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OIL CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

June 10, 1954

Mr. Flstcher Catron, Attorney
P. 0. Box 788
SANTAFE N M

Dear Mr. Catron:

At the request of your secretary, who told us this morning that
you are out of Santa Fe for several days, we are mailing you
herewith copiss of order issued on this date in Case 691, with
your client, United Carbon Co., Inc., as applicant.

We also enclose & copy of Order R=463 issued in Case 692 relating
to amendment of Rule 404 of the Commission's Rules and Regulations,
as it is felt that you ard your client will also be interested

in the general content of this order relating to the utilisation of
natural gas in the manufacture of carbon black.

Very truly yours,

Re R. Spurrier,
Secretary - Director
RRS:nr

Encl.



OIL. CONSERVATION COMMISSION
P. O. BOX 871

~ SANTA FE, NEW MEXICO

June 11, 1954

New Mexico Law Library
Suprems Court Building
SANTA FE N M

Gentlenen:

We submit for your permanent official records three copies
of 0il Conservation Commission Order No. R-461-A issued on
June 10, 1954, in Case 691.

Very truly yours,

I. Re Trujillo
0ffice Manager
IRT:nr

Please receipt and return copy:

Recetred by N oparn Lo (n

Date: é/;/ /)’g
r/
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OIL CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

July 7, 1954
Mr. Fletcher Catron, Attorney
P. 0. Box 788
S8ANTA FE, NEW MEXICO
Dear Sir: ﬁil: QCC Case 691

For your information and that of your client, United Carbon
Company, Inc., we enclose two copies of Order No. R-461~-B
signed by the Commission on this date in Case 491.

Very truly yours,

W. B. Macey
Chief Engineer
WBM:nr

Encl.
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OIL. CONSERVATION COMMISSION

P. O. BOX 871

SANTA FE, NEW MEXICO

April 27 1954

Mr. Fletcher Catron, Attorney
Blatt Building
SANTA FE, NEW MEXICO

Dear Sir: RE: OCC Order No. R-461

On behalf of your client, United Carbon Co., Inc., we en~

close two copies of the interim order issued by the Com~
mission in Case £91.

Very truly yours,

W. B. Macey

Chief Engineer
WBH:nr
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UNITED CAPRCY COVPAYY, TWO,,
(Maryland), a corpcration,

Petitioner,

Vs,

TEE OIL CONSERVATICN COMMISSICN

OF THE STATZ= OF NEW MEXICC,

Resvondent,

MOTION TO DISYISS

IN THE DISTRICT COURT

No, 12,011

Tomes now the above-named Petitiorer and moves the

Court teo dilsmiss itsa petition for review heretofore filed

herein,

. A, Catron
Attorney for Petitioner
Santa Fe, New Mexico
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OIL CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

October 1, 1954

Mr. Fletcher A. Catron, Esq.
Attorney at Law

Blatt Building

Santa Fe, New Mexico

Re: United Carbon Company, Inc.,
vs.
Oil Conservation Commission
of the State of New Mexico

Dear Mr. Catron:

Enclosed is respondent's reply in this case.
The original was forwarded to the Clerk of the District Court
of Lea County for filing.

Very truly yours,

W. F. KITTS, Attorney
Oil Conservation Commission

WFK/ir
enclosure
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OIL CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

October 1, 1954

Clerk of the District Court
Lea County Court House
Lovington, New Mexico

Re: United Carbon Company, Inc.,
ve.
The Oil Conservation Commission
of the State of New Mexico

Dear Sir:

Enclosed is respondent's reply in the subject case,
which I ask you to kindly file.

Very truly yours,

W, F. KITTS, Attorney
Oil Conservation Commission

WFK/ir
Enclosure



IN THE DISTRICT CCURT OF LEA COUNTY
STATE OF NeW MEXICO

UNITED CARBON COMPANY, INC.
(MARYLAND), A CORPGRATION,

Fetitioner

THE OIL. CONSERVATION COMMISSIGN

)
)
)
)
vs. ) No. {2,2¢ !
; ]
OF THE STATE CF NEW MEXICO, )
)
)

Respondent

REPLY

Comes now the Respondent and for its reply to the petition for
review, alleges and states:

1. Respondent admits the allegations contained in paragraphs
1, 2, 4, 5,6, 7, 8, and 9.

2. Respondent denies the allegations contained in paragraphs
3, 11, (including each of the four sub-paragraphs of said paragraph), 12,
and 13,

3. For its answer to paragraph 10, respondent admits that it is
the belief and contention of petition that Order No. R-461-A and Crder
R-461-B are both invalid, but respondent denies each and every other
allegation of said paragraph, including sub-paragraphs A, B, C ana D
thereof.

WHEREFORE, having replied fuliy, respondent prays that
petitioner take nothing by his petition and that the same be dismissed,

with costs to be borne by the petitioner.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISS8ION

MELVIN T. YOST

W. F. KIT1S,

Attorneys for Respondent
0Oil Conservation Commission of N. M.



CoRTIFICATE OF SERVICL

I hereby certify that on this __ day of Cctober, 1954,
1 served a copy of the attached Reply on the defendant, by mailing
a copy thereof, postage prepaid, to Fletc;her A. Catron, Attorney
at Law, Santa Fe, New Mexico, attorney for petitioner for this

cause.

W. F. KITIS
Une of the attorneys for the respondent



Q1. CONSERVATIDN
SANTA F

0319510

BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE PETITION
OF UNITED CARBON COMPANY, INC.,

(MARYLAND) FOR AN ORDER OF THE

COMMISSION EXEMPTING IT AND THE

PRODUCERS OF NATURAL GAS IN THE

SOUTH EUNICE POOL FROM WHOM IT

PURCHASES NATURAL GAS, FROM THE Case No. & 7/
OPERATION OF THOSE PROVISIONS OF —71
ORDER NO. R-368-A, CASE NO. 582,

OF THE COMMISSION AND RELATED

ORDERS, LIMITING THE PRODUCTION

OF NATORAL GAS IN THE SO~CALLED

JALCO GAS POOL.

PETITION

Cemes now the above-named United Carbon Cempany, Inc., (Maryland)

and respectfully shows the Cemmission:

1. That it is a corperation duly organized and existing wmder
and by virtue of the laws of the State of Maryland and is duly qualified
and authorized to engage and is actively engaged in business in the State
of New Mexico, to~wit, in the manufacture ef carbon black in its plant
lecated approximately 8% miles south of Eunice in Lea County, New Mexiceo,

said plant being the identical plant throughout this petition referred
to.

2, That it is in all respects here material the successor in
interest of Charles Eneu Jehnson and Cempany, a Pennsylvania corperatien,

which was at all times material herein duly qualified and authorized to
engage in business in the State of New Mexico and which company is here-
after referred to as "Jehnson Company",

3. That heretofore prior to the year 1945 the said Johnson Cem-
pany entered into an agreement with the Defense Plant Cerporation, an
agency of the United States Gevernment, for the erection, at the expense



of said corporation, and future operation, of a carbon black plant to be
located just west of the Texas and New Mexico Railwsy right of way
approximately 8% miles south of Funice in Lea County, New Mexico. That
said plant, as censtrueted, consists of six units of forty burning
houses each, each unit having a capacity of seven million cubic feet of
gas per day; a compresser plant, cooling system and gas treating plant
located in the South Eunice Field; gathering lines for the transpor-
tation of the gas from its points of delivery in szid field to said
treater plant; a pipeline for the transportation ef the gas from said
treater plant to the main plant; and the necessary dwelling facilities
for empleyees both at the main plant and the treater plant.

h. That as of February, 19L5, as petitioner is informed and be.
lieves, there were 82 wells in the field designated and recognized
as the "South Eunice Field" of which 7 had been shut in for economic
reasons brought about in whole or in part by the then existing oil~
gas ratio limitations imposed by the Commiasion on said field., That
from the remaining wells in said field there was being flared, or other-
wise wasted, in excess of 75 million cubic feet of gas per day. That at

said time there was no market or demand for said gas, it being of such
a character that to gather it and process it for the extraction of
gasoline, or for any other purpose, would have been uneconomical.

5. That the site for said plant was chosen by reason of the
fact that there was available from the wells in said South Bunice Field
gas in sufficient quantity for the operation, at full capacity, of said
plant as planned, for which gas there had been no demand and which was
being wasted as in the next preceding paragraph set forth,

6. That the undertaking by said Johnson Company to construct
said carbon black plant and to, thereafter, operate the same for the

Defense Plant Corporation, was conditiened and dependent upon there being

-



available and being made available to it a sufficient volume of gas
for the full operation of said plant for the manufacture of carbon black.
7. That on February 12th, 1945, on the petition of "The Opera-

tors of the South Funice Field", in Case No. 59, the 0il Conservation
Commission of the State of New Mexico, hereinafter referred to as the
"Commission", entered its Order No. 589 providing:

"Section 1, That the limiting gas-o0il ratio for

the South Eunice Field provided for in the Lea

County gas-oil ratio Order No. 5L5, Section 2(a)

shall be suspended by the Cemmission and ssid field

shall be placed in Section 2(b) of ssid Order for

the express purpose of the use of gas from said

field for the manufacture of carbon black.

"Section 2, Said suspension shall become operative
in the following manner:

"When a carbor black plant having obtained permit
from the Commission to use gas from ssid field for
the manufacture of carbon black, has notified the
Commission in writing that its facilities are ready
for such use and the Commission notifies the pro-
ration 0ffice of no limiting gas-oil ratio for the
c T purpose herein provided for., This order shall endure
: for the duration of the War and six months thereafter.t

8. That as petitioner is informed and believes, and therefore
alleges, the "Operators of the South Eunice Field", in said petition
and order referred to, included all producers of oil and/or gas in said
field, and said petition was filed, and said Order No. 589 was entered
thereon, for the specific purposes of lessening future weste and of
making available from the field designated and recognized as the "Seuth
Funice Field", for beneficial use, the gas required for the operation of
said carbon black plant as and when the same should be completed and be
ready to use said gas.

9. That upon the filing of said petition of the "Operators of
the South Eunice Field" notice thereof and of hearing thereon was duly

given to all interested parties in the manner prescribed by law and that



pursuant to said notice a hearing was duly held at which all parties
interested were given opportunity to be heard and to introduce evidence,
and evidence was duly introduced to the effect, among others, that the
removal of the gas-o0il ratio limit in the Seuth FEunice Field as petitioned
for by the operators in said field would not result in sub-surface waste,
10. That said Order No. 589 in Case No, 59, above referred to,
was made and entered upon a consideration of the testimony adduced at
said hearing and upon the Commission being fully advised in the premises,
1l. That thereafter, in order to comply with the provisions of
Section 2 of said Order No. 589 requiring the obtaining of a permit from
the Commission for the use of gas from said South Eunice Field, the said
Johnson Company filed its petition with the Commission for a permit to
use forty million cubic feet per day of natural gas to be obtained from
the Lea County Water Companyts compressor station in Lea County, New
Mexico, and there was issued by the Commission to said Johnson Company
a permit dated May 25, 1945, the material portion of which reads:
"The Commission hereby grants Charles Eneu Johnson
and Co mpany its permission to use up to 4O millien
cubic feet per day of natural gas to be obtained
from the Lea County Water Company's compressor
station in Lea County, New Mexkco, for the period
of the duration of the emergency in the productien
of automobile and truck tires and other products.
"This permit is granted effective this date under
the authority of Sections 2 and 9 of the 0il and
Gas Conservation Laws of the State of New Mexico,"
12. That the natural gas to be obtained as in said permit of
May 25th, 1945, prescribed, was to have its source in the said South
Funice Field.
13. That thereafter, in reliance upon said Order No. 589 in
Case No. 59, and in reliance on said permit of May 25th, 1945, the
Johnson Cempany, pursuant to its agreement with the Defense Plant Cor-

poration, duly commenced the construction of the carbon black plant

=l



proper and as of May, 19h6, there had been expended in said construction
approximately $2,500,000.00 without said plant having been completed or
having been put in operating condition.

1h. That thereaftsr, upon the cessation of hostilities between
the United States and Japan, the said Defense Plant Corporation decided
to discontinue the construction of said carbon black plant as a govern-
ment enterprise and construction work thereon was discontinued, where
upon negotiations were entered into by and between the Johnson Company
and the United States government for the sale to and purchase by said
company of said partially completed plant.

15. That at spproximately the same time, as petitioner is in-
formed and believes, the Lea County Water Company, from which the Johason
Company was originally to have obtained the gas for the operation of the
plant when completed under said permit of May 25, 1945, disposed of its
compressor station, by reason whereof it was no longer in a position to
furnish to petitioner the gas required for the operation of said plant.

16. That the proposed purchase of said plant by the Johnson
Company was wholly dependent upon assurance being [irst obtained that
it would be able to obtain and use, through the securing of a permit
from the Commission and through options for contracts with producers in
said field, the required 42 million cubic feet of gas per day for the
operation of said plant as planned, when completed, and that said com-
pany could not and would not have committed itself to make the invest-
ment required for the purchase of said partially completed plant and to
complete the same without first having obtained a permit to use, and
options to purchase, the required volume of gas from said field.

17. That thereupon the Johnson Gompany filed its petition with
the Commission in Case No. 75, praying that there be issued to it a

permit, in lieu of or as supplemental to and amendatory of the permit



dated May 25, 1945, to use up to 42 million cubic feet of natural gas per
day from the South Eunice Field in Lea County, New Mexico, for the
manufacture of carbon black in the plant referred to when completed.

18. That notice of the filing of said petition and of hearing
thereon was duly given to all interested parties in the manner pre~
scribed by law and, pursuant to said notice, a hearing was held by the
Commission on said petition on the 8th day of May, 1946, at which all
interested parties were given full opportunity to be heard and to intro-
duce evidence., That evidence was duly introduced in said hearing to the
effect that the making available and grantingto the Johnson Company
of the right to use the L2 million cubic feet per day of gas applied
for for the manufacture of carbon black in the plant when completed would
not result in waste but would greatly increase the oil recovery in the
South Eunice Field and would thereby continue the life of that field.

19. That upon consideration of the testimony adduced at said
hearing, and being fully advised in the premises, the Commission there-
upon entered its Order No. 651 in said Case No. 75 providing:

9IT IS THEREFORE ORDERED THAT:

"SECTION 1. The Commission hereby grants Charles

Eneu Johnson and Company its permission to use up

to 42,000,000 cubic feet per day of natural gas from
the South Funice Pool for the purpose of manufactur-
ing carbon black in said companyts plant approximately
eight and one-half miles Sputh of Eunice, New Mexico,
which permission is to become effective as and to the
extent that said company'!s proposed facilities for the
use of said gas shall become and be ready for the use
thereof for the purpose indicated.

nSECTION 2. The order herein is in lieu of this
Commission?s permission granted to said company for
the use of gas from said pwol for carboh black
manufacturing purposes dated May 25, 1945, and shall
remain in effect for so long as and to the extent that
the use of said gas shall not result in or constitute

waste as defined in the 0il and Gas Conservation Laws
of the State of New Mexico."

-6~



20. That contemporaneously with the making and entering of the
foregoing Order No., 651 in said Case No. 75, the Commission entered its
Order No. 650 in said case by which, after reciting that "the Commission
having before it for consideration the testimony adduced at the hearing
of said case, and being fully advised in the premises", it ordered:

"SECTION 1. No limiting gas-oil ratio shall be applied
in the South Eunice Pool, inasmuchas said Pool is now
primarily a gas reservoir; provided that the oil produced
with the gas shall not be in excess of the current top
unit allowable; and provided further that the gas pro-
duced from said Pool shall be put to beneficial use so as
not to constitute waste, except as to wells in said Pool
for which there are not facilities for the marketing or
application to beneficial use of the gas produced therefrom.
As to such wells the heretofore existing gas-o0il ratio ef
6,000 cubic feet shall apply.

"SECTION 2. The order herein is in lieu of Order 589.
WSECTION 3. The effective date of this order shall be
July l, l9h60"

21. That in reliance on said Orders 651 and 650, thus made and
entered, the Johnson Company consummated the purchase from the United
States of America and the Reconstruction Finance Corporation acting by
and through the War Assets Administrator, of the partially completed
plant and thereafter proceeded with the construction of said plant to
completion.,

22. That in further reliance upon said Orders Nos. 651 and 650
said Jehnson Company exercised options obtained by it and entered into
contracts with the producers of natural gas in the area recognized as
comprising the South Bunice Field for the purchase from them ef natural
gas having its source in the wells of said producers in said field, and in
further reliance on said Orders, and in reliance on the contracts thus

entered into, the said Johnson Company acquired rights of way for and

constructed gathering lines for the purpose of transporting the natural



gas thus contracted for to a compressor and treater plant erected by
it for the purpose of rendering said gas available and usable for

the manufacture of carbon black. That the completion of said plant
as planned, including the construction of the required gathering
lines and other facilities to render the gas obtained usable for the
purpose intended and te transport the same to the main plant entailed
an additional expenditure of over a million, six hundred thousand
dollars.

23. That by virtue of said Order No, 651 in Case No. 75 and
by virtue of the completien of said carbon black plant and the con-
struction of its appurtenant facilities in reliance on said Order
and Order No. 650 entered in the same case, the said Johnson Company
and petitioner as its successor in interest became YE§§3@ with the

right tq qb@iip and use up to L2 million cubic feet of natural gas per

e

day EESTwEEE,§EQF9m§E§§EEM?@?;@_f°r so long as such gas should be
available from said field and should be used for the manufacture of
carbon black in the plant in question.

2h. That since the completion of said plant and up to February
1, 195L, the said Johnson Company and petitioner as its successor in
interest, have continuously put to beneficial use the full quantity of
natural gas, the use of which was granted by said Order No, 651, in
the mamufacture of carbon black in the plant referred to. That said
use has resulted not only in eliminating waste to the extent of the
volume of gas thus used, but also in increasing the revenues to pro-
ducers in said field and to royalty owners, including the State of
New Mexico. That, as petitioner is informed and believes, it made
possible an increase in the production of oil from wells in said field

and the recovery of oil which would otherwise have been lost, and pre-

vented the premature abandonment of wells in said field vhich weuld

-8-



otherwise have been abandoned. That the construction of said plant
and the use of said gas further made possible an additional industrial
enterprise in the State of New Mexico with the consequent additional
employment of labor and additional revenues to the State of New Mexico,

25. That on November 10th, 1953, the Commission entered its

Order No. R-368-A in Case No. 582 promulgating certain "Special Rules
and Regulations for the Jalco Gas Pool, Lea County, New Mexico",

That said Jalco Gas Pool, as purportedly established by the Commission

by its Order No, R-26k in Case No. 215, embraces and includes within
its limits the field heretofore recognized as and referred to by the
Commission in its Orders Nos. 651 and 650 in Case No, 75 and Ne, 589

in Case No. 59, as the South Funice Field and Pool., -

26, That the specisl rules and regulations so adopted by the
Commission by its said Order No. B-368-A in Case No. 582 and the en-
forcement thereof as against the producers of natural gas in the

South Eunice Field or Pool with whom petitioner has contracts for the
furnishing of gas for use in its said carbon black plant and from
whom it has been obtaining gas for use in said plant, has resulted
in precluding the said producers of gas in said field from producing
and furnishing to petitiener gas in such quantities as to provide
petitioner with the full L2 million cubic feet of gas per day to which
it has the lawful right under the Commissionts Order No., 652 in Case
No. 75, and has further resulted in depriving petitioner ef the full
h2 million cubic feet of gas per day to which it has the lawful right
under the Commissionts said order, notwithstanding the fact that there
is available in and from the said South Funice Field er Poel, and
more specifically from the producers of gas in said field or pool with
whom pstitioner has existing contracts, in excess of the 42 million

cubic feet of gas per dsy granted by said Order No., 651 and required



by petitioner for the operation of its said plant at full capacity,
and by reason thereof petitioner has been compelled to shut down and
discontinue the operation of one-third of its said plant.

27. That the continued enforcement of the special rules and
regulations in paragraphs 29 and 28 above referred to as against the
producers of gas in the said Seuth Eunice Field or Pool from whom

petitioner has been obtaining gas for the operation of its said plant
will result:

A, In impairing and depriving petitioner of its legal rights
under the Commissionts Order No. 651 in Case No, 75 in
violation of the 1llith Amendment to the Constitution of the
United States; Section 18, Article IT of the Constitutien
of the State of New Mexico; and Section 19, Article IT of

the Constitution of the State of New Mexico.,

B. In depriving petitioner of its property without due
process of law, in violation of the 1hth amendment to the
Constitution of the United Statesj Section 18, Article II
of the Constitution of the State of New Mexico; and Section
19, Article II of the Constitution of the State of New

Mexico.

C. In impairing the obligations of the contracts existing
between petitioner and the producers of gas in the said
South Eunice Field or Pool with whom it has contracts, in

violation of the lljth Amendment to the Constitution ef te
United States; Section 18, Article II of the Constitution
of the State of New Mexico; and Section 19, Article II

of the Constitution of the State of New Mexico.

=10-



and Do 1In causing, as petitioner is informed and believes,
irreparable losses in production from the wells in said
field and irreparable loss to the producers in said field,

royalty owners, and the State of New Mexico,

WHEREFORE, petitioner prays that it be granted a hearing on its
foregoing petition and that upon such hearing the Commission enter its
order exempting and excepting the South Funice Field er Pool from the

operation and effect ef the special rules and regulations adopted by
the Cemmission by its said Order No, R-368-A in Case Ne, 582 to such
extent as may be necessary to enable petitioner to obtain from the
producers of gas in said field with whom it has existing contracts,
and to enable such producers to produce from said field and deliver
te petitionerts existing gathering lines, the full ameunt of L2 milliea
cubic feet of gas per day for use by it in the manufacture of carbonm
black in the plant herein invelved, and that it be given such ether

and further relief as may be just and apprepriate in the premises.

F. ﬁ. ;3;1‘0%

attorney for petitioner
Santa Fe, New Mexico



GAS SALES CONTRACT

ACRTEIMENT made this 1st day of October, 1946, between
TEXAS PACITIC COAL AND OIL COMPANY, a Texes corporation,
First Party, herein referred to as "Teller", and CHARLES "NEU
JOHNSON & COVPANY, a Pennsylvenie corporastion, Second Party,

herein referred to as "Buyer";

N ITNESEETH:

HTRZAS, Celler is the owner of an 911 and gss lease
on the followlng described lands located in the South Sunice
Fleld, lLea County, New *fexico, to-wit:

Reing the lands covered by that certeln oil ané

g88 lease from the “taste of New kexlco, as lessor,
to Texas Pascific Coal und Oil1 Company, as lessee,
No. A~933, insofer as sald lease covers and affects
the following described land, to-wit:

c/2 ». WW/4 3Sec. 5, conteining 48C.5 acres, xore

or less;

/2 » NE/4 Cec. 7, conteining 473.06 acres,

more or less;

All of Sec. é, containing 64C acres, more or
less;

/2 % 59W/4 Cec. 9, conteining 480 acres, more

or less;

2411 in Township 22 “outh, Rsnge 36 Tast;
on which lencs sre located certain wvells productive of natural
gas,

TUTREAT, Buyer 1s a menufscturer of csrbon black @nd
i{s proceeding to complete the construetion of & carbon bdblack
fuctory located ln ectlions “eventeen (17), Pighteen (18),
iiineteen (1%) and Twenty (20), Township Twenty-three (23)
South, Renge Thirty-seven (37) Zast, Les County, New exlco,
and 1s praoceeding to complete the constructlon of & gas
desulphurizing plant located in Section Tight (8), Township
Twenty-two (22) 3outh, Range Thirty-six (36) ZTast, Lea County,

New iexico, for the purification of gas to be used in said




carbon black factory; Buyer is also the owner of a pipe-
line running from a point in said South Funice Gas field to
sald factory, and the parties desire to arrange for the
sale of gas by Seller to Buyer to be used by Buyer in the
manufacture of carbon black in sald factory when completed
and put in operation.

o™, THERTFORE, in consideration of the mutusl cove-
nants and sgreements herein contained, Seller agrees to sell
and Buyer agrees to take or pay for the hereinafter described
gas produced by Seller from the lands particularly described
sbove and from any other leeses Seller may hereafter accuire
in the South Tunice Field as redefined by the New Mexico Cil
Conservation Commission under Case No. 58, Order No, 588,
approved Jenusry 29, 1945, upon the terms and conditions
following:

1. Tlpon rnomvletion of Buyer's carbon black factory,
desulphurizing plant, and gathering lines, which shall be
not later than Janusry 1, 1947, delays for reasons beyond
the control of Buyer eoxcepted, “eller agrees to deliver =and
Buyer sgrees to take or pay for “@ller's ratable share of
an sverage dsily minimum of ¥orty-two ¥illion (42,0C0,000)
cuhlc feet of gas from the “outh Funlce ¥ield, c=lculated
on 8 ninety (9C) day basis, to be taken or pald for rstably
from the vells connected to Puyer's gatherling system.

“eller agrees to deliver and Ruyer srrees to take =2nd
pay for .eller's ratable share of such lesser dally cuantity
of @88 as "uyer may recuire fror weils connected to its
wethering system for use in such operations of said carbon
black fsctory as may be rpossible prlor to comvletion thereof.

Zellsr aprees in so fsr as 1s reasonably fessible
to 35 schedule the productlon of gas from its wells as to
furnish ges at a uniform hourly rate to Buyer's fasoctory.

Seller will, at eny time, or from time to time, de-

liver to Buyer under the terms hereof, Celler's ratable

share of such additionel gas as Buyer may require for the




operation of said factory, provided that Zeller shesll never
be required to deliver during any one day, an smount of gas
toteling more then One Hundred Fifty (150) percent of the
minimum smount Buyer is required to take from Seller here-
under; provided that Seller retains control of the operation
of its wells at all times snd shall never be reguired to
produce wells at rates, or at times, which in the sole judg-
ment of Teller will be injurious to its wells,

Should a totel amount of ges avallable to Buyer from
Seller and all other vendors in sald South funice Field for
any perlod of Ninety (9C) consecutive days fall below Forty-
two Million (42,000,000) cubic feet per day, Ruyer shall
have the right at 1ts optlion to dlscontinue operation of
such units of sald plant as can no longer be operated with
the average volume of gas aveilable during such Ninety (90)
dey perlod and to remove said uanits,

3hould the total amount of ges avallable to Buyer
from Seller and all other vendors from said South Funice
Fleld fell below an average of Ten Million (10,000,GC0)
cubic feet per day tor a period of Ninety (9C) consecutive
days, either party shell have the right to terminate this
contract,

2. Delivery of gas shall be made by 3eller to
Ruyer at Seller's wella or separators, free of water and
hydrocarbons in 1iquid form, at the well head or separator
pressure, and Buyer agrees to lnstall end maintain end oper-
ate at 1ts own cost and expense pipelines, gathering lines,
and other facilities of sultable capacity and design for the
delivery of gas from the wells and separators of Seller to
the factory of Buyer.

Buyer shall be liable for all damages to iune range,
livestock, growing crops or improvements caused by Buyer's
installation and operation of pipelines and other facilities

on the above described lands,

3




3. Buyer shsll instell, malntain and operate at
each separator or tank battery on the above described lands,
a meter or meters of standard type, together with all eppur-
tenant equipment necessary to measure esnd record the volume
of ges delivered hereunder.

Buyer shall read the meter charts dally or weekly.
If “eller so requests, the meter charts for the preceding
months will ve furnished for inspection and checking pur-
poses. After reading and checking such meter chsarts,

Yeller shall return the same to> Buyer, Tald meter or
meters shall at all reasonable times be subject to access
and inspection by Zeller. 2pproximately once each month
and whenever requested by Zeller, Buyer shall calibrate or
test seid meter or meters in the presence of s representa-
tive of “eller. If, uron any test, sny meter is found to
be inaccurate by more than two percent (2%) but not other-
wise, registrations thereof and any payments based on such
regietrations shall be corrected =t the rate of such in&ccur-
acy for eny period of ineccuracy which 1s definitely known
and agreed upon, but in cese the period is not definitely
cgreed uron, then for a period extending back one-hslf (1/2)
of the time elapsed since the date of the last calibration
but not exceeding tifteen (15) days. Following any test,
any metering equipment found inaccurate shell be adjusted
immediately to measure accurately. If for any reason
reters are out of service or out of repalr so that the
guantlty ol ges cannot be ascertained or computed from tnﬁ,
readings thereof, the quantity of gas delivered during the
period such meters are out of service or out 2° rapair shall
be estimated ani sgreed uron by the parties hereto upon the

best date available, usins the first of the following

methods which is feasible:




(a) By correcting the error if the percentage
of error is ascertainsble by celibration,
test or mathemstical calculation.

(b) By using the registration of Seller's check
meter or meters if instelled snd sccurately
registering.

(¢) By estimating the quantity of deliveries by
deliveries during the preceding periods
under similer conditions when the meter was
registering accurately.

Celler may at its option eand expense install anc oper-
ate check meters to check Buyer's meters, but measurement of
gas for the purpose of this contract shall be by Puyer's
meters, excevt as hereinbefore provided. Check meters shell
be of the orifice type end shall be subject at all reasonsble
times to inspection and exemination by Puyer, but the reading,
calivbration eand sdjustment thereof and the changing of charts
shall be dore only by ‘‘eller,

4., The qusntity of ras dellivered hereunder cnzil e
messured &nd computed in accordance with the Gas Yemssurement
Com:ittee Seport MNumber 2, Natural Cas Depurtment, ‘merican
Cag *ssoclation, dated “ay 6, 1935.

¥Yeter runs, meters, orifice nletes and other apnrurie-
nances shall bte installed and maintsined in accordance with
sperifications set zut in the “eport.

The prover bazie nrifice flow factor =s given in the
Report «nw#ll be used snd the other fectors determined from
the Report on the folloxine beslis;

£11 vas delivered hereunder shall he computed on

& pressure base ot thirteen e«nd forty-five hun-

dreuths (12.45) pounds ver square Jnch ebsolute

and on & tenperature base of sixty (o) deagrees

T.hnrenhelt.

It s sssumed 4nd agreed that gas delivered here-

under obey 3oyle's Law and that the value of the

cupercompressibility Factor, the Reynolds lNumber

Factor end the “xpansion Tector are One.

5.




The speclfic gravity shall be determined st the
time of each meter test and shall be used %o

compute the quantity of ges delivered hereunder.

It is assumed and agreed that the flowing tem-
,perature 1n the meter 1s sixty (60) degrees
Fahrenheit provided that either party at its

option may at any time install a recording

thermome ter or thermometers to record the tem-

perature of gas flowing through the meter or

meters and the temperature recorded shall be

used to compute the deliveries,

5. Thls contract covers gas from all wells, drilled
or to be drilled on the above particularly describded land,
produced from the two formations occurring below the Yates
Sand, commonly known as "The Seven Rivers" and "Cueen" forme-
tions, except as much thereof as may be required by Seller
for the operation and development of its leases and for fuel
furnished Teller's lessors or assigns.

It is expressly agreed that Seller is under no obli-
gation to drill sdditionel wells on the above described lands.

6. Tor gas dellvered during each month hereunder,
Buyer shall make payment to Seller at the rate of two and
Three-eighths cents (2-2/8¢) per one thousand (1,000) cubie
feet (hereinafter referred to as the "basic price"), subject,
however, to the following: 1If in any month while this con-
tract i1s 1n force, the average sales price received by Buyer,
before adjustments made for freight differentials or cash
discounts, during said month for bona flde sales of carbon
black of stendard grade and quality (such as is supplied
to the rubber trsde) f.o.b. Buyer's factory, in carload lots,
in bulk for consumption in the United States 18 more than
five cents (5¢) per pound, Ruyer shell pay Seller in addi-

tion to the basic price such emount per one thousand (1,000)

6.




cubic feet of ges as shall be equal to forty-five percent

(454) of the portion of Buyer's sald average sales price

per pound which is in excess of five cents (5¢) per pound.
If, for example, in a given month Buyer's said average
price of carbon black is six cents (6f) per pound, then
Buyer shell pay Seller a total price of two and eight hun-
dred twenty-five one thousendths (2.825) cents per one
thousand (1,000) cubic feet of gas delivered hereunder dur-
ing such month.

7. Notwithstanding the provisions of Psragraphs 3,
4, and 6, should any other Seller delivering gas to Buyer's
factory during the term hereof be accorded a higher price,
or a more favorable method of measurements and/or computa-
tion of quantities than accorded to Seller herein, then and
in that event, Buyer shall pay to 3eller for gas delivered
hereunder the equivalent 57 the highest price, based upon
the most favorable of measurements and computation of quan-
titlies accorded any other such Seller or “ellers.

8. On or before the twenty-fifth (25th) day of
each month Buyer shall pay “eller for all obligations in-
curred hereunder during the preceding month, All payments
due hereunder shall be made to “eller at Fort “orth, Tarrant
County, Texas,

9, ourlng sany month during the term hereof, should
gas of like kind and quality as that delivered hereunder he
s0ld 1n the same field or area at a higher price per m.c.f.
than provided for herein, and as & result thereof “eller is
required to pay royalty to its lessor or lessors based upon
such higher price, then and In thzt event Suyer arrees to
reimburse Seller in the amount that the sctuel royzlty pald
by Celler to its lessor on gas s8o5ld during said month exceeds
the amount of such royeslty 1if computed on bassis of the price

paid hereunder. Sums due under the provisions of this




parsgraph shall be peid by Buyer to Seller monthly, within
firteen (15) days after receipt of statement from “eller
showing the amount dus,

10. Buyer shall have the privilege of shutting down
or suspending operation of its said carbon black factory in
whole or part'rrom time to time in 1ts discretion, provided
that the aggregate of such total and/or partial close-downs
shall not exceed the equivalent of a complete shut-down of
thirty (3C) days in any year. During the time ssid plant
is s0 shut down Buyer shall not be required to take or pay
for the minimum amount of ges provided to be taken under
Paragraph 1 hersof.

11. Seller reserves the right to ebendon any well
or wells which 1n its Judgment erc deemed to be commercielly
unproductive or without substantial value.

12, All llnes, fittings, materials end ecuipment
furnished for use under this contract shell remein the pnrop-
erty of the perty furnishinc the same, and mey be removed b
such perity at the explration of this contract,

12, Teller grunts to Buyer, 350 fsr as “eller hes the
right to <o z0, rieht-of-wey on seid leases for such gathering
line: wnd other eyulpment ss may be necessary or desirable to
transcort gec from “eller's lesses or other leeses ip s2id
“ield to s=id Carbon Tlant, with full force of ingress and
vgrecs Lo -né from vll the land covered by seid leases, and
the further rigcht to do thereon ©ll =scte necessary or conven-
ient for the currying out of the terms of this contract.

14, Jellur hereby warrants the title to the gzs to be
delivered to Nuyer nnd agrees to indemnify the Z“uyver from all
clsims, suite, cctions, cost3 end expenses arising out of
adverse legal clalms to sald gas or to royelti=s thereon.

*11 severance and production taxes, assessments or

other charges on the prcduction, or sz2ls of the gas s80ld




and purchased hereunder, levied or azssessed by any State,
Tederal or other governmental body or agency, shall be

bome by “eller; provided, hovever, that any new taxes or
increase !a rresent texes after the dste of this agreement,
upon the production, seversnce, or sazle of gas delivered
hereunder, shell be borne equelly by the parties hereto,
one-half (1/2) by each., Provided, further, thet elther
party may refuse to pey its ;roportionate share of any
amouat by which any new taxes or increased taxes ss levied
and assessed exceed one cent (1¢) per thousand (1,000)

cubic feet with respect to gas delivered under this contraot
by 2iving written notice to the other, ln which event the
other shell have thirty (30) days sfter receipt of said
notice in which to elect whether it will essume =nd bear all
such excess above one cent (1¢) per thoussnd (1,000) cubie
feet, snd 1If such other psrty shall not within seld period
of thirty (7C) days elect to sssume and bear such excess,
then thls contract shall terminate without future llability
of elther of the parties to the other.

15. Seller shall not be liable for failure to deliver
gas, and Buyer shall not be liable for failure to recelve gas
or pay therefor, when such failure as to either party is caused
by the requirement or requirements of eny valii rule, regula-
tion or order of the Conservation Commission, or other regu-
letory body or commlssion having jurisdiction, or of any valid
statute of the State of New Mexico or of the United States,
or the order of eany 5tate or Federal Court having lawful jur-
isdiction therein.

16, Impossibility of performance resulting without
limitation from events or causes beyond the reasonsble control
of the parties respectively, shall excuse the non-performance
or such ps=rties, provided that the invoking party shall take
ell reasonable steps to minimize or remove such csuses or

events, provided further that Suyer's lack of a market for
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carbon black shall not excuse it from its oblization to take
or pay for gas hereunder; and provided further that elther
of the parties hereto shall have the option of terminating
this contract should the other party fall to perform here-
under for a period of six months due to conditions beyond
its or their control. |

17. The term of thils contract shall e for the term
of Zeller's lesse as extended or renewed, in so far as it
covers the above particulerly described land, but in ndo event
beyond Jamuary 1, 1957.

12, ~“henever used herein, the terms "nstursl gas"
end "ges" meen netursl gas, end/or cesingheed ges, as pro-
duced from the well. "Lay" meens & period of tweuty-four
(24) nhours. "onth" means & celender month, "Vear" means
a period of twelve (12) months ending on the snniversary of
the first day of the culender mountin next succeeding tie
aocnth in wvhich delivery of gus wuw cOmmencec lereunder,

17 411 of tne covernants and obliigations of tais
contract snaili extend to =nd ve tindlng upon the successors
snd assigns of the respective psrties, aand shall he 1a tne
nature or covenants runnin. wltcth the scld lesses, wells,
plsnts wnd pipellnes of the parties hereto,

IN ITKL 35 Hi:Z0F, tne perties hereto have ceused
this agreement to be signed end seeled in luplicate, by thnelir

proper >fficers, respectively, tnhereunto duly suthorized.

APTEST;) CEAAS
7 / W\,N Tier

i"‘/
“ecretary
w
ATTEST s /CA\nu LNET JOLNTON & COUPANY
g s M
., / Y 4 A J P B
L L i 9’Qa;r1“iehaﬁevg7
*»ei. oecretary Lo President

BUYER




THE STATE OF TEXAS |
COUNTY OF TARRANT |

On this 1lst day of October, 1946, before me per-
sonelly appesred J. R. Penn to me personally known, who,
being b; me duly sworn did say that he is the President
of the Texas Pacific Cosl and 011 Compeny, and that the
seal affixed to the foregoing instrument is the corporate
seal of sald corporation and that said instrument was
silgned nnd sealed in behalf of sald corporation by author-
ity of its 3oard of Directors, snd sald J. R, Penn
acknowledged sald instrument to be the free act snd deed
of sald corporation.

IN "ITNESS WHEREQOF, I have hereunto set my hand
and affixed my offlei=l seal on this, the day =and year
first above written.

/

//Vbtzry rublic

My Commissiosn “xpires:

e
June 1, 1947
C
STATE OF /}NNJVAUK!NI‘# i
CNTT\NTY o //f/t—l D€ (¢ &7 o
-z e
on this _©° dsy of S 7227 | 1946, before

———————— H
we personelly eppesred -~ - FAA——C t5 1e rersonally
known, who, being by me duly sworn did say thst he 1s the
President of Charles Tneu Johnssn % Compsny, and that the
sezl aifixed t5 the foregoing instrument 1s the corporate
seal of sald corporation n2nd that sald !nstrument was
signed und sesled 1In behalf of said corporation by author-
ity of its 3osrd of Directors, and said X. e, ovfwes .
acknowledged sald instrument to be the free act and deed
of sald corporation,

TH "'ITNT "8 ""HRR'OF, I have hereunto set my hand end
:ffixea my official sesl on this, the dsy and yesr first

above wsritten,
_ Noter{/Pﬁblic

vy Commission Zxpires: L ey

Yooy <15 5P o
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OIL CONSERVATION COMMISZSION
STATE OF NEW MEXICO

Santa Fe, New Mexico
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TRANSCRIPT OF PROCEEDINGS
CASE No. _691
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B4FORE THE
OIL GONSHERVATION COMMISSION
Santa Fe, Nev lMexico
CAnril 15, 1954
IN THz ZATTER OF:

Petition of United Carbon Comvary, Inc., for an
order exemnting it and the producers of natural gas
in the South funice Pool from vhort it purchases
notural gas, from the operation of those =rovisions
of Order R-3068-4i (Case 582) ard related orders limit-
ing the »roduction of natural gas in the Jalco Gas
Pool.

RxFORZ:
Hororable udwin L. Mecherm, Chairman
“ire 4. Se. (Johnny) Walker, Member
Mr. Re R. Spurrier, Secretary ¢ Director.

TRANSCRIPT OF HEARING

IiR. SPURRIER: The next case on the docket is Case 691.
#R. CATRON: May it plecse the Commission, the purvose of

'this ocetition is pretty well set forth rignt in tne notice of the

hearing. It is to secure the exemction of United Carbor Company |
| |

iend te oroducers from which it purchases gas for the operating of;
r .
'the carbon black plant down south of Hunice, from the reduldtiors

iconteined in Order No. 3-368-A.
1

ct
o
3
’.J
wn
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ct
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|

1

Ir prerarirg tnis retition I have tried to go back and set forth

- - - b

: e |

ne clrcumstances under tvhich the order was entered, |

i

wnich ~ave to the Johnson Company, that was Charles Eneu Johrsor |

Somnary, of which Unised Carbon is the successor, the circumstanced
D

Firder which tnat order was entered. A great deal of the materiel,

many of the allegations that are made in the petition are supported

ADA DEARNLEY & ASSCOCIATES
COURT REPORTERS
ROOM 105-10€, EL. CORTEZ BLDG.
PHONES 7-9645 AND B2-9846
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by facts that are of record with the Commission itself.

To present witnesses and have them testify to all those facts
and circumstances would do no more than consume the time of this
Commissior. Those records are there for the Commission's considera-
tion. They have been referred to, the history has been gone into

because we tnink it 1s material in showing why United Carbon and

those from whom it purchases its gas should be exempted from the

2]

egulations. The enforcement during the vast month, »narticularly

ing February and vart of March resulted in cutting dom the

{.2_.
5

oroduction of carbon black at the plant, in fact, in shutting down
one-tnird of the v»lant itself.

I think zossibly a brief review may helr to clear up things
ard expglain our position. This particular plant was started by

'the United States Government. That was back during the war days.

As early os December, 194L the question arose &s to where the gas

[EESPVN

s to come from that was to be used for the manufacture of the

o

blzck at this plant. There was a meeting neld of the operators of

'the so-called Soutn Zunice Field, or Pool, in Fort Worth, which

i
H

was attended, according to the minutes of thzt meeting, by repre-
,sentatives of all of the operators. At that meeting it was decided

‘that a pstition should be made to this body to 1lift the oil-gas

i
1
{

é .. . o . i
ratio ir the South Lunice Field, and the rurpose of doing that was
|

specificelly to make available foruse in the manufacture of carbon

black, the gos that could be obtained from that field. Following

‘that a petition was actually filed, notice of the filing and heariqg

=
ot
ct
<
0

t retition was given and a hearing was duly held. At thsat |
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from the South Bunice Field. Hearing was held on that after crocer

nearing thers were vresent representatives of all of the companies
who were concerned. They were given opportunity to introduce
evidence. They were given oprortunity to »resent anything that
they misnt desire in opposition to what was wrayed for in the
wetition. The net result of that hearing was that the oil-gas
ratio was 1lifted and it, as I say, was for the purpose of enabling

t-ose companies, tihose operators to produce gas for use in this

About that same time the Johnson Company had made acrvplication
for the right to use gas from that field and an order was entered.
Tnat order was entered as a result of an executive meeting of the
Commission. It was right zlong about that time that hostilities
beti.een the United States and Janan ceased. The question then
was, vhatner the plant would be comuvleted, “hat would be done with
it. The Government discontinued construction. The plant was then
offered, the uncomcleted vplant was offered for sale to various ‘

concerns. Amorg tnose irterested was the Johnson Company. It '-as

v

~+

. +
o Ul

=

at time then, in May, a little prior to May, 1946 that Johnsohn
Company filed its petition with this Commission, asking that it

be granted & permit to use L2,000,000 cubic feet of zas per day

nctice, and =1l parties interested, 2all producers from that area

attended zt that hearing, and after the taking of evidence the

Sommission entered its corder, granting to the Johnson Comvany the

«

|
12,000,000 cubic feet of gzs 7er day for use iIn that plant, as andi
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wnen the vlant should be completed.

At that same time another, or companion order was entered, No.
650 in Case Yo. 75, which related to the new limiting sas-o0il
ratio in that field. In other vwords, in order to make the gas

available for walch the permit which was represented by the
Commissiont's COrder No. 651 in Cace No. 75, in order to make that

gas available, 1t was found necessary by the Commission thet oil-

3

gas limiting ratio be lifted and that was done. That also was

-

done upon a full hearing, pursuant to notice given. ‘e base our
claim here on JOrder Mo. 651 in Case No. 75.

It is our vosition that by that order in reliance upon which
the piant was conrzleted, gathering lines were constructed, and a
treater »lont 2s constructed, thot when we acted in reliance on
that order, and went into those expenditures and tihose investments
ight vhick can not nor 2e affscted by sub-

secuent reculations or even legislation. That yhether that order

(@}
by
ct
—
=
(¢}

Commission is construed as & Jjudgmernt of a guasi judicisal

(L
813
n
o

body, or vhether it 1s consider franchise, or as & cortract

e

cr
n)
§]

That 1

0
ct
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that our rights uwider it are pro , in substance,

our rosition.

First I would like to offer ir evidencs the order of the

Comrmiigsion in Case Ko. 59, Order No. 59, whkich was entered the 12t%

!
day of February, 12L5, which related to the limiting gas-oil ratio
in tiie Soutn Zunice Field. I would thern like to offer the letter

| form order of tne Commission, dated May 25, 19L5, addressed to

§
i
3
}
!
g
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Charles Eneu Joanson and Compaﬁy, signed by all members of the,
then Commission, which granted the Johnson Company the right to
the use of 42,000,000 cubic feet.

Yext I would like to offer the order of the Commission in Case
No. 75, No. 550, which related to the no limiting gas~oil ratio
in the South Eunice Pool, ard then Order No. 651 in Case No. 75,
which is the ordér granting to the Johnson Company the permit to
nse 42,000,000 cubic feet of gas per day.

I have copies of these here. These are, of course, matters of
record, tne originals are in the Commission's files and while I
don't want to take those out of the Commission's files to make
them a part of the record in this case, I would like to have leave
to substitute duly authenticated covies.

I would, at this time, also like to offer ir evidence the

- netition of Dacember 29, 1944, by the operators of the South Eunic
| ) ;
i

Field, sizned by D. D. Bodie as Chairman, with the accompanying

o

exnibit attached thereto, which is a copy of the minutes of the

South Hunice o

e

erators meeting neld ir Fort Worth, that I have
%referred to.

I would ther like to offer the transcript of the proceedings
.m1d ir Gase Ko. 59, before this Commission on February 12, 19.45.
5That s on the petition of the operators of the South sunice

. Field, the precedirg exhibit, and finally I would like to offer

1

i the trznscrint of the procsedings had before the Commission on

2

‘May ¢, 1946 or the netition of the Johnson Company for the

’

[¢2)

i
LLZ,_QQD_,_QO_O__QHbiC_iepﬁ, and- on-the accompanying cuestion of the

1Z imal
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—

lifting of the oil-gas ratio limit in the South Eunice Field.

¥iRe SPURRIER: Are those &1l your exhibits that you wish to
offer?

R. CATRON: That is all at this time,

iR, SPURRIZR: Are there anv oblections to the exhibits
offered by Mr. Cztron? Jithout objectior they wi1ll be admitted.
You w1l pave leave to substitute copiles.

iR, CAiTRON: Set. forth in the netition the Order 651 in
Case 75 it is recited that "The Commission heving before it for
consideratior the testimony adduced at the hearing of said case,

and being fully advised in the oremises", then proceeded to order

irn this language:

"The Commission hereby grants Charles Eneu Johnson and Comvany

~

‘its cermission to use up to 42,000,000 cubic feet per day of

natural gas from tae South zunice Pool for tne purvose of manufact+
‘uring carbon black Ir said company's prlant epvroximately eight and:
tone-half miles South of gZunice, New Mexico, which nermission is

: o : , :

tto become 2ffective as and to the extent that said comnany's pro-
i

nosed facilities for the use of said gzs shzll becomes and be ready

for the use thereof for the purvose indicated. ®

Tne nature of the evidence, testimony that was adduced at thut |

thearinz is disclosed by the transcriot itself. Various views were

1

i

,expressed by representatives of different companies who attended |
i

—
o

‘tf 't hezrinz., t

s, cfter o full consideration of that testimony

o . . . |
1and nresumably a full consideration of any legal questions thet i
! |
. e
+ g P H
CITCIT LI

imicht be involved, the regulations-of the Gommigsion—ere
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force,that tnis order was entered. A4t that time it :as made clear
that the war emergency had ceased. It was no longer a case of a
war emergency whicn was involved.

I merely want to point out some of those circumstahces, not as
e metter of arzument, but merely as a matter of fact that existed
zt that time. In any event, &s the Jommission's records themselve
disclose, that oplant was completed and upon the completion of the

olant the laying of the gathering lines, construction of the re-

ct

guired treater pvlant, the gas which had been granted vas tzken
ol by » (=] 3

was used and continued to be used to the full amount for the

ct

manufacture of carbon black at that nlant un to February lst of
this year. At that time, as a result of the regulation that is

in guestion, the vproduction of gas from certain of the wells from
which we nad been obtaining it was cut down to such an extent that
one-third of thne carbon black plant had to be shut down. Should
tnat reguletion be continued in effect, insofar as the carbon
black plant 1s concerned, or more rroperly the producers within
the so-called Jalco Pool, whose wells we have connections with and

from whom we have been purchasing, it will mean not only that,that

 one~third rart of the onlant will have to be shut down again -- We

did get an emergency order continuing our right to take for a time

-- It will mean that one-third, at the least, of that plart will
have to be cut down. And, it is our position that that would

constitute not only a breach by the State through attempted regu-

" lation of our contract with it, if it is to be denominated & con-

tract, but zlso thet it would be an infringement of our rights

b
|

I
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under the order, if the order is to be construed as ir the rature
of & judgment. Also, we say that it would result in taking our
vroperty from us witrout due procéss of law.

I don't think thst the Commission &t this time wants to go into
tne legal questions, exactly. I think it recognizes, it must
recognize that it issued that order; that it issued that order in
good raith; that it issued it after a full hearing at which every-
body was given an orportunity to be heard; and tnat the Johnson
Company acted on that order in good fsith and made these investmen

I am not going to try to encumber the record now with a lot of
miscellaneous testimony. I do want to show what has been involved
in the vay of an investmenrt there. I do want to show the nature
of thzt »lant, what it has meant to the 3tate of Hew Mexico. Thos
tnings, while possibly not directly material on the issue of
whether we have a vested right which can not be taken away from us
are, none tre less, matters which are deserving of consideration

vefore this Commission, which,

4]

was initiated.

OLDEN W. FOSTER,

called :s a vitness, having been first duly sworrn, testified as
follows:

DIRECT EXAMINATION

By iR. CATRON:
« w1ill you please state your nrame?

A (Qlden %. Foster.

fter all is vhere this whole thing

LS.

< Are you, in any way, connected with the United Carbon Company.
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' made substantial increase in the total investment after it @

Mr., Foster?

A I am retainsd by United Carbon as a consultant and adviser.

—

Q Aie you familiar with, or have you familiarized yourself wit
the orerations at the so-called kEunice Flant of United Carbon
Company, which lies some eight miles south of Zunice, New Mexico?

A I have.

¢ Can you give the Commission some information on the cost

of

the construction of that plant?

A I ean tell you how it stands on the books of the company,
Mr, Catron. The cost of the construction was something in addi-
tion to that. Prior to the time that the Johnson Company acquired
it from the Government there was a substantial amount invested.

& In other words, the figures that you have are the cost of
the plant, insofar as the Johnson Company and its successor, Unitefl
Carbon is concerned, without regard to the actual cost to the
Government of the original construction? !
& Thet is correct.

w will you give those figures, please?

A I don't have it broken down as to who made it. United Carboh

acgquired the vroperty from the Johnson Company. The investment,

the gross cost to the Johnson Company and its successors is in thej

amount of 2,501,052.83,

< «anat does that plant as an overall unit, if you want to

call it that, consist of?
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A It consists of a treater, ripe lines, dwellings, miscellan-

eous equipment and the planrt itself.

% You mentioned pipelines, will you describe the nature of
those pinelines?

A

A The pipelire zathering system in the field.gathers from the

sroducers from w-om we rurchase the gas, brings the gas in to the
treater pnlant and from that voint on transports it a distance of
about nine miles to the carbon pnlant.

 As T understand the gathering lines, those iere pipelines
that were built to make connection to the wells, at least the
. scurces of the gas, so that it cculd then be transported to the
treater olant, 1s that correct?

A That 1is correct.

@ Thern trere is the main line from the treater plant to the

carbon blacik vlant proper?

A Yes, sir.

P

& Those gathering lines from the treater plant had to be con-

structed before the carbon black zlant proper could be put in
oceration, isn't that correct?
A And the compressor station. There is a compressor station

. thzt brings the gas in from the wells to the treater plant.

!

10

! o s . . . .
! % Are you familiar with the area from which the gas 1is obtained,

which is gathered and taken to the treater plant? That is, as to
. vhether it is within what was then desiznzted as the South sunice

P Field?

i
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A The area from which the pnlant obtains its gas supply is the
area designated by the 0il Conservation Commission as the South

sunice 0il rField. That is a designated crea. The order granting

the vermission to use this gas limited us to that area in securing

% . Mr. Foster, are you familiar with the cperation of the plant

¢

itself, tact is the carbon black plart, the nature of the opera-

A To the extent it i1s a typical channel tyre vplant, T am famil

@ Is that built in sections, I mean, so that one nortion can b
shut off indepéndently of the others?

A Yes, sir, it is.

& During this past winter, early spring, was a portior of that
nlant shut down?

Until the 21st of Marah.

[
o

Q What vas the extent of the zhut-down of the plant during
that period?
A ell, I mignt say that the daily average gas consumption in

the fourth cuarter of 1953 was 42,025 M cubic feet, during the

month of February it was 27,449 X Cubic feet., A decrease during
that month of 1L,576 I cubic feet per day, or 3L.7 vercent.

<« How did that refiect itself in the operation of the plant?
How much of the plant was shut down as a consequence of that?

A Well, the olant vas shut down, of course in proportion to

the volume of gas used. It was Jjust about in direct proportion.
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!The decrease in the product manufactured was almost exactly in

proportion to the curtailment of the gas supply.

~

Q& What was that curtsilment in production?

A During the fourth quarter of 1953 the average production was

| 72,489 pounds. During February the production was 47,976 pounds.

!

The decrease was 24,511 pounds during the month of February, or

32,8 percenrt decrease. That compares with the 3L.7 percent de-

e
3

crease gas consumdtion.

Q@ <Can you give us any idea of the effect of that reduced pro-
duction resulting from the curtailment in the supply of gas on
the cost of oroduction of the oarbon black?

A T have information as to the oroduction, the effect of the
reduction in consumption of gas, but I think the clearest way to
mesent that is to say that during the fourth quarter of 1953, our
average daily profit was 1,543.00. During the morth of February
the profit was $237.00, a loss of approximately 5/6 of the profit
by reason of suffering a third drop in the through put, and the

decrease in »rofit during February was $1,306.00 per day. So, to

cut vs down in that proportion came close to putting us into the
‘red.

W Have you any information, Mr. Foster, on the payroll of the

comnany and the operation itself, of the plant there?

of 4230,000.00.

@ Have you any figures on the amount in taxes that is being

_

A There zre LE employees at the plant, having an annual payroll
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paid by the company on that plant to the State of New Mexico?

A Total taxes during 1953 were $19,500.00, consisting of
+6,135.00 property tax, $7,695.00 on school tax, ,1,585.00 of -

use cax, $85.00 automobile tax, 34,000.00 unemployment tax.

& ©Can you give us any figures on the value of the plant? You
have testified to the cost of the original construction, its
depreciation, reserve, figures of tnat sort, lMr. Foster?

A Vell, the depreciated cost, as of the end of 1953 stands on
the books of United Carbon at 1,302,308.59. The reason that figure
is of importahce to the company is that we have term contracts for
the production of this gas and it doesn't follow that if we are
curtailed in the month of February and March that we will make it
up in some later period. Any loss we suffer is a permanent loss.
In other words, the contracts run for about 1,000 days. We stand
to lose each day about that oproportion of our total expected
profit. It isn't deferred, it is an actual loss.

i & what impact has the reduction in the production of carbon
black at this plant had on the carbon black industry as a whole?

A I thir

in

]
o
¢t
oy
QO

ct

|
!
jthe stocks of thic type of black. The carbon black industry, just:

'tyre, at the end of December, 1953 was 233,000,000 pounds; at the ?

nd of January, 1954 there was a slight reduction, about half a

imillion nounds. The end of February, 1954, the reduction was a
i

1,L00,000 pounds. We do not have the stdcks at the end of March
i _ j
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for the industry as a whole. What I have just described results
in .the fact that between December 31, 1953 and February 28, 1954,
there has been a reduction of a little less than 2,000,000 pounds

lack for the industry as a whole. The United Carbon Company's
position, which is substantial, but not, of course, a controlling
factor in the industry, is this; our stociks at the end of December
1953 were 52,000,000 pounds. At the end of Jzanuary, 1954 they
vere 51,000,000 pounds. The end of February they were 49,000,000

nounds and the end of March, 42,000,000 pounds.. In other
vords,.- our stocks have gone down to a larger extent than our loss
froﬁ this plant atone. Our position in the industry is becoming
quite embarrassing, because we can not go on indefinitely furnish-
ing our companies with a loss of stock of this sort. Any reductio
in curtailment that we suffer i1s serious with us.
IiR. SPURRIER: Let's recess until 1:30, kr. Catron.

(Recess.)

i
] HMR. CATRON: Will you olease take the stand again, Mr. Fosten?

COLDEN W. FOSTER

, )

DIRECT EXAMINATION
(Continued)

By MR. CATRON:

]

n

L_ ..
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Q Can you state, Mr. Foster, from what concerns United Carbg
has taken gas in the South Eunice field?

A Texas Pacific Coal and 0Oil Company, Cities Service 0il
Company, Continental 0il Company, New Mexico Federal Unit, Ohio
0il Company, Two States Drilling Company, Mid-Continent Petroleum
Company, and maybe one other; I think that is the list.

Q Those concerns from which it has been taking gas from the
beginning, as far as you know? A Yes, sir,

Q@ Is there, as far as you know, any gas within that field
that would be available at this time to United Carbon?

A No, sir, we know of no gas except one well of Continental
0il Company, the volume from which is quite small, operated on an
intermitter and been considered and the conclusion reached that
it was not practicable to take the gas. So far as we know, that
is the only gas available.

Q And so that if there were a reduction in the amount of gas
that you, that is the United Carbon would be permitted to obtain
from those producers with whom you have contracts, and from whom
you are now taking, yoﬁ would not have any source of supply, other
source of supply within the Eunice field, South Eunice field, is
that correct? A That is correct.

Q And to the extent there would be a reduction in the pro-
duction of those concerns from whom United Carbon buys gas, there
would be a lack of gas and the plant would have to be shut down
proportionately?

A Yes, sir,.

Q As far as you know, has United Carbon or its predecessors,

n

or the Johnson Company, been willing to take from other producers
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in that field since the building of the plant?

A We have,

Q Have efforts been made to obtain gas from other producers
in that field?

A Yes, sir, in that field and elsewhere.

Q Without success? A That is right.

Q@ When was it, to your knowledge, that United Carbon succeed
to this plant and took over the operations of it?

A I am not certain as to that date, Mr, Catron, but I belieV|
it was about the first of January, 1950, it might have been 1949. |
I am not certain as to just when that date was. I could find that

out, of course.

Q United Carbon has been operating continuely since that date?

A Yes, sir, operated under the name of Johnson Company for
several years, that is why I am uncertain of the exact date of tak
over, I think it has been in the name of the Johnson or United
Carbon for the last six years or last five years, excuse me.

MR. CATRON: If anybody desires to cross examine, they may

MR. SPURRIER: Anyone have a question of Mr. Foster?

MR. WOODWARD: John Woodward representing Amarada.
CROSS EXAMINATION

By: MR. WOODWARD:

Q@ Mr. Foster, what kind of gas is the applicant in this case
taking into its plant? I have reference to whether it is classi-
fied as casinghead gas or dry gas, under its present gas purchase
contracts?

A Mr. Woodward, we received gas from our suppliers and have

ed

e

ing

no direct knowledge of the source of that gas except we know under
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this proceeding that some of it is coming from three or four wells
classified by the Commission as gas wells., The balance of the gag
we have no knowledge of it. I would say, however, that it probabl]
was casinghead gas that is gas produced with oil.

Q Are you connected in the South Eunice field with all pro-
ducers of gas in this area? | A No, sir, we are not.
Q There are some producers in the field with whom you are

not connected? A That is correct.

Q I believe you made the statement and I believe your petiti
reflects the foliowing and I read Paragraph 26 of applicant's
petition. ™That the special rules and regulations so adopted by
the Commission by its said Order No. R-368-A in Case No. 582 and
the enforcement thereof as against the producers of natural gas in
the South Eunice Field or Pool with whom petitioner has contractsl
for the furnishing of gas for use in its said carbon black plant

and from whom it has been obtaining gas for use in said plant,

has resulted in precluding the said producers of gas in said field

from producing and furnishing to petitioner gas in such quantities
as to provide petitioner with the full 42 million cubic feet of

gas per day to which it has the lawful-right under the Commission!
Order No. 651 in Case No. 75, and has further resulted in deprivin
petitioner of the full 42 million cubic feet of gas per day to whi
it has the lawful right under the Commission's said order, notwith
standing the fact that there is available in and from the said
South Eunice Field or Pool, and more specifically from the produce
of gas in said field or pool with whom petitioner has existing

contracts, in excess of the 42 million cubic feet of gas per day

y

on

1
i

I

rs

granted by said Order No. 651 and required by petitioner for the
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operation of its said plant at full capacity, and by reason thereqf

petitioner has been compelled to shut down and discontinue the
operation of one-third of its said plant.®™ At what price did you
offer to buy?

A We have a contract with the producers in which there are
a number of elements that enter into the price. We consider that
our prices are competitive with othe} purchasers in that area.

Q Are your gas purchase contracts a matter of record in this
case? A No, sir.

Q They are not,the contracts which you are contending in
your petition that maybe abrogated by reason of Order R-368-A are
not a matter of record in this hearing?

A No, sir, that is correct.

Q@ Do you know or do you have within your knowledge any infor

mation that would indicate whether gas is available at a price in

excess of that which you offer to purchase in the se adjacent areas|?
MR, CATRON: May I ask what you mean by adjacent areas?
MR. WOODWARD: I would include, if I may refer to an Ex-

hibit that is not of record here, simply for the purpose of identi

fication, any of the gas areas shown on these four maps on the wall
beginning in the Eumont, Jalco Arrow gas fields or in the Eunice
or South Eunice fields.

MR, CATRON: Well, I object to the question as being wholly
immaterial because our whole, the whole basis of our petition here
is the fact that the order which was granted and entered into is

limited to the South Eunice field.

MR. WOODWARD: Now, I am not directing these questions with

egar i i iri i ent _made
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in the petition that gas is not available to petitioner. Now, I
would like +to understand if they mean it is not available to pe-
titioner from the South Eunice field or other areas. As I under-
stand the testimony, the scope of the testimony, it goes beyond
the Sou£h Eunice field.

MR. CATRON: The question I asked Mr. Foster was as to
whether, to his knowledge, there was any gas that was available in
the South Eunice field, I think that is what the record will show,

MR. WOODWARD: Well, if it does not show that you amend
your question to limit it to that field.

MR. CATRON: That is the way it was stated, I don't have 4

amend it.

MR. WOODWARD: As long as it is limited to that field, we

have no further concern.

Q@ Now, I would like to understand further applicant's positﬂon

with respect to your right to take the amount of gas permitted by
Order 651. 1Is it your position and standing that that right, if
it is a right, was acquired subject to police power of the State
of New Mexico?
MR. CATRON: That is a legal question, I don't know whethe
the witness is competent to answer it.
MR. WOODWARD: I think the question is directed to you, Mr
Catron, as the position that you are taking in this hearing, it is
purely a matter of understanding what your contention is here.
MR. CATRON: My position is the order speaks for itself.
MR. WOODWARD: And you are not taking any position with
regard to, that is any formal position with regard to the acquisi-

tion of your rights?

o)
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MR. CATRON: Any formal position as to what?

MR. WOODWARD: As to whether or not the aéquisition of your
rights under that order are subject to the order. |

MR. CATRON: Subject to the extent the order prescribes
that they are. Our position is that you can not have subsequent
legislation or regulations which will impair the obligaiions of
that order or the rights conferred by it.

MR. WOODWARD: That answers my question, thank you. I
would then like to draw attention Paragraph 7 of the petition, of
applicant's petition. Namely, Paragraph 2, "That said suspensionl
shall become operative in the following," excuse me -- I would
like to draw attention to Section 2 of Paragraph 19, that is Sectibn
2 of Order 651. "The order herein is in lieu of this Commission's
permission granted to said company for the use of gas from said
pool for carbon black manufacturing purposes dated May 25, 1945,
and shall remain in effect for so long as and to the extent that
the use of said gas shall not result in or constitute waste as de-~
fined in the 0il and Gas Conservation Laws of the State of New
Mexico.™ We would, on basis information gained in direct and cross
examination, like to make a statement with regard to this case.
Our cross examination of the witness is complete and if it is con-
sidered proper, we will defer that statement until cross examination
is complete from others that may have questions to ask.

MR. SPURRIER: Anyone else have a question of Mr. Foster?
Mr. Smith,

MR. SMITH: J. K. Smith, Stanolind 0il and Gas Company.
By: MR. SMITH:

Q@ Mr. Foster, as I understand your application, also your
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testimony, you are presently operating your plant at a two-thirds

capacity, is that correct?

A Little more than that but substantially that, but it varies

from day to day. That is about right.

MR. CATRON: Let me amplify that an application was filed

for an emergency order under which we were given a fifteen day

period during which we could, or one of the producers could produce

an additional amount of gas which enabled us to operate the plant

in part, that was the part that had been s hut down.

Q That brings us to the next question. Have you been nominaL

ting for gas purchases in the connection with the proration order

in that area?

MR, CATRON: I can answer that question. We did not take |
to nominate at the beginning for two reasons; we did not feel we i
or the producers which we took from fell under those regulations;

secondly, because as I understand those wells which are directly

involved were not classified as gas wells until after the regulation

was adopted that required the nominations.

MR. SMITH: Then, as I understand your statement, Mr. Catro¢n,

you are not at the present nominating for the gas you are using in

your plant?

MR. CATRON: We made a nomination, if you want to call it

that, for a certain purpose in April. It was a nomination that was

made without prejudice to this case or waiver of any of our rights
under it, and specifically provided by making that nomination, we

did not recognize we fell within the scope of the regulation, or

the two producers from which we were taking fell in the scope. That

nomination was made as a convenience to the Commission, and also tdg
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-

agsist us in getting temporary gas.

Q Mr. Foster, or Mr. Catron,-- I don't know which of you is
testifying--one additional question. On the nomination for pure
convenience, did you nominate the 42 million?

MR. CATRON: No, sir, we did not nominate the 42 million,
because the only wells that were involved, or that the Commission
has stated fell under the regulation, did not produce that volume
of gas and.we, therefore, limited our nomination to the amount that
we contemplated would be taken from the gas which the Commission
has said fell unde} the regulations.

Q I would like to direct a question to Mr. Foster. During
the period of time that, or prior to the issuance of the proration
orders, establishing proration in that area, has your plant at all
times taken 42 million cubic feet of gas?

A It varies a little bit, Mr. Smith, isn't an exact quantity
but substantially that, it averages very close to that within, I
would say less than half a million feet averaged over a years
period.

Q You consider yourself obligated, shall we say, by the con-
tract with the Commission, here to take 42 million?

A If it was or is available, yes, sir.

Q In other words, it would constitute a breach of your con-
tract or franchise if you took 15 million instead of 42 million?

A We are obligated to take the gas if it is there.

Q@ In other words, they are taking positions, as you always
have in the past and are required under this Order to at all times

take 42 million regardelss of market conditions or the necessity tp

make repairs in your plants or any other factors that may enter into
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the operating of your plant from an economic standpoint?

A We operate the ﬁlant at the rate of 42 million feet per
day if we have got the gas.

Q If you have the gas? A Yes,

Q And you consider that it is your obligation under this
Order that you continue to take the 42 million and at no time 15

million or a less quantity than 42 million?

A That is correct, we consider we are under obligation to ta&e

it if they have got it.
MR. SMITH: I believe that is all, thank you.
MR. SPURRIER: Anyone else? Mr. Rhodes.

By: MR. RHODES:

Q Mr. Foster, you stated that you made a nomination during |
the month of April with the 0il Commission for the purpose of ob-
taining some gas.

A You ésking me the question?

Q Yes, sir.

A I believe the question was asked and Mr. Catron answered i

Q@ Well, who signed the order?

A T didn't ask the question, Mr. Smith, I believe asked the
question? Did you not just--

Q (Interrupting) Let me start over again. Did the United
Carbon Company submit a nomination for gas from the Jalco Pool at
sometime in April?

A United Carbon Company submitted a nomination for gas from
the Cities Service Company, Cities Service 0il Company from four

wells that are classified under Commission's orders as being in th

W

Jalco Pool.
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Q Then, you did nominate for gas under our present proration
setup? A I dont't know.

Q You see, in order to--

A (Interrupting) I don't know what the words, "our proration
set-up" means.

Q@ In other words, in order to obtain this gas and to, or to
purchase this gas you had to nominate it, the purchasevof so much
gas from the Jalco Pool during the month of April, since this Pool
is a prorated pool.

A T don't believe that is a correct statement of why we had
to do it. No, sir, I don't believe that is a correct statement.

Q Well, did you nominate, regardless of what the reason for
the nomination was, did you make a nomination?

A We nominated as I stated, sufficient gas to enable us to
operate the plant at the 42 million rate for the 11 days, starting
with the 21st of March.

Q@ You remember how much gas you nominated, Mr. Foster?

A I would have to look at that record.

Q@ I believe it was 17 million cubic feet a day, if I might
supply that figure, and your total daily take, Mr. Foster, you sait
it was approximately 42 million feet a day?

A That is correct.

Q@ And there are four wells under consideration here, are ther

not?

A I think that is correct, yes, sir.

Q And the total number of wells from which United Carbon dra&s

gas comes to something like 22, doesn't it?

A I am not prepared to state that. W, buy our gas and the
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producers don't know how many wells they have hooked on or where
the gas is coming from. We are buying under a supplier type con-
tract, we have no control over the field, dontt know how much or
who, what well supply we have or what lease; we have no knowledge
of that.

Q Well then, as I understand, you stated that your total take
is approximately 42 million feet a day and since you have nominatdd
17 million feet from the four prorated wells in the Jalco Gas Pooll
and since this 17 million feet approximates 40 percent of your total
take for one day, is that correct?

4 No, I think you are arriving at an arithmetic conclusion.
We took that quantity from certain wells to operate until the date]
of this hearing and how the arithmetic was arrived at, I don't kan.
1 believe the arithmetic is leading to an assumption that is not
consistent with our take from the field. We wanted gas to Operaté
until the expiration of a 15 day emergency order and that is the
way we got it. It amountéd to the arithmetic you state.

Q@ It did amount to the arithmetic I stated?

A I think that is correct, it amounted to that figure, it
was a figure arrived at to give us the certain amount of time. Had
the fifteen day period started at the time we petitioned for it,

it would have expired, let's say the 3rd, L4th, or 5th of April, bu

Y

that date would have been inconvenient for the assembly to come here,
so 1 think convenience had considerable to do with the quantity.
It was simply an arithmetic quantity. If it would have been 18 days
or twenty, it would have been more.

Q Then, you submit that by nominating 17 million feet from

the Jalco Pool, you did not intend for that 17 million feet to comd
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from these four wells which are concerned in this case, or should
I say, which are subject to proration?

A That was the only place that we could get the gas.

Q@ Why is that, you purchased from others besides the operators

in those four wells, didntt you?
A That is correct. We purchased from everybody that we have

a contract with in the field.

MR. RHODES: That is all I have.

MR. SPURRIER: Anyone else? Mr. Howell.

MR. HOWELL: Ben Howell representing El1 Paso Natural Gas
Company.
By: MR. HOWELL:

Q Mr. Foster, were your takes from these four wells in the

month of January of 1954, at the same rate that you had been takinj

U

previous that time?

A That is a variable quantity, Mr. Howell, it depends on--
well, each producer is supposed to supply us rateably with what ga%
they have available up to the total of 42 million; we don't know
where that gas is coming from and sometimes one producer gives us
a little more and another a little less, so to what extent--if you
look at the month of December, for example, for 1953 or December
1952, I am sure you would find an entirely different ratio; practi«+
cally every month we take no fixed quantity from anybody.

Q Is there any great variance in the amount you took in Jan-~
vary, 1954, from your average takes preceding that time?

A I never examined the record for that, I dontt know.

Q- How much did you take from these foﬁr wells in the month of

January, 19547
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A I think we supplied that information to the Commission, I
believe that is a matter of record, I don't remember.

Q With reference to the Claﬁson 1-J Well, did you take
68,144,000 cubic feet of gas during the month of January?

A If that is what the record shows.

Q And from the Clauson A-l, did you take 194,651,000 cubic
feet of gas?

A Well, the answer is the same to this extent, I do not kno
whether the producer or our company furnished those figures but I
am quite sure if they were furnished for the record, they are
accurate, they are metered, it is in a metered quantity.

Q You wouldn't deny that the figures as shown by Order Numbd
A-G-1C for March, 1954 are correct as to January, would you?

A I would expect them to be correct, sir.

Q And from the Clauson 3-I well, your takes were 194,650,000
cubic feet during that month?

A If that is what the record shows, yes, sir.

Q@ So, that as compared with the allowable given to gas wellg
in the field from those three wells you took, as to one, an excess
of 31,723,000; as to another an excess of 158,230,000 and as to a
third, an excess of 158,292,000, if the record so shows, that is
correct?

A We take from the producer, if the record shows that is the
producerts production from that less, your statement is correct.

Q You would not deny, if it appears on the March order for

proration, that that is a correct statement?

A I don't deny; I stated the record so far as I know is corn

r

ecte.

Q Is it your company's desire to continue to take the produc

ion
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from these three wells at that rate?

A We want to take 42,000,000 feet a day from the South Eunid
0il Field according to our contract with the producers and the
order we received from the Commission.

Q And if an order to that quantity, it will require you to
take from these three wells at that rate, you desire to do so, is
that correct?

A We desire to continue to take under the order we have from
the Commission and producert's contract.

MR. HOWELL: That concludes our cross examination. We do

have a statement we would like to put in the record at a later tije.

MR. SPURRIER: Mr. Stahl.
MR. STAHL: Stahl, with Permian Basine Pipeline Company.
By: MR. STAHL:

Q Mr. Foster, I believe you testified that no gas was avail-
able to your company in this area. Is my recollection correct?

A In the South Eunice 0il Field as defined by the Commission

Q In the South Eunice 0il Field? A Yes, sir.

Q 1Is there any, is there any gas available from what we call
dry gas wells in the Jalco Field?

A I have no knowledge of that, Mr. Stahl.

Q Have any efforts been made by your company to secure ad-
ditional gas by virtue of purchasing it from gas wells in the Jalc
Field?

A The Jalco Field is defined by the Commission, I assume you
are referring to--

MR. SPURRIER: That is right.

A The Jalco Field is an area that is extended over a conside

able
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scope of territory. We have always felt that we were limited as
to the scope of our territory by this Commission order, so long as
the producers from which we have contracts had enough gas to suppl]
us. When the question arose as to the possibilities of a decline
in that rate of supply we looked elsewhere, and that occasion was
several years ago.

Q You mean the Clauson Cities Service Wells?

A No, sir, we looked outside the South Funice Oil Field. In
other words, we could see the handwriting on the wall, we thought
and we thought what if we needed more gas, so we looked around. A
it turned out, we didn*'t need more gas and the people with whom we
negotiated did not supply the gas, I mean we were unable to come
to an agreement with them, and to that extent we have looked else-
where and as I say, maybe two Or'three years ago, but not since
that time.

Q Not since that time?

A Not to my knowledge, no, sir.

Q Within your knowledge, are there any wells or any acreage
which does not have a well which is not presently committed to an-
other mérket in the economic, within economic reach of your plant?

A Without being factiteous, I would say you had all the infoz
mation on thatjy you are seeking gas in that area.

Q I am asking whether your company has made any efforts--

A (Interrupting) I told you we considered ourselves, as long
as this area could supply it we consider ourselves bound to stay
within this area.

Q Would your company have any objections to goiﬁg outside

-3

(o

¥

this area if the Commission rules that you are not permitted to
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overproduce these Clauson Wells, does not give you an exception?
A We want to operate that plant. If we can secure gas else-
where, and at the same time protect our present suppliers, we will

consider it.

Q@ Do you have, within your knowledge, there has been no actibpn

taken by your company within the past six months to secure such
additional gas? A No, sir.
Q Dontt you feel you are a little premature, Mr. Foster?
A No, sir, I don't. We are down to two hundred-fifty a day.
MR. CATRON: Premature to what?
MR. STAHL: Not having exhausted the possibilities of se-

curing gas from some other source,

MR. CATRON: We are trying to protect our rights under what

we consider a writ, an order.

MR. STAHL: That is where you and I differ.

MR. CATRON: Right.

MR. SPURRIER: Anyone else have a question of Mr. Foster?
Mr. Adair, |

MR. ADAIR: Adair, with Texas Pacific Coal and 0il Company|
By: MR. ADAIR:

Q@ In order that this record may be complete, do you happen

to have available thecopy of the contract you entered into with the

producers in the South Eunice Field?
A We have a photostatic copy of the contract.

Q@ I wonder if you would make it a part of this record?

3

A We have no objection, the contracts are identical, the con-

tracts with all our suppliers are identical and if you have no objec-

tions, we will furnish a copy of the one we have here, it happens
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to be the one with your company.
Q That is all right.
A They are identical with all other of our suppliers.
Q I believe the contract has been amended in respect to the
price paid, since it was originally entered into?
A Yes, sir.
Q Otherwise, the contract that you offered in evidence con-
stitutes a contract? A That is correct.
MR. STAHL: That is all I have.
MR. SPURRIER: Anyone else? Mr. Woodward.
MR. WOODWARD: One other question.
By: MR. WOODWARD:

Q@ Do I understand that contract and all its terms are now in
the record?
A Yes, sir, that is my understanding. We are supplying thatl
at the request of Texas Pacific Coal and 0il Company.
MR. SPURRIER: 1Is there objections to the inclusion of thi
contract in the record?
MR. WOODWARD: Well, I will--
MR. SPURRIER: Without objections, admitted.
MR. WOODWARD: 1Is there an inclusion of the entire contrac
and all its terms?
A That is correct.
MR. ADAIR: Except the price.
A There has been a revision in the amount of money paid.
MR. WOODWARD: The price of this contract is not a matter

of record?

A As I stated before the elements of price are four or five
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in number and they are all in there except the amount paid, dollarps
and cents per MCF paid;-the other elements are all in there, gathep-
ing, pipeline pressure, everything, quantity terms.

MR. WOODWARD: The formula is the actual contract?

A The contract is complete except for the revision in per MCF.

MR. SPURRIER: What is your objection to including that
price in this contract?

A We hadn't included the contract until we were asked to, that
was put in at the request of the other company, we had not expected
to put it in.

MR, CATRON: We have no objection to putting it in, as to
what the price may be,
MR. SPURRIER: Well, what is that price then?

A On a 5025 basis, 3.91. I would call your attention however
to the fact, it is a term contract, low pressure gas, fixed quantity
per day; all those things were considered in negotiating the price
and the total consideration have a bearing on it.

MR. SPURRIER: You say low pressure gas?

A Yes, sir, we take the gas down to 15 pounds and we come and

get it. We gather it.
MR. SPURRIER: Anyone else have a question of Mr. Foster?
MR. CATRON: Also;has to be treated, is that correct?
A That is correct, it is treated sour gas that we treat.
MR. SPURRIER: Mr. Rhodes.
By: MR. RHODES:

Q Mr. Foster, does that contract provide whereby Texas Pacific

will provide you with a stipulated amount of gas?

A No, sir, we take it rateably from all producers under whom
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we have that contract.
Q How about any of your other contracts?
A All the same. Just a different name in each contract, thd
total volume is mentioned 42 million a day per order.
Q Prices all the same? A Yes, sir..
MR. SPURRIER: Anyone elée? Any further questions of the
witness. If not, he may be excused.
(Witness excused.)
MR. SPURRIER: You have another witness, Mr. Catron?
MR. CATRON: No, sir, just one thing else, I negotiated

to offer the original petition of Johnson Company on which Order

Number 651 was based. I was checking the transcript and it doesn!'t

appear in the transcript. I would like to have the petition as file

with the Commission, incorporated as an exhibit, if it has not been

marked, and substitute a copy for it.

MR. SPURRIER: 1Is there objections? Without objections it
will be admitted and substitution may be made.

MR. CATRON: Now, I am taking the position, if the Commi331
please, it is before it's own records that this is in the nature
of a--it is not an adversary proceeding, it is a hearing before th%
Commission and it may, of course, take notice of its own records
and the proceedings before it. It may take notice of its records
as to the production of gas from the South Eunice Field, from the
wells from which United takes, and the quantity that has been fur-
nished, and I request that the Commission do take notice of those
things.

For the rest as I stated at the beginning, the right elemen

d

on

ts

of this petition, of course are the backbone of it. It is all a

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTIRS
ROOM 105-106-107 EL CORTEZ BLDG.
PHONES 7-9645 AND 5-9846
ALBUQUERQUE, NEW MEXICO



34

matter of record before this Commission. The matter of how much
we pay for gas is wholly immaterial to our rights under the Order.
I made no objections to a great many of these questions because
to get up and make a lot of objections would just encumber the
record that much more. But we are concerned with ﬁhat are the
rights under that Order.

We are not seeking to put the Commission in an embarrassing
position, we are not seeking to embarrass anybody. We want to livie
up to our contracts with those from whom we have been taking gas,
and we want the State to live up to the contract that it entered
into with us. But whether it be regarded as a contract or a fran-
chise or whether it be regarded as a judgment of a judicial body,
that is the substance of the thing.

I have no more evidence; such evidence as is required is
right in the records of your office, except for what we have now
introduced and the testimony that has been given by Mr. Foster.

I would like to make a few remarks as to some of this his-
torical background as disclosed by the transcript of the proceediﬁgs
that were held back in 1945 and 1946, and if the Commission will
bear with me, I will make it very brief.

We here in New Mexico for many many years, have been trying
to get industry to come into the State, we purport to offer induce-
ments. We cannot hope to have industry to come into the State, if
we are going to hold out opportunity with one hand and take it away
with the other hand. If we are going to have individuals from out-+
side the State come in here and make expenditures of their money

and the assurances that the State gives in one guise or another, ws

cannot continue to induce industry to come here, if we then take_aJay
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what we have granted.

This enterprise was an industry for the State of New Mexicp.
In its inception, it had maybe its origin in War necessity, but
before this particular oraer was entered that War necessity was
over with, we were no longer carrying on hostilities with anybody,
and if you will read the transcripts of proceedings in those cases
you will find that the question of how this gas should be utilized
most beneficially was raised and was discussed and that at that
time it was the opinion an the expressed view of the Commission that
if we could use this gas for industry within the State of New Mexito
that that was advisable and was to be preferred over using that
gas in other ways which would carry it outside the State of New
Mexico,

It was on that theory and those representations and on the
testimony of representatives of the very companies who are here
now, today, that that Order was entered. The very companies who
are here, represented at this hearing were represented then, they
had full opportunity to be heard, some of them got up and expressed
themselves and it was on the strength of those expressions and
upon the considerations that I have mentioned that this industry
was started. Insofar as this particular plant is concerned, we
feel that not only as a matter of law but that as a matter of just1cé
that nothing should be done which would destroy that industry which
was encouraged to come into this State, which has paid taxes into
the Treasury of this State, which has meant employment in this State.
That is all.

MR. SPURRIER: Mr. Woodward.

MR. WOODWARD: I would like to state first that we agree
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with a statement that Mr. Catron made earlier in the proceedings,
I believe, to the effect that this probably was not the proper
form to argue matters of law. However, certain contentions are

made, as I understand it, by petitioner, are made in the petition

and he has asked for, as a matter of law and as a matter of justige.

Therefore, I would like to simply state our contentions in this
matter. Our contentions, legal contentions in the matter, and at
the outset we are stating our legal contentions in this matter as

a opponent and not as a proponent of this application.

We note first that the Legislature of this State declared

that the police power of the State extends to the protection of
correlative rights. It is our contention that every contract,
every agreement and every man with any right in this State is sub-
ject tothat police power whether or not that assignment is granted,
The State has chosen to exercise all its power that it may be
granted under the Constitution.

It is our position that acquisition of applicant's rights
under Order R-651, is subject to this power of the State to protect
operators under correlative rights and that the reduction or cur-
tailment of applicant's right to take 42,000,000 cubic feet' of gas
from the Eunice Field;under Order R-368-A does not constitute an
unconstitutional abrogation of applicantt!s contractual rights in
any sense of the word. Those rights, whatever, they were, were

acquired with reference to this power and the exercise of the power

cannot abrogate those rights.,

L}

Second, applicant did not, it is our position, did not ac-

quire such a vested property interest in its right to take this

42,000,000 feet of gas under Order651, that limitations on that rig

o
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would constitute and unconstitutional taking of applicant's propernty,

for the reason we do not believe it acquired a right of that nature.

Third, the grant of applicant's right under Order 651 is
expressley made subject to the Commission's power to prevent waste

and that in the exercising of these powers, the Commission under

the 14th Amendment of the Federal Constitution, and under the Statp

Constitution cannot unreasonably discriminate among producers of
gas in the pool, if it issues any waste orders in that pool.

That is the crux of our position here, that to arbitrarily

i
i

discriminate in the beginning, to some producers in the same common

source of supply, protection which is denied to other producers,
opens that order to a Constitutional attack.
Now, I would like to say further that this looks like none|

of our business but I would like to point out why we have made it

our business, that is, why we are here, why Amarada is sticking its

nose in United Carbon's application. It is this.

As you may know, there is a contention before the Commissioen

now that the South Eunice Field has, as well as a great many other
gas and oil fields have, part of one common source of supply. We
are very much concerned in seeing that a valid proration order is
issued for that area, and we are very much concerned that any spec]
treatment which is given to any gas purchaser or any producer whicl
subjects that order, when it is issued, to an attack is a matter
of primary concern to all producers in the Sﬁate. It is a matter
of primary concern to the State itself.

Now, we do not know and cannot know the extent with which

some producers may take exceptions to that situation. Whether or

fal

1

not it is a matter of real concern to him, he may be so effected by
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|
the Order ultimately issued in some other area that this of fers }
an Achilles Heel to the entire proration scheme in the State, and
we do not feel that any purchaser, however meritorius their.claim!
may be,' and whatever the equities involve, deserve a protection

which would invalidate a proration order for so large an area in-
volving such tremendous resources, and the interest and equities
of so many other people.

MR. SPURRIER: Mr. Malone.

MR. MALONE: - If it please the Commission, Ross Malone for
Gulf. Gulf opposes the granting of the requested exception, for
this reason. In our view, if it is granted it is entirely incon-
sistent with an attempt to allocate production of gas wells in the
area that is now embraced in the Jalco, Langmat, Arrow and Eumont
Gas pools, as will be shown by evidence which Gulf will present in

Case Number 673. ‘

It is our view that there is in fact, a common source of

supply here and to eliminate, out of the heart of that common sourge

of supply, approximately 20 wells from the operation of a proration
schedule would, we feel, be not only inadvisable but invalid.

MR, ADAIR: What wells are you referring to?

MR. MALONE: I believe the testimony was there were approxi-

mately 20 wells from which the applicant was taking gas.

MR. ADAIR: They are not all within the Jalco Pool or subjgct

to the existing regulations, even under the theory of the Commissidn.

MR. MALONE: The number of wells is of no consequence, what-

ever. The principle is the same whether it is four or 20, If I was

in error in the number, I will withdraw the statement.

MR. ADAIR: e are concerned now with those parti

6]
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which the Commission contends and you contend fall under the exist
regulations, and I believe that is just four, isn't that right,
Bill?

MR. MACEY: Four wells under the gas proration schedule,

MR. ADAIR: The rest are outside and not to be considered

ing

in this connection then.,

MR. MALONE: In that connection, I would like to modify my

statement then to make it applicable to the four wells, and point
out that insofar as the owners of the other adjacent acreages, to
those four wells, the results would be equally as disastrous as ifl

there were 20 wells involved.

MR. SPURRIER: Mr. Smith. . i

MR. SMITH: Stanolind would like to join with Amarada and

Gulf in the statements that have been made in opposition to the

granting of this exception. f

I would like to state at the outset we have no quarrel
with the United Carbon Company to continue to operate their plant,
but we do think that granting an exception of this nature would,
as Mr. Woodward pointed out, set of a chain reaction which would
serve in itself to invalidaée the entire proration orders that mig
be issued in this field, you must protect correlative rights, the
Supreme Court of the United States has passed upon the power of th
Commission in Oklahoma to abrogate and change the terms of existin
contracts which permitted the Oklahoma Commission to set a minimum
price for gas.

I think it is within the authority of the Commission, in

exercise of police power, to change this order or not. I think if

ht

they grant the exception that such a grant would be an arbitrary
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exercise of discretion of the Commission. It certainly isn't going
to result in anything other than the permission of certain wells
to go the limit of the 42,000,000. TYour market trend is declining)
it is inequitable draining and migration over great distances and
over a great number of years it would eliminate gas from peorle's
possessions?ggd ultimately go to other people who will produce it.
There is a deprivation of invested right that has been there,
probably a great deal longer than has been the right of United Carb
Companye.

I would like to submit one other thought, that is that
certainly the power of the Commission to issue the original order
was no greater than the power of the present Commission, and what
one Commission has done, a later Commission can certainly undo. I
cannot consider that the Commission has authority to writé a contra
with me or with my company which will permit us to do certain thing
for ten or fifteen or twenty years from now.

MR. SPURRIER: Mr, Stein, with the El1 Paso Natural Gas
Company. »

MR. STEIN: It is our b elief when gas wells in a gas pool

are prorated that all should be prorated, and we feel very strongly

)

exceptions or exemptions to the rules should not be made. We
further feel that consumption of high pressure gas from gas wells
by carbon black plants is wasteful, particularly when casinghead
gas is being flared in the same county, and we frown on that.

We have under contract a great deal of residue gas and a
great deal of casinghead gas. We certainly do not wish to run any

industry out of New Mexico. We will be very happy to sit across

the table from United Carbon Company and try to work out some reasg

on

ct

S
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able contract with the, whereby they can be furnished either residpe

or casinghead gas for the operation of their plant.

MR. SPURRIER: Mr. Hinkle.

MR. HINKLE: If the Commission please, Clarence Hinkle with

Humble. We would like to go on record as being opposed to the
petition of the United Carbon Company in Case Number 691. As ex-

pressed by Mr. Smith and Mr. Woodward, I think this Case has been

submitted purely as a question of law. I don't think it is a matter

of law that the entering of an Order by this Commission would grant

the United Carbon Company an exclusive permit or franchise to take
the gas. If there is any latitude on the part of the Commission,
we think as a matter of policy, it would be a great mistake for
the Commission to make an exception of this kind in connection
with our proration setup.

MR. SPURRIER: Mr. Foster.

MR. FOSTER: I hope this Commission will, and I am sure that

it does recognize this application for what it is. This is an
elaborate attack being made upon the Order of the Commission pro-

rating gas in the Jalco Pool., Now, the order itself does not

I4

expressley provide for any exceptions to be made to it. Perhaps it

should have done so but it didnt't. But had it provided for an ex-
ception of this nature, it is clearly evident to me that the ex-
ception would have been void, for the very simple reason that it
would place it within the power of the Commission to grant an ex-
ception, just for any reason that might be advanced.

Now, with all the broad pow rs and discretions that this

Commission possesses, there are some limitations upon the Commissig

nts

power, They are well recognized, I believe, by everybody, and one|
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of those limitations is that you cannot Jjust arbitrarily and indig-
criminately grant exceptions to your proration order. Now, there
are only two valid exceptions that may be granted, and I think the
Commission has the power to grant those exceptions, implied at least
in all those instances where they are not expfessley provided for,
and one is, to prevent waste, certainly that isn't here. And the
other, is to prevent confiscation of property over which the Com-
mission has sought to exercise jurisdiction, and certainly that
isn't here.

Now, the Commission, in its proration order hasn't sought
to exercise any jurisdiction over the operation of the carbon black
plant, it has merely sought to exercise jurisdiction over .the pro-
ration of gas in a common source supply. And, I want to urge the
Commission to give consideration to the limitations within which
it may properly act in respect to applications of that nature.
And, I believe once we get this thing into a proper focus that we

won't have much trouble in applying the right rules and arrive at

the right rule.
MR, SPURRIER: Anyone else? |
MR. DIPPEL: Harry Dippel, Continental Oil Company. Conti+
nental would like to have the record show that it too, 1is opposed
to the applicant, the application in this Case. Rather than to
try to pinpoint our reasons, we should just like to endorse what was

said by Mr. Woodward in behalf of Amarada and Mr. Smith in behalf
of Stanolind.

MR. STAHL: Stahl with Permian Basin Pipeline Company. I

don't want the record to show that Mr. Stein is the only person

that is in the gas selling business. If United needs gas, we are

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ROOM 105-106-107 EL. CORTEZ BL.DG.
PHONES 7-9645 AND 3-9546
ALBUQUERQUE, NEW MEXICO



in the gas selling business too. We will be happy to sell it to
them if we can work out a deal, but I can assure Mr. Foster and
Mr. Catron, it won't be for a price as cheap as 3.91 cents,

MR. SPURRIER: Anyone else?

MR. CATRON: If there is no one else, I would like to have
a closing word.

MR. SPURRIER: There is someone else. Mr, Stein, would you
care to say what you did awhile ago under oath? You have any ob-
jections to it?

MR. STEIN: What part of it, all of it? No, I have no ob-

jections to it, I am very sincere about it, I am not up here kiddihg

anybody.
WILLIAM B. MACEX

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

DIRECT EXAMINATION i

By: MR. KITTS:

Q State your name, please? A William B. Macey.

Q And you are employed by the 0il Conservation Commission, as
Chief E"ngineer‘, Mr. Macey? A Yes, sir.

Q@ Mr. Macey, have you examined the petition in this Case and
the records, transcript of former hearings and so forth introduced
and made a part of the record in this Case?

A Yes, sir.

Q And from your inspection or study of those instruments, do
you care to make any comment or have you reached any conclusions?

A Yes, sir, I have examined in part and in some places in

whole, the entire record that Mr. Catron introduced in his presen-

tation. I think one of the most significant things which no one
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has brought out as yet is the fact that the original order in the
South Eunice Pool--

Q (Interrupting)What number was that?

A T believe it was Case 59-=if I may refer to the record,
Case 59, Order 589. The original Case involved the gas-oil ratio
limitations in the South Eunice 0il Pool. The South Eunice 0il
Pool was, as the Commission determined, essentially a gas reservoir
but it was an oil pool as defined by the Commission. Now, we were
dealing with casinghead gas produced with oil, the gas-o0il ratio
limit in the pool speaks for itself. In the presentation of that
Case, it was pointed out there was a lot of gas being flared, being
wasted and they gave the Charles Enew Johnson Company the permit
to take 42,000,000 feet of gas from the South Eunice 0il Pool.

Now, I think that the records of this Commission will show
that the Commission has delineated the Jalco Gas Pool under their
powers and the Jalco Gas Pool is defined as the Yates, and all but
the lower one hundred feet of the Seven Rivers. That is the way
it stands right today. The permit which the Johnson Company got
was for flared gas from oil wells. Whether their contract pertainsk
to flare gas from oil wells or what it pertains to, is not essential
the point., The Commission very specifically limited them to the
South Eunice 0il Pool.,

Now, the Commission has come along and under their statutory
authority have re-defined, have defined a gas pool and they have
gone ahead and prorated that gas pool. The four wells under con-
sideration here are all producing from the limits of the Jalco Gas

Pool. I personally examined the wdl logs, the well records, and it

is my contention that the Order which was granted to the Charles
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Enew Johnson Company applies to the South Eunice 0il Pool, in the
casinghead gas and not to the Jalco Gas pool in the dry gas which
is produced therein.

I might also point out in the gas sales contracts which were
entered into, the record, this particular contract is with Texas
Pacific Coal and 0il Company, I believe the record in this Case
shows that it is the same with everyone involved. The contract
specifically covers the Seven Rivers and Queens Formation. I will
read this in the record, Paragraph 25, page 6 of the contract:

"This contract covers gas from all wells drilled or to be
drilled on the above particularly described land, produced from
the two formations occurring below the Yates Sand, Commoniy known

as the Seven Rivers and Queens Formation, except thereof required

by seller for operation and development of their leases, lessors
or assigns.® The records of the Commission on the fouf wells re- |

flect that some of the gas was brought out of the Yates Formation.

Therefore, they are not even covered by the contract, that producing

zone,

Now, I believe that if the Commission were to go ahead and
we have heard this case of the large volumes of gas that have been
produced, but I contend if the Commission is to allow this, recogniz
it and allow them to take this much gas from the gas wells in the
Jalco Gas Pool, they are defeating proration.

I further contend that the Rules of the Jalco Gas Pool give
to the United Carbon Company an opportunity to purchase that gas on
the open market. If the United Carbon Company needs 17,000,000 feelt

of gas from these four wells, it is obvious to me that under the

proration system, that those wells will not be granted that allowablle
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and that allowable will be reassigned to other wells in the Pool
according to the Pool Rules, consequentlly somebody is going to
end up with an underage, as far as the take is concerned and even-
tually going to have to take that gas and dispose of it somewhere;
the logical place, of course, would be to United Carbon Company.

1 have no quarrel whatsoever with United Carbon Company!s
obtaining dry gas in exception to the Commission's Rules, but I do
contend that to allow this permit to be kept in force and effect
and to allow them to have an exception to the Pool Rules would de-
feat promtion.

MR. KITTS: You wish to cross examine, Mr. Catron?

MR. CATRON: No.

MR.SPURRIER: Any question of the witness? We will take
a short recess.

(RECESS)

MR. SPURRIER: You have something more, Mr. Catron, in 6917

MR. CATRON: I have one brief statement I would like to
make. I will try not to strain the patience of this gathering or

the Commission.

There are one or two corrections, I would like to have mad
in what has been brought out. If reference would be made to Order
650, in Case 75, it will be found that the Commission at that tim
made a finding that the South Eunice Pool was primarily a gas pool
at that time. There was still oil being produced but the very
reasoﬁ for lifting the oil-gas ratio was to enable, not only the

additional production of gas for this carbon black plant but also,

according to the evidence that was introduced, to permit the recovery

of oil which according to the testimony would otherwise have been
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lost and never have been recovered.

We are still dealing, at that time, when this Order was
entered, with a pool which was producing oil though it was then
classified as primarily a gas pool. All of those who were present
at that time knew of the delineation of the South Eunice Field, they
‘knew of the finding that was made, there was no protest made to
that, there was no evidence directly contrary to that geology and
technical engineering testimony, that was offered at the time,
What now is objected to, the basis for the objections that are now
being made is that though they had full opportunity to be heard at
that time, although all the geological factors and all the engineer-
ing factors were available and could have been admitted and most
of them were admitted at that time, now, they feel there has been
some change in that and therefore the Order should also be changed,

We could have that continue from day to day from here until

doom's day, because your engineering factors, your geologic. factor

S 7

are going to be changed to suit the various economies of the various
companies that are here. They are so speculative themselves that
the very thing that has been developing here and the conflicts thal
have been occurring illustrate that you don't know what is going |
on underneath the ground.

So, I say that we have here something that was granted to
us upon which we relied upon, which we made our investments; to now
abrogate that Order would deprive us of our property without due
process of law and would impair the obligations of our contract.
I-am talking about the contract with the State. Not merely the

contracts with our producers.,

If this were a strictly judicial proceeding, you would find
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no court in the world who would go back and say you could re-intro
duce evidence on tlke same point on which there has been a decision
and vary that decision. You may have a reversal, you may have a
departure from a decision in legal effect, but that does not undo
the rights that have become vested under thb decision that is bein
reversed. Those became fixed. That is a fundamental principle of
1aw_°

So as far as the offer of E1 Paso Natural, that is not con
trolling on the Commission here., It doesn't have a direct bearing
on what our rights may be. Certainly, we would be willing to deal
with them if there is a solution to this thing but we do not feel
that cur rights should be dependent on our ability to make a con-
tract, whether it be with El Paso Natural or with Permian. We
still recognize and feel that we have obligations to those compani
with whom we have contracts and from whom we have been purchasing.
We do not want to be forced into a position where we are either
going to deny them what they are due or that we are going to be
deprived of what they are ready and willing to furnish us.

As far as correlative rights are concerned, the ones that
are mentioned in the statute are primarily those which are calcula
to give each producer equal opportunity to market. We have sought
to give those producers in that field the opportunity to sell to
us. We were not critical from whom we took. As far as the offer
of E1 Paso Natural is concerned, it is too bad that was not made
several years ago, at the time when we attempted to make a deal wi
them and were turned down.

I still feel that this is a case which is little different

from the ordinary one where you can fall back on the good old

T

Led

th
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regulatory powers of the Commission under the police power here.

The State has gone out definitely and encouraged this company to

come in and build this plant and spend this money on representations

that it would be permitted to obtain that amount of gas from that
field which was a definite field. That was done with the knowledge

of all these companies that are here.

-

We feel that we are entitled to go ahead on the strength of

that permit. After all, that line that was drawn west of which,
say this falls within the Jalco Pool andthe subject regulations
and on this side, it does not. From the evidence I heard here at
different times, it was a purely arbitrarial line apparently. I
don't want to get into those technicalities, I don't know a damm
thing about them. That seems to be an arbitrary proposition. That
whole question would have been eliminated if that line had been
moved over a short distance. That is all.

MR. SPURRIER: Anyone else to be heard in the Case? Mr,
Stahl.

| MR. STAHL: I would like to make one statement in answer tg
Mr. Catron's broad, general statement that all companies had an
opportunity to be involved when the Order came out during the War.
For Mr. Catron's information there was no Permian Basin Pipeline
Company at that time.

MR. SMITH: One brief statement, purely, say in denial of
the conclusions of law that Mr. Catron stated. In the first place
T don't think the Commission has authority to write a contract nor
has it the right to issue a franchise. It has never had that right

in my opinion. If such an implication can be given to the Orders

that were entered, they were void since their inception because of
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lack of authority on the Commission. - So far as the suggested frang
chise, the suggested contract and the other was a judgment., With
respect to the finality of a jJjudgment, I had occasion sometime back
to set aside a Jjudgment which had been final for eight years in Federal
Courte.
MRs SPURRIER: Any other comment in this Case? If not, w
will take the case under advisement and move on to Case No. 692,
MR, CATRON: DBefore you do that, may I ask one thing? You
have taken the case under advisement. We have an emergency Ofder
that expires today. I would ask that it be put in the record, a
request on the part of United for extension of the emergency order
for a further period of 15 days and if the Commission will permit,
I will then file tomorrow an application for it in writing. We are
confronted with the same situation we were tonfronted with just 15
days ago. I belie ve that the Commission realizes the conditions under
which that emergency order was entered, originally, and what warranted
it.
MR. DIPPEL: Henry Dippel, representing Continental., If the
Commission please, we are a direct offset operator and as we under-
stand it, I haven't looked at the map, one of our engineers has, anf
he says that our State E No. 17 Well is a .direct - offset to this. We
are going to object to a further extension of the emergency order.
We believe that our correlative rights are rnot being protected.
MR, SPURRIER: Any further objections to Mr. Catron's motion?
MR, DIPPEL: I would like to emphadize that is a State Leasel

and our ®rreldive rights are not being protected either,

MR. SPURRIER: Mr. Catron, we will get you an answer befor
midnight. Is there anything further in this case, Case 691? If not,
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we will take it under advisement, and move on to Case 692.
Some of the carbon black people have approached the Commissior

on Rule 404. The Commission has no preconc?ived motion on anything

different than the Rule now states. We are;sitting here to take

testimony to either amend or revise or delete or add to this Rule.
Is there anyone to be heard in Case 692?

e o, e
R ® X

STATE OF NEW MEXICO 2
COUNTY OF BERNALILLO )

WE, ADA DEARNLEY AND MARIANNA MEIER, Court Reporters, do
hereby certify that the foregoing and attached transcript of
proceedings before the New Mexico Oil Conservation Commission,
at Santa Fe, New Mexico, is a true and correct record to the best
of our knowledge, skill and ability.

IN WITNESS WHEREOF WE have affixed our hands and notarial

seals this 26th day of April, 1954,

4 v Notaﬂ& Pyblic
My Commission expires:

June 19, 1955
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My Commission Expires:
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