol consider as. a breaking point between
marginal and nonmarginal wells.

I would say we have to- have a figure

below 43 and thén that would be 33, anything above 33 would

be considered nonmarginal wells;. anything below 33,
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marginal.

0 The purpose for having that cutoff is to
protect the operatofs of the poorer wells, is that not true?

‘A ' It is to -- under the application of the
rules ’of pools in calculating allowables for wells, it says
that 1if these wells are 1incapable of producing their
allowable, thén what they produce becomes their allowable,

Q And as you understand those rules, the
reason you don't shut them in, 1is it not to protect the in-
terest owners in poorer wells?

A o We see that it is not our plight in 1life

to take a well that's considered a marginal well that could

'neither accrue underage or overage and cause that well to be

shut in when other wells as nonmarginal classification do
accrue underage and overage_aﬁd if they become underproduced
have the'Oppoffunity to make up‘that underproduction where a
marginal well does not have that opportunity.

Q | But is it your testimony that in.not cur-
tailing marginal production you do not -- are not concerned

about attempting to keep the poorer wells on line?

A i Do that once more, please?

Q Is it your testimony thét in not shutting
in marginal @élls it is -- have to get all my negatives out
of this questidﬁ -- is it your testimony that El Paso's

policy not to shut in marginal wells doesn't take into con-
sideration the fact that certain of them might be pushed

beyond their'eéonomic 1ihits?
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A We cannot consider economic limits for
evefyone's well. That's where the proration formulas as ap-
plied depict allowables that can be produced from various
wélls, and economics for one operator are definitely differ-
ent fo another operator, and we cénnot look at them. We
take the figures as prescribed in gas proration schedules

and try to produce those allowables.

Q Why did you pick 33 Mcf?

A QOkay.

0 That's the thrust of my -- I'm trying to
find out. Is it entirely arbitrary or is there some reason
for that?

A 1'd say it is semi-arbitrary, - but on the

first page of this Exhibit Eighteen I have indicted that the
lowest month of production in 1982 said the breaking point
could be at 43 for the month. During that month we may have
had fluctuation, both up and down, in the daily takes of gas
from fhat pool.

- And in doing so, if the rate goes up we
can turn on more wells, and if‘the rate goes down, we have
to turn off wells.

If we turn off down to 43 we may not have
enough gas turned off, so turn off down to 40, to 37, and we
picked a figure of 33 which represents a million a month as
a semi-arbitrary figure.

Q ., Doesn't that tend to protect poorer wells

in the pool?
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A The wells that have an allowable assigned
as 'what they produce, and we're given the opportunity to
produce them as much as. they will produce.
Q Mr. Kendrick, didn't last year you cut

back on occasion to 25 Mcf per month?

A Yes, sir, we did.

Q What would you do in that situation?

A Since the time of last year =-- we cut
back in steps last year. In fact, we started cutting off
only nonmarginal wells. Then it became evident we had to

shut off more than nonmarginal wells so we picked a figure
of 100 Mcf a day and said we will cut off any well that pro-
duces greater than 100 Mcf per day. And then we got to the
point whefe that's not enough, we've got to cut off more,
and we went to a figure of 25. That's a magic number picked
out of the air or off of a Burlington Northern boxcar as it
went by, but 25 was just a figure to start. We figured we
could leave the rest of them on that produced léss than
that.

Q As I understood your comparison on the
board of El Paso's proposal as opposed to Mr. Hartman's, you

stated that with Mr. Hartman's proposal you would have to

.maneuver more wells than you would with your proposal. Is

that a correct statement?
A I don't understand what I said as
maneuver.

Q Maybe you could tell us what --
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A Let me back into this way and say  if
we're talking about the difference of having now 95 or 98
percent of ‘the wells as marginal and the remaining few to
100 percent as nonmarginal, and the question comes up, what
are we going to change, the fewer number of wells or
the greater number of wells, I have no problem in changing
the classification of the greater number of wells because
one stroke of the pen, I have made a marginal well to a non-
marginal well, and the computer, if I think I understand the
system that's in operation by'thé Division Office here in
Santa Fe, has a program already in operation that would take
those wells by that classification and calculate them allow-
ables for every well in the po§1 on the basis of the formula
that now exists for that pool.

Q Now would there be such a program in ef-
fect if Mr. Hartman's proposal was granted?

A A little intelligence is dangerous, but
from what I know about computers and program 'writing,
nothing exists in Santa Fe, according to my idea, that would
handleAMr. Hartman's proposal at this time. . Computer pro-
grams would have to be written and a different procedure of
calculation havevto be made to handle the proposal by Mr.
Hartman.

0 | So is.it fair to say that it would be
more convenient to take your propgsal than that of Mr. Hart-
man's?

A . ‘Absolutely.
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Q - Now, when you talk about having to reduce
production in a month by 38 percent, for an éxample, isn't
that really partially because the nominatioﬁs are down?

A . No, sir.

0 Is it not. So if you cut your
nominations back that is not going to reduce the allowable.

A Mr. Carr, it may reduce the calculated
allowable that is printed in the gas proration schedule but
the pipeline company is going to produce wells to meet its
current market demand day by day, if at all possible.

0 So maybe this is where we've misunder-
stood each other before. When a reduced nomination can re-
duce an allowable but it doesn't reduce what the pipeline
will take because they'll be taking their demand and there
are other things that will work that out.

A Yes, sir.

Hopefully, this was one 'of the
stipulations that El Paso tried to make early in the game,
that wﬁatever we do in this, we are in no way trying to re-
duce takes ffom any pool in the State of New Mexico; that
whatever happens on this, we'll still be taking exactly the
amount of gas we can sell at the other end.

0 The takes will be the same, but as your
market falls off, your nominations will come down.

A " Yes, sir.

Q | And the -allowables will ‘therefor be

lower.
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A Or if we nominated.the same every month
and takes got lower, then the adjustments to nominations
would lower'the allowable.

Q Now I've asked you this before, but your
proposal is based on what -- you are asking that your pro-
posal be adopted and that in effect the Cbmmission stand be-
hind the pool rules on an individual pool basis.

A Yes, sir.

0 Now, if wé stood behind these pool fules,
wouldn't there automatically be a reclassification of wells
back to nbnmarginal?

A Yes, sir.

0 Isn't it true that your problem is that

you're Jjust wunwilling or unable to wait till theése rules

work?
A No, sir.
0 _ .What 1is your reason?
A . The reason is, as I said a few minutes

ago, by wvirtue of the fact that El Paso shut in marginal

wells during 1982, from April 1lst, 1982 till March 3lst,

1983, we caused the system to fail to work to reclassify

wells from marginal to nonmarginal that should in effect
truly be ndnmarginal wells.

o] | But if you did wait the system would work
to correct this problem,>would it not?

A * No, sir.

Q . It woudn't ever?
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A If a reduction in takes due to our market
demand are as drastic as happened in '82, so that we have to
shut off a marginal well, when we shut it off it shows then,
when you're making your annual comparison, or quarterly com-
parison, that that well did not produce greater than 1its
calculated allowable, so it stays marginal.

The reason it stays marginal is Dbecause
we shut it in and we say we should not be shutting in that
marginal well, any marginal well.

Q Now, I think you have stated that EIl
Paso's proposal would result in a minimum reciassification
of wells. 1Is that what you mean?

A | ~The minimum amount of work could be
applied and reclaésifying 99 percent of the wells and the
system would be on a go and would be ready to run and ready
to conduct our business the remainder ofbthe year.

0 So .you weren't talking in terms of
reclassification of a minimum number of wells, but a minimum
amount of work involved in getting there.

. A Yes, sir, I think you're correct in that.

Q Your testimony is that El Paso's proposal
is more convenieﬁt than Mr. Hartman's in that reéard.

A AYes, sir.

Q A And 1is it more convenient to El1 Paso
Natural Gas?

A 4 I would.séy very definitely our proposal

is more convenient to El1 Paso Natural Gas than Mr. Hartman's
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proposal because we have a system in our company that we
check the allowables calculated by the Commission. We com-
pare the status of wells that have statuses because they're
nonmarginal, and we can calculate the allowables side by
side with them.

?or us to change to Mr. Hartman's system
and using in-house programming, I would hate to think how
many months it would take for us to get a computer system
running that would do that.

o Did you consider the inconvenience to
someone 1like Mr. Hartman of having his wells cut back 90
percent?

A ' There are pains in all of them. No one
said it would be easy on anyone, but it is a problem that
exists across the industry and we're all suffering because
of it. |

Q I understand it would be painful to get,
perhaps Mr. Hartman's proposal, in your opinion, off and
running, and it would take, as I understand your testimony,
perhaps many months to do that, is that correct?

A Partly. The'programming people in the El
Paso organization to establish a prbgram for us to work with
would take, énd I'll daré say, months, because they'figure
things on a daily basis and theh when we add up these days,
they are very long days. ..

Q Well, how 'have you been able to do it

during this periods'of-demand when you were called upon to

¢
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curtail the marginal wells? Has that taken months?

A No, sir, we have a system whereby We can
curtail right now under any basis provided by any rule of
the Commission. Ndw, I say any, any that we have heard of
or thought of that would be in use by the Commission.

Q And that would include the deliverability
based approach?

A We can control it by deliverability for
wells in the San Juan Basin, where deliverability has. been
part of it. |

We can control production of wells being
on the 1line the same number of days or being shut in the
same number of days.

‘We can control wells by the volume they
produce where that they're producing at equal volume.

S0 we can set our program to operate on
either one of those bases, yes, sir.

Q "And isn't ih‘fact what Mr. Hartman 1is
seeking merely curtailment on a daily basis?

A I believe there's more to it than that.

MR. CARR: No further
questions.
‘MR. RAMEY: Any other questions

of Mr. Kendrick? Mr. Kellahin.

CROSS ' EXAMINATION

BY MR. KELLAHIN:
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0 Mr. Kendrick, I think I've lost track
about your drawing on the board here. Refresh my memory as
to what is the -- well, first of all, this is your under-

standing of Mr. Hartman's proposal, is that not true?

A ' Yes, sir, part of it is.

0 Yes, sir. .I'm concerned about the shaded
area, the hatched line area in the drawing. What does that
signify to you?

A Well, first of all, let's take this line
off. Remember thls line is a 45 degree 1line so that
anywhere up ﬁo thisjline fromAthe'producing ability to here,
across, the allowable would be equal to the producing
ability.

The first thing that we can do under Mr.
Hartman's proposal is calculate a maximum fair share, and
that is this line. It would extend to the highest producing
well in the basin.

Then, since for other wells, as Mr.
Nutter presented testimony last month, he said that would be
a marginal category, not making this amount, they would be
reduced proportionately, just comparing that well, that
well's allowablevwould be reduced iﬁ the percent that its
1982 average production compared‘té'the nominations of '82.
I think that's what =- if thét.well'é producing ability were
only 38 percent, -then you‘ve'gét a line of 38 percent that
you would havé to fedqce this amount, and that is kind of

how -- from wells that could be producing gas that's
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0 The shaded area then is the shut in time
for each well for each -- |

A It would be shut in time because their
allowable 1is now reduced to this level, to this line, the
lower line.

MR.  NUTTER: It's shut in
volume, not time.

A Well, time equals volume if you're
producing gas, and we're working here with volumes, and you
work with shut in time, then you are cutting off gas, so gas
and time is volume.

- This amount of gas would be displaced
here and actually picked up withvthe other --

0 My point is, the shaded area doesn't have
anything to do with the straight acreage allocation.

A No, sir, it doesn't. 1It's a difference
between straight acreage and what might -- I would consider
that as deliverability.

Q Thank vyou. Mr. Kehdrick, I was
interested 1in what your definition is of prorationing and
ratable take. ,You about{ offe;ed us one awhile ago and
didn't. | |

If I atﬁend thé Kendrick school of gas
prorationing and " ratable také in New Mexico, and as a
college freshﬁan I know nothinévabout most .everything, and

you are a.guest lecturer that_day and you're going to tell
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us about conservatién practices in New Mexico, and you've
told me that there are two basic concepts under gas prora-
tioning 1is implemented for given pools in New Mexico, one
concept 1is under straight acreage factor, and the other is
based upon some deliverability factor. Would you first of
all tell me, ip a’pool'that is prorated under a straight 100
percent acreage factor, how will.the well -- the pool be
produced so that each of the proration units within that
pool are going to‘bé produced in a fair, equitable manner to
all the operatéfs ofxthe wells? |

A. ,' @For ruies to be,estaBIisﬁed for a pool to
have 100 percent acreage allocation within that pool, the
operators and:thé.Commission would -- the operators would
agree and convince the Commission that this is a means of
contrélling the production from the many wells in the pool
to the many wells collecting gas from the pool on a basis
that the amount of gas owned by each operator under each
tract he drills is proportional to the acreage that is de-
dicated to that well. That is a premise that has to be in
there for the operator to agree to begin with.

And after they do that, then they say,
well, we will find out in New Mexico what the market demand
for gas is, and the pipeline companies would submit their
nominations of market demand, and that total market demand,
then, would be divided up to the wells according to the ac-

reage that each well had, and as we start out, we say every
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well 1is permitted to produce 1 Mcf. Now does that give
enough gas to make the market demand. And no, we'll give

everyAwell 2 Mcf, and you continue it that way until you get
an alloWable high enough that that will meet the market de-
mand. |
" Now in going that.high you will find some

wells that féil »gé produce the nexf high Mcf and that's
drops off as marginal for that honth, anyway.

| uUntil you reach a level that says, well,
with what. few wells have fallen out as marginal now, all the
rest ofathe'wellé ééh prédﬁcé a commoh figure of 396 or 891,
whatever that commdnafigure is for that month, and make the
allowable that the pipeline company has told us is their de-
mand for this month.

If the demand goes down next month, due
to reduced nominations, the figure*from 891 might be reduced
down to 700. Some Qf the wells that might have been between
700 and 891 as classified as'marginal, would be nonmarginal
in this category because they produce greater than 700, and
this did, every well would be limited at the top at 700 Mcf
for that month.

That would be straight acreage.

0 ‘ What if I am told that there is a scheme
of gas prorationing that can be based upon something other
than straigﬁt acreage; perhaps deliverability.

.If you had a pool that you wanted to pro-

rate based upon deliverability, what do you do then?
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A The same thing exists that the operators
with wells 1in those pools through their decisions and
through their -- through the decision of the group of opera-
tors they say that the reserves that each of us have under
the tracts that we operate isApfbportional to the delivera-
bility of the Well,‘ and if the resérves are proportional to
the deliverability, then we shéuid take from each well ac-
cording to its;deliverability.

Q Dd we have any pools in southeastern New
Mexico that are pforated baéed upoh déliverability?

A ~~  Not tb my knowledge.

Q | ‘How are éll those pools in southeastern
New Mexico prorated? " '

A The majority of pools are prorated on 100
percent acréage basis. - There are a few pools, énd they're
not in the discussion of this hearing, that were assigned an
allowable not to exceed a certain figure because they were
retrograde reservoirs énd they think that would be a top
figure for any of the wells to produce.

Q ' Forvexample; I think the Burton Flats
Wolfcamp 1is a fixed allowable retrograde condensate reser-
voir, and that's not the subject of the hearing.

A I believe you're right, but I can neither
confirm nor deny it.

Q - What El1 Paso is proposing to do with the
application does not alter the prorationing concept that the

pools in southeastern New Mexico that are the subject of




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

128

this hearing are prorated on a straight acreage factor?

A We in no way at this heafing intend to
change that mode of célculating allowables, no, sir.

Q -~ All right, sir. Givé me your definition,
Mr. Kendrick,‘bf what ratable take is.

A To me for ratable take to be used in any
discussion thaf must definea to the type of proration for-
mula that you are working with.

| o) . ~'W0u1d I have a different’concept involved
if I'ﬁ talking about ratable téke from a prorated gas pool
that 1is proratea oﬁ acreage as opposed to ratable take from
a prorated gas pool that's prorated oﬁ deliverability?

A ‘I would have a different concept, vyes,
sir.

Q All right, sir, fell me what the differ-
ent concepts are.

A The concept on 100 percent acreage allo-
cation means that every well gets to produce the same volume
of gas, provided they are all nonmarginal wells.

For wells on deliverability allocation,
every well gets. to produce the same percentage of its allo-
cation, percentage of its deliverability.

MR. KELLAHIN: I have no
further questions of Mr. Kendrick.
| MR. RAMEY: Any other questions

of Mr. Kendrick?




10
1
12
13
14
15
16
17
18
19
20
21
2
23
24

25

129

QUESTIONS BY MR. STAMETS:

Q Mr. Kendrick, I presume you recall that
the Commission mgde a short excursion with a deliverability
formula in the Jalmat Pool in thellate fifties?

A " I think I fecall that, yes, sir.

0 : And you'd probably also recall that that
didn't last very long.

‘ A . | '3 I | know. that it -is:'now not on
deliverability allocation, yes, sir.

Q So the formula for the allocation for the
individual wells that you are talking about here today is
basically the same formula that has been in effect since

1954, is that correct?

A Yes, sir.
) And under this formula haven't there al-
ways been wells with widely varying potentials being

prorated by straight acreage?

A Yes, sir.

Q So that's not any different.

A : No, sir.

0 So you're simply saying let's go ahead

with what we've got, you just need minor corrections.
A Yes, sir. »
MR. STAMETS: That's all.
MR. RAMEY: Any other questions

of Mr. Kendrick? He may be excused.
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Do you have anything further,

MR. NANCE: Nothing further,
Mr. Chairman;'thahk you.

'MR. JRAMEY: Do you have
anything further, Mr. Carr?

MR. CARR: Nothing further, Mr.
Ramey.  I do have.a closing statement.

| | MR. RAMEY:V Okaf, I think we'll
accept statements at this time. ‘ I'll ask Mr. Carr and Mr.
Nance to go last.

If there 1is anyone 1in the
audience who's ready to make a statement at this time, why
he may do so.

MR. ADAMS: Mr. Ramey, I'm Mark
Adams. I represent Southern Union Exploration Company.

I think there are several points that
need to be made heref

First of all, as Mr. Stamets has
indicated, the'New Mexico Supreme Court in the Jalmat deci-
sion in 1962.imposed rather severe limitations on the Com-
mission's power to change a prorationing system.v
The only way, as I read that case, the

Commission can change a system is on the basis of findings

"that the total ‘amount of gas reserves in a pool and the

total amount of gas reserves under each producer's tract in

the pool.
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I think there's been no evidence at this
hearing directed toward those two critical questions}

The second point is that, as I read the
New Mexico statutes; agéin'ope that Mr.‘Stamets referred to
this morniﬁg, they»impose uponAthe Commission a duty to pro-
rate effectively. |

i éhink that the proceedings in this case
aﬁd iﬁ"the nor£hwest New Mékico proratioﬂ case earlier in
the spring indicate that proratipning, beéause of changes in
the .market demaﬁd,l is not working verylwell in New Mexico
right now; and probably, as a result ﬁhere is not effective
prorationing.

The third point is that I think these two
proceedings have-indicated that is a very difficult way to
try to develop .a ’comprehensive, workable prorationing
system. This 1is probably one case where the adversary
system doesn't lend itself to the development of something
that's going to work very well.

| What we would propose in an effort to get
around this stumbling block and meet the limitations imposed
by statute and by the Jalmat decision, 1is a joint coopera-
tive effort,by'industry and by thevCommission, perhaps simi-
lar to that ﬁsed by the New Mexico 0il and Gas Engineering
Committee, to arrive at a prorationing system that every-
body is more or leés happy with and that will meet the legal
requirements in that it will work.

I think the Engineering Committee pro-
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vides some guidance in how this type of structure might be
set up. I think that uﬁderithe existiné statutory framework
the structure coﬁld work with the.Commission reviewing, a-
dopting, ana then if finding it satisfactory, ratifying a
proposal adopted by the industry-Commission group, and 1
would urge that the Commission and the other representatives
of _pigelineé and producers here ﬁo&éy givé serious thought

to such a group and perhaps how such discussion might be im-

plemented.

MR. RAMEY: Thank you, Mr.
Adams.

Any other statements? Mr.
Mote.

MR. MOTE: Mr. Chairman and

Commissioner.

I'm Clyde Mote from Amoco Pro-
duction Company.

We believe that the existing
proration rules with minor modifications should be adequate
to handle the gas over-supply problem which exists in south-
east New Mexico.

Failures in the system. appear to have a-
risen from two facts. Number one, the overly optimistic
nominations by the pipeline companies; two, a breakdown in
the proration system where there are rapid swings in gas
demand such as we had in 1982.

Specifically, there's too 1long a lag
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period for a marginal well to bev reclassified as
nonmarginal.

We support the El1 Paso Natural Gas appli-
cation for reclassification of all wells as nonmarginal to
restart the prortion system in southeast New Mexico; how-
ever, in conjunééioh with the implementation of El1 Paso's
applicatién,. pipeline companies;muét in some manner be held
accountable for their future gas nominations in these
fields. .

In additioﬁ, we ~ feel that Rule 18 of
Order No. R=-1670 should be revised to allow a marginal well
to be reclassified as nonmarginal at the end of every three
month classification period instead of the current twelve
month proration period.

| Also, we can sympathize with alleged in-
stances of potential damages to drainage brought forward by
Mr. Hartman's representative.

Neither E1 Paso's nor Hartman's notice of
hearing gave notice of any potential changes to the indivi-
dual pool rules and the allocation formula. The Hartman
proposal does in fact constitute a collateral attack on Or-
der R-1670.

Those fields in which an operator feels
the allocation formula is not adequately protecting corre-
lative rights should be addressed after legal notice at a
hearing which will allow each affected party in that field

to thoroughly analyze the ratable taking.
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There are over 1000 wells, 1 believe the
testimony said‘éome 12,000 wells -- 1200 wells, in the 15
fields in&dived ihltoday's hearing. We cannot remotely pre-
tend to‘héve adequately considered all the detailed reser-
voir data neéeséary to change the field rules in all
prorated fields' and allocation formulas in southeast New
Mexico; | |
We concede there may be fields in which
deliverability might have some relationship to the gas re-
serve distribution, but it is just as possible that more de-
tailed studies of those and other fields would indicate ac-
reage factors, or some combination of the two, might be more
appropriate. | |
| Now, Hartman, Mr. Hartman had the burden
of proof 1in here to prove that his proposal would avoid
waste and protect correlative rights. We would submit that
the evidence clea:ly shows thatlwaste would happen by virtue
of it. Mr. Nufter admitted aé much on the stand, that waste
would occur in the shutting in of the low producing marginal
wells. He also admitted, I think, very clearly that it
would fail to protect the correlative rights. In fact, it
appears that the only correlative rights which would be
protected would be Mr. Hartman's wells.
| Under cross examination by Mr. Ramey, Mr.
Kendrick stated that in spite of pool rules which specified
100 percent acreage allocation formulas, El1 Paso was forced

to take from prorted wells on a deliverability basis.
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Mr. Kendrick also stated that in his
opinion granting of El Paso's application would more nearly
prorate these pools according-to the exiéting pool rules.
.rThe only logical ruling on these applica-
tions would be for the'Commission to rule ip favor of the El1
Paso application, 'allow opefatérs to pursue changes to the

allocation formulas on a field by field basis at a later

“hearing.

MR. RAMEY: Thank you, Mr.
Mote.

MR. PICKENS: Bob Pickens, with
Marathon 0il Company,- and most of my statement was taken
care of by the dismissal of the Indian Basin-Upper Penn this
morning.

But I would like to say that it is Mara-
thon's opinion that the recommendations by El Paso and Hart-
man in this hearing are oniy two of the methods dealing with
gas prorationing problems caused largely by unusually low
demands for gas.

| We believe that the existing special
rules for prorating gas contain the mechanism with which the
Commission can affect these changes.

It is our suggestion that as a long range
solution to the problems resulting from future low gas de-
mand, prevent interim orders, such as the one proposed by El
Paso here, ©possibly may consider it as a permanent solution

to this problem, that the Comission attempt to speed up its
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procedure . for reclassification of marginai wells so that
marginal wélis caﬁ be more promptl?'reclaséified as nonmar-
ginal when the demands for gas is low.

| We wou1d suprrt the position of Amoco
that perhaps a three month period, or even shorter, if pos-
sible,AWOuld cértainly'help'sdlée thié problem.

Also, until a more rapid system of
reclassification of marginal wells is operational, in the
event the application of E1 Paso, or perhaps of Hartman, is
approved on an intérim basis in this instance, Marathon re-
commends that a proviso be made to such an order that would
in effect say that any producer, I think this exists under

the 1local field rules, with a well in a prorated pool sub-

ject to this order, shall be afforded an opportuniﬁy after

notice of hearing, to show that such pool or such well, as
the case may be, should be excluded from the operation of
this order'and that another basis for the allocation of.gas
production or for the protection of correlative ' rights
should be made applicable to said pool or well.

We request something like that, a pro-
tective order,A~then people would feel free to come in and
show specific instances where any rule that was 'adopted
could be changed. Thank you. [

"~ MR. RAMEY: Thank you. Mr.
Lyon?
MR. LYON: Members of the Com-

mission, I'm Victor T. Lyon with Conoco in Houston.
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Conoco 1is a sﬁbétantial producer in four
of the prorated gas pools under consideration today. We
have studied those“four fields in felation to the two propo-
sals being offered .at £hi$' héaring, as well as a
qontinu;tion of the status quo. '

| Our conclusions for those four pools,
Blinebry, Eumont, 'Jalmat, and Tubb, .may or may not be
applicable to the other eleven pools.

Conoco participated in the continuing
development of rules for gas prortion embodies in Order No.
R-1670. During the past several years increasing gas demand
and declining deliverability has caused a very high
percentage of the wells to be unable to produce their allo-
cated share of the gas demand for the pool and thus be re-
classified to marginal status.

This situation has progressedltd the ex-
tent that there may have begun to be qﬁestions whether con-
tinued proration was needed.

We believe 1t is fortuitous that the
system continued to work during this period, because it is
now obvious that the system is needed. We would point out
that .during the past few years of high markets the .process
has gradually approached the situation where acreage allo-
cation has necessarily given way to deliverability alloca-
tion, which is the inevitable result of all-out production
conditions.

In a curtailment situation the reclassi-
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fication should move in the other direction where curtail-

ment operates on an acreage basis and the number of wells

.classified as nonmarginal should increase to accommodate the

curtailment situation.

| | our conclusion is that £here are manyl
wells 1in each of the four pools which in this curtailment
period should be reclassified as nonmarginal so that
curtailment cén be accomplished under the established pro-
ration formula or 100 percent acreage.

In. evaluating the two proposals before
the Commission, E1l Paso's proposal, as modified to exempt a
certain level of low capacity wells, will accomplish the ob-
jective described above, and would preserve the existing
system and implement it as it was designed to operate.

On the other hand, the Hartman proposal
completely abdicates Order Nd. "R1670 andvreverts the entire
system to a deliverability allocation. This can be
construed as nothing less than a collateral attack on Order
R-1670 and as such, should not be countananced under this
case as aavertised._

1f it is desirable to change the
proration formula, an application to do so should be filed
and argued on that basis. The attempt to accomplish this
under a disguised proposal of fair share allocation should
not be given any consideration.

Purthermore, Hartman's proposal to cur-~

tail all wells, even those very small wells which are barely
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economié, flies in the fadé.'of universal conservation
ethics,. which. promote protection of such wells so' as to
maximize recovery of natural gas, which is 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 clients which have been identified in the
record whom I represent, I would adopt Mr. Mote's closing
statement. With regard to his observations and comments, we
stand in opposition to Mr. Hartman's proposal. I think it
undercuts - the very fundamental conservation concepts that
have been implemented by the Division over‘a course of many
years.

We support the proposal submitted, as
modified by El1 Paso, and we urge the Commission to adopt an
order granting the El1 Paso application.

MR. RAMEY: Thank you, Mr.
Kellahin. Representative Coll.

REPRESENTATIVE COLL: Mr.
Chairman, my name is Max Coll.

I own a very small working in-
terest and some small royalties from gas production in

southeast New Mexico.

I'm trying to dispose of my
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fair share of a working interest at a fair price,walked into
what I consider to bé'an illegal aﬁd oppressive condition in
trying to deal with pipeline companies in disposing of these
interesfs. ' | |

Mr. . Chairman, 1 favor Mr. Hartman's pro-
posal becauée it allowé .éroduction based upon
deliverability. Texas Railroad Commission for years and
years set oil allowables on number of days and I think that
that system has been trigd and tested and it works, and I
would 1like to see gas pforation in New Mexico go to that
system. I think it would be much more fair, be easier to
keep track_of in the long run, be easier to set the number
of days to éllow a well to deliver whatever they will de-
liver. | |

And, Mr. Chairman, I think that the truly
poor wells, the ones that are close to their economic limit,
the ones that need to be produced.all the time, could be
allowed to do so, and I think that this system would lend
itself to that, and I would heartily indorse it.

MR. RAMEY: Thank you.
MR. SORRENTINO: Mr. Chairman,
I'm Tony Sorrentino for Gulf.

We'd Jjust 1like to adopt\ the closing
statement of Mr. Mote. We think it expresses our views,
also. Thank you.

MR. RAMEY: Thank you. Mr.

Lopez.
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MR. LOPEZ: Mr. Chairman, Owen
Lopez of the Hinkle.Firm; representing Mesa and Bass.

We'd like for the record to
show our oppoéition to the application -- the.granting of El
Paso's applicatioh on the basis we Athink it's a well
disguised -attempt to abrogate existing gas purchase
contracts, specifically the take or pay provisioﬁs.

We'feel that it is a major de-
parture with one stroke of the pen to reduce the allowables
Yo} drastically-and to convert such a great percentage of the
marginal wells .in New Mexico to a classification of nonmar-
ginal.

The net result is that we be-
lieve the Commission should do nothing; should deny both ap-
plications and should let the system continue as it is.

I might'add that we intend to,
I'm sure EIl Paso's aware of this, enforce our prior con-
tracts with them.

MR. RAMEY: Thank you, Mr.
Lopez. Any other_statements?

MR. CARR: May it please the
Commission, you have before you today two proposals designed
to deal with a problem which results from decline of the gas
market in New Mexico.

El. Paso proposes the reclassificatin of
all wells in certain pools in southeastern New Mexico as

nonmarginal, a test period, and then a reclassification,
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whereby there’wiil be many mbre nonmargiﬁal wells and they
will be able to‘avoid shutting in marginal wells in times of
low demand.- o

. What they propose will result in a sub-
stantial change for a limited number of wells and no change
at all for many.

Doyle Hartman is_proposing the classifi-
cation 6f all wells are marginal on a temborary basis. This
will let the purchasers take gas from.all wells connected in
these pools to their system under New Mexico statutes, un-
der Oii Conservaﬁion Commission rules and regulation, which
require ratable take. This will result in little change to
the system.

The testimony today shows that somewhere
between 95 and 98 percent of the wells will be affected by
the applicatiqn' of El1 Paso and only 5 to 2 percent of the
wells affected by Mr. Hartman's proposal.

El Paso's proposal to this Commission
raises a very fundamental question: Can you, the Commis-
sion, grant an application that will cause major changes in
the State's system for prorationing gas in the face of evi-
dence that correlative rights will be impairea.

As we all know, correlative rights mean
affording to each interest owner the oppoftunity to produce
his just and fair share of the reserves in the pool. This
is a concept that applies to each property and to each

interest owner in each property. In the case before you,
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the record discloses nothing on correlative rights advanced

by El Paso except some general_cénclusions that correlative

rightsiwill'be'protected by their proposal. They run behind
the special pool rules as the,basis for the general conclu-
sions, but they admit that they did not look at the wells in
the individual pools to determine the effect of their pro-
posal on correlative rights. o

When asked about correlative rights they
simply state, we assume the specialvpool rules will protect
these rights.

They also state they didn't take the time
to look into this on a pool by pocl basis.

When asked about access to the
marketplace and about affording operators an opportunity to
produce into the pipeline, again they ran behind the special
pool rules, ahd at the hearing in June, Mr. Kendrick even
stated, and I quote: If there something ih the pool rules
that do not protect correlative rights, then that's not an
issue with us today.

I submit that's one of the places where
El Paso  is wrong. | Correlative rights is in issue here
today. It's vyour statutory'duty to protect these rights.
If it 1s not an issue, then you canﬁot enter an order 1in
this case.'

If El Paso Natural Gas Company has not,
and we submit they have not, shown that their proposal will

protect correlative rights, then they, in pushing and ad-
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vancing Eheir application haye failea to carry the burden of
proof. = Based on the record, we submit you cannot find that
their proposal will érotect corrélative rights, and without
this finding ybu do. not have jurisdiction to enter a valid
order. |

But- then they would have you believe that
because fhese pools are prorated, this changes ratable
taking and it changes correlative rights, and the
requirements that are.imposed on you to act to protect these
rights. It isn't that easy a proposition.

Rules to prorate pools will stand. Rat-
able taking in various degrees can be superseded by prora-
tioning orders, as long as'the prorationing orders protect
correlativé rights and prevent waste. If they don't protect
correlative rights and if they don't prevent waste, then a
prorationing order is void and can be set aside because it
fails to carry forward and meet statutory requirements,
which are the prepared basis for yéur'juriédiction.

| On this record we believe on the correla-
tive 1rights issue alone you have no éhoice but to deny the
application.of El Paso Natural Gas.

And not ohly did El1 Paso fail to carry
the burden as to correlative rights, there is evidence 1in
this fecord which shows correlative rights in fact will be
impaired by the El1 Paso application. Operators of nonmar-
ginal wells will be discriminated. They will be cut back to

the same level, and Mr. Kendrick testified that they will
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bear the brunt‘bf the curtailment.
| Doyle fﬁartman did not just come forward
in this proceeding and make general allegations about pro-
tection of correlative rigHts and prevention of waste. He
presented specific examples which show what will Happen in
isolated situations.

Admittedly, he did not look at every
well. There are certain time restraints and resource
restraints on an operator 1ike Mr. Hartman, but no evidence
was presented to the contrary that would show the very prob-
lems outlined by Mr. Aycock in his testimony early in June
are not indicative of what can and will happen on a broad
and spread scale throughout southeastern New Mexico if you
grant El(Péso's application.

El Paso has admitted they didn't look at
the impact on individual interest owners, but I think the
evidence when you review the record will clearly show, based
on the testimony of Mr. Aycock that drainage will occur from
the best wells offsetting tracts if El Paso's application is
granted and a reallocation of reserves will result.

Now let's 1look at ratable taking for a
minﬁte. Ratable.simply does not mean equal. This term has
no mééning unless it is referrable to sohe standard. It
never means egqual division.

El Paso proposes an equal division among
nonmaréinal wells of the gas that is to be produced above

that volume produced by marginal wells. This simply is non-
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ratable taking and it results in impairment of correlative
rights. |

El Paso has :used two definitions of
ratable taking in their presentation before you today. When
they reduce demands, when theylcut back between states, Mr.
Kendrick stated they -do it ratable. How do they do it?
They cut back proportionly. So when they cut back the
demand between the producing states they do it
proportionately.

. Mr. Kendrick testified they do it propor-
tionately when they .do it between pools. He testified they
do it proportionately when they are curtailing production
between wells in nonprorated pools. They do it proportion-
ately wheﬁ they are dealing with wildcat wells. They even
have done it proportionately when dealing with marginal
wells in the prorated pools at times that demands fall below
the ability of the marginal wells to produce.

Yet they come forward with a proposal in
which ratable take means cutting some wells by 90 percent
and cutting an offsetting well not at all.

A few are asked under their proposal to
bear the curtailment and approval of their application would
simply be an act by this Commission approving nonratable
taking and impairment of correlative rights.

When questioned about this, again they
ran behind the special pool rules, and elsewhere in the case

Mr. Kendrick testified, our proposal today does not have any
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corielation to whethef.or not the péol rules in existance
are'protecting correlative rights.

IM submit you can't run behind the pool
rules and then testify that you haven't -- it dbesn't even
relate to correlative rights and expect you to accept that
as sufficient evidence for a fiﬁding that correlative rights
will be protected by the order you are being called upon to
enter.

El Paso's application simply does deny
equal access to the marketplace. It states over and over
again, some wélls can produce*QO to 100 percent of what they
can deliver; others will be curtailed by 90 percent.

Next week you will be testifying before
the Federal Regulatory Energy Commission and in tHat testi~-
mony this Commission will state that historically states
have promoted conservation_objectives and equitable market
access by requiring production, or takes, on a ratable
basis.

We submit you can't say that up in Wash-
ington next Wednesday and then turn around and deny the ap-
plication -- I mean and grant the application of El Paso on
the record that has been made in this case.

We further submit that the evidence in
this record shows that El Paso's proposal will result in
waste. It shows it will be-- we have shown and Mr. Aycock
testified that reserves will be lost due to drainage from

shut—-in wells that when the demand comes back, assuming it
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comes back, the market may not be there and reserves could

be left in the ground, but in any event, the drainage away

from wells that have capability of producing them and are

artificially cut back because of El Paso's system, will re-

- sult in waste.

Unfortunately, there are other problems
with El Paso's proposal. 1In this case we've.heard testimony
about the eviis, of pipeline brorationing and yet after
raising this redAflag, no one was ever able to show what
those problems might be, or how El Paso's proposal would act
to resolve any of them.

Mr. Kendrick admitted on - Cross
examination that their proposal will not equalize takes be-
tween wells and we will remain in the situation where the
wells connected to the system with the greatest demand will
in fact be the wells that produce more gas.

The evidence in this case shows that no
matter 1if you grant El Paso's application, they will still
purchase the same amount of gas in New Mexico;_.that they
will be producing from wells and be able to obtain it at a
lower price, and the result of their application will be
lower proceeds to interest owners in New Mexico, including"
the State Of New Mexico.

Today Mr. Kendrick testified that
reducing nominations of El Paso wili reduce allowables. We
have a situation heré where if,you-grant this application E1l

Paso will be able to reduce allowables in the State of New
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He also hasvtestified that hé was aware
of no other similar matter pending in any other
jurisdiction.- I would warn you that if you grant the appli-
cation there is a potential that shbuld other states act to
require certain leﬁels of purchasing of gas from wells con-
nected to their system, not necessarily,Ei Paso but any pur-
chaser would be in a position where they could use New Mex-
ico as a swing factor in their .ovefall market, Dbecause
there's one questidn that hangs over this whole case, and
that is‘simply why is it that. a pipeline cannot curtail or
shut in,or cuf back a marginal Well?

} We've heard it's the policy of E1 Paso
Natural Gas. We've also heard it's not based anywﬁere on
statute.

I submit to you a month agb, Mr. Aycock
answered that question. He nqted that El Paso had contract
obligations. that required it take allowables, the allowable,
from certain wells connected to its system. If El Paso does
not take the allowable connected to its system, then they
still pay, énd they, we submit, need relief under these con-
tracts because of the decline recently in the.gas market.

They are asking you to.give this relief
to thém, even though it conflicts with your duties, your
statutory duty to protect correlati?e-rights.

| They talk»about;qéncern for too many mar-

ginal wells’and.their proposalrwillbresult in lower allow-
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able, and this in turn will result in relief to El Paso in
the take or pay provisions of its contracts.

That evidence has been‘sitting on the
table for a month. It hasn't been reputed. The reason it
has not been reputed is it is correct and it is the reason
we are here today.

Now Mr. Hartman is proposing a temporary
change. We submit the change is realistic. It recognizes
the realities of the current gés market and the state of de-
pletion of the reservoirs in the State of New Mexico.

We submit that this proposal does not ask
you to enter unwarranted, improper orders, and will not in-
volve ybu in private contractual matters. It will be easy
to administer. There will be some individual disputes. But
El Paso's system will also require Commission attention and
simply the ease of implementing one program or the other
should not be the controlling matter when thefe is a clear
cut issue of correlative rights standing before you.

It will not result in a new series of
hearings to exempt wells from the 33 cutoff -‘and either
systemlis going to simply requirelthat you =-- elither change
is simply going to require that you devote some time to this
matter and work the problem out. The extent of the volume
of additionallwork.cannot_be anticipated, quantified by us
any more than,i£ can be by El Pééo) but I think it is fair
to say there is,an'additional work‘load coming, no matter

which direction you elect to go.
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We simply submit that E1 Paso =-- that
Hartman's proposal 1lets interest owners take ratably, it
protects correlativer rights, and prevents waste, We
believe it's feasible. Right now El Paso is balancing on a
time basis, on a days on/days off wherevef appropriate. We
submit that Mr. Hartman's system could easily be worked into
a computer program and that if the market turns around, it
could be rescinded and go back to another market situation.

El Paso 1is proposing to reinstate the
system which got us in the problem in the first place. You
are asked by El Paso to let them do that which is convenient
for theApipelines and provide relief to El1 Paso for certain
contractual problems.

We ask you to deny that application and
protect the correlative rights of Mr. Hartman and the inter-
est owners, other people in the prorated pools in south-
eastern New Mexico.

If you grant El Paso's application on
this record, -‘we submit the decision is arbitrary; it's cap-
ricious, 1it's unreasonable, it's contrary to the evidence,
and it's inconsistent with your statutory authority.

If, on the other hand, you grant Mr.
Hartman's application, correlative: rights will be
protected, waste will be prevented, and you will have
entered an ofder which en this record can be defended; that
is consistent with your statutory duty.

Mr. Hartman stands willing to work with
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this Commission or with anyone who, in the future, who is
concerned about trying to establish a system whereby
curtailment of gas can be affected on an equitable basis in
southeastern New México.

If you enter an order in this case and
decide to go with the Hartman proposal, we'd have no
objection to 500 Mcf per month floor being‘set to protect

certain minimum -- certain low capacity wells, but what we

‘believe we have done with limited .resources compared to

other people here, is attempted to come forward, we have at-
tempted to come forward and present to you an alternative
whereby vyou can act within your statutory authority and at
the same time can address the current gas market situation.
Thank you.'
MR. RAMEY: Thank vyou, Mr.
Carr. Mr. Nance.
| MR. = NANCE: Mr. Chairman, I
think it's fairly clear that we have essentially a choice of
philosophy in reaching a decision in this case. One is that
the existing situation is not all that bad and a minor
change to it will correct any problems that do exist, and
that is, as we see it, the proposal that Hartman is making,
the minor change being that of reclassification of a hand-
ful of wells.
The major change which underlies that is
what E1 Paso takes issue with ‘and El Paso feels is the part

of Hartman's proposal which causes it to be invalid as a
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collateral attack on the existing proration rules in R=1670.

We feel that E1 Paso's proposal 1is a
reasonable one. We did not set it forth as the only answer
to the problem, but one that we felt would appropriately ad-
dress the problem. We feel that it is not correct and not
protection of correlative rights to be curtailing marginal
wells. We feel that reclassification of most wells, if not
all wells, the nonmarginal, will allow this problem to be
alleviated,l and that the system, if started again on this
basis, 1is the one that has been proven over the years to be
the corréct one, the one baéed historically on the best evi-
dence, and for which there is no -- no substantial evidence
to justifylchanging the rules, particularly in this circum-
stance.

.We feel that the notice of the hearing
did not contemplate abbrogation of thé existing ruleé, which
we see is what Hartman is essentially proposing.

We recognize the distinct difference be-
tween philosophies of having acreage allocation and deliver-
ability allocation for establishing allowables. We did not
propose";that -one 1is better than the-other; that one is
fairer than the otherf What we do propose 1is that the
existing rules provide 100 percent‘acreage allocation and
that there has been no correct mean§ of attempting to change
that éroratign forﬁqla, and that El1 Paso's proposal is, in
this particulér qircumstance, is the most appropriate way,

if not perfect, at least the best way to address the problem
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at this point.
That's all. That's all‘I have.

MR. RAMEY: Thank you. Mr.
Nance, did you evér offer Exhibits Eighteen and Nineteen?

MR. NANCE: 1 may nof have, énd
El Paso would like to offer those exhibits.

" MR. RAMEY: They will Dbe
accepted.

MR. PEARCE: And in addition to
that, Mr. Chairman, for clarification of the regord,‘which,
gee, it would be nice if nobody ever used again, I would ask
that thé representative of E1 Paso diagram the haterial on
the Dblackboard andrmark that as Exhibit Number Twenty and
submit that subsequent to the hearing and provide one to all
counsei of record in this proceeding, please.

MR. RAMEY: I would réquest
that at 1least Mr. Carr and Mr. Nance prepare suggested
orders for the Commission, and anyone else who aesires to
do, why, ﬁhey may do so.

Does anyone else have anything
further to add in Cases 7858 and 79057

If not, the Commission will
take the cases ¢‘under advisement and this ‘hearing is

adjourned.

(Hearing concluded.).
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