
RAILROAD COMMISSION OF TEXAS 

Oil and Gas Division 

NOTICE TO OPERATORS 

Mortality of Migratory Birds and Other Wildlife 
Due to Contact with Oil in Open Pits 

Representatives of the U. S. Fish and Wildlife Service have been meeting with repre­
sentatives of the petroleum industry and state regulatory agencies, including the Railroad 
Commission of Texas, to discuss mortality of migratory birds and other wildlife due to 
contact with oil in open pits. 

The federal Migratory Bird Treaty Act provides for the protection and controlled harvest 
of migratory birds. Unless authorized by the Fish and Wildlife Service, the killing of a 
migratory bird in any manner is a violation of federal law subject to a criminal penalty of up 
to $10,000.00. 

Open pits associated with petroleum industry operations are attractive to wildlife. Even 
small amounts of oil in open pits may result in wildlife mortality due to hypothermia or 
suffocation. 

In a spirit of cooperation, the Fish and Wildlife Service has declined to prosecute 
documented cases of migratory bird losses due to oil in pits, and has instead asked for the 
assistance and cooperation of industry and thc states in resolving the problem. 

The Railroad Commission would appreciate the cooperation of industry in resolving the 
problem. Although several state and federal agencies have implemented regulatory changes 
to reduce wildlife losses, the Commission is asking industry to correct the problem. 

The Commission will continue vigorous enforcement ol regulations requiring that pits be 
maintained free of oil accumulations. Operators may also want to take extra precautions, 
such as screening, netting, or other methods, to protect birds from pits in areas that are 
winter homes to migratory birds. 

Austin. Texas April 1989 

PLEASE FORWARD THIS NOTICE TO THE APPROPRIATE SECTION OF YOUR COMPANY 
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State of New Mexico 
Energy, Minerals & Natural Resources Department 
O i l Conservation Division 
P. 0. Box 2088 
Santa Fe, New Mexico 87504-2088 

Attn: William J. Lemay, Division Director 

Re: Adoption of Rules Regarding 
Protection of Birds Covered by the 
Migratory Bird Treaty Act 

Gentlemen: 

My name i s Tommy Roberts and I am the President of the Independent 
Petroleum Association of New Mexico, an association comprised 
of more than 450 independent o i l and gas producers owning 
interests i n properties located i n the State of New Mexico. 

I would l i k e to take t h i s opportunity to state the pos i t i o n 
of the Independent Petroleum Association of New Mexico w i t h 
respect to the adoption of rules regarding protection of birds 
covered by the Migratory Bird Treaty Act. 

The information available to the IPANM indicates there has been 
documentation of isolated incidents of damage to b i r d l i f e caused 
by o i l y waste i n open p i t s and ponds i n some parts of the state. 
However, we have been informed there has been no documentation 
of incidents of damage to b i r d l i f e i n other parts of the state 
where o i l and gas production a c t i v i t i e s are prevalent. I f t h i s 

r 
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information i s accurate, then i t would appear that the adoption 
of a state-wide rule requiring screening, netting or other means 
of protection i s both unreasonable and unwarranted. The problem 
has not yet been documented t o be a state-wide problem and a 
proposal t o adopt a state-wide r u l e requiring n e t t i n g , screening, 
etc. would have to be characterized as regulatory excess. This 
observation i s not i n any way intended to minimize the seriousness 
of harm to b i r d l i f e ; however, I think i t i s extremely important 
that any proposal to prevent such harm be reasonably related 
to the kind and magnitude of harm which has been documented. 

I f i t can be agreed that the adoption of a state-wide rule 
requiring n e t t i n g , screening, etc. i s not appropriate, then 
the next question to be answered i s whether a rule should be 
adopted which w i l l be applied on a geographically selective 
basis. I t i s the position of IPANM that the adoption of a rule 
to be applied on a geographically selective basis i s also 
inappropriate under the circumstances. Again, the information 
available to IPANM indicates th a t there has been a lack of 
documentation evidencing a pattern of harm or damage to b i r d 
l i f e over an extended period of time as a re s u l t of o i l and 
gas production a c t i v i t i e s . Given that lack of evidence, an 
attempt to apply and enforce a rul e requiring n e t t i n g , screening, 
etc. on a geographically selective basis would necessarily be 
a r b i t r a r y and subject t o regulatory abuse. 

IPANM i s not urging the O i l Conservation Division to overlook 
the documented incidents of damage to b i r d l i f e r e s u l t i n g from 
o i l and gas production a c t i v i t i e s . Any loss of b i r d l i f e i s 
a serious problem and serious a t t e n t i o n should be given to that 
problem. However, i t i s not necessary to show proper concern 
for the problem by implementing rule or regulation that i s 
overly-broad and not reasonably related to the problem as i t 
has been documented. A neighboring state has already taken 
an i n i t i a l step i n an e f f o r t to resolve t h i s problem. The Texas 
Railroad Commission has issued a notice to operators i n that 
state advising them of the problem and cautioning them to conduct 
t h e i r operations accordingly. We think t h i s i s a reasonable 
way to i n i t i a l l y address the problem. I f t h i s approach i s found 
to be i n e f f e c t i v e , then i t may be necessary t o attempt to resolve 
the problem using a d i f f e r e n t approach. 

In conclusion, IPANM asks you to use regulatory r e s t r a i n t i n 
addressing the problem of damage to b i r d l i f e r e s u l t i n g from 
o i l and gas production a c t i v i t i e s . The available documented 
evidence warrants that r e s t r a i n t . Any regulation ultimately 
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adopted should provide to the operator an opportunity to assume 
the business r i s k of not adequately equipping i t s f a c i l i t i e s 
for the protection of b i r d l i f e . The business r i s k to be assumed 
would be the imposition of a reasonable monetary penalty i n 
connection with the production of conclusive evidence that damage 
to b i r d l i f e has occurred as a r e s u l t of o i l and gas production 
a c t i v i t i e s . I n other words, compliance with specific netting 
or screening requirements should not be mandated. 

Thank you for t h i s opportunity to be heard. 

Independent 
of New Mexico 

Petroleum Association 

Tommy Roberts, President 

TR:nk 



El Paso 
Natural Gas Company. , 

RECEIVED 

June I , 1989 t- ] 9 g g 

OIL CONSERVATION DIVISION 

New Kcxico Oil Conservation Commission J £ 
P. 0. Bex 2088 s 
Santa Fe, NH 87504 

Subject: Statement for the public le-cord concerning OCD proposals rc-lat ing tc 
migratory birds, Hay 18, 1939 

Dear Members of tha Commission: 

El Paso Natural Gas Company (El Paso; has reviewed the subject proposals 
would l i k e tc offer the following comments. 

£1 Paso i s a major interstate natural gas processing and transmission company 
with several f a c i l i t i e s located throughout New Hexicc. Fcr the past several 
months, El Pasc has been tracking the concern with migratory birds and other 
w i l d l i f e losses resulting from contact with open p i t s and tanks containing o i l 
and oil-by-products. We agree that revisions to the Oil Conservation Division 
(OCD) may be helpful i n preventing such losses. 

The proposed revisions to the OCD rules w i l l require ponds, p i t s and open tanks 
to either be kept free of o i i cr be screened, netted or covered. Overall, we 
find such proposals to be reasonable but believe the following should be 
considered before the rules are f i n a l i z e d . 

1. The term "free of o i l " should be defined. 

The regulations w i l l require that the operator determine whether a p i t , pond 
or tank i s "free of o i l " . Obviously, such a determination w i l l be subjective 
i f there i s no d e f i n i t i o n or guideline for what constitutes a water surface 
"free of o i l " . We anticipate the greatest question w i l l arise with p i t s , 
ponds and tanks which contain low hydrocarbon concentrations where the 
presence or absence of o i l or petroleum hydrocarbon is not obvious. In such 
cases the hazards tc migratory birds and other w i l d l i f e may be minimal. 
Consideration of temporary ponds for disposal of hydrostatic test water is 
one example why a d e f i n i t i o n would be h e l p f u l . Frequently used pipe 
hydrostatic test water contains low concentrations of hydrocarbons. Often 
such contamination i s not readily v i s i b l e . 

The agency should therefore establish a reasonable and workable d e f i n i t i o n 
tc assist the operator i n making a determination whether or not i t is 
necessary to screen, net, or cover the p i t , pond or tank. We propose the 
following: 

"free of o i l " means that a layer cf petroleum hydrocarbon i s not v i s i b l e on 
a water surface. 

p 0. 30X 1492 
EL PASO, TEXAS 79978 
°HONE 915-541-2600 
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2. The OCD should offer guidelines concerning what constitutes a "hazard" to 
migratory birds. 

The proposals allow exceptions to the screening, netting or cohering 
requirement provided a showing is made that the f a c i l i t y is not hazardous to 
migratory birds. Because operators are not generally knowledgeable in what 
constitutes a hazard to migratory birds or ether w i l d l i f e , El Paso believes 
that more s p e c i f i c i t y is necessary. I t would seem the U.S. Fish and Wi l d l i f e 
Service working i n cooperation with the OCD could offer some guidelines to 
the regulated community. Such guidelines would make this part of the 
regulation more workable for a l l concerned e n t i t i e s . 

El Paso appreciates t h i s opportunity to comment on these regulations. 

Very t r u l y yours, 

Gregory ef. 03'egard, -'-Ph.D. , J.D. 
Director 
Environmental and Safety A f f a i r s Department 

GJO/KTB/teb 
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May 31,1989 

State of New Mexico 
Energy, Minerals & Natural Resources Department 
P. O. Box 2088 
Santa Fe, New Mexico 87504-2088 

Attention: William J. LeMay, Division Director JUN-5 1989 
Re: Protection of Migratory Birds CONSERVATION 0<V 

SANTA FB y' 
Gentlemen: 

My name is Tommy Phipps and I have twenty years direct experience in the oil and gas 
drilling and production business, mostly in Southeast New Mexico. In those twenty years I have 
visited, worked on or inspected hundreds of oil and gas properties. To the best of my memory I 
have witnessed exactly one dead bird that I considered a casualty of contact with the oil and gas 
business. That bird was found in an open plastic water-disposal tank on an oil lease. 

During that same twenty years, traveling to and from these oil properties, I have witnessed 
hundreds, perhaps thousands, of dead birds along the highways which were doubtlessly killed by 
contact with moving automobiles. I could come up with some very witty remarks on a possible 
cure for this loss of bird life, but my point is that it is awfully easy to come up with rules of 
dubious value that are to be paid for by someone else. 

TomWy f 
President 

/ TP:se 
/ 

* * 
DRILLING ENGINEERING OPERATING 



AMOCO) 

James F. Trickett 
Regional Environmental 
Affairs and Safety Manager 

Amoco Production Company 
Houston Region 
501 WestLake Park Boulevard 
Post Office Box 3092 
Houston, Texas 77253 

713-556-2000 

May 30, 1989 

New Mexico Oil Conservation Commission 
P. 0. Box 2088 
Santa Fe, New Mexico 87504-2088 

Attention: Mr. W. J. Lemay 

File: JCA-170-986.51NM 

Dear Mr. Lemay: 

Comments on NMOCD Proposed 
Amendments to Statewide Rules 8, 105, 
312. 313. and 711 

Amoco Production Company respectfully wishes to use this opportunity to 
comment on the NMOCD's proposed amendments to the captioned statewide rules 
pertaining to the protection of migratory waterfowl from oily wastes in 
pits , ponds, and open tanks. 

JUN-21989 

SANTA f£ 

Amoco agrees that this is a serious problem and we support efforts to pre­
vent major losses of migratory birds. We believe that the documentation 
shown to industry graphically depicts the fact that significant numbers of 
birds are being lost in some pits, ponds, and tanks. This loss could be 
curtailed, in our opinion, by increased enforcement of current p i t rules. 

Amoco understands and appreciates the NMOCD1s providing an exception proce­
dure to the netting requirements for pits and ponds. However, we feel that 
this creates a situation that is ripe for second-guessing. There has been 
no evidence that contact with a pit's contents causes birds to succumb 
later, nor is there any that shows that they don't. The only concrete evi­
dence is those cases where oil-coated birds are found on the premises. 
Therefore, we don't see why there is a need to net every p i t and pond, or, 
in the alternative, to obtain an exception. We just feel that the biolog­
ical evidence that pits are generally causing bird loss is insufficient. 

Industry should focus on the most hazardous pits, those where the major 
bird losses have been documented. They should be targeted for clean up and 
netting, or other deterrent devices f e l t to be effective, now. This 
increased enforcement action now could result in a significant reduction in 
bird losses. 

Amoco believes that writing statewide rules for netting pits and ponds is 
excessive regulation. Laws already exist at the state and federal level. 
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We also question the jurisdiction of statewide rules when federal rules 
protecting waterfowl already exist. For instance, i f an operator nets a 
pit in compliance with the statewide rule and a bird gets caught in the 
netting and dies, is the operator s t i l l liable under the terms of the 
Migratory Bird Treaty Act? This appears to be a state rule directing an 
operator not to violate a federal law, and then directing specific action 
statewide, whether i t is needed or not. 

No matter what is done, zero waterfowl loss will remain an improbable goal. 
We urge the NMOCD and the U. S. Fish and Wildlife Department to not lose 
sight of that fact. 

Yours very truly, 

'S JWC/jwc 

D. R. Currens 
V. P. Whitfield 



United States Department of the Interior 
FISH AND WILDLIFE SERVICE 

POST OFFICE BOX 1306 
ALBUQUERQUE, N.M. 87103 

May 31, 1989 

Mr. William J. LeMay 
Director 
New Mexico Oil Conservation Division 
State Land Office Building 
P.O. Box 2088 
Santa Fe. New Mexico 

Re: New Mexico Oil Conservation Division 

Dear Mr. LeMay, 

On May 23-24, 1989, I conducted inspections of oil and gas well sites In the 
northwestern section of New Mexico at tne request of OCD's Bridgette Jacober. The 
purpose of this inspection was to determine i f significant differences exist in the fie:d 
operations in the northwest versus those in the southeast as they relate to hazards :o 
the survival of migratory birds. Accompanying me during the majority of this 
inspection was Charles Gholson of OCD's Aztec, XM, office. 

During the course of my inspection, I observed what I believe to be a representative 
cross section of conditions existing in this portion of New Mexico, which included 
below grade tanks, lined and unlined earthen pits at the oil/gas well and battery sites, 
and pits associated with the oil/gas refining process. While there are some definite 
differences in the operations in the two sections o f t h e State, the potential harmui^ to 
migratory birds are identical. 

in most instances, those well sites, whether primarily oil or gas ivehs, wnich produced 
any quantity of oii generally had an "emergency" pit nearby. These pits were usee as 
a collection point to contain oii emulsions which passed through the normal oil-water 
separation process. As the oil , which collects on the surface of these pits, reaches a 
commercially economical level, i t is recovered and cycled baex through the system. 

These pits, when vacuumed, are not l e f t total ly free of oil . There is always a surface 
residue of exposed oii which can trap and k i l l migratory birds. 

A significant difference in this operation and that of the southeast is in the use of a 
single wash tank at the battery site, in most instances in the southeast, ther'" arc 
two or more tanks in the system between the incoming oil and any discharge to the 
"emergency" pit. From my understanding of the process, this allows additional time 
for emulsions to break up and reduces the quantity of oil released to the pit. 

RECEIVED 

JUN I 1989 

OIL CONSERVATION DIVISION 

- Proposed Rule Changes. 



As stated earlier, the potential hazards to migratory birds in the northwest portion of 
New Mexico is identical to that in the southeast. Both areas contain large quantities 
of open pits containing oi l . On the two occasions that I have observed conditions in 
the northwest portion of the State, I have found only two migratory birds in oii 
covered pits. The month of May is well after the major spring migration and these 
findings parallel those from the southeast during the same time of year. 

As the investigation continues, I wi l l make additional trips into the northwest to 
inspect as many pits as possible. Due to the quantity of oil covered pits loeated in 
this section of the state, a significant bird loss wi i l undoubtably be detected. From 
what I have seen during my inspection trips to the northwest, I f ind no reason to 
believe oii producers in this area should be exempted or excluded from any regulations 
requiring screening or otherwise covering exposed oil in pits or tanks. 

If you should have further questions concerning my findings related to this matter 
please feel free to call on me at your convenience. 

Sincerely, 

Thomas M. Lane / 
Special Agent 
U.S. Fish and Wildlife Service 



PETROLEUM PRODUCERS 

HEYCO 
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ECEIVED 
O i l Conservation Division 
Post Office Box 2088 
State Land Office Building 
Santa Fe, New Mexico 87504 OIL U-.^uWATlUN Dirnioa 

1 1989 

Attn: B i l l Lemay 

RE: Changes to Rules 8, 312, 
313, 711 and 105 

Dear B i l l , 

On behalf of HEYCO I would l i k e t o express our appreciation to 
the Commission f o r allowing industry input t o and p a r t i c i p a t i o n i n 
the r u l e making process. We f e e l t h i s i s a very valuable 
mechanism f o r promulgating rules. However, we are guite concerned 
about the d i r e c t i o n t h i s p a r t i c u l a r r u l e making has taken. 

As f a r as I can determine the Commission i s , f o r the f i r s t 
time, about t o make rules without any s c i e n t i f i c data before i t . 
This i s a very dangerous precedent t o set. I f the rules are 
implemented, the OCD w i l l be asking industry, based upon the same 
derth of information, t o spend a great deal of money. This, too, 
i s a dangerous and irresponsible precedent t o set. The h i s t o r y of 
t h i s Commission has been t o take s c i e n t i f i c and engineering data, 
presented i n hearings, and evaluate th a t data before making or 
modifying a r u l e . I n t h i s instance we have p r a c t i c a l l y no data, 
no s c i e n t i f i c testimony and so urge that the Commission not make 
any rules u n t i l i t has s c i e n t i f i c data from both sides t o 
evaluate. 

Even evaluating the l i t t l e b i t of data available, no rul e 
making i s j u s t i f i e d . Let us examine the facts that were entered 
i n t o the record and those i l l i c i t e d from the Fish and W i l d l i f e 
Service during the committee meetings. We know th a t , from a 
speech given by Robert P. Hauptfuhrer,CEO of Sun, the Fish and 
W i l d l i f e Service i n early 1988 established a goal of having a l l 
o i l f i e l d p i t s and tanks i n the United States covered or netted. 
According t o Fish and W i l d l i f e representatives, they have been 
f l y i n g over the o i l f i e l d s locating tanks and p i t s t o investigate. 
Unfortunately, they found some dead ducks, about 500, i n a water 
disposal system owned and operated by a rancher. Now Fish and 
W i l d l i f e representatives had the incident they needed t o put 
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pressure on State agencies and other Federal agencies to help them 
achieve t h e i r goal of netting p i t s and tanks. I t i s undignified 
and inappropriate for our O i l Conservation Division to become the 
pawn for some Federal agency with a s p e c i a l i z e d agenda. 

Five hundred and forty-four birds. After numerous v i s i t s to 
southeastern New Mexico and one v i s i t to northwestern New Mexico, 
in addition to OCD and BLM personnel blanketing the o i l patch, the 
record indicates a find of about 901 birds. Certainly there were 
some birds that were not found and maybe every tank and p i t in 
southeastern New Mexico was not checked. I n c i d e n t a l l y the 500 
found i n one location, according to F i s h and W i l d l i f e , were 
probably an accumulation of two or three years. The other birds 
were not found i n one day but over a period of time, so assuming 
even that i n the course of a year three times the number found 
were k i l l e d as a r e s u l t of contact with o i l i n p i t s and tanks, 
that would be 1800 birds a year, a f a r cry from the 100,000 to 
400,000 claimed by F i s h and W i l d l i f e . These numbers, by 
themselves, mean nothing. So how many birds are there in 
southeastern New Mexico? According to F i s h and W i l d l i f e there are 
approximately 9 m i l l i o n birds residing or passing through 
southeastern New Mexico with approximately 3 m i l l i o n of these 
being migratory waterfowl. Now we can begin to determine the 
magnitude of the problem. 

Total Waterfowl Ducks Found Dead Problem Ratio 
3 m i l l i o n 544 .0001813 

Total Bird Population Total Birds Projected Dead Problem Ratio 
9 m i l l i o n 1800 .0002 

Using F i s h and W i l d l i f e Numbers: 

Total Population Total Alledged K i l l e d Problem Ratio 
9 m i l l i o n 100,000 .01111 

At F i s h and W i l d l i f e ' s High Numbers: 

Total Population Total Alledged K i l l e d Problem Ratio 
9 m i l l i o n 450,000 .05 

None of these numbers w i l l support or j u s t i f y the expenditure 
of resources which would be required by the proposed r u l e s . No 
CEO could j u s t i f y spending money based upon these numbers and I 
would suspect neither could the F i s h and W i l d l i f e , BLM, or OCD 
j u s t i f y the kinds of money required from t h e i r budgets. 

We should also remember at t h i s point that the record has not 
established that any of these birds were k i l l e d as a r e s u l t of 
contact with o i l i n tanks or p i t s . There i s no evidence i n the 
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record that necropsies were performed to establish a cause of 
death. Nor does the record indicate a normal expected death 
rate. A third and very real cause of death are hunters and vandals 
who shoot birds and throw them in the nearest tank. This i s a 
common practice throughout the area and so any of the foregoing 
would reduce our problem ratio. 

Fish and Wildlife representatives advised the committee that 
even one drop of o i l in a fiberglass tank would be sufficient to 
k i l l a duck. This i s an opinion from non-scientific people and i s 
extremely d i f f i c u l t to accept without further s c i e n t i f i c evidence. 

So not only would the commission set the dangerous precedent 
of making a rule with no s c i e n t i f i c or engineering data and almost 
no facts, but i t would make a rule when the few facts on the 
record indicate the contrary. 

And what costs i s the industry expected to bear based upon 
such tenuous evidence? Those costs w i l l vary depending upon 
whether the operator i s an independent or major o i l company. An 
independent who must hire a crew to net tanks, w i l l pay about $50 
for materials and $200-400 per tank for labor. I t should be 
understood that the wells are 20-60 miles from town and travel i s 
involved. So i t would take possibly a half a day per well. One 
small company with a hundred tanks to net, using a conservative 
number, would spend about $30,000. This i s no small sum 
especially for those wells which are 3, 5, or even 20 barrel a day 
wells. 

The cost of the industry as a whole w i l l be substantial. I f 
we figure 45,000 wells to be netted and apply the same cost figure 
we arrive at a total of $13,000,000.00. This i s a substantial 
cost to pay when we have l i t t l e data and no s c i e n t i f i c evidence. 

Finally we are very concerned about the legal status of the 
proposed rules. To set a precedent of rule making based upon 
l i t t l e or no facts, and no science at a l l , i s cause for concern, but 
to compound that by rule making based upon tenuous legal 
grounds i s very shaky. 

The record shows that Commission Rule 310 and House B i l l 575 
are the j u s t i f i c a t i o n for the extension of Commission authority. 
Section 70-2-12B(21), the House B i l l 575 amendment, gives the 
Commission authority, "to regulate the disposition of non-domestic 
wastes...of crude o i l or natural gas to protect the public health 
and the environment;". Clearly, we are not dealing with the 
disposition of wastes from the production of crude o i l or natural 
gas. 

Waste i s not defined in the statute but normally i s something 
that i s thrown away as useless after being used. Neither the 
produced water nor the o i l i s thrown away. The o i l , of course, i s 
the product, not a waste and we are in fact prohibited from 
wasting o i l . The o i l i s the medium which alledgedly, although 
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there i s no evidence in the record, injures waterfowl. I f o i l in 
minute quantities i s injuring wildlife, and that i s not proven by 
even a small amount of evidence, the Commission does not have 
authority under 70-2-12B(21) to cla s s i f y o i l as a waste and 
thereby regulate i t . In New Mexico, no one can argue that water, 
no matter how saline, i s a waste. Water produced during the 
extraction of o i l and gas i s either reinjected into the ground or 
allowed to evaporate into the atmosphere. This i s not a waste 
that i s thrown away. In any event, testimony has indicated that 
produced water i s not hazardous to waterfowl. 

So neither water nor the o i l i s an unwanted material l e f t over 
from the manufacturing process or something to be thrown away. 
Oil in fact i s the product. Therefore, the statute cited does not 
apply and nor would the proposed rules protect correlative rights, 
the quality of water, or prevent waste. The Commission would be 
treading on thin ice to make a rule based upon such tenuous legal 
grounds and such a derth of s c i e n t i f i c evidence. 

HEYCO agrees with the position taken by IPANM and urges that no 
rule making be done at this time. Instead, we would suggest a 
notice to operators be drafted, which parallels the notice sent by 
the Texas Railroad Commission to i t s operators, and disseminated 
to a l l New Mexico operators. Then i f the problem continues, the 
agencies involved could i n i t i a t e a study to gather accurate 
s c i e n t i f i c and factual information upon which a commission rule 
could then be based. 

Sincerely, 

£/\J 
Dan Girand 
Contract Administrator 

DG/wbn 
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May 30, 1989 

New Mexico O i l Conservation D i v i s i o n 
P. O. Box 2088 
Santa Fe, New Mexico 87504-2088 

JUN-1 1989 
OIL CONSERVATION OIV. 

SANTA FE 

A t t e n t i o n : Mr. W i l l i a m J. LeMay, D i v i s i o n D i r e c t o r 

Re: Adoption of Rules Regarding 
P r o t e c t i o n of Birds Covered by the 
Migra t o r y B i r d Treaty Act 

Dear Mr. LeMay: 

I n cooperation w i t h requests made by the U. S. Fish and W i l d l i f e Service, New 
Mexico O i l Conservation D i v i s i o n has proposed r e g u l a t i o n s which would r e q u i r e 
n e t t i n g of p i t s t o prevent loss o f migratory b i r d s landing on such p i t s . 
Pursuant t o the requests of the D i v i s i o n f o r comments on these proposed 
r e g u l a t i o n s , we hereby submit the f o l l o w i n g . 

While i n d u s t r y and Yates Petroleum Corporation r e g r e t s the loss of any migratory 
b i r d due t o i t s e r r a n t l a n d i n g upon a p i t which may con t a i n o i l , we f e e l t h a t the 
proposed r e g u l a t i o n s are unnecessary and extremely burdensome. The Fish and 
W i l d l i f e Service claimed t h a t probably 100,000 b i r d s are l o s t t o o i l and gas 
operations each year. This number, we f e e l , i s a s e n s a t i o n a l i z e d exaggeration of 
a c t u a l losses. No evidence has been submitted t o the O i l Conservation D i v i s i o n 
or i n d u s t r y p r o v i n g t h a t even 100 b i r d s are l o s t per year. Therefore, i t i s very 
u n r e a l i s t i c t o promulgate r e g u l a t i o n s u n t i l such time as evidence i s presented 
t h a t there i s t r u l y a problem. 

I t i s d i s t r e s s i n g t o l e a r n t h a t the s i n g l e occurrence, a s a l t water d i s p o s a l p i t 
owned not by an o i l company but by a rancher, where a s i g n i f i c a n t number of 
migra t o r y b i r d s were k i l l e d w i l l be given a waiver as t o these migratory b i r d 
r e g u l a t i o n s . I t i s our o p i n i o n t h a t i f r e g u l a t i o n s are t o be promulgated, they 
must apply t o a l l p o t e n t i a l l y dangerous i n s t a l l a t i o n s . 

H i s t o r i c a l l y , the New Mexico Conservation Commission ( D i v i s i o n ) has always made 
r u l e s and decided cases based upon f a c t s and s p e c i f i c s c i e n t i f i c evidence of 
those f a c t s . We f e e l t h a t i t i s a very bad d i r e c t i o n t h a t the OCD may be t a k i n g 
t o begin t o promulgate r u l e s w i t h o u t t a k i n g i n t o advisement hard s c i e n t i f i c 
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evidence presented i n testimony and weighing that evidence against i t s charges to 
prevent waste, protect correlative r i g h t s , and protect ground water. We fe e l 
that the New Mexico O i l Conservation Division should not promulgate these 
regulations u n t i l t h i s i s accomplished. Unless specific s c i e n t i f i c a l l y gathered 
evidence shows that large numbers of birds are being k i l l e d by o i l and gas 
operations, i n s t a l l a t i o n s required by the proposed regulations w i l l constitute 
considerable economic waste. 

The U. S. Fish and W i l d l i f e Service has approached the Railroad Commission of 
Texas as i t has the New Mexico O i l Conservation Division. The Railroad 
Commission of Texas has reviewed the problem and has printed a notice to 
operators, a copy of which i s enclosed. This notice to operators very p l a i n l y 
states the problem and requests cooperation of the operators i n protecting birds 
from o i l and gas operations. We believe that the Railroad Commission of Texas" 
treatment of t h i s problem i s proper and reasonable i n l i g h t of the l i t t l e or no 
evidence that considerable w i l d l i f e loss i s taking place. We therefore recommend 
that a notice to operators similar to that used by the Railroad Commission of 
Texas be adopted by the New Mexico O i l Conservation Division and that no 
regulation be promulgated. 

We thank you f o r the opportunity to make comments on t h i s subject. 

Very t r u l y yours, 

YATES PETROLEUM CORPORATION 

Randy G. Patterson 
Secretary 

RGP/mw 

Enclosure 

cc: Mr. Darwin Van DeGraaff 
Mr. Alvin Baca 
Mr. Doug Lunsford 
Mr. Dan Girnad 
Mr. Ray M i l l e r 



RAILROAD COMMISSION OF TEXAS 

Oil and Gas Division 

NOTICE TO OPERATORS 

Mortality of Migratory Birds and Other Wildlife 
Due to Contact with Oil in Open Pits 

Representatives of the U. S. Fish and Wildlife Service have been meeting with repre­
sentatives of the petroleum industry and state regulatory agencies, including the Railroad 
Commission of Texas, to discuss mortality of migratory birds and other wildlife due to 
contact with oil in open pits. 

The federal Migratory Bird Treaty Act provides for the protection and controlled harvest 
of migratory birds. Unless authorized by the Fish and Wildlife Service, the killing of a 
migratory bird in any manner is a violation of federal law subject to a criminal penalty of up 
to SI0.000.00. 

Open pits associated with petroleum industry operations are attractive to wildlife. Even 
smail amounts of oil in open pits may result in wildlife mortality due to hypothermia or 
suffocation. 

In a spirit oi cooperation, the Fish and Wildlife Service has declined to prosecute 
documented cases of migratory bird losses due to oil in pits, and has instead asked for thc 
assistance and cooperation of industry and the states in resolving the problem. 

The Railroad Commission would appreciate the cooperation of industry in resolving the 
problem. Although several state and federal agencies have implemented regulatory changes 
to reduce wildlife losses, the Commission is asking industry to correct the problem. 

The Commission will continue vigorous enforcement of regulations requiring that pits be 
maintained free of oil accumulations. Operators may also want to take extra precautions, 
such as screening, netting, or other methods, to protect birds from pits in areas that are 
winter homes to migratory birds. 

Austin. Texas April 1989 

PLEASE FORWARD THIS NOTICE TO THE APPROPRIATE SECTION OF YOUR COMPANY 
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May 31, 1989 

Mr. William J. LeMay, Director 
State of New Mexico 
Energy and Minerals Department 
Oil Conservation Division 
Post Office Box 2088 
Santa Fe, New Mexico 87504-2088 

*• 
CONSERVAUUN DIVIS10I4 

JUN 1 1989 

Re: State of New Mexico 
Energy and Minerals Department 
Oil Conservation Division ("OCD") 
Proposed Rule Adoption and 
Changes relating to 
Protection of Migratory Birds. 

Gentlemen: 

After following the proceedings, testimony, and correspondence from the 
various entities regarding the above-referenced matter, I wish to make the 
following comments. 

First, i t is my understanding that the Department of Interior Fish and 
Wildlife Service claims that each year over 100,000 migratory birds (primarily 
ducks) are killed in West Texas and Southeastern New Mexico oil field pits. 
Based upon my experiences in the oil fields of West Texas and Southeastern New 
Mexico, I am highly skeptical that a problem exists on the magnitude that the 
Fish and Wildlife Service purports. My understanding of the procedure used by 
the Fish and Wildlife Service was the arbitrary extrapulation of one or two 
incidents. The findings of the Fish and Wildlife Service would certainly be 
more credible i f verified by a unbiased and qualified independent third party. 

Secondly, i f one accepts that a problem with endangerment of migrating birds 
exists, then i t appears to me that there are federal restraints and procedures 
as contained within the Migratory Bird Treaty Act. This act imposes stiff fines 
and penalties for endangerment of migratory birds. I believe that i t is 
improper to create an additional tier of regulation at the state level to combat 
a problem, the validity of which is highly suspect. 

Thirdly, I have serious reservations concerning the propriety of the OCD 
creating a set of rules and regulations beyond the scope of its authority. My 
understanding of the OCD's responsibilities include the protection of ground 
water and correlative rights. The proposed set of regulations is not consistent 
with these duties, and furthermore, the implementation of rules and regulations 
without the benefit of credible scientific evidence and technical review is 
unprecedented. 

MOC recommends that the OCD circulate a letter similar in content to the 
attached correspondence of April, 1989 from the Railroad Commission of Texas. 
This will allow the operators of the state the opportunity to evaluate the 
potential for endangerment of water fowl on a case-by-case basis and to take the 
appropriate action. The creation of frivolous regulations only discourages oil 
and gas activity and jeopardizes the economic well-being of the state. I 
strongly recommend the OCD and Governor Carruthers1 Administration to 
re-evaluate its approach to resolving this issue. 

Very truly yours, 

TING CORPORATION 

Mark B. Murphy 
President and Chief Operating Officer 

MBM/js 

Enclosure 

Page 1 of 2 



The Honorable Garrey E. Carruthers 
c/o Ms. Maralyn Budke, Chief of Staff 
State Capitol 

Santa Fe, New Mexico 87503 

Tommy Roberts, Esq. 
Independent Petroleum Association of New Mexico 
Tansy, Roseborough, Gerding & Strothers 
Post Office Box 1020 
Farmington, New Mexico 87499 
Darwin Van de Graff 
New Mexico Oil and Gas Association 
Post Office Box 1864 
Santa Fe, New Mexico 87504-1864 

Dan Girand 
Harvey E. Yates Company 
No. 1 Sunwest Centre 
Post Office Box 1933 
Roswell, New Mexico 88202-1933 

Page 2 of 2 



RAILROAD COMMISSION O F T E X A S 

Oil and Gas Division 

NOTICE TO OPERATORS 

Mortality of Migratory Birds and Other Wildlife 
Due to Contact with Oil in Open Pits 

Representatives of the U. S. Fish and Wildlife Service have been meeting with repre­
sentatives of the petroleum industry and state regulatory agencies, including the Railroad 
Commission of Texas, to discuss mortality of migratory birds and other wildlife due to 
contact with oil in open pits. 

The federal Migratory Bird Treaty Act provides for the protection and controlled harvest 
of migratory birds. Unless authorized by the Fish and Wildlife Service, the killing of a 
migratory bird in any manner is a violation of federal law subject to a criminal penalty of up 
to S 10.000.00. 

Open pits associated with petroleum industry operations are attractive to wildlife. Even 
small amounts of oil in open pits may result in wildlife mortality due to hypothermia or 
suffocation. 

In a spirit of cooperation, the Fish and Wildlife Service has declined to prosecute 
documented cases of migratory bird losses due to oil in pits, and has instead asked for the 
assistance and cooperation of industry and the states in resolving the problem. 

The Railroad Commission would appreciate the cooperation of industry in resolving the 
problem. Although several state and federal agencies have implemented regulatory changes 
to reduce wildlife losses, the Commission is asking industry to correct the problem. 

The Commission will continue vigorous enforcement of regulations requiring that pits be 
maintained free of oil accumulations. Operators may also want to take extra precautions, 
such as screening, netting, or other methods, to protect birds from pits in areas that are 
winter homes to migratory birds. 

Austin. Texas April 1989 

PLEASE FORWARD THIS NOTICE TO THE APPROPRIATE SECTION OF YOUR COMPANY 



OIL CONSERVATION DIVISION 

PROPOSAL FOR 

CHANGES TO RULES 8, 312, 313, 711 AND 105 (NEW) 

RELATING TO MIGRATORY BIRDS 

Prepared For 

O i l Conservation Commission Hearing 

May 18, 1989 



RULE 8. EXPOSED PITS/LINED PITS/BELOW GRADE TANKS 

(a) After January 1, 1986, li n e d p i t s and. below grade tanks may 

be used to contain produced water, sediment o i l , tank 

bottoms, miscellaneous hydrocarbons, or other f l u i d s subject 

to the j u r i s d i c t i o n of the Division under the Oil and Gas 

Act only upon p r i o r approval of the Division. Applications 

for approval of li n e d p i t s or below grade tanks should be 

made i n accordance with applicable special rules or, i n the 

absence of special rules, i n accordance with Division 

"Guidelines". 

S3* 

fS" 

(b) To protect migratory birds, a l l exposed p i t s , ponds (l i n e d 

or unlined), and open—twtfa> s h a l l be either kept free of 

o i l , or screened, netted or covered. An exception to 

screening, netting or covering of a f a c i l i t y may be granted 

by the d i s t r i c t supervisor upon a showing that either an 

alternative method w i l l protect migratory birds or a showing 
that the f a c i l i t y i s not hazardous to migratory birds 



RULE 312. TREATING PLANTS 
(/ 

'' 

(h) To protect migratory birds, a l l exposed p i t s , ponds (l i n e d 

or unlined), and open tank-s shall be either kept free of 

o i l , or screened, netted or covered. An exception to 

screening, netting or covering of a f a c i l i t y may be granted 

by the d i s t r i c t supervisor upon a showing that either an 

alternativ e method w i l l protect migratory birds or a showing 

that the f a c i l i t y i s not hazardous to migratory birds. 

(h) i 

( i ) j 



RULE 313. EMULSION, BASIC SEDIMENTS, AND TANK BOTTOMS 

Wells producing o i l s h a l l be operated i n such a manner as w i l l 

reduce as much as practicable the formation of emulsion and basic 

sediments. These substances and tank bottoms shall not be 

allowed to pollute fresh waters or cause surface damage. I f tank 

bottoms are removed to surface p i t s , the p i t s shall be fenced and 

the fence shall be kept i n good repair. To protect migratory 

J 

birds, a l l exposed p i t s f ponds ( l i n e d or unlined), ar*dr-open -tanks 

shall be either kept free of o i l , or screened, netted or 

covered. An exception to screening, netting or covering of a 

f a c i l i t y may be granted by the d i s t r i c t supervisor upon a showing 

that either an alternati v e method w i l l protect migratory birds or 

a showing that the f a c i l i t y i s not hazardous to migratory birds. 



RULE 711. COMMERCIAL SURFACE WASTE DISPOSAL FACILITIE^ 

I . To protect migratory birds, a l l exposed p i t s , ponds (li n e d 

or unlined) , -aad- open, taake s h a l l be either kept free of 

o i l , or screened netted or covered. An exception to 

screening, netting or covering of a f a c i l i t y may be granted 

by the d i s t r i c t supervisor upon a showing that either an 

alternativ e method w i l l protect migratory birds or a showing 

that the f a c i l i t y i s not hazardous to migratory birds. 

I . J 

J.K. 

fC.L . 



New proposal; needs to be advertised: 

RULE 105. PIT FOR CLAY, SHALE, DRILL FLUID, and DRILL CUTTINGS 

a. In order to assure a supply of proper material for mud-laden 

f l u i d to confine o i l , gas, or water to t h e i r native strata 

during the d r i l l i n g of any w e l l , operators shall provide 

before d r i l l i n g i s commenced an adequate p i t for the 

accumulation of d r i l l cuttings. D r i l l i n g f l u i d s and d r i l l 

cuttings must be disposed of at the well s i t e i n a manner to 

prevent contamination to surface of subsurface waters. 

Removal of d r i l l i n g f l u i d s or d r i l l cuttings for o f f s i t e 

disposal w i l l be permitted only by approval of the 

appropriate Division d i s t r i c t supervisor. 

b. To protect migratory birds, o i l must be removed from the 

surface of p i t s used for d r i l l i n g , completion, blowdown, 

workover or an emergency immediately a f t e r the cessation of 

each a c t i v i t y . 



NTERPRISES, INC. 
3103-79TH STREET • LUBBOCK, TEXAS 79423 • 806/745-4638 

May 26, 1989 

State of New Mexico 
O i l Conservation Division 
P. 0. Box 2088 

Santa Fe, New Mexico 87504 

Attn: Mr. William J. LeMay 
Re: Adoption of Rules Regarding Protection of Birds 

Covered by Migratory Bird Treaty Act 

Dear B i l l : 

I would l i k e to echo the comments and suggestions of IPANM President Tommy 
Roberts concerning the captioned rule proposal. 

I also concur with the position and the action taken by the Texas Railroad 
Commission and as a Texas operator I can vouch fo r the fact f i r s t hand that 
any potential problem areas are being v o l u n t a r i l y corrected. 

I t can almost always be proven that prudent operators, once apprised of a 
problem, w i l l promptly adjust and correct i n whatever manner necessary. The 
Division has always had the authority to tkae necessary action i n any case 
of flagrant v i o l a t i o n . 

The adoption of a state-wide rule i n the absence of a clearl y documented 
problem could not be considered prudent regulation and clearl y not i n the 
best interests of the State or the industry. 

I strongly urge your r e s t r a i n t i n t h i s matter. 

Best Personal Regards, 

Donald R. Layton 
President 

MAY 3 0 1939 

OIL CONSERVATION DiV 
SANTA FE 



UNITED STATES 
DEPARTMENT OF THE INTERIOR 

FISH AND WILDLIFE SERVICE 
Ecological Services 

Suite D, 3530 Pan American Highway, NE 
Albuquerque, New Mexico 87107 

May 24, 1989 

Mr. William J. Lemay, Director 
State of New Mexico Energy, Minerals 
and Natural Resources Department 

Oil Conservation Division 

MAY 25 ms 
OIL CONSERVATION B 

SANTA Ff 
P. 0. Box 2088 

Santa Fe, New Mexico 87504-2088 

Dear Mr. Lemay: 
We have reviewed the Public Notice dated May 9, 1989 requesting comments for 
the Bloomfield Refinery discharge permit renewal. The Refinery is located 
at NW/4 NE/4 and the S/2 NE4 and the N/2 NE/4 and the SE/4 NW/4 SW/4 and the 
NE/4 SW/4 of Section 26, Township 29, North Range 11 West, N.M.P.M., San 
Juan County, New Mexico. 

Recently, a member of my staff and a special agent were given a tour of 
refineries, oil and gas fields and commercial disposal basins in San Juan 
County. At several locations dead migratory birds (ducks and shorebirds) 
were found trapped in surface oil present on the ponds. Several of these 
birds were found at a gas refinery. 

With reference to the November 1, 1988 meeting with representatives of your 
office, U.S. Fish and Wildlife Service, New Mexico Department of Game and 
Fish and New Mexico Department of Natural Resources, and subsequent 
meetings with industry representatives at which time effective measures to 
exclude migratory birds from oil pits and similar structures were discussed, 
we believe that oil and gas operations in San Juan County should also 
cooperate. Specifically, the Bloomfield Refinery Company should take 
special precautions to prevent oil from getting on the surface of their 
evaporation ponds. 

If we can be of any assistance, please call Richard Roy at (505) 883-7877. 

Field Supervisor 

cc: 
Regional Director, U.S. Fish and Wildlife Service, Fish and Wildlife 
Enhancement, Albuquerque, New Mexico 



May 22, 1989 
MAY231SS$ 

W i l l i a m LeMay, D i r e c t o r 
O i l Conservation D i v i s i o n 
P.O. Box 2088 
Santa Fe, New Mexico 

RE: Comments on Proposal 
f o r Changes t o Rules 
8, 312, 313, 711, and 105. 

Dear Mr. Lemay: 

Marbob Energy Corporation i s i n agreement w i t h the p r i n c i p a l s 
t h a t we are t r y i n g to accomplish w i t h proposed r u l e changes. Whil 
we r e g r e t the cost which we w i l l incur w i t h these r u l e changes, we 
c e r t a i n l y do need t o take some type of c o r r e c t i v e a c t i o n i f our 
in d u s t r y i s responsible f o r the k i l l i n g of 100,000 migratory b i r d s 
annually i n our general area. The only change t h a t we vehemently 
oppose i s the proposed change to Rule 105. Marbob Energy 
Corporation s p e c i f i c a l l y o b j e c t s t o any change to Rule 105 f o r the 
f o l l o w i n g reasons: 

1. None of the testimony i n case 9672 documented s p e c i f i c 
i n c i d e n t s of any migratory k i l l from these types of p i t s . 

2. During a p o r t i o n of the l i f e of these p i t s there i s a 
l e v e l of a c t i v i t y which would deter the b i r d s from t h i s 
area. 

3. These p i t s have a r e l a t i v e short time of existence i n 
r e l a t i o n t o permanent production and disposal p i t s . 

4. The cost borne by i n d u s t r y i s s i g n i f i c a n t p a r t i c u l a r l y i f 
we are not saving any migratory b i r d s or only a very 
small percentage of the estimated annual migratory b i r d 
k i l l . 

Marbob Energy Corporation would request t h a t changes proposed f o r 
Rule 105 be completely dropped from the f i n a l changes adopted by 
the O i l Conservation D i v i s i o n . 

S i n c e r e l y , 

Mack C. Chase 
President 

P.O. Drawer 217 Artesia. New Mexico 88211-D?17 /fifiM 748-3303 



m a r b o b 
energy corporation * Y times 

May 22, 1989 Oii 

W i l l i a m LeMay, D i r e c t o r 
O i l Conservation D i v i s i o n 
P.O. Box 2088 
Santa Fe, New Mexico 

Dear Mr. Lemay: 

Enclosed are our comments f o r the p u b l i c record regarding the 
proposed r u l e changes. We appreciate the f a c t t h a t you extended 
the comment period f o r a two week p e r i o d . We are c e r t a i n l y 
concerned about the r a m i f i c a t i o n s of these r u l e changes. 
S p e c i f i c a l l y we f e e l t h a t dry emergency p i t s should q u a l i f y f o r 
the exemption process since i f f l u i d i s placed i n these p i t s i t i s 
removed w i t h i n 48 hours. A d d i t i o n a l l y , we question whether above 
grade f i b e r g l a s s tanks which contain an o i l covering should be 
required t o be screened unless they are located i n an area where 
i t has been demonstrated t h a t s i m i l a r type f a c i l i t i e s are k i l l i n g 
m i gratory b i r d s . C e r t a i n l y we do operate p i t s t h a t should be 
netted or screened as they do pose a s i g n i f i c a n t t h r e a t t o 
migratory b i r d s . I suspect t h a t i f these bad p i t s were netted we 
would reduce our migratory b i r d k i l l by over 95 percent. Yet 
without exemptions t o be i n complete compliance 90 percent of our 
cost w i l l be on f a c i l i t i e s t h a t c o n t r i b u t e t o less than 5 percent 
of the migratory b i r d k i l l . I hope t h a t your work w i t h the 
d i s t r i c t supervisor w i l l be a t t a c k i n g the bad p i t s and w i l l 
recognize t h a t much of the cost can be exempted since i t w i l l do 
very l i t t l e t o save migratory b i r d s . This of course recognizes 
t h a t the operator w i l l s t i l l be at r i s k t o prosecution by the U.S. 
W i l d l i f e Department i f a f a c i l i t y t h a t has been exempted i s found 
to have k i l l e d one or more migr a t o r y b i r d s . 

Thank you f o r your help and c o n s i d e r a t i o n i n t h i s matter. 

S i n c e r e l y , 

Raye M i l l e r 
Secretary/Treasurer 

DM/dr 

P.O. Drawer 217 Artesia. New Mexico 88211-0217 ($()F.\ 748-3303 



OIL CONSERVATION DIVISION 

PROPOSAL FOR 

CHANGES TO RULES 8, 312, 313, 711 AND 105 (NEW) 

RELATING TO MIGRATORY BIRDS 

Prepared For 

O i l Conservation Commission Hearing 

May 18, 1989 



RULE 8. EXPOSED PITS/LINED PITS/BELOW GRADE TANKS 

(a) After January 1, 1986, li n e d p i t s and below grade tanks may 

be used to contain produced water, sediment o i l , tank 

bottoms, miscellaneous hydrocarbons, or other f l u i d s subject 

to the j u r i s d i c t i o n of the Division under the Oi l and Gas 

Act only upon p r i o r approval of the Division. Applications 

for approval of li n e d p i t s or below grade tanks should be 

made i n accordance with applicable special rules or, i n the 

absence of special rules, i n accordance with Division 

"Guidelines". 

(b) To protect migratory birds, a l l exposed p i t s , ponds ( l i n e d 

or unlined), and open tanks s h a l l be either kept free of 

o i l , or screened, netted or covered. An exception to 

screening, netting or covering of a f a c i l i t y may be granted 

by the d i s t r i c t supervisor upon a showing that either an 

alternativ e method w i l l protect migratory birds or a showing 

that the f a c i l i t y i s not hazardous to migratory birds. 



RULE 312. TREATING PLANTS 

(h) To protect migratory birds, a l l exposed p i t s , ponds ( l i n e d 

or unlined), and open tanks shall be either kept free of 

o i l , or screened, netted or covered. An exception to 

screening, n e t t i n g or covering of a f a c i l i t y may be granted 

by the d i s t r i c t supervisor upon a showing that either an 

alternativ e method w i l l protect migratory birds or a showing 

that the f a c i l i t y i s not hazardous to migratory birds. 

(h) i 

( i ) j 



RULE 313. EMULSION, BASIC SEDIMENTS, AND TANK BOTTOMS 

Wells producing o i l s h a l l be operated i n such a manner as w i l l 

reduce as much as practicable the formation of emulsion and basic 

sediments. These substances and tank bottoms shall not be 

allowed to pollute fresh waters or cause surface damage. I f tank 

bottoms are removed to surface p i t s , the p i t s shall be fenced and 

the fence s h a l l be kept i n good repair. To protect migratory 

birds, a l l exposed p i t s , ponds ( l i n e d or unlined), and open tanks 

sh a l l be either kept free of o i l , or screened, netted or 

covered. An exception to screening, netting or covering of a 

f a c i l i t y may be granted by the d i s t r i c t supervisor upon a showing 

that either an alte r n a t i v e method w i l l protect migratory birds or 

a showing that the f a c i l i t y i s not hazardous to migratory birds. 



RULE 711. COMMERCIAL SURFACE WASTE DISPOSAL FACILITIES 

I . To protect migratory birds, a l l exposed p i t s , ponds (li n e d 

or unlined), and open tanks shall be either kept free of 

o i l , or screened netted or covered. An exception to 

screening, netting or covering of a f a c i l i t y may be granted 

by the d i s t r i c t supervisor upon a showing that either an 

alternative method w i l l protect migratory birds or a showing 

that the f a c i l i t y i s not hazardous to migratory birds. 

J.K. 

K.L . 



New proposal; needs to be advertised: 

RULE 105. PIT FOR CLAY, SHALE, DRILL FLUID, and DRILL CUTTINGS 

a. In order to assure a supply of proper material for mud-laden 

f l u i d to confine o i l , gas, or water to t h e i r native strata 

during the d r i l l i n g of any we l l , operators shall provide 

before d r i l l i n g i s commenced an adequate p i t for the 

accumulation of d r i l l cuttings. D r i l l i n g f l u i d s and d r i l l 

cuttings must be disposed of at the well s i t e i n a manner to 

prevent contamination to surface of subsurface waters. 

Removal of d r i l l i n g f l u i d s or d r i l l cuttings for o f f s i t e 

disposal w i l l be permitted only by approval of the 

appropriate Division d i s t r i c t supervisor. 

b. To protect migratory birds, o i l must be removed from the 

surface of p i t s used for d r i l l i n g , completion, blowdown, 

workover or an emergency immediately af t e r the cessation of 

each a c t i v i t y . 



United States Department of the Interior 
FISH AND WILDLIFE SERVICE 

POST OFFICE BOX 1306 
ALBUQUERQUE, N.M. 87103 
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m 
MAY 2 6 1989 

I n Reply Refer To: 
Region 2/RF 

Mr. William J. Lemay 
Division Director 

O i l Conservation Division 
P.O. Box 2088 
State Land Office Building 
Santa Fe, New Mexico 87504 

MAY 3 1 * 9 8 9 

01LC0N5ERVATXW9W, 
SANTA f£ 

Dear Mr. Lemay: 

Thank you f o r the opportunity to participate i n the O i l Conservation Commis­
sion Hearing on May 18, 1989. Once again, we compliment you on the progress 
being made toward protecting migratory b i r d resources. 

We have made a few suggestions on the Proposal For Changes to Rules 8.312. 
313. 711. and 105 (new) which are enclosed. These changes would simply remove 
from the operators the determination of "either kept free of o i l " , where we 
currently have a h i s t o r y of problems, and place the authority with the appro­
p r i a t e D i s t r i c t Supervisor of the O i l Conservation Division. The matter of 
determining j u s t what constitutes keeping a f a c i l i t y free of o i l received a 
l o t of comments and questions at the Hearing and i t appears that, i n the 
int e r e s t of uniformity and consistency, the solution l i e s with vesting the 
authority with the D i s t r i c t Supervisors. 

I t appears that i f the Proposal f o r Changes i s adopted i n i t s present or simi­
l a r form, the numbers of exceptions to the rule may be very l i m i t e d . For 
example, two large producers have already i n i t i a t e d action to eliminate most 
of t h e i r p i t s and open tanks and net or cover the remainder. I n another case, 
Yates asked what our reaction would be to a request f o r delaying beyond Octo­
ber 1, 1989, the completion of n e t t i n g t h e i r p i t s and tanks because they had 
600 to work on. They further indicated that they would make steady progress 
on the project and would provide regular reports on such progress. I t is my 
contention that t h i s sort of good f a i t h e f f o r t , while not to be overdone, i s 
c e r t a i n l y acceptable. 

Along t h i s same vein, i t i s my suggestion that the above outlined s i t u a t i o n 
and any other exceptions to the new rules be subjected to the submission of an 
application to the appropriate D i s t r i c t Supervisor. The D i s t r i c t Supervisor 
should then confer with Special Agent Tom Lane before issuing an exemption. I 
also suggest that any exemptions granted carry with them the express w r i t t e n 
statement that a c e r t a i n r i s k exists i f the exempted f a c i l i t y becomes oil-con­
taminated and k i l l s a migratory b i r d . 



Mr. William J. Lemay 2 

Thank you fo r the opportunity to comment. Please l e t us know about any fur­
ther hearings or of any assistance we may provide. 

Enclosure 
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New proposal; needs to be advertised: 

RULE 105. PIT FOR CLAY, SHALE, DRILL FLUID, and DRILL CUTTINGS 

a. In order to assure a supply of proper material for mud-laden 

f l u i d to confine o i l , gas, or water to t h e i r native strat a 

during the d r i l l i n g of any w e l l , operators shall provide 

before d r i l l i n g i s commenced an adequate p i t for the 

accumulation of d r i l l cuttings. D r i l l i n g f l u i d s and d r i l l 

cuttings must be disposed of at the well s i t e i n a manner to 

prevent contamination to surface of subsurface waters. 

Removal of d r i l l i n g f l u i d s or d r i l l cuttings for o f f s i t e 

disposal w i l l be permitted only by approval of the 

appropriate Division d i s t r i c t supervisor. 

b. To protect migratory birds, o i l must be removed from the 

surface of p i t s used for d r i l l i n g , completion, blowdown, 

workover or an emergency immediately af t e r the cessation of 

each a c t i v i t y . 
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HEARING EXAMINER: This h e a r i n g w i l l come 

t o o r d e r . We'll c a l l next case, No. 9872. 

MR. STOVALL: A p p l i c a t i o n of OXY USA, I n c . , 

f o r t e r m i n a t i o n of gas p r o r a t i o n i n g i n the Burton 

Flat-Morrow Gas Pool, Eddy County, New Mexico. 

HEARING EXAMINER: C a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom 

K e l l a h i n of the Santa Fe law f i r m of K e l l a h i n , 

K e l l a h i n & Aubrey, appearing on b e h a l f of the 

A p p l i c a n t , and I have f o u r witnesses t o be sworn. 

HEARING EXAMINER: Are t h e r e any other 

appearances i n t h i s m a t t e r ? W i l l the witnesses please 

stand and be sworn? 

(Witnesses sworn.) 

MR. KELLAHIN: Thank you, Mr. Examiner. 

Mr. Examiner, we have p r o v i d e d you w i t h an e x h i b i t 

f o l d e r t h a t has OXY's e x h i b i t s i n i t . Those e x h i b i t s 

are numbered 1 thr o u g h 32. I n a d d i t i o n t o th o s e , I 

have a s e p a r a t e l y packaged a f f i d a v i t on the m a i l i n g of 

n o t i c e t o a l l t h e p a r t i e s i n the case. 

I ' d l i k e t o c a l l at t h i s time Mr. Rick 

Foppiano, Mr. Examiner. 

RICK FOPPIANO, 

the w i t n e s s h e r e i n , a f t e r h a ving been f i r s t d u l y sworn 

upon h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

CUMBRE COURT REPORTING 
(505) 984-2244 
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DIRECT E X A M I N A T I O N 

BY MR. K E L L A H I N : 

Q. Mr. Foppiano, f o r the recor d would you 

please s t a t e your name and o c c u p a t i o n . 

A. My name i s Rick Foppiano, s p e l l e d 

F-o-p-p-i-a-n-o. My occ u p a t i o n i s r e g u l a t o r y a f f a i r s 

a d v i s e r f o r OXY USA. 

Q. Mr. Foppiano, would you summarize f o r us 

your e d u c a t i o n a l background and employment experience? 

A. Yes. I have a Bachelor of Science i n C i v i l 

E n g i n e e r i n g from Georgia I n s t i t u t e of Technology which 

I a c q u i r e d i n 1977. I have t h r e e years' work 

experience f o r H a l l i b u r t o n S e r v i c e s , and i n 1981, I 

went t o work f o r C i t i e s S e r v i c e , which i s now OXY USA, 

and s i n c e 1981 I have worked f o r OXY i n v a r i o u s phases 

of d r i l l i n g and p r o d u c t i o n o p e r a t i o n s i n v a r i o u s 

s t a t e s i n the south p a r t of the U.S. 

Q. What d i d your company ask you t o do w i t h 

regards t o the Burton Flat-Morrow Gas Pool i n Eddy 

County, New Mexico? 

A. I was asked t o analyze the Burton 

Flats-Morrow Pool and looked t o see what could be done 

t o g i v e us the i n c e n t i v e t o f u r t h e r develop the f i e l d 

and t o in c r e a s e our p r o d u c t i o n . And i n t h a t c o n t e x t , 

I researched the a l l o w a b l e s and v a r i o u s other t h i n a s . 

CUMBRE COURT REPORTING 
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Q. Have you p a r t i c i p a t e d on b e h a l f of your 

company i n the v a r i o u s p r o r a t i o n i n g study committees 

f o r m u l a t e d by the O i l Conservation D i v i s i o n ? 

A. Yes, I have. 

Q. Have you p r e v i o u s l y t e s t i f i e d before the 

D i v i s i o n examiners w i t h regards t o the a l l o w a b l e s 

e s t a b l i s h e d i n the Burton Flat-Morrow Gas Pool i n Eddy 

County, New Mexico? 

A. Yes, I have. 

MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, 

we tender Mr. Foppiano as an exp e r t w i t n e s s . 

HEARING EXAMINER: Mr. Foppiano i s so 

q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Let me d i r e c t your 

a t t e n t i o n , s i r , t o what i s marked as E x h i b i t No. 1. 

Would you i d e n t i f y t h a t d i s p l a y f o r us? 

A. Yes. E x h i b i t No. 1 i s a map showing the 

f i e l d l i m i t s of the Burton Flat-Morrow f i e l d i n Eddy 

County, New Mexico. The f i e l d l i m i t s are shown w i t h a 

l i t t l e dashed l i n e . I t ' s the o u t l i n e of the Burton 

F l a t s f i e l d . The p r o x i m i t y of other f i e l d s are a l s o 

shown, some which abut our f i e l d , some which are 

w i t h i n a m i l e . 

Q. What does the c o l o r code show, Mr. 

F opp iano ? 

CUMBRE COURT REPORTING 
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A. The green i n d i c a t e s the marginal w e l l s as 

of the February 1990 p r o r a t i o n schedule, and the 

orange i n d i c a t e s the nonmarginal w e l l s on t h a t same 

p r o r a t i o n schedule. 

Q. Have you and the other t e c h n i c a l personnel 

of OXY completed your study of the p r o r a t i o n i n g and 

the p r o d u c t i o n i n the Burton Flat-Morrow Gas Pool? 

A. Yes, we have . 

Q. Based upon t h a t s t u d y , have you come t o any 

c o n c l u s i ons ? 

A. Yes, I have. 

Q. What i s your c o n c l u s i o n ? 

A. That i n the i n t e r e s t of c o n s e r v a t i o n , 

p r o r a t i o n should be t e r m i n a t e d i n t h i s f i e l d . 

Q. Let me d i r e c t your a t t e n t i o n , s i r , t o 

E x h i b i t No. 2. Describe f o r us i n a summary f a s h i o n , 

i f you w i l l , Mr. Foppiano, the r e g u l a t o r y h i s t o r y f o r 

the Burton Flat-Morrow Gas Pool. 

A. Yes. The po o l was cr e a t e d on March 1, 

1973, by Order No. R-4486. Approximately a year 

l a t e r , i t became p r o r a t e d by Order No. R-4706. And 

since t h a t t i m e , the h o r i z o n t a l l i m i t s have been 

extended from time t o t i m e . 

One of the o p e r a t o r s , Fasken, i n 1985, 

requested the OCD t o t e r m i n a t e p r o r a t i o n i n g i n t h i s 

CUMBRE COURT REPORTING 
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f i e l d . T h e i r request was denied at t h a t t i m e . And 

j u s t r e c e n t l y here i n October 1989, OXY requested 

a d m i n i s t r a t i v e adjustments t o the pool a l l o w a b l e , and 

the request was g r a n t e d , 380,000 Mcf, and 340,000 Mcf 

were added t o the pool a l l o w a b l e i n October 89 and 

November of 1989. 

Q. Give us a summary, Mr. Foppiano, of the 

b a s i s f o r the October 1989 request by OXY f o r a bonus 

a l l o w a b l e , i f you w i l l , f o r the p o o l . 

A. The request was based upon my research and 

our research of the company i n t o the market demand i n 

the f i e l d and what was causing the f l u c t u a t i o n s of 

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

i n d i c a t e d t h a t the f l u c t u a t i o n s i n p r o d u c t i o n were not 

due t o market c u r t a i l m e n t . They were i n f a c t due t o 

low a l l o w a b l e s , and i n some cases, OCD mandated 

cu r t a i l m e n t . 

We co n t a c t e d a l l the o p e r a t o r s and i n q u i r e d 

of them as t o t h e i r market demand and discovered t h a t , 

except f o r one w e l l , which the s i t u a t i o n changed on i t 

i n J u l y of 1989, t h e r e was no market demand 

c u r t a i l m e n t or lack of market demand i n the p o o l . 

And so at t h a t time our a n a l y s i s showed 

t h a t i n 1989, the p o o l had about 600,000 Mcf more 

market demand than was r e f l e c t e d by the a l l o w a b l e , and 
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t h a t was the b a s i s f o r asking the OCD t o 

a d m i n i s t r a t i v e l y i ncrease the p o o l a l l o w a b l e t o take 

t h a t i n t o account. 

Q. Let' s give the Examiner some of the f a c t u a l 

i n f o r m a t i o n t h a t i s the background basis f o r 

c o n c l u s i o n s t h a t you've reached i n your study. 

Let me t u r n now t o OXY E x h i b i t No. 3. 

Ex p l a i n what you've d e p i c t e d here. 

A. What I'm showing here i s an a n a l y s i s of the 

p i p e l i n e s t h a t are shown on the p r o r a t i o n schedule as 

t a k i n g gas from the f i e l d . There are 11 p i p e l i n e s , as 

i n d i c a t e d by the companies on the l e f t of the graph 

t h e r e . The graph shows the type of w e l l s t h a t are 

connected t o each of these p i p e l i n e s . 

To me t h i s i n d i c a t e s , one, t h a t El Paso i s 

the l a r g e s t p i p e l i n e i n the f i e l d i n t h a t they have 

the l a r g e s t number of c o n n e c t i o n s , and also t h a t the 

nonmarginal and ma r g i n a l w e l l s are d i s t r i b u t e d across 

the p i p e l i n e s i n the f i e l d . 

Q. Turn now, s i r , t o E x h i b i t No. 4. Would you 

i d e n t i f y and d e s c r i b e t h a t e x h i b i t ? 

A. Yes. This i s an a n a l y s i s of the producers 

i n the f i e l d , t h e r e a g a i n , u s i n g the February 1990 

p r o r a t i o n schedule. And I looked at the type of w e l l s 

t h a t each producer has, and t h e r e are 19 o p e r a t o r s , 

CUMBRE COURT REPORTING 
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and we show t h a t t h e r e a r e m a r g i n a l and n o n m a r g i n a l 

w e l l s d i s t r i b u t e d t h r o u g h o u t t h e v a r i o u s o p e r a t o r s i n 

t h e f i e l d , as I ' v e shown. 

Q. S i r , l e t ' s t u r n t o E x h i b i t No. 5. Would 

you i d e n t i f y and d e s c r i b e t h a t e x h i b i t ? 

A. Yes. T h i s i s some more f a c t u a l 

i n f o r m a t i o n , s u m m a r i z i n g t h e F e b r u a r y 1990 p r o r a t i o n 

s c h e d u l e . I t shows t h a t t h e r e a r e a t o t a l of 61 w e l l s 

i n t h e f i e l d ; 43 are m a r g i n a l ; 18 a r e c l a s s i f i e d as 

n onmar g i n a1 . 

The 18 n o n m a r g i n a l w e l l s a r e f u r t h e r b r o k e n 

down i n t o 61 p e r c e n t o f t h o s e 18 are u n d e r p r o d u c e d , 

and 39 p e r c e n t a r e o v e r p r o d u c e d , as of t h e F e b r u a r y 

p r o r a t i o n s c h e d u l e . 

HEARING EXAMINER: What does t h i s break o ut 

t o w e l l s , 61 p e r c e n t o f 18 w e l l s ? What does t h a t 

b r e a k o u t t o ? 

THE WITNESS: I f y o u ' l l g i v e me a second, 

I ' l l g e t my c a l c u l a t o r . 

HEARING EXAMINER: I can f i g u r e t h e 

c a l c u l a t i o n s . I t h o u g h t you m i g h t have t h a t o f f your 

head. I'm s o r r y . P l e a s e c o n t i n u e . 

THE WITNESS: I t ' s 10 or 1 1 . I'm j u s t 

g u e s s i n g . 

The p i e c h a r t , as I ' v e shown i n t h e b o t t o m 
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p a r t of the graph, are the t o t a l number of w e l l s per 

o p e r a t o r . I t shows t h a t OXY i s the l a r g e s t o p e r a t o r 

i n the f i e l d , and v a r i o u s other p r o p o r t i o n a l shares 

shown by the other o p e r a t o r s . 

Q. (BY MR. KELLAHIN) Did you and the other 

t e c h n i c a l members of the study group examine the issue 

of u n d e r p r o d u c t i o n i n the pool? 

A. Yes, we d i d . 

Q. What d i d you f i n d when you examined t h a t 

issue i n terms of whether the t o t a l p r o d u c t i o n i n the 

p o o l -- what the r e l a t i o n s h i p was w i t h the p o o l 

p r o d u c t i o n , whether you were c a r r y i n g s i g n i f i c a n t 

u n d e r p r o d u c t i o n i n c e r t a i n w e l l s i n the pool? 

A. As of the February p r o r a t i o n schedule, the 

f i e l d s underproduced 162,000 Mcf. And my a n a l y s i s 

i n d i c a t e s t h a t a vas t m a j o r i t y of t h a t underage i s 

assigned t o two w e l l s . Our d i s c u s s i o n s w i t h the 

o p e r a t o r s of those two w e l l s have i n d i c a t e d t h a t those 

w e l l s are p r e s e n t l y p r o d u c i n g at c a p a c i t y . 

So my c o n c l u s i o n i s t h a t the p r o r a t i o n 

system i n the c u r r e n t form i s j u s t a s s i g n i n g a 

tremendous amount of the a l l o w a b l e i n the f i e l d t o 

w e l l s t h a t are in c a p a b l e of making i t , and t h a t takes 

a l l o w a b l e away from the other more capable nonmarginal 

w e l l s . 
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1 Q. Do you f i n d any evidence t h a t the 

2 und e r p r o d u c t i o n i s d i r e c t l y a t t r i b u t a b l e t o the lack 

3 of market f o r p r o d u c t i o n from those w e l l s ? 

4 A. No, s i r , we do n o t . 

5 Q. I d i r e c t your a t t e n t i o n t o E x h i b i t No. 6. 

6 I d e n t i f y and d e s c r i b e what you've shown here. 

7 A. This i s a more d e t a i l e d a n a l y s i s of the 

8 nonmarginal w e l l s i n the f i e l d , and i t shows t h a t 

9 t h e r e are e i g h t o p e r a t o r s t h a t have nonmarginal w e l l s 

10 i n the f i e l d and i n v a r i o u s stages of o v e r p r o d u c t i o n 

11 and u n d e r p r o d u c t i o n . 

12 Q. As of February 1990 p r o r a t i o n schedule, 

13 does t h i s r e p r e s e n t a l l of the nonmarginal w e l l s i n 

14 the Burton Flat-Morrow Gas Pool? 

15 A. Yes, i t does. 

16 Q. What does the i n f o r m a t i o n show you? 

17 A. I t i n d i c a t e s t o me t h a t t h e r e ' s a good b i t 

18 of o v e r p r o d u c t i o n i n the p o o l . On the overproduced 

19 nonmarginal w e l l s , the overproduced nonmarginal w e l l s 

20 are anywhere from 1 t o 6.85 times overproduced, and i n 

21 t h i s p o o l s i x times overproduced i s the l i m i t . And 

22 the underproduced w e l l s shows me t h a t t h e r e are some 

23 w e l l s t h a t have a small amount of un d e r p r o d u c t i o n 

24 accumulated on them, and some have a l a r g e amount of 

25 a l l o w a b l e accumulated on them. 
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I want t o p o i n t out two i n p a r t i c u l a r , t he 

two l a r g e s t , which are the Exxon C o r p o r a t i o n New 

Mexico "CW" State Com # i , which has i n excess of 60 

m i l l i o n Mcf underage assigned t o i t , and the P r e s i d i o 

E x p l o r a t i o n , Lee Federal #1, which has i n excess of 

75,000 Mcf assigned t o i t . 

Those two w e l l s , as I ' l l show on l a t e r 

e x h i b i t s , r e p r e s e n t a v a s t m a j o r i t y of the c u r r e n t 

s t a t u s of the p o o l , which i s 162,000 underproduced. 

Q. For OXY USA d i d you examine each of the 

nonmarginal w e l l s t h a t were showing u n d e r p r o d u c t i o n t o 

determine whether or not t h a t u n d e r p r o d u c t i o n i s 

d i r e c t l y a t t r i b u t a b l e t o lack of market? 

A. Yes, we d i d . 

Q. What c o n c l u s i o n ? 

A. The c o n c l u s i o n i s t h a t none of these w e l l s 

t h a t are nonmarginal and underproduced are i n t h a t 

s t a t e because of a lack of market demand. I n a vas t 

m a j o r i t y of the cases, those w e l l s are producing at 

c a p a c i t y , and the system i s j u s t working t o assign 

them more a l l o w a b l e than they c o u l d produce. 

Q. Did you c o n t a c t the other o p e r a t o r s of t he 

nonmarginal w e l l s t o see whether any of t h e i r 

u n d e r p r o d u c t i o n i s d i r e c t l y a t t r i b u t a b l e t o lack of 

market? 
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A. Yes, we d i d . 

Q. And what r e s u l t ? 

A. The r e s u l t i s none of the u n d e r p r o d u c t i o n 

i s a t t r i b u t a b l e t o lack of market. 

Q. Have you s p e c i f i c a l l y s t u d i e d the w e l l s 

t h a t have s i g n i f i c a n t u n d e r p r o d u c t i o n ? 

A. Yes, I have. 

Q. Let me t u r n now t o E x h i b i t No. 7. Would 

you i d e n t i f y and d e s c r i b e what you've done there? 

A. Yes. That's a simple p i e c h a r t t h a t shows 

of the t o t a l u n d e r p r o d u c t i o n i n the f i e l d or t o t a l 

s t a t u s of the f i e l d , which i s 162,000, 84 percent of 

t h a t i s r e f l e c t e d on two w e l l s , the P r e s i d i o Lee 

Federal #1, and the Exxon State #1. I ' l l say again 

t h a t we've c o n t a c t e d the o p e r a t o r s of those two w e l l s , 

and they i n d i c a t e t o us t h a t those w e l l s are pr o d u c i n g 

at c a p a c i t y . 

Q. L e t ' s t u r n t o E x h i b i t No. 8. Would you 

i d e n t i f y and d e s c r i b e t h a t i n f o r m a t i o n ? , 

A. Yes. This i s a p l o t of the P r e s i d i o Lee 

Federal #1. The upper p a r t of the graph, the dashed 

l i n e , i n d i c a t e s the assigned a l l o w a b l e , and t h i s w e l l 

has been c l a s s i f i e d as nonmarginal throughout t h i s 

whole p e r i o d of time t h a t I've shown here. 

The dashed l i n e shows the a l l o w a b l e t h a t 
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was assigned t o i t on a monthly b a s i s . The s o l i d l i n e 

are the sales from t h i s w e l l on a monthly b a s i s based 

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

And the lower graph i n d i c a t e s i n a bar 

ch a r t f a s h i o n the s t a t u s of t h i s w e l l as i t has 

changed from month t o month over the same p e r i o d of 

ti m e . I t s t a r t e d out i n January of 88 i n excess of 

100,000 Mcf overproduced, and as of most recent 

f i g u r e s we have, i t i s now underproduced by 75,859. 

Q. What do you conclude from the i n f o r m a t i o n 

shown on E x h i b i t No. 8? 

A. I conclude t h a t the p r o r a t i o n system i n 

t h i s p a r t i c u l a r case i s a s s i g n i n g a l a r g e amount of 

a l l o w a b l e t o a w e l l t h a t , a c c o r d i n g t o the o p e r a t o r , 

i s p r o d u c i n g at c a p a c i t y , and i n t h i s p a r t i c u l a r case, 

t h i s w e l l d i d n ' t even produce f o r an e n t i r e year, and 

i t ' s produced a ve r y i n s i g n i f i c a n t amount of gas over 

the two years t h a t I've looked at i t . 

I t ' s j u s t the way the numbers have f a l l e n 

i n t h i s case, t h i s w e l l i s s t i l l c l a s s i f i e d as 

nonmarginal, and because of t h a t , i t ' s g e t t i n g a 

p o r t i o n of the p o o l a l l o w a b l e each month t h a t could be 

produced by other w e l l s i n the f i e l d . 

Q. Le t ' s t u r n now t o E x h i b i t No. 9, Mr. 

Foppiano. Would you i d e n t i f y and de s c r i b e t h a t 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

d i s p l a y ? ! 

A. Yes. This i s the same type of a n a l y s i s as 

I d i d on the P r e s i d i o w e l l , except t h i s was done on j 
i 

the Exxon New Mexico "CW" State #1. Here a g a i n , the 
i 

o p e r a t o r i n d i c a t e s t o us t h i s w e l l i s p r o d u c i n g at ; 
i 

c a p a c i t y . And i n d i s c u s s i n g t h i s s i t u a t i o n w i t h him, j 
i 

he's a l s o i n d i c a t e d t h a t he would l i k e t o i n s t a l l 

compression on t h i s w e l l , but t h a t the low a l l o w a b l e s 

i n the past have made j u s t i f i c a t i o n of t h a t compressor 

i n s t a l l a t i o n i m p o s s i b l e , as f a r as t h e i r economics 

goes. j 

I t a l s o shows t h a t the w e l l has produced 

s t e a d i l y anywhere from about 6,000 Mcf a month, but ! 

t h a t the l e v e l of a l l o w a b l e t h a t has been assigned t o 

i t has been such t h a t i t ' s bounced back and f o r t h j 
i 

between overproduced, underproduced, but since the | 
I 

a l l o w a b l e t h a t has been a d m i n i s t r a t i v e l y i n c r e a s e d i n ! 
! 
i 

the l a s t s e v e r a l months, t h i s w e l l has go t t e n a good 

share of t h a t a l l o w a b l e , and i t i s now 60 m i l l i o n 

underproduced as of the most recent f i g u r e s . 

Q. Did you al s o examine the i s s u e , Mr. 

Foppiano, of whether or not the p r o r a t i o n system as 

a p p l i e d t o t h i s p o o l was a c c u r a t e l y and r e a l i s t i c a l l y j 

a s s i g n i n g an a l l o w a b l e based upon market demand f o r 1 

p r o d u c t i o n from the pool? 
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A. I'm s o r r y . Can you say t h a t again? 

Q. I'm not sure I can. Did you examine, s i r , 

the issue of whether or not the p r o r a t i o n system 

t h a t ' s a p p l i e d t o the Burton Flat-Morrow Gas Pool i s 

a c c u r a t e l y and r e a l i s t i c a l l y a s s i g n i n g a l l o w a b l e t o 

those w e l l s i n the poo l based upon market demand? 

A. My o p i n i o n i s i t ' s not a c c u r a t e l y a s s i g n i n g 

a l l o w a b l e . 

Q. So you have examined t h a t q u e s t i o n ? 

A. Yes, I have examined t h a t q u e s t i o n . 

Q. Have you taken t h a t i n f o r m a t i o n i n terms of 

pool p r o d u c t i o n versus nominations and a l l o w a b l e s and 

p l o t t e d any of t h a t i n f o r m a t i o n ? 

A. Yes, I have. 

Q. Can you demonstrate t o us i n a g r a p h i c a l 

way what the nominations have been i n r e l a t i o n t o p o o l 

p ro d u c t i on ? 

A. Yes, I can . 

Q. Le t ' s t u r n t o E x h i b i t No. 10. Would you 

i d e n t i f y and d e s c r i b e t h a t d i s p l a y ? 

A. Yes. This i s l o o k i n g at a l l the p r o r a t i o n 

schedules since January of 1988. I've looked at the 

po o l p r o d u c t i o n and the nominations by the v a r i o u s 

purchasers i n the p o o l , and I've j u s t graphed them on 

the same time s c a l e . 
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What i t i n d i c a t e s t o me i s t h a t up u n t i l 

about September of 1988, the nominations somewhat 

t r a c k e d the p r o d u c t i o n . And I say t h a t i n t h a t when 

the n ominations went down, the p r o d u c t i o n i n the f i e l d 

went down, and when the nominations went up, the 

p r o d u c t i o n i n the f i e l d went up, but since September 

of 1988, the nominations have gone down and stayed 

low, and the p r o d u c t i o n has been much higher than 

t h a t , and i n f a c t our a n a l y s i s i n d i c a t e s the 

p r o d u c t i o n would have been hi g h e r except f o r the 

al l o w a b l e s t h a t were set i n the f i e l d . 

T h is a l s o i n d i c a t e s t o me t h a t the 

p i p e l i n e s t h a t are nominating are nominating small 

volumes and i n d i c a t i n g t o me t h a t they are purchasing 

small volumes. And most of the gas i n the f i e l d i s 

being t r a n s p o r t e d on those p i p e l i n e s i n s t e a d of being 

bought by those p i p e l i n e s . 

Q. I d e n t i f y f o r the r e c o r d then what you mean 

when you say n o m i n a t i o n s . 

A. These are the nominations made by the 

purchasers as shown i n the p r o r a t i o n schedule f o r the 

purchase of gas. So t h i s would be a nomination by El 

Paso f o r the purchase of gas on El Paso's system. 

Q. Can you conclude then from the i n f o r m a t i o n 

t h a t you've s t u d i e d t h a t the nominations as p l a t t e d on 
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E x h i b i t No. 10 do not i n f a c t r e p r e s e n t the market 

demand f o r pool p r o d u c t i o n ? 

A. Yes. My o p i n i o n i s the nominations do not 

r e f l e c t market demand f o r the gas from t h i s p o o l , but 

they might i n d i c a t e the market demand j u s t f o r t h a t 

small p a r t y t h a t i s being nominated by the purchaser, 

which may be j u s t system supply or something l i k e 

t h a t , and the r e s t of the gas t h a t ' s being produced 

out of the poo l i s being produced and t r a n s p o r t e d on 

these p i p e l i n e s i n s t e a d of bought by them. 

Q. You cannot look then at E x h i b i t No. 10 and 

conclude t h a t you have pool d e l i v e r a b i l i t y f o r pool 

w e l l s t h a t exceeds the market demand? 

A. No, I don't t h i n k you can. 

Q. The nominations do not a c c u r a t e l y r e f l e c t 

market demand f o r the po o l p r o d u c t i o n ? 

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

Q. I n f a c t , you've concluded j u s t the 

o p p o s i t e , have you n o t , Mr. Foppiano? 

A. They do not r e f l e c t market demand f o r a l l 

the gas from t h i s p o o l . 

Q. And t h a t market demand f o r pool p r o d u c t i o n 

f a r exceeds the d e l i v e r a b i l i t y of the pool w e l l s ? 

A. Yes, s i r , i n my o p i n i o n , t h a t ' s t r u e . 

Q. Let' s t u r n now t o E x h i b i t No. 11. I d e n t i f y 
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and d e s c r i b e what you've presented here. 

A. This i s an e x h i b i t t h a t we presented i n the 

October h e a r i n g where we're showing the pool 

p r o d u c t i o n and the po o l a l l o w a b l e since January of 88, 

and we a l s o i n the bottom graph show the s t a t u s of the 

f i e l d as i t ' s changed d u r i n g t h a t same time p e r i o d . 

I want t o p o i n t out of a couple of t h i n g s . 

I n October of 1988, because the p o o l was overproduced 

at t h a t t i m e , the OCD a d m i n i s t r a t i v e l y a d j u s t e d the 

a l l o w a b l e , and t h a t ' s what caused the spike i n the 

dashed l i n e on the upper graph. And then as a r e s u l t 

of our h e a r i n g and r e l a t e d OCD a c t i o n , t h e r e were 

a d m i n i s t r a t i v e adjustments i n October and November, 

and, i n my o p i n i o n , t h a t ' s what's caused the a l l o w a b l e 

t o s p i k e up i n those two months, October and November 

of 1989. 

And, t h e r e a g a i n , t h a t was made because the 

f i e l d was al s o overproduced as of t h a t t i m e . 

Q. When we look at the upper d i s p l a y and look 

at the dashed l i n e t h a t shows the a l l o w a b l e , i n your 

o p i n i o n , does t h a t a l l o w a b l e as assigned a c c u r a t e l y 

and c o r r e c t l y r e f l e c t market demand f o r pool 

p r o d u c t i o n ? 

A. No i t does n o t . 

Q. Why not? 
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A. I n our a n a l y s i s and i n v e s t i g a t i o n i n t h i s 

p o o l , t h e r e ' s a market demand f o r a l l the gas t h a t i s 

capable of being produced from t h i s p o o l . And the 

a l l o w a b l e we see i s going back down, and i t ' s going 

back down because t h e r e are no more a d m i n i s t r a t i v e 

adjustments being made, and I t h i n k i t ' s going back 

down because the way the system i s o p e r a t i n g t o assign 

a l l o w a b l e s t o w e l l s i n c a p a b l e of making i t . 

So w i t h t h a t i n f o r m a t i o n , i t ' s my o p i n i o n 

t h a t the pool a l l o w a b l e does not a c c u r a t e l y r e f l e c t 

the market demand of gas from t h i s p o o l . 

Q. When we look at the October p l o t f o r 89, 

and you're at the top of the sp i k e f o r the a l l o w a b l e , 

t h a t ' s the p o i n t i n time t h a t the D i v i s i o n put the 

a d m i n i s t r a t i v e adjustment of a d d i t i o n a l a l l o w a b l e f o r 

the p o o l ? 

A. That's c o r r e c t . 

Q. Why does t h a t a l l o w a b l e s t a r t t o f a l l and 

then d e c l i n e r a p i d l y l a t e r i n the year? 

A. They made a l e s s e r adjustment i n November, 

and t h e y made no adjustment i n the December schedule; 

so I t h i n k t h a t ' s p a r t of why i t drops. 

A l s o , the p r o d u c t i o n from the w e l l s , from 

some of these w e l l s , are s t i l l b eing c u r t a i l e d because 

the a l l o w a b l e i s not high enough d u r i n g those months 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

23 

t o a l l o w us t o produce i t . As we've seen on a 

pre v i o u s e x h i b i t , t h e r e are some w e l l s i n the f i e l d 

t h a t are c l o s e , and i n one case over s i x times 

overproduced s t i l l . 

Q. Have you examined other issues w i t h regards 

t o p r o r a t i o n i n g t o see whether or not ther e i s a 

j u s t i f i c a t i o n f o r c o n t i n u i n g p r o r a t i o n i n g i n the pool 

because of the e x i s t e n c e of nonstandard p r o r a t i o n 

u n i t s ? 

A. Yes, I've examined t h a t . 

Q. Have you reduced t h a t i n f o r m a t i o n t o a 

d i sp1 ay ? 

A. Yes. 

Q. Let me d i r e c t your a t t e n t i o n t o E x h i b i t No. 

12. I s t h a t the i n f o r m a t i o n ? 

A. Yes. Based on the February 1990 p r o r a t i o n 

schedule, t h i s i s a d e p i c t i o n of the nonstandard 

p r o r a t i o n u n i t s i n the p o o l . And as shown, t h e r e are 

s i x of them. That r e p r e s e n t s 10 pe r c e n t of the t o t a l 

u n i t s i n the p o o l , and a l l but one are low c a p a c i t y , 

m a r g i n a l w e l l s . The only nonmarginal nonstandard u n i t 

i s underproduced; yet our i n f o r m a t i o n i n d i c a t e s i t ' s 

p r o d u c i n g at c a p a c i t y a l s o . 

So my c o n c l u s i o n i s t h a t p r o r a t i o n i n g i s 

not needed t o a d j u s t e q u i t i e s between the standard and 
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nonstandard p r o r a t i o n u n i t s i n t h i s p o o l . 

Q. Turn t o E x h i b i t No. 13. What have you 

shown here, Mr. Foppiano? 

A. What I'm showing here i s a summary of the 

next 18 pages. What we d i d i s we went t o a l l the 

op e r a t o r s i n the p o o l , the o p e r a t o r s of marg i n a l and 

nonmarginal w e l l s , and asked them t o waive any p r o t e s t 

t o d e t e r m i n i n g p r o r a t i o n i n g i n t h i s p o o l i f t h a t was 

t h e i r o p i n i o n , determined i f p r o r a t i o n i n g should be 

t e r m i n a t e d . 

I'm showing, as of today, I have 97 percent 

on a w e l l b a s i s of the o p e r a t o r s i n w e l l s i n the poo l 

have waived p r o t e s t t o our a p p l i c a t i o n t o t e r m i n a t e 

p r o r a t i o n i n g . 

Q. These would i n c l u d e o p e r a t o r s of marg i n a l 

w e l l s as w e l l as nonmarginal w e l l s ? 

A. Yes. I n f a c t , i t was k i n d of i n t e r e s t i n g , 

i n t a l k i n g w i t h s e v e r a l of the o p e r a t o r s who had only 

m a r g i n a l w e l l s , t h e r e was a l o t of support f o r 

t e r m i n a t i n g p r o r a t i o n i n g from the o p e r a t o r s of the 

m a r g i n a l w e l l s because of the j u s t i f i c a t i o n f o r 

compression i n s t a l l a t i o n and re w o r k i n g those w e l l s , 

and doing t h i n g s and spending money t o improve the 

d e l i v e r a b i l i t y on those w e l l s . They f e l t l i k e t h a t 

the l e v e l of nonmarginal a l l o w a b l e i n the pool was so 
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low t h a t e c o n o m i c a l l y j u s t i f y i n g t h a t work on t h e 

m a r g i n a l w e l l s was t o u g h i f n o t i m p o s s i b l e t o do. 

So t h e r e was a l o t o f s u p p o r t f r o m t h e 

o p e r a t o r s of t h e m a r g i n a l w e l l s i n a d d i t i o n t o t h e 

n o n m a r g i n a l w e l l s . 

Q. Why w o u l d n ' t t h e o p e r a t o r s o f m a r g i n a l 

w e l l s want t h e c o n t i n u a t i o n o f p r o r a t i o n i n g where t h e y 

c o u l d t h e r e b y a p p l y a cap t o t h e h i g h e r c a p a c i t y w e l l s 

and keep t h e i r p r o d u c i n g r a t e s down? 

A. W e l l , i n d i s c u s s i o n w i t h s e v e r a l o f them, 

t h e o p i n i o n i s t h a t t h e r e ' s v e r y l i m i t e d d r a i n a g e 

c a p a b i l i t i e s h e r e i n t h i s p o o l , t h a t t h e y ' r e n o t 

w o r r i e d t h a t t h e n o n m a r g i n a l w e l l s t h a t are o f f s e t t i n g 

t h e i r w e l l s a r e g o i n g t o d r a i n t h e i r w e l l or a d v e r s e l y 

a f f e c t i t i n any way. 

They a l s o b e l i e v e t h e r e ' s a market f o r a l l 

t h e gas t h a t t h e y can s e l l , and t h e y want t o do more 

work i n t h i s f i e l d . They want t o d r i l l some w e l l s , 

t h e y want t o i n s t a l l c o m p r e s s i o n , t h e y want t o rework 

t h e s e w e l l s , and t h e low a l l o w a b l e s i n t h e p a s t have 

p r e c l u d e d them f r o m d o i n g t h i s . 

Q. When d i d you f i r s t c o n t a c t i n g t h e o p e r a t o r s 

about t h e p e r f o r m a n c e o f p r o r a t i o n i n g i n t h e B u r t o n 

F l a t Morrow? 

A. As e a r l y a s, I wou l d say, J u l y or Auaust of 
j 
i 
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1989 and c o n t i n u a l l y since t h e n . 

Q. Dur i n g t h a t e n t i r e process a l l the way up 

to t o d a y , have you had anyone v o i c e an o b j e c t i o n t o 

t e r m i n a t i n g p r o r a t i o n i n g i n the Burton Flat-Morrow Gas 

Pool ? 

A. No, I have n o t . I n f a c t , I have had 

s e v e r a l v o i c e s t r o n g support f o r i t . 

Q. When we look at those p a r t i e s t h a t have not 

signed w a i v e r s , would you t e l l the Examiner what the 

s t a t u s i s of your e f f o r t s t o i n f o r m those p a r t i c u l a r 

o p e r a t o r s and o b t a i n t h e i r w aivers? 

A. Yes. I ' d l i k e t o p o i n t out one t h i n g . 

I've shown Coquina under the column of "Have Not 

Signed Waivers." Late y e s t e r d a y , we received a waiver 

from Coquina; so they have i n f a c t waived any p r o t e s t 

i n t h i s . That's where I get the 97 percent i n s t e a d of 

the 95. 

The J. M. Huber, I had a l o t of d i f f i c u l t y 

g e t t i n g i n touch were somebody t h a t knew a n y t h i n g 

about J. M. Huber's o p e r a t i o n s . When I f i n a l l y d i d , a 

couple of weeks ago, they informed me t h a t they s o l d 

t h a t w e l l t o B i l l H. P e a r l P r o d u c t i o n Company, and my 

attemp t s t o get ahold of B i l l H. P e a r l P r o d u c t i o n 

Company met w i t h no success. 

Texas I n t e r n a t i o n a l , I've heard from 
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knowledgeable people t h a t they have gone bank r u p t , and 

I have been unable t o get ahold of anybody from Texas 

I n t e r n a t i o n a l . 

The p o i n t i s , I guess, the reason why I 

don't have waivers from those two i n d i v i d u a l s i s , I 

t h i n k , more l o g i s t i c than a n y t h i n g e l s e . I don't 

t h i n k t h e r e i s any p r o t e s t on t h e i r p a r t or any d e s i r e 

not t o do what we want t o do. 

Q. Let me ask you t o s k i p now t o the end of 

the e x h i b i t book, Mr. Foppiano, and i f y o u ' l l f i n d the 

l a s t of the f o l d - o u t d i s p l a y s , which i s marked as OXY 

E x h i b i t No. 30? 

A. Yes, I have i t . 

Q. When we t a l k about your e f f o r t s t o c o n t a c t 

the o p e r a t o r s and the i n t e r e s t owners w i t h i n t h i s 

area, have you developed a map and an index by which 

the Examiner, i f he d e s i r e s , may determine what 

i n t e r e s t owners have been n o t i f i e d , and where t h e i r 

i n t e r e s t s may l i e i n the pool? 

A. Yes, I have. 

Q. Describe f o r us then what you've done w i t h 

E x h i b i t No. 30. 

A. E x h i b i t No. 30 i s an i d e n t i c a l f i e l d 

o u t l i n e t o E x h i b i t No. 1. What we've done i s break 

the f i e l d down i n t o t r a c t s . We had sev e r a l land 
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people research the records t o i d e n t i f y the lessees 

and unleased m i n e r a l i n t e r e s t owners i n each of those 

nonproducing u n i t s i n t h i s p o o l . And, of course, we 

al r e a d y knew the o p e r a t o r s , but we a l s o had them look 

at t h a t . 

So t h i s a n a l y s i s was mai n l y an attempt t o 

i d e n t i f y the lessees and unleased m i n e r a l i n t e r e s t 

owners w i t h i n the f i e l d l i m i t s . And t h i s d e p i c t i o n 

shows the i n d i v i d u a l t r a c t s , and along w i t h the next 

e x h i b i t , i d e n t i f i e s each of these p a r t i e s t h a t we gave 

n o t i c e t o . 

Q. When we t u r n t o E x h i b i t 31 t h e n , t h a t i s 

the l i s t by t r a c t of the i n t e r e s t owners? 

A. That's c o r r e c t . 

Q. When we go t o E x h i b i t No. 32, which i s the 

l a s t t h r e e pages i n the book, what are we l o o k i n g at 

th e r e ? 

A. E x h i b i t No. 32 i s a l i s t of the o p e r a t o r s 

of w e l l s i n the Burton Flats-Morrow F i e l d , and w i t h i n 

one m i l e of the f i e l d l i m i t s . We developed t h i s l i s t 

a l s o f o r n o t i c e purposes of t h i s a p p l i c a t i o n . 

Q. When you look at the very l a s t page i n the 

e x h i b i t book, what i s shown t h e r e ? 

A. Thi s i s based on our research and the OCD 

r e c o r d s , the known nom i n a t o r s , p u r c h a s e r s , and 
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t r a n s p o r t e r s of gas from the Burton Flats-Morrow P o o l . 

Q. From a l l these l i s t s then d i d you generate 

a m a i l i n g l i s t f o r n o t i c e purposes t h a t you p r o v i d e d 

t o us f o r sending out copies of the a p p l i c a t i o n and 

n o t i c e of the h e a r i n g today? 

A. That's c o r r e c t . 

Q. Have you examined t h a t l i s t t o s a t i s f y 

y o u r s e l f t h a t i t ' s a c c u r a t e t o the best of your 

knowledge? 

A. Yes, I have. 

Q. Let me show you what i s marked as E x h i b i t 

No. 33, Mr. Foppiano, and ask you t o t u r n t o a copy of 

the attachment t o the a p p l i c a t i o n and have you t e l l me 

whether or not t h i s r e p r e s e n t s the l i s t t h a t you have 

p r o v i d e d t o us f o r n o t i f i c a t i o n purposes? 

A. (Witness r e f e r r e d t o document.) 

Yes, I b e l i e v e i t ' s the same l i s t . 

MR. KELLAHIN: Mr. Examiner, E x h i b i t No. 33 

i s our C e r t i f i c a t e of M a i l i n g . We have a t t a c h e d t o 

the end of i t , i n a d d i t i o n t o the a p p l i c a t i o n and the 

n o t i c e l i s t , the copies of the green r e t u r n r e c e i p t 

cards t h a t have been r e t u r n e d t o us thus f a r . There 

are s t i l l some t h a t are o u t s t a n d i n g , but these are a l l 

t h a t we have r e c e i v e d as of y e s t e r d a y . 

MR. STOVALL: Mr. Examiner, I ' d l i k e t o 
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i n t e r r u p t the proceeding at t h i s p o i n t and t u r n t o 

E x h i b i t No. 31. 

Under T r a c t No. 6, t h e r e appears an 

i n t e r e s t of Harvard and LeMay E x p l o r a t i o n Company. 

I' d l i k e t o p o i n t out t o the Examiner and t o OXY t h a t 

Harvard and LeMay E x p l o r a t i o n Company i s what's l e f t 

of a p a r t n e r s h i p i n which Mr. B i l l LeMay, the D i r e c t o r 

of t h i s D i v i s i o n , was i n v o l v e d . 

I've discussed t h i s w i t h him on pr e v i o u s 

o c c a s i o n s , and at the time t h i s a p p l i c a t i o n was f i l e d , 

reviewed i t w i t h him. Mr. LeMay s t i l l has at l e a s t a 

nominal i n t e r e s t i n Harvard and LeMay. He rec e i v e s 

a b s o l u t e l y no income, has a b s o l u t e l y no ownership or 

a c t i v e p a r t i c i p a t i o n i n i t , and, i n f a c t , he i s and 

has been f o r the l a s t t h r e e years or longer a c t i v e l y 

engaged i n t r y i n g t o dispose of any i n t e r e s t he has i n 

t h i s p a r t n e r s h i p . 

I t h i n k i t ' s i m p o r t a n t t h a t you be aware 

t h a t at l e a s t n o m i n a l l y Mr. LeMay does have some smal l 

i n t e r e s t . And I b e l i e v e i t ' s a smal l m i n e r a l i n t e r e s t 

t h a t t h a t p a r t n e r s h i p may own. I'm not e x a c t l y 

a c c u r a t e . 

But at t h i s t i m e , h aving made t h a t 

statement on the r e c o r d , I would o f f e r t o OXY and Mr. 

K e l l a h i n , i f you have any concerns w i t h t h a t at a l l , 
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Mr. LeMay w i l l be more than happy t o recuse h i m s e l f 

and may do so whether you wish or not and have the 

Deputy D i r e c t o r s i g n the o r d e r . 

Do you have any f e e l i n g s on t h a t ? 

MR. KELLAHIN: Mr. S t o v a l l , I t h i n k h i s 

i n t e r e s t i s so small and so a b s t r a c t i n r e l a t i o n t o 

the issue here, t h a t I can't p e r c e i v e i t as being a 

c o n f l i c t of i n t e r e s t f o r him, and we c e r t a i n l y have no 

o b j e c t i o n t o him r e v i e w i n g and e x e c u t i n g the order t o 

be e n t e r e d . We don't propose t o as s e r t any c o n f l i c t 

because of h i s ownership of a small i n t e r e s t i n a 

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

MR. STOVALL: I c e r t a i n l y want i t t o be 

c l e a r on the r e c o r d though t h a t does e x i s t , and I ' l l 

d i s c uss i t w i t h him a f t e r the h e a r i n g as t o whether he 

wishes t o do so on h i s own i n i t i a t i v e . 

I have n o t h i n g f u r t h e r on t h a t i s s u e . 

MR. KELLAHIN: Okay. 

Q. Let me take you back now, Mr. Foppiano, t o 

E x h i b i t No. 14. As a r e s u l t of your study and the 

s t u d i e s of the other t e c h n i c a l people t h a t a s s i s t you 

i n the performance of t h i s work, would you summarize 

f o r us what your c o n c l u s i o n s are and recommendations 

to the Examiner? 

A. Yes. My co n c l u s i o n s a r e , number one, t h a t 
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i n the i n t e r e s t of c o n s e r v a t i o n , p r o r a t i o n i n g should 

be t e r m i n a t e d i n t h i s p o o l . And I've o u t l i n e d some 

reasons why I t h i n k t h i s should be done, and I ' l l go 

thro u g h them. 

F i r s t , I t h i n k i t w i l l prevent waste 

because i t removes what I consider and other o p e r a t o r s 

consider t o be a d i s i n c e n t i v e t o d r i l l i n g new w e l l s , 

r e w o r k i n g o l d w e l l s , and doing other t h i n g s t h a t w i l l 

i n c r e a s e the u l t i m a t e recovery of gas from t h i s p o o l . 

I don't b e l i e v e t h a t c o r r e l a t i v e r i g h t s 

w i l l be a d v e r s e l y a f f e c t e d by the g r a n t i n g of t h i s 

a p p l i c a t i o n , and I say t h i s because our a n a l y s i s 

i n d i c a t e s market demand exceeds the pool 

d e l i v e r a b i l i t y . The nonmarginal w e l l s have l i m i t e d 

d r a i nage areas, and y o u ' l l see some more t e s t i m o n y and 

e x h i b i t s on t h i s . The few nonstandard p r o r a t i o n u n i t s 

t h a t are i n the f i e l d are m o s t l y m a r g i n a l . So as f a r 

as r e c e i v i n g a b e n e f i t from t e r m i n a t i o n of 

p r o r a t i o n i n g , t h e y won't be able t o produce any more 

than t h e y ' r e p r o d u c i n g r i g h t now, i n my o p i n i o n . 

And t h e r e i s but one m u l t i p l e w e l l u n i t i n 

t h i s p o o l . OXY has an i n t e r e s t i n i t , and OXY has 

re c e i v e d an AFE from the o p e r a t o r t o plug and abandon 

one of those m u l t i p l e w e l l s i n t h a t u n i t ; so I don't 

t h i n k m u l t i p l e w e l l u n i t s i n t h i s p o o l are a problem, 
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as f a r as p r o r a t i o n i n g goes. 

I n my o p i n i o n , the p o t e n t i a l f o r n o n r a t a b l e 

takes by the p i p e l i n e s no longer e x i s t s because the 

mar k e t i n g of gas has changed d r a m a t i c a l l y i n t h i s p o o l 

where the p i p e l i n e s are not buying v e r y much of the 

gas t h a t i s produced here. They're t r a n s p o r t i n g the 

gas, and the o p e r a t o r s a r e , a l o t of them, t h r o u g h 

t h e i r own methods, are s e l l i n g t h e i r gas t o the spot 

market. So the takes by the p i p e l i n e s and the 

purchases by the p i p e l i n e s I don't t h i n k are an issue 

as f a r as w i l l they be n o n r a t a b l e i f we t e r m i n a t e 

p r o r a t i o n i n g . 

And, l a s t l y , most of the pool o p e r a t o r s , as 

I've shown you, 97 percent have waived any p r o t e s t t o 

t h i s a p p l i c a t i o n , and none have i n d i c a t e d any 

o b j e c t i o n t o us. And, i n f a c t , i n my d i s c u s s i o n s w i t h j 
l 

many of them, t h e r e are a l o t t h a t support our 

a p p l i c a t i o n t o t e r m i n a t e p r o r a t i o n i n g i n t h i s p o o l . 

MR. KELLAHIN: That concludes my 

examination of Mr. Foppiano, Mr. Examiner. 

We would move i n t r o d u c t i o n of h i s E x h i b i t s 

1 t h r o u g h 14 p l u s the p l a t 30 and the t a b u l a t i o n of 

i n t e r e s t owners, 31 and 32. 

HEARING EXAMINER: E x h i b i t s 1 throu g h 14 ! 

and E x h i b i t s 30, 31, and 32 w i l l be admitted i n t o 
i 
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evidence at t h i s t i m e . 

MR. KELLAHIN: I n a d d i t i o n , we would move 

the i n t r o d u c t i o n of our C e r t i f i c a t e of M a i l i n g , which 

I b e l i e v e i s E x h i b i t 33. 

HEARING EXAMINER: Also E x h i b i t 33 w i l l be 

ad m i t t e d i n t o evidence a t t h i s t i m e . 

CROSS EXAMINATION 

BY HEARING EXAMINER: 

Q. Mr. Foppiano, what i s the c u r r e n t 

p r o d u c t i o n as of January -- I'm s o r r y -- as of the 

l a t e s t p r o r a t i o n schedule month r e p o r t e d , and I 

b e l i e v e , what, would t h a t be November or December? 

A. I t would be December. 

Q. What was December's t o t a l p r o d u c t i o n from 

the p ool? And do you want t o r e f e r t o -- i t ' s 

p r o b a b l y i n one of your e x h i b i t s . 

A. I've got e x a c t l y i n a t a b u l a r form r i g h t 

here. 

I n December the p o o l produced on OCD 

records 540,874 Mcf, but I ' d l i k e t o p o i n t out t h a t 

we're aware t h a t number i s i n a c c u r a t e . I t i s , i n 

f a c t , 89,000 l e s s than t h a t because, through some 

unknown reason, 89,000 Mcf was assigned as p r o d u c t i o n 

on one of our w e l l s t h a t d i d not produce i t . So the 

pool p r o d u c t i o n i s 89,000 Mcf l e s s than t h a t . 
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And my e x h i b i t s r e f l e c t what we know t o be 

the a c t u a l p r o d u c t i o n ; so I've c o r r e c t e d my e x h i b i t s 

f o r t h a t . 

Q. So b a s i c a l l y i t ' s about 460,000 Mcf? 

A. About 450, yes, s i r . 

MR. KELLAHIN: That's on a monthly ba s i s ? 

THE WITNESS: On a monthly b a s i s . 

Q. (BY HEARING EXAMINER) Le t ' s j u s t look at 

t h i s f i g u r e i n December. December i s n o r m a l l y , i n 

t h i s p a r t i c u l a r p o o l , the p r o d u c t i o n goes up, I would 

assume, because i t ' s i n the w i n t e r t i m e ? Would t h a t 

hold t r u e f o r t h i s p a r t i c u l a r pool? 

A. I t h i n k i n t h i s case the p r o d u c t i o n has 

gone up p a r t i a l l y because of the a d m i n i s t r a t i v e 

adjustments t h a t have been made i n t h i s p o o l . A l s o , I 

t h i n k t h e r e i s more d e s i r e t o s e l l as much gas as you 

can i n the w i n t e r t i m e because the p r i c e s are higher 

than i n the summertime; so t h e r e are op e r a t o r s who l e t 

t h e i r w e l l s r i d e , I t h i n k , t h r o u g h the summertime t o 

accumulate a l l o w a b l e , and then open them up i n the 

w i n t e r t i m e , and i n some cases get them s i x times 

overproduced . 

Q. Does OXY pa r t a k e i n t h i s p r a c t i c e ? 

A. No, OXY does not p a r t a k e i n t h i s p r a c t i c e . 

Q. Who does? 
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A. My research has i n d i c a t e d one o p e r a t o r , 

Fasken; they were overproduced i n the w i n t e r of 88 and 

89 on s e v e r a l of t h e i r w e l l s . The p r o d u c t i o n on t h e i r 

w e l l s i n c r e a s e d d r a m a t i c a l l y d u r i n g those w i n t e r 

months . 

During the summer months, t h e i r p r o d u c t i o n 

d e c l i n e d . And when we i n q u i r e d of them as t o why 

t h e i r p r o d u c t i o n d e c l i n e d , they i n d i c a t e d they were 

t r y i n g t o make up the o v e r p r o d u c t i o n t h a t had 

accumulated d u r i n g the w i n t e r t i m e when they were 

p r o d u c i n g as much as they c o u l d . And they d i d n ' t want 

t o go i n t o the next w i n t e r t i m e overproduced. 

So, i n my o p i n i o n , t h e i r p r o d u c t i o n was 

lower because of the a l l o w a b l e s i n the p o o l . We asked 

them, " I s t h e r e any market c u r t a i l m e n t here?" They 

i n d i c a t e d no. They cou l d s e l l as much gas as they 

wanted t o , but they chose t o shut t h e i r compressors 

down, cut the c o s t , and t r y t o make up t h a t 

o v e r p r o d u c t i o n so they d i d n ' t go i n t o the next 

w i n t e r t i m e massively overproduced and not produce as 

much as they wanted t o . 

Q. Let's t a k e a look at t h i s December f i g u r e . 

I'm u s i n g t h i s f o r a purpose at t h i s p o i n t . Of t h i s 

460,000 p r o d u c t i o n , were t h e r e any c u r t a i l m e n t s -- I'm 

s o r r y ; l e t me rephrase t h a t . 
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Did any of the 11 p i p e l i n e s -- were t h e r e 

11 p i p e l i n e s i n here? 

A. That 1s c o r r e c t . 

Q. I guess I should say 11 t r a n s p o r t e r s 

because the p i p e l i n e s , sometimes they double up, l i k e 

El Paso and Llano have a separate t r a n s p o r t a t i o n l i n e ; 

so w e ' l l j u s t say t r a n s p o r t e r s , and we w i l l r e f e r t o 

the 11 which you show on your E x h i b i t 3. 

Were they able t o ta k e a l l of the gas? 

A. My research i n t a l k i n g w i t h the other 

o p e r a t o r s was yes, they were able t o produce as much 

gas as they wanted t o i n December of 1989. 

Q. And the p i p e l i n e s had no t r o u b l e t a k i n g i t ? 

A. Not t o my knowledge, they had no t r o u b l e . 

Q. Have you s t u d i e d or do you have another 

w i t n e s s t h a t would perhaps g i v e us some f i g u r e s of i f 

p r o r a t i o n i n g was l i f t e d i n t h i s p a r t i c u l a r p o o l , what 

would our f i g u r e s from t h i s p o o l be i n December or 

would have been i n December? 

A. Yes, we have another w i t n e s s t h a t w i l l 

d i s c u s s what we t h i n k the most o p t i m i s t i c number of 

poo l d e l i v e r a b i l i t y i s absent p r o r a t i o n . 

Q. Okay. 

A. Another t h i n g I ' d l i k e t o p o i n t o u t , and we 

have another w i t n e s s t h a t w i l l d i s cuss t h i s i n more 
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d e t a i l , i s , since the a l l o w a b l e was i n c r e a s e d , OXY and 

other o p e r a t o r s have done work i n the f i e l d t o 

inc r e a s e the poo l d e l i v e r a b i l i t y ; so i t keeps marching 

up. There has been a l o t of compression i n s t a l l e d on 

OXY's p a r t . We've reworked some w e l l s . We have a 

w e l l d r i l l i n g . As I've s a i d , o t her o p e r a t o r s have 

i n d i c a t e d they've s t a r t e d t o do some work, but some 

have i n d i c a t e d they won't u n t i l t h e y see a l o t longer 

-- i f t h a t ' s p o s s i b l e , u n t i l t h e y can see a l o t longer 

of the higher a l l o w a b l e s . 

HEARING EXAMINER: Mr. K e l l a h i n , we're 

going t o recess f o r about 15 minutes at t h i s p o i n t . 

MR. KELLAHIN: Sure. 

(Thereupon, a recess was taken.) 

HEARING EXAMINER: This h e a r i n a w i l l come 

to order 

quest i ons 

Mr. S t o v a l l , I b e l i e v e you had some 

MR. STOVALL: I do, j u s t a few q u e s t i o n s , 

Mr. Foppiano. 

CROSS-EXAMINATION 

BY MR. STOVALL: 

Q. I s t h e r e much changing about the s t a t u s of 

w e l l s from marginal t o nonmarginal? Did you see much 

f l i p - f l o p p i n g at a l l , p a r t i c u l a r l y before the 
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1 a d m i n i s t r a t i v e changes were made t o the m a r g i n a l / 

2 nonmarginal r e c l a s s i f i c a t i o n procedure? 

3 A. There were v e r y few t h a t were r e c l a s s i f i e d 

4 as a r e s u l t of the new r u l e t h a t was i n s t i t u t e d i n the 

5 l a t t e r p a r t of 89. I've looked at the marginal and 

6 nonmarginal w e l l c l a s s i f i c a t i o n s on a two-year b a s i s , 

7 and I see a t r e n d , but I don't see them changing 

8 d r a m a t i c a l l y from month t o month. 

9 Q. I s the t r e n d toward more w e l l s going j 
i 

10 
i 

m a r g i n a l ; i s t h a t --

11 A. The t r e n d i s more w e l l s going m a r g i n a l . 

12 Q. I s the e f f e c t of t h a t t r e n d t h a t the 

13 S 
a l l o w a b l e w i l l be d i s t r i b u t e d amongst fewer w e l l s ; i s i 

14 t h a t c o r r e c t ? 

15 j 
A. Thi s i s c o r r e c t . 

16 Q. One of your gr e a t concerns, i f I understand 

17 what you're s a y i n g , i s t h e r e are too many nonmarginal 

18 w e l l s t h a t can't produce an a l l o w a b l e t h a t are i n f a c t 

19 h o l d i n g back the p r o d u c t i o n from other nonmarginal 

20 w e l l s t h a t can be produced? 

21 A. Yes, s i r , t h a t i s one of our concerns. 

22 Q. I f t h a t t r e n d were t o c o n t i n u e , have you 

23 done any s t u d i e s or a n a l y s i s t h a t would show t h a t i f , 

24 l e t ' s say these underproduced w e l l s t h a t you've 

25 i d e n t i f i e d , i f the y moved i n t o a ma r g i n a l s t a t u s , what j 

| 

! 
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would the e f f e c t be -- l e t me e x p l a i n t h i s i n terms of 

what we've seen i n other s i t u a t i o n s . 

As the number of nonmarginal w e l l s 

decreases, the a l l o w a b l e per w e l l i n c r e a s e s , and fewer 

w e l l s are able t o meet t h a t a l l o w a b l e , and t h e r e f o r e 

i t becomes k i n d of a s p i r a l i n t h a t d i r e c t i o n . Have 

you done any a n a l y s i s t o see how t h a t could work over 

a p e r i o d of time? 

A. Yes, I have. My o p i n i o n i s you're 

c o r r e c t . Given a con s t a n t amount of pool a l l o w a b l e , 

because you would be d i s t r i b u t i n g over fewer w e l l s , 

those fewer w e l l s would enjoy a l a r g e r a l l o w a b l e . The 

problem we see here i s t h a t t h a t does not work f a s t 

enough. 

We a r e , as of the present day, and other 

o p e r a t o r s are a l r e a d y c u r t a i l i n g t h e i r p r o d u c t i o n 

because of the low a l l o w a b l e s t h a t have been assigned 

i n the f a s t . That c u r t a i l m e n t of p r o d u c t i o n w i l l 

cause lower a l l o w a b l e s i n the f u t u r e , and, i n my 

o p i n i o n , t h a t ' s what causes the s p i r a l e f f e c t and 

d r i v e s the a l l o w a b l e down. As the a l l o w a b l e s t a r t s 

d r o p p i n g , more w e l l s get c l o s e r t o the s i x times 

l i m i t ; t h e y s t a r t g e t t i n g c u r t a i l e d ; t h a t drops the 

f u t u r e a l l o w a b l e . And I t h i n k t h a t j u s t p o i n t s t o one 

of the problems w i t h the c u r r e n t system i n how i t sets 
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or how i t e s t i m a t e s market demand and p r o r a t e s i t 

a c c o r d i n g t o the w e l l s i n the f i e l d . 

I j u s t t h i n k t h a t i t doesn't act f a s t 

enough, and w e l l s are g e t t i n g c u r t a i l e d before t h e r e ' s 

a chance t o keep the pool a l l o w a b l e up high enough. 

Q. What I'm l o o k i n g at at the moment i s 

c o n s i d e r i n g a l t e r n a t i v e s t o what you're a s k i n g , the 

d e p r o r a t i o n of the p o o l . I f , f o r example, l o o k i n g at 

your E x h i b i t 6, l e t ' s take the b i g t h r e e underproduced 

w e l l s , not j u s t the two you i d e n t i f i e d , but add t o 

t h a t the BHP, Burton F l a t Deep Un i t No. 56, which i s 

58,000 underproduced. I s t h a t u n d e r p r o d u c t i o n 

accumulated over a p e r i o d of time? Has i t been, do 

you know? 

A. Yes, i t has. 

Q. So i t ' s not l i k e one sp i k e i n downward 

p r o d u c t i o n on those w e l l s t h a t ' s c r e a t e d t h a t , but 

r a t h e r a t r e n d showing an i n a b i l i t y t o produce the 

a l l o w a b l e ? 

A. I t ' s a t r e n d , but I t h i n k , p a r t i c u l a r l y i f 

y o u ' l l look at E x h i b i t No. 9, y o u ' l l see t h a t a l a r g e 

p o r t i o n of t h a t underage accumulated i n recent months 

when the a l l o w a b l e was a d m i n i s t r a t i v e l y i n c r e a s e d . 

So, yes, i t i s a t r e n d , but when the 

a l l o w a b l e gets r e a l h i g h , i t serves t o take a l a r g e 
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p o r t i o n of t h a t h igher a l l o w a b l e and give i t t o those 

w e l l s , and i t can't be r e d i s t r i b u t e d f a s t enough 

through the c l a s s i f i c a t i o n procedure t o go t o those 

w e l l s t h a t are capable of meeting the market demand, 

and are i n f a c t t r y i n g t o meet the market demand. 

Q. Could t h a t be c o r r e c t e d , do you t h i n k , i f 

the o p e r a t o r s approached the D i v i s i o n or i f the 

D i v i s i o n could a d m i n i s t r a t i v e l y r e c l a s s i f y those w e l l s 

m a r g i n a l more r a p i d l y than the a u t o m a t i c system does 

t o put them i n t o m a r g i n a l s t a t u s and a l l o w t h a t 

a l l o w a b l e t o go t o the nonmarginal w e l l s ? Would t h a t 

help? 

A. That would h e l p , yes. 

Q. What about, I n o t i c e OXY has not asked t h a t 

the February a l l o w a b l e or the March a l l o w a b l e be 

a d m i n i s t r a t i v e l y i ncreased i n the same way as the 

November and December a p p l i c a t i o n s . I f t h a t were t o 

happen, i f those a l l o w a b l e s were t o be i n c r e a s e d , 

l e t ' s say f o r the f u t u r e , would t h a t also p r o v i d e any 

as s i s t a n c e i n r e d i s t r i b u t i n g the a l l o w a b l e p r o p e r l y by 

keeping i t high enough? 

A. I t would. And my concern t h e r e i s t h a t i t 

addresses the problem on a s h o r t - t e r m and a c o n t i n u a l , 

l i k e us having t o come back and ask f o r a l a r g e r 

a l l o w a b l e -- i t would be an ongoing t y p e , s h o r t - t e r m 
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process. And i n our d i s c u s s i o n s w i t h the o p e r a t o r s , 

they d e s i r e a more lon g - t e r m s o l u t i o n t o t h i s problem, 

one t h a t p r o v i d e s them enough of a c o m f o r t a b l e f a c t o r 

i n j u s t i f y i n g d r i l l i n g new w e l l s , i n p a r t i c u l a r . 

When you're l o o k i n g at pay-out p e r i o d s of 

two t o t h r e e years of d r i l l i n g a Morrow w e l l here, 

these o p e r a t o r s , i n c l u d i n g o u r s e l v e s , would l i k e some 

comfort t h a t t h e y can s e l l t h i s gas t h a t t h e y ' r e going 

t o produce from these w e l l s and get the w e l l p a i d --

get payback on the w e l l . I t ' s an economic v e n t u r e . 

I don't t h i n k t h a t c o n t i n u a l l y coming back 

and asking f o r the a l l o w a b l e t o be a d m i n i s t r a t i v e l y 

i n creased and r e l y i n g on t h a t i s going t o do a whole 

l o t t o generate the a c t i v i t y t h a t I t h i n k i s p o s s i b l e 

i n t h i s f i e l d t o inc r e a s e the u l t i m a t e recovery of 

res e r v e s . 

Q. Even i f , l e t ' s say, we d i d t h a t f o r a 

p e r i o d of one c y c l e , are you saying i n some way, keep 

the higher a l l o w a b l e s and a l l o w the process t o 

r e c l a s s i f y as m a r g i n a l more and more w e l l s , you don't 

t h i n k t h a t would u l t i m a t e l y p r o v i d e a s o l u t i o n over a 

p e r i o d of a year, say? 

A. No. I t would h e l p , but I t h i n k i n terms of 

d r i l l i n g new w e l l s , and I ' l l use our own experience as 

an example, we're l o o k i n g a t , i f we were allowed t o 
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produce what we t h i n k the w e l l s are capable of 

pr o d u c i n g , i t takes two years t o pay back the 

investment . 

And management, when t h e y ' r e l o o k i n g at the 

r i s k of d r i l l i n g the w e l l , and t h e r e ' s an a d d i t i o n a l 

r i s k of c u r t a i l m e n t should the OCD change t h e i r mind 

or some other f a c t o r work i n here where the a l l o w a b l e 

would prevent us from s e l l i n g the gas from a new w e l l , 

I t h i n k management would be r e a l concerned about t h a t 

r i s k and may not approve the d r i l l i n g of a new w e l l i n 

the f i e l d . 

I t h i n k o t h er o p e r a t o r s have the same 

concern. They would j u s t l i k e a more long-term 

s o l u t i o n . And I t h i n k years i s what we're having t o 

look at i n terms of d r i l l i n g new w e l l s . 

I ' d a l s o l i k e t o add t h a t our a n a l y s i s 

i n d i c a t e s t h a t not v e r y many w e l l s have been added t o 

t h i s p o o l i n the l a s t f i v e y e a r s , and as a r e s u l t of 

the h i g h e r a l l o w a b l e s i n the l a s t s e v e r a l months, OXY 

has commenced the d r i l l i n g of one w e l l , the Government 

AB 5. I b e l i e v e i t ' s c l o s e t o TD. We have two w e l l s 

planned f o r 1990 t h a t hinge upon the a c t i o n taken 

here. 

And I t h i n k t h a t i n our d i s c u s s i o n s w i t h 

other o p e r a t o r s , t h a t i s i n d i c a t i v e of the type of 
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a c t i v i t y t h a t other o p e r a t o r s w i t h l i k e t o see t o o , 

but they need the higher a l l o w a b l e s f o r a longer 

p e r i o d of time t o be able t o j u s t i f y i t . And 

t e r m i n a t i o n of p r o r a t i o n would make them f e e l a l o t 

more c o m f o r t a b l e about i t . I t would make us f e e l a 

l o t more c o m f o r t a b l e about i t t o o . 

Q. I f I understood what you sa i d b e f o r e , you 

do have a wi t n e s s who could t e s t i f y as t o the 

p o t e n t i a l p r o d u c t i v e c a p a c i t y of t h i s f i e l d , and I 

would hope a l s o i n terms of the a b i l i t y of the 

p h y s i c a l p i p e l i n e s t h a t are i n the f i e l d t o move the 

gas out t o the market? 

A. Yes, we do have an a d d i t i o n a l w i t n e s s . 

Q. Le t ' s t u r n b r i e f l y t o E x h i b i t No. 10. I t ' s 

your nominations versus p r o d u c t i o n . 

A. Yes. 

Q. Do you know what r o l e nominations p l a y i n 

the a l l o w a b l e system today? 

A. Yes , I do. 

Q. What i s t h a t r o l e ? 

A. None at a l l . 

Q. So t h i s e x h i b i t r e a l l y i s n ' t very h e l p f u l 

i n terms of your a p p l i c a t i o n or the r o l e of those --

A. We have another w i t n e s s t h a t w i l l t e s t i f y 

i n more d e t a i l about t h i s , but i t backs up our 
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a s s e r t i o n t h a t the p i p e l i n e s are mostly t r a n s p o r t i n g 

gas out of t h i s f i e l d . We have c o n t a c t e d the 

p i p e l i n e s i n t h i s f i e l d and i n q u i r e d as t o t h e i r 

m a r k e t i n g p r a c t i c e s and how much t h e y ' r e buying f o r 

system supply versus how much t h e y ' r e t r a n s p o r t i n g . 

I t h i n k t h i s p r e t t y w e l l f a l l s i n l i n e w i t h 

t h a t independent research from the p i p e l i n e s . 

Q. Are you f a m i l i a r w i t h the a c t u a l order t h a t 

comes out w i t h the p r o r a t i o n schedule? 

A. Yes, I am. 

Q. Would you look at paragraph 4 of t h a t , 

please . 

A. What month? 

Q. I t doesn't m a t t e r . I happen t o have 

February here. 

A. I've got February a l s o . Okay, the 

c o n d i t i o n s i n the gas market. 

Q. Paragraph 4 of the f i n d i n g s , excuse me. 

A. Okay. 

Q. I s t h a t not what the order says, t h a t i n 

f a c t the nominations don't r e a l l y r e f l e c t the r e a l i t y ? 

A. And I b e l i e v e we've t e s t i f i e d t h a t the 

nominations do not r e f l e c t the t o t a l market demand of 

gas from t h i s p o o l . 

MR. STOVALL: I don't have a n y t h i n g f u r t h e r 
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at t h i s t i m e . As we develop more evidence, we may 

d e s i r e t o c a l l Mr. Foppiano back. 

I f I understand your c a p a c i t y i n t h i s w i t h 

OXY -- I do have one other q u e s t i o n -- your c a p a c i t y 

w i t h OXY i s such t h a t a f t e r we've heard a l l the 

te s t i m o n y , you're k i n d of overseeing t h i s d e p r o r a t i n g 

p r o j e c t on b e h a l f of OXY; i s t h a t c o r r e c t ? 

THE WITNESS: You could look at i t l i k e 

t h a t , yes. 

Q. A c u r i o s i t y q u e s t i o n , are you f a m i l i a r w i t h 

Order R-7982? I t ' s the Fasken a p p l i c a t i o n f o r 

t e r m i n a t i o n ? 

A. Yes, I am. 

Q. Do you know what C i t i e s S e r v i ce p o s i t i o n 

was at t h a t time? 

A. Yes, I do. We p r o t e s t e d t h a t a p p l i c a t i o n . 

Q. Does t h i s c u r r e n t a p p l i c a t i o n r e f l e c t a 

change i n p o s i t i o n or some other change? 

A. I t r e f l e c t s a change i n p o s i t i o n because of 

a change i n c i r c u m s t a n c e s . During t h a t t i m e , as you 

know, OXY i s the l a r g e s t o p e r a t o r i n the p o o l , we were 

c u r t a i l e d by El Paso and not able t o market a l l of our 

gas from our w e l l s i n the p o o l . Hence we p r o t e s t e d 

the a p p l i c a t i o n t o t e r m i n a t e p r o r a t i o n . 

Since t h a t t i m e , we have a o t t e n our gas 
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released from El Paso, and we have the a b i l i t y t o 

market as much gas as we want t o out of t h i s p o o l . I n 

f a c t , we t r y t o market as much gas as we can; so 

c o n d i t i o n s have changed d r a m a t i c a l l y f o r us. 

MR. STOVALL: Now I r e a l l y am t h r o u g h . 

CROSS-EXAMINATION 

-CONTINUED-

BY HEARING EXAMINER: 

Q. I n r e f e r r i n g t o E x h i b i t No. 14, Mr. 

Foppiano, you l i s t something i n t h e r e -- i t ' s t i t l e d , 

"Let's Terminate P r o r a t i o n i n g Because i t w i l l p r e v e n t 

waste by removing a major d i s i n c e n t i v e f o r d r i l l i n g 

new w e l l s . " 

Do you want t o e l a b o r a t e a l i t t l e b i t on 

t h i s on OXY's s t a n d p o i n t ? 

A. Sure. D r i l l i n g of new w e l l s , we have some 

economics; t h e y ' r e i n c l u d e d i n a l a t e r e x h i b i t , and a 

witn e s s w i l l p r e s e n t them. But b a s i c a l l y they show 

under a p r o r a t i o n s c e n a r i o , i t ' s uneconomical t o d r i l l 

a w e l l i n t h i s p o o l . The pay-back p e r i o d i s too l o n g , 

and i n f a c t i t has a d i s c o u n t e d cash f l o w of 

n e g a t i v e . I n terms of p r o v i d i n g an economic 

i n c e n t i v e , c o n t i n u e d p r o r a t i o n doesn't do i t . 

Reworking o l d w e l l s , much the same 

s i t u a t i o n but a l i t t l e b i t d i f f e r e n t . The l e v e l of 
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nonmarginal a l l o w a b l e i s what has r e a l l y caused the 

problem t h e r e . When you have a w e l l t h a t i s a 100, 

200 Mcf-a-day p r o d u c e r , and you can rework i t , you 

t h i n k , t o in c r e a s e the d e l i v e r a b i l i t y up to a m i l l i o n 

a day, and the nonmarginal a l l o w a b l e i s at 150 or 200 

Mcf a day, our management w i l l not approve p r o j e c t s 

t h a t r e q u i r e a c a p i t a l o u t l a y up f r o n t when we don't 

t h i n k we can s e l l the gas and recoup our investment i f 

the workover i s s u c c e s s f u l . 

The same i s t r u e f o r compression 

i n s t a l l a t i o n . 

Q. Let' s t a l k about d r i l l i n g and reworking at 

t h i s p o i n t . 

A. Okay. 

Q. How many w e l l s has OXY proposed w i t h i n the 

l a s t year or reworked w i t h i n the l a s t year t h a t have 

been t u r n e d down because of t h i s ? 

MR. STOVALL: Excuse me, Mr. Examiner, i f I 

may i n t e r r u p t at t h i s t i m e , s i n c e you've asked t h a t 

q u e s t i o n , I was going t o do t h i s when you were 

t h r o u g h , but I would l i k e t o -- the D i r e c t o r j u s t 

handed me a l e t t e r which he r e c e i v e d from Mr. 

Foppiano. Mr. K e l l a h i n , he has asked we get t h i s i n t o 

the r e c o r d , and I b e l i e v e i t addresses the Examiner's 

quest i on . 
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I f you would i d e n t i f y t h a t l e t t e r , Mr. 

Foppiano -- i f you don't mind, w e ' l l c a l l i t an OXY 

e x h i b i t . Mr. K e l l a h i n ? 

MR. KELLAHIN: I have no o b j e c t i o n once the 

wit n e s s looks at the l e t t e r . 

THE WITNESS: Yes. This i s a l e t t e r I 

wrote t o Mr. LeMay. I t b a s i c a l l y d e t a i l e d the 

a c t i v i t y t h a t OXY has performed i n the f i e l d since the 

a l l o w a b l e was a d m i n i s t r a t i v e l y increased i n October. 

P r i o r t o t h a t t i m e , we d i d very l i t t l e 

a c t i v i t y , and I can't o f f h a n d t e l l you the number of 

p r o j e c t s t h a t were t u r n e d down because they never aot 

t o an AFE stage. The engineer wasn't going t o look at 

these p r o j e c t s because of the low a l l o w a b l e s i n t h i s 

p o o l . Since the a l l o w a b l e s have been i n c r e a s e d , the 

engineers have been given the i n c e n t i v e t o look at 

these type of a c t i v i t i e s , and t h i s l e t t e r , I t h i n k , 

d e t a i l s i t , and I ' l l j u s t read from i t . 

MR. KELLAHIN: We can mark i t , i f t h a t ' s 

a l l r i g h t . 

MR. STOVALL: We can mark i t . You don't 

need t o read i t . 

Q. (BY HEARING EXAMINER) How many u n d r i l l e d 

f r a c s does OXY have w i t h i n t h i s pool and w i t h i n a m i l e 

of i t ? 
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A. I a p o l o g i z e . I can't answer t h a t q u e s t i o n . 

Q. You t a l k about r e w o r k i n g o l d w e l l s . How 

many w e l l s does OXY have? 

A. We op e r a t e , I b e l i e v e , 18 w e l l s i n the 

p o o l . 

Q. Has OXY reworked any of these o l d w e l l s 

w i t h i n the l a s t year? 

A. Yes, they have. I t ' s on t h a t e x h i b i t . 

Q. On t h i s E x h i b i t 34 which I've j u s t been 

handed ? 

A. Yes. 

HEARING EXAMINER: Mr. K e l l a h i n , should we 

i n t r o d u c e E x h i b i t 34 at t h i s time? 

MR. KELLAHIN: A b s o l u t e l y , Mr. Examiner. 

HEARING EXAMINER: E x h i b i t 34 w i l l be 

adm i t t e d i n t o evidence. There's no f u r t h e r q u e s t i o n s 

I have of t h i s w i t n e s s at t h i s t i m e . We may r e c a l l 

him l a t e r . 

MR. KELLAHIN: I have a couple of f o l l o w - u p 

q u e s t i o n s , Mr. Examiner. 

HEARING EXAMINER: Okay. 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. I n response t o Mr. S t o v a l l ' s q u e s t i o n s 

c o n c e r n i n g other p o s s i b l e s o l u t i o n s , Mr. Foppiano, you 
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discussed w i t h Mr. S t o v a l l whether or not a more r a p i d 

r e c l a s s i f i c a t i o n of w e l l s t o a m a r g i n a l s t a t u s would 

h e l p , and you s a i d i t would h e l p . I s t h a t an 

e f f e c t i v e s o l u t i o n t o the problem t h a t you see i n the 

pool ? 

A. I n my o p i n i o n , no. 

Q. What, i n your o p i n i o n , i s the most 

e f f e c t i v e s o l u t i o n f o r the problems created by the 

p r o r a t i o n i n g system? 

A. I n my o p i n i o n , the most e f f e c t i v e s o l u t i o n 

would be t o t e r m i n a t e p r o r a t i o n i n g . 

Q. Why should we not si m p l y suspend i t or 

t e m p o r a r i l y abandon i t f o r a year? 

A. I t goes t o the economics of some of t h i s 

work t h a t can be done i n the f i e l d . Operators need t o 

f e e l more c o m f o r t a b l e about a lo n g - t e r m a b i l i t y t o 

s e l l t he gas t h a t they get from a new w e l l d r i l l e d i n 

the p o o l absent a l l o w a b l e r e s t r i c t i o n s . 

Q. When was the l a s t w e l l d r i l l e d i n the pool? 

A. Can I take f i v e seconds t o --

Q. Sure. 

A. Our i n f o r m a t i o n i s the l a s t w e l l d r i l l e d i n 

the p o o l was i n 1983. 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

RECROSS EXAMINATION 
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BY HEARING EXAMINER: 

Q. How about your Government AB Well #5? 

A. That i s c u r r e n t l y d r i l l i n g . I t has not 

been completed i n the pool y e t . 

Q. Are t h e r e any other w e l l s between 1985 and 

now t h a t have been d r i l l e d but not completed i n t h a t 

p ool ? 

A. I'm sure t h e r e a re. There are w e l l s t h a t 

have been d r i l l e d f o r other p r o d u c i n g h o r i z o n s i n t h a t 

p o o l . 

Q. I s your Government AB 5, i s t h a t f o r the 

Morrow or f o r another pool? 

A. That i s f o r the Morrow. 

Q. I'm going t o ask my q u e s t i o n again. Are 

the r e any w e l l s down t o the Morrow, not f o r any other 

p o o l , but s p e c i f i c a l l y went down t o the Morrow t h a t 

have not been completed i n the Morrow yet? 

A. Perhaps I don't understand the q u e s t i o n . 

I f you're r e f e r r i n g t o dry holes --

Q. E x p l a i n t o me your "AB" #5. What's going 

on? You d r i l l e d i t t o the Morrow? 

A. That's c o r r e c t . We are d r i l l i n g i t to the 

Morrow. 

Q. When d i d you s t a r t d r i l l i n g i t ? 

A. L a t t e r p a r t of 89. I don't have an exact 
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date. 

Q. So i t should be -- i s i t cable t o o l e d ? 

A. No, s i r . 

Q. So you're down t o the Morrow; r i g h t ? 

A. We're c o r i n g . 

Q. You're down t o the Morrow? 

A. We're down t o the Morrow. 

Q. You're s t i l l t e s t i n g i t ? 

A. C o r r e c t . 

Q. You haven't completed i t yet? 

A. That's c o r r e c t . I don't even b e l i e v e 

set pipe on i t y e t . 

Q. Have t h e r e been any other w e l l s between 

1983 and today t h a t s p e c i f i c a l l y were d r i l l e d down t o 

the Morrow t h a t are s t i l l w a i t i n g some s o r t of a 

p i p e l i n e hookup, or t h a t are s t i l l t e s t i n g , such as 

your "AB" 5? 

A. Not t h a t I'm aware o f . 

HEARING EXAMINER: Okay. No other 

q u e s t i o n s at t h i s t i m e . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Nothing e l s e . Thank you. 

Mr. Examiner? 

HEARING EXAMINER: Yes, Mr. K e l l a h i n . 

MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, 
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I ' d l i k e t o c a l l Michael Dawson. Mr. Dawson i s a gas 

marketer w i t h e x p e r t i s e i n t h i s p a r t i c u l a r p o o l on 

be h a l f of h i s company. 

MICHAEL DAWSON, 

the w i t n e s s h e r e i n , a f t e r h a ving been f i r s t d u l y sworn 

upon h i s o a t h , was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY KELLAHIN: 

Q. Mr. Dawson, f o r the r e c o r d , would you 

please s t a t e your name and o c c u p a t i o n . 

A. My name i s Michael Dawson. I'm a sales 

r e p r e s e n t a t i v e f o r the n a t u r a l gas market w i t h OXY 

USA. 

Q. Would you d e s c r i b e what you do i n r e l a t i o n 

t o your company's business i n the Burton Flat-Morrow 

Gas Pool? j 

I 

A. I'm r e s p o n s i b l e f o r i d e n t i f y i n g markets f o r 

gas and s e c u r i n g c o n t r a c t s f o r the sale of t h a t gas. 

Q. For gas produced out of t h i s p a r t i c u l a r 

pool? | 

A. For gas produced out o f . j 

Q. How long have you performed t h a t f u n c t i o n 

f o r your company, Mr. Dawson? 

A. Since 1981. 
Q. Have your engineers and t e c h n i c a l p e r s o n n e l 

j 
i 
i 

CUMBRE COURT REPORTING i 
(505) 984-2244 



56 

1 p r o v i d e d you w i t h some r e s e r v o i r or poo l c a p a c i t y or 

2 d e l i v e r a b i l i t y numbers? 

3 A. Yes, they have. 

4 Q. For your company as w e l l as what they 

5 e s t i m a t e f o r the pool d e l i v e r a b i l i t y of a l l w e l l s i n 

6 the poo l ? 

7 A. Yes, they have. 

8 Q. Have you made a study t o determine whether 

9 or not i n your o p i n i o n you can market t h a t gas 

10 produced? 

11 A. Yes, I have. 

12 Q. Have you a l s o made a study t o understand 

13 whether or not t h e r e i s any seasonal f l u c t u a t i o n and 

14 the range of t h a t f l u c t u a t i o n i n terms of gas market 

15 f o r the gas produced from t h i s pool? 

16 A. Yes, I have. 

17 MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, 

18 we tender Mr. Dawson as an exp e r t gas marketer. 

19 HEARING EXAMINER: Mr. Dawson i s so 

20 q u a l i f i e d . 

21 Q. (BY MR. KELLAHIN) Give us some background, 

22 Mr. Dawson, i n a general way, about what i s done w i t h 

23 the gas produced out of the Burton Flat-Morrow Gas 

24 Poo l . Where does i t go, and who consumes i t ? 

25 A. I n g e n e r a l , the gas t h a t ' s produced from 
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the p o o l i s t r a n s p o r t e d out of the p o o l , p r i m a r i l y by 

i n t e r s t a t e p i p e l i n e s t o v a r i o u s markets. There are 

also i n t r a s t a t e p i p e l i n e s which t r a n s p o r t gas out of 

the p o o l . H i s t o r i c a l l y , those p i p e l i n e s have been 

purchasers of the gas t o date. They are mos t l y 

t r a n s p o r t i n g the gas t o other markets, and the gas can 

be s o l d t o a v a r i e t y of markets t h a t are a c c e s s i b l e 

t h r o u g h those p i p e l i n e s . 

Q. I n the c u r r e n t market c o n d i t i o n s f o r the 

gas produced from the p o o l , who i s the u l t i m a t e 

consumer of the gas produced? Where does i t go? 

Where i s the end market? 

A. The end markets v a r y . They are u t i l i t i e s 

and brokerage companies and i n d u s t r i a l i n s t a l l a t i o n s , 

a v a r i e t y of d i f f e r e n t markets a v a i l a b l e . 

Q. Let me ask you t o go t o what i s marked as 

OXY E x h i b i t No. 15. Are you f a m i l i a r w i t h t h i s 

d i s p l a y ? 

A. Yes, I am. 

Q. Would you i d e n t i f y and d e s c r i b e the 

i n f o r m a t i o n on the d i s p l a y ? 

A. Okay. The p o r t i o n which i s c o l o r e d green 

i d e n t i f i e s the p r o d u c t i o n from the poo l f o r years 1988 

and 1989. 

The red p o r t i o n of the e x h i b i t shows OXY's 
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p r o d u c t i o n from the pool f o r the same p e r i o d of t i m e . 

And i t shows how our gas was produced i n r e l a t i o n t o 

p r o d u c t i o n from the o v e r a l l p o o l . 

Q. Compare f o r me, i f you w i l l , s i r , the 

r e l a t i o n s h i p of the gas p r o d u c t i o n from the pool 

d u r i n g t h i s p e r i o d of time t o the market demand f o r 

t h a t gas . 

A. Okay. The market demand f o r t h a t p e r i o d of 

time d i d change, and i t i s r e f l e c t e d i n our 

p r oduct i on. 

As you can see, d u r i n g the p e r i o d 1988, up 

u n t i l September, t h e r e was l i m i t e d p r o d u c t i o n by OXY 

from the p o o l . And a f t e r t h a t p e r i o d of t i m e , the 

p r o d u c t i o n i n c r e a s e d s i g n i f i c a n t l y . What t h a t 

r e f l e c t e d was was the f a c t , as I b e l i e v e Mr. Foppiano 

a l l u d e d t o t h i s e a r l i e r , t h a t h i s t o r i c a l l y we have had 

sales arrangements p r i m a r i l y w i t h El Paso N a t u r a l Gas 

Company, and we were s u b j e c t t o whatever t h e i r 

l i m i t a t i o n s were i n terms of t a k i n g gas. And a f t e r 

t h a t gas was re l e a s e d from El Paso from our c o n t r a c t s 

w i t h El Paso, toward the end of 1988, we began t o be 

able t o s e l l our gas v i r t u a l l y at c a p a c i t y , whatever 

was a v a i l a b l e . 

Q. What have the engineers p r o v i d e d you i n 

terms of a t o t a l c a p a c i t y or a t o t a l d e l i v e r a b i l i t y of 
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gas t h a t can be produced by the e x i s t i n g w e l l s out of 

the pool? 

A. For the e n t i r e pool? 

Q. Yes, s i r . 

A. 600 m i l l i o n c u b i c f e e t per month. 

Q. What p o r t i o n of t h a t volume i s rep r e s e n t e d 

by OXY's d e l i v e r a b i l i t y or c a p a c i t y of t h e i r w e l l s ? 

A. OXY's d e l i v e r a b i l i t y would be a l i t t l e l e s s 

than h a l f of t h a t . On a d a i l y r a t e , t h a t would 

r e p r e s e n t about 20 m i l l i o n cubic f e e t per day, I 

t h i n k , and OXY's would be somewhere i n the range of 9 

t o 10 m i l l i o n cubic f e e t per day. 

Q. Let's examine OXY's p o r t i o n of the t o t a l 

p o o l d e l i v e r a b i l i t y . On a monthly b a s i s , OXY's share 

of the po o l d e l i v e r a b i l i t y i s what volume, s i r ? 

A. On a monthly basis? 

Q. Yes , s i r . 

A. A l i t t l e l e s s than 300 m i l l i o n cubic f e e t 

per month. 

Q. I f the engineers t e l l you t h a t f o r the 

OXY's w e l l s t h a t r e p r e s e n t s the t o t a l c a p a c i t y of 

those w e l l s t o produce, i n your o p i n i o n can you market 

t h a t volume of gas? 

A. Yes, s i r , I can. 

Q. What volume of gas have you a c t u a l l y been 
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! 

marketing? 

A. I have been m a r k e t i n g the t o t a l 

d e l i v e r a b i l i t y of 300. 

Q. Do you have a market demand t h a t exceeds 

the t o t a l d e l i v e r a b i l i t y of OXY's w e l l s ? 

A. Yes, s i r , I dc. j 

Q. I s t h a t s u b j e c t t o seasonal adjustments t o 

the e x t e n t t h a t you w i l l have pool d e l i v e r a b i l i t y t h a t ! 

exceeds the market demand t h a t you've i d e n t i f i e d f o r ! 
j 

t h a t p r o d u c t i o n ? j 

A. No, s i r , i n my o p i n i o n , i t w i l l n o t . j 

Q. Why? 
j 

A. And I would l i k e t o r e f e r back t o the j 
i 

e x h i b i t . You w i l l see t h a t f o r 1988, d u r i n g the j 

p e r i o d of time t h a t we were s e l l i n g gas p r i m a r i l y t o j 
i 

El Paso was the l a s t p e r i o d t h a t we had t h a t seasonal j 

i 
f l u c t u a t i o n . Of course, t h a t was due t o the f a c t t h a t j 
t h a t was our market. We were l i m i t e d i n t h a t sense. ! 

i 

But a f t e r we have been able t o go out and e x e r c i s e --

w e l l , pursue other markets, and t h e r e are other market 

o p p o r t u n i t i e s out t h e r e , you can see through the same 

p e r i o d of time i n 1989, we d i d n ' t experience any 

d r o p - o f f i n our s a l e s . 

Q. When we look at t o t a l p o o l d e l i v e r a b i l i t y , 

and on a monthly b a s i s you gave me 600 thousand Mcf a 
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month ? 

A. Yes. 

Q. Le t ' s assume t h a t OXY has the t o t a l p o o l 

d e l i v e r a b i l i t y , not o n l y f o r t h e i r w e l l s but f o r a l l 

the w e l l s , and your engineer s a i d , "Mr. Dawson, I'm 

going t o giv e you the t o t a l p ool d e l i v e r a b i l i t y t o 

market." 

A. Yes. 

Q. Do you t h i n k you could market t h a t gas? 

A. Yes, s i r , I b e l i e v e I can. 

Q. What's the b a s i s f o r t h a t o p i n i o n ? 

A. I t ' s been my experience t h a t markets are 

a v a i l a b l e f o r the purchase of t h i s gas which exceed 

the producer's a b i l i t y t o s e l l the gas from the f i e l d 

i n the p a s t . 

Q. Are you aware of any op e r a t o r t h a t i s 

having any k i n d of c u r t a i l m e n t of h i s p r o d u c t i o n f o r 

lack of a market? 

A. No, s i r , not simply f o r lack of market. 

Q. Do you see any d i s p a r i t y between the 

t r a n s p o r t e r s of gas produced i n the p o o l so t h a t i f a 

c e r t a i n o p e r a t o r i s hooked up w i t h a c e r t a i n 

t r a n s p o r t e r , then even when he wants t o get t o market, 

he can't? Do you see any of t h a t going on i n t h i s 

p o ol ? 
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A. Of course, the d i f f e r e n t p i p e l i n e s have 

d i f f e r e n t c a p a c i t y and t h a t type of t h i n g , but i t i s 

im p o r t a n t t o rec o g n i z e the f a c t t h a t t h e r e are 

i n t e r c o n n e c t p o i n t s between most of these p i p e l i n e s , 

and t h e r e i s access t o v a r i o u s k i n d s of exchange 

arrangements and whatnot; so t h a t , i n my o p i n i o n , t h a t 

would not impose any k i n d of l i m i t a t i o n on your 

a b i l i t y t o take the gas t o some a v a i l a b l e market. 

There would be a way t o move the gas. 

Q. I s the c u r r e n t market i n any way l i k e the 

h i s t o r i c a l market s e v e r a l years ago where a producer 

i s l ocked i n t o a lo n g - t e r m gas c o n t r a c t w i t h El Paso 

or some other company t h a t now i s i n the 

t r a n s p o r t a t i o n business? 

A. Not at a l l . I n f a c t , most of the p i p e l i n e s 

i n the f i e l d have ceased being purchasers of gas and 

have become m o s t l y t r a n s p o r t e r s of gas. That's the 

t r e n d . The h i g h e s t percentage of purchased gas by any 

one of the p i p e l i n e s t h a t we are s e l l i n g gas t o i n the 

f i e l d i s 25 p e r c e n t , and the remainder of t h a t gas 

thr o u g h p u t on t h e i r system i s t r a n s p o r t e d gas, which 

r e f l e c t s the f a c t t h a t producers i n t h i s area are 

g e t t i n g t h e i r gas rel e a s e d from the t r a d i t i o n a l types 

of arrangements t h a t you r e f e r t o , and t h e y ' r e 

p u r s u i n g other k i n d s of markets, and they are s e c u r i n g 
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those mark e t s . 

Q. Are you aware of any i n s t a n c e i n the poo l 

where an op e r a t o r because of seasonal demands i n the 

summertime i s locked i n t o a lo n g - t e r m c o n t r a c t t h a t he 

can't get temporary r e l e a s e of t h a t gas volume i f he 

wants t o take i t t o another market? 

A. I t ' s been my experience t h a t most of the 

p i p e l i n e s are w i l l i n g t o o f f e r s h o r t - t e r m r e l i e f f o r 

s i t u a t i o n s f o r such an o p e r a t o r , and month-to-month or 

seasonal r e l e a s e of gas i s r e a d i l y f o r t h c o m i n g . They 

are w i l l i n g t o o f f e r those kinds of o p p o r t u n i t i e s t o 

producers who may have gas c o n t r a c t e d t o them who 

ot h e r w i s e would not be able t o s e l l i t due t o a 

decrease i n summer demand. 

Q. Based upon your e x p e r i e n c e , Mr. Dosson, do 

you see any reason t o co n t i n u e the p r o r a t i o n system 

f o r t h i s p ool i n order t o e q u i t a b l y a l l o c a t e the 

market demand f o r t h a t p o ol's p r o d u c t i o n among the 

o p e r a t o r s i n the pool w e l l s ? 

A. No, s i r . 

MR. KELLAHIN: That concludes my 

examination of Mr. Dawson. We would move the 

i n t r o d u c t i o n of E x h i b i t No. 15 at t h i s t i m e , Mr. 

Examiner . 

HEARING EXAMINER: E x h i b i t No. 15 w i l l be 
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a d m i t t e d i n t o evidence at t h i s t i m e . 

CROSS-EXAMI NATI ON 

BY HEARING EXAMINER: 

Q. Mr. Dawson, do you know ro u g h l y about what 

percentage of the gas i s i n t e r s t a t e as opposed t o 

i n t r a s t a t e from t h i s pool? 

A. No, s i r , I don' t , but I b e l i e v e the 

m a j o r i t y of i t goes i n t o i n t e r s t a t e markets. 

Q. How about of the t r a n s p o r t e r s , which ones 

are t r a n s p o r t i n g i n t r a s t a t e ? 

A. Which t r a n s p o r t e r s are t r a n s p o r t i n g 

i n t r a s t a t e ? 

Q. Yes. 

MR. STOVALL: Mr. Dawson, you might look at 

E x h i b i t 3. 

HEARING EXAMINER: Yes, t h a t ' s what I'm 

r e f e r r i n g t o . 

THE WITNESS: Okay. The t r a n s p o r t e r s t h a t 

I r e c o g n i z e t h a t would be t r a n s p o r t i n g gas i n t r a s t a t e 

would be Gas Company of New Mexico and Llano. 

The other names on t h i s l i s t , some of them 

are o p e r a t o r s , have perhaps systems of t h e i r own, 

p r i m a r i l y , f o r moving t h e i r own gas. P h i l l i p s 66 

would be s o r t of -- they would be a t r a n s p o r t e r , and 

they would a l s o be a ga t h e r e r t o t h e i r own 
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f a c i l i t i e s . They are not a t y p i c a l t r a n s p o r t e r i n the 

sense of El Paso N a t u r a l Gas or Llano or Gas Company 

of New Mexico, Northern N a t u r a l , or N a t u r a l Gas 

P i p e l i n e . 

Q. How about OXY? OXY's name appears on 

here. What k i n d of a mark e t i n g r e l a t i o n s h i p or 

t r a n s p o r t a t i o n r e l a t i o n s h i p does OXY have i n t h i s 

p o o l ? 

A. I b e l i e v e t h a t would j u s t be our own 

g a t h e r i n g f a c i l i t i e s which take the gas to our own 

pr o c e s s i n g p l a n t , p r o c e s s i n g f a c i l i t i e s . 

Q. Does OXY as a t r a n s p o r t e r , does i t take 

j u s t gas from t h e i r own w e l l s , or are they a l s o t a k i n g 

gas from other w e l l s ? 

A. We take gas from other w e l l s as w e l l . 

Q. Do you have a percentage perhaps of 

p r o d u c t i o n or a number of w e l l s from the other 

o p e r a t o r s t h a t are hooked up t o OXY's t r a n s p o r t a t i o n 

system ? 

A. No, I don't. 

Q. Do you know which p a r t of the pool t h a t 

OXY's l i n e goes to? 

MR. STOVALL: I s th e r e another w i t n e s s who 

can answer t h a t b e t t e r ? 

THE WITNESS: Yes, s i r . 
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MR. KELLAHIN: We have a r e s e r v o i r engineer 

who can t e l l the c o n n e c t i o n s . 

HEARING EXAMINER: We'll j u s t w a i t f o r 

t h a t . I have no other q u e s t i o n s of Mr. Dawson. 

Are t h e r e other q u e s t i o n s of t h i s w i t n e s s ? 

MR. STOVALL: I do have j u s t a couple of 

q u e s t i o n s , Mr. Dawson. 

CROSS-EXAMINATION 

BY MR. STOVALL: 

Q. Do you market a l l of OXY's gas th r o u g h i t s 

o p e r a t i o n s , l e t ' s say, the Southwest j u s t t o keep i t 

s imple ? 

A. No, I don ' t , but I do market the m a j o r i t y 

of i t i n t h i s area. 

Q. Do you market a l l of OXY's New Mexico gas? 

A. Let me e x p l a i n something about how we are 

s t r u c t u r e d now t h a t causes t h a t t o be a l i t t l e b i t 

d i f f e r e n t . 

I n 1981 and throu g h 1985, I marketed the 

gas. I had p r i m a r y r e s p o n s i b i l i t y f o r the e n t i r e 

area, our e n t i r e Southwest r e g i o n . Since t h a t time 

we've been s t r u c t u r e d a l i t t l e b i t d i f f e r e n t l y i n t h a t 

t h e r e are reps who have been assigned t o s p e c i f i c 

p i p e l i n e s , and th e y would a l s o then at t h i s time be 

r e s p o n s i b l e f o r m a r k e t i n g gas on those p i p e l i n e s . 
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However, t h a t does not i n the Southwest or i n t h i s 

area doesn't r e f l e c t a m a j o r i t y of t h e i r business. 

Most of our gas would not be s i t u a t e d on those 

p i p e l i n e s . I t ' s s o r t of a chance occurrence. 

Q. The reason I'm asking those q u e s t i o n s i s , I 

guess the r e a l q u e s t i o n i s , do you have a p r e t t y good 

u n d e r s t a n d i n g of OXY's t o t a l gas marketing o p e r a t i o n s 

and s i t u a t i o n ? 

A. Yes, I do . 

Q. Say, j u s t coming out of New Mexico gas, 

rou g h l y what ge n e r a l f r a c t i o n or percentage of OXY's 

gas comes out of the Burton Flat-Morrow Pool? We're 

l o o k i n g at le s s than a q u a r t e r , l e s s than a h a l f ? 

A. Much l e s s than a q u a r t e r . 

Q. So t h e r e i s s u b s t a n t i a l gas produced 

t h r o u g h o u t mostly southeast New Mexico; i s t h a t 

c o r r e c t ? 

A. I'm s o r r y ? 

Q. I s most of OXY's p r o d u c t i o n i n southeast 

New Mexico f o r gas? Most of i t ' s New Mexico 

p r o d u c t i o n ? 

A. Most of OXY's p r o d u c t i o n companywide? 

Q. No, j u s t f o r New Mexico, w i t h i n the 

so u t h e a s t . 

A. Yes, t h a t ' s c o r r e c t . 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

68 

Q. Does the gas go both d i r e c t i o n s , east and 

west? 

A. Yes, i t does. 

Q. Do you know i f OXY has any problem 

m a r k e t i n g gas from other p o o l s and f i e l d s i n New 

Mexico? Are you able t o market a l l the gas you 

p roduce ? 

A. Yes, we are. 

Q. So i t ' s not j u s t t h a t you are able t o 

market the Burton F l a t gas, but i n f a c t any gas t h a t 

OXY i s capable of p r o d u c i n g , i t can f i n d a market f o r ? 

A. That's r i g h t . 

Q. At an acceptable p r i c e , I assume t h a t 

means? Not n e c e s s a r i l y d e s i r a b l e but acceptable? 

A. Yes, I guess an ac c e p t a b l e p r i c e , yes. 

MR. STOVALL: I t h i n k t h a t answers a l l the 

que s t i o n s I've got f o r the moment. 

HEARING EXAMINER: For the moment. Thank 

you, Mr. Dawson . 

MR. KELLAHIN: Mr. Examiner, I ' d l i k e t o 

c a l l Mr. Sc o t t Gengler. Mr. Gengler i s a r e s e r v o i r 

engineer and a p r o d u c t i o n engineer t h a t ' s done 

a d d i t i o n a l work f o r OXY w i t h regards t o some of the 

t o p i c s i n v o l v e d i n today's h e a r i n g . 

SCOTT GENGLER, 
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the w i t n e s s h e r e i n , a f t e r having been f i r s t d u l y sworn 

upon h i s o a t h , was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Gengler, would you please g i v e us your 

name and oc c u p a t i o n f o r the r e c o r d . 

A. My name i s Scott Gengler, s p e l l e d 

G-e-n-g-l-e-r. I'm a petroleum engineer w i t h OXY USA. 

Q. Mr. Gengler, have you on p r i o r occasions 

t e s t i f i e d as a pe t r o l e u m engineer b e f o r e the D i v i s i o n ? 

A. No, I have not . 

Q. Would you summarize your e d u c a t i o n a l 

background f o r us? 

A. Yes. I have a Bachelor of Science Degree 

i n Petroleum E n g i n e e r i n g from Texas A&M U n i v e r s i t y . 

Q. Subsequent t o g r a d u a t i o n , would you 

summarize f o r us your employment experience as t o 

petrol e u m e n g i n e e r i n g ? 

A. I have been a p r o d u c t i o n and r e s e r v o i r 

engineer f o r OXY USA since g r a d u a t i o n . 

Q. Are you f a m i l i a r w i t h the p r o d u c t i o n and 

the r e s e r v o i r c h a r a c t e r i s t i c s i n the Burton 

Flat-Morrow Gas Pool of Eddy County, New Mexico? 

A. Yes , I am . 

MR. KELLAHIN: We tender Mr. Gengler as an 
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1 e x p e r t p e t r o l e u m engineer. 

2 HEARING EXAMINER: Mr. Gengler i s so 

3 q u a l i f i e d . 

4 Q. (BY MR. KELLAHIN) I n terms of s t u d y i n g the 

5 q u e s t i o n of whether or not p r o r a t i o n i n g can be 

6 t e r m i n a t e d o r , i n the a l t e r n a t i v e , c o ntinued i n the 

7 Burton Flat-Morrow, what were you asked t o do, Mr. , 

8 Gengler? ! 

9 A. I was asked t o look at the drainage 

10 q u e s t i o n as i t a p p l i e s t o ma r g i n a l w e l l s and 

11 nonmarginal w e l l s , and whether or not these m a r g i n a l 

12 w e l l s would d r a i n p r o d u c t i o n from the non -- excuse me 

13 -- nonmarginal w e l l s would d r a i n p r o d u c t i o n from the j 

14 
1 

m a r g i n a l w e l l s . ! 

15 Q. I n the absence of p r o r a t i o n ? 

16 A. R i g h t . 

17 Q. I n order t o answer the q u e s t i o n of whether 

18 or not the nonmarginal w e l l s w i l l d r a i n beyond t h e i r 

19 320-acre spacing u n i t i f the p r o r a t i o n i n g a l l o w a b l e 

20 r e s t r i c t i o n s are removed, what d i d you do? 

21 A. We looked at a l l the nonmarginal w e l l s t h a t 

22 OXY operates i n the p o o l and determined what t h e i r 

23 drainage area was. 

24 Q. Have you reduced your c a l c u l a t i o n s and your 

25 work t o a summary d i s p l a y t h a t shows the r e s u l t s of 
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t h a t c a l c u l a t i o n ? 

A. Yes, I hav e . 

Q. Let me t u r n t o E x h i b i t No. 16. I s t h i s 

your e x h i b i t ? 

A. Yes, i t i s . 

Q. Describe f o r us what you've done and what 

you've concluded. 

A. We have c a l c u l a t e d from isopach maps a 

PhiHSg f o r each one of our nonmarginal w e l l s i n the 

po o l and used t h a t data along w i t h data from P/Z 

a n a l y s i s f o r a couple of reserves i n a v o l u m e t r i c 

e q u a t i o n t o determine d r a i n a g e area. 

Q. When you look at the nonmarginal w e l l s tha' 

OXY operated i n the p o o l , what d i d you c a l c u l a t e f o r 

the drainage areas of those w e l l s ? 

A. We c a l c u l a t e d t h a t a l l w e l l s t h a t we 

operate as nonmarginal w e l l s have a drainage area of 

le s s than 320 acres. 

Q. The c a l c u l a t e d d r a i n a g e areas f o r each of 

those s i x w e l l s i s shown on E x h i b i t No. 16? 

A. Yes, i t i s . 

Q. Describe f o r us the method t h a t you went 

about t o get t h a t d r a i n a g e area. 

A. We had our g e o l o g i s t do isopach maps of 

each i n d i v i d u a l sand t h a t i s produced i n each one of 
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1 the nonmarginal w e l l s , and we came up w i t h an isopach 

2 map f o r each one of those w e l l s . 

3 We then used t h a t data w i t h p l a n i m e t e r data 

4 t o come up w i t h the PhiHSg. 

5 Q. What, if anything, did you do as an \ 
i 

6 engineer t o check the accuracy of the v o l u m e t r i c I 

7 c a l c u l a t i o n ? ! 
i 

8 A. We used P/Z a n a l y s i s t o come up w i t h our I 
j 

9 r e s e r v e s , and we double-checked t h a t number ag a i n s t j 
i 

10 
i 

our d e c l i n e curve a n a l y s i s and al s o r a t e versus cum 

11 gas analys i s . j 

12 Q. I n your o p i n i o n , are the w e l l s t h a t you've | 
j 

13 chosen t o determine whether or not they had the 

14 a b i l i t y t o d r a i n areas l a r g e r than 320, whether or not I 

15 those w e l l s are r e p r e s e n t a t i v e and t y p i c a l of the 

16 higher c a p a c i t y nonmarginal w e l l s i n the pool? 

17 A. Yes. I b e l i e v e t h a t these are t y p i c a l . 

18 OXY i s the l a r g e s t o p e r a t o r i n the p o o l . We have the 

19 most amount of nonmarginal w e l l s . These w e l l s are 

20 spread out both i n the n o r t h and i n the south end of 

21 the p o o l and giv e a r e p r e s e n t a t i v e c r o s s - s e c t i o n of 

22 the w e l l s i n the p o o l . 

23 Q. Can you give us a case study and show us 

24 the c a l c u l a t i o n s and the method of a n a l y s i s t h a t you 

25 a p p l i e d t o each of the s i x w e l l s ? 

! 
i 
1 
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A. Yes, I can. 

Q. Which w e l l d i d you s e l e c t f o r the case 

study ? 

A. We chose the OXY operated Elizondo Federal 

A #3. 

Q. Why d i d you s e l e c t the Elizondo Federal A 

#3 w e l l ? 

A. I t had the most amount of re c o v e r a b l e 

reserves assigned t o i t and i n our drainage area 

c a l c u l a t i o n s , showed the most dr a i n a g e area of any of 

ou r w e l l s . 

Q. I f we then had a l i k e l y candidate f o r a 

w e l l t h a t might a d v e r s e l y a f f e c t o f f s e t t i n g spacing 

u n i t s , t h i s i s i t ; r i g h t ? 

A. Yes, i t i s . 

Q. What d i d you do? 

A. We took and determined the drainage area 

f o r t h i s w e l l . 

Q. Your dr a i n a g e c a l c u l a t i o n i s shown on 

E x h i b i t 17? 

A. Yes, i t i s . 

Q. Then you confirmed the c a l c u l a t i o n by 

comparing i t t o the c u m u l a t i v e recovery on your P/Z 

versus Q p l o t ? 

A. Yes. 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

74 

Q. Do you have a p l o t f or t h a t w e l l shown i n 

the e x h i b i t book? 

A. Yes, I do. 

Q. That's No. 18 ? 

A. Yes. 

Q. Using the P/Z versus Q gas slope, what d i d 

you determine t o be the t o t a l gas reserves f o r the 

w e l l ? 

A. 7.58 b i l l i o n cubic f e e t . 

Q. How d i d t h a t match w i t h your v o l u m e t r i c s 

t h a t you c a l c u l a t e d your drainage f o r ? 

A. They matched i d e n t i c a l l y . 

Q. I n your o p i n i o n , w i l l the high c a p a c i t y 

nonmarginal w e l l s i n the absence of p r o r a t i o n i n g have 

the o p p o r t u n i t y t o im p a i r the c o r r e l a t i v e r i g h t s of 

the o f f s e t t i n g spacing u n i t s by e n j o y i n g a drainage 

advantage over those spacing u n i t s ? 

A. No, they w i l l n o t . 

Q. Have you looked at any other e n g i n e e r i n g 

f a c t o r s or c o n c l u s i o n s t h a t would support your o p i n i o n 

t h a t the high c a p a c i t y w e l l s i n t h i s area are not 

going t o d r a i n more than 320 acres? 

A. Yes, I have . 

Q. What d i d you do? 

A. On our El i z o n d o Federal A #3, I took our 
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1 o f f s e t t i n g w e l l s t o the n o r t h , t o the south, and t o 

2 the east of the El i z o n d o Federal A #3, and I compared 

3 bottom hole p r e s s u r e s . 

4 Q. So the Examiner can f i n d where you are i n 

5 the p o o l , l e t ' s take E x h i b i t No. 1 and have you show 

6 us where these f o u r w e l l s on E x h i b i t No. 19 are 

7 l o c a t e d ? 

8 A. The Elizondo Federal A #3 i s l o c a t e d i n 
i 

9 Se c t i o n 20 of Township 21 South, Ranqe 27 East. i 
j 

10 
I 

Q. Down on the south end of the pool? j 
i 

11 1 
A. Yes. ; 

12 Q. And the other w e l l s t h a t are shown on j 

13 E x h i b i t 19, where are those w e l l s l o c a t e d ? j 

14 A. They are l o c a t e d i n Sections 20, 2 1 , and 

15 29 . 

16 Q. By l o o k i n g at the bottom hole pressure 

17 i n f o r m a t i o n f o r those f o u r w e l l s , what does i t t e l l 

18 you as an engineer? 

19 A. I t t e l l s me t h a t t h e r e i s no d i f f e r e n c e or 

20 no c o r r e l a t i v e r i g h t s problems between the marg i n a l 

21 and t h e nonmarginal w e l l s . 

22 Q. When we look at t h i s d i s p l a y , which are the 

23 nonmarginal w e l l s , and which are the marginal? 

24 A. The Elizondo Federal A #3 i s a nonmarginal 

25 w e l l . The other t h r e e are m a r g i n a l . 

i 
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I ' d l i k e t o p o i n t out the CDM A #1 i s 

c u r r e n t l y c l a s s i f i e d as a m a r g i n a l w e l l , but we have 

had a t u b i n g leak i n t h a t w e l l and have had t o r e p a i r 

i t . I t takes time t o r e p a i r the damage t h a t i s done 

by the water t h a t has been put on t h a t f o r m a t i o n , p l u s 

we have other mechanical problems t h a t we need t o f i x , 

and we are k i n d of w a i t i n g t o see what happens w i t h 

t h i s h e a r i n g b e f o r e we decide whether or not we want 

t o do t h i s work . 

Q. What i s the magnitude or range of pressure 

d i f f e r e n t i a l between the m a r g i n a l w e l l s and the 

nonmarginal w e l l s shown on t h i s d i s p l a y ? 

A. There i s a d i f f e r e n c e of about 1,500 t o 

1 , 600 pounds . 

Q. For t h i s p a r t i c u l a r r e s e r v o i r i n t h i s area, 

what does t h a t t e l l you? 

A. I t t e l l s me t h a t these two zones are not 

communicated, and t h a t t h e r e should be no drainage 

between these two zones. 

Q. Were you asked t o study any other issue or 

t o p i c w i t h regards t o t h i s case? 

A. Yes, I was. 

Q. What were you asked t o do? 

A. I was asked t o determine the pool 

d e l i v e r a b i l i t y of t h i s p o o l . 
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Q. D i d you do t h a t ? 

A. Yes, I d i d . 

Q. What, i n your o p i n i o n , i s t h e c u r r e n t t o t a l 

p o o l d e l i v e r a b i l i t y f o r t h e B u r t o n F l a t - M o r r o w Gas 

Po o l ? 

A. I f o u n d t h a t t h e p o o l d e l i v e r a b i l i t y i s 600 

m i l l i o n c u b i c f e e t per month. 

Q. How d i d you make t h a t d e t e r m i n a t i o n ? 

A. We c o n t a c t e d a l l t h e n o n m a r g i n a l o p e r a t o r s 

i n t h e p o o l t o d e t e r m i n e what t h e d e l i v e r a b i l i t y o f 

t h e i r w e l l s were. Then we assembled t h a t i n f o r m a t i o n 

f r o m them, assuming t h a t t h e y may or may not be 

p r o d u c i n g t h e i r w e l l s a t c a p a c i t y . 

The m a r g i n a l w e l l s , we assumed t h a t t h e y 

c o u l d p r o d u c e a n y t h i n g t h e y c o u l d ; so t h e y were g i v i n g 

t h e i r l a r g e s t p r o d u c t i o n w i t h i n t h e l a s t year as a 

d e l i v e r a b i l i t y . 

Q. What i s OXY's t o t a l d e l i v e r a b i l i t y o f t h e 

w e l l s t h a t t h e y o p e r a t e ? 

A. I t ' s a p p r o x i m a t e l y 250 m i l l i o n per day. 

HEARING EXAMINER: 215? 

THE WITNESS: 250. 

Q. (BY MR. KELLAHIN) Were you asked t o do 

a n y t h i n g e l s e ? 

A. Yes, I was. 
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Q. What e l s e were you asked t o do? 

A. I was asked t o look at the o p p o r t u n i t y t o 

work over, d r i l l , or add compression t o our w e l l s t o 

incr e a s e p r o d u c t i o n from t h i s p o o l . 

Q. Does t h a t o p p o r t u n i t y e x i s t ? 

A. C u r r e n t l y , i t has l i m i t e d a p p l i c a t i o n s due 

t o a l l o w a b l e s . 

Q. Describe f o r us what you've done i n order 

t o reach t h a t c o n c l u s i o n . 

A. The f i r s t t h i n g t h a t we d i d was, a f t e r 

g e t t i n g an in c r e a s e i n a l l o w a b l e i n October, we worked 

over f o u r w e l l s , and we i n s t a l l e d compression on seven 

a d d i t i o n a l w e l l s . 

Q. Can you giv e us a p l a t t h a t shows the 

s p e c i f i c w e l l s i n which a d d i t i o n a l work was done? 

A. Yes, I can . 

Q. I s t h a t E x h i b i t No. 20? 

A. Yes, i t i s . 

Q. L e t ' s go t o t h a t and have you i d e n t i f y f o r 

us t h a t d i s p l a y and the c o l o r code t h a t a p p l i e s t o the 

d i s p l a y . 

A. On t h i s map, the blue dots i n d i c a t e the 

work t h a t has been done since October of 1989 as f a r 

as workovers. I t a l s o i n c l u d e s two w e l l s t h a t have 

been recompleted i n t o t h e p o o l . 
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The orange dots i n d i c a t e the compressor 

a p p l i c a t i o n s t h a t have been added. There are seven of 

those. 

The green dots i n d i c a t e proposed 1990 

workovers t h a t we had proposed t o management but have 

not r e c e i v e d approval o f . 

And the red dots are the proposed 1990 

w e l l s , i n c l u d i n g the government "AB" #5 t h a t i s 

c u r r e n t l y being completed. 

Q. Assume t h a t p r o r a t i o n continues and al s o 

assume the Commission does not put any a d m i n i s t r a t i v e 

bonus a l l o w a b l e i n t o the system. Under those 

assumptions, can OXY go ahead w i t h the rework, 

r e c o m p l e t i o n , compressor i n s t a l l a t i o n s , or the 

d r i l l i n g of new w e l l s i n t h i s pool? 

A. No, they may n o t . 

Q. Why not? 

A. Due t o economics. 

Q. I f we apply a c o n s i s t e n t l e v e l of temporary 

bonus a l l o w a b l e s so t h a t each w e l l enjoys on a 

c o n t i n u a l r e g u l a r monthly b a s i s a f i x e d amount of 

a l l o w a b l e , what a l l o w a b l e amount would t h a t have t o be 

i n order t o generate the a d d i t i o n a l workover and 

re c o m p l e t i o n work? 

A. I would say the bonus a l l o w a b l e t h a t was 
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added i n October and November would j u s t i f y t h a t i f we 

could be guaranteed f o r one or two years t h a t t h a t 

would be i n e f f e c t . 

Q. What does t h a t t r a n s l a t e down t o t o an 

i n d i v i d u a l nonmarginal w e l l i n terms of a d a i l y 

p r o d u c i n g r a t e , do you remember? 

A. I b e l i e v e i t was about 700 Mcf per day. 

Q. 750 i s what I remember, but i t was i n t h a t 

range? 

A. Okay, yes. 

Q. What o p p o r t u n i t y d i d OXY e x e r c i s e then i n 

response t o r e c e i v i n g the temporary bonus a l l o w a b l e s 

i n October and November of 89? 

A. We took and i n s t a l l e d seven compressors on 

both nonmarginal and m a r g i n a l w e l l s . 

Q. And t h a t i s what's shown on t h i s e x h i b i t ? 

A. Yes, along w i t h the workovers. 

Q. Why i s t h a t not a s u f f i c i e n t enough a c t i o n 

by the D i v i s i o n t o al l o w the p o o l t o be operated i n 

such a way t h a t we maximize u l t i m a t e l i m i t e d r e covery 

from the pool? 

A. Because we are p r o p o s i n g t o do other work, 

and t h a t other work needs a lo n g e r response time t o 

r e c a p t u r e our investment i n these workovers and 

d r i l l i n g o p p o r t u n i t i e s . And r i g h t now our 
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management's concern i s how long do we get t h i s bonus 

a l l o w a b l e . 

Q. I d e n t i f y f o r us what has been the recent 

h i s t o r y i n terms of new d r i l l i n g a c t i v i t y t a r g e t e d f o r 

t h i s p a r t i c u l a r p o o l . 

A. Since 1983 when we d r i l l e d the l a s t w e l l i n 

the p o o l , t h e r e has been no other w e l l s d r i l l e d down 

t o the Morrow u n t i l we commenced the d r i l l i n g of the 

Government AB #5 i n December of 1989. 

Q. Why was t h a t w e l l commenced then? 

A. We decided t o go ahead and s t a r t our 

d r i l l i n g program t o show the Commission t h a t t h e r e i s 

a d d i t i o n a l o p p o r t u n i t y f o r d r i l l i n g i n t h i s pool and 

what k i n d of r e s u l t s t h a t we might o b t a i n . 

Q. Why wasn't t h a t o p p o r t u n i t y e x e r c i s e d from 

83 t o December of 89? 

A. F i r s t of a l l , the market demand was below 

what the d e l i v e r a b i l i t y of the w e l l s were; hence, we 

could not market a l l the gas t h a t we were p r o d u c i n g , 

which was p r e t t y t y p i c a l of a l l o p e r a t o r s . 

Q. That's changed though i n the l a s t 18 

months, has i t not? 

A. Yes, i t has. 

Q. I n the l a s t 18 months, why wasn't, i n 

response t o the removal of the c o n s t r a i n t s of the 
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market demand -- i n other words, you've got market j 

demand t h a t now exceeds pool d e l i v e r a b i l i t y , why d i d 

t h a t not t r i g g e r a d d i t i o n a l d r i l l i n g i n the pool i n 
i 

the l a s t 18 months? 

A. Because of low a l l o w a b l e s . j 

Q. Le t ' s t u r n now t o E x h i b i t No. 21 and have ! 
i 

I 

you i d e n t i f y and d e s c r i b e t h a t e x h i b i t . j 

A. This i s a graph of p r o d u c t i o n from one of 
i 

our m a r g i n a l w e l l s i n the Burton Flat-Morrow Pool 

where we have i n s t a l l e d compression. This w e l l i s , j 

l i k e I say, s t i l l c l a s s i f i e d as a marq i n a l w e l l . i 
i 

P r i o r t o the i n s t a l l a t i o n of the compressor, the w e l l j 
I 

was p r o d u c i n g a p p r o x i m a t e l y 300 Mcf per day. P r i o r t o ' 

the bonus a l l o w a b l e , t h i s w e l l was c l a s s i f i e d as j 

nonmarginal. I t was making the 220 average a l l o w a b l e 

f o r the l a s t 12 months p r i o r t o the bonus a l l o w a b l e . 
i 

I n December we i n s t a l l e d compression, and 

we are c u r r e n t l y p r o d u c i n g i n the range of 700 Mcf per 

day, which when the Commission gets around t o 

r e c l a s s i f y i n g i t would move i t from a marginal t o a 

nonmarginal s t a t u s . 
i 

Q. What's your c o n c l u s i o n from l o o k i n g at the 

i n f o r m a t i o n on the Tracy C #1 w e l l ? 

A. My c o n c l u s i o n i s t h e r e ' s ample 

o p p o r t u n i t i e s t o in c r e a s e p r o d u c t i o n w i t h 
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compression. I f the a l l o w a b l e s were t o remain back 

p r i o r t o the bonus a l l o w a b l e at 220, we would have 

never done t h i s work. 

Q. Le t ' s t u r n t o E x h i b i t No. 22, Mr. Gengler, 

and have you i d e n t i f y and d e s c r i b e the i n f o r m a t i o n on 

t h i s d i s p l a y . 

A. These are t y p i c a l w e l l economics f o r 

d r i l l i n g a Burton Flat-Morrow w e l l . T y p i c a l d r i l l i n g 

cost i s $685,000. We have shown t h r e e cases here, the 

f i r s t case being one where the average a l l o w a b l e was 

220 Mcf per day, which was the average a l l o w a b l e f o r 

the 12 months p r i o r t o the a d d i t i o n of the bonus 

al1owable. 

The second case assumes t h a t we keep t h a t 

750 Mcf per day bonus a l l o w a b l e and not change i t f o r 

at l e a s t two t o t h r e e y e a r s . 

And the t h i r d case i s i f t h e r e was no 

p r o r a t i o n at a l l . 

Q. What do you conclude from making t h i s 

economic a n a l y s i s i n terms of whether or not 

p r o r a t i o n i n g can be continued? 

A. The f i r s t case where we stay back where we 

were on a p r o r a t i o n at 220 Mcf per day, the net 

present worth of the d r i l l i n g w e l l would be a ne g a t i v e 

$10 , 000 . 
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On the p r o r a t e d case where we had 750 Mcf 

per day guaranteed, the present worth i s $521,000 and 

would take 2.1 years t o get our money back on i t . 

The t h i r d case w i t h no p r o r a t i o n has a 

present worth of $582,000, and t h a t ' s 1.5 years 

pay-back p e r i o d . 

Q. I n your o p i n i o n , should p r o r a t i o n i n g be 

con t i n u e d f o r the Burton Flat-Morrow Gas Pool? 

A. No, i t should n o t . 

Q. Let me t u r n now t o E x h i b i t 23. What i s 

t h a t , s i r ? 

A. Th i s i s a l e t t e r from one of the other 

o p e r a t o r s i n the f i e l d , Petrus O i l Company, and t h i s 

was an u n s o l i c i t e d l e t t e r t o our p e t i t i o n f o r 

d e p r o r a t i n g the Burton Flat-Morrow F i e l d . 

I n t h e i r l e t t e r , t hey say t h e r e ' s no 

economic i n c e n t i v e t o rework these w e l l s because of 

the low a l l o w a b l e s . They f e e l l i k e t h a t they have 

p o t e n t i a l i n t h e i r m a r g i n a l w e l l s t o rework them, but 

w i t h the a l l o w a b l e even at 750 Mcf per day, i t doesn't 

g i v e them a s e c u r i t y t o go about doing t h i s or the 

economic j u s t i f i c a t i o n t o do i t . 

Q. And you're t a l k i n g about reworking of the 

ma r g i n a l w e l l s ? 

A. Yes. 
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Q. I n your o p i n i o n , Mr. Gengler, i f the 

D i v i s i o n t e r m i n a t e s p r o r a t i o n i n g , w i l l t h a t r e s u l t i n 

i n c r e a s i n g the u l t i m a t e r e c o v e r y of gas from the pool? 

A. No, i t w i l l not . 

Q. I d i d n ' t make myself c l e a r . 

A. Excuse me. 

Q. I f they t e r m i n a t e , i n your o p i n i o n , w i l l 

t h a t r e s u l t i n i n c r e a s i n g the u l t i m a t e recovery? 

A. Yes, i t w i l l i n c r e a s e the u l t i m a t e r e c o v e r y 

of the p o o l because i t w i l l a l l o w us and other 

o p e r a t o r s t o do rework and compression i n s t a l l a t i o n s 

t h a t they would not do under p r o r a t i o n . 

MR. KELLAHIN: That concludes my 

examination of Mr. Gengler. 

We would move the i n t r o d u c t i o n of h i s 

E x h i b i t s 20 t h r o u g h , I b e l i e v e 23 i s the l a s t one. 

HEARING EXAMINER: E x h i b i t s 20 through 23 

w i l l be a d m i t t e d i n t o evidence. 

CROSS-EXAMINATION 

BY HEARING EXAMINER: 

Q. Mr. Gengler, l e t ' s r e f e r t o E x h i b i t No. 22, 

and you b r i n g t h a t f i g u r e up a g a i n , and i t ' s been 

mentioned s e v e r a l t i m e s , and I want t o make sure I get 

i t r i g h t , what t h i s f i g u r e i s and where i t came from. 

The 750 Mcf per day, e x p l a i n t o me what t h a t i s 
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a g a i n . 

A. That i s what we used as the bonus a l l o w a b l e 

t h a t was put i n t o e f f e c t i n October of 89, and we used 

t h a t as a st a n d a r d , you know, i f we got a bonus 

a l l o w a b l e equal t o t h a t from now t o the end of the 

poo l l i f e . 

Q. Was t h i s the only f i g u r e you worked w i t h ? 

Did you work w i t h another f i g u r e , say 600, 650, 500 

Mcf per day on any of your economic analyses? 

A. No, we d i d n o t . 

Q. How many w e l l s i n t h i s pool -- I ' l l ask i t 

i n two p a r t s . You have d e f i n i t e l y looked at i t as f a r 

as OXY's w e l l s . How many OXY w e l l s are th e r e t h a t are I 

capable of prod u c i n g over 650 Mcf per day? j 

A. I ' d say fo u r or f i v e . ! 

Q. On a r e g u l a r b a s i s — now, are we t a l k i n g 

about a f t e r workover, or are we t a l k i n g about now? 

A. We're t a l k i n g about now. 

Q. How about poolwide? 

A. I would say t h e r e ' s p r o b a b l y another t h r e e 

or f o u r c u r r e n t l y t h a t can produce over t h a t 650, but 

I ' d l i k e t o also i n t e r j e c t t h a t s e v e r a l o p e r a t o r s have 

t o l d me t h a t they would l i k e t o i n s t a l l compression or 

do some rework t o inc r e a s e t h o s e . 

One company i n p a r t i c u l a r s a i d t h a t they 
i 
i 
I 
! 
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would l i k e t o rework a w e l l and put i t on 

compression. They've t e s t e d f o r compression and f e e l 

l i k e i t would make 2 m i l l i o n per day. C u r r e n t l y , the 

d e l i v e r a b i l i t y i s 160 Mcf per day. 

Q. Of OXY's w e l l s t h a t are capable, the f o u r 

or f i v e t h a t would be capable of pr o d u c i n g over 750 

Mcf a day, where are they l o c a t e d i n the pool? 

A. They're p r e t t y much spread out t o the p o o l . 

Q. That's what I was g e t t i n g a t . 

A. They're not c o n c e n t r a t e d i n one area. 

Q. The same w i t h the t h r e e or four others? 

A. Yes. 

HEARING EXAMINER: Mr. K e l l a h i n , I see t h a t 

we're going t o have some geology enter i n t o t h i s ? 

MR. KELLAHIN: Just b r i e f l y t o l a y the 

f o u n d a t i o n f o r the e n g i n e e r i n g c a l c u l a t i o n s t h a t were 

done f o r the drainage c o n c l u s i o n s , Mr. Examiner. I 

wouldn't expect i t t o t a k e more than 15 minutes t o put 

t h a t i n . 

Q. (BY HEARING EXAMINER) Of these OXY w e l l s 

-- I'm going t o r e f e r t o E x h i b i t No. 16 -- of the OXY 

w e l l s t h a t you a l l u d e d t o t h a t were capable of 

pr o d u c i n g over 750 Mcf a day, are they l i s t e d on 

E x h i b i t 16? 

A. A l l but one or two of them are l i s t e d on 
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here. 

Q. Which one of these s i x w e l l s can produce 

over 750 Mcf a day? 

A. The Cawley A #1, the Government AD #3. 

P r i o r t o the workover, the El i z o n d o Federal A #3 was 

capable. I t c u r r e n t l y i s n o t . We have some damage 

from a t u b i n g leak on t h a t w e l l , but p r o d u c t i o n i s 

s l o w l y c l i m b i n g , and we expect i t i n the next few 

months t o be back above 650. 

Q. Those are two. I s t h e r e another one on 

th e r e ? 

A. There was the Cawley A #1, the Government 

AD #3, and we expect here f a i r l y soon the Elizondo 

Federal A #3. 

Q. Going back t o E x h i b i t No. 22, i n the t h i r d 

case, n o n p r o r a t e d , you get a payback over 

one-and-a-half y e a r s . This i s a t y p i c a l w e l l 

economics. What k i n d of d a i l y p r o d u c t i o n are we 

l o o k i n g at? 

A. I n i t i a l p r o d u c t i o n of 1.3 m i l l i o n per day. 

Q. Of a t y p i c a l w e l l , when would we s t a r t 

seeing t h i s p r o d u c t i o n drop o f f ? 

A. What do you mean by drop o f f ? 

Q. To the 750 Mcf a day. 

A. I would assume i t would take about a year, 
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1 y e a r - a n d - a - h a l f . 

2 HEARING EXAMINER: I have no o t h e r 

3 q u e s t i o n s o f t h i s w i t n e s s . Are t h e r e any q u e s t i o n s Of 

4 Mr. G e n g l e r ? 

5 MR. STOVALL: I d o n ' t ask e n g i n e e r s 

6 que s t i o n s . 

7 HEARING EXAMINER: He may be excused. j 

8 Mr. K e l l a h i n ? 

9 MR. KELLAHIN: My l a s t w i t n e s s , Mr. i 

10 E x a m i n e r , i s John C a r r o l l . Mr. C a r r o l l i s a 
! 

11 g e o l o g i s t . 

12 JOHN CARROLL, i 

i 

13 t h e w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn | 

14 upon h i s o a t h , was examined and t e s t i f i e d as f o l l o w s : 

15 DIRECT EXAMINATION 
i 

16 BY MR. KELLAHIN: 
i 

i 
i 

17 Q. Mr. C a r r o l l , f o r t h e r e c o r d , would you | 

18 p l e a s e s t a t e y o u r name and o c c u p a t i o n . i 

19 A. Yes. My name i s John C a r r o l l . I'm an j 
j 

20 e x p l o i t a t i o n g e o l o g i s t w i t h OXY USA, I n c . i 

21 Q. How do you s p e l l y o u r l a s t name? 

22 A. C - a - r - r - o - 1 - 1 . 

23 Q. Mr. C a r r o l l , have you on p r i o r o c c a s i o n s i 
! 

24 t e s t i f i e d b e f o r e t h e D i v i s i o n ? 

25 A. No, I have n o t . 
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1 Q . Would you summarize your e d u c a t i o n a l 

2 background ? 

3 A. I have a Bachelor's of Science Degree i n 

4 Geology from the U n i v e r s i t y of Texas at El Paso which 

5 was r e c e i v e d i n 1981. Since t h a t t i m e , I have worked 

6 f o r C i t i e s , OXY, i n both an e x p l o r a t i o n and p r o d u c t i o n 

7 c a p a c i t y . 

8 Q. Have you prepared a g e o l o g i c i n t e r p r e t a t i o n 

9 of the v a r i o u s areas i n the Burton Flat-Morrow Gas 

10 Pool? 

11 A. Yes, I have. j 

12 Q. How long have you been working i n t h i s 

13 p a r t i c u l a r p o o l doing g e o l o g i c mapping, c o n t o u r i n g i 

14 i n t e r p r e t a t i o n s ? 

15 A. Since 1988. 

16 MR. KELLAHIN: We tender Mr. C a r r o l l as an 

17 expert p e t r o l e u m g e o l o g i s t . 

18 HEARING EXAMINER: Mr. C a r r o l l i s so 

19 q u a l i f i e d . 

20 
i 

Q. (BY MR. KELLAHIN) Mr. C a r r o l l , what were i 

21 you asked t o do w i t h regards t o t h i s p a r t i c u l a r case? j 

22 A. I was asked t o a s s i s t our engineer i n 

23 d e t e r m i n i n g the drainage areas f o r a l l of our 

24 nonmarginal w e l l s w i t h i n the Burton Flat-Morrow p o o l . 

25 Q. I n order t o f u l f i l l t h a t r e s p o n s i b i l i t y , 
! 
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what d i d you do? 

A. I went thr o u g h a number of v a r i o u s stages 

t o come up w i t h some PhiH numbers t h a t were u t i l i z e d 

i n Mr. Gengler's computations. 

Q. Have you p r o v i d e d i n the e x h i b i t book a set 

or an example of the PhiH maps t h a t you prepared f o r 

h i s use ? 

A. Yes , I have . 

HEARING EXAMINER: For the r e c o r d , we're 

t a l k i n g Greek a g a i n , r i g h t , Mr. K e l l a h i n ? 

THE WITNESS: Yes. Those PhiH maps are 

E x h i b i t s 25 th r o u g h 28 i n the book. 

Q. (BY MR. KELLAHIN) Let me ask you, s i r , t o 

t u r n t o E x h i b i t No. 24, which i s the f i r s t of the 

g e o l o g i c d i s p l a y s . You prepared t h a t ? 

A. Yes, I d i d . 

Q. I n l o o k i n g at the s t r a t i g r a p h y of the 

Burton Flat-Morrow, i d e n t i f y f o r us t h a t p o r t i o n of 

the Morrow t h a t you mapped and u t i l i z e d f o r purposes 

of Mr. Gengler's c a l c u l a t i o n s of the drainage areas. 

A. For t h a t p a r t i c u l a r case study, I d i d PhiH 

maps on the Morrow B h o r i z o n . 

Q. Why d i d you choose the Morrow B hor i z o n f o r 

the p a r t i c u l a r w e l l s t o map? 

A. For t h a t p a r t i c u l a r case, because those 
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1 p a r t i c u l a r sands were the p r o d u c t i v e sands i n t h a t 

2 case study area. 

3 Q. Having prepared a n o r t h - s o u t h s t r a t i g r a p h i c 

4 c r o s s - s e c t i o n t h r o u g h the p o o l , what do you conclude? 

5 A. I t h i n k i t shows the v a r i a b i l i t y i n sand 

6 d e p o s i t i o n from the n o r t h e r n p a r t of the pool t o the 

7 southern p a r t of the p o o l . The blue areas are 

8 carbonates, and the y e l l o w areas are i n d i c a t i v e of 

9 sands. 

10 Q. Mr. Gengler has concluded based upon h i s 

11 work t h a t i f p r o r a t i o n i n g i s t e r m i n a t e d , t h a t he 

12 cannot f i n d any of the w e l l s he's examined t h a t w i l l 

13 have the a b i l i t y t o d r a i n more than the 320-acre 

14 spacing u n i t assigned t o them. How do you re a c t t o 

15 r e c e i v i n g t h a t c o n c l u s i o n as a g e o l o g i s t , Mr. C a r r o l l ? 

16 A. I t h i n k based on the d e p o s i t i o n a l system 

17 we're l o o k i n g at here and the d i s c o n t i n u i t y of the 

18 Morrow r e s e r v o i r , as i s e x e m p l i f i e d by E x h i b i t No. 29 

19 --

20 Q. Le t ' s t u r n t o E x h i b i t No. 29 and take a 

21 look at t h a t . 

22 A. This was a c r o s s - s e c t i o n through the case 

23 study area from south t o n o r t h . I t shows t h a t the 

24 p r i m a r y p r o d u c t i v e sand, the B-2 sand, as you go t o 

25 the n o r t h , t h a t r e s e r v o i r q u a l i t y d i m i n i s h e s r a p i d l y 
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t o the n o r t h . And due t o t h a t d i s c o n t i n u i t y , I'm not 

s u r p r i s e d at a l l t h a t these nonmarginal w e l l s do not 

d r a i n or a c t u a l l y d r a i n l e s s than 320 acres. 

Q. For purposes of the r e c o r d , l e t ' s go 

throug h a case study so t h a t Mr. Stogner understands 

the g e o l o g i c b a s i s f o r the e n g i n e e r i n g c o n c l u s i o n s . 

Let me s t a r t w i t h E x h i b i t 25. 

A. Okay. I ' l l g ive you a l i t t l e background up 

t o t h a t e x h i b i t . 

Q. A l l r i g h t . 

A. What I attempted t o do i s c o r r e l a t e the 

p r o d u c t i v e sands f o r each nonmarginal w e l l from t h a t 

nonmarginal w e l l t o the s u r r o u n d i n g w e l l s . And f o r 

each p r o d u c t i v e sand, I c r e a t e d a PhiH map f o r each 

p r o d u c t i v e sand. 

Q. And you d i d t h i s f o r a l l of the ones on 

which Mr. Gengler has c a l c u l a t e d drainage areas? 

A. Yes, I hav e . 

Q. For purposes of the e x h i b i t book, you have 

i n c l u d e d only those set of g e o l o g i c d i s p l a y s t h a t 

apply t o the Eli z o n d o #3? 

A. Yes. 

Q. When we look at the Elizondo #3 t h e n , 

E x h i b i t No. 25 i s your mapping of the B-2 sand? 

A. Yes. And I d i d s i m i l a r PhiH mapping f o r 
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94 | 
I 

j 
i 

i 

a l l of the p r o d u c t i v e sands i n t h a t nonmarginal w e l l 

and s u r r o u n d i n g w e l l s . j 
i 
i 

Q. And then Mr. Gengler has taken the sum j 
! 

t o t a l of a l l those maps f o r those producing sands i n 

t h a t nonmarginal w e l l and made h i s c a l c u l a t i o n s of the 

gas t o be recovered and, c o r r e s p o n d i n g l y , the drainage j 

areas ? j 
i 

A. Yes, he has . i 
i 

MR. KELLAHIN: That concludes my | 

examination of Mr. C a r r o l l . 
i 

Mr. Examiner, we would move the 1 

i n t r o d u c t i o n of h i s g e o l o g i c d i s p l a y s which are shown j 

i n t h e e x h i b i t book, s t a r t i n g w i t h E x h i b i t 24 throu g h 

29 . 
! 

HEARING EXAMINER: E x h i b i t s 24 through 29 ! 

j 

are a d m i t t e d i n t o evidence. j 

THE WITNESS: The l a s t w e l l on t h a t 
r e g i o n a l f i e l d c r o s s - s e c t i o n i s a l s o i n c o r p o r a t e d i n 
the case s t u d y , the CDM "A" #1. 

HEARING EXAMINER: And t h a t i s the only 

w e l l ? 

THE WITNESS: Yes, s i r . That was j u s t t o 

give you a general idea of the v a r i a b i l i t y i n sand 

d e p o s i t i o n across the f i e l d . 

That l a s t c r o s s - s e c t i o n I have on a l a r g e r 
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s c a l e i f you'd l i k e t o l o o k a t t h a t . 

CROSS-EXAMI NATI ON 

BY HEARING EXAMINER: 

Q. No. I was t r y i n g t o e s t a b l i s h w h i c h zones 

are t h e more p r o l i f i c p r o d u c e r s ? 

A. I would say t h e Morrow B and t h e Morrow A. 

Morrow C i s p r i m a r i l y c a r b o n a t e s . 

Q. W i t h i n t h e Morrow B , w h i c h of t h e 

s t r i n g e r s ? You've got B - l . 

A. For our p a r t i c u l a r case s t u d y , I b e l i e v e 

t h e B-2 would be t h e p r i m a r y c o n t r i b u t o r t o t h a t 

p r o d u c t i o n . 

Q. Do we see t h i s B-2 zone p i n c h out as we go 

t o t h e n o r t h ? 

A. Yes, I b e l i e v e we do f o r t h i s p a r t i c u l a r 

s t u d y a r e a . We're d e a l i n g w i t h h i g h l y c h a n n e l i z e d 

systems h e r e , and t h i s B-2 can p i c k up a g a i n i n o t h e r 

areas o f t h e f i e l d . We d i d a s i m i l a r p r o c e s s f o r each 

one o f our n o n m a r g i n a l w e l l s . 

I HEARING EXAMINER: I have no q u e s t i o n s of 

t h i s w i t n e s s . He may be ex c u s e d . 

MR. KELLAHIN: One f o l l o w up, one q u e s t i o n . 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. As a g e o l o g i s t , do you see any d i r e c t 
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c o r r e l a t i o n t o t h e p o r o s i t y t h i c k n e s s v a l u e s used i n 

t h e c a l c u l a t i o n s and t h e c o r r e s p o n d i n g p r o d u c t i v i t y of 

th e w e l l s ? 

A. Yes, I do. I t h i n k t h e r e ' s d i r e c t 

c o r r e s p o n d e n c e . 

MR. KELLAHIN : No f u r t h e r q u e s t i o n s . 

HEARING EXAMINER: Thank you r Mr. K e l l a h i n . 

MR. KELLAHIN: That c o n c l u d e s our 

p r e s e n t a t i o n , Mr. Examiner. 

HEARING EXAMINER: I d o n ' t b e l i e v e t h e r e ' s 

any — or I have no rea s o n t o r e c a l l any w i t n e s s e s at 

t h i s p o i n t , Mr. K e l l a h i n . Do you? 

MR. KELLAHIN: No, s i r . 

HEARING EXAMINER: Do you have a n y t h i n g you 

would l i k e t o c l o s e w i t h ? 

MR. KELLAHIN: We'd l i k e t h e o p p o r t u n i t y , 

i f you d e s i r e , t o p r o v i d e you w i t h a d r a f t o r d e r t h a t 

w i l l p r o v i d e you a b a s i s f o r g r a n t i n g t h e 

a p p l i c a t i o n . As you can see from t h e w i t n e s s e s , OXY 

has examined t h i s p a r t i c u l a r p o o l i n - d e p t h f o r a 

number o f months. We've t r i e d t o l o o k at t e r m i n a t i n g 

p r o r a t i o n i n g f r o m e v e r y c o n c e i v a b l e p o s s i b l e 

p e r s p e c t i v e , l o o k i n g a t a l l t h e ma j o r and secon d a r y 

i s s u e s t h a t m i g h t a r i s e f o r y o u r c o n s i d e r a t i o n . 

I t ' s i n t e r e s t i n a t o n o t e t h a t we cannot 
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f i n d anyone t h a t wants t o keep p r o r a t i o n i n g i n the 

p o o l . There i s no reason, I t h i n k , t o have an 

a d m i n i s t r a t i v e s o l u t i o n f i x e d upon a pool i n which 

none of the i n t e r e s t owners want i t . I t h i n k what 

we're as k i n g you i s why keep something t h a t no one 

wants . 

There are c e r t a i n t h i n g s t o examine. A l l 

the other issues are based upon the s i n g l e c o m p e l l i n g 

reason f o r p r o r a t i o n i n g , and t h a t i s , when the pool 

d e l i v e r a b i l i t y i s going t o r e g u l a r l y and c o n s i s t e n t l y 

exceed market demand, then t h a t i s the p r e d i c a t e upon 

which we base p r o r a t i o n i n g because we have 

p r o d u c t i v i t y or d e l i v e r a b i l i t y of the w e l l s t h a t i s 

going t o exceed the p o o l market demand. 

The d e m o n s t r a t i o n here i s t h a t j u s t the 

reverse i s o c c u r r i n g , has occurred i n the recent p a s t , 

and w i l l c o n t i n u e t o occur on a r e g u l a r b a s i s . That 

i s , market demand i s going t o c o n s i s t e n t l y exceed the 

d e l i v e r a b i l i t y of the p o o l . There i s not a seasonal 

adjustment f a c t o r t h a t j u s t i f i e s the c o n t i n u a t i o n of 

p r o r a t i o n i n g . 

We might t r y t o guess and see what l e v e l of 

p r o d u c t i v i t y or a l l o w a b l e i s going t o j u s t i f y the 

economic i n c e n t i v e s necessary f o r the a d d i t i o n a l work, 

but I t h i n k we're guessing. I t h i n k we need t o 
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t e r m i n a t e p r o r a t i o n i n g and l e t the op e r a t o r s i n the 

p o o l i n g go about the business of prod u c i n g gas from 

t h a t p o o l i n the most e f f i c i e n t way. We can f i n d no 

reason t o co n t i n u e the p r o r a t i o n i n g f o r t h i s 

p a r t i c u l a r p o o l , and, a c c o r d i n g l y , would request the 

D i v i s i o n t o t e r m i n a t e . Thank you. 

HEARING EXAMINER: Thank you, Mr. 

K e l l a h i n . 

Does anybody e l s e have a n y t h i n g f u r t h e r i n 

t h i s case ? 

Mr. K e l l a h i n , I won't t u r n down your o f f e r 

f o r a rough d r a f t . 

MR. KELLAHIN: A l l r i g h t , s i r . 

HEARING EXAMINER: Case No. 9872 w i l l be 

taken under advisement. 
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1 EXAMINER CATANACH: C a l l Case 9872. 

2 MR. STOVALL: I n t h e m a t t e r o f Case Number 

3 9872 b e i n g r e o p e n e d p u r s u a n t t o p r o v i s i o n s o f 

4 D i v i s i o n O r d e r R-9463 w h i c h o r d e r , among o t h e r 

5 t h i n g s , p r o v i d e d f o r t h e r e o p e n i n g o f Case 9872 i n 

6 o r d e r t h a t a l l o p e r a t o r s i n t h e B u r t o n F l a t - M o r r o w 

7 Gas P o o l , Eddy C o u n t y , New M e x i c o , may appear and 

8 p r e s e n t e v i d e n c e r e l a t i v e t o t h e permanent 

9 t e r m i n a t i o n o f gas p r o r a t i o n i n g f o r s a i d B u r t o n 

10 F l a t - M o r r o w Gas P o o l . 

11 EXAMINER CATANACH: Are t h e r e a p p e a r a n c e s i n 

12 t h i s case? 

13 MR. KELLAHIN: Mr. Ex a m i n e r , I'm Tom K e l l a h i n 

14 w i t h t h e Santa Fe Law F i r m K e l l a h i n , K e l l a h i n & 

15 A u b r e y a p p e a r i n g t o d a y on b e h a l f o f Oxy USA I n c . , 

16 and I have one w i t n e s s t o be sworn. 

17 MR. CATANACH: Are t h e r e any o t h e r 

18 a p p e a r a n c e s ? 

19 (No r e s p o n s e ) . 

20 W i l l t h e w i t n e s s p l e a s e s t a n d and be sworn 

2 1 i n ? 

22 ( A t w h i c h t i m e Mr. F o p p i a n o was sworn.) 

23 RICHARD E. FOPPIANO, 

24 t h e W i t n e s s h e r e i n , b e i n g d u l y s w o r n , was examined 

25 and t e s t i f i e d as f o l l o w s : 
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1 DIRECT EXAMINATION 

2 BY MR. KELLAHIN: 

3 Q. W i l l you p l e a s e s t a t e y o u r name and 

4 o c c u p a t i o n ? 

5 A. My name i s R i c h a r d E. F o p p i a n o , and my 

6 o c c u p a t i o n i s r e g u l a t o r y a f f a i r s e n g i n e e r f o r Oxy 

7 USA i n M i d l a n d , Texas. 

8 Q. Mr. F o p p i a n o , d i d you t e s t i f y i n Case 9872 

9 on F e b r u a r y 2 1 , 1990 i n t h e case i n w h i c h y o u r 

10 company s o u g h t t o t e r m i n a t e gas p r o r a t i o n i n g i n t h e 

11 B u r t o n F l a t - M o r r o w Gas Pool? 

12 A. Yes, I d i d . 

13 Q. And b o t h p r i o r t o and s u b s e q u e n t t o t h a t 

14 h e a r i n g , have you k e p t y o u r s e l f i n f o r m e d w i t h 

15 r e g a r d s t o t h e v a r i o u s i t e m s o f i m p o r t a n c e t o 

16 t o d a y ' s h e a r i n g ? 

17 A. Yes, I have. 

18 Q. Based upon y o u r s t u d i e s , Mr. F o p p i a n o , have 

19 you come t o c o n c l u s i o n s a b o u t w h e t h e r o r n o t 

20 p r o r a t i o n i n g i n t h e B u r t o n F l a t - M o r r o w Gas P o o l 

21 o u g h t t o be t e r m i n a t e d o r ceased on a permanent 

22 b a s i s ? 

2 3 A. Yes, I have. 

24 MR. KELLAHIN: We t e n d e r Mr. F o p p i a n o as an 

25 e x p e r t p e t r o l e u m e n g i n e e r . 
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1 EXAMINER CATANACH: He i s so q u a l i f i e d . 

2 Q. (By Mr. K e l l a h i n ) Let me have you t u r n t o 

3 your package of e x h i b i t s , Mr. Foppiano, and b e f o r e 

4 o b t a i n i n g your recommendations f o r t h e Examiner 

5 c o n c e r n i n g p r o r a t i o n i n g , l e t ' s have you take a 

6 minute and r e f r e s h our r e c o l l e c t i o n about t h e 

7 r e g u l a t o r y h i s t o r y t h a t ' s i n --

8 MR. KELLAHIN: Mr. Examiner, we p r o v i d e d you 

9 w i t h a copy of the p r i o r o r d e r s t h a t suspended 

10 p r o r a t i o n i n g i n the pool along w i t h Mr. Foppiano's 

11 e x h i b i t book. 

12 Q. (By Mr. K e l l a h i n ) Would you summarize f o r 

13 us t o r e f r e s h our r e c o l l e c t i o n , Mr. Foppiano, t h e 

14 r e g u l a t o r y h i s t o r y t h a t ' s b e ing used i n the Burton 

15 Flat-Morrow Gas Pool t o manage t h a t p r o d u c t i o n ? 

16 A. Yes, I w i l l . E x h i b i t Number 1 i s j u s t a 

17 p r e v i o u s h i s t o r y of t he r e g u l a t o r y aspects of the 

18 Bu r t o n Flat-Morrow f i e l d . The poo l was c r e a t e d i n 

19 1973, i t became p r o r a t e d i n 1974, and i n 1985 one of 

20 t he o p e r a t o r s i n the pool p e t i t i o n e d t h e OCD t o 

21 t e r m i n a t e p r o r a t i o n i n g , and t h e i r r e q u e s t was denied 

22 a t t h a t t i m e . 

23 I n '89 Oxy came i n and asked the O i l 

24 C o n s e r v a t i o n D i v i s i o n t o i n c r e a s e t h e a l l o w a b l e i n 

25 t h e f i e l d because t h e r e was a market demand t h a t was 
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1 not b e i n g r e f l e c t e d by the c u r r e n t p r o r a t i o n system, 

2 and purs u a n t t o t h a t r e q u e s t , the OCD added volumes 

3 a d m i n i s t r a t i v e l y t o t he poo l a l l o w a b l e i n October 

4 and November '89, and then a t a h e a r i n g i n February 

5 of 1990 Oxy requ e s t e d t h a t p r o r a t i o n be permanently 

6 t e r m i n a t e d i n the Burton Flats-Morrow f i e l d on t he 

7 b a s i s t h a t i t was j u s t unnecessary t o c o n t i n u e 

8 p r o r a t i n g t h e p o o l . 

9 Q. Let's focus on the l a s t o r d e r which was the 

10 one t h a t r e s u l t e d i n p r o r a t i o n i n g b e ing t e m p o r a r i l y 

11 suspended. Summarize f o r us, and I know t h e o r d e r s 

12 d e t a i l them more e x p l i c i t l y , but summarize f o r us 

13 t h e major components f o r having p r o r a t i o n i n g 

14 suspended f o r t h e pool? 

15 A. W e l l , E x h i b i t 2 are the d e t a i l s of why we 

16 r e q u e s t e d t h a t t h e OCD t e r m i n a t e p r o r a t i o n i n g i n t he 

17 f i e l d . We s a i d t h a t t e r m i n a t i n g p r o r a t i o n i n g w i l l 

18 p r e v e n t waste because i t w i l l p r o v i d e an i n c e n t i v e 

19 t o the o p e r a t o r s t o d r i l l w e l l s , rework o l d w e l l s , 

20 and do o t h e r t h i n g s t h a t would i n c r e a s e t h e u l t i m a t e 

21 r e c o v e r y . 

22 We f e l t a t t h a t time t h a t the c u r r e n t 

23 p r o r a t i o n i n g system was a c t u a l l y a d i s i n c e n t i v e f o r 

24 these t y p e a c t i v i t i e s , and, i n f a c t , our re v i e w of 

25 t h e h i s t o r y i n d i c a t e d t h a t v e r y l i t t l e of t h a t type 
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1 of a c t i v i t y had been done and t h a t o t h e r o p e r a t o r s 

2 i n d i c a t e d t h e same problem t h a t the a l l o w a b l e system 

3 was what was p r e v e n t i n g them from u n d e r t a k i n g these 

4 ty p e of a c t i v i t i e s . 

5 We a l s o show t h a t c o r r e l a t i v e r i g h t s 

6 wouldn't be a d v e r s e l y e f f e c t e d by t e r m i n a t i o n of 

7 p r o r a t i o n . We show t h a t t h e r e was a market demand 

8 f o r e v e r y t h i n g t h a t t h e poo l c o u l d produce. The few 

9 nonmarginal w e l l s had l i m i t e d d r a i n a g e areas. 

10 We showed t h a t by g e o l o g i c a l and 

11 e n g i n e e r i n g t e s t i m o n y , and t h e r e were a few 

12 nonstandard u n i t s and most of those were m a r g i n a l . 

13 I t h i n k t h e r e was o n l y one t h a t was nonm a r g i n a l , and 

14 t he o n l y m u l t i p l e w e l l u n i t i n the f i e l d was 

15 o p e r a t e d by BHP, I b e l i e v e , and i t had t e m p o r a r i l y 

16 -- one of the m u l t i p l e w e l l s t h a t was t e m p o r a r i l y 

17 abandoned a t t h a t t ime -- so we d i d n ' t f e e l l i k e 

18 p r o r a t i o n t o a d j u s t e q u i t i e s between m u l t i p l e w e l l 

19 u n i t s and n o n m u l t i p l e w e l l u n i t s was j u s t i f i e d i n 

20 t h a t case. 

21 We a l s o b e l i e v e t h a t p o t e n t i a l f o r 

22 n o n r a t e a b l e t a k i n g by p i p e l i n e s d i d n ' t e x i s t anymore 

23 s i n c e t h e p i p e l i n e s weren't a c t u a l l y t a k i n g gas 

24 anymore they were j u s t t r a n s p o r t i n g i t , and the 

25 o p e r a t o r s were s e l l i n g t h e i r gas on the open market. 
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1 Most of them were, t h e ones t h a t we t a l k e d t o , so 

2 t h e r e wasn't much t a k i n g going on, and so the 

3 p o t e n t i a l f o r n o n r a t e a b l e t a k i n g j u s t d i d n ' t e x i s t 

4 i n t h a t s c e n a r i o . 

5 And l a s t l y , we pooled t h e o p e r a t o r s , and I 

6 t h i n k a t t he time of the h e a r i n g we showed t h a t 

7 o p e r a t o r s of 97 pe r c e n t of the w e l l s had waived i n 

8 p r o t e s t of t he a c t i o n . 

9 Q. Since the o r d e r was e n t e r e d , what has 

10 o c c u r r e d w i t h r e g a r d t o the management and 

11 p r o d u c t i o n of the re s e r v e s being produced from t h a t 

12 pool? 

13 A. A l l s o r t s of good t h i n g s have o c c u r r e d . 

14 E x h i b i t 3 d e t a i l s them. Pool p r o d u c t i o n has 

15 i n c r e a s e d s u b s t a n t i a l l y s i n c e t h e temporary 

16 suspension of p r o r a t i o n . New w e l l s have been 

17 d r i l l e d . P r i o r t o t he time when we had t h e h e a r i n g 

18 l a s t year I don't t h i n k t h e r e had been any new w e l l s 

19 added t o t h e f i e l d i n , I want t o say, f i v e years or 

2 0 more. 

21 Compression i n s t a l l a t i o n and work over 

22 a c t i v i t y has i n c r e a s e d s u b s t a n t i a l l y . We've done 

23 more of t h a t t ype of work, and o t h e r o p e r a t o r s have 

24 i n d i c a t e d t h a t they've done more of t h a t t y p e of 

25 work. We b e l i e v e t h e r e c o n t i n u e s t o be a market f o r 
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1 a l l t h e gas, and w e ' l l show you some evidence of 

2 t h a t market. And t o my knowledge, no one has 

3 complained s i n c e p r o r a t i o n was t e m p o r a r i l y suspended 

4 i n February. 

5 Q. Has the a d d i t i o n a l d r i l l i n g , t h e 

6 r e c o m p l e t i o n s , the i n s t a l l a t i o n s of compressors, t h e 

7 i n c r e a s e d p r o d u c t i o n from the p o o l , d i r e c t l y 

8 a t t r i b u t a b l e t o suspending p r o r a t i o n i n g i n t h a t 

9 pool? 

10 A. I n my o p i n i o n , yes, i t i s . 

11 Q. Let's t u r n t o some of these s p e c i f i c 

12 d e t a i l s w i t h regards t o these ev e n t s . S t a r t i n g o f f 

13 w i t h t h e gas p r o d u c t i o n from t h e p o o l , i f y o u ' l l 

14 t u r n t o the d i s p l a y f o l l o w i n g t a b f o u r . I d e n t i f y 

15 and d e s c r i b e t h a t f o r us? 

16 A. This i s a p l o t of the p o o l p r o d u c t i o n and 

17 MCF -- or excuse me -- m i l l i o n s of c u b i c f e e t per 

18 month produced i n the years '88, '89, '90, '91, and 

19 i t shows f l u c t u a t i o n s of p r o d u c t i o n , but b a s i c a l l y 

20 b e f o r e t h e w i n t e r season of 1989 i t shows -- I'm 

21 going t o guess -- about 250 m i l l i o n a month average 

22 p r o d u c t i o n f o r t he p o o l . 

23 Since t h e OCD s t a r t e d adding a l l o w a b l e i n t o 

24 t h e p o o l , and s i n c e p r o r a t i o n was t e r m i n a t e d , you 

25 can see t h e average p r o d u c t i o n i s a t l e a s t over 500 
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1 m i l l i o n c u b i c f e e t per month. So i n my o p i n i o n , p o o l 

2 p r o d u c t i o n has doubled, a t l e a s t doubled, s i n c e t h e 

3 OCD has taken t h e a c t i o n t h a t they've t a k e n . 

4 And the graph a l s o shows what, you know, 

5 t he i n c r e a s e t h a t Oxy has seen and the i n c r e a s e t h a t 

6 t h e i r o p e r a t o r s have seen, and what I t h i n k i s 

7 f a i r l y obvious t h e r e i s t h a t not o n l y has Oxy 

8 b e n e f i t t e d t o some degree, but the o t h e r o p e r a t o r s 

9 have c e r t a i n l y taken advantage of t h i s o p p o r t u n i t y 

10 t o produce as much as they d e s i r e , and I t h i n k 

11 t h a t ' s shown by the wid e n i n g gap between our 

12 p r o d u c t i o n and the t o t a l p o o l p r o d u c t i o n . 

13 Q. Can you show us on the gas p r o d u c t i o n 

14 d i s p l a y t h a t p o i n t i n time i n which the a d d i t i o n a l 

15 bonus a l l o w a b l e was a p p l i e d t o the pool which you 

16 asked f o r back i n '89, I b e l i e v e i t was? 

17 A. Yes. I n October and November of 1989, the 

18 OCD a d m i n i s t r a t i v e l y added po o l a l l o w a b l e , or 

19 a l l o w a b l e t o t h e poo l t o i n c r e a s e i t , and you can 

20 see what t h e poo l p r o d u c t i o n d i d as a r e s u l t of 

21 t h a t . I t went up d r a m a t i c a l l y . And i n December and 

22 January -- I can't see which one e x a c t l y -- as you 

23 can see over 600 m i l l i o n f o r t h e month, and t h e n , of 

24 course, you see i t d r o p p i n g d r a m a t i c a l l y , and the 

25 reason why t h a t i s , based on my i n v e s t i g a t i o n , i s 
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1 t h a t t h a t so i n c u r s the o p e r a t o r s t o produce t h a t 

2 some of them overproduced, and we were s t i l l under 

3 t h e c u r r e n t p r o r a t i o n system a t t h a t t i m e , and t h e y 

4 got overproduced and had t o c u r t a i l t h e i r 

5 p r o d u c t i o n . 

6 And t h a t ' s why the p r o d u c t i o n dropped 

7 d r a m a t i c a l l y u n t i l about March or A p r i l of 1990. 

8 And A p r i l 1, 1990, was the e f f e c t i v e date of the 

9 t e r m i n a t i o n of p r o r a t i o n i n g . And you can see the 

10 p r o d u c t i o n went r i g h t back up a g a i n . 

11 Q. Let's t u r n now t o the i n f o r m a t i o n behind 

12 t a b f i v e . What have you p r e s e n t e d here? 

13 A. Yes. I mentioned t h a t workover a c t i v i t y 

14 has i n c r e a s e d s u b s t a n t i a l l y . This i s an e x h i b i t 

15 t h a t j u s t shows the workover a c t i v i t y t h a t Oxy has 

16 u ndertaken s i n c e the w i n t e r of 1989 when the 

17 a l l o w a b l e s t a r t e d t o be i n c r e a s e d , and what i t shows 

18 i s t h a t t h e r e are s e v e r a l w e l l s where we've opened 

19 up a d d i t i o n a l Morrow Zones and i n c r e a s e d the 

20 p r o d u c t i o n from those w e l l s as a r e s u l t of t h a t 

21 workover. 

22 We have s t i m u l a t e d -- You see the Tracy 

23 Al? We s t i m u l a t e d the Morrow i n t h a t w e l l --

24 f r a c t u r e s t i m u l a t e d i t -- and we d i d the same t h i n g 

25 on CDM A Number 1. We opened up a d d i t i o n a l Morrow 
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1 Zones and s t i m u l a t e d i t , and on the Government Z l we 

2 even recompleted the w e l l from t h e WolfCamp i n t o t h e 

3 Morrow. And on the r e s t of them you can see we've 

4 done a p r e t t y good -- I have a p r e t t y good program 

5 of compression i n s t a l l a t i o n , which was another t h i n g 

6 we i d e n t i f i e d t h e p r o r a t i o n was w o r k i n g a g a i n s t 

7 because t h e r e wasn't much i n c e n t i v e a t t h a t t i m e t o 

8 i n s t a l l compression t o i n c r e a s e p r o d u c t i o n a l 

9 m a r g i n a l w e l l s because the nonmarginal a l l o w a b l e was 

10 so low. 

11 Q. This a c t i v i t y was not undertaken w i t h o u t 

12 r i s k ; i s n ' t t h a t t r u e ? 

13 A. That's t r u e . You can see t h a t b e f o r e and 

14 a f t e r numbers t h e r e . I n some cases l i k e when we 

15 opened up a d d i t i o n a l Morrow on the E l i z a n d o Federal 

16 Number 3, we c u t our p r o d u c t i o n i n h a l f , and you can 

17 a l s o see t h a t some of the i n c r e a s e s t h a t we saw were 

18 not v e r y s i g n i f i c a n t . For example, the CDM A 1, we 

19 o n l y i n c r e a s e d our d e l i v e r a b i l i t y t o 50 MCF a day. 

20 The E l i z a n d o Federal A2Y, 10 MCF a day, and you 

21 know, t h e r e ' s some o t h e r examples of t h a t , but 

22 b a s i c a l l y i t p o i n t s out the r i s k y n a t u r e of 

23 u n d e r t a k i n g a c t i v i t i e s of t h i s s o r t . 

24 You know, you're going t o -- you hope t o 

25 come out ahead on the long r u n , but t h e r e are r i s k s 
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1 i n d o i n g t h i s t ype of a c t i v i t y . 

2 Q. Have p r o r a t i o n i n g c o n t i n u e d f o r t h i s p e r i o d 

3 none of t h i s a c t i v i t y would have occurred? 

4 A. Very l i t t l e of i t , I t h i n k . There wouldn't 

5 be as much of i t . I t ' s hard t o say t h a t we wouldn't 

6 have done any of t h i s , but we c e r t a i n l y would not 

7 have done as much as t h i s had p r o r a t i o n i n g c o n t i n u e d 

8 because t h e i n c e n t i v e was not t h e r e . 

9 Q. Turn now t o the i n f o r m a t i o n behind t a b 6 

10 and i d e n t i f y and e x p l a i n t h a t . 

11 A. I t h i n k one of the main t h i n g s we showed i n 

12 t h e h e a r i n g i n February was t h a t t h e r e hadn't been 

13 v e r y many new w e l l s added t o the f i e l d , and t h e r e 

14 was p o t e n t i a l f o r new w e l l s t o be added t o t h e 

15 f i e l d , b ut t h e r e wasn't any i n c e n t i v e under t h e 

16 c u r r e n t p r o r a t i o n system, and the t e r m i n a t i o n of 

17 p r o r a t i o n p r o v i d e d t h a t i n c e n t i v e , and sure enough, 

18 a f t e r p r o r a t i o n was t e r m i n a t e d we count s i x new 

19 w e l l s have been d r i l l e d i n the f i e l d a t a 

20 s u b s t a n t i a l i n v e s t m e n t . 

21 Four of those w e l l s have been completed i n 

22 t h e Morrow, and two of them was completed -- one of 

23 them was completed i n the Wolfcamp and the o t h e r i n 

24 t h e Atoka. And i t ' s a l s o s i g n i f i c a n t t o p o i n t out 

25 t h a t not o n l y has Oxy undertaken t h i s a c t i v i t y , b ut 

HUNNICUTT REPORTING 
LINDA BUMKENS, CSR 



14 

1 another o p e r a t o r s have a l s o . 

2 And as you can seen by the i n i t i a l 

3 d e l i v e r a b i l i t i e s and by the co m p l e t i o n s t h a t some of 

4 these are s u c c e s s f u l and some of them were not as 

5 s u c c e s s f u l p r o b a b l y as the o p e r a t o r s had hoped, so 

6 t h e r e , a g a i n , i t p o i n t s out the r i s k of even 

7 d r i l l i n g i n f i e l d d r i l l i n g i n t h i s f i e l d . 

8 Q. I n your o p i n i o n , has the suspension of 

9 p r o r a t i o n i n g f o r t h i s p ool r e s u l t e d i n i n c r e a s i n g 

10 u l t i m a t e r e c o v e r y of hydrocarbons from t h i s pool? 

11 A. I t most d e f i n i t e l y has. By the work over 

12 and d r i l l a c t i v i t i e s I t h i n k t h e r e has been a 

13 s u b s t a n t i a l i n c r e a s e i n the u l t i m a t e r e c o v e r y t h a t 

14 would be r e a l i z e d from t h i s p o o l . 

15 Q. Have you made an assessment t o determine 

16 whether or not t h e r e i s s t i l l market demand t h a t 

17 exceeds t h e t o t a l pool-wide d e l i v e r a b i l i t y f o r 

18 p r o d u c t i o n from t h i s p o o l . 

19 A. Yes. During t h e l a s t s e v e r a l months, as 

20 you can see from the t a b l e i n E x h i b i t 6, we have 

21 been c o m p l e t i n g and t r y i n g t o put these w e l l s on 

22 l i n e . Some of these new ones, p a r t i c u l a r l y t h e 

23 Tracy D and the Simpson A2Z. 

24 And so we've been t a l k i n g t o and 

25 communicating w i t h o t h e r markets, o t h e r p i p e l i n e s , 
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1 i n t he f i e l d t o assess what m a r k e t i n g o p p o r t u n i t i e s 

2 we have. And i t ' s our o p i n i o n t h a t based on those 

3 c o n t a c t s t h a t t h e r e i s ample c a p a b i l i t y t o move gas 

4 out of t h i s f i e l d , and t h e r e i s even i n t e r e s t 

5 generated t o improve t h a t even more, but t h e r e ' s 

6 ample market. 

7 And what I'm g e t t i n g around t o s a y i n g , I 

8 guess, i s t h e r e ' s ample o p p o r t u n i t y and ample market 

9 f o r not o n l y t h e pool d e l i v e r a b i l i t y as i t e x i s t s 

10 t o d a y , but even f o r i n c r e a s e i n the poo l 

11 d e l i v e r a b i l i t y . 

12 Q. Are you aware of any o p e r a t o r t h a t has been 

13 unable t o market h i s gas i f he wanted t o market h i s 

14 gas from t h i s pool? 

15 A. I am unaware of any o p e r a t o r who has been 

16 unable t o market i t because of -- or i f he was --

17 They had a market. 

18 Q. Has t h e r e been any p i p e l i n e c a p a c i t y 

19 problems or c u r t a i l m e n t s or r e s t r i c t i o n s due t o the 

20 a d d i t i o n a l p r o d u c t i o n from the pool? 

21 A. None t h a t I'm aware o f . 

22 Q. Let me ask you t o t u r n t o the e x h i b i t a f t e r 

23 t a b seven, and i d e n t i f y and d e s c r i b e t h i s e x h i b i t ? 

24 A. This i s a p l a t showing t h e o u t l i n e s of t he 

25 Bu r t o n Flat-Morrow Pool, and i t shows a l l t h e w e l l s 
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1 i n t h e p o o l t h a t are completed i n the Morrow w i t h i n 

2 t h e o u t l i n e of t h a t f i e l d . I t a l s o shows 

3 h i g h l i g h t e d w i t h l i t t l e r e d d o t s , the s i x w e l l s t h a t 

4 were d r i l l e d and shows the l o c a t i o n of those w e l l s . 

5 I t a l s o shows i n green, a w e l l t h a t i s 

6 s t i l l a t t h i s t i me a proposed w e l l by Yates i n the 

7 lower l e f t - h a n d p a r t of t h i s e x h i b i t . And I don't 

8 t h i n k t h a t w e l l ' s been spudded y e t , b u t t h a t ' s a 

9 proposed l o c a t i o n f o r a Burton Flat-Morrow w e l l . I t 

10 shows t h a t t h e r e ' s even a l i t t l e more a c t i v i t y i n 

11 t h e f i e l d t h a n what I had shown on the p r i o r 

12 e x h i b i t . Those are j u s t showing what are 

13 completed. This shows t h a t t h e r e ' s even s t i l l some 

14 i n t e r e s t i n d r i l l i n g new w e l l s i n the f u t u r e . 

15 Q. Are you aware of any i n t e r e s t owner i n the 

16 po o l t h a t has demonstrated d e s i r e t o r e i n s t a t e 

17 p r o r a t i o n f o r the pool? 

18 A. I'm aware of no one t h a t has expressed such 

19 a des i r e . 

20 Q. Turn t o the i n f o r m a t i o n behind t a b 8. What 

21 have you compiled? 

22 A. These are communications we've had w i t h 

23 p i p e l i n e s and o t h e r communications r e l a t e d t o gas 

24 m a r k e t i n g o p p o r t u n i t i e s i n the Burton Flat-Morrow 

25 area, and l e t t e r number 1 t h e r e , i t shows -- t h i s i s 
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1 a response t o i n t e r e s t expressed by Gas Company of 

2 New Mexico i n p u r c h a s i n g our volumes o f f of the w e l l 

3 we're c o m p l e t i n g as we speak i n the Bur t o n 

4 Flat-Morrow, and the next l e t t e r i s t he same ty p e of 

5 response t o a req u e s t f o r Maple. Maple e x p r e s s i n g 

6 i n t e r e s t t h e r e i n buying gas from one of our new 

7 w e l l s . P h i l l i p s 66 N a t u r a l Gas Company i s t h e t h i r d 

8 l e t t e r . They're i n t e r e s t e d i n t a k i n g gas from t h e 

9 f i e l d . And then t h e r e i s Llano e x p r e s s i n g an 

10 i n t e r e s t i n t a k i n g our gas from t h e f i e l d . 

11 MR. STOVALL: I t must be a g r e a t c o n t r a c t . 

12 THE WITNESS: Everybody wants a p i e c e of i t . 

13 A. TransWestern P i p e l i n e Company e x p r e s s i n g 

14 i n t e r e s t i n gas sales from our gas p r o d u c t i o n i n the 

15 B u r t o n Flat-Morrow area. And the l a s t two l e t t e r s 

16 are from A x i s Gas C o r p o r a t i o n , and I t h o u g h t t h i s 

17 would be i n t e r e s t i n g t o i n c l u d e i n t h a t i t p o i n t s 

18 out the o p p o r t u n i t i e s t h a t had been c r e a t e d as a 

19 r e s u l t of t e r m i n a t i o n of p r o r a t i o n i n g i n t h e f i e l d . 

20 This i s a company t h a t i s l o o k i n g a t 

21 i n s t a l l i n g a low pressure g a t h e r i n g system i n t h e 

22 area t o be ab l e t o a l l o w o p e r a t o r s t o produce t h e i r 

23 w e l l s i n l i e u of having t o i n s t a l l lease compression 

24 i f t h e y want t o go t h a t r o u t e , and t h i s has the 

25 b e n e f i t of j u s t l i k e compression i n c r e a s i n g the 
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1 u l t i m a t e r e c o v e r y from t h e p o o l . 

2 And so I wanted t o p o i n t i t out t h a t i n my 

3 o p i n i o n t h i s i s a d i r e c t r e s u l t of the t e r m i n a t i o n 

4 of p r o r a t i o n , and i t ' s c r e a t e d t h i s k i n d of 

5 o p p o r t u n i t y f o r t h e producers t o take advantage o f . 

6 I don't t h i n k we'd have t h i s k i n d of t h i n g i f we 

7 were s t i l l under the e x i s t i n g p r o r a t i o n system. 

8 Q. With t h e suspension of p r o r a t i o n i n g i n the 

9 p o o l , do you see any adverse consequences o c c u r r i n g 

10 t o w e l l s t h a t would have been c l a s s i f i e d as 

11 m a r g i n a l ? 

12 A. No, I do n o t . 

13 Q. Has suspension of p r o r a t i o n i n g a t t a i n e d t h e 

14 o b j e c t i v e s f o r e c a s t by you and your company f o r t h i s 

15 pool? 

16 A. I n my o p i n i o n , i t has. 

17 Q. What i s your recommendation t o the Examiner 

18 about t h e permanent t e r m i n a t i o n of gas p r o r a t i o n i n g 

19 f o r t h e Burton Flat-Morrow Gas Pool? 

20 A. My recommendation i s t h a t i t be permanently 

21 t e r m i n a t e d . 

22 Q. What i s your b a s i s behind t h a t ? 

23 A. W e l l , on the ba s i s t h a t i t ' s no l o n g e r 

24 necessary t o p r o r a t e the f i e l d . A l l t h e c o n d i t i o n s 

25 t h a t -- the reasons t h a t t h e y f o r p r o r a t i n g don't 
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1 e x i s t anymore. There's a market f o r a l l t h i s gas. 

2 I t w i l l p r e v e n t waste by a l l o w i n g o p e r a t o r s t o 

3 undertake t h e a c t i v i t y t h a t t h e y want t o undertake 

4 w i t h o u t c u r t a i l m e n t , and i t won't a d v e r s e l y e f f e c t 

5 c o r r e l a t i v e r i g h t s because these w e l l s have l i m i t e d 

6 d r a i n a g e areas. So, I j u s t I don't see the need t o 

7 c o n t i n u e p r o r a t i n g t h e f i e l d . 

8 There's the nonmarginal u n i t s -- I mean --

9 the nonstandard p r o r a t i o n u n i t s . I don't t h i n k are 

10 a problem here. M u l t i p l e w e l l u n i t s I don't t h i n k 

11 are a problem e i t h e r , so t h e r e ' s no reason t o 

12 c o n t i n u e p r o r a t i n g . 

13 MR. KELLAHIN: That concludes my e x a m i n a t i o n 

14 of Mr. Foppiano. We move the i n t r o d u c t i o n of 

15 E x h i b i t s 1 t h r o u g h 8. 

16 MR. CATANACH: E x h i b i t s 1 t h r o u g h 8 w i l l be 

17 a d m i t t e d as evidence. 

18 (Oxy E x h i b i t s 1 t h r o u g h 8 were 

19 a d m i t t e d i n evidence.) 

20 MR. STOVALL: One p o i n t of c l a r i f i c a t i o n . 

21 Mr. K e l l a h i n , are you -- because i t ' s a reopened 

22 case, I assume your p o s i t i o n i s t h a t t h e r e c o r d from 

23 t h e p r i o r h e a r i n g on t h i s case i s a p a r t of t h i s 

24 r e c o r d as w e l l ? 

25 MR. KELLAHIN: Yes, Mr. S t o v a l l . 
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1 MR. STOVALL: The e v i d e n c e can be c o n s i d e r e d ; 

2 i s t h a t c o r r e c t ? 

3 MR. KELLAHIN: And, i n f a c t , n o t o n l y t h e 

4 r e c o r d b u t t h e o r d e r i t s e l f a sked us t o come f o r w a r d 

5 as p a r t i e s and e x p r e s s o u r comments a b o u t t h e 

6 permanent n a t u r e o f t h i s s u s p e n s i o n , so we t h i n k 

7 t h i s i s a c o n t i n u a t i o n o f t h e same base ca s e . 

8 DIRECT EXAMINATION 

9 BY MR. STOVALL: 

10 Q. Mr. F o p p i a n o , on E x h i b i t 5 you've g o t t h e 

11 CDM A 1 t w i c e . Once you t e s t e d and f r a c t and t h e n 

12 i n s t a l l e d c o m p r e s s o r ? 

13 A. Uh-huh. 

14 Q. I s t h a t c o r r e c t ? 

15 A. Yes. 

16 Q. I n t h a t sequence? I t l o o k s l i k e i t m i g h t 

17 be t h e o p p o s i t e sequence; i s t h a t c o r r e c t ? 

18 A. I c a n ' t t e l l you t h e sequence, Mr. S t o v a l l . 

19 Q. I'm j u s t t r y i n g t o t r a c e f r o m t h e volume i s 

20 what I'm t r y i n g t o do. I t l o o k s l i k e t h e 

21 c o m p r e s s i o n went f r o m 190 t o 240 and t h e n t e s t e d and 

22 f r a c t , p u t back down, and when you f r a c t e d you g o t 

23 i t back up i n t o t h e 750? 

24 A. W e l l , t h a t c o u l d be, and t h a t may w e l l be, 

25 b u t I r e a l l y d o n ' t know, b u t t h e s e b e f o r e and a f t e r 
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1 volumes a r e t h e a c t u a l r i g h t b e f o r e we d i d t h e work 

2 and a f t e r we d i d t h e w o r k , so t h e y w o u l d n ' t be --

3 t h e y m i g h t n o t n e c e s s a r i l y be t h e same. I t may have 

4 been t h a t 750 d e c l i n e d down t o 190 and we p u t i t on 

5 c o m p r e s s i o n , b u t I r e a l l y d o n ' t know. I w o u l d 

6 s u s p e c t we d i d what was c h e a p e s t t o s t a r t w i t h , 

7 w h i c h i s t o p u t i t on c o m p r e s s i o n , and when t h a t 

8 d i d n ' t r e a l l y pan o u t l i k e we w a n t e d i t t h e n we went 

9 i n and opened a d d i t i o n a l Morrow and s p e n t more money 

10 on i t . 

11 Q. So t h e 750 w o u l d r e f l e c t a c t u a l l y p r o b a b l y 

12 a c o m b i n a t i o n c o m p r e s s i o n and --

13 A. C o u l d be, y e s . P r o b a b l y does, y e s . 

14 Q. How come t h e Simpson A Number 2-Z was so 

15 much more e x p e n s i v e ? I s t h i s s o m e t h i n g we've 

16 a l r e a d y d i s c u s s e d ? 

17 A. No. T h a t was a w e l l we t r i e d t o d r i l l as a 

18 s t r a i g h t - u p Morrow w e l l a t a new l o c a t i o n , 

19 e n c o u n t e r e d d i f f i c u l t y , and t h e d i f f i c u l t i e s were we 

20 l o s t c i r c u l a t i o n , I b e l i e v e , and we c o u l d n o t 

21 overcome t h o s e d i f f i c u l t i e s so we p l u g g e d t h a t w e l l , 

22 s k i d d e d t h e r i g , t r i e d i t a g a i n , and e n c o u n t e r e d t h e 

23 same d i f f i c u l t i e s and t h e same p r o b l e m s w i t h t h e 

24 same r e s u l t . 

25 We p l u g g e d t h a t w e l l and gave up t r y i n g t o 
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1 d r i l l j u s t a b r a n d new w e l l , and we went up t o an 

2 o l d abandoned w e l l on t h e same 3 2 0 - a c r e u n i t , 

3 r e e n t e r e d i t and d r i l l e d d i r e c t i o n a l l y and 

4 e n c o u n t e r e d some p r o b l e m s . 

5 Q. I remember t h a t now. I d i d n ' t r e c o g n i z e 

6 t h e name. 

7 A. So t h e t o t a l c o s t h e r e 1.2 m i l l i o n i s 

8 a c t u a l l y t o g e t a p r o d u c i n g w e l l back on t h a t t r a c t , 

9 so t h a t i n c u d e s t h e c o s t o f t h e --

10 Q. The f i r s t two a t t e m p t s . I f o r g o t . I 

11 d i d n ' t remember t h e name o f i t . I t was a 

12 f o r c e d - p o o l i n g case wasn't i t , Mr. Foppiano? 

13 A. I t was a f o r c e d p o o l i n g and a d i r e c t i o n a l 

14 d r i l l i n g . We had t o g e t d i r e c t i o n a l d r i l l i n g 

15 a u t h o r i t y t o r e e n t e r t h a t w e l l . I n f a c t , I m i g h t 

16 j u s t p o i n t o u t t h e T r a c y D i s a l s o a r e e n t r y . We're 

17 t a l k i n g a b o u t t h e same a r e a , and we g o t so s c a r e d on 

18 t h a t Simpson we d i d t h e T r a c y D as a r e e n t r y . 

19 Q. A r e a l cheap r e e n t r y and a r e a l e x p e n s i v e 

20 r e e n t r y ; i s t h a t what y o u ' r e s a y i n g ? 

21 A. Yeah. 

22 Q. Do you suppose t h e a d d i t i o n a l p r o d u c t i o n 

23 t h a t ' s r e s u l t e d f r o m t h e p r o r a t i o n i n g u n i t i s 

24 c o n t r i b u t e d t o t h e d e c l i n e i n t h e p r i c e o f gas? 

25 A. Oh, I w o u l d n ' t say. 
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1 Q. Loaded q u e s t i o n . 

2 EXAMINATION 

3 BY MR. CATANACH: 

4 Q. Mr. Foppiano, have you been i n c o n t a c t w i t h 

5 any of t h e o t h e r o p e r a t o r s i n the pool? 

6 A. Re c e n t l y or --

7 Q. Yes, i n terms of t h i s reopened case. 

8 A. I n terms of t h i s reopened case I've been i n 

9 c o n t a c t w i t h Bridge O i l Company, who has been 

10 m o n i t o r i n g t h e s i t u a t i o n ever s i n c e t h e o r d e r was 

11 i s s u e d l a s t y e a r , and I have t a l k e d w i t h them, and 

12 t h e y j u s t wanted t o keep up t o speed w i t h what was 

13 happening. 

14 DIRECT EXAMINATION 

15 BY MR. STOVALL: 

16 Q. I t kept t h e Burton Flat-Morrow on the 

17 p r o r a t i o n schedule k i n d of as a steady case so we 

18 c o u l d see what would happen t o i t , and I r e a l l y 

19 looked a t i t , but have you looked a t i t enough t o 

20 see t h a t by a l l o w i n g you t o produce a t these r a t e s , 

21 has i t pushed what would have been t h e a l l o w a b l e 

22 upward, or have you been able t o see any e f f e c t 

23 t h e r e on how i t would? 

24 A. Oh, I t h i n k i t ' s most d e f i n i t e l y pushed t h e 

25 a l l o w a b l e up. The new r u l e s a l s o have t h a t 
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1 p r o v i s i o n i n t h e r e about s i x times the January 

2 a l l o w a b l e , and i f you want t o lo o k a t E x h i b i t 4, you 

3 can see t h e January a l l o w a b l e i s when t h e p o o l 

4 produced t h e most, so the s i x times l i m i t a t i o n i s 

5 e x t r e m e l y h i g h f o r the pool r i g h t now -- t h e 

6 nonmarginal w e l l s i n the pool r i g h t now. So t h a t 

7 b e i n g t h e l i m i t a t i o n f o r o v e r p r o d u c t i o n you know --

8 t h e c u r r e n t system r i g h t now doesn't p r e v e n t much 

9 r e s t r i c t i o n , but what would happen, i n my o p i n i o n , 

10 i s t h a t as t he p r o d u c t i o n e i t h e r f l u c t u a t e d , you 

11 know, somebody d i d n ' t want t o s e l l t h e i r gas or 

12 whatever, or they d i d reach the l i m i t a t i o n and 

13 s t a r t e d c u r t a i l i n g t h e i r p r o d u c t i o n a g a i n , then we'd 

14 end up back where we were b e f o r e , or even though 

15 t h e r e ' s a market f o r a l l t h i s gas, we're s t i l l --

16 t h e a l l o w a b l e system i s s t i l l d r i v i n g down because 

17 i t ' s based on p r o d u c t i o n and --. 

18 Q. Now, when t h i s was done, and I'm a s k i n g 

19 these q u e s t i o n s not so much f o r t h i s p o o l but f o r 

20 more i n f o r m a t i o n and the system as a whole, when 

21 t h i s o r i g i n a l o r d e r was e n t e r e d i n t h i s case we were 

22 under t h e o l d monthly system which was 

23 m a t h e m a t i c a l l y d r i v e n by p r i o r p r o d u c t i o n because 

24 r e a l l y s e t t i n g up the a l l o w a b l e was not much more 

25 than a mathematical c a l c u l a t i o n unless we 
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1 i n t e n t i o n a l l y d i d something. So under t h a t o l d 

2 system I would assume by l i f t i n g t h e l i d , so t o 

3 speak, t h a t t h a t mathematical d r i v e would go up i n 

4 t h i s p o o l . Do you have any r e c o l l e c t i o n back p r i o r 

5 t o l a s t March when the new system went i n t o e f f e c t ? 

6 A. Under t h e o l d system, because you mentioned 

7 i t was so t i g h t , t o j u s t what was produced two 

8 months p r i o r and couple t h a t w i t h t h e s i x times t h e 

9 average monthly a l l o w a b l e f o r t h e -- f o r t h a t 

10 average monthly a l l o w a b l e , t h a t low l i m i t a t i o n and 

11 t h e f a c t t h a t i t was d r i v e n by p r o d u c t i o n was 

12 c a u s i n g a l o t of problems i n t h i s p a r t i c u l a r p o o l . 

13 The new p r o r a t i o n system, i n my o p i n i o n , i s 

14 a whole l o t b e t t e r . I t ' s much more, I t h i n k , 

15 r e s p o n s i v e t o i n c r e a s e i n p r o d u c t i o n . I t p r o v i d e s 

16 t h e o p e r a t o r s a l o t more f l e x i b i l i t y and, you know, 

17 i t ' s a l o t b e t t e r , but I've asked myself t h e 

18 q u e s t i o n , w e l l , what would happen i f we were j u s t 

19 under t h e new p r o r a t i o n system i n t h i s pool? And I 

20 always come back t o the q u e s t i o n , W e l l , why p r o r a t e 

21 here? Nobody wants i t . 

22 There's no reason t o c o n t i n u e p r o r a t i n g i t , 

23 so we r e a l l y s h o u l d n ' t p r o r a t e t h i s p o o l anymore. 

24 But t o get back t o your g e n e r a l q u e s t i o n , I t h i n k 

25 t h a t t h e new system r e p r e s e n t s a tremendous 
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1 improvement because i t i s l e s s d r i v e n by t h a t 

2 two-month f i g u r e -- two months p r i o r -- and more 

3 d r i v e n by an average f i g u r e , and then t h e 

4 adju s t m e n t s t h a t are added, t h e r e ' s more i n p u t i n t o 

5 those adjustments by the o p e r a t o r , so i t ' s a much 

6 b e t t e r system i n my o p i n i o n . 

7 Q. We c o u l d overcome t h e d e f i c i e n c y of the o l d 

8 system where i f somebody p u l l e d gas o f f t h e market 

9 f o r whatever business reasons, you c o u l d p r e s e n t 

10 evidence i n t h a t process t h a t would say, don't base 

11 t h e f u t u r e demand on t h a t old? 

12 A. I t overcomes -- i t overcomes i t t o a l a r g e 

13 degree, but i t s t i l l -- because i t i s a p r o d u c t i o n 

14 based d r i v e n or p r o d u c t i o n d r i v e n system -- i t 

15 f o r c e s an o p e r a t o r t o mo n i t o r i t a l o t c l o s e r and 

16 keep up w i t h i t , and then be ready t o come i n and 

17 p r o v i d e t h a t evidence, and i n t h i s p a r t i c u l a r case, 

18 you know, I c o u l d not see t h a t i t ' s necessary t o 

19 c o n t i n u e d o i n g t h a t . But i n my o p i n i o n i t i s l e s s 

20 r e s p o n s i v e t o an o p e r a t o r f o r t a k i n g h i s gas o f f t h e 

21 market than the p r i o r system, and t h a t ' s one of the 

22 g r e a t b e n e f i t s t o i t . 

23 Q. Are t h e r e any -- i n t h i s p a r t i c u l a r p o o l , 

24 are t h e r e any what we a f f e c t i o n a t e l y r e f e r t o as 

25 " s u p e r s t a r - t y p e w e l l s " t h a t g i v e n no -- t h e 
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1 n o n p r o r a t i o n t h a t have the p o t e n t i a l t o , you know, 

2 produce tremendous volumes and cause a t h r e a t t o 

3 c o r r e l a t i v e r i g h t s . More of a --

4 A. There are some t h e r e . There's v e r y few of 

5 them. Fa s k i n has one. We had one t h a t was a v e r y 

6 good w e l l t h a t ' s d e c l i n e d . 

7 Q. What volume ranges would t h a t be? 

8 A. W e l l , i t ' s d e c l i n e d down t o -- I want t o 

9 say, 500 M a day. I ' d have t o look a g a i n , but i t 

10 was, I t h i n k , as e a r l y as l a s t year p r o d u c i n g 3 or 4 

11 m i l l i o n a day -- capable of p r o d u c i n g t h a t much 

12 volume. So I would c l a s s i f y t h a t as a 

13 " s u p e r s t a r - t y p e w e l l . " I t h i n k F askin has a w e l l 

14 or two t h a t i s i n the 2 t o 3-mi 11ion-a-day c a t e g o r y , 

15 and, i n f a c t , I t h i n k i t ' s -- you can e a s i l y 

16 i d e n t i f y and you can look a t the p r o r a t i o n schedule 

17 and t h e y ' r e t h e ones t h a t are i d e n t i f i e d as be i n g 

18 over t h e s i x times under the new p r o r a t i o n system, 

19 and t h e r e ' s a few of thos e , but I a l s o harken back 

20 t o the c o r r e l a t i v e r i g h t s argument. 

21 Can these w e l l s e f f e c t t h e i r n e i g h b o r s , and 

22 our evidence shows l a s t y ear, and i t c o n t i n u e s t o 

23 show, t h a t t h e dra i n a g e areas are e x t r e m e l y l i m i t e d 

24 even by these good nonmarginal w e l l s . We don't 

25 t h i n k t h a t t h e y ' r e going t o be able t o a d v e r s e l y 
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1 e f f e c t t h e i r o f f s e t s , and o b v i o u s l y no o t h e r 

2 o p e r a t o r f e e l s t h a t t h e y ' r e g o i n g t o be a d v e r s e l y 

3 e f f e c t e d by t h e s e s u p e r s t a r w e l l s b e i n g a l l o w e d t o 

4 p r o d u c e u n l i m i t e d and, i n f a c t --

5 Q. For what p e r i o d o f t i m e ? I mean, when you 

6 say o b v i o u s l y g i v e n enough t i m e t h e i r d r a i n a g e a r e a s 

7 w i l l become g r e a t e r , a r e we t a l k i n g a b o u t a c o u p l e 

8 o f y e a r s o r --

9 A. But t h e s e s u p e r s t a r w e l l s a r e a l s o good 

10 because t h e y have more r e s e r v e s , more p o r o s i t y , 

11 b e t t e r p e r m e a b i l i t y , so t h e y ' v e g o t a b i g g e r t a n k t o 

12 d r a i n , and, you know, so t h e y have a l o t more t o 

13 do. And by l o o k i n g a t t h e Morrow i t ' s so 

14 l e n t i c u l a r , you know, t h e y ' r e so s t r a t i f i e d , you 

15 know, I w o u l d -- l i k e I say based, on o u r 

16 c a l c u l a t i o n s o f j u s t what has been r e c o v e r e d by t h e 

17 n o n m a r g i n a l w e l l s we d o n ' t see t h o s e , and I t h i n k we 

18 even have some o f f s e t s t o t h e s e w e l l s , we d o n ' t see 

19 t h o s e as a t h r e a t t o t h e o f f s e t w e l l s . 

20 And I w o u l d a l s o b r i n g up t h a t a n o t h e r 

21 o p e r a t o r i n t h e f i e l d , C h e v r o n , has i n d i c a t e d t h a t 

22 t h e y d o n ' t t h i n k t h a t any o f t h e w e l l s down t h e r e 

23 a r e c a p a b l e o f d r a i n i n g 320 a c r e s . B r i d g e O i l 

24 Company has e x p r e s s e d t h a t o p i n i o n t o me, and I 

25 t h i n k i t ' s i n t h e c o m m u n i c a t i o n t h e y s e n t t o you a l l 
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1 about t h e d r a i n a g e . So e v e r y t h i n g I see t h e r e i s 

2 t h e r e ' s no concern about the dra i n a g e aspect, you 

3 know, f o r a l l o w i n g these good w e l l s t o produce 

4 u n l i m i t e d . 

5 MR. STOVALL: No F u r t h e r q u e s t i o n s . 

6 FURTHER EXAMINATION 

7 BY MR. CATANACH: 

8 Q. Mr. Foppiano, you pres e n t e d some evidence 

9 whereas Oxy has been pre s e n t e d numerous 

10 o p p o r t u n i t i e s t o s e l l t h e i r gas from t h e f i e l d . Do 

11 you have any knowledge of o t h e r o p e r a t o r s b e i n g 

12 p r e s e n t e d t h e same o p p o r t u n i t y ? 

13 A. No, I do n o t . 

14 Q. But you've heard of no i n s t a n c e where an 

15 o p e r a t o r cannot s e l l h i s gas or market h i s gas? 

16 A. I n p r e p a r a t i o n f o r the February 1990 

17 h e a r i n g , I t a l k e d t o -- I want t o say 17 of t h e 19 

18 o p e r a t o r s . I c e r t a i n l y got wai v e r s from t h a t many, 

19 and I had t o t a l k t o a l o t of them t o get those 

20 w a i v e r s and e x p l a i n t o them what we were a s k i n g f o r , 

21 and i n a l o t of those d i s c u s s i o n s we t a l k e d about 

22 t he market. 

23 I t h i n k I i n q u i r e d -- I know I d i d -- of 

24 some of t h e o p e r a t o r s of the nonmarginal w e l l s why 

25 t h e i r w e l l s were underproduced. Was i t a l a c k of 
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1 market s i t u a t i o n , whatever? And i n no case d i d I 

2 run i n t o an o p e r a t o r who s a i d he c o u l d not s e l l t h e 

3 gas he wanted t o . I n the two years I've been 

4 w o r k i n g on t h i s and t a l k i n g w i t h t h e o p e r a t o r s I 

5 have not run across anybody i n the l a s t two years 

6 t h a t has been c u r t a i l e d because t h e y d i d n ' t have a 

7 market f o r t h e i r gas. 

8 Q. Do you have any i n f o r m a t i o n on workovers 

9 conducted by v a r i o u s o t h e r companies i n the pool? 

10 A. No. I researched r e c o r d s t h a t I had a t my 

11 d i s p o s a l , which are b a s i c a l l y t h e Byran L e g i s l a t i v e 

12 Reports. I t h i n k they p i c k up a l l t h e a c t i v i t i e s , 

13 and I d i d n ' t see a n y t h i n g i n t h e r e t h a t r e l a t e d t o 

14 r e c o m p l e t i o n s i n the Morrow, but I wasn't sure i f 

15 t h a t was because they don't l o o k f o r t h a t , or t h e r e 

16 j u s t wasn't much a c t i v i t y going on i n t h a t r e s p e c t . 

17 From t a l k i n g w i t h o t h e r people i n the p o o l , 

18 i t appears t o me t h a t we are one of the major 

19 p l a y e r s i n t h a t -- i n opening up a d d i t i o n a l Morrow. 

20 Maybe these o t h e r people had a l r e a d y had a d d i t i o n a l 

21 Morrow zones opened and we're p l a y i n g c a t c h up here. 

22 I don't know. 

23 But as f a r as opening up a d d i t i o n a l 

24 Morrows, those type of workovers -- I don't have 

25 much knowledge about what the o t h e r o p e r a t o r s are 
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d o i n g i n t h e i r r e c o m p l e t i o n s . 

EXAMINER CATANACH: I b e l i e v e t h a t ' s a l l I 

have. The w i t n e s s may be excused. A n y t h i n g f u r t h e r 

i n t h i s case? 

(No response) 

EXAMINER CATANACH: There b e i n g n o t h i n g 

f u r t h e r , Case 9872 w i l l be taken under advisement. 

(The f o r e g o i n g case was concluded a t t h e 

approximate hour of 12:45 p.m.) 

I do here-v-- ccUi • that the foregone :s 
a co'"'*!'.-" .vera of the proceed in as in 
fie Lxan mc:' hearing of Case No. ____,» 
neard by me on_ _ _ _ _ _ _ _ _ _ 1 ? P_ » 

^T^b^dZ^a^J- Examiner 
Oil Conservation Division 
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1 STATE OF NEW MEXICO ) 
) SS . 

2 COUNTY OF BERNALILLO ) 

3 REPORTER'S CERTIFICATE 

4 BE IT KNOWN t h a t the f o r e g o i n g t r a n s c r i p t of 

5 the proceedings were taken by me, t h a t I was then 

6 and t h e r e a C e r t i f i e d Shorthand Reporter and Notary 

7 P u b l i c i n and f o r the County of B e r n a l i l l o , S t a t e 

8 of New Mexico, and by v i r t u e t h e r e o f , a u t h o r i z e d t o 

9 a d m i n i s t e r an o a t h ; t h a t t h e w i t n e s s b e f o r e 

10 t e s t i f y i n g was d u l y sworn t o t e s t i f y t o t he 

11 whole t r u t h and n o t h i n g but the t r u t h ; t h a t t h e 

12 q u e s t i o n s propounded by counsel and the answers of 

13 t h e w i t n e s s t h e r e t o were taken down by me, and t h a t 

14 t h e f o r e g o i n g pages of t y p e w r i t t e n m a t t e r c o n t a i n a 

15 t r u e and a c c u r a t e t r a n s c r i p t as requ e s t e d by counsel 

16 of the proceedings and t e s t i m o n y had and adduced 

17 upon t h e t a k i n g of s a i d d e p o s i t i o n , a l l t o t h e best 

18 of my s k i l l and a b i l i t y . 

19 I FURTHER CERTIFY t h a t I am not r e l a t e d t o 

20 nor employed by any of the p a r t i e s h e r e t o , and have 

21 no i n t e r e s t i n t he outcome h e r e o f . 

22 DATED a t B e r n a l i l l o , New Mexico, t h i s day 

23 November 12, 1991. 

24 My commission e x p i r e s LINDA BUMKENS 
A p r i l 24, 1994 CCR No. 3008 

25 Notary P u b l i c 
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EDDY CO., NEW MEXICO 
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Sept. , 1991 
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OXY USA INC. 
B« SOO, Tulie. OK 74102 

May i , 1991 

Mr. Grady Gist 
Gas Company of New Mexico 
311 Moore Drive r 
Carlsbad, New Mexico 88220 

Re: Carlsbad Area 
Eddv County. p e v M̂ ic-o 

Dear Mr. Gist: 

Pursuant to our recent discussion, enclosed is the 
i n f o r m a t i o n y o u r«ijn*»«*.»rf f o r v t r i o w v o i l e i n -fch« r*fd-»*iic. tsa uxwa 
OXY would l i k e to evaluate alternatives to redivert t h i s gas f o r 
^rtmopoirfe saviuy* cuia possible duajL connects. 

Do not hesitate to contact us should you determine that 
C»B covaipajjy of Kow ucKice can prc/vlaw «uuxiwmic alternatives f o r our 
gas production. 

Very t r u l y yours. 

o5^CU- M^VVX^XA^^ 
Susan E. Formah 
Sales Representative 
Natural Gas Marketing 

SEFiskb 

Enclosures 



OXY USA INC. 
Bos 100, Tulu. OK 74102 

Kay 1, 1991 

Mr. Ross Hughes 
Maple Gas Corporation 
511 w. Texas 
Midland, Texas 79701 

> Re: Tracy D f l 
Section 33-21S-27E 
Eddy County . New Mexico 

Dear Mr. Hughes: 

Pursuant to our recent discussion, enclosed per your 
request is the gas analysis for tbe subject veil. OXY plans to 
build a line from the Tracy n to the Tracy C (see attached nap) and 
OOtmaliicjl* feo^h valle »t tlx** »urf«w T VIAVP *1«r» •nnl n«s<»<1 a 1 -5 KA-

of the wells in the area that provides deliverability information. 
Although e l l are currently connected, OXY is evaluating 
alternatives to redivert this gas for transport savings and 
possible dual connects. 

fth<w"le» ymi have any interest, do not hesitate to contact 
me at (918)561*6632. 

Very truly yourR, 

Susan E. Forman 
Sales Representative . 
Natural Gas Marketing 

SEF:skb 

Enclosures 
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PHILLIPS a a NATURAL A A S COMPANY 
A SUBSIDIARY OF PHILLIPS P E T R O H U M COMPANY 

ODESSA. TEXAS 79TK 
4001 PBBBOK 

May 1, 1991 

Oxy USA 
P.O. Box 300 
3*ul»tt, OK T4102 

.Ms-fcnt Ha. Susau rwiuffldfl 

Ms. Foreman: 

enclosed please find a map of Phillips 66 Natural Gas Company's 
(P66NGC) gas gathering facilities in southeast New Mexico. Note 
that I have hand" drawn an extension to our system currently under 
construction in Eddy County. 

I look forward to working with you on the possible purchase of gas 
from the Tracy "D" and other wells that Oxy may have »vwii»>>i» in 
tne same area. Please let me know i f Oxy has other gas which you 
would like P66NGC to evaluate for purchase. 

T sun c o n f i d e n t -bHa-t P«CNCC O M p r o v i d e Oacy wiLii vxuellen-C v a l u e r o r 
n a t u r a l i n -th* v i c i n i t y o f our epa-tnearincj syet-ejub cuvi w i l l 
treloomo *ny i n q u i r i e s fclmfc you may licivte. 

Very truly yours, 7 

William E; James 



SEF APR 26 *91 

April 23,1991 

O^^&A^jnc. FAX # P18 CGxmso 
Tuisa, u&* /4iUZ 
Attn: Susan Forman 

RE: OXY: TRACEY C #1 (57% WI) - 262 MMBTU/DAY NET ENTITLEMENT 
AND TRACEY D #1 (86% WI) -1000 MMBTU/DAY NET 
ENTITLEMENT 

DearSosan: 

Pursuant to mfonnation provided by your offices, T I»no Inc. (I,1 ano) proposes the following 
terms AUJ Luuvisium regarding cne constniction ot interconnect faculties and transmission 
of production from the captioned weU 

1) Llano will cause the construction of facilities necessarvto accept delivery of gas 
from the captioned wells estimated tn he an aggregate o^^^Hk£N£Btu/Dov net at a 
jjjntuaDv asreeable interconnect location em TJnnn'e «ŷ t*m^̂ ^W8»ir««y o£ tko Vermel 
equivalent at a mutually agreeable interstate- mterconnect on Llano's system. 

2) Oxy UiLA, .Inc. (Oxy) agrees to provide satisfactory completion and prodngio& 
information, or indemnify llano to the extent that they win deliver a minmmm o f l H V 
MMBm wmna the first 12 months of date oUstdeljveries (hereinafter "Pay Out renod"). 
In the event the well fails to deliver at ]easa|̂ ^HMMRu> withm said 12 mosthj^a^-
Oxy will pay L l a n c f B ^ H H B x the dmcrelec between actual deliveries anJHHHV 
VTMRtn on or benr^Ee^Saa^E* feet full oalcndnr month occuiiiug aXlei ilie eraHiHT!^ 
Pay Out Period provided; however, that if buver falls to take th* fnTl qiwmthy nf g«c 
avattaaie lOased on last fcnown dcTivwahiKiy) for on ary day or ̂ a-s, dw«cg the payout 
period, then for the purposes of determining Oxy's payment: obligation under this 

2, the Pay Out Period shaB be extended by the number of days of any such 

4) The torn of th» contract vnH. be five year and month-to-moudi until to urinated by 
each party via 30 day notice. 
5) Standard Llano payment provisions and gas quality specifications shall apply 
including mechanical separation only on the lease premises. 

LLA1MO.ING 
A &uB«ui/vt? m- 6Num»T rnuuuuis • strfvioes, INC. 
•oo nitJawiw.eiiwwnt»«tT/fc«»» t***> TWWWOK-S 

_ 



If tbe terms and provisions set oat herein appear acceptable to the management of Oxy, 

J>lease execute tms letter in the space provided. Upon your and Tlann Inc's execution, this 
etter agreement ftha.11 become effective immediately and shall continue m effect rmtti LLC 

parties execute a formal agreement mcorporatiag the above terms aiidxxinaitloris7~We" w£LT_ 

prepare and forward the formal agreement for your review and execution as soon as 
possible. 

Very Truly Yours, 

XMikeMfeGifiley' 
Business Development Manager 
SJL New Mexico Region 

JMM:dm 

Agreed and Accepted thin 
day of ,1991 dayof . ..1D91 

Oxy U.SA-, Inc. llano, Liu 



ENRON 
Transwesfern Pipeline Company 

ft 0. lax 1188 Houoon, foot 77251-1188 (713) 833-6161 

April 3, 1991 

Oxy USA 
P.O. BOX 50250 

Midland, Texas 79710 

Attn: Mr. G.N. Butfcra* 

Dear Gentlemen: 

I t has come to my attention that your company has recently begun 
or completed drilling new wells at the following location: 

I vould like to discuss the possibility of connecting gas 
production you may obtain to Transwestera's pipeline system in the 
vicinity of these veils for transport. Attached i s a l i s t of data ve 
wi l l -need in order to evaluate the feasibility of such connection. 

I f you vould like to pursue this opportunity, please contact me 
at (713) 853-5157. 

Thank you for your consideration. I look forward to hearing from 
you at your earliest .convenience. 

Section 29-T21S-R27E 
Eddy County, Nev Mexico 

S1JU£/»VII "A" 2 and tne z-x 

Account Director 

JTS/swm 
Enclosure 

vellconnect: vellltrs 

Port ofthe Encoft Group ef Energy Companies 
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PRELIMINARY PftAPT 
StjHftmher A% 190] 

Mr. Jeffrey D. Winchester 
Manager Market Development 
OXY USA INC 
P.O. Box 300 
Tulsa, Oklahoma 74102 

Dear Mr. Winchester: 

Attached is a proposal from Axis Gas Corporation, whom i represent, 
concerning a gathering system for connecting your gas wells located 
near Cartsbad̂  New Mexico into NGPL. These wells are currently 
connected into El Paso's gatliering system, wherein the existing fee is 
considered to be excessive. The attached proposal includes a 
substantially lower gathering fee, plus a central compressor installation 
and dehydration, which will allow increased deliverability and 
reserves in direct proportion to the reduced gathering system 
pressure. For example, 1 have calculated that your current 
deliverability of 6 to 7 MMCFPD should increase to 10 MMCFPD which 
will correspondingly increase cash flow by approximately 50%, and the 
ultimate reserve recovery should increase by al least 10%, which will 
amount to several BCF, again as a result of the lowered gathering 
system pressure. 

The current El Paso connection limits your marketing options solely to 
California. There Is growing industry concern that the California 
market may be approaching over-saturation wilh a corresponding 
reduction in prices, because of increased Canadian imports and several 
planned new pipelines from the Rocky Mountain supply areas. 
Currently, the only alternative to other markets is for El Paso to re­
tell ve^fourgas to other pipelines at Waha but their re-delivery price 

J H S H s H P f Por comparison. NGPL will re-deliver your gas to 
ta* if you sooesire. for a back-haul rate of onlj 

1801 N. L A M A R S U I T E 100/ D A L L A S / T E X A S 75202 
2 1 4 / 2 2 0 - 1 0 8 0 P A X t ) U / 7 ? f t . l f l t f R 
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As you know, NGPL provides access to markets throughout the United 
States, both for direct delivery and interconnections with other major 
pipeline systems. Their transporution fees arc generally recognized as 
fair and reasonable, and, in many cases, special negotiations can result 
in further discounts. For example, NGPL will ie-deliverjgurCarlsbad 
gas into an El Paso main transmission pipeline f o f l m H L e s f l H I 
thereby, providing continued economic access to your present 
California markets if you so desire. Incidentally, because of my 
background, I have access to many market leads and would be pleased 
to provide those prospects directly to your marketing group. 

As the representative for Axis, I will be directly responsible for 
negotiating the proposed gathering system contract, if you elect to 
proceed with these discussion. I am prepared to proceed on a high-
priority basis, and because cf our past business relationship, I 
understand the importance cf a timely, complete and formal contract 
to OXY USA, Inc. My goal would be to conclude the contract to your full 
satisfaction ami then directly supervise the system installation in time 
fox gas delivery in NGPL prior to thc expected high winter demand and 
prices. 

Thank you for the opportunity to provide this economically attractive 
alternative for the sale of your Carlsbad gas. Tf yoa elect to accept the 
attached Letter of Intent from Axis, 1 will be prepared to negotiate and 
conclude the subsequent definitive contract quickly and, of coarse, to 
OXY's complete satisfaction. I look forward to working with you on this 
important project. 

Sincerely, 

George S. Loch 
Agent 



September 4, 1991 

Mr, Jeffrey P. Winchester 
Manager Market Development 
OXY USA INC 
P.O. Box 300 
Tvtau Oklahoma 74102 

Dear Mr. Winchester: 

We understand that OXY USA, Inc. operates 12 Morrow gas sand wells located 
just outside of Carlsbad ("wroth area") and 4 wells located about 10 miles 
north of Carlsbad ("oorth area") in the Burton Flat (Morrow) Field, Eddy 
County, New Mexico. OXYV working interest approximately averages 60%, 
and the other major working interest owners include Amoco, Kerr-McGec aad 
Redfern. The gas production currently averages between 6 and 7 MMCFPD in 
the south area and about 1.5 MMCFPD in the norm area and is being sold 
month-to-mooth on the spot market. Tite wells are connected into El Paso's 
so-called Carlsbad gathering system, which operates in the 350+ psig range. 
After payment of the El Paso gathering fee, OXY sells the gas to various 
marketing companies, which take delivery at the interconnection of the 
Carlsbad gathering system into an El Paso main transmission pipeline ia 
southeast New Mexico, for subsequent transportation and sale to California 
markets. 

NOPL operates a pipeline system in the Carlsbad area, the so-called Big Eddy 
System, with a 10 inch transmission pipeline located east of the subject OXY 
wells. The system is operated in the 500 to 600 psig range and is 
considerably under-utilized. 

Axis Oas Corporation herewith proposes to install a new low-pressure 
gathering system which would connect the OXY wells into the nearby NOPL 
pipeline. Included in the installation will be individual well meters for 
allocation purposes, two sales delivery meters into NGPL, a central 
compressor in each area to be operated with an inlet pressure of 125 psig, 
central dehydration units, and tbe various valves, controls and other 
equipment normally associated with such a gathering system. 

The system has been design rd to initially gather 15 MMCFPD. but this volume 
capability could be increased if required. Tbe installation will be designed 
and operated in accordance with all federal and state regulatory 
requirements and normal industry praetices. 

1801 N. L A M A R S U I T E 10 0, D A L L A S , T E X A S 7 5 2 0 2 
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AMERICAN CENTRAL GAS COMBINES, INC 

Kay 29, 1991 

Mr. Jeff Winchester 
OXY TJSA, lac. 
110 West 7th Street 
P.O. Box 300 
Tulsa, OK 74102 I 
Dear Jefft *v ^ ^ ^ f c i ^ f j ^ ^ 

American Central I s pleased tomake the following proposal for 
gathering OXY operated vei ls presently connected to the £1 Paso 
Carlsbad Gathering System. The proposal assumes that 100% of the 
working interest can be committed to the system. 

The planned sequence would be to immediately gather and 
connect the three "high pressurewel ls to the JKS&L A ' gathering 
line in Section 20 of 21S-27E. A l l "low pressure 4$JiL"fswith the 
exception of the two Tracy ve i l s v i l l be gathered to a common point 
in the vicinity of the meter station and compression set to boost 
the gas into the NGPL system through the common meter. As soon as 
the necessary river crossing permits can be obtained, the tvo Tracy 
veils v i l l be connected to the low pressure system. This 
configuration wil l allow the "high pressure "aralls to be diverted 
into the low pressure system as they pressure deplete. 

We propose* a fee structure o f ^ ^ H | ^ ^ B for daily volumes of 
• increasing to|^|^xor~~volumes less than 

fuel, estimated to be 3% of the gas compressed, 
vould be deducted from the gathered gas. 

The foregoing is subject to confirmation of reserve and 
deliverability numbers used as a basis for this proposal and 
execution of a mutually acceptable contract. 

We v i l l be happy to meet at your convenience and discuss this 
proposal in more detail. 

Sincerely, 

[CAN CENTRAL [ CENTRAL GAS COMPANIES, INC. 

W. Hartin 
Executive Vice President 

HWM/sv 

One Tancn Race, 6100 South Tile Arertue, Suite 1700 
Tola, Oklahoma 74156 

FA* ©18) 492-9810 


