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BEFORE THE

VIL CONSERVATION COMMISSION
SANTA FE, HEW MEXICU

March 14, 1962

X ABARING

IN THE MATICR OF:
Application of Consolidated il & Gas,
Inc. for an anendment of Orxcder Ho.
R-1670-C to establish an allocation
formula for the Basin-Dakota Gas Pool CASE HNO,
S5an Juan, Rio Arrxiba and sSandoval 2504
Countieas, New Mexico, which will differ
from the allocation formula preacribwed
“for the prorated gas pools of WHorthwest
New Mexico by Rule 9(C) of Order No.
R=-1670. Applicant recommonds an allocation
formula based 60 percent on acreage and
40 percent on acreage times delivexability.
The Commission also may consider the sstablish-
ment of mintmunm and maximum allowables for
the Basin-Dakota Gas Pool.

E.5. “Johnny” walker, Land Commissionex
A L. "Pete” Poxrter, Secretary-Director of Commission

MR. PORTER: Case 23504.

Mk, MORRIS: In the matter of application of Consoli-
dated 0il & Gas, Inc., for an amendment of Orxrder No. R-1670~C to
establish an allocation formula for the Basin-Dakota Gas Pool,
San Juan, Rio Arriba and Sandoval Counties, New Maxico, which
will differ from the allocation formala prescribed for the pro-

rated gas pools of Northwest New Mexico by Rule 9(C) of Orderxr No.
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R-1670.

MR. KELLAHIN: If the Commission please, Jason Kella-
hin, Kellahin and Fox, appearing for the applicant. I have with
me Mr. Ted Stockmar from the Colorado Bar who will present the
cagse for Consolidated. I would like to also enter my appearance
for Southern Union Gas Company and R. & G. Drilling Company; and
could we ask that the Commission at this time call for other
appearances in support of and in opposition to the application?

MR. PORTER: We'll call for appearances and they can
state theilr position.

MR. KELLAHIN: Yes, sir.

MR. PORTER: Southern Union, you say?

MR. KELLAHIN: Yes, sir, and R.G. Drilling Company.

MR, PORTER: Mr. Everett.

MR. EVERETT: 1 would like the record to show that
Atwood and Malone and Mr. Charles Atwood have entered an appear-
ance for the Ohio 0il Company by letter dated March 1l2th, address-
ed to the Commission; and at that time Mr. Malone introduced me
as a member of the Bar of Wyoming, also representing and being
associated with him in the case and to handle it for the Ohio Oil
Company. My name is W. Hume Everett, my address is Post Office
Box 120, Casper, Wyoming.

MR. PORTER: Do you care to state your position in

the case at this time?

MR, EVERETT: I don't know whether 1 could briefly or
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not, Mr. Porter. 1 would say we are opposed to the application.

MR. PORTER: Mr. Seth.

MR. SETH: Mr. Ben Howell, Garrett Whitworth, and
Oliver Seth for the El Paso Natural Gas Company, and 1'm appear-
ing for Aztec also, and also for Sunset Production Company. All
these parties are opposed to the application.

MR. COOTER: Paul Cooter of Atwood and Malone, Roswell,
appearing for Pan American. Pan American is in favor of a
continuation of the present allocation formula and is opposed to
the application.

MR. PORTER: Mr. Kelly.

MR. KELLY: Booker Kelly of Gilbert, White and Gilbert,
representing SunRay Midcontinent Oil Company. SunRay is basical-
1y in favor of the application.

MR. MILLS: I am George Mills, an operation engineer
with Atlantic Refining out of Durango. We will wish to make a
statement at the end of the hearing in favor.

MR. CAMERON: John Cameron, representing Tidewater.

We concur in the application.

MR. BLACK: C.R. Black, representing Texaco Inc.. We
wish to make a statement at the conclusion of the hearing con-
curring with tha application.

MR, SETH: I have another appearance for Calkins 01l

Company. We are opposed to the application.

MR. DUGAN: Tom Dugan, representing Pioneer Production
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| Corporation, oprosed to the application.

make a brief gstatement if the Commission please, of our position

of the order, cuote the following, "The Commission also may con~-

MR, PORTER:: That was Pioneer?

MR. DUGAN: Pioneer Production Corporation.
MR. KELEHER: W.A. Keleher, Albuquerque.
MR. PORTER: Mr. Keleher.

MR. KELEHER: Keleher, K-e-l-e~h-e~r, I would like to

in connection with Case 2504. The last sentence of the synopsis

sider the establishment of minimum and maximum allowables for the
Basin-Dakota Gas Pool." Now, we do not interpret the application
to include that within the scope of the prior, and assume that
that was added or injected into the order on the Commission's

own motion.

Therefore, we would like to submit the following in opposi-
tion: It is the opinion of Pubco Petroleum Corporation that the
current proration formula now in effaect is a just and workble
formula, and gives each well its fair share of the existing market
commensurate with the recoverable gas reserves in the individual
wells.

Two, any refinement or change in the existing formula
should be in favor of deliverability and the reduction in the
acreage factor, in that it is our belief that well deliverability

more truly reflects recoverable resexves.

Three, an increase in the acreage factor at the expense
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of édeliverzlility in our opinion would in effect violate the
correlative rights and permit the weaker wells with less reserves
to ultimately produce gas from the common source of supply in
amounts ir excess of their actual recserves.

Four, the current farming out presently provides a 25 per-~
cent acreage factor which in effect allocates a basic allowable to
all wells regardless of their deliverabilities merely because they
axist.

Five, we believe that it has been demonstrated that major
changes occur within the Basin-Dakota Pool porosities, permea-
bility, conna*te water, saturation and sand thickness, all of which
are the major and important factors in determining the actual
recoverable reserves within a given Dakota drilled section. We
hope to propose to demonstrate direet relationship between de-
liverability and recoverable reserves.

Six, it is our contention before your honorable body that 1if
any changes are to be made in the proration formula such a change
should be in favor of one hundred per cent deliverability. Pubco'ls
position is that it objects to the introduction of minimum or
maximum allowables, their reduction would actually in effect sub-
stantially change the proration formula in favor of a straight
acreage allocation of market and would be a violation of correla-

tive rights.

MR, MORRIS: If the Commission please, Richard Morris
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present testimony concerning the establishment of minimum allow-
ables.

MR. PORTER: 2Are there any other appearances? Mr.
Stockmar, if you are ready.

MR, STOCXMAR: Yes,

MR, HOWELL: If the Commission please, it appears from
the number of appearances and the divergence of opinion that we
are about to step forth on another of the hassles regarding pro-
ration in the Basin with which so many of us are familiar in the
past; and ir fairness to the proponeﬁts here, I think that I
should tell trem row that I would move for a continuance after
thelir testimony is completed and ask that if possible, this case
be set at a date other than the regular hearing date, because it
looks very much as if we can run into two Qr three days. Now,
unfortunately for a lot of us there is a2 hearing tomorrow in Texas
that requires the presence of some people there; that is the
hearing at which they want the executives to speak and many of
the executives want some of their hands around there with them be-
fore they talk and we do run into somewhat of an embarrassing con-
flict. I think it's only fair that we tell you now that we will
propose to make that motion for a continuance at the end of your
testimony.

MR, STOCKMAR: Ted Stockmar, appearing for the appli-

cant. Thank you for your candid statement, Mr. Howell. 1In
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little history in connection with this matter. Under date of
January 19th, Consolidated, the applicant, invited all of the
operators in the field whose names actualiy appeared as such in
the proration schefules, to attend a meeting in Denver to discuss
this very important problem. There was very substantial repre-
sentation there which to me is evidence that there is a problem.
Only one party absolutely declined to attend and that was Pubco
who lias just made a statement. I make this statement because as
part of that invitation, and at that meeting, Consolidated made it
very clear that 2s soon as possible it would seek this application
which it has cfone. I feel that ample time in the five to six weeﬁs
that has passed since that time, ample time has been made availdbﬂe
to parties to prepare themselves for this hearing. Consequently
when the mction is made we will certainly resist any continuance

of the matter.

We :2lieve that the problem is a2 paramount one and it shoul
be solved as soon as possible. I don't know that I need to restaje
too much the existing situation. As you know, under the existing
order ~1670~C, the Basin-Dakota Gas Pool is spaced on three hun-
dred and twenty acre spacing and the allowable is allocated on
the basis o a Formula which gives 25 per cent weight to acreage
and 75 per cent weight to acreage times deliverability. Our appli-
cation is to alter that substantially in favor of acreage and we

are asking for a 60 per cent weight for acreage alone and a 40

e aane et or acessgn isms sntsencaniisy. <
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We believe in addition that the matters raised by the
Commission on its own motion with respect to maximum and minimum
allowables might be substantially solved if our proposal is
adopted. There is a lot of history also bshind this particular
formula. I'm sure that members of this Commission will recall the|
many difficult hearings that were heard in 1954 and early in 1955
concerning spacing, in fact proration et al and the allowable formu=-
la, I would like to recall to your attention that at least in somael
of the fields involved there is a substantial problem created by
a hundred and sixty acre spacing in certain areas and three hun-
dred and twenty acre drilling in other areas. This alsc creates
a very complicated allowable problem and it is, it has always been
my view that this formula as it was initiated gave some weight to
the disparity in acreage in drilling areas that then existed.

I'm glad that Mr. Howell raised the question of Texas because this
now gives ma2 an opportunity to do the same.

I would like to call to the Commission'’s attention the Feb-
ruary 19, 1962 issue of the 0i1l and Gas Journal. On Page 62
thereof, there is an analysis of the dramatic change that has
taken place in Texas in the last eightlmonths concerning the allo-
cation of allowables in fields. Of the thirty-one gas fields
they are spaced over 70 per cent, or twenty-two, where the allow-

ables were allocated on the basis of one hundred per cent acreage;

three of them were 75 per cent acreage; three of them were two-
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five; and only two were on the basis of the Texas equivalent of
deliverability. I think this dramatic change will be of interest
to youy it shows that Texas at least is making some progress in
the right direction here.

We recognize thea difficulty of strict engineering proof with
rﬁspect to the Basin-Dakota Pool in this early stage of its de-
velopment. The volumetric reserve atudies are very difficult.
The pressure withdrawal history is very limited., None the less,
it is clear to us that this Basin-Dakota Pool is substantially
different from the Pictured Cliffs Reservoir or the Mesaverde,
and it does seem obvious that this formula is a carry-over from
those considerably different pools.

We also recognize that the deliverability concept as such is
a difficult one. It certainly has a value in terms of measuring
the relative capacities of the wells to produce into the pipe-
line, as you will see. We'll resist the impression that delivera+
bility measures reserves. There are certain limitations inherent
in the deliverability concept itself.

We recognize and applaud the work that Mr, Utz has done in de+
termining deliverabilities with precision, but I feel sure that he
would be the first to recognize that the same standards do not
necessarily apply in all reservoirs; and we do have here inherent
in the present system a use of a common back pressure curve which

is admittedly different for the various horizons. We recognize

L_these defectsy the deliverability is still useful, no question of
5.’
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it. We do feel that overweighting or e:rcessive weighting of the
deliverability factor with its inherent defects serves to magnify
and enlarce those defacts.

There's also znother thing that to me seems very important.
We recognize that there wae no surface weight existing under this
present fcrrula nor would it exist unaer any allocation formula
if no gas wes flared, but it is fair to state that the delivera-~
bilityv ides, 4if we had a hundred per Cent deliverability formula,
this would he the simple adoption of the rule of capture without
surface waste. Now, the Commission is charged first with pre-
venting waste. This ig can accomplish with any formula. 1Its
secondary reéponsibility i3 to protect correlative rights. This
we submit has not been done, and expe:ience to date has shown that
the presert formula does not do this. We have no quarrel with
three hunéred and twenty acre spacing. We believe this has been
established, that it provides the right mechanism for getting ulti-
mate recovery. We think it sets the appropriate economic atmos-
phere for the development of this pool, but we submit that the
allocation formula must protect correlative rights and this is
what we are here asking for.

I would like at this time to call a witness, Harry Trueblood.

MR, PORTER: I believe we have another statement.
MR. EVERETT: Having just Eoma from Texas, I will not

undertzke at this point to answer your illusions thereto, Mr.

| Stockmar, but I would say that whatever i3 purported in the Oil
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and Gas Journal merely may not be correct, but a lot of my friends
are sufferi~; under tiwit very system down there, but what the
Journal raports and what the fact ic might be different. In all

fairnags to M

i
i)
4

. Stockmar and his client, I wanted to make a very
brief staterant Lefora 1 join in the motion that is going to be
made by M7. Howell later on, as I understand it.

we vnTa the one operator who was not notified of the Denver
meeting, throuch no fault of Mr, Stockmar or his client, but we
have abo~% three 2ar ~ent interest in the gas allccated in the
Rasir-Dakota Pnol) 23 does his client, 80 our interest there is
about the s=2mn, nercentagewise, of the total allowable. We read
in Narcy Poyzl's raport the latter part of Pebruary of this case,
wheroupon Mr. Spielis of our company telephoned someone with Con-
solidated in Denver and they very graciously sent to us some of
ﬁhe material which was pregented to the operators at that meeting
in Denver.

r day or two after that I called the Commission and we actual

— b

ly raceived a notice 2f this hearing on March 5th together with
the oopy of the application; and in all fairness to Mr. Stockmar,
I wouldn't want him to proceed, and I thought it might be helpful
Poth to nhiim and his client and certainly so far as I'm concerned,
my client. We jnst haven't had time to get ready to put on the

king of a defense we feel is demanded in this instance, so that

we vl ioin in the request for the continuance; but I wonder if
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L _oppozed to the motion. When you condider there are approximately

witnesses a* this time and then would recall those witnesses forA%
later hearins ahould the Tommission be disposed to grant the
motion. Tf they would do that, why, I think it might save some of
us and 3ave all nf us 3 good deal cof time to proceed in that
fashiocn so tha* we in effect hear part of their case, recess,
and then ~~me back and put on our defense. Now that is not normaq
procedure azicept for the Pederal Power Commission, and I don't
want &0 imly I'm rezcommending anything to this Commission that
might follow that -nz, but that is the effect of it and I just
wonder what My, Sinckmar's view with reference to that procedure
i3, hecaus> vnu might orefer tn wait and have us be prepared to
cross examiro at 2 later date. We are not prepared to do completd
cro3s examination today. What are your views?

MR. STOCKMAR: Wall, gentlemen of the Commission, we
would, of ~ourse, much prefer to complete the entire hearing at
this time. We are ready to proc=ed, others have had ample time,
It would 32¢m a waste of our time and yours at this time to
presant cur case in full when it would largely have to be done
again, If von are of a mind to continue the entire matter I think
our position must de that Lif you elect to continue it that we
will not proceed beyond this point.

MR, PORTER: Mr. Everstt, do you have something furthex?

MR, EVIRETT: %Well, I have tried to state our position,

Wa mra certainly not resady with any defense today although we are

=



DEARNLEY-MEIER REPORTING SERVICE, Inc.

AL BUl')UERO‘.JEI N, M,

FARMINGTON, N. M,

PHONE 3235.1182

PHONE 243.6691

PAGE 13

Athey are measured by our dollars.

five hundred seventy-five wells in this field, and we are con-
gidering a rule that has been in effect by the Commission for a
nunber of years statewide and for more than a year in this pool,
I think we have to consider the whole pool and it's going to take
our engineers some time to study all the wells and gee the effect
of this. I can go this far in my defense today, that the net
effect of what the applicants seek_hn:a is to increase their
income about $12,000.00 a month and decrease my client'’s income
by $12,000.00 a month, s0 we take more than a passing interest in
it. We think the economics are involved more than any corrslativq

rights and maybe they are measured by dollars and if they are,

MR. STOCKMAR: I would like to correct one statement Mr.
Hume Everett made, and that is that Consolidated is higher, has
intexrest in wells exceeding 10 per cent of those drilled in the
pool at this time, and then another implication at the last, said
*our dollars,” We are not trying to get Ohio's dollars, we are
trying to get Consolidated‘'s dollars.

MR. EVERETT: A point of view, Mr. Stockmar,

MR, HOWELL: Mr, Stockmar, might I ask one queation?
How long do you think it will take you to put your case in chief?

MR. STOCKMAR: Certainly less than one hour, Mr. Howell

MR. KELLAHIN: Southern Union will also have a witneas

that would take approximately thirty minutes, I would estimatae.

MR, PORTER: Sir?

3 '@ng
B )
L
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MR. KELLAHIN: I say Southern Union will also have a
witness that will take twenty to thirty minutes.

MR, PORTER: Mr. Davis.

MR. DAVI3: Quilman Davis, representing Aztec Oil and
Gas Company. I did not join in the discussion about a continuance
motion that will be offered at a later time. I would be very
happy for Consolidated to put on their case today and listen to
them, but Aztec, it so happens, is in the same position, WwWe did
have notice of the meeting in Denver but we were not able to send
anyone up there. We have not had the opportunity to prepare any
witnesses for the opposition of this application and in view of thé
apparent motion to be made, I would like to move now that this
case be continued to a date certain, either after the regular
meeting, say in the next month or in between, to start off in the
morning with this case because I personally think that it will
take more than one day to finish this.

MR. PORTER: Mr. Davis, as I understand your motion,
it's just a simple motion to continue with this case until a
special date or the next regular hearing date or something that
might be convenient by the Commission to be heard in its entirety,
that is the case to be heard in full at that time.

MR, DAVIS: Well, I don't think--if I d4id go that far
I didn't intend to. I always want to reserve the right to ask

for any additional continuance if I was surprised.

MR, PORTER:; After that time is what I had reference tod
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'MR. DAVIS: Yes, but the idea is to continue this case
over to either the regular meeting or as Mr. Howell suggested,
maybe a separate date for it would be ideal,

MR. PORTER: Anyone care to comment?

MR. EVERETT: I would like to join in that motion and
make this little statement. The reason I stated before and
asked Mr. 5tockmar what his view would be because I have always
been under the impression, to try this case or a case of any
sort, that both the applicant and those opposed to the application
shoulé go into the Courthouse prepared to fight it out; and that
it's unfair to ask Mr. Stockmar to put on his testimony and wit-
nesses today ané let me have a month to go and dig i: apart and
work up cross examination and so forth, 30 I would join in the
gentleman's motion to continue to a2 day certain. I would hope
that we could have at least thirty days so that we could make an
adequate study Oof the facts concerning this pool and this rule
80 as to formulate our defense and then we will not make our
case on the failure of the applicantkto make its case. We make
our case on our own defense; 80 I join in your motion and ask the
Commission to continue the matter for a complete hearing commenc-
ing sometime not less than thirty days from date.

MR. PORTER: Anyone else care to comment concerning the

motion?

MR. STOCKMAR: I appreciate the attitude shown by Mr.
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important to our presentation; and if the Commission determines
not to procesC with the entire matter at this time, then we would
prefer not to do it plecemeal and would like something less than
thirty days because after the middle of April he will be very
badly, already is very badly obligated for the rest of that month
and through May. It would seem that sometime in the forepart of
Rpril would be adequate time for the others to prepare.

MR. PORTER: The Commission has decided to continue the
case and will not hear any testimony today, but to continue the
case to the regular hearing date, the 1l8th of April. It is hoped
that we can get to the case fairly early that day and the Commis-~
sion will be prepared or we hope we can be prepared to spend
another day if necessary at that time,

The case will be continued to the regular April hearing,

which is the allowable hearing day.
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