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BEFORE THE 
OIL CONSERVATION COMMISSION 

SANTA FE, NEW MEXICO 
OCTOBER 17, 1956 

IN THE MATTER OF: 

CASE l l o l i : Application of the Oil Conservation Commission of 
New Mexico on i t s own motion for an order revising 
the proration rules contained i n the Special Rules 
and Regulations f o r a l l prorated gas pools i n the 
State of New Mexico. Applicant, i n the above -
styled cause, seeks an order re v i s i n g the proration 
rules i n the Special Rules and Regulations f o r the 
following gas pools i n San Juan, Rio Arriba and Lea 
Counties, New Mexico: 

Aztec-Pictured C l i f f s 
South Bianco-Pictured C l i f f s 
Fulcher Kutz-Pictured C l i f f s 
West Kutz-Pictured C l i f f s 
Ballard-Pictured C l i f f s 
Blanc o-Me saverde 

Eumont 
Jalmat 
Blinebry 
Tubb 
Justis 
Eyers-Queen 

Applicant proposes to revise the present procedure 
i n the following p a r t i c u l a r s : 

1. Format of the Monthly Gas Proration Schedule. 
2. Method of determining whether a gas well i s 

marginal. 
3. Method of determining cancellable underage, 
ii. Method of determining when overproduced well 

should be shut-in. 
5. Method of determining whether a well i s i n 

balance. 
6. Procedure f o r assigning gas we l l allowables. 

BEFORE: 

Mr. A. L. Porter 

Mr. E. S. (Johnny) Walker 

TRANSCRIPT OF PROCEEDINGS 

MR. PORTER: We w i l l take up at t h i s time Case II6I1. 
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MR. GURLEY: Case 1161).. Application of the Oi l Conserva­

t i o n Commission of New Mexico on i t s own motion f o r an order r e v i s i r g 

the proration rules contained i n the Special Rules and Regulations 

for a l l prorated gas pools i n the State of New Mexico. 

MR. PORTER: I think most of you are acquainted with the 

fact that about six weeks ago, the Commission appointed an Industry 

Committee consisting of four gas purchasers and six producers, for 1, 

the purpose of reviewing certain proposals of the Commission s t a f f , 

and t h i s Committee was directed to come forward at the October hear­

ing, w i t h t h e i r recommendations. Mr. B i l l Macey of Western Develop­

ment Company was appointed chairman of that Committee, and I w i l l 

ask him to come forward at th i s time. 

(Witness sworn.) 

W. B. M A C E Y 

a witness, of lawful age, having been f i r s t duly sworn on oath, 

t e s t i f i e d as follows: 

DIRECT EXAMINATION 

BY MR. GURLEY: 

0, State your name and position, please, s i r . 

A My name i s W. B. Macey, Vice President of Western Develop­

ment Company. 

Q You have appeared before t h i s Commission before, Mr. Macej? 

A Yes, s i r . 

Q You are the chairman of the special Industry Committee 

appointed by the chairman of the Commission? 
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A I f t h a t i s the name of the Committee, yes, I am the chair-'-

man. 

Q Do you have a statement to make at t h i s time, s i r ? 

A I have a couple of e x h i b i t s I would l i k e to introduce. 

E x h i b i t No. 1 i s a memorandum No. 28-56, which Mr. Porter, secretary 

d i r e c t o r sent to a l l of the operators, and t h i s memo contains the 

i n s t r u c t i o n s to the Committee; i n f a c t i t appoints the Committee. 

E x h i b i t No. 2 i s the recommendations of the I n d u s t r y Committee 

appointed t o review the gas p r o r a t i o n procedure. I believe t h a t 

everyone has a copy of the recomrrendations. 

Q Would you l i k e to read i n t o the record a t t h i s time what 

those recommendations are? 

A I ask, i f the Commission wants me t o . I s i t necessary? 

MR. PORTER: I bel i e v e we would l i k e t o . 

A Okay. No. 1. The Commission s h a l l c l a s s i f y w e l l s i n the 

prorated gas pools of the San Juan Basin as marginal or non-marginal 

as of 8-1-56 and on each balancing date t h e r e a f t e r . 

The c l a s s i f i c a t i o n of w e l l s i n the prorated gas pools of 

Southeast New Mexico s h a l l continue under the system o u t l i n e d i n the 

e x i s t i n g pool r u l e s , provided however, t h a t the c l a s s i f i c a t i o n system 

o u t l i n e d h e r e i n s h a l l be put i n t o e f f e c t I n the prorated gas pools 

of Southeastern New Mexico on January 1, 1958. 

Mr. Porter, would i t be advisable to take these up from a 

discussion standpoint step by step, or go through the whole thing? 

MR. PORTER: I b e l i e v e , Mr. Macey, i t might be w e l l t o , 
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a f t e r you have read each p o i n t , to see i f there are any questions or 

t h a t p a r t i c u l a r point before we move on to another. Does anyone ha\e 

a question from Mr. Macey concerning the f i r s t p o i n t i n these recom­

mendations? You may proceed t o the second one. 

A No. 2. A l l w e l l s which the Commission c l a s s i f i e s as mar­

g i n a l s h a l l remain marginal except i n Instances where the productior 

of the w e l l evidences t h a t the w e l l i s no longer marginal. 

A l l underage accrued to a w e l l p r i o r to i t s c l a s s i f i c a t i o r 

as a marginal w e l l s h a l l be cancelled at the time such w e l l i s clas­

s i f i e d as marginal. 

MR. PORTER: Are there any questions on t h a t point? 

MR. UTZ: I have one c l a r i f y i n g question. That No. 2 

doesn't say how long t h a t they s h a l l remain marginal, does i t mean 

f o r s i x months or from t h a t date on? 

A Well , the No. 1 requirement i s t h a t you c l a s s i f y w e l l s as 

marginal or non-marginal and t h a t you do i t on each balancing date, 

each s i x month date from there on. I would say t h a t the e x i s t i n g 

pool r u l e s which o u t l i n e the f a c t t h a t you can c l a s s i f y a w e l l at 

any time you want t o , or r e c l a s s i f y i t , would allow you to do any­

t h i n g you want t o i n t h a t respect at any time you t h i n k i t i s advis­

able. 

MR. UTZ: I n other words, you could consider other 

things besides j u s t the production of the w e l l , consider an opera t o r ' s 

a p p l i c a t i o n i f he wanted a w e l l r e c l a s s i f i e d ? 

A I t h i n k i t ' s up to the d i s c r e t i o n of the Commission under 
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the pool r u l e s . 

MR. PORTER: Does anyone else — 

MR.. DON .WALKER: What evidence would you consider to be 

s a t i s f a c t o r y evidence f o r the Commission to r e c l a s s i f y a w e l l from 

marginal to non-marginal, I may be jumping ahead of you a l i t t l e 

b i t , but i f i t t i e s in? 

A Well, t h a t i s a very d i f f i c u l t t h i n g t o p i n r i g h t down and 

say, one t h i n g t h a t might, t h a t immediately pops I n t o my mind would 

be i f the market demand should drop q u i t e a large amount, t o throw 

a bunch of marginal wells i n t o a non-marginal c l a s s i f i c a t i o n . I f 

the w e l l i s obviously erroneously c l a s s i f i e d t o s t a r t w i t h , erroneoi 

i n f o r m a t i o n i s used to c l a s s i f y I t , why, i t could be r e c l a s s i f i e d . 

There are a great many f a c t o r s involved i n i t , and I don't t h i n k you 

can p i n i t r i g h t down. 

MR. DON , WALKER: I n other words, you might t h i n k i f a 

pi p e l i n e purchaser f a i l s to take an allowable d u r i n g the period, the 

w i t h t h a t evidence presented to the Commission, they might not con­

tinue to c a r r y I t as a non-marginal w e l l ? 

A I t h i n k t h a t Paragraph 3 i n here, Mr. Walker, would cover 

t h a t s i t u a t i o n where a w e l l was underproduced and the s i t u a t i o n was 

obviously the lack of p i p e l i n e s taking the gas, then t h a t matter 

would be subject to review and appeal by the operator. 

MR. DON . WALKER: Thank you. 

MR. PORTER: Does anyone else have a question of Mr. Macey 

on t h a t p a r t i c u l a r point? You may proceed w i t h your recommendations 

s 

n 

j 
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Mr. Macey. 

A No. 3. A w e l l which had an underproduced status at the 

s t a r t of a 6-month gas p r o r a t i o n period and which does not make i t s 

allowable d u r i n g at l e a s t one of such months s h a l l be c l a s s i f i e d as 

marginal unless p r i o r to the end of said p r o r a t i o n period the oper­

ator or any other i n t e r e s t e d p a r t y presents s a t i s f a c t o r y evidence to 

the Commission showing t h a t the w e l l should not be so c l a s s i f i e d . 

A marginal w e l l s h a l l be given an allowable ecual to the maxi 

mum volume of gas produced during any month of said preceding 6-

month p r o r a t i o n p e r i o d . 

MR. PORTER: Does anyone have a question on p o i n t No. 3? 

MR. UTZ: I have one. 

MR. PORTER: Mr.- Utz. 

MR. UTZ: Also a c l a r i f y i n g question, the l a s t sentence i n 

No. 3, where you say a marginal w e l l s h a l l be given an allowable 

equal to the maximum volume of gas produced during any one month. 

A c t u a l l y , I know we struck out the word p r e l i m i n a r y allowable, but 

the allowable f o r t h a t marginal w e l l w i l l be i n t h i s system on what­

ever i t produces, i s t h a t correct? 

A Yes, s i r . 

MR. UTZ: So while we c a l l i t an allowable we a c t u a l l y ad 

j u s t i t ? 

A You do not l e t any underage or overage accrue to the --

to a marginal w e l l , the only way you can do t h a t i s to make the 

allowable equal the production. 
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MR. UTZ: So an o r i g i n a l allowable w i l l r o t n e c e s s a r i l y 

be an a c t u a l — i t w i l l be the a c t u a l allowable of th a t w e l l ? 

A That •s r i g h t . 

MR. PORTER: Any f u r t h e r questions on t h i s point? W i l l 

you proceed to p o i n t No. Ii? 

A Eefore we leave t h a t p o i n t , I would l i k e to po i n t out one 

important t h i n g , i f the Commission goes back and s t a r t s r e c l a s s i f y ! ! 

w e l l s as of 8-1-56, i n the San Juan Basin as marginal or non-margin? 

the p r o v i s i o n i n here f o r an operator or another i n t e r e s t e d p a r t y tc 

appeal t h a t possible c l a s s i f i c a t i o n , he doesn't have t h a t o p t i o n 

under the present r u l e , and some p r o v i s i o n should be given to e i t h e i 

n o t i f y him or go over the matter before the a c t u a l c l a s s i f i c a t i o n 

takes place. I t i s important, as I see i t , t h a t you do not errone­

ously c l a s s i f y a non-marginal w e l l as marginal. Now, the other way 

around i s n ' t as bad, but the c l a s s i f i c a t i o n of a non-marginal w e l l 

as marginal i s not p a r t i c u l a r l y d e s i r a b l e . And possi b l y i n going 

back over these w e l l s as of the f i r s t of August, you may run i n t o 

some, upon examination, look l i k e they ought to be marginal, but 

upon clos e r i n s p e c t i o n wouldn't be. 

MR. UTZ: One other t h i n g I would l i k e t o b r i n g out i s 

th a t under t h i s system a marginal w e l l w i l l not c a r r y a net s t a t u s , 

i s n ' t t h a t correct? 

A I t would be zero. 

MR. UTZ: That's r i g h t . So that i f an operator would care 

to determine what the allowable would have been, what the c a l c u l a t e ( 

g 
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allowable would have been, i t w i l l be necessary f o r him to do that 

on h i s own, the p r o r a t i o n schedule w i l l not show t h a t any longer? 

A That, as I understand i t , i s r i g h t , any more. 

MR. PORTER: Proceed w i t h p o i n t No. i i . 

A No. II. A volume of gas equal to the t o t a l pool overage or 

underage accrued to a l l non-marginal wells on the 8-1-56 balancing 

date f o r the San Juan Basin prorated gas pools s h a l l be a l l o c a t e d tc 

the w e l l s i n the pool c l a s s i f i e d as non-marginal wells on t h a t date 

i n such a manner t h a t the net pool status i s zero. The adjustment 

to the net status of each w e l l s h a l l be made i n the p r o p o r t i o n t h a t 

each w e l l ' s p r o r a t i o n f a c t o r or f a c t o r s bears t o the t o t a l p r o r a t i o n 

f a c t o r or f a c t o r s f o r the pool i n accordance w i t h the appropriate 

p r o r a t i o n formula. 

MR. PORTER: Are there any questions on t h i s point? W i l l 

you read p o i n t No. 5> Mr. Macey? 

A No. 5« Any over/under production accrued during any one 

month duri n g a balancing period s h a l l be applied against the under/ 

over production c a r r i e d i n t o said balancing period. 

MR. PORTER: Does anyone f e e l t h a t t h a t needs f u r t h e r ex­

planation? Any questions? Proceed to p o i n t No. 6, Mr. Macey. 

A No. 6. The Commission should amend e x i s t i n g r u l e s I n the 

San Juan Basin prorated gas pools so as to provide i n such r u l e s an 

a d m i n i s t r a t i v e procedure f o r exception of marginal w e l l s from the 

requirement of t a k i n g an annual d e l i v e r a b i l l t y t e s t . 

I might e x p l a i n a l i t t l e b i t t h a t the purpose f o r that i s the 
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-

small marginal w e l l i n which the d e l i v e r a b i l i t y t e s t i s not a fa c t o r 

i n the p r o r a t i o n of t h a t w e l l or i n the p r o r a t i o n of the pool, i n 

some instances; as one of the Commission's s t a f f pointed out, i t 

takes them three months production to pay f o r the cost of d e l i v e r ­

a b i l i t y t e s t . 

MR. PORTER: Does anyone have any questions? 

MR. UTZ: A c t u a l l y , the recommendation of the Committee 

had reference to w e l l s of low producing a b i l i t y , d i d i t not, r a t h e r 

than the large capacity marginal w e l l s ? 

A Well, I believe I said yesterday t h a t i f you t h i n k t h a t 

there i s a question Involved as t o the -- tha t the d e l i v e r a b i l i t y of 

a w e l l would be a f a c t o r i n determining whether or not t h a t w e l l 

should be marginal or non-marginal, i t probably ought to be te s t e d , 

where the d e l i v e r a b i l i t y t e s t i s obviously of no value, to the Com­

mission i n p r o r a t i o n , then probably they ought to be r e l i e v e d of the 

o b l i g a t i o n t o t e s t the w e l l . 

MR. PORTER: Does anyone have f u r t h e r questions of Mr. 

Macey? Thank you, Mr. Macey. 

MR. COOLEY: Mr. Macey, would you l i k e to make a motion 

f o r the admission of your e x h i b i t s ? 

A I would l i k e t o o f f e r E x h i b i t s 1 and 2. 

MR. PORTER: Is there any obje c t i o n s to E x h i b i t s 1 and 2? 

I f n o t , they w i l l be admitted. You may be excused. 

(Witness excused.) 

MR. PORTER: Does anyone have anything e l s e , or any sta t e -

1 
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merits i n t h i s case? 

MR. WOODWARD: John Woodward, representing El Paso Natural. 

Gas Company. El Paso believes that the proposals of the Committee 

and i t s recommendations are an improvement over the ex i s t i n g system, 

and should be adopted, that there are some matters covered by the 

Commissions' own recommendations, or thoughts on t h i s matter pre­

viously directed and introduced here as an ex h i b i t which are not com­

p l e t e l y covered i n these rules, or these proposals, matters which 

should be considered at some future date, perhaps, when a greater 

need arises. I t r u s t that the door w i l l be open for discussion of 

those matters when such need i s apparent. 

MR. PORTER: Mr. Woodward, i t i s the fe e l i n g of the Com­

mission that the doors are always open to any suggestions and i n the 

opinion of the Commission that might improve the gas proration 

schedule. Before taking the case under advisement, I wish to ex­

press the appreciation of the Commission to t h i s Industry Committee 

and to the members of the Commission s t a f f who have worked on these 

proposals. I know that they have had a number of meetings, that i t 

has consumed several days of their time, and as usual, when an I n ­

dustry Committee has been appointed by t h i s Commission, they have 

responded and we ce r t a i n l y appreciate i t . The case w i l l be taken 

under advisement. And we w i l l take a five-minute break. 
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C E R T I F I C A T E 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF BERNALILLO ) 

I , THURMAN J . MOODY, Notary Publ ic i n and f o r the County o f 

B e r n a l i l l o , State o f New Mexico, do hereby c e r t i f y t h a t the f o r e ­

going and a t tached T r a n s c r i p t of Proceedings b e f o r e the New Mexico 

O i l Conservat ion Commission was r epo r t ed by me i n s tenotype and r e ­

duced to t y p e w r i t t e n t r a n s c r i p t by me and/or under my personal supel 

v i s i o n , and t h a t the same i s a t rue and c o r r e c t record to the best 

o f my knowledge, s k i l l and a b i l i t y . 

WITNESS my Hand and Seal , t h i s , the ^ )̂ JU day of / Q * r J L ^ 

1956, i n the C i t y of Albuquerque, County of B e r n a l i l l o , State o f 

New Mexico. 

N o t ^ y / P u b l i c . / 

My Commission E x p i r e s : 

A p r i l 3, I 9 6 0 . 
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