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CHAIRMAN LeMAY: T h i s i s t h e O i l 

C o n s e r v a t i o n Commission. My name i s B i l l LeMay, 

Chairman. On my l e f t i s Commissioner B i l l Weiss, 

on my r i g h t i s Commissioner Gary C a r l s o n , 

r e p r e s e n t i n g t h e Commissioner o f P u b l i c Lands. 

To b e g i n w i t h , I ' d l i k e t o c a l l case 

10450, A p p l i c a t i o n o f t h e O i l C o n s e r v a t i o n 

D i v i s i o n f o r h e a r i n g on i t s own m o t i o n t o a c c e p t 

n o m i n a t i o n s and o t h e r e v i d e n c e and i n f o r m a t i o n t o 

a s s i s t i n d e t e r m i n i n g t h e A p r i l 1992 t h r o u g h 

September 1992 gas a l l o w a b l e s f o r p r o r a t e d p o o l s 

i n New M e x i c o . 

At t h i s t i m e I ' d l i k e t o c a l l f o r 

ap p e a r a n c e s i n Case 10450. 

MR. STOVALL: Mr. Chairman, R o b e r t G. 

S t o v a l l o f Santa Fe r e p r e s e n t i n g t h e D i v i s i o n . 

CHAIRMAN LeMAY: Thank y o u , Mr. 

S t o v a l 1 . 

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

K e l l a h i n o f t h e Santa Fe law f i r m o f K e l l a h i n , 

K e l l a h i n & A u b r e y . I'm h e r e t o d a y f o r M a r a t h o n 

O i l Company i n a s s o c i a t i o n w i t h Mr. Tom Lowery. 

We want t o p r o v i d e d a t a and i n f o r m a t i o n on t h e 

B l i n e b r y , t h e I n d i a n B a s i n Upper Penn. 

I n a d d i t i o n , I'm h e r e t o d a y f o r 
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Hallwood Petroleum, I n c . , and we want to p r o v i d e 

i n f o r m a t i o n and data on the Ca t c l a w Draw Morrow 

Gas P o o l . 

CHAIRMAN LeMAY: Thank you, Mr. 

K e l l a h i n . 

A d d i t i o n a l a p p e a r a n c e s ? 

MR. PEARCE: May i t p l e a s e the 

Commission, I'm W. P e r r y Pearce of the Santa Fe 

o f f i c e of the law f i r m of Montgomery & Andrews, 

a p p e a r i n g today on b e h a l f of P h i l l i p s Petroleum 

Company, to p r o v i d e i n f o r m a t i o n r e l a t i n g to the 

B a s i n Dakota Gas Poo l . I have one w i t n e s s . 

CHAIRMAN LeMAY: Thank you, Mr. 

Pe a r c e . 

A d d i t i o n a l a p p e a r a n c e s ? 

MR. PADILLA: Mr. Chairman, my name i s 

E r n e s t P a d i l l a of Santa Fe f o r John H. Hendrix 

C o r p o r a t i o n . We have no w i t n e s s e s and merely 

want to read a statement i n t o the r e c o r d . 

CHAIRMAN LeMAY: Thank you, Mr. 

P a d i l l a . 

Mr . C a r r . 

MR. CARR: May i t p l e a s e the 

Commission, my name i s W i l l i a m F. C a r r . I'm w i t h 

the law f i r m of Campbell, C a r r , Berge & S h e r i d a n 
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of S a n t a Fe. I n t h i s case we r e p r e s e n t Amoco 

P r o d u c t i o n Company, U n i o n O i l Company o f 

C a l i f o r n i a , and Chevron USA, I n c . 

Amoco and UNOCAL w i l l p r e s e n t t e s t i m o n y 

c o n c e r n i n g t h e f i e l d s i n t h e San Juan B a s i n . 

Chevron USA, I n c . , w i l l p r e s e n t t e s t i m o n y 

c o n c e r n i n g t h e p r e l i m i n a r y a l l o w a b l e f o r t h e 

I n d i a n B a s i n Upper P e n n s y l v a n i a n P o o l . I have 

one w i t n e s s f o r each o f t h o s e companies. 

CHAIRMAN LeMAY: Thank you, Mr. C a r r . 

A d d i t i o n a l a p p e a r a n c e s i n t h e case? 

At t h i s t i m e w i l l t h o s e w i t n e s s e s who 

w i l l be g i v i n g t e s t i m o n y , p l e a s e s t a n d and w e ' l l 

swear you a t one t i m e . 

(The w i t n e s s e s were d u l y sworn.) 

Mr. S t o v a l 1 . 

MR. STOVALL: I c a l l my f i r s t w i t n e s s , 

Mr. M e r r e t t . 

RONALD H. MERRETT 

H a v i n g been 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 : 

EXAMINATION 

BY MR. STOVALL: 

Q. Mr. M e r r e t t , f o r t h e r e c o r d w o u l d you, 

p l e a s e , s t a t e y o u r name and p l a c e o f r e s i d e n c e . 

RODRIGUEZ-VESTAL REPORTING 
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A. My name i s Ronald H. M e r r e t t . I r e s i d e 

i n Albuquerque, New Mexico. 

Q. How a r e you employed, Mr. M e r r e t t ? 

A. I'm D i r e c t o r of the O f f i c e of 

I n t e r s t a t e N a t i o n a l Gas Markets f o r the O i l 

C o n s e r v a t i o n D i v i s i o n . 

Q. And have you p r e v i o u s l y t e s t i f i e d 

b e f o r e t h i s Commission w i t h r e s p e c t to g e n e r a l 

t r e n d s and gas market demand f o r the s t a t e of New 

Mexico? 

A . Yes, I have. 

Q. Are you pr e p a r e d today to p r o v i d e 

t e s t i m o n y w i t h r e s p e c t to the t r e n d s as you 

p r e d i c t them f o r the next s i x months f o r markets 

f o r New Mexico gas from p r o r a t e d p o o l s ? 

A. I would say y e s , except I q u a l i f y t h a t 

by s a y i n g not s p e c i f i c a l l y from p r o r a t e d p o o l s , 

but f o r a l l p o o l s . 

Q. So your t e s t i m o n y today w i l l r e l a t e to 

p e r c e i v e d or p r o j e c t e d demands f o r New Mexico 

gas, p e r i o d ? 

A. T h a t ' s g e n e r a l l y c o r r e c t . 

Q. And you have p r e p a r e d some e x h i b i t s f o r 

p r e s e n t a t i o n today? 

A. I ' v e pre p a r e d e x h i b i t s . I w i l l speak 

RODRIGUEZ-VESTAL REPORTING 
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from those e x h i b i t s , which I w i l l p r o j e c t on the 

s c r e e n . The members of the Commission have b l a c k 

and w h i t e c o p i e s . And c o p i e s can be made 

a v a i l a b l e f o r members of the audience upon 

r e q u e s t . 

Q. Would you go ahead and go to E x h i b i t 1 

and s t a r t your p r e s e n t a t i o n w i t h r e s p e c t to what 

you p r e d i c t h i s t o r i c a l l y and how you base t h a t 

h i s t o r i c a l l y , your p r e d i c t i o n s f o r the New Mexico 

gas market. 

Because t h e s e e x h i b i t s a r e not marked 

on the s c r e e n , f o r the purpose of the r e c o r d , so 

I ' l l ask you to i d e n t i f y them by the t i t l e of the 

e x h i b i t so t h a t the r e c o r d w i l l r e f l e c t which 

e x h i b i t we're l o o k i n g a t . 

A. The f i r s t e x h i b i t i s e n t i t l e d , "New 

Mexico Gas P r o d u c t i o n H i s t o r y 1935 through 

1990." The purpose of t h i s e x h i b i t i s merely to 

show t h a t New Mexico n a t u r a l gas p r o d u c t i o n i n 

t o t a l has i n c r e a s e d -- w i t h one y e a r e x c e p t i o n --

has i n c r e a s e d s t e a d i l y from 1985 through 1991. 

I n 1991 our p r e l i m i n a r y e s t i m a t e i s 

t h a t gas p r o d u c t i o n i s one t r i l l i o n c u b i c f e e t , 

a p p r o x i m a t e l y one t r i l l i o n c u b i c f e e t a y e a r . 

That i s s u b j e c t to a d j u s t m e n t . 
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The second e x h i b i t i s e n t i t l e d , 

"Monthly New Mexico N a t u r a l Gas P r o d u c t i o n . " 

The purpose of t h i s e x h i b i t i s to show the 

s e a s o n a l t r e n d s i n p r o d u c t i o n , which presumably 

r e f l e c t s demand d u r i n g the y e a r . 

You w i l l see from t h i s e x h i b i t t h a t 

t y p i c a l l y d u r i n g the p e r i o d A p r i l through the 

f i r s t of October demand i s lower than i t i s i n 

the p e r i o d September through the end of March. 

T h i s i s p a r t l y because of s e a s o n a l demand caused 

by weather. T h a t ' s the main r e a s o n f o r t h a t . 

I t ' s not v e r y c l e a r from t h e s e s e t of 

graphs, but the peaks and troughs appear to have 

f l a t t e n e d out a l i t t l e b i t , p a r t i c u l a r l y apparent 

on the green l i n e 1990, but a l s o on the p u r p l e 

l i n e or pink l i n e 1991. T h i s i s because i n the 

summer months the p i p e l i n e s seem to c a r r y a 

f a i r l y h igh frequence i n t o s t o r a g e , which they 

were not doing so much i n e a r l i e r y e a r s . 

So i t ' s my view we w i l l s t i l l see i n 

the p e r i o d A p r i l 1 through September 30, 1992, 

w e ' l l c o n t i n u e to see t h i s t r e n d of lower demand 

i n the summer months. 

A. The next e x h i b i t i s e n t i t l e d , "New 

Mexico N a t u r a l Gas P r o d u c t i o n . " And i t shows the 
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s p l i t between c o a l b e d methane c o n v e n t i o n a l San 

Juan gas and Permian c o n v e n t i o n a l . I t merely 

shows you the s p l i t i n p r o d u c t i o n between those 

t h r e e d i f f e r e n t t y p e s of gas. And the 

s i g n i f i c a n c e of t h a t w i l l become apparent. 

The next s l i d e i s c a l l e d , "Trends: New 

Mexico N a t u r a l Gas P r o d u c t i o n . " T h i s merely 

shows you t h a t c o a l seam gas p r o d u c t i o n c o n t i n u e s 

a r e l a t i v e l y s t e a d y r a t e of i n c r e a s e through the 

end of December 91. The c o n v e n t i o n a l gas 

p r o d u c t i o n shows, i n the n o r t h w e s t , t h a t i s , 

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

n orthwest p r o d u c t i o n c o n t i n u e s to r i s e . 

So we a r e s e e i n g a c o n t i n u o u s r i s e i n 

c o a l seam methane p r o d u c t i o n and a r e a s o n a b l y 

c o n s i s t e n t d e c l i n e i n c o n v e n t i o n a l gas 

product i o n . 

Q. T h i s i s , f o r those who c a n ' t read the 

s l i d e i n the back, t h i s i s a c t u a l l y j u s t 

n o rthwest gas and does not i n c l u d e Permian 

s o u t h e a s t gas? 

A. T h a t ' s c o r r e c t . The next s l i d e i s 

c a l l e d , "Coalbed Methane Producing W e l l s . " T h i s 

does not r e p r e s e n t the t o t a l number of w e l l s 

d r i l l e d , but does r e p r e s e n t the number of w e l l s 
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in production for each of the months. And as you 

see, there i s a continuous and steady increase in 

the number of coal seam w e l l s connected and 

producing, and we expect that trend to continue. 

Before I leave that s l i d e , perhaps I 

should say that i t i s our opinion, which i s not 

n e c e s s a r i l y that of the industry, but i t ' s our 

opinion that coal seam n a t u r a l gas w e l l s w i l l 

continue to be produced in almost any p r i c e 

s c e n a r i o . I don't intend to t a l k much about 

p r i c e today, but the p r i c e of n a t u r a l gas at the 

wellhead i s expected to remain low during the 

period under review. 

But, nonetheless, for various reasons, 

i n c l u d i n g but not e x c l u s i v e l y the f e d e r a l tax 

c r e d i t , the coal seam gas w e l l s w i l l continue in 

our view to be connected and produced. There i s 

now adequate p i p e l i n e c a p a c i t y to move almost any 

amount of coal seam gas or other gas out of the 

San Juan Basin s i n c e the completion of expansions 

to the E l Paso system and the connection of a new 

p i p e l i n e by Transwestern l i n k i n g the coal seam 

gas, l i n k i n g the coal seam gas w e l l s in the San 

Juan Basin to t h e i r mainline. So there i s no 

r e s t r i c t i o n on p i p e l i n e c a p a c i t y . 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

14 

1 5 

16 

17 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

15 

Q. I f I might ask, do you see any reason 

to see t h i s t r e n d of i n c r e a s i n g the number of 

w e l l s to change w i t h i n p a r t i c u l a r l y the s i x month 

p e r i o d we're t a l k i n g about? 

A. W e l l , the o p p o r t u n i t y to become 

e l i g i b l e f o r a f e d e r a l t a x c r e d i t w i l l e x p i r e at 

the end of 1992 u n l e s s renewed by the Congress. 

We have no i d e a whether i t w i l l be renewed or 

not. You can argue i t both ways. 

So s i n c e t h e r e i s t h a t u n c e r t a i n t y , i t 

would seem l o g i c a l t h a t h o l d e r s of c o a l - g a s 

l e a s e s would want to d r i l l t h e i r w e l l s and get 

some p r o d u c t i o n s t a r t e d i n order to become 

e l i g i b l e f o r the tax c r e d i t . Even i f they cannot 

monetize immediately, at l e a s t they would be 

e l i g i b l e . 

F i n a l s e r i e s of s l i d e s c o n c e r n s 

r e s e r v e s . T h i s i s a g e n e r a l n a t i o n a l s l i d e 

c o n c e r n i n g r e s e r v e s . We can see from t h i s s l i d e 

t h a t New Mexico w i t h 19.8 Tcf of proven r e s e r v e s 

i s second n a t i o n a l l y behind only Texas, i f you 

e x c l u d e the o f f s h o r e f e d e r a l and s t a t e r e s e r v e s . 

So New Mexico's r e s e r v e s have i n f a c t i n c r e a s e d . 

I have a s l i d e here showing New 

Mexico's r e s e r v e s . T h i s s l i d e i s e n t i t l e d , "New 
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Mexico Proven N a t u r a l Gas R e s e r v e s , E s t i m a t e d 

1991." And, as you s e e , New Mexico's r e s e r v e s 

are c o n t i n u i n g to i n c r e a s e , and we expect t h i s 

i n c r e a s e to c o n t i n u e f o r s e v e r a l y e a r s as the 

c o a l seam gas i n the San Juan B a s i n i s f u r t h e r 

developed and more than o f f s e t s the d e c l i n e i n 

c o n v e n t i o n a l w e l l s . 

You can see t h i s r a t h e r more c l e a r l y i n 

t h i s s l i d e e n t i t l e d , " R e s e r v e s Northwest 

C o n v e n t i o n a l Coal Seam," where the c o a l seam 

r e s e r v e s show the g r e a t e s t -- show the r i s e , show 

the i n c r e a s e , the c o n v e n t i o n a l r e s e r v e s f o r th e s e 

two y e a r s , 1990 and 1991, a r e f l a t . The 

s o u t h e a s t r e s e r v e s went up s l i g h t l y but they are 

e s s e n t i a l l y f l a t . So the b i g i n c r e a s e i s i n c o a l 

seam gas r e s e r v e s , and we expect t h a t to 

cont i n u e . 

That c o n c l u d e s my s l i d e s and c o n c l u d e s 

my t e s t i m o n y . 

Q. L e t me j u s t ask you i f you can r e a c h 

any g e n e r a l i z e d c o n c l u s i o n s w i t h r e s p e c t to New 

Mexico's a b i l i t y to market i t s gas, i t s a b i l i t y 

to meet demand f o r i t s gas, and market t r e n d s as 

a r e s u l t of your i n f o r m a t i o n and knowledge? 

A. I mentioned e a r l i e r the i n c r e a s e d 
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p i p e l i n e c a p a c i t y now a v a i l a b l e i n T r a n s w e s t e r n 

E l Paso. I n a d d i t i o n to t h a t , Northwest P i p e l i n e 

has expanded i t s c a p a c i t y . And t h e r e i s a g r e a t 

d e a l of f l e x i b i l i t y f o r movement of gas by 

p i p e l i n e s through the s t a t e . 

There i s probably a s u r p l u s of 

i n t e r s t a t e p i p e l i n e c a p a c i t y from the San Juan 

B a s i n to the markets at the moment. T h i s l e a d s 

me to b e l i e v e t h a t p i p e l i n e s w i l l be f o r c e d to 

d i s c o u n t t h e i r t r a n s p o r t a t i o n r a t e s i n order to 

keep the p i p e s f u l l . 

So a l t h o u g h the p r i c e s w i l l be f l a t , 

low and f l a t , throughout the p e r i o d on review, 

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

may o f f s e t t h i s and encourage New Mexico 

p r o d u c e r s to c o n t i n u e to produce. 

I n a d d i t i o n , the c o a l seam gas i s , i n 

my view, l i k e l y to be the l a s t gas to be s h u t - i n 

because i t has r e l a t i v e l y low p r o d u c t i o n c o s t s 

and has the p o t e n t i a l of e a r n i n g the tax c r e d i t , 

even i f i t cannot be monetized immediately. 

So, i n our view, the c o a l seam gas w i l l 

c o n t i n u e to flow, and the New Mexico p r o d u c e r s 

w i l l have more than enough p i p e l i n e c a p a c i t y to 

d e l i v e r t h e i r gas to the markets. 
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Q. I s t h e r e a n y t h i n g f u r t h e r you wish to 

add to your t e s t i m o n y at t h i s time? 

A . No . 

MR. STOVALL: Mr. Chairman, I have 

marked the e x h i b i t s i n the order shown by Mr. 

M e r r e t t as E x h i b i t s 1 through 8 on my c o p i e s . I 

don't t h i n k they've been marked on your 

i n d i v i d u a l c o p i e s . And I ' d move the a d m i s s i o n of 

those e x h i b i t s at t h i s time. 

CHAIRMAN LeMAY: Without o b j e c t i o n , 

E x h i b i t s 1 through 8 w i l l be admitted i n t o the 

r e c o r d . 

Are t h e r e a d d i t i o n a l q u e s t i o n s of the 

w i t n e s s ? 

Mr. K e l l a h i n . 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. M e r r e t t , a p o i n t of c l a r i f i c a t i o n , 

s i r , have you as p a r t of your d u t i e s made an 

assessment f o r t h i s proposed -- f o r the 

r e a s o n a b l e market demand f o r any of the 

i n d i v i d u a l p r o r a t e d p o o l s i n New Mexico f o r the 

next p r o r a t i o n p e r i o d ? 

A. No, we have not. 

MR. KELLAHIN: Thank you. 
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CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

of the w i t n e s s ? 

Commissioner C a r l s o n . 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Ron, have you looked a t -- they 

extended t h a t tax c r e d i t now to t i g h t sands gas 

a g a i n . Have you looked at t h a t i n the same way 

you've looked at c o a l seam as f a r as the 

p r o d u c t i o n from q u a l i f y i n g w e l l s on t i g h t sands? 

A. No. We haven't done any d e t a i l e d 

a n a l y s i s of t i g h t sands, no. 

CHAIRMAN LeMAY: Commissioner Weiss. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. What i s the e x c e s s c a p a c i t y of the 

p i p e l i n e s now? 

A. Hard to say because t h e y ' r e s t i l l i n a 

s t a t e of development. I t ' s my f e e l i n g we 

probably have at the moment probably h a l f a Bcf a 

day s u r p l u s out of the San Juan B a s i n . But as 

more w e l l s come on, t h a t would be used up. But 

then t h e r e ' s more p i p e l i n e c a p a c i t y being brought 

i n , so i t ' s v e r y hard to say t h a t . But t h e r e i s 

s u r f a c e c a p a c i t y i n a f a i r l y s u b s t a n t i a l amount. 
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COMMISSIONER WEISS: T h a t ' s a l l . Thank 

you . 

CHAIRMAN LeMAY: Mr. M e r r e t t , j u s t one 

quest i o n . 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. Do you expect any i n c r e a s e i n demand, 

e s p e c i a l l y i n the C a l i f o r n i a market, over t h i s 

p r o r a t i o n p e r i o d ? EOR market, w i l l t h a t be an 

i n c r e m e n t a l market f o r New Mexico p r o d u c e r s ? 

A. Yes, i t i s up to perhaps about four or 

f i v e hundred m i l l i o n a day. There i s a 

c o n v e r s i o n of crude o i l b u r n i n g to n a t u r a l gas 

burni n g i n the EOR market. But p a r t of t h a t i s 

taken up by s u p p l i e s from Wyoming coming down the 

new Kern R i v e r p i p e l i n e , which has j u s t been 

opened. So i t ' s hard to t e l l whether t h a t w i l l 

impact New Mexico's p r o d u c e r s , because t h e r e a r e 

oth e r producing a r e a s now a v a i l a b l e to the 

C a l i f o r n i a market. 

Demand i n C a l i f o r n i a i s expected to be 

r e l a t i v e l y f l a t t h i s y e a r . Of c o u r s e , you can 

never t e l l what's going to happen w i t h n u c l e a r 

power p l a n t s , which have a v e r y b i g impact on the 

p r o d u c t i o n of e l e c t r i c i t y . 
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And a l s o we s t i l l don't know whether 

the h y d r o - o p e r a t i o n s i n C a l i f o r n i a S i e r r a s and 

the Northwest w i l l be producing s i g n i f i c a n t 

amounts of low- c o s t e l e c t r i c i t y . Those a r e 

always unknowns. But a l l the f o r e c a s t e r s seem to 

p r e d i c t a f a i r l y f l a t market demand f o r t h i s 

p e r i o d . 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s ? 

MR. STOVALL: Mr. Chairman, I would 

l i k e to ask one f o l l o w - u p to Commissioner 

C a r l s o n ' s . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. With r e s p e c t to the t i g h t sands gas, 

the f i r s t q u e s t i o n i s : Do you have knowledge of 

whether or not any of the a r e a s which have been 

d e s i g n a t e d f o r t i g h t sands and which are e l i g i b l e 

f o r the c r e d i t a r e w i t h i n any of the p r o r a t e d gas 

p o o l s ? 

A. I do not know t h a t . 

Q. Would you a n t i c i p a t e then, as a g e n e r a l 

q u e s t i o n , t h a t would the advantages and the 

c o n c l u s i o n s you've reached w i t h r e s p e c t to the 

c o n t i n u i n g p r o d u c t i o n of c o a l seam apply to those 
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g a s e s because of the economic b e n e f i t s of the tax 

c r e d i t ? Would i t put i t on a c o m p e t i t i v e f o o t i n g 

w i t h the c o a l - g a s ? 

A. There may be people i n the audience 

t h a t a r e b e t t e r q u a l i f i e d to answer t h a t q u e s t i o n 

than me. I t h i n k t h e r e a r e c e r t a i n l y some 

b e n e f i t s to be had from the t i g h t sands gas 

c r e d i t . But j u s t how t h a t w i l l impact the 

p r o d u c e r s , I r e a l l y don't know. 

MR. STOVALL: I have n o t h i n g f u r t h e r 

then . 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s ? 

Thank you, Mr. M e r r e t t . You may be 

excused. 

C a l l your next w i t n e s s , Mr. S t o v a l l . 

MR. STOVALL: Mr. VanRyan. 

LARRY VanRYAN 

Having been duly 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 : 

EXAMINATION 

BY MR. STOVALL: 

Q. Would you, p l e a s e , s t a t e your name and 

p l a c e of r e s i d e n c e . 

A. My name i s L a r r y VanRyan, and I 

c u r r e n t l y t e m p o r a r i l y r e s i d e i n Santa Fe. I'm 

RODRIGUEZ-VESTAL REPORTING 
/ fine; \ Qpn-i^-ro 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

15 

16 

1 7 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

23 

i n the p r o c e s s of moving he r e . 

Q. And how a r e you employed, Mr. VanRyan? 

A. I'm employed as the C h i e f Petroleum 

E n g i n e e r f o r the O i l C o n s e r v a t i o n D i v i s i o n f o r 

the S t a t e of New Mexico. 

Q. How long have you been so employed? 

A. S i n c e the f i r s t of F e b r u a r y . 

Q. And what were you -- what was your 

employment e x p e r i e n c e p r i o r to t h a t time? 

A. W e l l , I have a petroleum e n g i n e e r i n g 

degree, which I o b t a i n e d i n 1962. And s i n c e t h a t 

time I ' v e worked f o r Standard O i l of C a l i f o r n i a , 

f o r E l Paso N a t u r a l Gas Company, f o r Northwest 

E x p l o r a t i o n Company, Southland R o y a l t y Company, 

and of r e c e n t e x p e r i e n c e , I ' v e been a c o n s u l t a n t 

i n the San Juan B a s i n . 

Q. And where has most of your e x p e r i e n c e 

been? Has i t been i n New Mexico or has i t 

been — 

A. S i n c e 1967 the m a j o r i t y of my 

e x p e r i e n c e has been i n New Mexico. 

Q. And i n your c u r r e n t c a p a c i t y as C h i e f 

E n g i n e e r f o r the O i l C o n s e r v a t i o n D i v i s i o n , have 

you had the o p p o r t u n i t y to become f a m i l i a r w i t h 

the a l l o w a b l e system as i t i s c u r r e n t l y 
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implemented today? 

A. Yes, I have. 

Q. And a r e you prep a r e d to p r e s e n t 

t e s t i m o n y and make p r e l i m i n a r y recommendations 

w i t h r e s p e c t to a l l o w a b l e s i n the -- a c t u a l l y , 17 

p r o r a t e d gas po o l s i n the S t a t e of New Mexico? 

A. Yes. 

Q. Have you prepared e x h i b i t s which 

p r e s e n t those p r e l i m i n a r y recommendations? 

A . Yes, I have. 

MR. STOVALL: I move the q u a l i f i c a t i o n s 

of Mr. VanRyan as an e x p e r t petroleum e n g i n e e r i n 

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

CHAIRMAN LeMAY: Mr. VanRyan i s so 

q u a l i f i e d . 

Q. Mr. VanRyan, would you b r i e f l y j u s t 

summarize the purpose of your testimony and the 

purpose of t h i s h e a r i n g and what the D i v i s i o n i s 

p r e s e n t i n g and recommending today i n g e n e r a l 

terms? 

A. W e l l , i n g e n e r a l , we're recommending 

the a l l o w a b l e s t h a t w i l l be a s s i g n e d to the 

p r o r a t e d p o o l s i n the s t a t e , both i n the 

northwest p o r t i o n of the s t a t e and the s o u t h e a s t 

p o r t i o n of the s t a t e . And we a r e doing t h i s on a 
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six-month b a s i s , which has been i n e f f e c t now, I 

b e l i e v e , f o r a s h o r t p e r i o d , a r e l a t i v e l y s h o r t 

p e r i o d of time. 

We're t r y i n g to s e t up an a l l o w a b l e on 

a six-month b a s i s so t h a t w i l l a l l o w people a 

l i t t l e more f l e x i b i l i t y i n o b t a i n i n g market and 

a l s o i n prod u c i n g t h e i r w e l l s . 

What we have done to s e t t h e s e up i s we 

have used p a s t h i s t o r i e s of p r o d u c t i o n from the 

p r o r a t e d p o o l s . We've used the same p e r i o d of 

time i n 1991, from A p r i l through September, to 

e s t a b l i s h what the pool s a l e s were. 

We've a l s o used the ma r g i n a l pool 

a l l o w a b l e s d u r i n g those p e r i o d s of time or 

ma r g i n a l p r o d u c t i o n d u r i n g the same p e r i o d s of 

time to a r r i v e a t a v a l u e of p r o d u c t i o n f o r the 

non-marginal w e l l s , and those a r e the p r o r a t e d 

w e l l s i n the p r o r a t e d p o o l s . We've done t h i s f o r 

both the northwest and the s o u t h e a s t p a r t of the 

s t a t e . 

Q. And the p e r i o d f o r which the order 

coming out of t h i s h e a r i n g w i l l be a p p l i c a b l e i s 

A p r i l 92 through September 92; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . And t h a t ' s the same 

p e r i o d of time. We're t r y i n g to be c o n s i s t e n t 
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with what Mr. Merrett showed as far as the 

periods where production i s a l i t t l e b i t lower 

than i t i s i n the winter months, sometimes 

s u b s t a n t i a l l y lower. 

Q. Now, I think you've t e s t i f i e d that you 

have prepared some recommendations in the form of 

e x h i b i t s . I s the D i v i s i o n advocating these as 

allowables to be set for the prorated pools? 

A. These are j u s t g u i d e l i n e s which we are 

t r y i n g to e s t a b l i s h . And one of the reasons for 

t h i s hearing today i s i f anybody e l s e has any 

information to bring to l i g h t to help us to 

e s t a b l i s h these allowables, t h a t ' s why we're 

here, to obtain that information. 

We don't always know what's going on in 

the f i e l d , as f a r as gas marketing, or as far as 

working in the pools themselves, which may 

in c r e a s e the d e l i v e r a b i l i t y of the w e l l s . 

Q. L e t ' s turn to your s p e c i f i c 

recommendations and f i r s t turn to the southeast 

portion of the s t a t e . Would you go to E x h i b i t A 

and summarize the manner in which the information 

i s presented, that i s , l e t ' s , for example, pick 

any one of the f i e l d s and j u s t go through i t l i n e 

by l i n e and e x p l a i n how the e x h i b i t gets from the 
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top to the bottom. 

A. Okay. As I mentioned, l i n e 1 on 

E x h i b i t A, i s the average monthly s a l e s for the 

pools for the period A p r i l 91 through September 

of 91. Next, we have a l i n e i n there for 

nominations, and t h a t ' s one of things that w e ' l l 

be taking up today. 

Third i s adjustments that we f e e l from 

what knowledge we have that should be added to 

the production from the pools. Those are added 

to the average production for the 91 period to 

give us what we're recommending as a monthly pool 

allowable for the 1992 period that we're 

d i s c u s s i n g here. 

The f i f t h l i n e i s the h i s t o r i c a l 

production for the marginal w e l l s i n these pools 

for the period A p r i l 91 through September 91. I 

might mention now, t h i s i s a l i t t l e b i t of a 

change from what we have sent out when we sent 

out the notice for t h i s hearing. 

We f e e l a l i t t l e more comfortable with 

using the production from A p r i l 91 through 

September 91. What we had sent out to everybody 

was October through December of 91, not being 

quite equivalent to the seasonal demands that 
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we've seen e a r l i e r . 

By s u b t r a c t i n g l i n e 5 from l i n e 4, we 

come up with the production for the non-marginal 

w e l l s i n these pools. Line 7 i s the number of 

non-marginal acreage f a c t o r s for the pools. And 

l i n e 8 i s simply l i n e 6 divided by l i n e 7. 

Q. Line 8 i s r e a l l y the bottom l i n e , i f 

you w i l l , the allowable for an acreage f a c t o r of 

1 i s what you're recommending then? 

A. Yes, t h a t ' s c o r r e c t . For an acreage 

fa c t o r of 1, that' s what would be allowable for 

that p r o r a t i o n u n i t . 

Q. Now, i f I'm not mistaken, i f I look at 

t h i s e x h i b i t , a l l items, except for l i n e s 2, in 

which there i s no nominations at t h i s time, and 

l i n e 3, are a c t u a l l y s t a t i s t i c a l l y - or 

mathematically-derived numbers; i s that c o r r e c t ? 

A. Yes, they're past h i s t o r y . 

Q. And l i n e 3, then, i s adjustments which 

the D i v i s i o n has proposed, and i n a l l cases they 

are p o s i t i v e or increased adjustments to pool 

allowables, i s that r i g h t , i n the pools where 

there has been an adjustment? 

A. Yes, t h a t ' s c o r r e c t . 

Q. Would you c h a r a c t e r i z e these 
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adjustments as being s c i e n t i f i c a l l y - d e r i v e d or 

estimated adjustments based on some 

n o n - s c i e n t i f i c f a c t o r s , i f you w i l l ? 

A. They are not s c i e n t i f i c a l l y - d e r i v e d . 

These are estimates of what we f e e l are needed in 

these pools to give them a f a i r allowable. In 

some cases they are to bring us in l i n e with the 

acreage f a c t o r at the bottom that we have had 

h i s t o r i c a l l y or to bring us i n l i n e in c e r t a i n 

pools where we have a minimum allowable. 

Q. And you would hope today that industry 

w i l l present some items to plug in to l i n e 2 or 

l i n e 3 that would help get something t h a t ' s at 

l e a s t r e a l i s t i c in view of the industry? 

A. Yes. This i s the whole purpose of t h i s 

meeting -- or one of the purposes i s to have 

these people have some input into t h i s to help us 

make our d e c i s i o n . 

Q. L e t ' s turn now to the northwest in 

E x h i b i t B. And that e x h i b i t i s s t r u c t u r e d 

s l i g h t l y d i f f e r e n t l y because of the c a l c u l a t i o n 

mechanism in the northwest; i s that not c o r r e c t ? 

A. Yes, for e s t a b l i s h i n g the allowables in 

the northwest part of the s t a t e , d e l i v e r a b i l i t y 

i s a f a c t o r , where i t i s not a fa c t o r i n the 
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s o u t h e a s t p a r t of the s t a t e . 

Q. And where does t h a t show up? Rather 

than go through the whole e x h i b i t and r e s t a t e 

e v e r y t h i n g l i n e by l i n e , where does t h a t show 

up? And e x p l a i n the d i f f e r e n c e s , i f you would. 

A. W e l l , i n l i n e 8, we have a f i g u r e 

t h e r e , i t ' s c a l l e d the acreage f a c t o r t imes the 

d e l i v e r a b i l i t y f a c t o r . That f a c t o r then i s used 

to c a l c u l a t e l i n e 10. And l i n e 10 i s t h a t f i g u r e 

which i s determined by u s i n g d e l i v e r a b i l i t y , 

where we do not use d e l i v e r a b i l i t y i n the 

s o u t h e a s t p a r t of the s t a t e . 

T h e r e ' s a d d i t i o n a l f i g u r e s t h a t go i n t o 

t h e s e . The non-marginal p r o d u c t i o n i s a l l o c a t e d 

e i t h e r on a 25-75 p e r c e n t s p l i t or on 60-40 

p e r c e n t s p l i t , depending on acreage and 

d e l i v e r a b i l i t y . So i t g e t s q u i t e a b i t more 

c o m p l i c a t e d i n the northwest p a r t of the s t a t e . 

Q. I n other words, i f you look a t the 

s o u t h e a s t , E x h i b i t A, i f you take the l i n e 8, i f 

you've got a w e l l w i t h an ac r e a g e f a c t o r of 1 i n 

i t s p r o r a t i o n u n i t , the gas p r o r a t i o n u n i t , 

t h a t ' s e s s e n t i a l l y the a l l o w a b l e f o r t h a t w e l l ; 

i s t h a t c o r r e c t ? 

A. That i t i s the monthly a l l o w a b l e f o r 
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t h a t we 11. 

Q. And i f i t ' s a n y t h i n g l e s s than or more 

than 1, you j u s t m u l t i p l y i t and get t h a t 

a l l o w a b l e f o r a monthly a l l o w a b l e ? 

A. T h a t ' s c o r r e c t . 

Q. But i t ' s not q u i t e such a s i m p l e 

formula f o r the northwest and you have to look at 

the f o r m u l a s and do a l i t t l e b i t more complex 

mathematical a n a l y s i s to get the a c t u a l a l l o w a b l e 

f o r a s p e c i f i c p r o r a t i o n u n i t i n the northwest; 

i s t h a t c o r r e c t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And i t ' s not p o s s i b l e to do i t because 

d e l i v e r a b i l i t y f a c t o r s a r e d i f f e r e n t f o r each 

p r o r a t i o n u n i t ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. Do you have a n y t h i n g f u r t h e r you wis h 

to add to your testimony about t h e s e e x h i b i t s or 

the D i v i s i o n ' s p r e l i m i n a r y recommendations? 

A. No. I b e l i e v e we've covered 

e v e r y t h i n g . 

MR. STOVALL: I have no f u r t h e r 

q u e s t i o n s of t h i s w i t n e s s , and I move the 

a d m i s s i o n of E x h i b i t s A and B i n t h i s c a s e . 

CHAIRMAN LeMAY: Without o b j e c t i o n , 
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E x h i b i t s A and B w i l l be admitted i n t o the 

r e c o r d . 

Q u e s t i o n s of the w i t n e s s ? 

Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. VanRyan, I'm i n t e r e s t e d i n the 

poo l s i n s o u t h e a s t e r n New Mexico. For example, 

i f w e ' l l f o c us on the B l i n e b r y P o o l , l e t me ask 

you some q u e s t i o n s about the a n a l y s i s the 

D i v i s i o n has undertaken to d e r i v e the g u i d e l i n e s 

t h a t a r e p r e s e n t e d today. 

For l i n e 1, the average monthly pool 

s a l e s , how i s t h a t number gene r a t e d ? 

A. That was g e n e r a t e d by summing up the 

monthly s a l e s as r e p o r t e d by the D i v i s i o n f o r the 

p e r i o d A p r i l through September 91. 

Q. I f you're going to get t h a t number o f f 

the C - l l l ' s , the gas p u r c h a s e r r e p o r t s ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And they would not come o f f the C-115, 

o p e r a t o r p r o d u c t i o n r e p o r t s ? 

A. No. They're from the C - l l l ' s . 
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Q. What p r o g r e s s has the D i v i s i o n made 

w i t h r e c o n c i l i n g any d i s c r e p a n c i e s between what 

the o p e r a t o r r e p o r t s as p r o d u c t i o n from h i s w e l l s 

v e r s u s what i s shown on the s a l e s r e p o r t ? 

A. I n my c u r r e n t time i n the Commission, 

I ' v e not looked at t h a t but, I know i n the p a s t 

i n the r e c o r d s , t h e r e have been s e v e r a l people 

look a t t h a t . And I don't know t h a t we have 

a r r i v e d at a g i v e n f i g u r e which we say i s 

c o r r e c t . 

We're c u r r e n t l y i n a s t a t e of f l u x of 

t r y i n g to a d j u s t our computer programs and to 

a l s o e v e n t u a l l y a d j u s t what p r o d u c t i o n r e p o r t 

method we're going to use f o r the a l l o w a b l e s . 

Q. Do you have w i t h you a copy of the 

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

s e n t out i n the docket? 

A. Yes, I do. 

Q. I ' d l i k e to have you h e l p me understand 

some of the p r i n c i p a l changes between the one 

t h a t went out i n the docket and the r e v i s e d 

g u i d e l i n e s t h a t you've p r e s e n t e d t h i s morning. 

Again, l e t ' s f o c u s on the B l i n e b r y q u i c k l y . 

There i s a s m a l l change i n the a c r e a g e f a c t o r f o r 

the B l i n e b r y ? 
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A . Yes, t h e r e i s . 

Q. And when you look at l i n e 5, the 

monthly m a r g i n a l pool a l l o w a b l e , does t h a t equate 

to the m a r g i n a l pool s a l e s f o r t h a t p e r i o d ? 

A. Yes. For the p e r i o d of A p r i l -- the 

E x h i b i t A i s f o r the p e r i o d of A p r i l 91 through 

September of 91. On the p r e l i m i n a r y t h a t we've 

s e n t out, t h a t was f o r the p e r i o d October of 91 

through December of 91. 

Q. Looking at l i n e 5 and then changing the 

acreage f a c t o r the non-marginal w e l l s i n l i n e 7, 

ar e those the two p r i n c i p a l changes between the 

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

f o r t h a t pool? 

A. Yes, they a r e . 

Q. L e t ' s t u r n to the C a t c l a w Draw Morrow 

fo r me. Again, t h e r e ' s a change i n the acreage 

f a c t o r . The o r i g i n a l p r e l i m i n a r y a l l o w a b l e t h a t 

went out w i t h the docket had a 2.99 acreage 

f a c t o r ; i t ' s been reduced to 2? 

A. Y e s . 

Q. Have you v e r i f i e d the r e l i a b i l i t y of 

the No. 2 as the acr e a g e f a c t o r t h a t s h o u l d be 

u t i l i z e d ? 

A. S i n c e we s e n t out the o r i g i n a l , the 
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p r e l i m i n a r y i n f o r m a t i o n , we have looked a t t h a t 

pool because t h e r e was a q u e s t i o n about the 

a c t u a l a c r e a g e f a c t o r f o r the non-marginal 

w e l l s . I'm not e x a c t l y s u r e t h a t 2 i s c o r r e c t 

now. I f e e l we may onl y have one p r o r a t e d w e l l 

i n t h a t p o o l . We're i n the p r o c e s s of t r y i n g to 

l i n e t h a t out and come up w i t h the c o r r e c t 

f a c t o r . 

Q. When you look a t row or l i n e 8 f o r 

Ca t c l a w Draw, the o r i g i n a l s c h e d u l e had 90,000 

Mcf, the r e v i s e d s c h e d u l e drops i t down to 75,000 

Mcf? 

A. Yes. 

Q. Show me how t h a t changed, what c a u s e s 

t h a t change. 

A. I n the o r i g i n a l t h a t we had sent out, 

we had i n c l u d e d an adjustment under l i n e 3 of 

242,000-plus to add up to a t o t a l of pool 

a l l o w a b l e of 421,900. I n the E x h i b i t A, we d i d 

not add t h a t much i n t o the pool . And what we 

were t r y i n g to do i n t h i s c a s e was to a r r i v e at 

an a c r e a g e f a c t o r a l l o w a b l e of 75,000, which was 

what had been a s s i g n e d to t h a t pool i n the 

p r e v i o u s p r o r a t i o n p e r i o d , the one we're under 

r i g h t now. 
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Q. There a r e some p o o l s f o r which you have 

not y e t a s s i g n e d an adjustment f a c t o r i n l i n e 3. 

A. Yes. Yes. To the b e s t -- i n those 

p o o l s , we d i d n ' t have any knowledge t h a t would 

make us want to make a change, but we a r e open 

f o r l i n e 2 to a c c e p t recommendations or 

nominations from other people. 

Q. And the f a c t t h a t f o r the C a t c l a w Draw 

we see an adjustment f a c t o r i n l i n e 3, t h a t does 

not p r e c l u d e f u r t h e r a d j u s t m e n t s i n t h a t number 

based upon o p e r a t o r e v i d e n c e , do they? 

A. No. T h a t ' s c o r r e c t . 

Q. L e t me t u r n to the I n d i a n B a s i n Upper 

Penn P o o l . Scanning through the two 

s p r e a d s h e e t s , the o r i g i n a l v e r s u s the r e v i s e d , 

t h e r e i s o b v i o u s l y a s u b s t a n t i a l change i n the 

a c r e a g e f a c t o r . How c o m f o r t a b l e a r e you t h a t the 

6.49 i s the c o r r e c t a c r e a g e f a c t o r to apply f o r 

the non-marginal w e l l s ? 

A. I t ' s more a c c u r a t e than the 3.49. That 

was s i m p l y an e r r o r when we s e n t t h a t out. 

Q. I t appears to me t h a t the other major 

adjustment i n the Upper Penn i s t h a t you have 

r e c o g n i z e d the downtime on the Marathon gas p l a n t 

i n coming up w i t h the e n t r y f o r the monthly 
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s a l e s , I t h i n k i t i s ? 

A. Yes, t h a t ' s c o r r e c t . And l i n e 1, we 

d i d not use the f u l l six-month p e r i o d because we 

found out t h a t the p l a n t was shut down f o r 12 

days i n September. So we have a f o o t n o t e t h e r e 

t h a t i s a c t u a l l y f o r a five-month p e r i o d , 

e x c l u d i n g September. 

Q. So i f I'm l o o k i n g at the o r i g i n a l 

g u i d e l i n e v e r s u s the r e v i s e d e x h i b i t today, the 

two major changes t h a t cause l i n e 8 to i n c r e a s e 

a r e the a c r e a g e f a c t o r and the r e c a l c u l a t i o n of 

the average s a l e s , r e c o g n i z i n g the downtime i n 

the Marathon gas p l a n t ? 

A. Those a r e the major f a c t o r s along w i t h 

the f a c t o r t h a t l i n e 5 i s a s m a l l e r f a c t o r a l s o . 

And t h i s i s one of the r e a s o n s t h a t we went to 

u s i n g the m a r g i n a l pool a l l o w a b l e f o r the same 

p e r i o d of time i s to take another p e r i o d of 

t ime . 

MR. KELLAHIN: Okay. Thank you, s i r . 

CHAIRMAN LeMAY: Thank you, Mr. 

K e l l a h i n . 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 

Mr . C a r r . 

EXAMINATION 
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BY MR. CARR: 

Q. Mr. VanRyan, j u s t to be su r e I 

un d e r s t a n d the E x h i b i t B as i t r e l a t e s to the 

g u i d e l i n e s t h a t were a t t a c h e d to the n o t i c e of 

t h i s h e a r i n g , i f we look at the i n f o r m a t i o n f o r 

the p o o l s i n the San Juan B a s i n , i f I go to 

column No. 6 i n both of t h e s e e x h i b i t s , t h a t i s 

the monthly pool a l l o w a b l e ; c o r r e c t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And i f we go over and look a t the 

Blanco Mesa Verde Pool , the g u i d e l i n e had 

recommended an i n i t i a l recommendation of 4.8 

Bcf; i s t h a t what t h a t number i s ? 

A. Yes, t h a t i s c o r r e c t . 

Q. I n the e x h i b i t t h a t you have o f f e r e d 

today, t h a t number has been i n c r e a s e d to 6.9 B c f ? 

A. Yes. 

Q. So we're l o o k i n g a t j u s t between the 

n o t i c e of t h i s h e a r i n g and what we're l o o k i n g at 

today of 2 Bcf i n c r e a s e i n t h a t pool a l o n e ? 

A. T h a t ' s c o r r e c t . 

Q. J u s t to be s u r e I'm r e a d i n g t h i s 

c o r r e c t l y . 

A. Yes. 

CHAIRMAN LeMAY: Mr. P e a r c e . 
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MR. PEARCE: Thank you. 

EXAMINATION 

BY MR. PEARCE: 

Q. Mr. VanRyan, I have a couple of 

questions that I want to ask to make sure I 

understand, and then I have a p h i l o s o p h i c a l 

question to run at you, I think. I f you'd look 

at the today's e x h i b i t for the pools i n northwest 

New Mexico --

A. Uh-huh. 

Q. — for prorated pools, in the previous 

preliminary, there was an adjustment i n the Basin 

Dakota Pool, was there not? 

A. Yes, there was. 

Q. And that was not repeated in the 

e x h i b i t you're using today? 

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

Q. I f we look in t h i s e x h i b i t at l i n e 

No. 4, monthly pool allowable A p r i l 92 through 

September of 92, that i s the allowable that you 

be l i e v e should be assigned; i s that c o r r e c t ? 

A. Yes. 

Q. And I notice that there i s a 

s i g n i f i c a n t d i f f e r e n c e between that number on the 

prelimin a r y and the number that you're using 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

1 5 

16 

17 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

40 

today. See t h a t d i f f e r e n c e 6.9 to 5.8? 

A. Yes. And t h a t has to r e l a t e to the 

f a c t t h e r e ' s no adjustment i n E x h i b i t B where 

t h e r e was adjustment i n the p r e l i m i n a r y . 

Q. Now, we s o r t of get out of s p e c i f i c 

numbers. Did I u n d e r s t a n d you to say t h a t we're 

r e a l l y -- the number e x e r c i s e s r e a l l y p o i n t e d at 

the bottom l i n e ? 

A. I n t h i s p a r t i c u l a r c a s e i t ' s p o i n t e d at 

the bottom two l i n e s f o r the northwest p a r t of 

the s t a t e . 

Q. And how d i d the D i v i s i o n d e c i d e what i t 

b e l i e v e d was the a p p r o p r i a t e numbers to put i n 

those two l i n e s ? 

A. I n t h i s p a r t i c u l a r c a s e the 

p r e l i m i n a r y , we were t r y i n g to a r r i v e a t some 

a p p r o p r i a t e f i g u r e s t h e r e . I n the E x h i b i t B 

p r e p a r e d f o r today, we went back and by changing 

what we looked a t as f a r as the m a r g i n a l 

p r o d u c t i o n f o r t h e s e s p e c i f i c p o o ls from A p r i l 91 

through September 91, as opposed to the 

p r e l i m i n a r y which had October 91 through December 

of 91, we came up w i t h a more r e a l i s t i c f i g u r e 

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

The e f f e c t t h a t had, then, was without 
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i n c r e a s i n g the t o t a l pool allowable, we were 

i n c r e a s i n g the non-marginal w e l l allowable in 

these pools and coming to the same f i g u r e . We 

f e e l we're much more accurate now than we were 

when we were using the other f i g u r e . 

The problem with using October to 

December, as Mr. Merrett showed you, that's the 

high demand months for n a t u r a l gas for the San 

Juan Basin. And during that period of time, the 

l i n e pressure i s much lower so the w e l l s produce 

much b e t t e r , p a r t i c u l a r l y the marginal w e l l s 

which are the poorer w e l l s . 

So by changing the marginal pool 

allowable, what the w e l l s w i l l produce, we f e e l 

we're much more accurate now, and we don't have 

to make those adjustments. 

Q. And the 5.41 AD fa c t o r shown on the 

bottom l i n e , which had been 4.9 --

A. Yes. 

Q. -- t e l l me again why you b e l i e v e 5.41 

i s the appropriate number? 

A. This matches the h i s t o r y of the pool. 

Q. I'm sor ry . 

A. And I f e e l much more comfortable using 

n a t u r a l production and a l o t l e s s adjustments i f 
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we can to a r r i v e at a b a s i s f o r t h i s . And t h a t ' s 

why we went to t h i s i s to have l e s s a d j u s t m e n t s . 

Q. Do you happen to know what the AD 

f a c t o r f o r the B a s i n Dakota Pool f o r the l a s t 

six-month p r o r a t i o n p e r i o d was? 

A. I don't have t h a t f i g u r e w i t h me. I 

c a n ' t r e c a l 1 . 

Q. S i m i l a r l y , you don't have the number 

w i t h you of what the acreage f a c t o r was i n t h a t 

p r e v i o u s six-month p e r i o d ? 

A. No, I don't. We've not been comparing 

t h e s e f o r the same problem t h a t we've not been 

comparing A p r i l through September f i g u r e s w i t h 

the March -- w i t h the o t h e r f i g u r e s , the October 

through March f i g u r e s . 

Q. I n both your t e s t i m o n y and the 

te s t i m o n y of Mr. M e r r e t t , you've mentioned demand 

d u r i n g the summer seaso n as being lower. And you 

mentioned e a r l i e r t h a t t h e r e was a change i n 

g a t h e r i n g l i n e p r e s s u r e , I b e l i e v e , which you 

t h i n k accounted f o r , i n p a r t a t l e a s t , the lower 

m a r g i n a l p r o d u c t i o n i n the summer months; i s t h a t 

c o r r e c t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. Are you aware, i f t h e r e i s some 
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s t r a t e g i c m a r k eting d e c i s i o n - m a k i n g going on i n 

the b a s i n , of p r o d u c e r s i n t e n t i o n a l l y h o l d i n g gas 

o f f of the market i n the summer? 

A. I have read some newspaper a r t i c l e s 

t h a t r e f e r to t h a t , but do I know s p e c i f i c a l l y 

and f o r a hard f a c t ? No, I don't. 

Q. Do you know i f t h e r e a r e w e l l s i n the 

B a s i n Dakota which a r e p r e s e n t l y c o n s t r a i n e d 

because of a l l o w a b l e s , s h u t - i n ? 

A. From the p r o d u c t i o n , the p r o r a t i o n 

p r o d u c t i o n f i g u r e s , I do know of some w e l l s t h a t 

a r e overproduced, so they would be r e s t r a i n e d or 

co u l d be r e s t r a i n e d . 

MR. PEARCE: A l l r i g h t . Thank you, 

s i r . I don't have a n y t h i n g e l s e . Thank you. 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

of the w i t n e s s ? 

Commissioner C a r l s o n . 

COMMISSIONER CARLSON: No q u e s t i o n s . 

CHAIRMAN LeMAY: Commissioner Weiss. 

COMMISSIONER WEISS: Yes. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. You're probably the wrong man to ask, 

but how a r e t h e s e c o m p l e x i t i e s t h a t a r e seen i n 
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the northwest p r o r a t i o n s c h e d u l e , how a r e they 

a r r i v e d a t ? They're d i f f e r e n t from the 

s o u t h e a s t . 

A. They're q u i t e a b i t d i f f e r e n t . I n the 

e a r l y days of the f i e l d up t h e r e , i t was dec i d e d 

t h a t the d e l i v e r a b i l i t y or the c a p a b i l i t y of the 

w e l l to produce s h o u l d be c o n s i d e r e d i n t o the 

a l l o w a b l e f o r those w e l l s . 

Q. Who dec i d e d t h a t ? 

A. I t was an e a r l y r u l e of the O i l 

C o n s e r v a t i o n D i v i s i o n . 

COMMISSIONER WEISS: No more 

q u e s t i o n s . Thank you. 

CHAIRMAN LeMAY: Anything e l s e of the 

w i t n e s s ? I f not, he may be excused. 

Thank you, Mr. VanRyan. 

Mr. S t o v a l l , does t h a t conclude your --

MR. STOVALL: That completes my c a s e . 

I have n o t h i n g f u r t h e r , Mr. Chairman. 

CHAIRMAN LeMAY: Mr. K e l l a h i n . 

MR. KELLAHIN: Yes, s i r . Thank you. 

Mr. Chairman, I ' d l i k e to d e a l w i t h the 

Ca t c l a w Draw Pool f i r s t . And a t t h i s time, c a l l 

Mr. K e v i n O'Connell, petroleum e n g i n e e r w i t h 

Hallwood Petroleum, I n c . 
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KEVIN O'CONNELL 

H a v i n g been 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 : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. O ' C o n n e l l , w o u l d y o u , 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 . 

A. My name i s K e v i n E. O ' C o n n e l l . I'm a 

p e t r o l e u m e n g i n e e r and d r i l l i n g and p r o d u c t i o n 

s u p e r v i s o r f o r H a l l w o o d P e t r o l e u m i n t h e w e s t e r n 

d i s t r i c t . 

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

e x p e r t w i t n e s s b e f o r e t h e O i l C o n s e r v a t i o n 

Commission on a l l o w a b l e h e a r i n g s ? 

A. Yes, s i r , I have. 

Q. Are you f a m i l i a r w i t h t h e OCD 

p r e l i m i n a r y a l l o w a b l e s f o r t h e e x p i r a t i o n p e r i o d 

f o r t h e C a t c l a w Draw Morrow P o o l ? 

A. Yes. 

Q. I n a d d i t i o n , have you seen t h e 

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

t h e y have s u b m i t t e d t o t h e Commission t h i s 

m o r n i n g ? 

A. Yes, s i r . 

Q. Based upon y o u r s t u d y o f a l l t h a t 
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i n f o r m a t i o n and your background f a m i l i a r i t y w i t h 

t h i s r e s e r v o i r , do you have recommendations and 

comments w i t h r e g a r d s to your pool and what ought 

to be done w i t h e s t a b l i s h i n g a l l o w a b l e s f o r t h a t 

p o ol? 

A. Yes, we do. 

MR. KELLAHIN: Mr. Chairman, I tender 

Mr. O'Connell as an e x p e r t w i t n e s s . 

CHAIRMAN LeMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

Q. L e t me d i r e c t your a t t e n t i o n , f i r s t of 

a l l , to the package of e x h i b i t s . And l o o k i n g at 

E x h i b i t No. 1, i s a c o l l e c t i o n of d i s p l a y s and 

summaries, and i f y o u ' l l t u r n to E x h i b i t 1, page 

1, would you i d e n t i f y and d e s c r i b e your 

c o n c l u s i o n s ? 

A. T h i s i s an e x h i b i t t h a t p e r t a i n s to the 

C a t c l a w Draw U n i t 1YN, No. 13 p r o r a t i o n u n i t . 

T h a t ' s a two-well p r o r a t i o n u n i t w i t h an acreage 

f a c t o r of 1. Going i n t o the p r e v i o u s p r o r a t i o n 

p e r i o d , which would be the w i n t e r p e r i o d , or 

October through March, t h i s w e l l was c l a s s i f i e d 

as a non-marginal w e l l . 

And our a n a l y s i s , we f e e l t h i s w e l l 

s h o u l d c u r r e n t l y be r e c l a s s i f i e d as i t meets a l l 
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the s t a t e r e q u i r e m e n t s f o r r e c l a s s i f i c a t i o n to 

the m a r g i n a l u n i t s t a t u s . 

Q. L e t me i n t e r r u p t you at t h i s p o i n t . 

When we look a t the p r e l i m i n a r y a l l o w a b l e 

s c h e d u l e the D i v i s i o n c i r c u l a t e d w i t h the docket, 

they had a non-marginal acreage f a c t o r of 2.99? 

A. Yes, s i r . 

Q. What t h r e e w e l l s i n the pool composed 

t h a t f a c t o r ? 

A. I'm not 100 p e r c e n t s u r e which w e l l s 

a r e i n t h e r e because t h e r e ' s been some 

d i s c r e p a n c y on which a r e or a r e n ' t or should or 

sho u l d not be the non-marginal. But I b e l i e v e i t 

c o n t a i n e d the C a t c l a w 13 and 1Y and the -- or i t 

should have c o n t a i n e d the Ca t c l a w 13 and 1Y and 

the C a t c l a w Draw No. 9. Those should have been 

the two non-marginal u n i t s i n t o the p r e v i o u s 

p e r i o d . 

There was an e r r o r on the s c h e d u l e . 

The C a t c l a w 9 shows an acreage of 2.00, which i s 

i n c o r r e c t . I t ' s a 640-acre u n i t , and i t sh o u l d 

be a 1.00. 

Q. Going i n t o the summer p r o r a t i o n p e r i o d , 

the r e v i s e d s c h e d u l e has dropped the acreage 

f a c t o r down to 2 a t t h i s p o i n t ? 
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A . C o r r e c t . 

Q. What does your study cause you to 

conclude s h o u l d be a p p r o p r i a t e acreage f a c t o r 

going i n t o the summer p r o r a t i o n p e r i o d ? 

A. We t h i n k i t sh o u l d d e c r e a s e down to 

1.00. And as Mr. VanRyan p o i n t e d out, he's not 

so s u r e but maybe t h a t i s the r i g h t number, 1.00, 

because t h e r e has been some d i s c r e p a n c y over the 

p a s t on what i s or i s not a non-marginal u n i t i n 

the f i e l d . 

Q. Based upon your study what would the 

w e l l be? I d e n t i f y the w e l l t h a t would be the 

non-marginal w e l l . 

A. I t would be the C a t c l a w Draw No. 9 

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

Q. Go ahead and c o n t i n u e , then, w i t h your 

summary c o n c l u s i o n s on page 1 of E x h i b i t 1. 

A. We j u s t went through the s t e p s , and the 

w e l l was l a s t i n a z e r o over-under s t a t u s i n 

A p r i l of 89. I t was s i g n i f i c a n t l y overproduced 

to about a q u a r t e r of a B c f . But s i n c e then i t ' s 

worked o f f a l l of i t s o v e r p r o d u c t i o n . 

T h i s p r o r a t i o n u n i t ' s p r o d u c t i o n i s now 

l e s s than the a s s i g n e d monthly a l l o w a b l e . I t has 

not made i t s monthly a l l o w a b l e i n , I b e l i e v e , 
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i t ' s e i g h t months. And now the u n i t i s c u r r e n t l y 

underproduced. And a l o t of t h i s i s due to the 

r e c e n t i n c r e a s e s i n the PI f a c t o r i n the f i e l d . 

Q. L e t ' s t u r n to page 2. Your d i s p l a y 

shows the OCD p r e l i m i n a r y a l l o w a b l e based upon 

the docket, does i t not? 

A. Yes, s i r . The p r e l i m i n a r y ? 

Q . Yes, s i r . 

A. Yes. 

Q. And as we go down the l i n e s of the 

d i s p l a y , you might g i v e us the number t h a t would 

f i t the r e v i s e d s c h e d u l e , and we can see the 

comparison between H a l l w o o d 1 s recommendation f o r 

a l l o w a b l e s and the OCD r e v i s e d g u i d e l i n e . 

A. Okay. 

Q. F i r s t of a l l , w i t h l i n e 1. 

A. W e l l , t h i s b a s i c a l l y , I ' v e j u s t 

e x t r a c t e d t h e s e columns, or l i n e 1 through 8, 

e x a c t l y as they a r e on the OCD s c h e d u l e . And 

I ' v e compared t h e i r p r e l i m i n a r y numbers to our 

numbers. 

The p r e l i m i n a r y number was 179,000 f o r 

average monthly pool s a l e s , 179,266. The r e v i s e d 

number from the OCD i s 187,858. We show -- and 

I ' v e got some f o l l o w i n g e x h i b i t s t h a t w i l l 
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support t h i s p r e t t y good — the a c t u a l p r o d u c t i o n 

f o r the l a s t summer p e r i o d , A p r i l through 

September, was up i n the 250,000-a-month range. 

Again, we're g e t t i n g i n t o a problem of 

do we use C - l l l ' s or C-115's? Our numbers, which 

a r e the bulk of the f i e l d ' s p r o d u c t i o n , a r e from 

C-115 d a t a , which i s r e p o r t e d d i r e c t l y to the 

OCD. And we a r e the f i r s t t r a n s p o r t e r on the 

m a j o r i t y of the w e l l s through the g a t h e r i n g 

system we o p e r a t e . 

Q. What a r e the o t h e r p r i n c i p a l changes i n 

the v a r i o u s components t h a t you want to 

s u b s e q u e n t l y a d d r e s s your d i s c u s s i o n ? 

A. W e l l , the main item i s l i n e 4, the 

t o t a l monthly -- or the monthly pool a l l o w a b l e 

f o r the p e r i o d . We were v e r y encouraged, b e f o r e 

I saw the r e v i s e d numbers t h i s morning, because 

the OCD had a number of 421,900, we a r r i v e d a t a 

number of j u s t under 429,000. 

We were w i t h i n 1.6 p e r c e n t on the 

numbers, which i s a p r e t t y good accomplishment. 

I t h i n k we're moving i n the r i g h t d i r e c t i o n , 

because t h i s f i e l d can and w i l l produce over 

400,000 a month r i g h t now. 

I'm a l i t t l e concerned to see the 
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monthly pool a l l o w a b l e on the r e v i s e d number back 

down to 297,103. As I say, I don't know where 

t h i s comes from e x a c t l y , but I t h i n k I can show 

t h a t the p r o d u c t i o n numbers should be h i g h e r . 

And then the only other major problem, 

or p a r t 2 of t h a t , i s whether we use 1 or 2 as 

the number of non-marginal a c r e a g e f a c t o r s . I f 

we go to 1, as i n our numbers, then i t s h i f t s . 

The m a r g i n a l pool p r o d u c t i o n has got to r i s e 

a c c o r d i n g l y , because i f you have a couple other 

u n i t s t h a t a r e r e c l a s s i f i e d , t h a t w i l l s h i f t t h a t 

product i o n . 

The o t h e r t h i n g I want to p o i n t out, 

Mr. VanRyan t h i s morning made a statement t h a t we 

were c u r r e n t l y under a 75,000 F l f a c t o r , and t h a t 

number i s a c t u a l l y 127,000 as r e s u l t of our 

November 14 r e h e a r i n g . So the way I understand 

i t , they were t r y i n g to s t a y at t h a t 75,000, and 

we're a c t u a l l y under 127,000. 

So y o u ' l l see — you know, i f you t r y 

to s t a y a t an F l of 127,000, where we're at now, 

then our number i s r e l a t i v e l y c l o s e to t h a t , of 

149,000. T h a t ' s the main p o i n t t h e r e . 

Q. A l l r i g h t . As p a r t of your study, have 

you made a d e t e r m i n a t i o n of the r e l a t i o n s h i p 
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between the market demand f o r pool p r o d u c t i o n , 

the d e l i v e r a b i l i t y of the w e l l s i n t h a t p ool, and 

the proposed a l l o w a b l e s t h a t you're r e q u e s t i n g 

f o r the pool? 

A . Yes, s i r . 

Q. Do you have a market demand t h a t i n 

your o p i n i o n i s r e a s o n a b l e i f the D i v i s i o n a l l o w s 

you or the Commission approves the a l l o w a b l e 

l e v e l s t h a t you're s e e k i n g f o r the summer p e r i o d ? 

A. Yes. 

Q. L e t ' s go through some of the r e s t of 

your d i s p l a y s and t a l k about the r e c e n t t o t a l 

f i e l d p r o d u c t i o n . T h a t ' s the bar graph, I t h i n k , 

t h a t f o l l o w s --

A. Yes. I t ' s e n t i t l e d , "Recent T o t a l 

F i e l d P r o d u c t i o n . " What I d i d t h e r e i s I looked 

back over the l a s t eleven-month p e r i o d , A p r i l 

1991 through F e b r u a r y 1992, w i t h F e b r u a r y being 

an e s t i m a t e . 

And b a s i c a l l y t h a t p l o t j u s t shows the 

t o t a l f i e l d p r o d u c t i o n has i n c r e a s e d from A p r i l 

of 1991 of 166,000 per month to j u s t under 

400,000 a month. F e b r u a r y w i l l be about 387,000 

Mcf per month. F e b r u a r y i s a l i t t l e b i t s h o r t e r 

month. So i f F e b r u a r y was a 31-day month, i t 
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would e a s i l y top 400,000. 

Q. Draw a comparison f o r us based upon the 

r e c e n t months of t o t a l f i e l d p r o d u c t i o n and how 

t h a t r e l a t e s to market demand. 

A. J u s t t h a t we have been a b l e to produce 

and have been a b l e to s e l l t h i s i n c r e a s e i n gas 

t h a t we've e s t a b l i s h e d out t h e r e . And we do have 

the market demand f o r i t . 

The other t h i n g I ' d l i k e to p o i n t out 

on t h e r e , i f you look at j u s t the six-month 

summer p e r i o d , A p r i l through September, you can 

see t h a t the a c t u a l p r o d u c t i o n was up around, i f 

you average t h o s e , i t i s around 250,000 as 

opposed to 170- to 180,000 Mcf per month. 

Q. Mr. M e r r e t t t e s t i f i e d a w h i l e ago t h a t , 

based upon a study of a l l p r o d u c t i o n i n New 

Mexico, he saw a c o n t i n u a t i o n of the s e a s o n a l 

swing i n gas p r o d u c t i o n and s a l e s i n New Mexico. 

Do you see a s e a s o n a l swing i n p r o d u c t i o n i n your 

pool? 

A. No. We're s t a r t i n g to see t h a t swing 

d i s a p p e a r . We can s e l l gas i n the summer. And 

I'm not so s u r e , i t may not be too hard to get 

b e t t e r summer p r i c e s , i f we can l o c k up a market 

i n advance, than what we've seen over the r e c e n t 

RODRIGUEZ-VESTAL REPORTING 
( 5 0 5 1 Q fl ft - 1 7 7 9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

14 

15 

16 

17 

1 8 

19 

20 

21 

2 2 

23 

24 

25 

54 

w i n t e r . 

Q. L e t ' s t u r n to the p i e c h a r t t h a t ' s the 

next d i s p l a y . What's the purpose of the d i s p l a y ? 

A. The main purpose I wanted to show on 

here, because t h e r e may be some conerns t h a t the 

C a t c l a w No. 9, which i s what we're recommending, 

i s b a s i c a l l y the only non-marginal u n i t i n the 

pool, t h a t i t may be g e t t i n g maybe i t s undue 

s h a r e of p r o d u c t i o n or dominating the p r o d u c t i o n 

from the f i e l d . 

And t h i s p i e c h a r t j u s t shows, alt h o u g h 

i t i s the l a r g e s t p i e c e of the p i e , i t ' s s t i l l 

o n ly 33 p e r c e n t , or a t h i r d of the t o t a l pool 

p r o d u c t i o n . There a r e some other s u b s t a n t i a l 

u n i t s out t h e r e t h a t produce anywhere from 10 to 

20 p e r c e n t of the t o t a l pool p r o d u c t i o n . 

You know, t h a t ' s the main t h i n g I 

wanted to p o i n t out. You know, i f t h i s s i t u a t i o n 

were r e v e r s e d , I ' d be a l i t t l e concerned i f you 

had one w e l l dominating 60 to 70 p e r c e n t of the 

p o o l ' s p r o d u c t i o n . But you can c l e a r l y see t h a t 

t h e r e a r e some s u b s t a n t i a l p r o d u c e r s out t h e r e 

and t h a t i t doesn't unduly dominate the f i e l d 

product i o n . 

The o t h e r t h i n g you can a l s o a r r i v e at 
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from t h e r e i s t h a t i f you take t h i s t o t a l pool 

p r o d u c t i o n of 420- to 430,000 a month of 

c a p a b i l i t y and m a r k e t a b i l i t y and i f you 

m u l t i p l i e d i t times 67 p e r c e n t , which would be 

the m a r g i n a l , come up w i t h a number i n the 260-

to 280,000 range, which t h a t i s u s e f u l to go back 

i n t o the a l l o w a b l e d e t e r m i n a t i o n , t h a t shows t h a t 

t h a t market -- or t h a t the non -- excuse me, the 

ma r g i n a l p r o d u c t i o n has got to i n c r e a s e some. 

Q. I f the Commission adopts Hallwood's 

r e q u e s t e d a l l o w a b l e f o r the summer p e r i o d , have 

you made a d e t e r m i n a t i o n i f you're going to have 

any c a p a c i t y problems e i t h e r i n the g a t h e r i n g 

system or the d i s t r i b u t i o n system f o r p r o d u c t i o n 

of gas from the pool? 

A. No, we don't a n t i c i p a t e any problems. 

Q. L e t ' s t u r n to the l a s t d i s p l a y i n the 

e x h i b i t package. 

A. T h i s d i s p l a y i s a comparison of the 

monthly average pool a l l o w a b l e , s a l e s , and F l 

f a c t o r f o r the four -- the four summer p e r i o d s , 

one being the p r e v i o u s t h r e e , 89, 90, and 91, and 

then the f o u r t h i s the upcoming one. 

The bulk of t h i s d a t a was taken r i g h t 

o f f the d a t a t h a t was s u p p l i e d w i t h the 
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p r e l i m i n a r y w e l l estimate. There was a 

comparison for these four w e l l periods with one 

modification i n the s a l e s for the l a s t summer, I 

increased to what we b e l i e v e i s the more accurate 

number, 254,000 Mcf a month as opposed to 179. 

You know, t h i s plot and why I wanted to 

present i t , i t ' s important because i t i l l u s t r a t e s 

that because of some of these changes that we've 

made out here and the success that we've had, the 

s a l e s have increased s u b s t a n t i a l l y even in the 

summer periods, and s a l e s have, s t a r t i n g l a s t 

summer, have overtaken the allowable. And that 

in turn created the need for the allowable 

i n c r e a s e that we sought and had received. 

The other thing t h a t ' s important out 

here i s that because we've got t h i s need and 

we've increased the allowable, the F l has got to 

come off t h i s w e l l . You know, you look back 

through the l a s t three periods, and the F l i s 

running about 15 to 25 percent of the allowable. 

And even i f the Commission adopts some 

of the current numbers, which may seem high on an 

i n i t i a l look, i f you look at them on t h i s p l o t , 

they're s t i l l in that same general b a l l p a r k . The 

F l has got to in c r e a s e i n accordance with the way 
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t h e a l l o w a b l e s and s a l e s have i n c r e a s e d . 

And I j u s t want t o p r e s e n t t h i s because 

t h i s l e a v e s you w i t h some c o n f i d e n c e as t o t h a t 

F l has g o t t o i n c r e a s e a c c o r d i n g l y . 

Q. I d e n t i f y and d e s c r i b e f o r us H a l l w o o d 

E x h i b i t 2. 

A. T h a t ' s j u s t o u r n o m i n a t i o n l e t t e r t h a t 

we p r o v i d e d t o t h e Commission w i t h o ur e s t i m a t e d 

n o m i n a t i o n s f o r gas d u r i n g t h e s i x - m o n t h p e r i o d 

t h a t we're upcoming. And i t b a s i c a l l y a v e r a g e s 

a b o u t 383,000 Mcf a month f o r H a l l w o o d ' s gas. 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. O ' C o n n e l l . We w o u l d move t h e 

i n t r o d u c t i o n o f h i s E x h i b i t s 1 and 2. 

CHAIRMAN LeMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s 1 and 2 w i l l be a d m i t t e d i n t o t h e 

r e c o r d . 

Q u e s t i o n s o f t h e w i t n e s s ? 

MR. STOVALL: I f nobody e l s e does, I 

have some q u e s t i o n s . 

CHAIRMAN LeMAY: Mr. S t o v a l l . 

EXAMINATION 

BY MR. STOVALL: 

Q. The o n l y r e a l s t a t i s t i c a l q u e s t i o n I ' v e 

g o t f o r you on i n f o r m a t i o n i s you've t e s t i f i e d 
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t h a t t h e r e i s a s u b s t a n t i a l d i f f e r e n c e between 

the C - l l l volumes which the D i v i s i o n used and the 

C-115's; i s t h a t c o r r e c t ? 

A- I t appears t h e r e ' s a d i f f e r e n c e . 

Q. I t h i n k you s a i d Hallwood was the f i r s t 

t r a n s p o r t e r on how many of the w e l l s ? 

A. We're f i r s t t r a n s p o r t e r on nine of our 

t h i r t e e n w e l l s . 

Q. And so you've f i l e d the C - l l l 1 s on 

those w e l l s ; r i g h t ? 

A. Yes. And we a l s o nominate now f o r the 

o t h e r four w e l l s i n which gas companies --

Q. Okay. I'm not w o r r i e d about the 

nominations a t t h i s p o i n t . I want, f o r the 

D i v i s i o n ' s b e n e f i t and i n terms of doing an 

a n a l y s i s , have you looked to see where the 

d i f f e r e n c e s a r e between the C - l l l and C-115 

f i g u r e s ? Are you a b l e to p o i n t t h a t out so the 

D i v i s i o n can v e r i f y or determine how to get more 

a c c u r a t e i n t h a t a r e a ? 

A. No, I can't p o i n t d i r e c t l y to and say 

where the problem i s . I t seemed to me t h a t 

C-115's a r e the more a c c u r a t e numbers. They're 

r e p o r t e d r i g h t from the producer, and they take 

o f f l e a s e gas usage. And the volumes s o l d a r e 
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r i g h t on t h e r e . And t h a t seems to me to be the 

number we ought to key i n on i n s t e a d of who or 

how or where the gas i s g e t t i n g t r a n s p o r t e d . 

Q. T h a t ' s a p h i l o s o p h i c a l q u e s t i o n , I 

guess, and the Commission w i l l have to make some 

changes i n the r u l e s i f they want to do t h a t . I 

guess the other answer i s the C - l l l 1 s r e f l e c t the 

gas t h a t ' s being moved away from the w e l l s , so 

you can make t h a t argument both ways. 

But I'm more concerned, p a r t i c u l a r l y 

s i n c e Hallwood i s a c t u a l l y f i l i n g both r e p o r t s , 

as to how we come up w i t h s u b s t a n t i a l 

d i f f e r e n c e s , and would you be w i l l i n g a t some 

p o i n t to s i t down w i t h the D i v i s i o n and do a 

p r e l i m i n a r y a n a l y s i s and a d v i s e the D i v i s i o n so 

we can make a d e t e r m i n a t i o n . 

And i f we can f i n d a s y s t e m a t i c 

problem, then we can look at i t i f i t ' s an 

i n d i v i d u a l problem, then we may have to d e a l 

s p e c i f i c a l l y w i t h Hallwood on the s p e c i f i c 

f i e l d . But would you be pre p a r e d or w i l l i n g to 

do t h a t k i n d of a n a l y s i s so t h a t we can? 

A. Yeah. 

Q. There s h o u l d n ' t be t h a t much 

d i s c r e p a n c y , I wouldn't t h i n k . 
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A. I'm a l i t t l e c o nfused on how t h e r e 

c o u l d be such a d i s c r e p a n c y , and w e ' l l have to 

look a t t h a t some more. 

Q. L e t me ask you some q u e s t i o n s j u s t i n 

terms of what Hallwood wants and the net e f f e c t 

of what you want. How many gas p r o r a t i o n u n i t s 

a r e t h e r e p r o d u c i n g from t h i s pool? Does t h i s 

r e f l e c t a l l of them on your e x h i b i t ? 

A. W e l l , t h e r e ' s --

Q. The p i e c h a r t i s one I'm l o o k i n g to. 

Does t h a t have -- or i s t h a t j u s t Hallwood's? 

A. W e ' l l , we've got e i g h t , and t h e r e ' s 

t h r e e o u t s i d e o p e r a t o r s or t h r e e other o p e r a t o r s . 

Q. So the t o t a l number of gas p r o r a t i o n 

u n i t s i n the pool i s e l e v e n ; i s t h a t c o r r e c t ? 

A. I t ' s e i t h e r e l e v e n or t w e l v e . 

Q. And the number 9 you're s e e i n g has got 

10 p e r c e n t of the gas p r o r a t i o n u n i t s and 30 

p e r c e n t of the p r o d u c t i o n , so i t i s a, i f you 

w i l l , something of a s u p e r s t a r i n the pool; i s 

t h a t c o r r e c t ? 

A. Yeah, i t ' s a good w e l l . I t w i l l 

produce n e a r l y 5 m i l l i o n a day. 

Q. Now, i f I go back and take your 

mathematical c a l c u l a t i o n s the way you've a r r i v e d 
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at the numbers on — a g a i n , i t ' s not r e a l 

c r i t i c a l what the numbers a r e at t h i s p o i n t ; i t ' s 

the methodology I'm concerned w i t h -- i s 

e s s e n t i a l l y what you a r e s u g g e s t i n g i s t h a t the 

D i v i s i o n s h o u l d s e t the a l l o w a b l e , f o r a l l 

p r a c t i c a l purposes, based upon the p o o l ' s 

c a p a c i t y to d e l i v e r ; i s t h a t c o r r e c t ? 

A. W e l l , I don't know i f we — what we 

would l i k e to see i s the a l l o w a b l e s e t b a s i c a l l y 

at or near the c u r r e n t a l l o w a b l e of 127,000. 

Q. Okay. For an F l f a c t o r of 100? 

A . C o r r e c t . 

Q. Does t h a t r e s t r i c t the No. 9 w e l l , I 

t h i n k , the b i g one? 

A. Yes, i t w i l l r e s t r i c t i t some. I mean, 

you know, i f we wanted to, we c o u l d produce 8 to 

10 m i l l i o n a day out of t h a t w e l l a l o n e . I don't 

t h i n k t h a t w i l l be prudent, and t h a t ' s not our 

i n t e n t , or we're not t r y i n g to get to t h a t 

l e v e l . We're t r y i n g to keep, you know, at a 

l e v e l 127- to 140,000 Mcf a month. 

Q. So, i n o t h er words, I guess the next 

q u e s t i o n then I ' l l ask i s t h a t even i f we grant 

the a l l o w a b l e t h a t Hallwood i s a s k i n g f o r , the 

s u p e r s t a r w e l l i n the pool i s being e f f e c t i v e l y 
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r e s t r i c t e d i n p r o d u c t i o n so t h a t i t i s , i n 

e f f e c t , i t i s p r o t e c t i n g c o r r e l a t i v e r i g h t s --

A. Yes. 

Q. -- and not a l l o w i n g t h a t w e l l to 

produce gas from other p r o r a t i o n u n i t s ? 

A. Yeah. I t ' s not being produced 

wide-open at f u l l maximum c a p a c i t y . I t ' s being 

produced, and t h a t ' s what we're t r y i n g to 

m a i n t a i n . We're t r y i n g to m a i n t a i n a l e v e l t h a t 

we f e e l i s a r e a s o n a b l e and prudent l e v e l of 

p r o d u c t i o n , which i s i n those r a n g e s . 

Q. L e t me take you back. As I remember 

from your de novo h e a r i n g , Hallwood p r e s e n t e d 

t e s t i m o n y i n the l a s t p r o r a t i o n p e r i o d t h a t t h a t 

w e l l had some reworking done i n the p r e v i o u s 

summer, I guess summer of 91; i s t h a t c o r r e c t ? 

A. Yes. 

Q. And have you seen any p r o d u c t i o n t r e n d s 

from t h a t w e l l ? I s p r o d u c t i o n s t a y i n g p r e t t y 

l e v e l so f a r ? 

A. Yeah. We've o n l y l o s t about 3 to 400 

pounds of f l o w i n g t u b i n g p r e s s u r e , and we've 

produced n e a r l y a Bcf out of i t . So we've seen 

no r e a l p r o d u c t i o n d e c l i n e out of i t because i t 

h a s n ' t been produced, you know, at f u l l r a t e 
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where i t c o u l d get on a n a t u r a l d e c l i n e c u r v e, 

you know. We a n t i c i p a t e i t w i l l p robably s t a r t 

on a n a t u r a l d e c l i n e over the next 

year-and-a-ha1f to two y e a r s . 

Q. Have you seen any e f f e c t on the 

p r o d u c t i o n from t h a t w e l l and other w e l l s i n 

terms of p r e s s u r e drops or a n y t h i n g t h a t you 

would a t t r i b u t e from the p r o d u c t i o n of t h a t w e l l ? 

A . No . 

Q. How long would you a n t i c i p a t e t h a t t h a t 

w e l l w i l l c o n t i n u e to produce, assuming we s e t an 

a l l o w a b l e somewhere i n the range you're a s k i n g of 

F l f a c t o r of 127,000? How long would i t be 

b e f o r e t h a t w e l l would e v e n t u a l l y d e c l i n e to 

where t h a t a l l o w a b l e was no longer r e s t r i c t i v e ? 

Do you have an e s t i m a t e j u s t as an e n g i n e e r ? 

A. I t h i n k i n a year-and-a-ha1f to 

two-and-a-half y e a r s i t ' s going to get on a 

n a t u r a l d e c l i n e . 

MR. STOVALL: I have no f u r t h e r 

quest i o n s . 

CHAIRMAN LeMAY: Thank you, Mr. 

S t o v a l 1 . 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s e s ? 

COMMISSIONER CARLSON: Yes. 
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CHAIRMAN LeMAY: Go ahead, Commissioner 

C a r l s o n . 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I s the w e l l No. 9, i s t h a t c u r r e n t l y 

overproduced? 

A. Yes. I t ' s overproduced about 220,000 

Mcf. But the c u r r e n t , the c u r r e n t 0/P l i m i t now 

f o r the f i e l d i s 761,000, so i t ' s not -- you 

know, not i n any danger of being s h u t - i n . But i t 

does have some o v e r p r o d u c t i o n as a r e s u l t of our 

t e s t i n g l a s t summer when we only had a shadow 

a l l o w a b l e of 22,000 a month. 

Q. On page 2 of your f i r s t e x h i b i t , l i n e 

5, c o u l d you e x p l a i n a g a i n the d i s c r e p a n c y 

between your numbers and the D i v i s i o n numbers? 

A. W e l l , I t h i n k i t r e l a t e s d i r e c t l y to 

the f a c t t h a t -- i t r e l a t e s d i r e c t l y to the 

number of non-marginal u n i t s . I f we s h i f t from 

t h r e e , as was o r i g i n a l l y done, down to one, 

you've got to s h i f t some of t h a t f o r m e r l y 

non-marginal p r o d u c t i o n over i n t o the m a r g i n a l 

a l l o w a b l e c a t e g o r y . 

Q. Okay. So t h a t ' s assuming t h a t your 

u n i t 1Y and 13 a r e c l a s s i f i e d as m a r g i n a l ? 
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A. Yeah, because i t would — r i g h t t h e r e 

would j u s t s h i f t about 40,000 Mcf a month. So i f 

you took the Commission numbers t h e r e , t h a t would 

put you up around 190- to 200,000. 

And then I t h i n k some of the other i s 

j u s t from some of the o t h e r r e c o m p l e t i o n work 

we've done, we've got some ot h e r w e l l s t h a t a r e 

doing p r e t t y good and t h e y ' r e producing q u i t e a 

b i t . And t h e i r p r o d u c t i o n may have lagged a 

l i t t l e or not be r e f l e c t e d i n t h e s e , because some 

of t h a t work was completed halfway or t w o - t h i r d s 

through l a s t summer. 

So i t ' s not r e f l e c t e d i n t h a t p e r i o d 

t h a t t h e y ' r e u s i n g , A p r i l through September, 

yeah. So t h a t ' s where the d i f f e r e n c e , i n my 

o p i n i o n , comes from. 

Q. Who a r e the other o p e r a t o r s i n the 

f i e l d ? 

A. Texaco, B a r b a r a Fasken, and Hondo. 

They have four u n i t s . One i s a two-well u n i t . 

A l l t h e i r w e l l s a r e m a r g i n a l . They've been 

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

i s v e r y s t e a d y at 45- to 50,000 a month t o t a l on 

a y e a r - r o u n d b a s i s . I t doesn't f l u c t u a t e v e r y 

much at a l l . 
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Q. Are they aware of what you're proposing 

today? 

A. Yes. I don't know i f t h e y ' r e aware of 

what we're p r o p o s i n g , but they were — of today's 

we haven't p r o v i d e d i t to them, but a t the 

p r e v i o u s two h e a r i n g s , they were i n support and 

we r e c e i v e d w r i t t e n support from them to i n c r e a s e 

non-marginal a l l o w a b l e s i n the p o o l . And a l l 

t h r e e companies were h i g h l y s u p p o r t i v e of i t 

because i t r e a l l y had no impact or b e a r i n g on 

t h e i r c u r r e n t s t a t u s . 

Q. Okay. 

CHAIRMAN LeMAY: Commissioner Weiss. 

COMMISSIONER WEISS: Yes. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. As I r e c a l l , the order we s i g n e d o f f on 

here s a i d something about d e p r o r a t i n g t h i s p o o l . 

What's the s t a t u s of t h a t ? 

A. W e l l , t h a t was j u s t a -- I don't 

remember the e x a c t p h r a s e . 

Q. I don't e i t h e r . 

A. I t j u s t s a i d , you know, t h a t was one 

avenue we may want to pursue. We r e a l l y don't 

f o r e s e e any need to pursue t h a t at t h i s time. 
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I t ' s --

Q. You l i k e S a n t a Fe; huh? 

A. Yeah. T h a t ' s what I was t r y i n g to get 

a t . I t ' s a v e r y manpower and time and e f f o r t , 

and we j u s t don't see an immediate b e n e f i t from 

t h a t a t t h i s time. 

Q. From d e p r o r a t i n g ? 

A. From d e p r o r a t i n g . Judging from where 

the pool a l l o w a b l e s were a t and the d i r e c t i o n 

we're moving on the non-marginal u n i t s , I t h i n k 

we're headed i n the r i g h t d i r e c t i o n . And a f t e r 

one or two more p e r i o d s , the system i s going to 

be taken over and working j u s t l i k e i t ' s i n t e n d e d 

to where i t ' s going to be based s t r i c t l y on how 

much you produce a w e l l . And i t w i l l -- I t h i n k 

i t w i l l be working f o r everybody. 

COMMISSIONER WEISS: No more 

q u e s t i o n s . Thank you. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. To f o l l o w up Mr. Weiss' q u e s t i o n , d i d 

you r e a d the f i n d i n g s i n the p r e v i o u s order on 

the r e h e a r i n g ? 

A. Yes, s i r . 

Q. Do you remember the f i n d i n g where i t 
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was s u g g e s t e d t h a t Hallwood look at d e p r o r a t i n g 

the f i e l d ? 

A. Yeah. L i k e I say, I don't remember the 

e x a c t — 

Q. W e l l , I ' d j u s t l i k e to r a i s e the 

spectrum. I f i t ' s easy to come here f o r 

adjustment of a l l o w a b l e s and you're s a t i s f i e d 

w i t h the a l l o w a b l e s the Commission g i v e s you f o r 

the one w e l l , because i n e s s e n c e we a r e doing 

n o t h i n g more than k i n d of t r a c i n g t h a t one w e l l 

of y o u r s w i t h a l l o w a b l e s i n the f i e l d , and I 

t h i n k the Commission r a i s e d the i s s u e of whether 

i t ' s i n the b e s t i n t e r e s t s to p r o r a t e only one 

w e l l and chase i t around w i t h a l l o w a b l e s because, 

you know, t h a t ' s not the purpose of p r o r a t i n g , 

j u s t p r o r a t e one w e l l . 

You can take I mean, we use the 

example of North I n d i a n B a s i n , and I t h i n k the 

same c o u l d be s a i d of t h a t f i e l d . But when 

you're only p r o r a t i n g one w e l l , you're r e a l l y not 

p r o r a t i n g t h a t w e l l . We're t a k i n g nominations 

from you, and you're s a y i n g what the w e l l w i l l 

make or what you t h i n k i s prudent f o r t h a t w e l l 

to make and then you're a s k i n g us to a d j u s t 

a l l o w a b l e s based on, i n e s s e n c e , what the MER of 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

15 

1 6 

17 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

69 

t h a t one w e l l would be. 

I r a i s e t h i s q u e s t i o n because you have 

two answers t h a t I understood i n your testimony: 

One, the number 9, i t w i l l produce n e a r l y 5 

m i l l i o n a day? 

A . C o r r e c t . 

Q. A d d i t i o n a l q u e s t i o n , when asked, you 

s a i d i t would produce 8 to 10 m i l l i o n a day, 

a g a i n , r e f e r r i n g to the number 9. 

A. We're h o l d i n g i t a t 5 m i l l i o n a day, 

which i s b a s i c a l l y i n l i n e w i t h the c u r r e n t F l of 

the we 11. 

Q. W e l l , then, i s your f i r s t q u e s t i o n 

wrong; i t w i l l produce n e a r l y 9 m i l l i o n a day --

I mean 5 m i l l i o n a day; t h a t s h o u ld be s c r a t c h e d 

from the r e c o r d because your o t h e r answer i s more 

r e f l e c t i v e of the q u a l i t y of t h a t w e l l . I t w i l l 

produce 8 to 10 m i l l i o n a day? 

A. I guess -- l e t me c l a r i f y t h a t . The 

w e l l i s c u r r e n t l y p r oducing n e a r l y 5 m i l l i o n a 

day. I t c o u l d produce 8 to 10 m i l l i o n a day. 

Q. F i n e . I t h i n k I understood you to say 

i t -- w e l l , t h a t ' s f i n e . I'm j u s t t r y i n g to 

c l a r i f y your answer to t h a t q u e s t i o n . I t w i l l 

produce n e a r l y 5 m i l l i o n a day I t h i n k was one of 
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your answers. I t w i l l do more than t h a t then? 

A. Oh, yeah. We don't want to and a r e n ' t 

p l a n n i n g to produce i t at t h a t . T h a t ' s the -- I 

guess the statement I'm t r y i n g to get a c r o s s i s 

we're not, you know, out t h e r e j u s t producing 

e v e r y t h i n g wide-open. 

Q. W e l l , " e v e r y t h i n g " meaning t h a t one 

w e l l . I assume your o t h e r w e l l s a r e producing 

wide-open i f t h e y ' r e m a r g i n a l ? 

A. Yeah, b a s i c a l l y they a r e . 

Q. And t h i s w e l l , you c l a i m , you have a 

market t h a t does not f l u c t u a t e w i t h s e a s o n a l 

demand. Could I ask you what t h a t market i s ? 

A. W e l l , I'm not our gas marketer f o r the 

f i e l d , and maybe I s h o u l d n ' t be t a l k i n g about gas 

marketing. But we do have a good c o n t r a c t w i t h 

Gas Company of New Mexico, and we can market most 

a n y t h i n g we produce. I guess t h a t ' s the b e s t way 

to l e a v e i t . 

Q. W e l l , i s i t a spot market, do you know, 

ever y 30 days, or do you have a long-term 

c o n t r a c t w i t h the Gas Company? 

A. We have a long-term c o n t r a c t w i t h them 

through a five-month w i n t e r p e r i o d . And they 

have an o p t i o n or f i r s t c a l l to take d u r i n g other 
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p e r i o d s . 

Q. W e l l , now, we're s e t t i n g the a l l o w a b l e s 

fo r not the five-month w i n t e r p e r i o d , but we're 

s e t t i n g the a l l o w a b l e s f o r the s l a c k demand 

p e r i o d . And, t h e r e f o r e , I guess my q u e s t i o n 

would p e r t a i n to not the five-month w i n t e r 

p e r i o d , but t h i s upcoming p e r i o d , A p r i l through 

September. 

A. Yeah. But we can go out -- we can --

even though or i t may be the s l a c k summer p e r i o d , 

we have the o p t i o n and we can s e l l our gas d u r i n g 

t h a t p e r i o d and i n t e n d to do so t h i s summer. 

Q. On the spot market; do you know? 

A. Yes. 

Q. So t h a t ' s a 30-day market? 

A. Yes, d u r i n g the ot h e r seven months of 

the y e a r . 

Q. I s your assumption, then, t h a t Gas 

Company of New Mexico would not want a l l of the 

gas t h a t you c o u l d p r o v i d e d u r i n g the s l a c k 

p e r i o d so, t h e r e f o r e , your o p t i o n to s e l l on the 

spot would be e x e r c i s e d ? 

A. Yes. But they do s t i l l have f i r s t c a l l 

on i t i f they choose. 

Q. Are you f a m i l i a r w i t h Gas Company of 
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New Mexico's market, i f i t ' s v e r y s e a s o n a l or i f 

i t ' s p r e t t y much equal y e ar-round? 

A. Down i n t h i s a r e a i t ' s p r e t t y much, 

because my u n d e r s t a n d i n g i s the market f o r a l o t 

of t h i s gas i s not d i r e c t l y t i e d to the h e a t i n g 

s e a s o n . 

Q. I t ' s not w i t h Gas Company of New 

Mexico? 

A. I mean, our p a r t i c u l a r market f o r 

them . 

Q. Your p a r t i c u l a r market f o r Gas Company 

i s not t i e d to the s e a s o n a l h e a t i n g ? 

A. A l o t of i t i s t i e d to i n d u s t r i a l use 

i n the a r e a . But then, a g a i n , we can go 

o f f - s y s t e m . I f we can get a market, we can s e l l 

the gas through the summer p e r i o d , and we can 

s e l l at the r a t e s we're c u r r e n t l y producing a t . 

Q. W e l l , t h a t ' s a b i g " i f , " i s n ' t i t ? I'm 

t r y i n g to say t h a t i f you look at the c h a r t s t h a t 

were p r e s e n t e d up t h e r e , you look a t the 

p r o d u c t i o n and i t ' s s e a s o n a l from New Mexico. 

A l l w e l l s , not p r o r a t e d w e l l s , but a l l w e l l s . 

So c o l l e c t i v e l y one would assume, 

wouldn't they, t h a t t h e r e ' s a s e a s o n a l market, 

t h a t t h e r e ' s l e s s market i n the summertime than 
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t h e r e i s i n the w i n t e r t i m e c o l l e c t i v e l y ? 

A. Yeah. But I t h i n k i n i s o l a t e d c a s e s 

we're s t a r t i n g to see t h a t d i s s i p a t e some and — 

Q. I n i s o l a t e d c a s e s ? 

A. Being s m a l l f i e l d s t h a t , you know, can 

produce 5 to 10, 14 m i l l i o n a day. 

Q. That they have a market t h a t ' s 

d i f f e r e n t than the c o l l e c t i v e market of a l l w e l l s 

i n New Mexico? 

A. I t h i n k t h a t ' s p o s s i b l e , y e s . A l o t of 

i t depends on who you market w i t h or where you 

can get a c o n t r a c t o r . 

Q. I t ' s p o s s i b l e ? 

A. Yeah. I mean — 

Q. Maybe I'm g e t t i n g a l i t t l e out of your 

l i n e h e r e . 

A. I'm not a gas marketer, as I s t a t e d , 

and I t h i n k maybe we a r e g e t t i n g a l i t t l e out of 

the range. 

Q. P o s s i b l y . You're coming here and 

a s k i n g f o r , i n e s s e n c e , f o r 5 m i l l i o n a day, when 

d u r i n g the peak season, I took i t from your 

te s t i m o n y , you were s a t i s f i e d w i t h 4.2 m i l l i o n 

a d j u s t e d a t the l a s t h e a r i n g , 127,000 Mcf, and 

t h a t ' s high demand. 
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And you're s a y i n g y e s , but we have t h i s 

w e l l , and we'd r e a l l y l i k e 149,767, which i s 5 

m i l l i o n a day, d u r i n g a demand p e r i o d when 

c o l l e c t i v e l y demand i s l e s s than i t was d u r i n g 

your high demand p e r i o d . You've e x p e r i e n c e d 300 

to 400 pounds p r e s s u r e drop over some frame of 1 

Bcf , I t h i n k you t e s t i f i e d , so t h e r e i s some 

p r e s s u r e drop. There i s some d e p l e t i o n , I'm 

u n d e r s t a n d i n g , to the r e s e r v o i r ? 

A. W e l l , t h e r e has to be some d e p l e t i o n . 

Q. I would assume t h a t , y e s , u n l e s s you 

have a c o a l seam gas w e l l or something t h a t goes 

up. I'm t r y i n g to u n d e r s t a n d . 

A. You know, I guess where maybe I 

sho u l d — as I s t a t e d e a r l i e r , we're t r y i n g to 

keep the F l a t or near i t s c u r r e n t l e v e l , 127,000 

Mcf . 

Q. Without t a k i n g s e a s o n a l demand i n t o 

c o n s i d e r a t i o n c o l l e c t i v e l y ? 

A. Yeah. 

Q. Because you can run counter to s e a s o n a l 

demand. 

A. T h a t ' s what I u n d e r s t a n d from our gas 

marketer, i f we know i n advance of how much we 

can produce, then he can a c t i v e l y t r y to s e l l 
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t h a t gas, and we can f i n d c e r t a i n markets. 

Q. And you have no p l a n s to ask the 

D i v i s i o n to d e p r o r a t e the pool because you assume 

t h a t a l l o w a b l e s can chase t h a t one w e l l around as 

long as i t ' s c a p a b l e of producing? 

A. Yeah. I t h i n k , you know, back to your 

statement on the d e p r o r a t i o n or the purpose of 

p r o r a t i o n , I don't r e c a l l where the p r o r a t i o n --

whether you had one m a r g i n a l u n i t or whether you 

had 500 was the purpose of p r o r a t i o n . 

We f e e l l i k e t h e r e ' s a purpose f o r 

k eeping p r o r a t i o n , keeping s p a c i n g out t h e r e , 

keeping s e t b a c k s , and l e t t i n g the system work 

l i k e i t ' s i n t e n d e d to. I t h i n k d e p r o r a t i o n would 

be c o u n t e r p r o d u c t i v e f o r t h i s f i e l d r i g h t now. 

Q. The r e a s o n why you t h i n k d e p r o r a t i o n 

would be c o u n t e r p r o d u c t i v e , can you e x p l a i n to us 

why? 

A. I t h i n k j u s t the e f f o r t to do i t . I t 

would t a k e , as shown i n Burton F l a t s F i e l d , t h a t 

took n e a r l y two y e a r s , I b e l i e v e . And, you know, 

t h e r e ' s no c o s t b e n e f i t from i t from our 

p e r s p e c t i v e . And i f I u n d e r s t a n d you r i g h t , 

you're concerned about the Commission keeping 

t r a c k of one w e l l . 
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Q. Well 

A. But the system w i l l work on i t s own 

n e a r l y a u t o m a t i c a l l y once we get through one or 

two more p r o r a t i o n p e r i o d s , because i t w i l l be 

t i e d s t r i c t l y to p r o d u c t i o n and p a s t p r o d u c t i o n 

and s a l e s and f u t u r e s a l e s and i t w i l l work. 

The o t h e r , I guess, s u p p o r t i v e r e a s o n 

f o r not d e p r o r a t i n g i s i f we happen to d r i l l some 

a d d i t i o n a l w e l l s or have some c o n t i n u e d s u c c e s s 

out t h e r e and you wind up w i t h some more 

non-marginal u n i t s p o t e n t i a l l y . 

Q. W e l l , I guess I would ask you, from 

your te s t i m o n y , you're s a y i n g i t ' s too much 

e f f o r t and bother f o r Hallwood to come and t r y to 

d e p r o r a t e , but i t ' s not much bother f o r the 

D i v i s i o n to keep t h a t w e l l on the r e c o r d and keep 

i t on the p r o r a t i o n system because the 

a l t e r n a t i v e would be an e f f o r t on your p a r t or 

H a l l w o o d 1 s p a r t to come i n to p r e s e n t a cas e to 

be d e p r o r a t e d ; i s t h a t what you're s a y i n g ? 

A. W e l l , I j u s t don't see whether i t would 

b e n e f i t e i t h e r p a r t y . I don't -- I don't see 

where i t would b e n e f i t the OCD or Hallwood. 

Q. What b e n e f i t i s t h e r e to chase one w e l l 

w i t h a l l o w a b l e s ? When, i n e s s e n c e , you're not 
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a s k i n g -- you're a s k i n g f o r an a l l o w a b l e t h a t i s 

more l i k e an MER a l l o w a b l e . I f t h i s f i e l d was 

not p r o r a t e d , would you produce i t above 5 

m i l l i o n a day? 

A. Probably not. 

Q. So the net e f f e c t of not having t h i s 

f i e l d p r o r a t e d would a t the p r e s e n t time not have 

any e f f e c t on your marketing p l a n s or p r o d u c t i o n 

p l a n s , would i t ? 

A. The net e f f e c t from --

Q. I f t h i s f i e l d was not p r o r a t e d today, 

what d i f f e r e n c e would t h e r e be i n the f i e l d ' s 

h i s t o r y i n the f u t u r e f o r you to p r e d i c t i t or i n 

the p a s t , t h i s p r o r a t i o n p e r i o d we're i n r i g h t 

now? What d i f f e r e n c e would not having p r o r a t i o n 

be e f f e c t i v e i n t h i s f i e l d ? What d i f f e r e n c e 

would t h a t have r i g h t now i f the f i e l d was not 

p r o r a t e d ? 

A. From a p r o d u c t i o n s t a n d p o i n t ? 

Q. Yes, p r o d u c t i o n marketing s t a n d p o i n t . 

A. I t would probably have v e r y l i t t l e 

d i f f e r e n c e . 

Q. But y e t your te s t i m o n y i s t h a t i t ' s 

important to keep the f i e l d p r o r a t e d . I c a n ' t 

u n d e r s t a n d t h a t . I f t h e r e ' s no d i f f e r e n c e i n 
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p r o d u c t i o n i n marketing, why p r o r a t e ? I guess 

you're s a y i n g , "Why d e p r o r a t e ? " 

A. W e l l , e x a c t l y . 

Q. I have a hard time u n d e r s t a n d i n g the 

v a l u e of p r o r a t i o n i n t h i s f i e l d , what you're 

s a y i n g , Mr. O'Connell. 

A. But p r o r a t i o n was o r i g i n a l l y 

e s t a b l i s h e d by the OCD. And I don't see where 

the burden to d e p r o r a t e f a l l s on the o p e r a t o r . 

Q. Would you f e e l d i f f e r e n t l y i f we gave 

you an a l l o w a b l e of a m i l l i o n a day f o r the No. 

9? 

A. Yeah. And t h a t ' s where we were at and 

where we're t r y i n g not to go back t o . 

Q. I s e e . So i t would make a d i f f e r e n c e 

i f we, i n our c o l l e c t i v e wisdom, i f we decided to 

a s s i g n you an a l l o w a b l e of a m i l l i o n a day. You 

f e e l t h a t would be n e c e s s a r y to d e p r o r a t e the 

f i e l d ? 

A. W e l l , or c o n t i n u e w i t h the p r o c e s s e s . 

We've made some good headway, and I thought we 

were working c o o p e r a t i v e l y towards --

Q. Might I suggest you look at the r e c e n t 

order t h a t was i s s u e d by t h i s Commission, and 

don't j u s t look a t the r e s u l t s of the o r d e r , but 
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look at the f i n d i n g s and d i s c u s s t h a t w i t h your 

management. 

A. Can I 

Q. P l e a s e comment, y e s . 

A. You would p r e f e r , then, the o p e r a t o r , 

or us, you would p r e f e r , as the Commission, to 

d e p r o r a t e then; i s t h a t the way I'm r e a d i n g i t ? 

The Commission i s i n f a v o r of d e p r o r a t i n g ? 

Q. I can only -- I c a n ' t c o l l e c t i v e l y at 

t h i s p o i n t put i t i n the r e c o r d what we f a v o r , 

but I t h i n k i t ' s important when we i s s u e an order 

to look a t both the f i n d i n g s and the c o n c l u s i o n s 

and the order i t s e l f . And I would j u s t a t t h i s 

p o i n t ask you to look at the f i n d i n g s of t h a t 

l a s t order of the Commission. 

A. Yeah. 

CHAIRMAN LeMAY: T h a t ' s a l l . 

Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, I don't 

want to prolong the d i s c u s s i o n on t h i s p o i n t , but 

I don't t h i n k Mr. O'Connell needs to take the 

heat f o r t h a t d e c i s i o n . I t ' s my heat to t a k e . I 

d e p r o r a t e d Burton F l a t f o r Oxy. I know how 

d i f f i c u l t i t i s . I ' v e spoken to Hallwood 

management about t h a t p r o c e s s . 
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We a r e t e r r i b l y aware of the order i n 

the r e h e a r i n g . Mr. S t o v a l l and I , I t h i n k , have 

a s i g n i f i c a n t l y d i f f e r e n t p o i n t of view on 

p r o r a t i o n i n g . One of the comments he made i n 

framing a q u e s t i o n to Mr. O'Connell presumed t h a t 

p r o r a t i o n i n g must r e s t r i c t a h i g h - c a p a c i t y w e l l . 

As you know from the b r i e f we f i l e d i n 

the r e h e a r i n g of the Hallwood c a s e , my p e r s o n a l 

o p i n i o n of t h a t i s t h a t t h a t i s wrong, t h a t i t i s 

e a s i e r f o r Hallwood i n t h i s p a r t i c u l a r i n s t a n c e 

to have a l l o w a b l e s s e t based upon market demand 

and have a l l o w a b l e s s e t on the g r e a t e s t c a p a c i t y 

of the w e l l to produce. 

Th e r e ' s an unknown here, and t h a t i s 

the d r a i n a g e i m p a c t s . Mr. O'Connell has 

demonstrated to me r e p e a t e d l y t h a t t h i s 

superpower w e l l i s going to be r e s t r i c t e d . And 

when you have the c a p a c i t y of a w e l l r e s t r i c t e d 

i n o r d e r to meet market demand, you meet the 

fundamental c r i t e r i a f o r p r o r a t i o n i n g . 

P r o r a t i o n i n g i n New Mexico i s market 

demand p r o r a t i o n i n g . And we only have i t on a 

pool b a s i s when the t o t a l pool d e l i v e r a b i l i t y 

exceeds the market demand f o r t h a t p o o l . We tend 

to, I t h i n k , get confused i n our t h i n k i n g about 
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p r o r a t i o n i n g and sometimes use p r o r a t i o n i n g as a 

g r e a t b i g Band-Aid to p r o t e c t a g a i n s t 

h y p o t h e t i c a l d r a i n a g e , d i s a d v a n t a g e s between 

r e c o v e r i e s of gas w i t h i n a g i v e n p o o l . 

I r e s i s t e d making the burden of proof 

and the c o m p l i c a t e d e n g i n e e r i n g and r e s e r v o i r 

s t u d i e s n e c e s s a r y to demonstrate the dr a i n a g e 

concept w i t h i n the p r o r a t i o n i n g system. We had 

to do t h a t f o r Oxy and Burton F l a t . I t i s not 

easy. You s i m p l y don't f i l e an a p p l i c a t i o n . 

K e v i n and o t h e r s have got to do some d e t a i l e d 

g e o l o g i c s t u d i e s and some r e s e r v o i r e n g i n e e r i n g 

r e c o v e r y data to support t h a t . 

We're p u r s u i n g the n o t i o n of 

d e p r o r a t i n g the pool, but based upon my l e g a l 

o p i n i o n to t h a t c l i e n t , they have not undertaken 

t h a t e x e r c i s e because I have concluded i t i s ver y 

d i f f i c u l t . We'll take your comments today back 

to t h a t company and r e e v a l u a t e the p o s i t i o n and 

see i f we ca n ' t do something t h a t makes everybody 

happy about t h i s p o o l . 

CHAIRMAN LeMAY: Thank you, Mr. 

K e l l a h i n . I ' d j u s t l i k e to p o i n t out, i f I can, 

t h a t because South Burton F l a t s had a shadow 

a l l o w a b l e of one-year p e r i o d , t h a t ' s not 

RODRIGUEZ-VESTAL REPORTING 
f 5 O 5 \ Q f i B - 1 7 7 ? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

14 

15 

16 

17 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

82 

n e c e s s a r i l y a p r e c e d e n t - s e t t i n g procedure f o r a l l 

p o o l s t h a t would be d e p r o r a t e d . I t h i n k t h e r e 

were 60-some w e l l s t h a t were s u b j e c t to t h a t 

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

I might suggest t h a t you get to g e t h e r 

w i t h c o u n s e l and i n some way d i s c u s s the m e r i t s 

of implementing some of our f i n d i n g s i n the 

p r e v i o u s o r d e r . Thank you. 

MR. KELLAHIN: Thank you, Mr. 

Chai rman. 

CHAIRMAN LeMAY: Any a d d i t i o n a l 

q u e s t i o n s of the w i t n e s s ? 

Thank you, Mr. O'Connell. 

Anything e l s e on t h i s p a r t i c u l a r 

f i e l d ? Why don't we take a break now, i f t h a t ' s 

a l l r i g h t , c o u n s e l o r , and you can resume w i t h 

your a d d i t i o n a l other w i t n e s s e s . 

(A r e c e s s was taken.) 

CHAIRMAN LeMAY: Continue, Mr. 

Ke11ah i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. Mr. Chairman, w i t h your p e r m i s s i o n , 

I ' d l i k e to d e a l w i t h my c l i e n t ' s recommendations 

on the B l i n e b r y Pool, i t ' s Marathon O i l Company. 

I have two w i t n e s s e s c o n c e r n i n g t h a t pool, a 
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r e s e r v o i r e n g i n e e r and a gas m a r k e t i n g e x p e r t . 

I ' d l i k e t o f i r s t c a l l Mr. Ron F o l s e . He s p e l l s 

h i s l a s t name F - o - l - s - e . And he i s t h e p e t r o l e u m 

e n g i n e e r . 

I ' v e a l r e a d y d i s t r i b u t e d o u r e x h i b i t 

p ackage. I t a d d r e s s e s t h e B l i n e b r y . Because 

we're d e a l i n g w i t h t h e same case number, I have 

l e t t e r e d M a r a t h o n ' s e x h i b i t s f o r t h e B l i n e b r y , 

and t h e n i n t h e I n d i a n B a s i n Upper Penn P o o l , 

t h o s e e x h i b i t s w i l l be numbered. We p r o p o s e t o 

u t i l i z e e x h i b i t l e t t e r s A t h r o u g h G f o r t h e 

B 1 i n e b r y . 

RONALD J . FOLSE 

H a v i n g been 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 : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. F o l s e , f o r t h e r e c o r d , w o u l d y o u , 

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 . 

A. My name i s R o n a l d J. F o l s e , F - o - l - s - e . 

I'm t h e S e n i o r R e s e r v o i r E n g i n e e r w i t h M a r a t h o n 

O i l i n M i d l a n d . 

Q. Mr. F o l s e , on p r e v i o u s o c c a s i o n s have 

you t e s t i f i e d as an e x p e r t w i t n e s s on b e h a l f o f 

y o u r company c o n c e r n i n g t h e O i l Commission 
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a l l o w a b l e h e a r i n g s ? 

A . Yes, I have. 

Q. What p o o l o r p o o l s d i d you p r e v i o u s l y 

t e s t i f y a b o u t ? 

A. The B l i n e b r y P o o l . 

Q. Are you f a m i l i a r w i t h t h e p r e l i m i n a r y 

a l l o w a b l e s c h e d u l e t h a t was c i r c u l a t e d w i t h t h e 

d o c k e t by t h e D i v i s i o n f o r t h i s h e a r i n g ? 

A. Yes, I am. 

Q. And t h i s m o r n i n g , when you r e c e i v e d Mr. 

VanRyan's r e v i s e d s c h e d u l e , have you examined 

t h a t s c h e d u l e ? 

A. Yes, I have. 

Q. Based \ipon y o u r s t u d i e s and 

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

and what you had been a d v i s e d by y o u r company as 

t h e m a r k e t demand f o r p r o d u c t i o n f r o m t h i s p o o l , 

do you have r e c o m m e n d a t i o n s f o r t h e Commission 

f o r a l l o w a b l e s f o r t h e B l i n e b r y p r o r a t e d gas 

p o o l ? 

A. Yes, I do. 

MR. KELLAHIN: We t e n d e r Mr. F o l s e as 

an e x p e r t w i t n e s s . 

CHAIRMAN LeMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

RODRIGUEZ-VESTAL REPORTING 
( 5 0 5 1 QP.B-1779 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

18 

1 9 

20 

2 1 

22 

23 

24 

25 

85 

Q. Mr. F o l s e , b e f o r e b e g i n n i n g our 

d i s c u s s i o n , l e t me have you, s i r , t u r n to what i s 

marked as E x h i b i t A. Would you i d e n t i f y and 

d e s c r i b e t h a t f o r me. 

A. E x h i b i t A I s the l e t t e r we, Marathon, 

s e n t out to a l l o p e r a t o r s i n the B l i n e b r y Pool 

i n d i c a t i n g our p r o p o s a l to i n c r e a s e the monthly 

a l l o w a b l e s to 45,000 Mcf per month f o r 

non-marginal w e l l s . 

Q. So t h a t the Commission can understand 

where you and I w i l l u l t i m a t e l y get w i t h your 

tes t i m o n y , l e t ' s take the E x h i b i t A t h a t i s the 

r e v i s e d s c h e d u l e , do you have t h a t copy of t h a t 

t h a t was handed out t h i s morning? 

A. Yes, I do . 

Q. Go down the D i v i s i o n p r e l i m i n a r y 

s c h e d u l e , as shown on the r e v i s e d e x h i b i t f o r the 

B l i n e b r y and, without g i v i n g me the e x a c t 

numbers, j u s t g e n e r a l l y d e s c r i b e where you 

recommend changes to be made so t h a t u l t i m a t e l y 

the a l l o w a b l e a s s i g n e d to the pool w i l l g i v e you 

an o p p o r t u n i t y to produce a r e a s o n a b l e market 

demand f o r t h a t p r o d u c t i o n . 

A. The l i n e 1, the average monthly pool 

s a l e s i s 354,000 Mcf. I am pro p o s i n g t h i s 
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morning an adjustment on l i n e 2 of 227,000 Mcf to 

a r r i v e a t a monthly pool a l l o w a b l e of 581,000. 

L i n e 5, 131,000, i s the m a r g i n a l pool a l l o w a b l e , 

s u b t r a c t i n g t h a t number from the l i n e 4 r e s u l t s 

i n a monthly non-marginal pool a l l o w a b l e of 

450,000. And u s i n g a non-marginal acreage f a c t o r 

of 10 r e s u l t s i n a l i n e 8 of 45,000. 

Q. L e t ' s d e s c r i b e your a l l o w a b l e r e q u e s t 

l e v e l i n terms of the l a s t l i n e e n t r y , the 45,000 

Mcf number. How does t h a t compare to the 

a l l o w a b l e t h a t was a p p l i e d f o r the pool on the 

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

A. The 45,000 i s the comparable to 

one-and-a-half m i l l i o n c u b i c f e e t a day --

Q. Yes. 

A. -- f o r 1 a c r e a g e f a c t o r . And the 

p r e v i o u s r e q u e s t by Marathon was 50,000. 

Q. L e t ' s t u r n to page 2 of the e x h i b i t , 

which w i l l be E x h i b i t B i n the package. I d e n t i f y 

and d e s c r i b e f o r us t h a t d i s p l a y . 

A. T h i s i s a map of the B l i n e b r y Pool w i t h 

the m a r g i n a l and non-marginal gas w e l l s 

i n d i c a t e d . The s m a l l e r dots a r e f o r m arginal gas 

w e l l s . The l a r g e r dots r e p r e s e n t the 

non-marginal gas w e l l s . As i n the l e f t lower 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

15 

1 6 

1 7 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

87 

c o r n e r , the d i f f e r e n t c o l o r s r e p r e s e n t d i f f e r e n t 

gas t r a n s p o r t e r s . 

Q. Do you r e c a l l from memory and can you 

d e s c r i b e f o r us the g e n e r a l number of mar g i n a l 

w e l l s and non-marginal w e l l s i n the pool? 

A. G e n e r a l l y t h e r e a r e a p p r o x i m a t e l y 97 

t o t a l w e l l s i n the pool of which 14 w e l l s are 

non-marginal. 

Q. Turn to E x h i b i t C. We might want to go 

ahead and use E x h i b i t C to l e t you e d i t t h a t 

e x h i b i t . Am I c o r r e c t i n u n d e r s t a n d i n g i t was a 

dem o n s t r a t i o n of Marathon's a l l o w a b l e l e v e l 

r e q u e s t i n the f a r r i g h t column as i t compares to 

the p r e l i m i n a r y s c h e d u l e i s s u e d by the D i v i s i o n 

i n the docket and does not y e t r e f l e c t the 

r e v i s e d D i v i s i o n a l l o w a b l e e s t i m a t e s ? 

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

Q. Help us e d i t t h i s so t h a t we understand 

what your a l l o w a b l e r e q u e s t s w i l l be based upon 

the c u r r e n t r e v i s e d s c h e d u l e . 

A. Based on my c u r r e n t r e v i s e d s c h e d u l e , 

to go along w i t h the update, based on E x h i b i t A 

as proposed by the Commission today, l i n e 1, the 

average monthly pool s a l e s would r e q u i r e r e v i s i o n 

to 354,110. An adj u s t m e n t , as we've proposed 
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here i n the r i g h t - h a n d column, i n s t e a d of 

205,955, i t needs to be r e v i s e d to 227,241 f o r a 

r e v i s e d monthly pool a l l o w a b l e of 581,351. 

Based on the E x h i b i t A proposed today, 

the monthly m a r g i n a l pool a l l o w a b l e i s then 

131,351. The monthly non-marginal pool a l l o w a b l e 

would then be 450,000. The number of 

non-marginal a c r e a g e f a c t o r s would then be 10, as 

i n E x h i b i t A, r e s u l t i n g i n a monthly acreage 

a l l o c a t i o n f a c t o r of 45,000. 

Q. D e s c r i b e f o r me the c o n c l u s i o n you 

rea c h e d from examining E x h i b i t D, which i s the 

next d i s p l a y . 

A. E x h i b i t D i s the a l l o w a b l e s , s a l e s , and 

o v e r p r o d u c t i o n s t a t u s of w e l l Lou Worthan No. 9, 

one of Marathon's non-marginal w e l l s . 

Q. Why d i d you s e l e c t t h i s p a r t i c u l a r 

non-marginal w e l l f o r p r e s e n t a t i o n ? 

A. We s e l e c t e d t h i s p a r t i c u l a r w e l l . I t 

i s one of two non-marginal w e l l s t h a t Marathon 

c u r r e n t l y has. And at the end of the p e r i o d , 

based on the i n c r e a s e s i n a l l o w a b l e s f o r the 

c u r r e n t p r o r a t i o n p e r i o d , we can see t h a t the 

s a l e s a r e e x c e e d i n g the monthly a l l o w a b l e . 

Q. When you look at the l a s t months of 
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e n t r y i n Jan u a r y 92 and look a t the comparison of 

the r e l a t i o n s h i p between the a l l o w a b l e , which 

w i l l be the blue l i n e t h a t ' s h o r i z o n t a l , t h e r e i s 

a s l i g h t d e c l i n e i n s a l e s . What i s happening i n 

Janu a r y and what i s the f o r e c a s t f o r F e b r u a r y and 

March f o r p r o d u c t i o n from t h a t w e l l ? 

A. The p r o d u c t i o n or monthly s a l e s from 

t h i s w e l l i n January i s 46,320, which i s a 

d e c r e a s e from December of 50,130. With e a r l y 

p r o d u c t i o n data i n F e b r u a r y , we have p r o j e c t e d 

t h a t p r o d u c t i o n would be 45,192. 

Q. F o r e c a s t of p r o d u c t i o n , then, i s not 

going to f o l l o w the d e c l i n e e s t a b l i s h e d i n 

January f o r s a l e s i n t h a t w e l l ? 

A. T h a t ' s c o r r e c t . 

Q. I n your o p i n i o n , do your two 

non-marginal w e l l s have the d e l i v e r a b i l i t y or the 

c a p a c i t y to produce t h e i r s h a r e of the a l l o w a b l e 

to be a s s i g n e d on your proposed a l l o w a b l e l e v e l ? 

A. Yes, they do. 

Q. L e t ' s t u r n to the p r o d u c t i o n on the 

oth e r non-marginal w e l l t h a t you o p e r a t e i n the 

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

A. T h i s i s a graph of the a l l o w a b l e s , 

s a l e s , and o v e r p r o d u c t i o n s t a t u s of the Lou 
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Worthan No. 12 Marathon-operated w e l l . 

Q. T h i s i s E x h i b i t E? 

A. E x h i b i t E. 

Q. Okay. 

A. The graph i s s i m i l a r to the numbered 

p r e v i o u s e x h i b i t and i n d i c a t e s t h a t the w e l l ' s 

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

38,125. 

Q. D e s c r i b e f o r us your f o r e c a s t of s a l e s 

and p r o d u c t i o n from t h i s w e l l i n r e l a t i o n to i t s 

a l l o w a b l e ? 

A. The p r o d u c t i o n , as i n d i c a t e d h e r e , i n 

December peaked at 54,313. The J anuary s a l e s 

f i g u r e was 47,970. A p r o j e c t e d F e b r u a r y 

p r o d u c t i o n w i l l be a p p r o x i m a t e l y 45,000. 

Q. Turn now to E x h i b i t F and 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. E x h i b i t F i s the graph of a l l the 

non-marginal w e l l s Marathon o p e r a t e s , which t h e r e 

a r e f o u r , i n d i c a t i n g i n p a r t i c u l a r i n the l a s t 

s e v e r a l months t h a t Marathon has equaled or 

exceeded the c u r r e n t a l l o w a b l e s of over 125,000. 

Q. A l l r i g h t . L e t ' s t u r n to E x h i b i t G. 

A. E x h i b i t G i s the graph of the B l i n e b r y 

Pool t o t a l Marathon op e r a t e d w e l l s , i n c l u d i n g 
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m a r g i n a l and non-marginal w e l l s , i n d i c a t i n g s a l e s 

a r e e x c e e d i n g the t o t a l a l l o w a b l e s of our w e l l s . 

Q. Having s t u d i e d the p r o d u c t i o n of your 

w e l l s and the a b i l i t y of those w e l l s to produce, 

what i s the r e l a t i o n s h i p of t h a t p r o d u c t i v i t y to 

the a n t i c i p a t e d r e a s o n a b l e market demand f o r 

p r o d u c t i o n from your w e l l s f o r t h i s next 

p r o r a t i o n p e r i o d ? 

A. The market demand c u r r e n t l y exceeds 

d e l i v e r a b i l i t y . 

Q. When you look a t the p a s t p r o r a t i o n 

p e r i o d , what i s the s t a t u s of the pool on a pool 

b a s i s between being overproduced or underproduced 

i n terms of the a l l o w a b l e s ; do you know? 

A. The c u r r e n t s t a t u s of a l l non-marginal 

w e l l s i n the pool i s underproduced. 

Q. And when you look a t the s t a t u s of your 

w e l l s , they a r e overproduced on the a l l o w a b l e , 

a r e they not? 

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

Q. But they a r e w i t h i n the 0/P l i m i t f o r 

t h a t p r o d u c t i o n ? 

A. T h a t ' s c o r r e c t . 

Q. From your p e r s p e c t i v e as the en g i n e e r 

i n v o l v e d i n t h i s p a r t i c u l a r pool f o r your 
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p r o d u c t i o n , and not a d d r e s s i n g the marketing 

i s s u e s I ' l l t a l k to the next w i t n e s s about, 

summarize f o r us your c o n c l u s i o n s about the 

j u s t i f i c a t i o n f o r your a l l o w a b l e r e q u e s t . 

A. I guess, f i r s t of a l l , we pool 

p r o d u c t i o n r i g h t now. Market demand f o r the pool 

p r o d u c t i o n exceeds t o t a l pool d e l i v e r a b i l i t y . 

Marathon i s a b l e to s e l l a l l i t s gas p r o d u c t i o n , 

and we b e l i e v e t h a t o t h e r o p e r a t o r s have adequate 

markets to s e l l a l l of t h e i r gas t h a t they can 

produce. 

A l s o , the proposed a l l o w a b l e f o r the 

t o t a l pool of 581,351 i s not i n e x c e s s of market 

demand and, i f a n y t h i n g , i s l e s s than market 

demand. 

Q. What i s your u l t i m a t e c o n c l u s i o n , then, 

about the l e v e l of a l l o w a b l e r e q u e s t t h a t you're 

s e e k i n g f o r the pool? 

A. The u l t i m a t e c o n c l u s i o n i s t h a t we wish 

to be a l l o w e d to produce a t the r e q u e s t e d r a t e s , 

45,000. 

MR. KELLAHIN: That c o n c l u d e s my 

ex a m i n a t i o n , Mr. Chairman, of Mr. F o l s e . 

We would move the i n t r o d u c t i o n of 

Marathon E x h i b i t s A through G. 
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CHAIRMAN LeMAY: A through G w i l l be 

admi t t e d without o b j e c t i o n . 

Q u e s t i o n s of the w i t n e s s ? 

Mr. P a d i 1 l a . 

MR. PADILLA: L e t me get up here, Mr. 

Chai rman. 

EXAMINATION 

BY MR. PADILLA: 

Q. Mr. F o l s e , d i d I und e r s t a n d your 

t e s t i m o n y t h a t the t o t a l pool a l l o w a b l e was 

underproduced? 

A. T h a t ' s c o r r e c t , y e s . 

Q. Could t h a t be a r e f l e c t i o n t h a t t h e r e 

i s an adequate market f o r s e l l i n g gas from t h a t 

pool? 

A. There i s a p o s s i b i l i t y . Could be the 

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

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

Q. But one may be the p o s s i b i l i t y t h a t 

t h e r e i s an inadequate market; t h e r e f o r e , t h e r e 

i s no p r o d u c t i o n ; c o r r e c t ? 

A. The p o s s i b i l i t y , I guess. 

Q. Did you endeavor to f i n d out what the 

t o t a l market d e l i v e r a b i l i t y f o r the pool was? 

A. I b e l i e v e our marketing people w i l l 
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answer t h a t q u e s t i o n . I d i d not. 

Q. As I u n d e r s t a n d your t e s t i m o n y , you're 

p r o j e c t i n g a t o t a l demand f o r the pool based upon 

what Marathon's market i s ; i s n ' t t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. You d i d not go out and f i n d out whether 

o t h e r p r o d u c e r s had markets f o r s a l e of gas i n 

t h a t a r e a ? 

MR. KELLAHIN: Mr. Chairman, w i t h a l l 

due r e s p e c t to Mr. P a d i l l a , I t h i n k those 

q u e s t i o n s a r e more a p p r o p r i a t e l y a d d r e s s e d to the 

marketing e x p e r t . 

CHAIRMAN LeMAY: As I understand, h e ' l l 

have a marketing e x p e r t t h a t w i l l e i t h e r p r o v i d e 

those or be a b l e to --

MR. PADILLA: W e l l , Mr. Chairman, i f I 

may respond to t h a t , he d i d t e s t i f y to market 

demand, and I'm a s k i n g those q u e s t i o n s i n terms 

of what h i s knowledge i s about market demand. 

CHAIRMAN LeMAY: Co u n s e l , do you want 

to a d d r e s s t h a t ? I d i d hear some comments by the 

w i t n e s s c o n c e r n i n g market demand. 

MR. KELLAHIN: No. A l l q u e s t i o n s about 

market demand were p r e d i c a t e d on what h i s company 

e x p e r t had t o l d him what market demand was f o r 
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the p o o l , and I n r e l a t i o n to t h a t , then, he has 

d e s c r i b e d what h i s w e l l s can produce. 

CHAIRMAN LeMAY: So h i s e x p e r t i s e was 

l i m i t e d b a s i c a l l y to the response of what the 

w e l l s c o u l d produce, but the market demand was an 

assumption t h a t he was g i v e n . 

MR. KELLAHIN: Sure. And he g e t s t h a t 

assumption from Mr. H a s t i n g s , who's s i t t i n g r i g h t 

h e r e , e a g e r l y w i l l i n g to answer Mr. P a d i l l a ' s 

quest i o n s . 

CHAIRMAN LeMAY: F i n e . Thank you. 

W i l l t h a t be a c c e p t a b l e , Mr. P a d i l l a 

and Mr. H a s t i n g s ? 

MR. PADILLA: I ' l l t a l k to Mr. H a s t i n g s 

about market demand. I w i l l c o n t i n u e . 

Q. L e t me go on to the, I b e l i e v e on your 

E x h i b i t E -- and I don't have a copy of t h a t --

you were t e s t i f y i n g c o n c e r n i n g the No. 12 w e l l ? 

A. T h a t ' s c o r r e c t . 

Q. Can you t e l l me how t h a t w e l l got to 

the s t a t e of being overproduced? 

A. I t a r r i v e d at the s t a t e of 

o v e r p r o d u c t i o n , as can be seen on the graph, 

b e g i n n i n g i n January 1989. The graph comes i n 

through the p e r i o d of January 92. The graph 
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i n d i c a t e s the a l l o w a b l e s , s a l e s , and 

o v e r p r o d u c t i o n s t a t u s of the w e l l . 

Q. Doesn't t h a t show the major times t h a t 

you were s e l l i n g gas would be d u r i n g the 

w i n t e r t ime? 

A. I n p r e v i o u s y e a r s , t h e s e w e l l s were 

be i n g produced as per p r o r a t i o n s c h e d u l e s under 

the p r o d u c t i o n g u i d e l i n e s of f o l l o w i n g the 

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

management by Marathon i s , as opposed to p r e v i o u s 

y e a r s , we a r e producing the w e l l s p r e t t y much 

c a p a c i t y a t what we a r e a l l o w e d to produce. 

Q. Now, I n o t i c e up here s t a r t i n g i n 

January of 1989, i t seemed l i k e -- w e l l , f i r s t of 

a l l , what does the r e d l i n e i n d i c a t e ? 

A. The red l i n e i s the o v e r p r o d u c t i o n 

s t a t u s of t h a t w e l l on a c u m u l a t i v e b a s i s . 

Q. And s t a r t i n g i n January through about 

A p r i l of 1989, i t became overproduced s t a r t i n g 

back t h e r e ; i s n ' t t h a t c o r r e c t ? 

A. P r i o r to January 89, i t had an 

o v e r p r o d u c t i o n s t a t u s over 40,000. 

Q. Then you had another peak i n January of 

1990 a f t e r t h a t ; i s n ' t t h a t a l s o c o r r e c t ? 

A. A peak of s a l e s ? 
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Q. Of p r o d u c t i o n or s a l e s . I'm not s u r e 

what t h a t second l i n e i s . 

A. The green l i n e i s s a l e s . 

Q. Okay. So your s a l e s were e s s e n t i a l l y 

d u r i n g t h e s e p e r i o d s January through A p r i l and 

January through A p r i l of those y e a r s ; c o r r e c t , 

1989, 1990? 

A. T h a t ' s c o r r e c t , i n those y e a r s . 

Q. And then going i n t o , s t a r t i n g i n the 

f a l l of October of 1992 — or 1991, I should say, 

you s t a r t another i n c r e a s e on s a l e s ? 

A. T h a t ' s c o r r e c t . 

Q. So i s i t f a i r to say t h a t your s a l e s 

g e n e r a l l y occur d u r i n g the w i n t e r months or on 

some s e a s o n a l b a s i s ? 

A. That i s b a s i c a l l y what o c c u r r e d i n t h i s 

c a s e , was as a r e s u l t of p r o d u c t i o n r e s t r i c t i o n s 

on the lower months, i n the summer months. 

Q. Does t h i s e x h i b i t show how t h i s w e l l 

conforms the a l l o w a b l e s d u r i n g the time t h a t you 

don't have those peaks? 

A. Repeat the q u e s t i o n . 

Q. I n other words, you have peak s a l e s 

from January through A p r i l 1989 and from January 

1990 through A p r i l and then, a g a i n , i n the l a t t e r 
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p a r t of 1991, you a l s o have a peak i n c r e a s e . I n 

terms of monthly p r o d u c t i o n , between, say, J u l y 

or A p r i l of 1990 and October of 1991, i t seems to 

l e v e l o f f . How do a l l o w a b l e s i n p r o d u c t i o n 

conform d u r i n g t h a t time? 

A. P r o d u c t i o n was d r i v e n by a l l o w a b l e s 

through those p e r i o d s . 

Q. T h i s d r a f t seems t h a t i t ' s p r e t t y --

t h a t they conform p r e t t y w e l l to each other 

d u r i n g t h a t time. How about on the -- on your 

E x h i b i t D, do we have the same s c e n a r i o on t h a t 

No. 9 w e l l as we had on the No. 12 w e l l ? 

A . Yes, we do. 

Q. L e t me go back and ask you about -- you 

i n d i c a t e d t h a t you, Marathon, owned four 

non-marginal w e l l s ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. On the other two non-marginal w e l l s 

t h a t Marathon owns t h e r e , do you have an 

o v e r p r o d u c t i o n problem? 

A. We have no p r o d u c t i o n problems. They 

a r e not producing over the c u r r e n t a l l o w a b l e . 

Q. Why i s t h a t ? 

A. The c a p a c i t y of those w e l l s a r e not as 

g r e a t as the two w e l l s we've p r e s e n t e d here, the 
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d e l i v e r a b i l i t y . 

Q. And those w e l l s a r e not overproduced? 

A. I b e l i e v e t h e y ' r e s l i g h t l y overproduced 

at the c u r r e n t time. They a r e overproduced at 

the c u r r e n t time. 

Q. Are they out of range as f a r as 

o v e r p r o d u c t i o n i s concerned w i t h the -- compared 

to the two w e l l s t h a t you've shown on E x h i b i t s D 

and E? 

A. They a r e a r e not as much overproduced 

as those two a r e . 

Q. How about, Mr. F o l s e , the remaining ten 

non-marginal w e l l s i n the f i e l d , a r e those w e l l s 

overproduced? 

A. There appears to be through the 

December r e p o r t one w e l l t h a t i s c u r r e n t l y 

overproduced. The o t h e r w e l l s appear to be 

underproduced. 

Q. E s s e n t i a l l y , i t seems to me, t h a t t h i s 

i s a Marathon problem as f a r as o v e r p r o d u c t i o n i s 

concerned; i s n ' t t h a t c o r r e c t ? 

A. A Marathon problem of being 

overproduced? 

Q. Overproduced on i t s four w e l l s . 

MR. KELLAHIN: O b j e c t to the form of 
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the q u e s t i o n . I t h i n k i t ' s a r gumentative the way 

i t ' s framed. 

CHAIRMAN LeMAY: You probably ought to 

r e p h r a s e the q u e s t i o n , Mr. P a d i l l a , and r e p h r a s e 

i t . 

MR. KELLAHIN: The problem i s e q u a l l y 

a t t r i b u t a b l e to low a l l o w a b l e s . 

CHAIRMAN LeMAY: I ' l l remind c o u n s e l he 

i s incompetent to t e s t i f y as a w i t n e s s . 

MR. KELLAHIN: Even when I'm r i g h t , Mr. 

Chairman. 

MR. PADILLA: I don't know whether 

t h a t ' s an o b j e c t i o n , Mr. Chairman, or whether 

i t ' s 

MR. STOVALL: I t h i n k i t ' s banter 

between the Chairman and c o u n s e l . 

CHAIRMAN LeMAY: J u s t a l i t t l e b i t of 

fun, Mr. P a d i l l a . But you might want to r e p h r a s e 

the q u e s t i o n . 

MR. STOVALL: Mr. Chairman, i f I might 

j u s t ask the q u e s t i o n , i t i s not i n the form of 

an o b j e c t i o n , but I ' v e got a -- I ' v e been 

l i s t e n i n g to the q u e s t i o n i n g and t r y i n g to, as I 

p o i n t e d out, the D i v i s i o n i s not r e a l l y an 

advocate of a n y t h i n g at t h i s p o i n t . I t ' s c r e a t e d 
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a s t a r t i n g p o i n t . 

And i t would be most h e l p f u l , I ' v e 

asked Mr. VanRyan i f he u n d e r s t a n d s what Mr. 

P a d i l l a ' s c o n c e r n s a r e w i t h r e s p e c t to Marathon's 

te s t i m o n y , and he doesn't and I don't know. I 

don't know i f the Commission does or not. 

But I wouldn't mind i f Mr. P a d i l l a 

would mind i f he would e x p l a i n h i s con c e r n s so 

t h a t we can put h i s q u e s t i o n s i n t o the c o n t e x t of 

those c o n c e r n s and e v a l u a t e the w i t n e s s ' 

t e s t i m o n y i n response to those c o n c e r n s . I t ' s 

not v e r y h e l p f u l to us at t h i s p o i n t , from the 

D i v i s i o n ' s s t a n d p o i n t anyway, I don't know about 

the Commission. 

MR. PADILLA: L e t me e x p l a i n , Mr. 

Chairman, t h e r e i s a r e q u e s t b e f o r e the 

Commission to i n c r e a s e the a l l o w a b l e s to 45,000. 

We have i n our p r e p a r e d statement, and t h a t ' s a l l 

the t e s t i m o n y -- i t ' s not even testimony; i t ' s 

merely a statement t h a t we i n t e n d to read i n t o 

the r e c o r d . We p r o v i d e d t h a t y e s t e r d a y to Mr. 

S t o v a l l and Mr. K e l l a h i n . 

MR. STOVALL: I was i n meetings a l l day 

y e s t e r d a y , so I a p o l o g i z e f o r not having seen 

t h a t . 
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MR. PADILLA: Our p o s i t i o n i s c o n t a i n e d 

i n t h a t . We f e e l t h a t the a l l o w a b l e s a r e s i m p l y 

going sky h i g h . And m a n i f e s t e d by Mr. F o l s e ' s 

t e s t i m o n y , i t seems to me t h a t Marathon i n t e n d s 

to s o l v e an a l l o w a b l e o v e r p r o d u c t i o n problem 

through i n c r e a s i n g a l l o w a b l e s . I t ' s s i m p l y 

t h a t . 

The f o l l o w i n g q u e s t i o n I would have of 

Mr. F o l s e i s s i m p l y whether or not an i n c r e a s e i n 

the a l l o w a b l e to 45,000 would s o l v e Marathon's 

problems over the next s i x months. 

CHAIRMAN LeMAY: I t h i n k t h a t ' s a f a i r 

q u e s t i o n . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: I ' d l i k e to have the 

w i t n e s s answer. 

CHAIRMAN LeMAY: F i n e . Thank you. 

THE WITNESS: The i n c r e a s e d a l l o w a b l e 

to 45,000 

MR. PADILLA: Yes, s i r . 

THE WITNESS: -- would b r i n g more i n t o 

l i n e Marathon's o v e r p r o d u c t i o n . 

MR. PADILLA: I don't b e l i e v e I have 

any f u r t h e r q u e s t i o n s . 

CHAIRMAN LeMAY: Thank you. 
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Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, I t h i n k 

Mr. S t o v a l l ' s p o i n t i s w e l l taken. I'm a l i t t l e 

a t a d i s a d v a n t a g e to put my w i t n e s s e s on and then 

have Mr. P a d i l l a read a statement on b e h a l f of 

Mr. Hendrix. 

I would r e q u e s t t h a t t h a t statement be 

d i s t r i b u t e d to the Commission now so t h a t my 

w i t n e s s e s can d e a l s p e c i f i c a l l y w i t h the conce r n s 

t h a t Mr. P a d i l l a ' s c l i e n t s have, and we can stop 

f i s h i n g around on t h i n g s t h a t a r e of no 

consequence. I would l i k e the statement i n now 

so t h a t we can comment on i t . 

CHAIRMAN LeMAY: Th a t ' s up to Mr. 

P a d i l l a . G e n e r a l l y s t a t e m e n t s a r e n ' t s u b j e c t to 

c r o s s - e x a m i n a t i o n . They're s t r i c t l y put i n the 

r e c o r d f o r the Commission's c o n s i d e r a t i o n . But 

i f he c a r e s to d i s t r i b u t e i t now, t h a t ' s f i n e . 

MR. PADILLA: I have a l r e a d y 

d i s t r i b u t e d i t to the Commission t h i s morning, 

Mr. Chairman. I would be happy to read i t at 

t h i s time i f t h a t ' s c o n v e n i e n t . 

CHAIRMAN LeMAY: Would t h a t be 

b e n e f i c i a l to you, c o u n s e l o r ? 

MR. KELLAHIN: Mr. Chairman, I can 
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r e a d . I ' v e got a copy of i t . I s i m p l y want the 

o p p o r t u n i t y of my w i t n e s s e s to comment on what's 

c o n t a i n e d i n the w r i t t e n s t a t e m e n t . I f the 

Commission wants to have Mr. P a d i l l a read i t to 

us, I guess t h a t ' s w i t h i n your d i s c r e t i o n . 

MR. STOVALL: Mr. Chairman, i f I might 

make a comment on t h a t . J u s t i n the c o n t e x t of 

i t , a g a i n , I a p o l o g i z e , as I say, to Mr. P a d i l l a 

f o r not hav i n g read i t y e s t e r d a y , but I spent the 

e n t i r e day i n other meetings. 

I view the a l l o w a b l e h e a r i n g as a 

n o n - a d v e r s a r i a l i n f o r m a t i o n - g a t h e r i n g h e a r i n g f o r 

more of a rul e - m a k i n g f o r the Commission, and I 

c e r t a i n l y t h i n k t h a t a n y t h i n g t h a t comes i n , the 

more you und e r s t a n d the c o n t e x t i n which i t comes 

i n , the b e t t e r you're a b l e to e v a l u a t e i t . I f we 

co u l d r e a d i t , I t h i n k i t would be g r e a t . 

CHAIRMAN LeMAY: I don't t h i n k the 

Commission i s s t u p i d . I f we a r e , we shouldn't be 

he r e . We un d e r s t a n d you have overproduced 

w e l l s . And we un d e r s t a n d t h a t i f you want some 

h i g h e r a l l o w a b l e , to get t h a t under. We 

un d e r s t a n d Mr. Hendrix has underproduced w e l l s 

f o r whatever r e a s o n s . I t h i n k t h a t ' s obvious. 

You can p l a y around w i t h those concepts 
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i f you want, but I t h i n k -- I c a n ' t see where 

t h e r e ' s any ambiguity i n what the p o s i t i o n s a r e . 

I' v e not read the sta t e m e n t , but i t seems f a i r l y 

o bvious to me where the p a r t i e s a r e coming from. 

MR. KELLAHIN: W e l l , the p o s i t i o n s a r e 

c l e a r ; i t ' s the r e a s o n i n g s t h a t need to be 

d i s c u s s e d . 

CHAIRMAN LeMAY: T h a t ' s why we're 

hav i n g your w i t n e s s here under 

c r o s s - e x a m i n a t i o n . 

P l e a s e proceed, Mr. P a d i l l a . 

MR. PADILLA: W e l l , at t h i s p o i n t , Mr. 

Chairman, l e t me read our statement, and then Mr. 

K e l l a h i n can r e d i r e c t on t h a t b a s i s . 

CHAIRMAN LeMAY: I don't t h i n k we've 

had a l o n g - s t a n d i n g p o l i c y t h a t s t a t e m e n t s are 

not s u b j e c t to c r o s s - e x a m i n a t i o n . I f i t would 

h e l p to c l a r i f y your p o s i t i o n , p l e a s e read i t . 

But i t ' s not something t h a t ' s s u b j e c t to 

c r o s s - e x a m i n a t i o n , u n l e s s you have a w i t n e s s who 

wrote the statement t h a t you want to put on. 

MR. PADILLA: I don't, Mr. Chairman. 

CHAIRMAN LeMAY: F i n e . 

MR. PADILLA: The John Hendrix 

C o r p o r a t i o n o p e r a t e s 66 w e l l s c o v e r i n g 3,440 
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a c r e s i n the B l i n e b r y Pool. The Hendrix 

C o r p o r a t i o n proposes a d e c r e a s e i n the monthly 

acr e a g e a l l o c a t i o n f a c t o r ( F l f a c t o r ) f o r 

B l i n e b r y non-marginal w e l l s from 24,906 Mcf per 

month to 21,840 Mcf per month, which was the 

average pool a l l o w a b l e f o r 1990 and was 

s u f f i c i e n t to e c o n o m i c a l l y and e f f i c i e n t l y 

produce from the pool. I n 1988, the a l l o w a b l e 

was 12,180 Mcf per month, and the 1989 a l l o w a b l e 

was 15,420 Mcf per month. 

Our p r i n c i p a l r e a s o n s f o r proposing a 

d e c r e a s e i n the a l l o w a b l e s a r e , one, an i n c r e a s e 

i n a l l o w a b l e s w i l l f u r t h e r f l o o d the gas market 

w i t h gas, i n g r e a t p a r t due to Canadian imports 

i n San Juan c o a l seam gas. Two, the p r i c e f o r 

gas has f a l l e n below i t s replacement c o s t . 

I n support of the f o r e g o i n g , we c a l l 

the Commission's a t t e n t i o n to Northern N a t u r a l 

Gas Company's most r e c e n t spot market p r i c i n g 

l e t t e r , which s e t March p r i c e s at 90 c e n t s per 

MMBtu f o r gas w e l l gas and 80 c e n t s MMBtu f o r 

ca s i n g h e a d gas. A copy of t h a t l e t t e r i s 

a t t a c h e d h e r e t o as E x h i b i t A. 

To c o n t i n u e to i n c r e a s e gas a l l o w a b l e s 

and f u r t h e r f l o o d the market w i t h gas p r o d u c t i o n 
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can o n l y r e s u l t i n one t h i n g : c o n t i n u e d weaker 

gas p r i c e s . T h i s i s c o n t r a r y to the i n t e r e s t s of 

the s t a t e of New Mexico, as we w i l l have to 

produce s u b s t a n t i a l l y more gas f o r the same or 

l e s s economic term r e s u l t i n g i n waste. Waste has 

been s t a t u t o r i l y d e f i n e d as p r o d u c t i o n from any 

gas w e l l or from any gas pool i n e x c e s s of the 

r e a s o n a b l e market demand. 

The s i m p l e r e s u l t of any Commission 

a c t i o n t h a t would d e l i v e r gas to an a l r e a d y 

s a t u r a t e d m a r k e t p l a c e would be a d e c r e a s e i n 

p r i c e s l e a d i n g to a premature abandonment of gas 

w e l l s . T h i s would r e s u l t i n waste and would be 

v i o l a t i v e of c o r r e l a t i v e r i g h t s of the producer, 

m i n e r a l owner, and the s t a t e of New Mexico. 

By d e c r e a s i n g a l l o w a b l e gas, r e c o v e r y 

w i l l be maximized, and the waste of t h i s p r e c i o u s 

n a t u r a l r e s o u r c e would be pr e v e n t e d . C o n t r o l l i n g 

the market by p r o v i d i n g cheap gas i s not i n the 

be s t i n t e r e s t s of the S t a t e of New Mexico. 

CHAIRMAN LeMAY: Thank you, Mr. 

P a d i l l a , f o r t h a t p h i l o s o p h i c a l s t a t e m e n t . We 

a p p r e c i a t e your i n p u t . T h a t ' s not s u b j e c t to 

c r o s s , and w e ' l l put i t i n the f i l e f o r 

c o n s i d e r a t i o n . 
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Are t h e r e any a d d i t i o n a l q u e s t i o n s of 

the w i t n e s s ? 

MR. PADILLA: I have none. 

CHAIRMAN LeMAY: Thank you. 

Do you have any r e d i r e c t ? 

MR. STOVALL: I have some q u e s t i o n s , i f 

I might. 

CHAIRMAN LeMAY: I'm s o r r y . Excuse me, 

Mr. S t o v a l 1 . 

EXAMINATION 

BY MR. STOVALL: 

Q. The f i r s t q u e s t i o n I ' v e got w i t h 

r e s p e c t to the E x h i b i t A, you've a p p a r e n t l y sent 

t h i s to a l l o p e r a t o r s i n the pool; i s t h a t 

c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. I assume t h a t you're s a t i s f i e d t h a t Mr. 

Hendrix, a t l e a s t , has answered the l e t t e r w i t h a 

non-concurrence? 

A. C o r r e c t . 

Q. Have you heard from any other o p e r a t o r s 

i n the pool? Have you go t t e n any r e s p o n s e s ? 

A. I have heard from Conoco, and I have 

d i s c u s s e d the proposed i n c r e a s e d i n a l l o w a b l e 

w i t h Chevron. And Conoco had b a s i c a l l y no 
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problem w i t h our i n c r e a s e i n the a l l o w a b l e , and 

Chevron a t t h a t time f e l t the same way. 

Q. L e t me ask you, l o o k i n g a t E x h i b i t B, 

t h a t p r o bably i s some c o r p o r a t e r e l a t i o n s h i p s I'm 

not e x a c t l y c l e a r on, and I don't want to make 

any a s s u m p t i o n s . I don't see Conoco or Chevron 

e i t h e r as o p e r a t o r s on E x h i b i t B. 

MR. KELLAHIN: Those are t r a n s p o r t e r s . 

MR. STOVALL: Oh, I'm s o r r y . I thought 

they were o p e r a t o r s . Then I withdraw t h a t 

quest i o n . 

Q. Your l e t t e r a l s o s t a t e s t h a t you would 

l i k e to r a i s e the F l f a c t o r to a l l o w w e l l s to 

produce at t h e i r c a p a c i t y ; r i g h t ? 

A. T h a t ' s c o r r e c t . 

Q. Now, presumed i n t h a t , w e ' l l l e t your 

marketing e x p e r t t e s t i f y as to t h a t , but t h e r e i s 

a presumption i n t h a t r e q u e s t t h a t t h e r e i s a 

market, n o t w i t h s t a n d i n g some of the p r i c e i s s u e s 

t h a t Mr. Hendrix r a i s e s , t h a t t h e r e i s a market 

f o r a l l of the gas which the pool i s ca p a b l e of 

producing; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. Are you f a m i l i a r w i t h the New Mexico 

s t a t u t o r y scheme f o r p r o r a t i o n and the 
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r e q u i r e m e n t s f o r p r o r a t i o n ? 

A. For the s o u t h e a s t e r n a r e a ? 

Q. No. I'm t a l k i n g about the s t a t u t e and 

why p r o r a t i o n e x i s t s and what the language of 

t h a t s t a t u t e i s ? 

A . No . 

Q. At the r i s k of opening a box of 

Pandora's, as we so f o n d l y r e f e r to i t i n New 

Mexico — 

MR. KELLAHIN: Pandora l e f t the box 

e a r l i e r t h i s morning I t h i n k , Mr. Chairman, and 

i f Mr. S t o v a l l wants to engage i n a l e g a l 

d i s c u s s i o n w i t h my e n g i n e e r , I would r e s i s t t h a t . 

CHAIRMAN LeMAY: I t h i n k -- t h i s i s an 

e n g i n e e r , Mr. S t o v a l l . We a r e opening a l o t of 

boxes here w i t h the p h i l o s o p h i c a l comments t h a t 

a r e coming f o r t h and s t a t u t o r y comments. 

P l e a s e , i f you would, j u s t d i r e c t your 

c r o s s - e x a m i n a t i o n to the e x p e r t i s e of the 

w i t n e s s , which he's an e n g i n e e r . 

MR. STOVALL: I t h i n k I ' l l save the 

q u e s t i o n s f o r the marketer. 

CHAIRMAN LeMAY: I f he's l e g a l l y 

competent to answer, I would say t h a t ' s f i n e . 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 
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EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. What p e r c e n t — we have the t o t a l 

p r o d u c t i o n from the comparable p e r i o d l a s t y e a r . 

Marathon o p e r a t e s four non-marginal w e l l s . What 

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

Marathon's w e l l s ? 

A. On the non-marginal w e l l s ? 

Q. W e l l , l e t ' s do non-marginal and 

m a r g i n a l , Marathon's p r o d u c t i o n . 

A. I t would appear to be about 25 

p e r c e n t . 

Q. And what p e r c e n t of the d e l i v e r a b i l i t y 

from the f i e l d i s a t t r i b u t a b l e to Marathon w e l l s ; 

do you know? 

A. Ri g h t offhand, I do not. 

Q. And you s a i d you had heard from two 

o p e r a t o r s w i t h i n the f i e l d , i s t h a t Conoco and --

A. And Chevron. 

Q. — and Chevron. How many non-marginal 

w e l l s do each of those companies o p e r a t e ? 

A. Conoco has a t t h i s time no -- they have 

a l l m a r g i n a l w e l l s . Chevron has f i v e 

non-marginal w e l l s . 

Q. I s Chevron on those non-marginal w e l l s , 
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have they overproduced or underproduced? 

A. Of the f i v e , one i s overproduced 

through December's s t a t e m e n t . 

CHAIRMAN CARLSON: T h a t ' s a l l I have. 

CHAIRMAN LeMAY: Commissioner Weiss. 

COMMISSIONER WEISS: I have no 

quest i o n s . 

CHAIRMAN LeMAY: I have one. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. I guess I'm f i v e s h o r t . You have 

f o u r . T h e r e ' s t en other non-marginals. Does Mr. 

Hendrix own the other f i v e non-marginal producers 

i n the f i e l d ? 

A. Mr. Hendrix has one non-marginal w e l l . 

Mobile has one non-marginal w e l l . Arco has one 

w e l l . Exxon has one w e l l . And the l i s t I'm 

l o o k i n g a t i s based on 10.25. And Texaco has one 

non-marginal w e l l , w i t h the r e v i s i o n to i t of 

10.0. I haven't been a b l e to look at t h a t 

s tatement y e t . 

Q. T h a t ' s f i n e . That w i l l be h e l p f u l . 

You s a i d you had a no o b j e c t i o n . I s t h a t to be 

i n t e r p r e t e d as n e i t h e r support nor o b j e c t i o n ? 

Did any of the o p e r a t o r s support your i n c r e a s e i n 
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a l l o w a b l e s ? 

A. I n d i s c u s s i n g w i t h Conoco and Chevron, 

t h e y b a s i c a l l y had no o b j e c t i o n . There were --

t h o s e were t h e o n l y d i s c u s s i o n s we had, and we 

had no s u p p o r t f o r t h e i n c r e a s e d a l l o w a b l e . 

Q. D i d you hear f r o m M o b i l , A r c o , Exxon, 

o r Texaco c o n c e r n i n g y o u r r e q u e s t f o r h i g h e r 

a l l o w a b l e s ? 

A. We d i d n o t . 

Q. D i d you c o n t a c t them? 

A. We d i d n o t . 

MR. KELLAHIN: You c o n t a c t e d them w i t h 

t h i s l e t t e r . 

THE WITNESS: Yes, w i t h t h e l e t t e r . 

CHAIRMAN LeMAY: Thank y o u , c o u n s e l o r . 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

MR. KELLAHIN: No, s i r . 

CHAIRMAN LeMAY: I f n o t , he may be 

ex c u s e d . 

C a l l y o u r n e x t w i t n e s s , c o u n s e l o r . 

MR. KELLAHIN: Mr. Chairman, I ' d l i k e 

t o c a l l Mr. W i l l i a m H a s t i n g s . 

WILLIAM H. HASTINGS 

H a v i n g been 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 : 
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EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. H a s t i n g s , would you, p l e a s e , s t a t e 

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

A. My name i s W i l l i a m H. H a s t i n g s . I am 

s u p e r v i s o r of r e s a l e and marketing i n n a t u r a l gas 

p r o p e r t y development f o r the we s t e r n U n i t e d 

S t a t e s , Marathon o p e r a t i o n s , as w e l l as we s t e r n 

Canada. 

Q. W i t h i n your a r e a of r e s p o n s i b i l i t y f o r 

marketing Marathon's gas, does i t i n c l u d e 

p r o d u c t i o n out of the B l i n e b r y Pool? 

A. Yes. 

Q. D e s c r i b e g e n e r a l l y what i t i s t h a t you 

do w i t h the p r o d u c t i o n out of the B l i n e b r y Pool, 

and then w e ' l l t a l k about the B l i n e b r y Pool 

s p e c i f i c a l l y . J u s t d e s c r i b e f o r me your a r e a of 

r e s p o n s i b i l i t y . 

A. W e l l , my a r e a of r e s p o n s i b i l i t y 

encompasses a number of Marathon's o p e r a t i o n s 

b e s i d e s j u s t New Mexico: Wyoming, A l b e r t a , 

Oregon, New Mexico, i n s t a t e C a l i f o r n i a , Oklahoma, 

Texas. Our primary focus i n t h i s a r e a i s to s e l l 

base l o a d . And by base l o a d , I mean non --

non - s e a s o n a l u s e r s of gas f o r i n d u s t r i a l 
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p u r p o s e s . And t h a t ' s our p r i m a r y f o c u s . 

Q. How long have you had t h i s 

r e s p o n s i b i l i t y f o r your company? 

A. I ' v e been i n the w e s t e r n U n i t e d S t a t e s 

f o r f i v e y e a r s now. 

Q. P r i o r to working f o r Marathon, were you 

working i n gas marketing i n the i n d u s t r y f o r 

another company? 

A. No. I ' v e been w i t h Marathon f o r twelve 

y e a r s , and p r i o r to being i n n a t u r a l gas t r a d i n g , 

I was i n f o r e i g n exchange t r a d i n g i n our Ohio 

o f f i c e , a t t h a t time c o r p o r a t e o f f i c e . 

Q. Would i t be w i t h i n the scope of your 

e x p e r t i s e to know what the r e a s o n a b l e market 

demand i s f o r p r o d u c t i o n , not only from the 

Marathon w e l l s , but the market demand f o r 

p r o d u c t i o n out of the B l i n e b r y Pool? 

A. A b s o l u t e l y . Yes. 

MR. KELLAHIN: We tender Mr. H a s t i n g s 

as an e x p e r t w i t n e s s . 

CHAIRMAN LeMAY: Hi s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

Q. L e t ' s t a l k f i r s t i n some g e n e r a l i t i e s 

about how the gas marketing system works f o r 

p r o d u c t i o n out of the B l i n e b r y . Give us a q u i c k 
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l e s s o n i n how t h a t p r o d u c t i o n i s taken to 

market. 

A. W e l l , t h e r e ' s a nomination p r o c e s s f o r 

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

We have agreements, t r a n s p o r t a t i o n agreements, 

w i t h each of the p e r t i n e n t t r a n s p o r t e r s to move 

the gas downstream from the w e l l h e a d . 

I t r i g h t now can go to -- i n any of 

t h r e e d i r e c t i o n s i n t o A r i z o n a and New Mexico to 

some copper s m e l t i n g companies t h a t we s e l l gas 

to . We a r e i n the midst of moving a l a r g e 

q u a n t i t y of gas i n t o the Houston s h i p channel 

a c r o s s Texas. 

And then the t h i r d o p t i o n i s to move 

gas to Chicago to the d i s t r i b u t i o n companies and 

i n d u s t r i a l p l a n t s i n the Chicago a r e a and 

f e r t i l i z e r p l a n t s upstream from Chicago i n Kansas 

and Iowa. 

We have long-term c o n t r a c t s w i t h a 

number of t h e s e companies. And we g e n e r a l l y 

s t i c k to the same p r o d u c t i o n a r e a each month, 

altho u g h we v a r y p r o d u c t i o n a l l o c a t i o n s to th e s e 

d i f f e r e n t customers depending on what we p e r c e i v e 

the o p e r a t i o n a l problems to be i n t h a t f i e l d . 

But g e n e r a l l y f o r B l i n e b r y , we've flowed i t to 
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the copper s m e l t e r . 

Q. I s t h e r e a market demand f o r p r o d u c t i o n 

from the B l i n e b r y t h a t i s a c c u r a t e l y r e f l e c t e d by 

Marathon's proposed a l l o w a b l e l i m i t s ? 

A. Yes. The market demand, because of the 

p r i c e s i t u a t i o n t h a t we have now, i s a c t u a l l y 

s t r o n g e r than i t was when p r i c e s were h i g h e r . 

And as we get i n t o i t , I t h i n k I can demonstrate 

t h a t . 

Q. Do you p e r c e i v e , i f the Marathon 

a l l o w a b l e l e v e l r e q u e s t i s approved, t h a t t h e r e 

w i l l be any d i s c r i m i n a t i o n between the v a r i o u s 

t r a n s p o r t e r s of gas taken from t h i s pool? 

A. W e l l , I would propose t h a t i f the 

a l l o w a b l e i s approved as we have r e q u e s t e d and 

t h e r e a r e o t h e r p a r t n e r s i n the a r e a i n the same 

pool t h a t cannot market t h e i r gas, we would 

purchase the gas from them to keep them from 

being harmed by the p o t e n t i a l d r a i n a g e or 

whatever. 

We have enough market to s a t i s f y the 

e n t i r e p o o l , not j u s t Marathon's pool, but the 

e n t i r e pool r e q u e s t s . 

Q. Are you — 

A. I'm s o r r y . That p r i c e i s s i g n i f i c a n t l y 
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above what Hendrix brought b e f o r e the t a b l e 

ear 1 i e r . 

Q. Are you c u r r e n t l y aware of any 

d i s t r i b u t i o n or g a t h e r i n g -- l e t ' s s t a r t w i t h the 

g a t h e r i n g . Are you aware of any p a r t i c u l a r 

g a t h e r i n g problems among the t r a n s p o r t e r s w i t h i n 

the pool so t h a t t h e i r w e l l s would be i m p a i r e d or 

t h e i r a b i l i t y to get gas to market would be 

i m p a i r e d a t Marathon's a l l o w a b l e l e v e l r e q u e s t ? 

A. No. The g a t h e r i n g i s s u e i s not a t 

i s s u e . I f i t were, i t would be because of h i g h e r 

l i n e p r e s s u r e s , which would be i n e x c e s s or an 

e x t r a s u p p l y of gas moving i n t o the system t h a t 

wasn't a n t i c i p a t e d . I n t h a t c a s e , t h e r e a r e a 

number of w e l l h e a d compressors t h a t can meet t h a t 

l i n e p r e s s u r e i f t h e r e i s an i n c r e a s e . 

But i n s p e a k i n g w i t h Northern, as was 

p r e s e n t e d s i x months ago by Mr. G i l b e r t , t h e r e i s 

no concern t h a t l i n e p r e s s u r e would i n c r e a s e . 

Q. What about the d i s t r i b u t i o n system, 

then, a f t e r the gas p r o d u c t i o n i s gathered? Are 

t h e r e any c o n s t r a i n t s or l i m i t a t i o n s w i t h i n the 

d i s t r i b u t i o n system to take the gas from t h i s 

pool to market? 

A. P r i o r to a week ago, t h e r e may have 
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been from time to time. But w i t h the opening of 

the T r a n s w e s t e r n San Juan l a t e r a l , the expansion 

of the E l Paso system out of the San Juan B a s i n , 

w i t h the opening of Kern R i v e r t r a n s m i s s i o n from 

Wyoming to C a l i f o r n i a , w i t h the expansion of the 

Northwest P i p e l i n e System from Wyoming i n t o the 

San Juan B a s i n , t h e r e ' s p l e n t y of space. 

Space won't be a problem f o r the next 

ten y e a r s . I t h i n k Mr. M e r r e t t p o i n t e d t h a t out 

e a r l i e r . 

Q. You've had an o p p o r t u n i t y to re v i e w Mr. 

Hendrix' statement t h a t was p r o v i d e d as p a r t of 

the attachment to the p r e h e a r i n g f i l i n g , have you 

not, Mr. H a s t i n g s ? 

A. Yes, I have. 

Q. Mr. Hendrix s t a t e s two p r i n c i p a l 

r e a s o n s why he proposes a d e c r e a s e i n a l l o w a b l e . 

Do you have t h a t statement b e f o r e you? 

A. Yes, I do. 

Q. One of the f i r s t t h i n g s he a d d r e s s e s 

h e l p w i t h the p r o r a t i o n system i s to keep 

a l l o w a b l e s low because an i n c r e a s e i n a l l o w a b l e s 

would f u r t h e r f l o o d the gas market w i t h gas, i n 

g r e a t p a r t due to Canadian imports i n the San 

Juan c o a l seam gas. Do you concur i n t h a t 
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statement ? 

A. I a b s o l u t e l y d i s a g r e e --

Q. Why? 

A. -- c o m p l e t e l y . I have a long answer 

f o r t h a t , somewhat long answer. We're f a c i n g a 

c r o s s r o a d s r i g h t now i n the s t a t e , i n t h i s s t a t e 

i n p a r t i c u l a r . I can t e l l you t h a t because I'm 

s e l l i n g gas i n Wyoming, and we move gas from 

A l b e r t a . And we move gas from the San Juan 

B a s i n , c o a l seam gas, u n p r o r a t e d . 

We a r e f a c i n g a c r i t i c a l p o i n t r i g h t 

now. I f we cannot s e c u r e some long-term markets, 

t h e r e a r e new p i p e l i n e s proposed over and above 

the ones t h a t have been completed a l r e a d y -- I'm 

t a l k i n g about two from Canada i n t o C a l i f o r n i a --

t h a t w i l l c o m p l e t e l y take away the market t h a t 

we've enjoyed w i t h our New Mexico w e l l s f o r a l l 

t h e s e y e a r s u n l e s s , u n l e s s we can move gas on an 

u n r e s t r i c t e d , r e a s o n a b l y u n r e s t r i c t e d b a s i s f o r a 

long p e r i o d of time. And t h a t ' s e x a c t l y what 

we're t r y i n g to do r i g h t now. 

I f we don't do t h a t , i f we don't, i f 

we're not a b l e to move our gas on an u n r e s t r i c t e d 

b a s i s , the Canadian companies w i l l s e c u r e the 

C a l i f o r n i a markets w i t h 15-year c o n t r a c t s . The 
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Canadian companies w i l l move i n t o the Houston 

a r e a and s e c u r e the v e r y markets I t a l k e d about 

e a r l i e r on a 15-year b a s i s . And our New Mexico 

p r o d u c t i o n w i l l be r e l e g a t e d backwards to a 

pure-swing p r o d u c t i o n . And t h a t swing w i l l 

become worse and worse as the base load 

d i s a p p e a r s . 

And I t h i n k t h a t u n l e s s we do something 

r i g h t now, w i t h i n s i x months, be f o r e the Canadian 

l i n e s begin c o n s t r u c t i o n , we're going to be fa c e d 

w i t h a v e r y , v e r y s e v e r e problem w i t h New Mexico 

we l i s . 

And what w i l l have happened w i l l be 

t h a t the A l b e r t a p r o d u c t i o n o u t s i d e the U n i t e d 

S t a t e s w i l l be imported i n t o the U n i t e d S t a t e s 

and r e p l a c e the p r o r a t e d p r o d u c t i o n t h a t we have 

r i g h t now i n s o u t h e a s t New Mexico. 

Q. Can reduced a l l o w a b l e s under a 

p r o r a t i o n i n g scheme t h a t s e t s those a l l o w a b l e s 

l e s s than c u r r e n t market demand have a p o s i t i v e 

impact on p r i c e ? 

A. No. The gas t h a t we're t a l k i n g about 

i n s o u t h e a s t New Mexico i s an a b s o l u t e drop i n 

the bucket. To g i v e you an i d e a , the new 

c a p a c i t y from Wyoming, which i s mostly -- or w i l l 
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be mostly t i g h t sands c r e d i t gas — i s 700 

m i l l i o n a day. That wasn't t h e r e l a s t y e a r . 

When Altamont i s f i n i s h e d , the Kern 

R i v e r c a p a c i t y w i l l go to 1.5 Bcf a day. That 

wasn't t h e r e l a s t y e a r . The E l Paso expansion 

out of the San Juan B a s i n w i l l r e s u l t i n an 

i n c r e m e n t a l of 300 m i l l i o n a day of gas going to 

C a l i f o r n i a and an i n c r e m e n t a l of 340 going 

e a s t w a r d . That wasn't t h e r e l a s t y e a r . 

And, l a s t l y , the T r a n s w e s t e r n l a t e r a l 

w i l l r e s u l t i n an i n c r e m e n t a l of 340 m i l l i o n a 

day going to C a l i f o r n i a and another 300 going 

e a s t w a r d . So we're f a c i n g some v e r y , v e r y s t i f f 

c o m p e t i t i o n , and we're f a c i n g i t now. We've seen 

i t a l r e a d y w i t h the new l i n e s opening up. And we 

need to be a b l e to t e l l our markets t h a t we're 

going to get them the gas. 

Q. What w i l l happen to the B l i n e b r y Gas 

Pool p r o d u c t i o n ' s s h a r e of the gas market i f the 

a l l o w a b l e s a r e s e t low and t h a t gas s t a y s i n the 

r e s e r v o i r ? What happens to i t s s h a r e of the 

market ? 

A. I t h i n k i f you look a t the numbers w i t h 

the proposed c a p a c i t y of 2.3 to 2.8 Bcf a day 

i n t o C a l i f o r n i a , the market i t s e l f i s a l r e a d y 
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s e r v e d by 4.3 Bcf a day c a p a c i t y . The market 

burns 5 Bcf a day. Seven hundred m i l l i o n a day 

i s produced i n the s t a t e . We have a p p r o x i m a t e l y 

50 p e r c e n t more c a p a c i t y i n t o C a l i f o r n i a w i t h a l l 

t h e s e p r o j e c t s than i s needed r i g h t t h e r e . 

Now, I don't need to t e l l you t h a t i n 

an open market, f r e e e n t r y and e x i t system, t h a t 

t h a t means p r i c e c o m p e t i t i o n at the border i n 

C a l i f o r n i a . I t i s a n t i c i p a t e d at c u r r e n t growth 

r a t e s , C a l i f o r n i a grows w i t h a good growth r a t e 

at 1.5 p e r c e n t y e a r on y e a r . I t w i l l be ten 

y e a r s b e f o r e a l l of those p i p e l i n e s a r e f u l l . 

What we're t r y i n g to do now i s to 

c a p i t a l i z e on what we see as a long-term p r i c e 

problem and get some long-term markets at what we 

t h i n k a r e premium p r i c e s . 

Q. I n your o p i n i o n , as a gas marketer, i s 

i t good market s t r a t e g y f o r Hendrix to 

underproduce t h e i r w e l l s i n the e x p e c t a t i o n t h a t 

t h a t might have some i n f l u e n c e on p r i c e ? 

A. W e l l , j u s t the o p p o s i t e . I f we're 

f o r c e d to underproduce or s h u t - i n , i f we're 

f o r c e d to do t h a t , i f we have to do t h a t , what we 

have i s an i m p a i r e d i n v e s t m e n t . We've a l r e a d y 

i n v e s t e d the money, as has Hendrix. 
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Our o u t s i d e a u d i t o r s e v e r y y e a r look 

f o r underproducing a s s e t s . I f we're not a b l e to 

produce gas, a c e r t a i n amount of gas per the 

amount of r e s e r v e s t h a t we have on the books, 

then we're f o r c e d to r i g h t them down. 

So I would say t h a t i f we're f o r c e d to 

shut them i n , t h a t would be a premature 

abandonment of the p r o p e r t y because we would have 

to w r i t e them down as n o n f u n c t i o n a l a s s e t s v e r s u s 

b eing a b l e to s e l l the gas now and purchase 

whatever the other p r o d u c e r s i n the pool c a n ' t 

s e l l . 

Q. Can the use of the r e g u l a t o r y 

p r o r a t i o n i n g system be one t h a t would i n f l u e n c e 

p r i c e based upon volume taken out of the pool? 

A. No. I t h i n k the p r o r a t i o n system 

h a s n ' t i n f l u e n c e d p r i c e . The p r o r a t i o n system 

has p r e v e n t e d a c e r t a i n p o r t i o n of gas, the 

c o n v e n t i o n a l gas i n t h i s s t a t e , from f i n d i n g 

long-term markets. 

The gas from A l b e r t a , gas from Wyoming, 

the San Juan B a s i n c o a l seam gas a l l have 15-year 

commitments to the p i p e l i n e s t h a t were b u i l t , and 

t h e y ' r e t r y i n g to match t h a t up w i t h 15-year 

c o n t r a c t s i n C a l i f o r n i a . We cannot do t h a t w i t h 
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p r o r a t e d gas. 

We can do i t w i t h Wyoming gas. We can 

do i t w i t h San Juan c o a l seam gas. We have a 

v e r y tough time doing i t w i t h p r o r a t e d gas 

because of the u n c e r t a i n t y t h a t the market 

p e r c e i v e s w i t h a p r o r a t e d gas flow. They c a n ' t 

a f f o r d to have t h e i r p l a n t go down because the 

p r o r a t i o n volume drops. They j u s t c a n ' t a f f o r d 

i t . 

Q. The second p r i n c i p a l r e ason Hendrix 

c i t e s f o r opposing Marathon's a l l o w a b l e l e v e l 

r e q u e s t i s the p r i c e f o r gas i s f a l l i n g below i t s 

replacement c o s t . Do you have any comments or 

o b s e r v a t i o n s or o p i n i o n s about t h a t ? 

A. I d i s a g r e e w i t h t h a t . I t h i n k 

replacement c o s t i s not d e f i n e d h e r e . I don't 

know what's being a d d r e s s e d through the term 

"replacement c o s t . " I assume i t ' s the c o s t of 

r e s e r v e s , the c o s t to develop r e s e r v e s . 

R i g h t now, a t the r i s k of g i v i n g away 

c o n f i d e n t i a l i n f o r m a t i o n , an average w e l l to the 

B l i n e b r y i n Tubbs, and t h e r e a r e ot h e r 

f o r m a t i o n s , c o s t s $600,000, $500- to $600,000. 

At c u r r e n t p r i c e s , at the c o n t r a c t 

p r i c e s we're p r o p o s i n g , would g e n e r a t e w i t h 1.5 
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m i l l i o n a day, which i s the s t a n d a r d p r o d u c t i o n 

r a t e from the w e l l , w i l l g e n e r a t e $789,000 a year 

i n revenue b e f o r e s e v e r a n c e t a x i s p a i d to the 

s t a t e . 

So we expect at p r i c e s now, w i t h the 

low u n i t d r i l l i n g c o s t s , t h a t the w e l l would 

s t i l l pay out i n one y e a r and the s t a t e would 

r e c e i v e s e v e r a n c e t a x e s on p r o d u c t i o n t h a t 

wouldn't o r d i n a r i l y be t h e r e . 

I guess my o v e r a l l p o i n t i s we're 

s i t t i n g i n t h i s room r i g h t now and we've seen 

graphs from Mr. M e r r e t t , and i f you n o t i c e , Mr. 

M e r r e t t d i d not put any data up t h e r e on Canada. 

And Canada i s a b s o l u t e l y f l o o d i n g the US market 

w i t h gas. 

We haven't seen the d a t a . I f you'd 

l i k e to see the data a t a l a t e r date, I can get 

i t to you. They a r e coming i n t o t h i s c o untry, 

and they a r e going to take our markets, our 

domestic p r o d u c t i o n markets, w i t h 15-year 

c o n t r a c t s . 

And u n l e s s we do something now, even 

next y e a r might be too l a t e . I r e a l l y t h i n k t h a t 

next y e a r we're going to l o s e out on some of 

t h e s e t h a t we have a l r e a d y u n l e s s we do something 
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now or we're going to go back to a swing, a v e r y 

sharp swing on p r o d u c t i o n s t a t u s . 

Q. From your p e r s p e c t i v e , do you see a 

s e a s o n a l swing i n the p r e s e n t or i n the near term 

f o r gas p r o d u c t i o n out of t h i s p r o r a t e d gas pool? 

A. W e l l , i t was mentioned e a r l y , Gas 

Company of New Mexico. Gas Company of New Mexico 

i s a s e a s o n a l buyer. They a r e mostly s e r v i n g the 

homeowner i n Santa Fe. The i n d u s t r i a l l o a d s t h a t 

Gas Company of New Mexico have had have been 

taken by p r o d u c e r s l i k e Marathon, l i k e Chevron, 

t h a t t r a n s p o r t the gas downstream. 

We c u r r e n t l y s e l l to the Centex p l a n t 

n o r t h of Albuquerque, to the U n i v e r s i t y of New 

Mexico. We're working on K i r t l a n d A i r Fo r c e 

Base. We s e l l to a number of s m a l l e r wood 

p r o d u c t s companies. 

A l l of those used to be s e r v e d by Gas 

Company of New Mexico. They a r e no longer 

s e r v e d . That base load has gone away to 

long-term c o n t r a c t s . And so Gas Company of New 

Mexico i t s e l f has become a l a r g e r and l a r g e r 

swing buyer. 

Our markets a r e a d d r e s s i n g the C l e a n 

A i r A c t . The C l e a n A i r Act has mandated 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

16 

1 7 

1 8 

19 

20 

2 1 

2 2 

23 

24 

25 

128 

r e f o r m u l a t e d g a s o l i n e . And the primary 

r e f o r m u l a t o r i s methyl t e r t i a r y b u t y l e t h e r , 

which u s e s n a t u r a l gas as a f e e d s t o c k . 

Those Mtbe u n i t s a r e being b u i l t r i g h t 

now. We're s e l l i n g 8 m i l l i o n a day to one i n 

Wyoming. And t h e r e ' s one i n Houston, Texas, t h a t 

we're t r y i n g to s e r v e w i t h t h i s gas as a 

f e e d s t o c k , which means t h a t except f o r when the 

p l a n t has a turnaround, the gas i s going to flow 

everyday of the y e a r . 

MR. KELLAHIN: Thank you, Mr. Chairman. 

CHAIRMAN LeMAY: Thank you. 

Q u e s t i o n s of the w i t n e s s ? 

MR. PADILLA: I don't have any Mr. 

Chai rman. 

CHAIRMAN LeMAY: Thank, you Mr. 

Padi11a. 

A d d i t i o n a l q u e s t i o n s ? 

Commissioner C a r l s o n . 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Are t h e s e c o n t r a c t s t h a t you're s e l l i n g 

B l i n e b r y gas, a r e they 15-year c o n t r a c t s ? 

A. The c o n t r a c t w i t h L y n d e l i s f i v e , f i v e 

y e a r s w i t h a r o l l o v e r . And the c o n t r a c t w i t h 
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Phelps-Dodge i s f i v e y e a r s . And the c o n t r a c t 

w i t h Union C a r b i d e w i l l be ten y e a r s . 

Q. Are those w a r r a n t y c o n t r a c t s ? Are they 

l i k e b a s i n - p o o l s p e c i f i c ? 

A. They a r e not w a r r a n t y c o n t r a c t s . They 

a r e not b a s i n - p o o l s p e c i f i c . We can get gas --

w e l l , we t r y and use Marathon gas. We t r y not to 

buy gas. T h e r e ' s gas i n Texas. T h e r e ' s San Juan 

gas t h a t ' s a v a i l a b l e . But we'd r a t h e r use the 

Marathon gas because we've i n v e s t e d money to get 

t h a t d e l i v e r a b i l i t y . But i t ' s not b a s i n 

spec i f i c . 

Q. So the p u r c h a s e r doesn't know i f i t ' s 

p r o r a t e d gas or not t h a t he's p u r c h a s i n g ? 

A. He does. The p u r c h a s e r does know t h a t 

i t ' s p r o r a t e d gas. We do not have the o p t i o n to 

c u r t a i l , based on government r e g u l a t o r y 

p r o d u c t i o n l i m i t s , we don't, because those 

p r o d u c t i o n l i m i t s a r e not i n p l a c e . 

For i n s t a n c e , i n Wyoming t h e r e i s no 

l i m i t a t i o n up t h e r e . No l i m i t a t i o n r u l e s . None 

i n Colorado. Up u n t i l t h i s p o i n t , t h e r e hasn't 

been any i n Oklahoma. 

And, r e a l l y , New Mexico has been the 

one s t a t e t h a t has p r o r a t e d f a i r l y s t r o n g l y . And 
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as a bottom l i n e , we don't have the r i g h t to cut 

them back. I f they get cut back by a p r o r a t i o n , 

then we've got to make up what t h e i r added c o s t 

i s , i f we c a n ' t come up w i t h the gas. 

Q. R i g h t . He doesn't know i f he's buying 

gas from a s p e c i f i c pool i n New Mexico or buying 

gas from one of your o t h e r p r o p e r t i e s ? 

A. I t used to be t h a t they d i d n ' t , and 

then they wound up g e t t i n g burned. And I t h i n k 

now, the L y n d e l P e t r o c h e m i c a l , f o r i n s t a n c e , 

burns 210 m i l l i o n c u b i c f e e t a day. I t ' s a huge 

complex. T h e r e ' s a c t u a l l y two complexes. 

They know what's going on. And they 

know -- they want to know where t h e y ' r e buying 

the gas. They don't want to be kept i n the 

dark. I f you ca n ' t t e l l them, then t h e y ' l l f i n d 

somebody e l s e . 

So the buyers a r e becoming v e r y 

s o p h i s t i c a t e d under the new market system. 

COMMISSIONER CARLSON: T h a t ' s a l l . 

Thank you. 

CHAIRMAN LeMAY: Commissioner Weiss. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Are t h e r e o t h e r s t h a t s h a r e your views 
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on the t h r e a t of Canadian gas? I s t h a t 

we11-known? 

A. I t h i n k i t ' s well-known. I f i t i s n ' t , 

i t ' s going to be t h i s month. I t h i n k , i f you 

look a t what p r i c e s were l a s t y e a r and the y e a r 

b e f o r e t h a t and the y e a r b e f o r e t h a t , b e f o r e the 

Canadian gas showed up, then some people a r e 

a s k i n g how come p r i c e s a r e so low, and the answer 

i s t h a t the Canadian imports have gone up on an 

annual r a t e of 8 p e r c e n t f o r the l a s t four 

y e a r s . And t h e y ' r e e x p e c t i n g to go up a t 6 

p e r c e n t per y e a r f o r the next four or f i v e 

y e a r s . T h a t ' s the answer. 

And I t h i n k i f people don't r e a l i z e 

t h a t , then t h e y ' r e going to f i n d out p r e t t y q u i c k 

w i t h Kern R i v e r open and w i t h the P a c i f i c Gas 

t r a n s m i s s i o n l i n e being b u i l t . But I do t h i n k 

t h a t -- I don't know i f t h e r e ' s anyone e l s e out 

here t h a t would c a r e to support me, but I do 

t h i n k t h a t most people r e a l i z e now, and the t r a d e 

p u b l i c a t i o n s e s p e c i a l l y , t h a t we have a r e a l 

problem w i t h e x c e s s gas coming from Canada. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. You've r a i s e d so many i n t e r e s t i n g 
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i s s u e s . I'm not going to get i n t o a l l of them, 

Mr. H a s t i n g s . But your r e s p o n s i b i l i t y i s the 

w e s t e r n s t a t e s ; you don't buy gas from Oklahoma 

or T e x a s ? 

A. We buy i n Oklahoma, and we buy gas i n 

Texas. 

Q. Don't you have p r o r a t e d f i e l d s i n both 

those s t a t e s ? 

A. We do not. We do have p r o r a t i o n r u l e s , 

but the p r o r a t i o n r u l e s i n Oklahoma ar e 

d i f f e r e n t . They a r e not based on -- whatever we 

t h i n k we can produce, we get to produce. I t ' s 

not a q u e s t i o n of l i m i t i n g p r o d u c t i o n v e r s u s what 

we t h i n k we can produce. 

Q. Then w i t h the assumption t h a t t h i s 

c u r r e n t law i n the l e g i s l a t u r e would not go 

through? 

A. Assuming t h a t the c u r r e n t law w i l l not 

go through, and we have r e a s o n to b e l i e v e t h a t 

the A s s o c i a t e d Gas D i s t r i b u t o r s i n the n o r t h e a s t 

a r e going to f i l e a c l a i m or an a c t i o n to t r y and 

stop i t . Even i f , even i f i t g e t s i n p l a c e , 

t h e y ' r e o n l y p r o p o s i n g to cut 400 m i l l i o n c u b i c 

f e e t a day. And, a g a i n , t h a t might sound l i k e a 

l o t of gas; i t ' s a drop i n the bucket, because 
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added p i p e l i n e c a p a c i t y . 

So we have doubts and we've t e s t i f i e d 

to t h a t e f f e c t i n Oklahoma C i t y l a s t week t h a t 

those p r o r a t i o n r u l e s w i l l cause b i g problems f o r 

the s t a t e of Oklahoma and cause b i g problems f o r 

some of the p r o d u c e r s i n t h e r e . 

You've j u s t got to take a look at the 

g l o b a l p i c t u r e and s t a n d back a l i t t l e b i t and 

see what's happening to us. We've got to q u i t 

a r g u i n g amongst o u r s e l v e s i n t h e s e s t a t e s and 

look at Canada a l i t t l e more c l o s e l y . 

Q. I n t h a t r e g a r d , can I ask you a l i t t l e 

c l a r i f i c a t i o n on a couple of your s t a t e m e n t s ? 

A. Yes. 

Q. One, were you assuming t h a t both 

Altamont and/or PGT would be t h a t PGT expanded 

and Altamont b u i l t ? 

A. Yes. 

Q. I s t h a t your s t a t e m e n t ? Do you happen 

to know i f they've g o t t e n c l e a r a n c e from FERC or 

i f they've g o t t e n -- needed e x p a n s i o n ? 

A. PGT and Altamont have -- PGT has FERC 

c l e a r a n c e ; Altamont, I'm not s u r e of. Both of 

them have i s s u e d i r r e v o c a b l e l e t t e r s of c r e d i t to 
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Nova, which i s to the i n t r a - A l b e r t a p i p e l i n e , 

which means that i f they don't b u i l d those l i n e s , 

then Nova i s compensated to the tune of $400 

m i l l i o n , I think i t i s , for Nova's expansion to 

meet the needs of Altamont and PGT. 

Q. Are you f a m i l i a r with the recent CPUC 

case i n --

A. Yes. 

Q. -- i n San F r a n c i s c o , as w e l l as the 

a p p l i c a t i o n to expand the PG&E system --

A. Yes. 

Q. -- to meet any expansion in the PGT? 

A. Yes. 

Q. And would i t be f a i r to say that t h a t ' s 

going through; do you think? I s that s u b j e c t i v e , 

or are you saying s i n c e i t ' s already approved, 

i t ' s a done deal? 

A. I know how the Canadian producers, as I 

mentioned, we have r e s p o n s i b i l i t y for western 

Canada. I've been to Calgary, and I know the 

producers up there. Their focus i s not on any 

p r i c e f o r e c a s t . They are not looking at a 

f o r e c a s t . They're not t r y i n g to f i g u r e out what 

the market i s going to do in the year 2000. 

What they do i s they I f i n d out what 
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they can get f o r f i f t e e n y e a r s or ten y e a r s w i t h 

c o g e n e r a t i o n or whoever, i n d u s t r i a l , take t h a t 

back to the w e l l h e a d , f i g u r e out what t h e i r 

i nvestment c o s t i s going to be. And i f they make 

an a c c e p t a b l e r a t e of r e t u r n , t h e y ' r e going to do 

i t . 

Q. But don't they have to have a p i p e l i n e 

to do i t w i t h ? And i s n ' t PGT c o m p l e t e l y f u l l 

now? 

A. PGT i s f u l l now, but the expansion, I 

t h i n k t h e y ' r e p l a n n i n g to s t a r t t h i s summer. 

Q. But i s n ' t t h e r e a d i f f e r e n c e between 

p l a n n i n g and a done d e a l , because t h a t ' s being 

opposed, i s n ' t i t , b e f o r e the CPUC? 

A . No . 

Q. Aren't t h e r e c o n t r a c t s , t h e y ' r e t a l k i n g 

about s t r a n d e d demand c h a r g e s and t h i n g s t h a t 

would have to a l l o c a t e c o s t s based on t h a t 

e x p a n s i o n , and t h e r e i s o p p o s i t i o n to i t , as I 

und e r s t a n d i t ? 

A. W e l l , CPUC i s opposed to — not to 

ex p a n s i o n . The CPUC, i n f a c t , would have ten 

p i p e l i n e s put i n t o the s t a t e as opposed to f i v e , 

o n l y because t h a t g e t s the consumer a lower 

p r i c e . And t h e i r main i n t e r e s t i s ha v i n g enough 
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market power to w i e l d one p i p e l i n e a g a i n s t 

a n o t h e r . And i t ' s e x a c t l y what t h e y ' r e doing 

now. I t ' s e x a c t l y why the CPUC f e e l s i t has some 

l e v e r a g e w i t h the m i n i s t e r i n A l b e r t a . 

And i f y o u ' l l n o t i c e , i n s e t t l e m e n t 

p r o c e e d i n g s , A l b e r t a i s t r y i n g to work a way out 

of i t because they know t h a t i f C a l i f o r n i a c a n ' t 

get A l b e r t a gas, t h e y ' r e going to gas from 

someplace e l s e and not even miss A l b e r t a . 

So I t h i n k t h a t the s i t u a t i o n i s , f i v e 

y e a r s ago the p r o d u c e r s had the l e v e r a g e ; now 

C a l i f o r n i a has the l e v e r a g e . C a l i f o r n i a can 

d i c t a t e what happens. 

Q. One more q u e s t i o n . You mentioned Kern 

R i v e r . Are you f a m i l i a r w i t h the c a p a c i t y i n 

Kern R i v e r r i g h t now, whether i t ' s running f u l l 

or not? 

A. I t ' s not runn i n g f u l l y e t . 

Q. One more q u e s t i o n . Concerning the 

guarantee to the m a r k e t p l a c e and how we cou l d i n 

our a l l o w a b l e system h e l p out gas marketing, 

because we c e r t a i n l y want to s e l l New Mexico gas, 

are you f a m i l i a r w i t h what we've i n t r o d u c e d as 

the concept of minimum a l l o w a b l e s on c e r t a i n 

f i e l d s ? 
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A. I'm v a g u e l y f a m i l i a r w i t h i t , not i n 

d e t a i l . 

Q. We have two f i e l d s at l e a s t , Jalmat and 

Eumont, where t h e r e a r e minimum a l l o w a b l e s , which 

s e r v e to guarantee the ma r k e t p l a c e t h a t gas would 

be a v a i l a b l e from t h a t f i e l d at a minimum l e v e l , 

so t h a t be c o n t r a c t e d . Would t h a t be h e l p f u l i n 

your -- i n the B l i n e b r y f i e l d , where you need to 

have a guaranteed supply of gas f o r a p e r i o d of 

y e a r s , and I guess the t h r e a t of c u t t i n g those 

a l l o w a b l e s below a c e r t a i n l e v e l would make some 

of our gas n o n c o m p e t i t i v e ? 

A. W e l l , i t depends what the minimum i s . 

I f you s e t i t a t 10,000, then we s t i l l have a 

problem I guess. I f you s e t i t where we've asked 

f o r i t , then i t would l e s s e n the problem. 

Q. W e l l , my q u e s t i o n r e a l l y was, no matter 

what the minimum a l l o w a b l e was s e t a t , wouldn't 

t h a t g i v e you the f l e x i b i l i t y to c o n t r a c t t h a t 

minimum amount without m a r k e t p l a c e f e a r t h a t i t 

would not be a v a i l a b l e , assuming your r e s e r v e s 

were adequate to supply t h a t market? 

A. With the t h r e a t t h a t you c o u l d drop i t 

to the minimum? 

Q. W e l l , i t ' s not — the minimum would be 
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more — would take away the t h r e a t of t a k i n g away 

the gas s u p p l i e d to the m a r k e t p l a c e . That would 

be a v a i l a b l e at a minimum supply because the 

Commission ord e r so d i c t a t e d . 

A. Yes. 

Q. So t h a t would be h e l p f u l ? 

A. Anything t h a t g u a r a n t e e s some semblance 

of s t a b i l i t y and the a b i l i t y to flow what the gas 

w e l l s have produced i s h e l p f u l . Anything. 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 

COMMISSIONER CARLSON: I have one. 

CHAIRMAN LeMAY: Yes. 

FURTHER EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. You mentioned t h a t A l b e r t a p r o d u c e r s go 

out and n e g o t i a t e a 15-year c o n t r a c t , take t h a t 

p r i c e , and send i t back to the w e l l h e a d , check 

the r a t e of r e t u r n , and see i f t h a t ' s 

a c c e p t a b l e . How does t h a t d i f f e r from the way 

any U n i t e d S t a t e s producer s e l l s h i s gas? 

A. W e l l , t h e i r gas up t h e r e -- t h e i r gas, 

our gas -- i s s h a l l o w e r , much s h a l l o w e r than gas 

here i n the U n i t e d S t a t e s , i n the lower 48, on 

the whole and has much t h i c k e r pay. So t h e i r 
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economies of s c a l e a r e tremendous. 

To g i v e you an example, S h e l l j u s t 

announced p l a n s to develop the C a r o l i n e f i e l d , 

which i s northwest of C a l g a r y 50 m i l e s . T h a t ' s a 

3 T c f f i e l d . 3 T c f , t h a t ' s a number t h a t I 

haven't heard f o r a long, long time i n the lower 

48 . 

So when we're t a l k i n g about p u t t i n g a 

compressor on a 10 Bcf r e s e r v e w e l l , t h a t ' s a 

heck of a l o t d i f f e r e n t than when S h e l l l o oks at 

p u t t i n g a sweetening u n i t f o r 3 T c f . They co u l d 

s e l l gas at 30 c e n t s and make money. 

The only problem they have up t h e r e i s 

the c a p a c i t y out of the c o u n t r y . And t h e y ' l l go 

a long way to make s u r e t h a t t h a t c a p a c i t y g e t s 

put i n . 

Q. But they can l i v e w i t h a 30-cent net 

back a t the w e l l ? 

A. W e l l , I haven't done the numbers, and I 

t h i n k maybe 30 c e n t s might be too low, but they 

can l i v e w i t h some v e r y low p r i c e s . They a l r e a d y 

a r e . T h e i r n e t - b a c k s up t h e r e a r e h o r r i b l y low. 

I f we t h i n k we're i n t r o u b l e here, they've got 

v e r y low n e t - b a c k s . And t h e y ' r e s t i l l t a l k i n g 

about b u i l d i n g p i p e l i n e s . 
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I t ' s j u s t because t h e i r r e s e r v e base, 

the u n i t c o s t of development, d i v i d e d by the 

r e s e r v e s of t h e i r development i s ex t r e m e l y low, 

much, much lower than what we have here i n t h i s 

c o u n t r y . And they a r e a i d e d p e r i o d i c a l l y by 

d r i l l i n g c r e d i t s and r o y a l t y h o l i d a y s t h a t the 

government put s i n , which, you know, we don't 

have down h e r e . 

Q. But i s n ' t t h e i r average r o y a l t y 

somewhat h i g h e r than the average r o y a l t y h e r e ? 

A. T h e i r r o y a l t y i s h i g h e r by about 6 

p e r c e n t than o u r s . But to d e a l w i t h t h a t 

problem, the government w i l l g i v e them a r o y a l t y 

h o l i d a y , which means t h a t the f i r s t gas t h a t they 

produce up to a r o y a l t y v a l u e of $2 m i l l i o n 

Canadian i s f r e e of r o y a l t y . 

So i t e f f e c t i v e l y changes, u n l e s s they 

pay the p r o j e c t out b e f o r e the r o y a l t y s t a r t s . 

And t h a t ' s on top of a d r i l l i n g c r e d i t t h a t comes 

and goes p e r i o d i c a l l y . R i g h t now they've got 

d r i l l i n g c r e d i t s f o r o i l , but not f o r gas. 

COMMISSIONER CARLSON: T h a t ' s a l l . 

FURTHER EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. I have to ask you one more q u e s t i o n --
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A. I'm g l a d to be he r e . 

Q. -- s i n c e you r a i s e d the p r o s p e c t of the 

C a r o l i n e f i e l d . T h a t ' s been r e f e r r e d to as a 

s u l f u r mine w i t h gas as a by-product? 

A . T h a t ' s r i ght. 

Q. Would i t be b e n e f i c i a l i f the world 

p r i c e of s u l f u r would f a l l and t h e r e f o r e --

A. S u l f u r has a l r e a d y f a l l e n . The s u l f u r 

market t h i s month i s a b s o l u t e l y h o r r i b l e . The 

problem w i t h s u l f u r i s i t ' s entwined w i t h your 

gas p r o d u c t i o n so t h a t i f you p l a n on s e l l i n g gas 

and sometimes o i l , you've got to run your 

s w e e t e n i n g u n i t and you've got to s e l l the 

su1 f u r . 

And so i t becomes something t h a t some 

companies a r e w i l l i n g to pay people to take away 

i f i t comes to t h a t j u s t to get at the o i l and 

the gas. 

Q. We l l , your 30-cent p r i c e , I t h i n k t h a t 

was -- the f i g u r e I heard was c o n d i t i o n a l upon 

s u l f u r b eing s o l d a t a high p r i c e world p r i c e , 

l i k e i t was s i x months ago? 

A. W e l l , 30 c e n t s i s the a b s o l u t e worst 

c a s e . I t h i n k now i f you were to go i n w i t h a 

15-year c o n t r a c t , you would get a premium i n the 
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e a r l y y e a r s , i f you would f i x the p r i c e e s c a l a t o r 

f o r the next 15 y e a r s . And so t h e y ' r e s t a r t i n g 

at f a i r l y h i g h C a l i f o r n i a border p r i c e s , which 

net-back to sums t h a t a r e h i g h e r than 30 c e n t s . 

Down here -- to answer your q u e s t i o n i n 

d e t a i l -- down here, we don't look 15 y e a r s out 

because, f i r s t of a l l , we don't t h i n k we're going 

to have r e s e r v e s i n 15 y e a r s i n some of t h e s e 

p l a c e s . T h a t ' s our f i r s t problem. They do. 

Canada does. 

And, s e c o n d l y , I t h i n k a l o t of 

companies t r y and beat some s o r t of p r i c e 

f o r e c a s t . We're a l l i n the b u s i n e s s of t r y i n g to 

f i g u r e out where the market i s going down he r e . 

Canada i s not i n t h a t b u s i n e s s . There a r e n ' t too 

many guys up t h e r e t h a t a r e t r y i n g to beat a 

p r i c e f o r e c a s t . 

They're j u s t t r y i n g to make a r a t e of 

r e t u r n on t h e i r i n v e s t m e n t . T h a t ' s the 

fundamental d i f f e r e n c e between our co u n t r y and 

t h e i r c o u n t r y , and t h a t ' s what's r e a l l y g e t t i n g 

us r i g h t now. 

Q. J u s t one ot h e r c l a r i f y i n g q u e s t i o n to 

make s u r e t h a t I t h i n k we a l l understood you. 

Did you say t h a t Marathon would be i n t e r e s t e d or 
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would s h a r e t h e i r market w i t h o t h e r p r o d u c e r s i n 

t h e s e f i e l d s ? 

A. Yes. I f i t a l l o w s us to get the 

a l l o w a b l e t h a t we t h i n k we need, y e s , we would 

s h a r e the market w i t h other p r o d u c e r s i n the 

pool , i f they -- i f those p r o d u c e r s want to do 

t h a t . 

Now, the net-back, some companies have 

t h i s somewhat a r t i f i c i a l l y h igh e x p e c t a t i o n f o r 

what the net-back ought to be, and we're probably 

not going to be a b l e to meet t h a t . But i f t h e i r 

e x p e c t a t i o n i s w e ' l l get mar k e t - p l u s , then we're 

going to be a b l e to meet t h a t e x p e c t a t i o n . 

Q. I a p p r e c i a t e t h a t comment. Along w i t h 

the r e s p o n s i b i l i t i e s i n OCD of r e g u l a t i o n , the 

l e g i s l a t u r e a l s o p l a c e d gas marketing 

r e s p o n s i b i l i t i e s . So i f you've not worked w i t h 

Mr. M e r r e t t , I would a p p r e c i a t e him working w i t h 

you. 

A. I ' v e met w i t h him. 

CHAIRMAN LeMAY: We c e r t a i n l y want to 

s e l l New Mexico gas. Thank you. 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 

You may be excused. 

We'll take a break f o r lun c h , and w e ' l l 
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p i c k up, I guess, I n d i a n B a s i n a f t e r l u n c h . 

On gas m a r k e t i n g , I wondered i f y o u r 

w i t n e s s was t h e same i n t h e I n d i a n B a s i n F i e l d 

f o r gas m a r k e t i n g ? 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LeMAY: R e t u r n a t 1:15. 

{The l u n c h r e c e s s was t a k e n . ) 

CHAIRMAN LeMAY: We s h a l l c o n t i n u e . 

Mr. K e l l a h i n . 

MR. KELLAHIN: Thank y o u , Mr. 

Chairman. Mr. Chairman, a t t h i s t i m e I ' d l i k e t o 

r e c a l l Mr. Ron F o l s e and have t h e r e c o r d r e f l e c t 

t h a t Mr. F o l s e i s a l r e a d y q u a l i f i e d as an e x p e r t 

w i t n e s s and t h a t he c o n t i n u e s under o a t h . 

CHAIRMAN LeMAY: He's so q u a l i f i e d , and 

he s h a l l c o n t i n u e under o a t h . 

RONALD FOLSE 

H a v i n g been p r e v i o u s l y 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 f u r t h e r as f o l l o w s : 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. F o l s e , as p a r t o f y o u r d u t i e s , have 

you a n a l y z e d t h e p r e l i m i n a r y s c h e d u l e o f 

a l l o w a b l e s t h e D i v i s i o n has c i r c u l a t e d and 

s t u d i e d t h a t i n r e l a t i o n s h i p t o t h e p r o d u c t i o n 
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o u t o f t h e I n d i a n B a s i n Upper Penn Pool? 

A. I have. 

Q. As p a r t o f t h a t s t u d y , have y o u , you 

and o t h e r s w i t h M a r a t h o n , come t o a 

rec o m m e n d a t i o n t o t h e Commission f o r a l l o w a b l e s 

t o be a p p l i e d f o r t h a t p r o d u c t i o n f o r t h e n e x t 

p r o r a t i o n p e r i o d ? 

A. Yes, we have. I have. 

Q. Have you and Mr. H a s t i n g s f o r m u l a t e d a 

re c o m m e n d a t i o n f o r a l e v e l o f a l l o w a b l e t h a t 

r e f l e c t s t h e r e a s o n a b l e f o r e c a s t o f ma r k e t demand 

f o r t h a t p r o d u c t i o n ? 

A. Yes, we have. I have. 

Q. L e t ' s t u r n t o y o u r e x h i b i t package and 

have you i d e n t i f y and d e s c r i b e f o r us E x h i b i t No. 

1 . 

A. E x h i b i t No. 1 i s an o p e r a t o r map f o r 

I n d i a n B a s i n f i e l d f o r c u r r e n t o ur p r o d u c i n g 

p r o p e r t i e s i n t h e Upper Penn P o o l . At t h e t o p o f 

t h e map i s t h e v a r i o u s o p e r a t o r names, M a r a t h o n , 

Oryx, Chevron, Texaco, Apache, Amax, and MOK. 

The w e l l s t h a t a r e i n d i c a t e d w i t h t h e 

g r e e n d o t s a r e t h e n o n - m a r g i n a l w e l l s , and t h e y 

a l s o c o r r e s p o n d t o t h e a c r e a g e f a c t o r o f 6.49. 

Q. L e t me have you a t t h i s t i m e , Mr. 
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F o l s e , t a k e a copy o f t h e r e v i s e d g u i d e l i n e s t h a t 

Mr. VanRyan i n t r o d u c e d t h i s m o r n i n g . D i r e c t i n g 

y o u r a t t e n t i o n t o t h e I n d i a n B a s i n , Upper Penn, 

so t h a t we u n d e r s t a n d t h e changes t h a t M a r a t h o n 

p r o p o s e s , w i l l you go t h r o u g h t h a t s c h e d u l e w i t h 

us and i n d i c a t e where we s h o u l d make a change so 

t h a t u l t i m a t e l y t h e column w i l l r e f l e c t 

M a r a t h o n ' s r e q u e s t ? 

A. Yes. The f i r s t change M a r a t h o n w o u l d 

p r o p o s e i s an a d j u s t m e n t i n l i n e 3 o f 464,019 f o r 

a r e v i s e d , l i n e 4, m o n t h l y p o o l a l l o w a b l e o f 

3,756,031. U s i n g l i n e 5, m o n t h l y m a r g i n a l p o o l 

a l l o w a b l e — 

Q. You w o u l d n ' t change t h a t l i n e ; i t s t a y s 

t h e same? 

A. I w o u l d n ' t change t h a t l i n e . I t w o u l d 

r e m a i n t h e same. L i n e 6, t h e n , w o u l d be --

Q. I t ' s s i m p l y a s u b t r a c t i o n o f l i n e 4 by 

t h e e n t r y on l i n e 5 t o g e t l i n e 6? 

A. T h a t ' s c o r r e c t . And i t w o u l d be 

1 , 505,680. 

Q. I'm s o r r y . I m i s s e d t h e number, one 

m i l l i o n , f i v e h u n d r e d f i v e t h o u s a n d and --

A. -- s i x h u n d r e d and e i g h t . 

Q . Okay. 
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A. U s i n g l i n e 7 o f 6.49 r e s u l t s i n a 

m o n t h l y a c r e a g e a l l o c a t i o n f a c t o r on l i n e 8 o f 

232,000. 

Q. The a c r e a g e f a c t o r has been a d j u s t e d 

between t h e o r i g i n a l OCD f o r e c a s t and t h i s 

s c h e d u l e . T h i s one now shows 6.49. Does t h a t 

a g r e e w i t h what you have? 

A. T h a t ' s c o r r e c t , y e s . 

Q. And so t h e end r e s u l t o f l i n e 5 i s what 

number under t h e M a r a t h o n p r o p o s a l -- l i n e 8, I'm 

s o r r y ? 

A. L i n e 8? 

Q. Yes, s i r . 

A. Would be 232,000. 

Q. L e t ' s go t o E x h i b i t 2 and l o o k a t t h e 

g r o s s gas p r o d u c t i o n as you t a b u l a t e d i t f r o m 

t h i s p o o l . Summarize f o r us u s i n g t h i s d i s p l a y 

t h e i t e m s t h a t a r e o f i m p o r t a n c e t o you as an 

e n g i n e e r i n a n a l y z i n g t h e a l l o w a b l e f o r t h e 

p o o l . 

A. T h i s E x h i b i t No. 2 i s a g r a p h o f g r o s s 

gas p r o d u c t i o n a t I n d i a n B a s i n F i e l d i n t h e Upper 

Penn P o o l . The g r a p h i s t h r o u g h t h e p e r i o d 

J a n u a r y 1990 t h r o u g h a p r o j e c t i o n o f March 1992. 

Q. Have t h e r e been e v e n t s t h a t have 
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o c c u r r e d i n the I n d i a n B a s i n gas p r o d u c t i o n t h a t 

have d i s r u p t e d the p r o d u c t i o n ? 

A. There have been t h r e e e v e n t s t h a t have 

r e s u l t e d i n lower p r o d u c t i o n than normal. 

Q. What's the f i r s t e v e n t ? 

A. The f i r s t event i s i n September 1991 

when Marathon, as o p e r a t o r of the gas p l a n t , had 

a p l a n t turnaround which r e s u l t e d i n twelve days 

of p l a n t shutdown. 

Q. The D i v i s i o n , then, i n the r e v i s e d 

f o r e c a s t has a l r e a d y taken i n t o account t h a t 

month; they have e x c l u d e d i t from the s a l e s 

a v e r a g e s ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. D e s c r i b e f o r us b r i e f l y the p l a n t 

turnaround. I s t h i s an event t h a t i s going to 

occur on a r e g u l a r b a s i s , or i s t h i s an unusual 

event t h a t we a r e not l i k e l y to see i n the near 

term? 

A. I t i s an u n u s u a l event i n t h a t the l a s t 

p l a n t turnaround was s e v e r a l y e a r s ago. I t was 

r e q u i r e d to do some p l a n t m o d i f i c a t i o n s and 

e l e c t r i c a l work, i n s t a l l a t i o n of a d d i t i o n a l 

command or c o n t r o l equipment, i n s t r u m e n t a t i o n , 

and m o d i f i c a t i o n s j u s t to a l l o w f o r e a s i e r 
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o p e r a t i o n o f t h e p l a n t . And i t i s n o t t h e no r m a l 

p l a n t t u r n a r o u n d . 

Q. Have a l l t h o s e a c t i v i t i e s been 

c o n c l u d e d so t h a t i n t h e n e x t p r o r a t i o n p e r i o d we 

can r e l i a b l y f o r e c a s t on t h e a b i l i t y o f t h a t 

p l a n t t o t a k e gas f r o m t h e p o o l ? 

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

Q. When you l o o k a t November -- i s i t 

November ? 

A. December. 

Q. I'm s o r r y . I t ' s December and J a n u a r y 

t h e p o o l p r o d u c t i o n has dropped? 

A. T h a t ' s c o r r e c t . 

Q. What o c c u r r e d i n t h e p o o l ? 

A. I n December, December 1 1 t h , I b e l i e v e , 

we had a s i x - d a y p l a n t shutdown due t o a f i r e 

t h a t o c c u r r e d . A g a i n , i n J a n u a r y , t h e f i r s t week 

o f J a n u a r y , we had a s i x - d a y p l a n t shutdown due 

t o a f i r e . 

Q. What's y o u r o p i n i o n on w h e t h e r o r n o t 

p l a n t f i r e s a r e g o i n g t o be a f o r e s e e a b l e e v e n t 

t h a t you need t o p l a n f o r ? 

A. We have, h o p e f u l l y , t a k e n a l l 

p r e c a u t i o n s and t h a t w i l l n o t o c c u r a g a i n . 

Q. When you l o o k a t M a r a t h o n ' s a l l o w a b l e 
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r e q u e s t l e v e l f o r t h e n e x t p r o r a t i o n p e r i o d , do 

t h e g a t h e r i n g f a c i l i t i e s w i t h i n t h e I n d i a n B a s i n , 

i n c l u s i v e o f t h e M a r a t h o n p l a n t , have t h e 

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

be g e n e r a t e d a t t h e M a r a t h o n a l l o w a b l e l e v e l s ? 

A. Yes. There w i l l be -- o r t h e r e w i l l 

n o t be any p r o b l e m s w i t h g a t h e r i n g t h e p r o d u c t i o n 

based on M a r a t h o n ' s p r o p o s e d a l l o w a b l e s . 

Q. A n y t h i n g e l s e a b o u t E x h i b i t No. 2 

b e f o r e we go on? 

A. No, t h e r e i s n o t h i n g . 

Q. I d e n t i f y and d e s c r i b e E x h i b i t 3. 

A. E x h i b i t 3 i s a l e t t e r s e n t o u t by 

M a r a t h o n t o a l l t h e o p e r a t o r s i n t h e I n d i a n 

B a s i n , Upper Penn P o o l , a d v i s i n g them o f our 

p r o p o s e d i n c r e a s e s i n t h e w e l l a l l o w a b l e s f r o m 

t h e p r e l i m i n a r y s c h e d u l e i s s u e d F e b r u a r y 7 f r o m 

t h e Commission. 

Q. A g a i n , w i t h o u t g r e a t d e t a i l , summarize 

f o r us t h e e s s e n t i a l p o i n t s o f t h e r e q u e s t and 

h e l p us u n d e r s t a n d how i t f i t s i n t o t h e c u r r e n t 

r e q u e s t e d a l l o w a b l e . 

A. The r e q u e s t o r p r o p o s e d a l l o w a b l e s i n 

t h e l e t t e r d a t e d F e b r u a r y 14, E x h i b i t 3, 

i n d i c a t e d we were p r o p o s i n g 205,000 Mcf per month 
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based on a s a l e s f i g u r e . A f t e r f u r t h e r r e v i e w by 

M a r a t h o n , we've d e t e r m i n e d t h a t a c t u a l s c h e d u l i n g 

f o r t h e p r o r a t i o n s i s based on p r o d u c t i o n a t t h e 

w e l l s , and t h e r e f o r e we've made some r e v i s i o n s . 

Q. A l l r i g h t . The f i r s t l e t t e r was s e n t 

o u t b e f o r e you r e c o g n i z e d t h e i m p a c t t h e p l a n t 

downtime was h a v i n g on t h e s a l e s volume t h a t was 

used i n t h e a l l o w a b l e c a l c u l a t i o n s ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. A l l r i g h t . A f t e r t h a t , t h e n , d i d you 

send a r e v i s e d l e t t e r t o t h e o p e r a t o r s i n t h e 

p o o l ? 

A. Yes, we d i d . 

Q. How i s t h a t shown? 

A. That i s i n E x h i b i t No. 4 by way o f a 

l e t t e r t o t h e c h i e f e n g i n e e r , Mr. VanRyan, v i a 

f a x t o t h e o p e r a t o r s o f t h e I n d i a n B a s i n Upper 

Penn P o o l , i n d i c a t i n g i n t h i s l e t t e r t h a t , based 

on our second r e v i e w o f e s t i m a t e s , we a l s o — we 

f i r s t m e n t i o n e d t h e p l a n t t u r n a r o u n d i n September 

and t h e r e v i s i o n s r e q u i r e d t o more a d e q u a t e l y 

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

S e c o n d l y , we m e n t i o n e d t h e p r o p o s a l f o r 

an F l f a c t o r on l i n e 8 t o be i n c r e a s e d t o 232,000 

Mcf p e r month based on p r o d u c t i o n f r o m t h e 
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w e l l s . 

Q. And you've d e s c r i b e d f o r us a l r e a d y how 

the 232,000 Mcf f i t s i n t o Mr. VanRyan's r e v i s e d 

a l l o w a b l e s c h e d u l e ? 

A . C o r r e c t . 

Q. Of those o p e r a t o r s c o n t a c t e d , Chevron 

i s here today, and I b e l i e v e they seek an 

a l l o w a b l e l e v e l t h a t ' s not as high as y o u r s ? 

A. I b e l i e v e t h a t i s the c a s e . 

Q. Turn now to E x h i b i t No. 5. Help us 

f i n d t h a t w e l l , i f you w i l l , on E x h i b i t No. 1, 

and then t e l l us what you conclude from l o o k i n g 

a t the t a b u l a t i o n of p r o d u c t i o n i n r e l a t i o n s h i p 

to the a l l o w a b l e f o r t h a t I n d i a n B a s i n D - l , 234 

wel 1? 

A. C o r r e c t . E x h i b i t No. 5 i s a graph of 

w e l l p r o d u c t i o n and a l l o w a b l e s f o r I n d i a n B a s i n 

D - l . I t i s l o c a t e d i n the c e n t e r p a r t of E x h i b i t 

1, the s e c t i o n numbered 34. The graph, or bar 

graph, on E x h i b i t No. 5 i s p r o d u c t i o n from the 

p e r i o d J anuary 1990 through a p r o j e c t e d volume of 

March 1992. 

As i n d i c a t e d i n the graph d u r i n g the 

y e a r 1990, the w e l l was of m a r g i n a l w e l l s t a t u s 

and underproduced i t s shadow a l l o w a b l e s . As a 
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r e s u l t of w e l l work and f a c i l i t y m o d i f i c a t i o n by 

Marathon i n the e a r l y p a r t of January, F e b r u a r y , 

March of 1991, we have i n c r e a s e d p r o d u c t i o n from 

an average below 100,000 per month to 

a p p r o x i m a t e l y 200,000 per month. 

The September p l a n t turnaround i n 1991 

can a l s o be seen as the reduced r a t e s and a l s o 

the December and January f i r e . 

Q. When you look a t the October and 

November r a t e s , then, how do those compare to 

your f o r e c a s t s of f u t u r e w e l l p r o d u c t i o n ? 

A. The r a t e s i n October, November a r e 

r a t e s p r i o r to some f a c i l i t y m o d i f i c a t i o n s we've 

done i n r e c e n t weeks. 

Q. Do we have a c t u a l monthly p r o d u c t i o n at 

t h i s p o i n t t h a t w i l l r e f l e c t the a d d i t i o n a l 

c a p a c i t y of the w e l l s t h a t a r e worked over to 

produce gas? 

A . Yes, I do. 

Q. And t h a t f o r e c a s t i s r e p r e s e n t e d f o r 

the b l ue l i n e s i n F e b r u a r y and March? 

A. T h a t ' s c o r r e c t , y e s . 

Q. Have you been a b l e to determine what 

the b a s i s i s f o r the a l l o w a b l e peak i n January of 

19 -- what i s i t ? 1991? 
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A. 19 91, January. 

Q. I t ' s up over 300,000? 

A. That was 325,000. That was the p e r i o d 

of time when i t was monthly a d j u s t m e n t s . I have 

no e x p l a n a t i o n f o r t h a t . 

Q. Okay. L e t me have you i d e n t i f y and 

d e s c r i b e E x h i b i t No. 6. 

A. E x h i b i t No. 6 i s an overproduced s t a t u s 

of w e l l , I n d i a n B a s i n D - l . As of through 

December of 1991, i t was a p p r o x i m a t e l y 165,000 

overproduced. I might add t h a t i t was a g a i n a 

m a r g i n a l w e l l through September of 1991. 

Q. And what happened to cause i t to no 

longer be a m a r g i n a l w e l l ? 

A. I t was a r e s u l t of the work Marathon 

had done i n the e a r l i e r p a r t of the y e a r to 

i n c r e a s e r a t e s . 

Q. I n order to meet your s h a r e of the 

r e a s o n a b l e market demand, has Marathon produced 

i t s non-marginal w e l l s i n e x c e s s of the 

a l l o w a b l e s ? 

A. Yes, we have. 

Q. Are any of your w e l l s up to the 

o v e r p r o d u c t i o n l i m i t a t i o n ? 

A. No . 
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Q . You h a v e n ' t had t o s h u t y o u r w e l l s i n 

f r o m b e i n g o v e r p r o d u c e d ? 

A. We have n o t . 

Q. T u r n now t o E x h i b i t 7 and i d e n t i f y and 

d e s c r i b e t h a t f o r u s , p l e a s e . 

A. E x h i b i t 7 i s a g r a p h o f t h e d a i l y r a t e s 

f r o m t h e w e l l f o r t h e month o f F e b r u a r y t h r o u g h 

F e b r u a r y 2 3 r d . D u r i n g t h e e a r l y p a r t o f t h e 

month, f r o m t h e 1 s t t h r o u g h t h e 1 0 t h o f F e b r u a r y , 

t h e a v e r a g e r a t e was a p p r o x i m a t e l y 6-1/2 m i l l i o n 

c u b i c f e e t a day. 

D u r i n g F e b r u a r y 1 1 t h t h r o u g h t h e 1 4 t h , 

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

e q u i p m e n t , were changed o u t and t h a t a c c o u n t s f o r 

t h e z e r o r a t e s d u r i n g t h a t p e r i o d . 

D u r i n g t h e 1 4 t h t h r o u g h t h e 1 9 t h , o r 

r e a l l y t h e 1 8 t h , p r o d u c t i o n was b r o u g h t back 

o n - l i n e and t h e f a c i l i t y p r o b l e m s were t a k e n c a r e 

o f t h e r e . 

From t h e 1 9 t h t h r o u g h t h e 2 3 r d , t h a t ' s 

t h e r e c e n t d a t a c o l l e c t e d , t h e w e l l has p r o d u c e d 

i n e x c e s s o f 7.7 m i l l i o n c u b i c f e e t p e r day. 

Q. H a v i n g l o o k e d a t y o u r n o n - m a r g i n a l 

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

r e l a t i o n t o p a s t a s s i g n e d a l l o w a b l e s , d i d you 
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make an e x a m i n a t i o n and l o o k a t what t h e o t h e r 

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

we l i s ? 

A. I have l o o k e d a t t h e c u r r e n t w e l l s t h a t 

a r e n o n - m a r g i n a l and o p e r a t e d by o t h e r 

c ompanies. I t a p p e a r s t h e y have n o t done any 

work a t t h i s t i m e t o i n c r e a s e r a t e s . 

Q. When we l o o k a t t h e B o g l e F l a t s U n i t 2, 

304 w e l l , t h a t ' s d e s c r i b e d on E x h i b i t A, who's 

t h e o p e r a t o r o f t h a t w e l l ? 

A. Chevron USA. 

Q. Why have you s e l e c t e d t h i s w e l l as p a r t 

o f y o u r p r e s e n t a t i o n ? 

A. I t i s c u r r e n t l y one o f t h e n o n - m a r g i n a l 

w e l l s i n t h e f i e l d . Over r e c e n t y e a r s i t has 

been t h e most, f r o m what I can t e l l , t h e t o p 

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

Q. What does t h e d i s p l a y show you? 

A. The d i s p l a y h e r e f o r t h e p e r i o d J a n u a r y 

1990 t h r o u g h p r o j e c t e d March o f 1992, t h e w e l l 

p r o d u c t i o n i s e i t h e r s l i g h t l y above o r s l i g h t l y 

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

G e n e r a l l y t h e p r o d u c t i o n on t h e w e l l has a v e r a g e d 

between 150- t o upwards o f 185,000 p e r month. 

Q. Have you a l s o t r a c k e d t h e o v e r p r o d u c e d 
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s t a t u s o f t h i s w e l l ? 

A. Yes, I have. 

Q. T h a t ' s E x h i b i t 9? 

A. Yes, i t i s . 

Q. D e s c r i b e f o r us what t h a t shows you. 

A. E x h i b i t 9 shows t h e c u r r e n t 

o v e r p r o d u c t i o n , o v e r p r o d u c e d s t a t u s o f t h e Bog l e 

F l a t s U n i t 2 f r o m t h e p e r i o d , t h e same p e r i o d , 

J a n u a r y 1990 t h r o u g h March o f 1992. I n i t i a l l y , 

t h e w e l l was o v e r p r o d u c e d o v e r 400,000 Mcf, and 

t h r o u g h December i s a p p r o x i m a t e l y 140,000 

o v e r p r o d u c e d . 

Q. What c o n c l u s i o n s o r p o i n t s do you draw? 

A. C o n c l u s i o n i s t h a t t h i s w e l l g e n e r a l l y 

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

o v e r t h a t p e r i o d o f t i m e . 

Q. L e t ' s t u r n now t o a m a r g i n a l w e l l and 

l o o k a t what i t ' s d o i n g i n r e l a t i o n s h i p t o t h e 

a l l o w a b l e s . Do you have an example t h a t ' s 

t y p i c a l o f a m a r g i n a l w e l l i n t h e p o o l ? 

A . I do, y e s . 

Q. T h a t ' s E x h i b i t 10? 

A. Yes, i t i s . 

Q. I d e n t i f y t h e w e l l and h e l p us f i n d i t 

on E x h i b i t 1. 
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A. The E x h i b i t 10 i s f o r North I n d i a n 

B a s i n U n i t No. 4. I t i s d i r e c t l y below or south 

of the top non-marginal w e l l i n d i c a t e d i n green. 

I t i s i n S e c t i o n 16. 

Q. I s t h i s a w e l l t h a t you o p e r a t e , 

Marathon o p e r a t e s ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. A l l r i g h t . D e s c r i b e f o r us what t h i s 

shows. 

A. T h i s i s a graph of the w e l l ' s 

p r o d u c t i o n and i t s shadow a l l o w a b l e through the 

same p e r i o d , January 1990 through p r o j e c t e d March 

of 1992. During the p e r i o d 1990 through -- w e l l , 

through August of 1991, g e n e r a l l y i t has always 

been below i t s shadow a l l o w a b l e . 

Marathon performed work i n l a t e 

September, e a r l y October on the w e l l , which 

i n c l u d e d a d d i t i o n a l w e l l p e r f o r a t i n g and 

s t i m u l a t i o n . I n October the r a t e s have been 

i n c r e a s i n g and November -- have i n c r e a s e d to over 

130,000 per month. 

Q. D e s c r i b e f o r us the other o p e r a t o r s of 

non-marginal w e l l s i n the p o o l . Who do we have? 

A. The o t h e r o p e r a t o r s a r e as i n d i c a t e d on 

E x h i b i t 1: Oryx, Chevron, Texaco, Apache, Amax, 
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and MOK. 

Q. And among those o p e r a t o r s , t h e r e a r e 

seven non-marginal w e l l s ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. A l l r i g h t . Who's got which ones? You 

don't have to d e s c r i b e the l o c a t i o n of each 

w e l l . J u s t t e l l us which o p e r a t o r has how many 

non-marginal w e l l s . 

A. MOK has c u r r e n t l y one non-marginal 

w e l l . 

Q. Amax doesn't have a n y t h i n g ; r i g h t ? 

A. T h a t ' s c o r r e c t . Amax has z e r o . 

Q. Apache doesn't have a n y t h i n g ? 

A. T h a t ' s c o r r e c t . Texaco doesn't have 

any . 

Q. Okay. 

A. Chevron has two non-marginal w e l l s . 

Oryx doesn't have any. 

Q. Okay. 

A. And Marathon c u r r e n t l y has four 

non-marginal w e l l s . 

Q. Are any of the other o p e r a t o r s i n the 

pool u n d e r t a k i n g at t h i s p o i n t the type of 

workover program t h a t Marathon undertook i n the 

I n d i a n B a s i n ? 
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A. Yes. I'm aware of Apache doing some 

work s i m i l a r to what we've done i n terms of w e l l 

work a d d i t i o n a l p e r f o r a t i o n s , f a c i l i t y 

m o d i f i c a t i o n s on the l e a s e to i n c r e a s e 

product i o n . 

Q. I s Marathon the o p e r a t o r t h a t i n the 

r e c e n t p a s t i s ahead of the o t h e r s , i f you w i l l , 

i n terms of t h i s workover program? 

A. I b e l i e v e so, y e s . 

Q. Have you summarized on E x h i b i t 11 the 

magnitude of t h a t program f o r adding a d d i t i o n a l 

d e l i v e r a b i l i t y to the w e l l s i n the pool? 

A . Yes, I have. 

Q. D e s c r i b e f o r us what i t shows. 

A. The E x h i b i t 11 i s a t a b l e t h a t 

i n d i c a t e s the c a p i t a l and expense c o s t s Marathon 

has i n c u r r e d s i n c e l a t e 1990 through the c u r r e n t 

p e r i o d where we have performed numerous a s p e c t s 

o f wo r k . 

The f i r s t one i s a d d i t i o n a l 

p e r f o r a t i o n s added i n the s i x w e l l s . That 

i n v o l v e d adding p e r f o r a t i o n s , p e r f o r a t e d 

i n t e r v a l s , to the w e l l s along w i t h r e - p e r f o r a t i n g 

e x i s t i n g i n t e r v a l s and w e l l s t i m u l a t i o n s by a c i d 

t r e a t m e n t s f o r a t o t a l of 300,245. 
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The second l i n e i s upgrading of f i v e 

p r o d u c t i o n u n i t s w i t h the c u r r e n t p r e s s u r e , the 

p r e s s u r e s e x i s t i n g i n the f i e l d and i n the 

r e s e r v o i r . The f a c i l i t i e s t h a t were designed 26 

y e a r s ago a r e being r e d e s i g n e d to minimize 

p r e s s u r e drops t h a t o c c u r . And t h a t has r e s u l t e d 

so f a r i n c o s t s of $425,000. 

I n a d d i t i o n to t h a t , we've seen some 

b e n e f i t s i n adding w e l l h e a d compressors on f i v e 

a d d i t i o n a l w e l l s . The c o s t of $50,000 a c c o u n t s 

f o r the i n s t a l l a t i o n c o s t s of the l e a s e - r e n t a l 

u n i t s . The c o s t s f o r the l e a s e s of the f i v e 

u n i t s a r e a p p r o x i m a t e l y $30,000 per month, i n 

a d d i t i o n to what's i n d i c a t e d here on E x h i b i t 11. 

Q. The a d d i t i o n a l e x p e n d i t u r e s d i r e c t e d at 

the p l a n t were how much? 

A. The p l a n t turnaround t h a t o c c u r r e d i n 

September of t h i s p a s t y e a r were performed to do 

s e v e r a l updates to the f a c i l i t i e s and to ensure 

adequate c a p a c i t y f o r p r o d u c t i o n from a l l 

o p e r a t o r s i n the f i e l d . The t o t a l c o s t i s c l o s e 

to $1 m i l l i o n . 

Q. What, i f a n y t h i n g , w i l l the i n c r e a s e d 

a l l o w a b l e s under your proposed l e v e l of 

a l l o w a b l e s do to Marathon's a b i l i t y to s e l l gas 
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p r o d u c t i o n and pay i t s e l f back f o r t h e c o s t o f 

making t h e s e i m p r o v e m e n t s ? 

A. C o u l d you r e p h r a s e t h a t ? 

Q. Sure. What's t h e r e l a t i o n s h i p , i f any, 

between t h e a l l o w a b l e s you've r e q u e s t e d and t h e 

c o s t s you've expended f o r p o o l f o r p r o d u c t i o n ? 

A. The r e l a t i o n s h i p i s t h a t we're t r y i n g 

t o r e c o u p t h e i n v e s t m e n t s as soon as p o s s i b l e . 

Q. And i s t h e a l l o w a b l e r e q u e s t one t h a t 

i n y o u r o p i n i o n can be a c h i e v e d w i t h o u t i m p a i r i n g 

o t h e r o p e r a t o r s ' a b i l i t y t o s u p p l y t h e i r s h a r e o f 

ma r k e t demand f o r p o o l p r o d u c t i o n ? 

A . Yes, i t i s . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. F o l s e . We w o u l d move t h e 

i n t r o d u c t i o n o f E x h i b i t s 1 t h r o u g h 1 1 . 

CHAIRMAN LeMAY: 1 t h r o u g h 11 w i l l be 

i n t r o d u c e d w i t h o u t o b j e c t i o n . 

And q u e s t i o n s ? Mr. C a r r . 

EXAMINATION 

BY MR. CARR: 

Q. MR. F o l s e , i f I u n d e r s t a n d , you a r e 

recommending an a l l o w a b l e o f 232,000 Mcf p e r 

month p e r w e l l w i t h an a c r e a g e f a c t o r o f 1; i s 

t h a t c o r r e c t ? 
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A. T h a t ' s c o r r e c t . 

Q. And d u r i n g the l a s t s i x months, 

Marathon has a c t u a l l y reworked two w e l l s i n t h i s 

p ool; i s t h a t r i g h t ? 

A. I n the l a s t s i x months? 

Q. How many w e l l s have you a c t u a l l y 

reworked r e c e n t l y i n the pool? 

A. I n t o t a l , s i x w e l l s . 

Q. S i x w e l l s . You've p r e s e n t e d 

i n f o r m a t i o n a few minutes ago on two w e l l s ; 

c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. And the w e l l i n S e c t i o n 34 i s the b e s t 

w e l l i n the pool, i s i t not? 

A. T h a t ' s c o r r e c t , y e s . 

Q. W i l l the w e l l i n S e c t i o n 32 a c t u a l l y 

produce 232,000 Mcf per month? 

A. Based on what I have seen i n the work 

Marathon has done i n r e c e n t months to a 

y e a r - a n d - a - h a l f , i t s h o u l d be c a p a b l e of making 

q u i t e a b i t more than i t s c u r r e n t p r o d u c t i o n 

1eve 1. 

Q. Now, but w i l l t h a t w e l l be r e s t r i c t e d 

i f i n f a c t your recommendation i s adopted by the 

Commission and the a l l o w a b l e of 232,000 per month 
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i s e s t a b l i s h e d ? 

A. I t w i l l not be r e s t r i c t e d . 

Q. So t h a t w e l l w i l l not be r e s t r i c t e d . 

I s t h e r e any o t h e r w e l l i n the pool t h a t c o u l d 

make the proposed a l l o w a b l e ? 

A. With the a d d i t i o n a l work t h a t Marathon 

i s c o n t e m p l a t i n g at the c u r r e n t time, t h e r e 

s h o u l d some more w e l l s . 

Q. But you won't know t h a t u n t i l you 

u n dertake t h a t work; c o r r e c t ? 

A. We're i n the p r o c e s s of doing work on 

those other w e l l s too. 

Q. At t h i s time, though, my q u e s t i o n i s : 

I f your recommendation i s adopted, no w e l l w i l l 

have i t s p r o d u c t i o n c a p a b i l i t y r e s t r i c t e d ; i s 

t h a t r i g h t ? 

A. T h a t ' s c o r r e c t . 

Q. And, i n f a c t , much of t h i s a l l o w a b l e 

w i l l a c t u a l l y j u s t wind up as u n d e r p r o d u c t i o n f o r 

w e l l s i n the pool; i s n ' t t h a t a f a i r s t a t e m e n t ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. And so when we t a l k about an i n c r e a s e 

i n the pool a l l o w a b l e , we're t a l k i n g about r e a l l y 

an i n c r e a s e , only a s m a l l p o r t i o n of which w i l l 

e v e r a c t u a l l y be produced? 
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A. Could you r e p h r a s e t h a t p a r t ? 

Q. The i n c r e a s e i n a l l o w a b l e , t h e r e ' s a 

d i f f e r e n c e between a s k i n g f o r an i n c r e a s e i n 

a l l o w a b l e and an i n c r e a s e i n p r o d u c t i o n t h a t w i l l 

come as a r e s u l t of t h a t . And t h e r e ' s a 

d i s p a r i t y between those numbers, I b e l i e v e . 

I s n ' t i t f a i r to say t h a t much of the 

i n c r e a s e i n a l l o w a b l e or r e q u e s t e d i n c r e a s e i n 

a l l o w a b l e w i l l i n f a c t never be produced? 

A. I f a d d i t i o n a l w e l l work i s not done on 

the w e l l s , t h a t i s the c a s e , y e s . 

Q. I f t h a t work doesn't d r a m a t i c a l l y 

i n c r e a s e the producing c a p a b i l i t y of those w e l l s 

so i n f a c t t h e y ' r e b e t t e r than the be s t w e l l i n 

the pool r i g h t now; i s n ' t t h a t r i g h t ? 

A . T h a t ' s r i g h t . 

MR. CARR: I t h i n k t h a t ' s a l l I have. 

CHAIRMAN LeMAY: Thank you, Mr. C a r r . 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 

Commissioner C a r l s o n . 

COMMISSIONER CARLSON: I have one. 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. You mentioned t h a t you spent a m i l l i o n 

d o l l a r s on the p l a n t t urnaround on the I n d i a n 
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B a s i n gas p l a n t ? 

A. T h a t ' s c o r r e c t , y e s . 

Q. Was t h a t Marathon's e x p e n d i t u r e s , or 

was t h a t s h a r e d among a l l p l a n t owners? 

A. That was g r o s s e x p e n d i t u r e s f o r the 

p l a n t owners. 

Q. So Chevron and everybody e l s e 

c o n t r i b u t e d to t h a t ? 

A. A l l the owners i n the p l a n t , y e s . 

COMMISSIONER CARLSON: Thank you. 

CHAIRMAN LeMAY: Mr. Weiss? 

COMMISSIONER WEISS: No. 

CHAIRMAN LeMAY: I have none. 

MR. KELLAHIN: Follow-up q u e s t i o n to 

Mr. C a r r ' s q u e s t i o n . 

CHAIRMAN LeMAY: I'm s o r r y . Mr. 

K e l l a h i n . 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. I f a s p a c i n g u n i t a c c u m u l a t e s 

u n d e r p r o d u c t i o n , does t h a t c o n s t i t u t e an 

i n c e n t i v e f o r Marathon to go out and t r y to 

rework t h a t p a r t i c u l a r w e l l to take advantage of 

t h a t u n d e r p r o d u c t i o n , and, i f so, have you done 

i t i n your w e l l ? 
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A . Bogle F l a t s . 

Q. I s n ' t t h a t one of Mr. C a r r ' s examples? 

A. Yes. 

Q. You're d e a l i n g w i t h a ma r g i n a l w e l l a t 

t h a t p o i n t ? 

A. The Bogle F l a t s U n i t 2? 

Q. T h a t ' s a m a r g i n a l w e l l , i s n ' t i t ? 

A. I t i s a non-marginal w e l l . 

Q. On the m a r g i n a l w e l l c a t e g o r y , has 

Marathon reworked m a r g i n a l w e l l s i n the pool? 

A. We have, y e s . 

Q. And why do you rework a ma r g i n a l w e l l ? 

A. To i n c r e a s e i t s p r o d u c t i o n 

capab i 1 i t i e s . 

Q. E x a c t l y r i g h t . 

A. C o r r e c t . 

Q. And i f a non-marginal w e l l i s 

a c c u m u l a t i n g u n d e r p r o d u c t i o n , does t h a t not 

c o n s t i t u t e an i n c e n t i v e to examine the 

non-marginal w e l l to see i f you can rework t h a t 

w e l l as we11? 

A. Yes, i t does. 

CHAIRMAN LeMAY: Thank you, c o u n s e l o r . 

I have one q u e s t i o n . 

EXAMINATION 
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BY CHAIRMAN LeMAY: 

Q. I s Marathon, a r e they c o n t i n u i n g on 

t h e i r d e s i r e s ? I thought they proposed u n i t i z i n g 

the f i e l d and then d e p r o r a t i n g i t based on t h a t 

u n i t i z a t i o n p l a n ? 

A. Yes, we a r e . We're c u r r e n t l y 

c o n t i n u i n g w i t h the meetings w i t h the other 

o p e r a t o r s and working i n t e r e s t owners. 

Q. How i s t h a t going? 

A. We're s e t up f o r our next meeting w i t h 

one of the o p e r a t o r s next week. And w e ' l l 

c o n t i n u e l a t e r i n March w i t h a l l the working 

i n t e r e s t owners. 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s ? 

Thank you, Mr. F o l s e . You may be 

excused. 

MR. KELLAHIN: I ' d l i k e to r e c a l l B i l l 

Hast i n g s . 

CHAIRMAN LeMAY: C a l i f o r n i a and 

Canadian gas e x p e r t . 

MR. KELLAHIN: I hope he's an ex p e r t on 

the I n d i a n B a s i n . T h a t ' s what I brought him to 

do . 

MR. KELLAHIN: Mr. Chairman, may the 
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r e c o r d r e f l e c t Mr. H a s t i n g s c o n t i n u e s under o a t h 

and he's been a d m i t t e d as an e x p e r t gas m a r k e t i n g 

w i t n e s s ? 

CHAIRMAN LeMAY: Yes. 

WILLIAM HASTINGS 

H a v i n g been p r e v i o u s l y 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 f u r t h e r as f o l l o w s : 

FURTHER EXAMINATION 

BY KELLAHIN: 

Q . Mr. H a s t i n g s , l e t me have you 

s p e c i f i c a l l y i d e n t i f y t h e m a r k e t i n g a r r a n g e m e n t s 

i n t h e I n d i a n B a s i n Upper Penn P o o l so t h a t we 

w i l l have a f r a m e w o r k t o c o n t i n u e our d i s c u s s i o n 

i n a b o u t m a r k e t demand f o r p r o d u c t i o n i n t h a t 

p o o l . 

Can you g i v e us a q u i c k l e s s o n on 

wh a t ' s h a p p e n i n g f o r t h e gas m a r k e t f o r 

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

A. R i g h t now we have what we c a l l a 

s e t t l e m e n t a greement. I t comes f r o m a t h i c k e r 

pay s e t t l e m e n t t h a t we e x e c u t e d w i t h N a t u r a l Gas 

P i p e l i n e i n 1987. And t h e t e r m o f i t e x t e n d s 

t h r o u g h 1997. They t a k e a l l t h e gas t h a t we make 

a v a i l a b l e a t t h e t a i l g a t e o f t h e p l a n t . 

And as p a r t o f t h a t a g r e e m e n t , we a r e 
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a l l o w e d t o come i n w i t h l o n g - t e r m p r o p o s a l s t h a t 

we t h i n k a r e a c c e p t a b l e . And N a t u r a l o r Mid-Con 

has t h e r i g h t t o match t h o s e a g r e e m e n t s . 

Q. Give us a q u i c k r e v i e w o f t h e p h y s i c a l 

a r r a n g e m e n t s i n t h e p o o l t o t a k e gas f r o m t h e 

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

s u b s e q u e n t d i s t r i b u t i o n o f t h a t gas. What's t h e 

a r r a n g e m e n t i n t h i s p o o l ? 

A. W e l l , t h e p l a n t i s j o i n t l y owned, as 

Ron m e n t i o n e d , and i t ' s a huge gas p l a n t . May be 

t h e l a r g e s t i n t h e s t a t e , a l t h o u g h I d o n ' t t h i n k 

so. The t o t a l t h r o u g h - p u t a t t h e i n l e t i s i n t h e 

n e i g h b o r h o o d o f 140 m i l l i o n c u b i c f e e t a day. 

The g a t h e r i n g s y s t e m b e h i n d t h e p l a n t 

i s owned by t h e p l a n t owners, I t h i n k w i t h t h e 

same w o r k i n g i n t e r e s t s h a r e as t h e y have i n t h e 

p l a n t , and i s o p e r a t e d by M a r a t h o n . And t h e n 

t h e r e ' s a new i n l e t c o m p r e s s o r t h a t was p u t i n 

two y e a r s ago, I t h i n k . And we a l s o have 

t a i l g a t e r e - c o m p r e s s i o n t o g e t t h e gas i n t o a 

n a t u r a l gas p i p e l i n e m a i n l i n e . 

Q. Are t h e r e any w e l l s i n t h e I n d i a n B a s i n 

t h a t t r a n s p o r t t h e i r gas t o m a r k e t by any o t h e r 

means? 

A. There a r e w e l l s on t h e s o u t h end o f our 
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f i e l d t h a t may o v e r l a p our l e a s e s t h a t flow i n t o 

an a d j a c e n t Gas Company of New Mexico d u a l - p l a n t 

system; i t ' s c a l l e d the Avalon system. They have 

s e p a r a t e sweet-name f a c i l i t i e s v e r s u s 

f r a c t i o n a t i o n f a c i l i t i e s , s e p a r a t e l o c a t i o n s , and 

we c a l l t h a t Avalon system. 

We a r e , as a p l a n t o p e r a t o r , a c t i v e l y 

competing to take those w e l l h e a d customers and 

b r i n g them i n t o the Marathon p l a n t . 

Q. And l o o k i n g a t the c a p a c i t y of the 

Marathon p l a n t , does i t have the c a p a c i t y to take 

the a d d i t i o n a l gas to s a t i s f y the a l l o w a b l e l e v e l 

t h a t Marathon i s r e q u e s t i n g f o r t h i s p ool? 

A. Yes. 

Q. What, i f a n y t h i n g , has happened to 

p r e s s u r e s w i t h i n the g a t h e r i n g system t h a t t a k e s 

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

A. W e l l , the g a t h e r i n g system p r e s s u r e i s 

governed by the i n l e t compressor at the p l a n t 

s i t e . The i n l e t compressor i s brand new and was 

i n s t a l l e d to lower the average g a t h e r i n g 

p r e s s u r e , I b e l i e v e , to 500 pounds, which i s more 

than enough r e d u c t i o n to a l l o w the e x i s t i n g w e l l s 

to produce i n t o the g a t h e r i n g system. 

I f we s t a r t to have -- i f we need to 
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manage the g a t h e r i n g system p r e s s u r e , we can w i t h 

t h a t i n l e t compressor. I t g i v e s us a l o t of 

f l e x i b i l i t y to produce the w e l l s . 

Q. I s the p l a n t such t h a t a poor producing 

m a r g i n a l w e l l can be a s s u r e d of i t s o p p o r t u n i t y 

f o r a c c e s s i n t o t h i s p l a n t i n t o the system i f 

t h i s a l l o w a b l e l e v e l i s approved? 

A. There a r e w e l l s t h a t a r e so o l d and 

f a i r l y f a r down the d e p l e t i o n curve t h a t t h e i r 

average w e l l h e a d p r e s s u r e i s below 500 pounds. 

And t h e r e a r e c a s e s of w e l l h e a d compression i n 

the a r e a where you have to put a w e l l h e a d 

compressor to get i n t o the g a t h e r i n g system to 

begin w i t h . So t h e r e a r e i s o l a t e d c a s e s where 

t h e r e a r e w e l l h e a d compressors. 

Q. A f t e r the p l a n t , what i s the 

d i s t r i b u t i o n of the gas from the pool? 

A. W e l l , the p l a n t r i g h t now has a s i n g l e 

c o n n e c t i o n , a l t h o u g h we've looked on s e v e r a l 

o c c a s i o n s a t s p l i t - c o n n e c t i n g or 

t r i p l e - c o n n e c t i n g the p l a n t . 

But r i g h t now the p l a n t has a s i n g l e 

c o n n e c t i o n w i t h t e l e m e t r y w i t h the e n t i r e stream 

t h a t i s t i e d i n t o the Lombard c o n t r o l c e n t e r i n 

Chicago of N a t u r a l Gas P i p e l i n e . They know 
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w i t h i n seconds whether we're producing more than 

our nomination or l e s s . A l l the gas flow s i n t o 

the N a t u r a l Gas P i p e l i n e system f o r f u r t h e r s a l e 

downst rearn. 

Q. As a marketing e x p e r t , i n your o p i n i o n 

i s t h e r e a r e a s o n a b l e market demand f o r the gas 

to be produced at the a l l o w a b l e l e v e l Marathon i s 

s e e k i n g ? 

A. My answer to t h a t i s p r e t t y much the 

same we had as w i t h the B l i n e b r y e a r l i e r . Yes, 

t h e r e i s . The gas t h a t f l o w s through the n a t u r a l 

system winds up at the same p o i n t i n Texas as the 

gas t h a t comes from the B l i n e b r y to the Northern 

N a t u r a l Gas system. And so the stream can be 

c o n s o l i d a t e d and flowed i n t o Houston i f t h a t ' s 

what we d e c i d e to do. 

Q. I s t h e r e any s e a s o n a l v a r i a t i o n to the 

market demand or the p r o d u c t i o n of gas from t h i s 

pool to s a t i s f y market demand? 

A. No. The gas f l o w s e v e r y day of the 

year except f o r when we have a f i r e . And t h e r e 

i s no i n t e r r u p t i o n of the s e r v i c e . We a r e the 

anchor to the N a t u r a l Gas P i p e l i n e system. I t 

s t a r t s a t t h i s p l a n t and goes a l l the way the to 

Chicago. With t h a t l a r g e of volume, they go to 
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extr a o r d i n a r y lengths to l e t gas flow. I t does 

f low. 

We p e r i o d i c a l l y have i s s u e s where 

Chevron or Oryx may lose t h e i r spot market. 

Their s i t u a t i o n , t h e i r contract s i t u a t i o n i s a 

l i t t l e d i f f e r e n t from ours. They're month to 

month, I think. And we have to adjust to deal 

with that when the partners l o s e . But our market 

flows constant. We've not had an i n t e r r u p t i o n . 

Q. In your opinion w i l l the allowables you 

seek for Marathon for meeting market demand 

impair the a b i l i t y of any of the other operators 

to market t h e i r share of the gas? 

A. No, not at a l l . I t might improve i t . 

Q. In summary, Mr. Hastings, what i s your 

recommendation and opinion concerning Marathon's 

allowable request? 

A. Again, my request i s that we re c e i v e 

approval to flow the allowable volume that we've 

requested to countermand some of the i s s u e s I 

brought up e a r l i e r . That i s s t i l l a problem for 

t h i s p l a n t . We have bigger volumes exposed, and 

we need to operate as we have in the past with 

some a b i l i t y to l e t the market d i c t a t e how the 

plant operates and how i t flows. 
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Q. Are t h e g e n e r a l m a r k e t i n g 

r e c o m m e n d a t i o n s and s t r a t e g i e s t h a t you d i s c u s s e d 

e a r l i e r t o d a y on t h e B l i n e b r y , a r e t h o s e a l s o 

a p p l i c a b l e t o t h e I n d i a n B a s i n Upper Penn? 

A. Yes. 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. H a s t i n g s . 

CHAIRMAN LeMAY: Thank y o u , Mr. 

K e l l a h i n . 

Mr. C a r r . 

FURTHER EXAMINATION 

BY MR. CARR: 

Q. Mr. H a s t i n g s , t h e r e ' s o n l y one p l a n t 

t h r o u g h w h i c h gas f r o m t h i s f i e l d i s f l o w i n g 

t h r o u g h a t t h i s t i m e ; i s n ' t t h a t c o r r e c t ? 

A. W e l l , I m e n t i o n e d t h e A v a l o n p l a n t . 

But f o r t h e i n t e r e s t owners i n t h i s p l a n t , y e s , 

t h a t ' s r i g h t . 

Q. You t a l k e d a b o u t t h i s p l a n t b e i n g a b l e 

t o t a k e t h e a d d i t i o n a l gas t h a t c o u l d be p r o d u c e d 

i f i n f a c t t h e a l l o w a b l e i n c r e a s e i s g r a n t e d ? 

A. ( W i t n e s s nodded.) 

Q. Have you e s t i m a t e d how much p r o d u c t i o n 

t h a t w o u l d be as opposed t o a l l o w a b l e ? 

A. W e l l , t h e t a i l g a t e volume r i g h t now, we 
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o p e r a t e on t a i l g a t e v o l u m e , w h i c h i s t h e 

s h r i n k a g e -- has a s h r i n k a g e o f f o f t h e i n l e t 

v o l ume. The t a i l g a t e volume we have r i g h t now i s 

33 m i l l i o n c u b i c f e e t a day. And I w o u l d e x p e c t 

t h a t t h e t o t a l volume c o u l d go above 40 m i l l i o n 

c u b i c f e e t a day a t t h e t a i l g a t e o f t h e p l a n t f o r 

Ma r a t h o n ' s a c c o u n t . 

Q. You w o u l d a g r e e w i t h me t h a t y o u ' r e 

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

a l l o w a b l e i s a s s i g n e d t o t h a t p o o l ? 

A. I t h i n k t h a t t h e a l l o w a b l e g i v e s us a 

r e a s o n t o go o u t and do d e v e l o p m e n t work. I n 

o t h e r cases t h e a l l o w a b l e g i v e s us a r e a s o n t o 

n o t go o u t t h e r e . I t h i n k t h e r e a r e documented 

cases where o i l companies w i l l n o t d e v e l o p a 

p r o p e r t y i f i t ' s e x p e c t e d t h a t we have -- t h a t we 

w i l l have an a l l o w a b l e p r o b l e m . 

I f t h e case i s t h a t t h e a l l o w a b l e i s 

above what we t h i n k t h e w e l l w i l l p r o d u c e , i t 

w i l l go o u t and spend some money, l i k e Ron has 

a l r e a d y , f o r some o f t h e w e l l s t o i m p r o v e 

p r o d u c t i o n . Our o b j e c t i v e r i g h t now i s t o 

maximiz e p r o d u c t i o n . 

Q. E a r l i e r t o d a y you were t a l k i n g a b o u t 

b a s i c a l l y what you p e r c e i v e d as a need f o r r e a l l y 
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an u n r e s t r i c t e d m a r k e t i f we're t o compete w i t h 

t h e C a n a d i a n f l o o d o f n a t u r a l gas? 

A . T h a t ' s r i g h t . 

Q. B a s i c a l l y what y o u ' r e a s k i n g f o r i n 

t h i s c ase, i s i t n o t , i s a d e p r o r a t i o n i n g o f t h e 

f i e l d ? 

A. Yes, s i r . 

Q. When you t r a n s l a t e t h a t i n t o a 

f o r e s e e a b l e p r o d u c t i o n volume, i s i t y o u r o p i n i o n 

t h a t t h e amount o f a c t u a l p r o d u c t i o n , we're 

t a l k i n g a b o u t t h e i n c r e a s e i n p r o d u c t i o n f r o m 

t h i s f i e l d , w o u l d have any r e a l l y s i g n i f i c a n t 

i m p a c t on t h e p r o b l e m we have w i t h Canadian gas 

f l o o d i n g A m e r i c a n s u p p l i e s ? 

A. W e l l , we're n o t t r y i n g t o -- my answer 

t o t h a t i s we're n o t t r y i n g t o a f f e c t t h e 

m a r k e t . What we're t r y i n g t o do i s p r o t e c t 

M a r a t h o n ' s i n t e r e s t . We t h o u g h t we saw t h i s 

coming a c o u p l e o f y e a r s ago. We've g o t 

c o n t r a c t s i n p l a c e t h a t a r e f a i r l y s u b s t a n t i a l 

t h a t g i v e us a premium because t h e b u y e r , t o p u t 

i t b l u n t l y , r e a l l y d i d n ' t see i t coming. 

So our p r i m a r y i n t e r e s t i s t o f o c u s on 

p r o t e c t i n g o u r a s s e t s , making t h e r e t u r n on 

a s s e t s as h i g h as we can and g e n e r a t e cash f l o w 
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f o r our c a p i t a l programs, which i n c l u d e the 

e x p a n s i o n of some of the w e l l s ' p r o d u c t i o n 

a b i 1 i t y . 

Q . And the way you're doing t h a t i s 

recommending an a l l o w a b l e h i g h e r than the best 

w e l l i n the pool? 

A. W e l l , the a l l o w a b l e , I t h i n k Ron's 

graph on the good w e l l , the one w e l l , we are 

e x c e e d i n g the a l l o w a b l e now. And I t h i n k the 

a l l o w a b l e would be s e t at the l e v e l t h a t the w e l l 

i s p r o d u c i n g now. A l l of those w e l l s produce 

from the same f o r m a t i o n . 

I f we do the same work and have the 

same s u c c e s s w i t h a c i d s t i m u l a t i o n , w i t h 

r e - p e r f o r a t i o n , then w e ' l l see the same 

p r o d u c t i o n r a t e . There i s no d i f f e r e n c e i n the 

f o r m a t i o n . The only r e a s o n t h a t you would have 

the w e l l - b y - w e l l d i f f e r e n c e i s i f you d i d n ' t 

p e r f o r a t e the e x t r a two f e e t , i f your a c i d job 

d i d n ' t work as w e l l as you hoped i t would, or i f , 

you know, you have some k i n d of c a s i n g problem. 

There a r e other t h i n g s b e s i d e s market 

demand t h a t a f f e c t w e l l h e a d p r o d u c t i o n , a l l of 

which we can c o n t r o l o u r s e l v e s w i t h the e x c e p t i o n 

of the m a r k e t p l a c e . 
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Q. You i n d i c a t e d j u s t a moment ago i f you 

d i d t h e same work and had t h e same s u c c e s s , you 

c o u l d b r i n g t h e o t h e r w e l l s i n l i n e w i t h t h i s 

w e l l i n 34? 

A. Yes. 

Q. I n f a c t , you've done t h e same work and 

you h a v e n ' t had t h e same s u c c e s s i n o t h e r w e l l s , 

have you? 

A. W e l l , t h a t ' s t h e way i t i s i n t h e o i l 

b u s i n e s s . I t h i n k you know t h a t as w e l l I do. 

Sometimes we do b e t t e r t h a n t h e b e s t w e l l and 

we've had t h a t happen b e f o r e . Sometimes we do 

wor s e . I'm n o t t e l l i n g you t h a t e v e r y s i n g l e 

w e l l t h a t we work on i s g o i n g t o be a maximum 

p r o d u c e r ; i t ' s n o t . Same may exceed i t ; some may 

be b e l o w i t . 

MR. CARR: Thank y o u . 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? 

Mr. C a r l s o n . 

FURTHER EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. D i d you say y o u ' r e m a r k e t i n g a l l y o u r 

I n d i a n B a s i n gas t o t h e N a t u r a l Gas P i p e l i n e ? 

A. No, we're n o t . R i g h t now under t h e 
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s e t t l e m e n t , we have t h e r i g h t t o m a r k e t 33 — or 

e v e r y t h i n g we p r o d u c e t o them. I n t h e p a s t we 

had a c o n t r a c t w i t h Phelps-Dodge i n New Me x i c o , 

i n T y r o n , i n S a l v e r C i t y t o s u p p l y t h e i r c o p per 

s m e l t i n g o p e r a t i o n s . And we t u r n e d t h a t c o n t r a c t 

n e t - b a c k p r i c e i n t o Mid-Con t o match, and t h e y 

chose n o t t o match i t . 

So r i g h t now we have 11 m i l l i o n a day 

f l o w i n g f r o m I n d i a n B a s i n t o Phelps-Dodge, and 22 

m i l l i o n a day b e i n g s o l d t o Mid-Con. We have 

a l r e a d y t u r n e d i n t h e L i o n d e l p r o p o s a l f o r 

Mid-Con t o match on t h e r e s t o f t h a t volume, and 

t h e y h a v e n ' t made a d e c i s i o n on t h a t y e t . 

Q. So y o u ' r e f r e e t o seek o t h e r l o n g - t e r m 

c o n t r a c t s ? 

A. ( W i t n e s s nodded.) 

COMMISSIONER CARLSON: I see. T h a t ' s 

a l l I have. 

CHAIRMAN LeMAY: Commissioner Weiss. 

COMMISSIONER WEISS: Yes. 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Does M a r a t h o n have any e x p e r i e n c e w i t h 

d e p r o r a t i n g a gas f i e l d t h a t y o u ' r e aware o f ? 

A. W e l l , n o t t h a t I'm aware o f . I t h i n k 
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B u r t o n F l a t s i s t h e o n l y one t h a t I ' v e h e a r d o f . 

We have n o t been i n t h a t b u s i n e s s . We have n o t 

done t h a t . The ma r k e t has been c h a n g i n g so f a s t 

t h a t I t h i n k you may see more p r o d u c e r s g o i n g 

t h a t r o u t e . And we may y e t g e t t o t h a t p o i n t , 

b u t we h a v e n ' t been t h e r e y e t . 

I u n d e r s t a n d , and I'm n o t an e x p e r t on 

t h i s , b u t I u n d e r s t a n d t h a t each and e v e r y 

r o y a l t y owner needs t o be c o n t a c t e d , a l o t o f t h e 

p a r t n e r s need t o be c o n t a c t e d i n an agreement. 

And i n t h i s day and age, i t ' s p r e t t y d a r n t o u g h ; 

i t r e q u i r e s a l o t o f work t o g e t t h a t done. But 

t h a t d o e s n ' t mean we won't do i t ; w e ' l l g i v e i t a 

s h o t . 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? 

You may be e x c u s e d . 

MR. KELLAHIN: That c o n c l u d e s my 

p r e s e n t a t i o n , Mr. Chairman. 

CHAIRMAN LeMAY: Thank y o u , Mr. 

K e l l a h i n . 

Mr . C a r r . 

MR. CARR: May i t p l e a s e t h e 

Commission, a t t h i s t i m e I w o u l d l i k e t o p r e s e n t 

a w i t n e s s f o r Chevron, who w i l l p r e s e n t t e s t i m o n y 
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on t h e I n d i a n B a s i n . At t h i s t i m e we w o u l d c a l l 

Mr. Mark Cor l e y . 

MARK CORLEY 

H a v i n g been 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 : 

EXAMINATION 

BY MR. CARR: 

Q. W i l l you s t a t e y o u r name f o r t h e 

r e c o r d , p l e a s e ? 

A. My name i s Mark C o r l e y . I c u r r e n t l y 

r e s i d e i n M i d l a n d , Texas. 

Q. Mr. C o r e l y , by whom a r e you employed 

and i n what c a p a c i t y ? 

A. I work f o r Chevron USA, and I'm 

c u r r e n t l y a gas e n g i n e e r . 

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

t h i s Commission and had y o u r c r e d e n t i a l s a c c e p t e d 

and made a m a t t e r o f r e c o r d ? 

A. Yes, I have. 

Q. D i d you t e s t i f y a t t h e l a s t gas 

a l l o w a b l e h e a r i n g ? 

A. Yes, I d i d . 

Q. At t h a t t i m e were you q u a l i f i e d as a 

gas e n g i n e e r ? 

A. Yes, I was. 
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Q. What does a gas e n g i n e e r do? 

A. My key j o b r e s p o n s i b i l i t i e s a r e 

c o n t r a c t a d m i n i s t r a t i o n a s s o c i a t e d w i t h 

c a s i n g h e a d gas, gas w e l l gas f o r New Mexico 

o n l y . I do p r o d u c t i o n f o r e c a s t i n g , keep up --

work t o g e t h e r w i t h our m a r k e t i n g g r o u p on p r i c i n g 

t r e n d s , m a r k e t t r e n d s , m o n i t o r and g e t i n v o l v e d 

i n r e g u l a t o r y a f f a i r s , s uch as a l l o w a b l e 

h e a r i n g s , and m o n i t o r i n g how our w e l l s a r e d o i n g 

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

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

Q. How l o n g have you worked i n t h e 

c a p a c i t y o f a gas e n g i n e e r f o r Chevron? 

A . Two y e a r s . 

Q. And p r i o r t o t h a t t i m e what were y o u r 

r e s p o n s i b i l i t i e s w i t h t h e company? 

A. I worked i n t h e gas m a r k e t i n g g r o u p f o r 

two y e a r s . 

Q. Are you r e s p o n s i b l e o r f a m i l i a r w i t h 

t h e p r o r a t i o n i n g s y s t e m i n New Mexico? 

A . Yes, I am. 

Q. And have you r e v i e w e d t h e p r e l i m i n a r y 

n o m i n a t i o n s o r t h e p r e l i m i n a r y a l l o w a b l e 

e s t i m a t e s t h a t were p r o v i d e d by t h e OCD w i t h t h e 

d o c k e t f o r t h e h e a r i n g t o d a y ? 
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Q. Have you p r e p a r e d r e commendations t o 

t h e Commission as t o what s h o u l d be t h e p r o p e r 

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

A. Yes, I have. 

MR. CARR: Are t h e w i t n e s s ' 

q u a l i f i c a t i o n s a c c e p t a b l e ? 

CHAIRMAN LeMAY: They a r e a c c e p t a b l e . 

MR. CARR: May i t p l e a s e t h e 

Commission, I w o u l d l i k e t o p o i n t o u t a t t h i s 

t i m e t h a t t h e e x h i b i t s t h a t we w i l l be p r e s e n t i n g 

c o n t a i n f i g u r e s . The f i g u r e s a r e drawn f r o m t h e 

p r e l i m i n a r y a l l o w a b l e s s e n t o u t w i t h t h e d o c k e t . 

We h a v e n ' t been a b l e t o r e v i s e them t o r e f l e c t 

t h e f i g u r e s t h a t were i n t h e m a t e r i a l s p r e s e n t e d 

t o d a y by t h e Commission. 

We a r e , however, f o c u s i n g t h i s 

p r e s e n t a t i o n on what we t h i n k i s an a p p r o p r i a t e 

a l l o w a b l e r a t e f o r t h e p o o l so t h e b o t t o m l i n e 

u l t i m a t e l y does s t a y t h e same. 

Q. Mr. C o r l e y , what does Chevron seek i n 

t h i s case? 

A. F i r s t o f a l l , I w o u l d l i k e t o e x p r e s s 

Chevron's a p p r e c i a t i o n f o r i n v o l v e m e n t i n t h e 

Commission h e a r i n g s , and we c o n t i n u e t o s u p p o r t 
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t h e s i x - m o n t h f l e x i b i l i t y i n b e i n g a b l e t o p l a n 

and d e v e l o p our f i e l d s . 

F i r s t o f a l l , C h evron, l i k e M a r a t h o n , 

f e l t l i k e t h e p r e l i m i n a r y a l l o w a b l e o f 121,000 

f o r an a c r e a g e f a c t o r o f 1 was n o t a d e q u a t e . And 

l i k e M a r a t h o n , we seek an i n c r e a s e i n t h e p o o l 

a l l o w a b l e . 

Q. What a l l o w a b l e --

A. But n o t t o t h e e x t e n t o f M a r a t h o n ' s . 

Q. What a l l o w a b l e r a t e does Chevron 

a c t u a l l y recommend? 

A. Chevron p r o p o s e s a m o n t h l y a c r e a g e 

f a c t o r 152,500. T h i s e q u a t e s t o 5,000 Mcf a day 

per w e l l w i t h an a c r e a g e f a c t o r o f 1. We f e e l 

t h i s more a p p r o p r i a t e l y r e f l e c t s t h e p r o d u c i n g 

c a p a b i l i t y o f t h e p o o l on an av e r a g e b a s i s and i t 

r e m a i n s s e n s i t i v e t o ma r k e t c o n d i t i o n s , demand 

c o n d i t i o n s f o r t h e summer p e r i o d w h i c h we're 

t a l k i n g a b o u t . And i t a l s o g i v e s us f l e x i b i l i t y 

i n p e r f o r m i n g w o r k o v e r s d u r i n g t h i s t i m e p e r i o d 

t o f u r t h e r d e t e r m i n e i f f u t u r e i n c r e a s e s a r e 

j u s t i f i e d . 

Q. Have you p r e p a r e d c e r t a i n e x h i b i t s f o r 

p r e s e n t a t i o n h e r e t o d a y ? 

A . Yes, I have. 
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Q. Would you r e f e r to what has been marked 

f o r i d e n t i f i c a t i o n as Chevron E x h i b i t No. 1. 

I d e n t i f y t h i s and re v i e w i t f o r the Commission. 

A. Mr. Chairman, the E x h i b i t 1, which we 

pr e p a r e d , i s k i n d of an i n f o r m a t i o n type e x h i b i t 

to g i v e you an i d e a of who the key p l a y e r s a r e at 

I n d i a n B a s i n . We a r e showing t o t a l p r o d u c t i o n 

f o r the p e r i o d A p r i l 91 through November of 91 

f o r the I n d i a n B a s i n Upper Penn Gas P o o l . 

You can see t h a t the r e l a t i v e p o s i t i o n 

of the o p e r a t o r s i s Chevron-Marathon; i t equates 

to about 40 p e r c e n t a p i e c e . The next two p l a y e r s 

a r e Oryx and Amoco. Subsequent p r o p e r t y exchange 

has o c c u r r e d , and the Amoco w e l l s a r e now owned 

by MW Petroleum. 

Q. How many w e l l s does Chevron a c t u a l l y 

o p e r a t e i n t h i s f i e l d ? 

A. We have t en w e l l s . 

Q. How many does Marathon o p e r a t e ? 

A. T h i r t e e n by my count. 

Q. L e t ' s move to E x h i b i t No. 2. Would you 

i d e n t i f y t h i s and r e v i e w i t , p l e a s e ? 

A. Yes. E x h i b i t 2 f u r t h e r i l l u s t r a t e s i n 

more d e t a i l Chevron's producing h a b i t s , so to 

speak, i n the I n d i a n B a s i n P o o l . We h i s t o r i c a l l y 
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went back from A p r i l of 90 through December of 

91. The dark b a r s a r e i n d i c a t i n g our 

non-marginal w e l l s , and the l i g h t b a r s above 

i n d i c a t e our m a r g i n a l w e l l performance. 

What we're t r y i n g to show here i s t h a t 

Chevron t r i e s to attempt to m a i n t a i n a c o n s i s t e n t 

l e v e l of p r o d u c t i o n throughout the w i n t e r and 

summer months, i f p o s s i b l e . So the main p o i n t i s 

we don't t r y to shut i n gas d u r i n g the summer to 

t r y to b u i l d up our a l l o w a b l e f o r the w i n t e r 

p e r i o d s . We a r e i n a n o n - d i s c r e t i o n a r y 

environment, and we f e e l l i k e the p r o d u c t i o n 

s h o u l d s t a y on. 

Q. You're not s e e i n g the s e a s o n a l swings 

t h a t may be r e f l e c t e d i n some g e n e r a l p r o d u c t i o n 

g r aphs? 

A. No. And we might a l s o p o i n t out the 

p l a n t d i s r u p t i o n s of September of 91, we a l s o saw 

a s i g n i f i c a n t drop i n i n t r o d u c t i o n . 

H i s t o r i c a l l y , we have seen t h i s p l a n t turnaround 

as an annual event and have planned our test i m o n y 

a c c o r d i n g l y . 

Q. Now, Mr. C o r l e y , l e t ' s move to Chevron 

E x h i b i t No. 3. Would you i d e n t i f y t h i s , p l e a s e ? 

A. E x h i b i t No. 3 i s designed to show a 

RODRIGUEZ-VESTAL REPORTING 
f nn fi \ a a a . t n n n 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

1 5 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

188 

tabular i l l u s t r a t i o n of Chevron's proposed versus 

the OCD p r e l i m i n a r y e x h i b i t s sent out with the 

docket. We f e e l l i k e t h i s e x h i b i t i s s t i l l 

v a l i d . We w i l l f u r t h e r develop i t through 

fu r t h e r testimony. 

I f y o u ' l l look down the column 1, 

y o u ' l l see the o r i g i n a l 121 that was proposed. 

We have i t h i g h l i g h t e d . The l a s t , A p r i l through 

September of 91, allowable period, we had an 

equivalent of 134,728. Focusing upon Chevron's 

proposal, you see the 152,500, which equates 

upward. I f you b a c k - c a l c u l a t e i t , i t would 

require an adjustment on l i n e 3 of 109,932. 

And we decided to go ahead and use the 

September production as the plant turnaround was 

viewed as an annual event. We a l s o f e e l l i k e 

t h i s 152,500 i s more r e p r e s e n t a t i v e of the pool, 

pool production. 

Q. L e t ' s move on now to the next e x h i b i t , 

Chevron E x h i b i t No. 4. Can you i d e n t i f y that? 

And I think on t h i s e x h i b i t , Mr. Corley, i f you 

could review i t column by column and e x p l a i n how 

i t i s that Chevron came up with 152,500 for a 

recommended allowable range. 

A. Turning to E x h i b i t 4, t h i s i s a further 
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breakdown of the p r e v i o u s e x h i b i t t h a t shows what 

the o r i g i n a l proposed p r e l i m i n a r y a l l o w a b l e would 

do to the non-marginal w e l l s i n the p o o l . So we 

had a l i t t l e more d e t a i l to see how our w e l l s 

would r e a c t to t h i s p r o p o s a l . 

Column 1, t h e s e numbers were d e r i v e d 

from the C-115 r e p o r t s . We f e e l l i k e t h e y ' r e the 

b e s t s o u r c e of d a t a f o r comparison; i t ' s p u b l i c 

knowledge. Easy a c c e s s shows the f u e l , the f u e l 

u se, t h a t type of t h i n g . Column 1 shows t o t a l 

p r o d u c t i o n from Chevron and Marathon non-marginal 

w e l l s . 

Column 2 puts t h a t number on a monthly 

b a s i s . I t ' s j u s t a d i v i s i o n by e i g h t . The 

r e a s o n we used A p r i l of 91 through November of 91 

i s because i t g i v e s you a f e e l of how we o p e r a t e 

the w e l l s d u r i n g the s i x months. I t t r i e s to 

i n c o r p o r a t e any a c t i v i t y t h a t has happened i n 

October and November. And we c o u l d n ' t c a r r y i t 

any f u r t h e r because of l a c k of data a v a i l a b l e . 

But i t does g i v e a t r u e p i c t u r e of how we f e e l 

l i k e you s h o u l d f o r e c a s t your p r o d u c t i o n . 

The next, column 3, i s proposed 121 

o r i g i n a l l y . The impact i s shown i n the d e l t a 

column, which i s column 2 minus column 3. As you 
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can s e e , the o r i g i n a l p r o p o s a l s s i g n i f i c a n t l y 

r e s t r i c t e d p r o d u c t i o n on the non-marginal w e l l s . 

Column 4 i s the Chevron proposed 

152,500. Looking a t the d e l t a column, the 

c u r t a i l m e n t or c a p a c i t y t h a t was caused by the 

proposed i s s i g n i f i c a n t l y reduced. 

And on Chevron's w e l l s we have two 

w e l l s t h a t would become m a r g i n a l under t h i s 

s c e n a r i o . We have the Bogle F l a t s U n i t No. 2 

t h a t w i l l remain non-marginal. And we have an 

a d d i t i o n a l w e l l we have a planned workover on, 

the H e l b i n g F e d e r a l , which I w i l l e x p l a i n l a t e r , 

t h a t w i l l become non-marginal. 

On the Marathon s i d e we show t h r e e 

w e l l s t h a t w i l l remain non-marginal and one t h a t 

w i l l become non-marginal. 

Q. Mr. C o r l e y , why don't we stop at t h i s 

p o i n t , and I ' d ask you to go back to column 2. 

And u s i n g those f i g u r e s , e x p l a i n to the 

Commission how Chevron developed the 152,500 

f i g u r e . 

A. Going down column No. 2, you see the 

average per w e l l . We wanted to see what the 

average non-marginal w e l l d i d . I t ' s b a s i c a l l y 

t hose t h r e e numbers added t o g e t h e r d i v i d e d by 
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t h r e e . 

You take the Marathon w e l l s . I t 

i n c l u d e s the anomaly. I ' d l i k e to show the 

I n d i a n B a s i n D - l , and the b i g w e l l i s i n c l u d e d i n 

t h i s . We f e e l l i k e i t ' s an anomaly, but we d i d 

i n c l u d e i t i n the a v e r a g i n g . So Marathon's 

average w e l l does about 166 m i l l i o n , the 

non-marginal. Our average w e l l does 139. 

We d i d look i n t o the other o p e r a t o r s i n 

the f i e l d , the Oryx and the Apache w e l l s or MW 

Petroleum. And they would become m a r g i n a l . The 

c l o s e s t one was an Oryx w e l l t h a t was 110,000. 

I f we i n c l u d e d t h a t i n t h e r e , t h a t would p o s s i b l y 

skew the d a t a . 

Adding Marathon and Chevron t o g e t h e r , 

we came up w i t h an average per w e l l of both 

o p e r a t o r s of 152,900. Rounding t h a t down to an 

even 5 m i l l i o n a day i s where we came up w i t h 

152,500. 

Q. Do you b e l i e v e t h i s f i g u r e a c c u r a t e l y 

r e f l e c t s the a b i l i t y of the pool to produce a t 

t h i s time? 

A. Yes, I do, i n c l u d i n g our f u r t h e r 

t e s t i m o n y on the H e l b i n g w e l l . 

Q. Why don't we go now to Chevron E x h i b i t 
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No. 5. Would you i d e n t i f y and review that? 

A. E x h i b i t No. 5 i s b a s i c a l l y a gra p h i c a l 

i l l u s t r a t i o n of what we've shown on the p r i o r 

ta b l e with emphasis on Chevron's average 

non-marginal w e l l . So we took and we plo t t e d 

that average per w e l l number for Chevron versus 

time versus the allowable to show how we operate 

our non-marginal w e l l s and how the proration 

system has benefited Chevron. 

The dark bars, going back to A p r i l of 

90 again, depict the production. The s l a s h bar 

i n d i c a t e s from January of 92 through September of 

92, which i s our f o r e c a s t throughout the 

allowable period. And the top curve with the 

squares i s the allowable. The f u r t h e s t allowable 

f o r e c a s t on the r i g h t i s the o r i g i n a l preliminary 

121, 000. 

This graph i n d i c a t e s that i f we operate 

according to our f o r e c a s t , that o r i g i n a l proposal 

would cause c a p a c i t y and curtailment r e s t r a i n t s 

to Chevron. We do have i n d i v i d u a l w e l l p l o t s for 

each of these a v a i l a b l e i f someone would l i k e to 

see those. 

Q. I f we take the Chevron recommendation 

of 152,500 and apply i t to these non-marginal 
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w e l l s , Chevron non-marginal w e l l s s t i l l would 

experience some r e s t r i c t i o n ; i s that true? 

A. Yes. 

Q. Why don't we move now to E x h i b i t No. 6 

and focus on the Helbing w e l l . 

A. This i s one of the w e l l s I was 

mentioning p r e v i o u s l y . I t ' s c u r r e n t l y a marginal 

w e l l . We do have a w e l l compressor on t h i s w e l l 

because of the age of the w e l l , and i t does not 

have the r e s e r v o i r pressure to overcome the 600 

pound current gathering pressure, the plant 

compressor. 

This graph i s a s i m i l a r format as the 

previous. You can see i n A p r i l of 92 the f u l l 

e f f e c t s of our workover coming into play. We 

estimate peak production at 168,000 per month. 

Again, we see a r e s t r i c t i o n from the o r i g i n a l 

proposed 121,00 on our workover program. 

Q. Again, t h i s w e l l would be somewhat 

r e s t r i c t e d based on these p r o j e c t i o n s with the 

Chevron recommendation? 

A. Yes, i t would. 

Q. As a gas marketing engineer, are you 

required to stay abreast of trends i n the gas 

market ? 
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A. Yes, I am. 

Q. Do you work with the Chevron gas 

marketing group i n that regard? 

A. Yes. 

Q. Are you required to monitor market 

trends as part of your general r e s p o n s i b i l i t y as 

a gas engineer? 

A. Yes. 

Q. Could you i d e n t i f y what has been marked 

as Chevron E x h i b i t No. 7? 

A. Yes. What we have here i s a l e t t e r I 

requested from the marketing group summarizing 

what they f e l t l i k e our marketing p o s i t i o n was 

during the allowable period. In summary, the 

marketing group sees an i n s t a b i l i t y i n the market 

for Chevron's gas. We do have a dive r s e market. 

We do have some northeast c o n t r a c t s . We do have 

some C a l i f o r n i a c o n t r a c t s . 

We see a t r a n s i t i o n in the markets 

r i g h t now. Most importantly we see a downward 

p r i c e pressure on the Permian gas and l i k e l y 

weakened p r i c e s and on a c a p i t a l program of a big 

magnitude that doesn't return on our investment 

what we think i s necessary. So our workover 

program i s somewhat r e s t r i c t e d due to t h i s 
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pressure on the gas market for Chevron. 

Q. How does t h i s t r a n s l a t e into the 

context of pror a t i o n i n g c o n s i d e r a t i o n s ? 

A. We f e e l l i k e i t gives a more rel e v a n t 

p o s i t i o n to a l l the people w i t h i n the pool. 

Q. Does t h i s --

A. Proration does help a l l of the 

operators to have a more equitable share and to 

have adequate development of the workovers. 

Q. In your l e t t e r you t a l k about the Kern 

River Gas Transmission P r o j e c t , Transwestern 

P i p e l i n e expansion, things of that nature. Do 

the i n s t a b i l i t i e s that come from these f a c t o r s in 

your mind bear on the n e c e s s i t y for maintaining 

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

A. Yes, they do. 

Q. And what would they be? 

A. The t r a n s i t i o n cause i s constant, I 

think, i s what i t does. We don't know — we 

need -- we're t r y i n g to determine what we should 

produce the f i e l d at at t h i s time. 

Q. Could you b a s i c a l l y at t h i s point j u s t 

summarize Chevron's recommendation to the 

Commission? 

A. In summary, the 152,500 we f e e l l i k e i t 
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represents an equitable p i c t u r e of how the f i e l d 

should be produced considering the market 

conditions, the expected demand. We a l s o f e e l 

l i k e i t ' s adequate for us to determine 

c a p a b i l i t i e s of the Helbing w e l l and plan for a 

future development in the next allowable period. 

Q. Mr. Corley, have you tal k e d to other 

operators i n the f i e l d concerning the proposed 

allowables for the next period? 

A. Yes, we have. 

Q. And what response have you received? 

A. We have support from Oryx and MW 

Petroleum Corporation. 

Q. Are copies of l e t t e r s evidencing that 

support what has been marked as Chevron E x h i b i t s 

8 and 9? 

A. Yes. 

Q. In your opinion w i l l approval of 

Chevron's request to set an allowable r a t e for 

t h i s pool during the next period of 152,500 be in 

the i n t e r e s t s of conservation, the prevention of 

waste, and the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes, I do. 

Q. Were E x h i b i t s 1 through 9 prepared by 

you or compiled under your d i r e c t i o n ? 
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A. Yes, they were. 

MR. CARR: At t h i s time we would o f f e r 

Chevron E x h i b i t s 1 through 9. 

CHAIRMAN LeMAY: Without o b j e c t i o n , 

Chevron E x h i b i t s 1 through 9 w i l l be admitted 

i n t o the r e c o r d . 

MR. CARR: That c o n c l u d e s my d i r e c t 

e x a m i n a t i o n of Mr. C o r l e y . 

CHAIRMAN LeMAY: Thank you. 

Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. C o r l e y , I a p o l o g i z e to you f o r not 

m a s t e r i n g the names of a l l t h e s e non-marginal 

w e l l s . I f you c o u l d s i m p l y t a k e and i d e n t i f y f o r 

me what Chevron c o n s i d e r s to be i t s non-marginal 

w e l l of g r e a t e s t d e l i v e r a b i l i t y and t e l l me what 

the name of t h a t w e l l i s . 

A. Bogle F l a t s U n i t No. 2. 

Q. T h a t ' s the same one t h a t Mr. F o l s e 

d e s c r i b e d i n h i s p r e s e n t a t i o n e a r l i e r today, i s 

i t not? 

A. T h a t ' s c o r r e c t . 
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Q. Separate and apart from allowable 

r e s t r i c t i o n s on that w e l l , what would be i t s 

t o t a l d e l i v e r a b i l i t y on a d a i l y or monthly b a s i s ? 

A. Estimated d e l i v e r a b i l i t y of that w e l l 

i s in the 5800 Mcf per day range. 

Q. Your requested allowable i s one hundred 

f i f t y - t w o 

A. Yes. 

Q. -- thousand Mcf? 

A. (Witness nodded.) 

Q. I've l o s t t rack of my t a b l e . I don't 

have my notes. That was on a monthly b a s i s --

A. Right. 

Q. -- using the F l f a c t o r ? 

A. (Witness nodded.) 

Q. I f you take your best w e l l and take i t s 

t o t a l d e l i v e r a b i l i t y and put i t on a 

corresponding monthly number, what i s that 

number ? 

A. I t ' s i n the 165,000 range. 

Q. Between the 165,000 range and the 

152,000 allowable l e v e l , w i l l you have any other 

non-marginal w e l l s r e s t r i c t e d but for that Bogle 

Farm ( s i c ) 2 w e l l ? 

A. With the exception of the Helbing w e l l , 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

15 

16 

1 7 

18 

19 

20 

2 1 

22 

23 

24 

25 

199 

no . 

Q. The H e l b i n g w e l l i s a w e l l you a l s o 

o p e r a t e ? 

A. Yes. 

Q. And what would be i t s u n r e s t r i c t e d 

capac i t y ? 

A. We e s t i m a t e the u n r e s t r i c t e d c a p a c i t y 

at about 168,000 per month. We don't see the 

f u l l c a p a c i t y coming on-stream t i l l the l a t e r 

p a r t of t h i s a l l o w a b l e p e r i o d . T h a t ' s why we 

f e e l l i k e the 5,000 a day i s j u s t i f i e d . 

Q. Would t h e r e be any o t h e r non-marginal 

w e l l s t h a t Chevron o p e r a t e s t h a t would be 

r e s t r i c t e d below t h e i r f u l l c a p a c i t y under your 

a l l o w a b l e l e v e l ? 

A. No . 

Q. I f we use your a l l o w a b l e l e v e l , how 

many of Marathon's non-marginal w e l l s a r e we 

going to r e s t r i c t ? 

A. From my c a l c u l a t i o n s we have t h r e e . 

Q. I'm s o r r y ? 

A. We had t h r e e . 

Q. One of t h e i r s and two of y o u r s ? 

A . No . 

Q. Did I mi s u n d e r s t a n d you? 
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A. We had t h r e e Marathon, from E x h i b i t 4, 

We had one. We had two Chevron's, i n c l u d i n g the 

H e l b i n g , and t h r e e Marathon w e l l s . 

Q. I n terms of a n a l y z i n g r e a s o n a b l e market 

demand f o r pool p r o d u c t i o n , does not the pool 

market demand exceed the 152,000 Mcf? 

A. I don't have knowledge to prove t h a t . 

I know t h a t we have a c a p a c i t y to market our 

s h a r e of the gas and we've shown t h a t through our 

marketing l e t t e r . We d i d not c i t e a l a c k of 

market. I cannot say to my knowledge t h a t 

232,000 c o u l d be marketed. 

Q. You don't know one way or the ot h e r 

whether the 232 c o u l d be marketed? 

A. I would say i t most probably c o u l d be. 

Q. Mr. H a s t i n g s t e s t i f i e d a w h i l e ago i t 

was an a b s o l u t e c e r t a i n t y from h i s o p i n i o n t h a t 

t h a t l e v e l of gas p r o d u c t i o n , i f the w e l l s c o u l d 

produce i t , c o u l d i n f a c t be marketed? 

A. Uh-huh. 

Q. Do you have any disagreement w i t h Mr. 

H a s t i n g s on the market demand? 

A. The onl y disagreement i s the d i f f e r e n t 

markets. Each producer has i t s own market. And 

i f Marathon wants to speak f o r Chevron's market, 
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i t may not be c o n s i s t e n t with our marketing 

s t r a t e g i e s . 

Q. What i s your marketing s t r a t e g y ? 

A. I t ' s s i m i l a r to Marathon. We have a 

s a l e s p o r t f o l i o that we are t r y i n g to e s t a b l i s h . 

We are under pressure to look for a longer term 

contract with the markets due to the expansion 

p r o j e c t s . So we're t r y i n g to expand our s a l e s 

p o r t f o l i o to include more long-term agreements. 

Q. I t would appear from a casual 

observation of the number of w e l l s in the 

p o s i t i o n i n g of you and Chevron and Marathon i n 

the pool that you're in reasonably competitive 

p o s i t i o n s w i t h i n the r e s e r v o i r , are you not? 

A. Yes. 

Q. Do you perceive Marathon to have any 

kind of advantage i n the r e s e r v o i r that you 

cannot a t t a i n for y o u r s e l f ? 

A. Not that has been determined to date. 

Q. I f we inc r e a s e the allowable l e v e l s so 

that your gr e a t e s t c a p a c i t y w e l l i s r e s t r i c t e d , 

going up from 152 to 168, something j u s t below 

168, can you market that gas, the d i f f e r e n c e ? 

A. I f you want to take a h i t on a p r i c e . 

Part of our lack of the development i s because of 
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the demand f a c t o r t h a t we f o r e c a s t f o r t h i s 

p e r i o d . We've seen two t e s t i m o n i e s t h a t show 

t h a t p r i c e s a r e going to be v e r y weak d u r i n g the 

summer. 

Q. W e l l , i s Chevron's marketing s t r a t e g y 

the same type of s t r a t e g y we heard i n the Hendrix 

statement i n the B l i n e b r y Pool e a r l i e r today? 

You were here f o r t h a t , were you not? 

A. No. We would not be i n t h a t c a t e g o r y 

at a l l . 

Q. T h a t ' s not i n your marketing s t r a t e g y ? 

A. No. 

Q. Do you p l a n to do what Marathon has 

done and go out and spend a d d i t i o n a l d o l l a r s to 

e s t a b l i s h a d d i t i o n a l d e l i v e r a b i l i t y of your 

w e l l s ? 

A. To a c e r t a i n e x t e n t , y e s . 

Q. Have you q u a n t i f i e d t h a t e x t e n t ? 

A. Yes. One wel1. 

Q. One w e l l when? 

A. T h i s summer. 

Q. And what a d d i t i o n a l c a p a c i t y w i l l t h a t 

add to your d e l i v e r a b i l i t y f o r your w e l l s ; do you 

know? I s t h e r e any f o r e c a s t f o r t h a t ? 

A. We're ap p r o x i m a t i n g 168,000, as I ' v e 
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p r e v i o u s l y s t a t e d . 

MR. KELLAHIN: Thank you, Mr. Chairman. 

CHAIRMAN LeMAY: Thank you, Mr. 

K e l l a h i n . 

A d d i t i o n a l q u e s t i o n s ? 

Mr. S t o v a l 1 . 

EXAMINATION 

BY MR. STOVALL: 

Q. I j u s t want to make s u r e I u n d e r s t a n d 

how you a r r i v e at the number. I r e a l i z e your 

t a b l e was based on the o r i g i n a l D i v i s i o n 

p r e l i m i n a r y f i g u r e s . And now, i f I u n d e r s t a n d 

what you're r e a l l y a s k i n g , i s f o r i t to come down 

from what the D i v i s i o n i s p r o p o s i n g r a t h e r than 

go up from what the D i v i s i o n proposed? 

A. I have seen the new r e v i s i o n , the 

160,502. I s t h a t what you're r e f e r r i n g t o ? 

Q. R i g h t . C o r r e c t . 

A. Yes. We would contend t h a t we want to 

keep our c a s e as d e s i g n e d . 

Q. And i f I u n d e r s t a n d the mathematical 

d i f f e r e n c e between t h a t i s t h a t the D i v i s i o n 

d i d n ' t count September because of the p l a n t 

turnaround? 

A. ( W i t n e s s nodded.) 
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Q. And you suggest that you should use the 

same production f i g u r e s divided by s i x months and 

plan on the plant turnaround in September as 

being an annual event and base everything on 

that; i s that c o r r e c t ? 

A. Well, that In addition to column 5, 

which was pointed out e a r l i e r , that a d i f f e r e n t 

period was used for the marginal production, 

Chevron, i n --

Q. Oh, r i g h t . 

A. — the October through December. 

Q. Okay. But i t ' s r e a l l y a mechanical 

d i f f e r e n c e ? 

A. I t ' s a mechanical d i f f e r e n c e , yes. 

Q. My only other question, I'm j u s t asking 

you for c l a r i f i c a t i o n , as I read the Oryx l e t t e r , 

i t appears to me that they express support for 

Chevron's testimony, but they r e a l l y want about 

167,000; i s that c o r r e c t ? That's what the l e t t e r 

says. I'm not asking you for Oryx' p o s i t i o n . I s 

that how you read the l e t t e r ? 

A. Yes, t h a t ' s how I read the l e t t e r . 

MR. STOVALL: Okay. I have no other 

quest ions. 

CHAIRMAN LeMAY: Additional questions 
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of the w i t n e s s ? 

Mr. Weiss. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. On your E x h i b i t 5 --

A. Okay. 

Q. -- what would t h a t look l i k e i f the 

pool were not p r o r a t e d ? 

A. I f the pool were not p r o r a t e d , what 

would our f o r e c a s t be? 

Q. Yes. What do you t h i n k the t r e n d s 

would be h e r e ? Would they be p r e t t y l e v e l l i k e 

t h i s ? What has p r o r a t i o n done f o r you? You s a i d 

i t ' s been v e r y b e n e f i c i a l . What would t h i s look 

l i k e so I can und e r s t a n d t h i s ? 

A. W e l l , you can see the b e n e f i t s i n the 

w i n t e r t i m e i n t h i s p a r t i c u l a r c a s e where the 

a l l o w a b l e s went up to 6 m i l l i o n a day. From t h i s 

p l o t , i t was a l i t t l e b i t h i g h e r than the b e s t 

Chevron w e l l . But the main t h i n g I was s a y i n g 

about b e n e f i t s i s the six-month p e r i o d to where 

we can p l a n f o r i t . 

Q. What i f i t were not p r o r a t e d a t a l l , 

t h i s p o o l ? What would t h i s look l i k e ? 

A. I would say i t would be v e r y s i m i l a r . 
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We may have s t a r t e d our a c t i v i t y a l i t t l e b i t 

sooner having a timing type e f f e c t . I t ' s hard to 

pr e d i c t what i t would look l i k e , but i t would 

probably be s i m i l a r . 

The thing I need to q u a l i f y i s there i s 

some r i s k i n doing these workovers. 

Q . Oh, sure. 

A. You take a gas wel l and you've got 

water on the backside, a l o t of them have 

permanent packers i n them. You dump the water on 

the formation. There i s a r i s k i n doing 

workovers on a deep gas w e l l . You don't have 100 

percent completion to where i t w i l l be 

s u c c e s s f u l . 

And we have had a l o t of skepticism in 

our f i e l d operations and l o c a l management to 

b a s i c a l l y , i f i t a i n ' t broke, don't f i x i t type, 

and there i s some r i s k involved. 

COMMISSIONER WEISS: Thank you. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. Mr. Corley, in your marketing s t r a t e g y 

for Chevron -- and f e e l f r e e not to answer t h i s 

i f you don't want to -- but in your short-term 

markets, 30-day spot mainly, i s there a p r i c e at 
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which Chevron d e c i d e s to shut i n p r o d u c t i o n 

r a t h e r than s e l l i n g the 30-day market? 

A. We do have t h a t p r i c e c a l c u l a t e d as 

based on o p e r a t i n g expense. And our o p e r a t i n g 

expense i s p r e t t y low at I n d i a n B a s i n . We c a l l 

i t a f l o o r p r i c e , p l u s some margin t h a t we would 

l i k e to see on our in v e s t m e n t . And t h a t f l o o r 

p r i c e i s c o n s i d e r a b l y lower than the market 

today. 

Q. So i s i t f a i r to say, as you v a r y the 

f i e l d , you v a r y the p r i c e a t which r e s e r v e s a r e 

chosen to be shut i n because you j u s t don't want 

to s e l l a t t h a t p r i c e b a s i c a l l y ? 

A. R i g h t . 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s ? 

You may be excused. Thank you. We're 

doing t h i s on a f i e l d - b y - f i e l d b a s i s . I guess 

we're through on I n d i a n B a s i n , a r e we, or i s 

t h e r e a d d i t i o n a l t estimony on the I n d i a n B a s i n 

f i e l d ? 

MR. CARR: I b e l i e v e t h e r e ' s no f u r t h e r 

t e s t i m o n y on I n d i a n B a s i n . 

CHAIRMAN LeMAY: Mr. C a r r , do you want 

to proceed w i t h another f i e l d ? 

MR. CARR: May i t p l e a s e the 
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Commission, a t t h i s time I ' d l i k e t o move t o San 

Juan Basi n , and I would l i k e --

MR. KELLAHIN: I would l i k e t o f i n a n c e 

h i s move. 

CHAIRMAN LeMAY: Lawyers are t a k i n g up 

a c o l l e c t i o n f e e . 

MR. CARR: Some r e p o r t s I've g o t t e n 

from e a r l i e r a c t i v i t i e s t h i s week i n the San Juan 

Basin suggest maybe b o t h Mr. K e l l a h i n should 

r e t u r n t o Santa Fe and I should go t o the San 

Juan Basin. 

I would l i k e t o make a p r e s e n t a t i o n f o r 

Amoco a t t h i s time c o n c e r n i n g Amoco's request f o r 

some i n c r e a s e s i n the a l l o w a b l e s i n the p r o r a t e d 

f i e l d i n San Juan Basin. 

JAMES WILLIAM HAWKINS 

Having been 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 : 

EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your name f o r the 

r e c o r d , please? 

A. James W i l l i a m Hawkins. 

Q. By whom are you employed? 

A. Amoco P r o d u c t i o n Company. 
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Q. In what c a p a c i t y ? 

A. As a Senior Petroleum Engineering 

Associate r e s p o n s i b l e for regulatory a f f a i r s in 

New Mexico and Colorado. 

Q. In that r o l e have you become f a m i l i a r 

with the New Mexico pro r a t i o n i n g system? 

A. Yes, I have. 

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

t h i s Commission and had your c r e d e n t i a l s as an 

expert witness i n petroleum engineering accepted 

and made a matter of record? 

A. Yes. 

Q. Have you reviewed the preliminary 

allowables that came out with the docket for 

today's hearing? 

A. Yes, I have. 

Q. Have you made a study of those 

allowables to determine how they r e l a t e to Amoco 

operated w e l l s i n the San Juan Basin? 

A. Yes. 

MR. CARR: Are the witness' 

q u a l i f i c a t i o n s acceptable? 

CHAIRMAN LeMAY: They're acceptable. 

Q. Mr. Hawkins, would you b r i e f l y s t a t e 

the purpose of Amoco's testimony here today? 
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A. Amoco i s here t o t e s t i f y t o some 

recommended ad j u s t m e n t s f o r the a l l o w a b l e f o r 

po o l s i n the San Juan Basin f o r the p e r i o d of 

A p r i l 92 t o September 92. 

Q. Have you prepared c e r t a i n e x h i b i t s f o r 

p r e s e n t a t i o n a t t h i s time? 

A. Yes, I have. 

Q. Would you r e f e r t o what has been marked 

as Amoco E x h i b i t No. 1, i d e n t i f y t h a t , and review 

I t f o r the Commission? 

A. Yes. E x h i b i t No. 1 shows the San Juan 

Basin gas p r o d u c t i o n r e l a t i v e t o the p i p e l i n e 

c a p a c i t y f o r the time p e r i o d January 89 th r o u g h 

about the middle of 1992. 

The heavy b l a c k l i n e near the top of 

the graph or the middle of graph, I should say, 

shows t h a t p i p e l i n e c a p a c i t y c u r r e n t l y a t about 

1680 m i l l i o n c ubic f e e t per day. And i t shows 

the expected i n c r e a s e s up t o about 3360 m i l l i o n 

c u b i c f e e t per day by A p r i l of 92. 

Now, we r e a l i z e t h a t t h i s i n c r e a s e i n 

c a p a c i t y i s going t o s i g n i f i c a n t l y lower the l i n e 

p r e s s u r e s and a f f e c t the gas w e l l p r o d u c t i o n f o r 

w e l l s i n the San Juan Basi n . We've shown what we 

t h i n k t o be the p o t e n t i a l i n c r e a s e f o r p r o r a t e d 
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gas to be 550 m i l l i o n c u b i c f e e t per day. I ' l l 

run you through our b a s i s f o r t h a t . 

The s o l i d l i n e t h a t v a r i e s up and down 

i s t o t a l gas p r o d u c t i o n i n the b a s i n , a g a i n , from 

about J a n u a r y 89 through October of 1991. The 

l a t e s t i n f o r m a t i o n we got from Dwight's Energy 

Data. And i t shows t h a t d u r i n g t h i s p e r i o d , 

s p e c i f i c a l l y near 1990 and 91, t h a t t o t a l gas 

p r o d u c t i o n has b a s i c a l l y r e a c h e d p i p e l i n e 

c a p a c i t y i n many c a s e s . 

Reaching t h a t p i p e l i n e c a p a c i t y has 

caused I n c r e a s i n g l i n e p r e s s u r e s . And the e f f e c t 

of t h a t i n c r e a s i n g l i n e p r e s s u r e i s shown on the 

dashed l i n e , which i s the t o t a l p r o r a t e d gas i n 

the San Juan B a s i n . And i t shows t h a t , i n about 

Ja n u a r y of 1990, those p o o l s produced a maximum 

of about 1160 Mcf per day, and t h a t ' s d e c l i n e d to 

610 m i l l i o n c u b i c f e e t per day f a i r l y r e c e n t l y . 

We t h i n k t h a t t h a t d e c l i n e or t h a t 

d e c r e a s e , t h a t 550 m i l l i o n c u b i c f e e t per day 

r e p r e s e n t s a r e a s o n a b l e p o t e n t i a l t h a t we might 

exp e c t to see when we add p i p e l i n e c a p a c i t y and 

drop the p i p e l i n e p r e s s u r e s back down. 

Ad m i t t e d l y , t h a t ' s a rough e s t i m a t e . 

Some of t h a t d e c l i n e may be some s e a s o n a l i t y . 
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Some of that d e c l i n e may be some n a t u r a l d e c l i n e 

from the w e l l s i n the pool. But the bulk of i t 

i s most l i k e l y due to i n c r e a s i n g p i p e l i n e 

pressure. 

Q. Now, Mr. Hawkins, l e t ' s move to Amoco's 

recommendation as set f o r t h on E x h i b i t No. 2. I 

think the f i r s t thing you should do i s explain 

the b a s i s for t h i s p a r t i c u l a r e x h i b i t . 

A. Right. This e x h i b i t was prepared on 

the b a s i s of the pre l i m i n a r y recommended 

adjustments or prelimi n a r y recommended allowables 

that were submitted by the OCD. And I can lead 

you through the a r i t h m e t i c here a l i t t l e b i t . 

We've a l s o made some estimates of what the new 

information that we received today would do to 

our recommended adjustments, and I ' l l lead you 

through that. 

The f i r s t thing I'd l i k e to do i s say 

that we have viewed that 550 m i l l i o n cubic feet 

per day as the p o t e n t i a l i n c r e a s e from prorated 

pool gas and t r i e d to spread that among the 

prorated pools on the b a s i s of marginal and 

non-marginal production. 

I f we look at the top l i n e i n our 

recommendation, that shows the t o t a l gas 
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production from the pool. And i t shows -- the 

second l i n e shows what percentage each of the 

pools contributed. 

For example, the Dakota contributed 

about 31 percent of the t o t a l prorated gas 

production from the San Juan Basin during the 

l a s t year's period. And the Blanco Mesaverde 

contributed about 63-1/2 percent. Even though 

the o v e r a l l numbers changed, those percentages 

are s t i l l f a i r l y r e p r e s e n t a t i v e of the data that 

we got today. 

The t h i r d l i n e shows the marginal 

allowable, as we were presented in the n o t i c e , at 

14 Bcf. This i s per month. I should say a l l of 

these volumes are i n Mcf per month. And, of 

course, that number has changed d r a m a t i c a l l y . 

And we have some concern over e x a c t l y what those 

changes mean and how those changes are being 

c a l c u l a t e d . 

But our o r i g i n a l recommendation i s 

based on the f a c t that marginal allowable 

represented about 75 percent of the t o t a l 

production, and non-marginal w e l l s contributed 

about 25 percent of the t o t a l production. 

I f you use that b a s i s , we would take 25 
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percent of the 550 m i l l i o n cubic feet per day 

p o t e n t i a l i n c r e a s e due to p i p e l i n e changes and 

a t t r i b u t e that to non-marginal w e l l s . And the 

number you see here in l i n e 5, i t ' s labeled t o t a l 

p o t e n t i a l for prorated i n c r e a s e , that i s 550 

m i l l i o n cubic feet per day changed to Mcf per 

month. I t ' s 17 Bcf per month. Twenty-five 

percent of that number would be about 4.2 Bcf per 

month a t t r i b u t a b l e to non-marginal w e l l s . 

And the next l i n e down would show how 

we would divy that up among the four prorated 

pools based on percentage of s a l e s . For example, 

the Dakota, having 30.9 percent of the s a l e s , 

would get 30.9 percent of that recommended 

adjustment, or about 1.3 Bcf per month. 

The biggest change that we saw from 

what was recommended by the OCD came i n the 

Blanco Mesaverde Pool. And our c a l c u l a t i o n s 

showed i t should have an adjustment of about 2.6 

Bcf per month as opposed to p r e v i o u s l y 

recommended by the OCD, 1 Bcf a month. 

Recognizing that a l l t h i s a r i t h m e t i c i s 

a l i t t l e b i t out of date now, we s t i l l b e l i e v e 

that these are reasonably v a l i d adjustments to 

look at for the pools on the b a s i s of expected 
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increased c a p a c i t y of the p i p e l i n e s . 

I f , and the assumption i s that the new 

c a l c u l a t i o n s are as presented today are 

reasonably r i g h t , the marginal, or excuse me, 

non-marginal production now represents about 50 

percent t o t a l allowable. And, therefore, our 

adjustments would b a s i c a l l y double i f we were to 

use the same methodology. 

And the concern we've got there i s that 

that appears to be such a large increase i n 

adjustment for the allowables that i t could cause 

w e l l s to not be prorated at a l l . I think the 

OCD's charge here i s to recognize there i s some 

expected increase i n cap a c i t y and that w i l l have 

an upward adjustment on the gas production in the 

basin. I t ' s a very complex s i t u a t i o n , d i f f i c u l t 

to i d e n t i f y . 

Our a n a l y s i s i s based on a l o t of 

s i m p l i f y i n g assumptions. But we would recommend 

that you take our o r i g i n a l recommendation, 1.3 

Bcf adjustment for the Dakota, 2.6 Bcf per month 

adjustment for the Blanco Mesaverde, and make 

those adjustments into the new a r i t h m e t i c . 

I'm a f r a i d our proposed F l and F2 would 

no longer be v a l i d . That w i l l have to be 
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r e c a l c u l a t e d . I f that does not appear to be 

large enough i n the course of the six-month 

period, then the OCD has the au t h o r i t y to make 

some fu r t h e r adjustments under t h e i r proration 

order. 

And I think we would probably recommend 

that doubling t h i s adjustment would be the 

maximum that we would recommend going to. So I'm 

givi n g you a range of what we are recommending, 

that i t needs to go upward. I'd caution you not 

to overreact and set allowables so high that none 

of the w e l l s i n the pools are being prorated at 

a l l . 

Q. So what you've got here i s a table that 

i s based on the information that came out with 

the allowable schedule? 

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

Q. Today when the percent of allowable 

assigned non-marginal w e l l s was s u b s t a n t i a l l y 

increased, that would n a t u r a l l y t r i g g e r a change 

in the recommendation? 

A. That's r i g h t . And i t would b a s i c a l l y , 

i f you look at the l i n e e n t i t l e d , "Recommended 

Adjustment," which would be an i n s e r t into the 

OCD's format where i t says, "Adjustments" --

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2 17 

Q• B a s i c a l l y i t would double that 

recommendation? 

A. I t would double that recommendation. 

Q. And then you are recommending that to 

assure that i n essence a l l w e l l s i n these pools 

don't wind up underproduced, that the OCD 

continue to monitor t h i s and reopen the matter i f 

at t h i s time with the new capa c i t y a v a i l a b l e out 

of the San Juan Basin there appears to be 

unan t i c i p a t e d r e s u l t s from the prorationing 

schedule? 

A. Well, I do. I think our recommendation 

i s to go ahead and use the l i n e as i t ' s shown 

here but recognize that doubling that, I f you 

follow the methodology, would represent probably 

an upward l i m i t of the type of adjustment you 

would need. Somewhere i n that range i s what 

Amoco would recommend. And i t ' s a very complex 

s i t u a t i o n . 

I think to be on the safe s i d e , we 

would recommend the lower adjustment f i r s t . And 

then, i f the OCD sees a need to increase that, 

e i t h e r through operator requests or through t h e i r 

own monitoring c a p a b i l i t i e s , that that could be 

adjusted upward again during the course of the 
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s i x months. But I c a u t i o n you not to s e t the 

a l l o w a b l e s so h i g h t h a t no w e l l s a r e being 

p r o r a t e d . 

Q. Do you have a n y t h i n g f u r t h e r to add to 

your t e s t i m o n y ? 

A. T h a t ' s i t . 

Q. Were E x h i b i t s 1 and 2 pr e p a r e d by you? 

A. Yes, they were. 

MR. CARR: At t h i s time we would o f f e r 

i n t o e v i d e n c e E x h i b i t s 1 and 2 of Amoco 

P r o d u c t i o n Company. 

CHAIRMAN LeMAY: Without o b j e c t i o n 

E x h i b i t s 1 and 2 would be admitted i n t o the 

r e c o r d . 

MR. CARR: Thank you. That c o n c l u d e s 

my e x a m i n a t i o n of Mr. Hawkins. 

CHAIRMAN LeMAY: Thank you, Mr. C a r r . 

Q u e s t i o n s of the w i t n e s s ? 

Mr. S t o v a l 1 . 

EXAMINATION 

BY MR. STOVALL: 

Q. I j u s t want to make s u r e t h a t I 

un d e r s t a n d you, Mr. Hawkins. 

A. Okay. 

Q. And I r e a l i z e t h a t a l o t of my 
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c o n f u s i o n i s caused by the f a c t t h a t you were 

o p e r a t i n g on a d i f f e r e n t s e t of numbers than I am 

now. 

A . C o r r e c t . 

Q. One of the problems I ' v e got, l e t me 

make s u r e t h a t I u n d e r s t a n d what you s a i d f i r s t . 

A. A l l r i g h t . 

Q. Your l i n e , t h i r d from the bottom on 2, 

t h a t ' s the o n l y one I want to look a t i s your 

Amoco recommendation. 

A. T h a t ' s r i g h t . The r e s t of the l i n e s 

r e a l l y were based on o b v i o u s l y o u t - o f - d a t e 

a r i t h m e t i c . 

Q. But you a r e s u g g e s t i n g t h a t , f o r 

example, t h a t the Dakota the adjustment should 

now be about 2.4. Am I h e a r i n g you c o r r e c t l y ? 

J u s t t e l l me i f t h a t ' s what I heard you say. 

A. I hope I d i d n ' t say t h a t . I am 

recommending t h a t you a c c e p t t h i s a d j u s t m e n t . 

1.3 B c f , 1.295953 --

Q. T h a t ' s r i g h t . 

A. — Bcf per month, which appears to be 

more r e a s o n a b l e to me than i f I redo a l l t h i s 

a r i t h m e t i c u s i n g the l a t e s t f i g u r e s t h a t you've 

g i v e n us and b a s i c a l l y double t h a t . T h a t ' s what 
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the new a r i t h m e t i c would be. 

The new a r i t h m e t i c from what we've seen 

today would take roughly 50 percent of the 

p o t e n t i a l i n c r e a s e , because of p i p e l i n e capacity, 

and apply i t to non-marginal w e l l s . And I am not 

t o t a l l y comfortable that that may be such a 

dramatic i n c r e a s e that there would be no w e l l s 

that would be prorated as a r e s u l t of that. 

Q. Let me go back and see, then, I think 

Mr. VanRyan t e s t i f i e d t h i s morning that i n terms 

of where adjustments were made i n the pools, kind 

of what the process that was, was to look at what 

the p r i o r period s a l e s were, f i n d out what kind 

of F f a c t o r s that gave, F l and F2 i n the case of 

the northwest, and then say t h i s i s n ' t i n l i n e 

with what that should be. What adjustments do we 

have to make to get them to where they ought to 

approximately be? 

A. Uh-huh. 

Q. Would i t be safe -- would your 

p o s i t i o n , having seen the r e v i s e d f i g u r e s on the 

E x h i b i t B that was presented t h i s morning, would 

you be comfortable with making adjustments that 

kept the F l and F2 f a c t o r s for the r e s p e c t i v e 

pools c o n s i s t e n t now with about what Amoco i s 
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recommending? 

I mean, i s n ' t that the bottom l i n e , to 

make the adjustments to get to the F l and F2 

f a c t o r s ? Or are you more concerned with getting 

the a r i t h m e t i c and then ending up with a derived 

F l and F2? 

A. I think t h a t ' s the way I'm more 

comfortable. And the reason I say that, i f the 

F l and F2 shakes out a l o t with how many acreage 

f a c t o r s are there p a r t i c i p a t i n g i n t h i s 

a r i t h m e t i c , and we know that non-marginal acreage 

f a c t o r s are apparently going up from what we 

o r i g i n a l l y looked at, what that t e l l s me i s that 

there are a number of marginal w e l l s that are now 

being r e c l a s s i f i e d as non-marginal. 

I'm not sure on what b a s i s that i s . 

Are they going through a shadow allowable of 

r e c l a s s i f i c a t i o n , or what? A l o t of t h i s has 

happened so qu i c k l y i t ' s hard for me to piece a l l 

of i t together. That's why I say i t ' s r e a l 

d i f f i c u l t to say, w e l l , here's what F l and F2 

ought to be, take the adjustment t h a t ' s 

necessary. 

I think you need to look at there i s an 

a d d i t i o n a l amount of ca p a c i t y a v a i l a b l e i n the 
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basin. This i s going to have what we think --

we've t r i e d to quantify what type of i n c r e a s e in 

production that should r e s u l t i n . And then you 

have to s p l i t that out between the non-marginal 

and the marginal w e l l s . And I'm not t o t a l l y sure 

whether i t should be 25 percent or 50 percent to 

the non-marginal w e l l s . 

Q. When we're t a l k i n g about the 

non-marginal allowable -- l e t me back up and ask 

you the f i r s t question I've got i n mind. What 

you're suggesting, then, i s that the focus of the 

concern of the D i v i s i o n i n t h i s should be on the 

pool allowable; t h a t ' s the number that you need 

to a r r i v e at -- you're saying take previous 

h i s t o r y , add an adjustment for a d d i t i o n a l 

c a p a c i t y based upon the proportions that you've 

set here and based upon some information on 

E x h i b i t 1 --

A. Uh-huh. 

Q. -- and a r r i v e at a pool allowable; i s 

that c o r r e c t ? 

A. That's r i g h t . 

Q. And then, of course, the non-marginal 

allowable -- or excuse me. The marginal 

allowable i s simply the marginal production for 
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the p r i o r l i k e period, subtracted from the pool 

allowable to get the non-marginal allowable? 

A. I t ' s going to be the w e l l s that are 

c l a s s i f i e d "marginal." 

Q. Correct, r i g h t . 

A. Okay. 

Q. The allowable or the production from 

the w e l l s that are now c l a s s i f i e d marginal --

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

Q. -- subtract and then you end up with 

your number of non-marginal acreage f a c t o r s ? 

A. That's r i g h t . And i t i s a complex 

problem to t r y to r e s o l v e . I think the only 

thing I can say i s that we recognize there's 

going to be some i n c r e a s e s . I'm j u s t not t o t a l l y 

comfortable a f t e r h a l f a day of looking at t h i s 

that i f I run t h i s a r i t h m e t i c again and double 

the p r e v i o u s l y recommended adjustment that t h a t ' s 

not an overshoot, that t h a t ' s not overreact ion. 

Q. I guess I'm not quite sure where you 

get the doubling, I'm so r r y . I guess t h a t ' s the 

thing that i s confusing me. 

A. The simplest thing to say i s that what 

our recommendation i s based on i s to take the 550 

m i l l i o n cubic feet a day that I i d e n t i f i e d on 
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E x h i b i t 1 as p o t e n t i a l i n c r e a s e , convert that to 

Mcf per month, and that i s what's shown on l i n e 

5, 17,024,000 Mcf per month. 

Q. Got you. 

A. Okay. Now, we would take a c e r t a i n 

percentage of that as a recommended adjustment 

for non-marginal w e l l s that p a r t i c i p a t e i n the F l 

and F2 a r i t h m e t i c . 

Q. Okay. 

A. We chose 25 percent of that o r i g i n a l l y 

because t h a t ' s what portion of t o t a l production 

l a s t year the non-marginal w e l l s contributed, 

based on the information we received from the 

OCD . 

What we saw today b a s i c a l l y changed 

that by a fa c t o r of 2. And i t s a i d that now the 

marginal production was way down, and the 

non-marginal share would have been roughly 50 

percent of the t o t a l production. 

Q. Okay. I follow you. I see where you 

get that. 

A. I f I apply 50 percent, I'm going to 

c a l l i t a l l o c a t i o n , for t h i s recommended 

adjustment, i t b a s i c a l l y would double the amount 

we would adjust on each of these pools. And I 
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have run through an F l and F2 c a l c u l a t i o n with 

some help from Denver, and the numbers appear to 

be so large that I'm a f r a i d they may be 

overreact ing. 

Q. At l e a s t I understand how you got there 

now and what your philosophy i s i n getting there, 

and i t makes some sense to me. 

The only other question I've r e a l l y got 

i s on the Tapacito Pool. I t appears that most of 

your other recommendations are based on where you 

were and where you came from. And the current, 

your recommendation i s you're not recommending 

any t r u l y dramatic -- w e l l , the Blanco Mesaverde 

has got a s i g n i f i c a n t i n c r e a s e , and the Basin 

Dakota i s reasonably c l o s e ? 

A. Right. Well, the reason for that, the 

Blanco Mesaverde in c r e a s e i s i t c u r r e n t l y 

represents about 63 percent of the production, 

prorated production, out of the San Juan Basin. 

And when you see i n c r e a s e s due to changing 

p i p e l i n e pressure, I think you're going to see a 

l i o n share of that p i p e l i n e c apacity go to the 

Blanco Mesaverde. 

Q. Now, the Blanco P i c t u r e d C l i f f s , you've 

a c t u a l l y gone down on both f a c t o r s from both the 
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previous recommendation and from the current 

one. I'm not quite sure how you got there. I'm 

kind of looking at the numbers. But i t appears 

to me you had to have given more to the marginal 

than the D i v i s i o n did; i s that c o r r e c t ? 

A. That's what I think. I t must be a 

change. 

Q. E i t h e r the number of f a c t o r s or the 

a l l o c a t i o n ? 

A. That's r i g h t . And t h a t ' s why I'm 

saying i t ' s very d i f f i c u l t to come to the hearing 

today and make modifications that you're t o t a l l y 

comfortable with recommending. I f e e l very 

comfortable that we have q u a n t i f i e d the p o t e n t i a l 

i n c r e a s e i n production from the prorated pools 

due to p i p e l i n e c a p a c i t y . 

And I f e e l reasonably comfortable with 

the methodology of sharing i t among the prorated 

pools at 30 percent to the Dakota and 60 percent 

to the Mesaverde and 5 and 1 percent to the PC 

and the Tapacito. 

The part that I'm beginning to get a 

l i t t l e uncomfortable with i s e x a c t l y how do you 

d i s t r i b u t e i t between the marginal and 

non-marginal w e l l s ? And, f r a n k l y , i t ' s because 
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that c a l c u l a t i o n appeared to change p r e t t y 

d r a m a t i c a l l y j u s t t h i s morning. 

And I think we need a l i t t l e time to 

understand what that means and how we got there. 

I f i t ' s a r e s u l t of w e l l s moving non-marginal 

because they have exceeded the shadow allowable, 

then I think t h a t ' s probably a v a l i d way to do 

i t . I f i t ' s not that, i f i t ' s j u s t a r e s e t , kind 

of an a r b i t r a r y adjustment of marginal w e l l s 

going back i n to non-marginal, then I'm not sure 

what e f f e c t that has on our pool a r i t h m e t i c . 

Q. And the one thing t h a t ' s missing from 

your recommendation from your E x h i b i t 2 i s that 

you don't have the number of acreage f a c t o r s in 

here so we can't make a comparison to see where 

there's a d i f f e r e n c e . 

A. Well, the acreage f a c t o r s are i n --

Q. Did you use the ones --

A. We used the ones from both of the --

from what was presented to us by the OCD. 

I think you'd have to say on the 

Tapacito, Amoco i s not overly concerned with --

t h i s i s a r e l a t i v e l y small amount of production 

out of the basin. Admittedly, you would want to 

t r y to s e t the allowable a p p r o p r i a t e l y for i t . 
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I think our primary concern i s with the 

Dakota and the Blanco Mesaverde because they 

represent 95 percent of the production from the 

bas i n . 

Q. I want to make sure when we look at 

your recommendations, I can see i f you used the 

D i v i s i o n ' s number of acreage f a c t o r s and number 

of AD f a c t o r s . And with your adjustments they 

seem to make some sense, although your acreage 

a l l o c a t i o n f a c t o r went up and your AD f a c t o r went 

down i n the Basin Dakota, and i t went up i n the 

Mesaverde. I'm not e x a c t l y sure how that 

happened. 

A. I think what I'm recommending i s you 

r e c a l c u l a t e the F l and F2 based on t h i s 

recommended adjustment. I t ' s going to be 

s l i g h t l y d i f f e r e n t , but I think i t ' s going to 

accommodate increased production, increased 

allowable for that pool on the b a s i s of the 

p i p e l i n e c a p a c i t y i n c r e a s e s . 

Q. Looking at your E x h i b i t 1, i t appears 

on your p i p e l i n e c a p a c i t y graph l i n e — 

A. Yes. 

Q. — that you have already got an 

increase i n p i p e l i n e c a p a c i t y i n the basin? 
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A. Well, my understanding i s that 

Transwestern has a c t u a l l y increased c a p a c i t y to 

about 500,000 MM Btu's per day, and we've 

converted that into an Mcf estimate, Mcf per day. 

Q. I understand. 

A. I'm not sure that we've a c t u a l l y seen 

any dramatic i n c r e a s e s -- or excuse me, decreases 

in p i p e l i n e pressure yet as a r e s u l t of that, but 

there are i n c r e a s e s i n production. 

But what we're t r y i n g to show i s that, 

yes, there i s a dramatic i n c r e a s e i n p i p e l i n e 

c a p a c i t y expected to occur between b a s i c a l l y 

February and A p r i l of 92. And part of that i s 

implemented we b e l i e v e now, and the r e s t of i t 

w i l l be implemented in e a r l y A p r i l . And that's 

the best information we have. 

Q. Looking s t i l l looking at that e x h i b i t , 

the d i f f e r e n c e between the t o t a l gas and the 

prorated gas --

A. Yes. 

Q. -- do you have an opinion about how 

much of that i s F r u i t l a n d coal gas and how much 

of i t i s other unprorated gas? 

A. I don't. I know the bulk of i t i s 

F r u i t l a n d coal gas, but I don't have an exact 
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fi g u r e for you. 

Q. Were you here for Mr. Merrett's 

presentation? 

A. Yes. 

Q. Would you concur that those are 

probably reasonable numbers on that? 

A. Yes, I would. 

Q. Now with respect, then, to any increase 

to give us, say, an opportunity to observe the 

impact of the increased capacity --

A. Uh-huh. 

Q. -- would the overproduction l i m i t s in 

the northwest, which are c u r r e n t l y at 12 times 

overproduced, although I think t h a t ' s subject to 

rehearing, does that give some l a t i t u d e to 

examine and see what can happen? Does that allow 

you to produce at a l i t t l e higher r a t e to see 

what would happen? Or does that give you enough 

l a t i t u d e where you're already more comfortable 

with an adjustment? 

A. I think we would recommend the 

adjustment. And the reason for that, we 

recognize there's going to be a l o t of w e l l s 

coming back on l i n e that are c u r r e n t l y probably 

loaded up with water, can't buck l i n e pressure, 
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and other w e l l s that are capable of producing 

that are going to s t a r t showing some I n c r e a s e s ln 

product ion. 

As f a r as the overproduction l i m i t s , 

you know, I'm not r e a l l y prepared to d i s c u s s that 

in any great d e t a i l today. I know we're going to 

have to do a l o t of work to get ready for a 

future hearing on that. 

Q. I think we understand what you are 

recommending, then, and you're saying we can't 

r e l y on your F1-F2 f a c t o r s on your e x h i b i t --

A. Right. 

Q. — that we need to look at the 

adjustment f i g u r e s ? 

A. That's r i g h t . And I j u s t would say 

that I think t h i s i s a very complex problem that 

you're going to see some s u r p r i s e s as we get into 

t h i s p r o r a t i o n period. And the OCD may need to 

watch very c l o s e l y and l i s t e n to operators and 

may very w e l l need to make a mid-course 

c o r r e c t i o n i n allo w a b l e s . And I know there's 

a u t h o r i t y to do that under our proration order. 

So we recommend that you monitor and 

p o s s i b l y implement that c o r r e c t i o n i f necessary. 

MR. STOVALL: I have no fur t h e r 
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questions of the witness, Mr. Chairman. 

CHAIRMAN LeMAY: Thank you, Mr. 

Stoval1. 

Additional questions of the witness? 

Commissioner Carlson? 

COMMISSIONER CARLSON: Yes. 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I don't know i f I understand what's 

going on here. Your 550 m i l l i o n on your E x h i b i t 

1 i s the d i f f e r e n c e between the peak prorated gas 

production, and I guess t h a t ' s January of 90, and 

the minimum in — what i s that? July of 91; i s 

that c o r r e c t ? 

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

Q. And you a t t r i b u t e that reduction to 

p i p e l i n e pressure? 

A. I think i t ' s because of a number of 

things, and I s t a t e d i t could be some influence 

on s e a s o n a l i t y , and i t could be some infl u e n c e in 

na t u r a l d e c l i n e i n the r e s e r v o i r s . But we 

be l i e v e the 550, that number represents the 

maximum p o t e n t i a l for increase when you lower the 

l i n e pressures back down. You probably won't see 

more than t h a t . That's a reasonable estimate of 
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the p o t e n t i a l for i n c r e a s e from the prorated 

pools when you lower the l i n e pressure. 

Q. Why would increased l i n e pressure 

a f f e c t prorated gas and not non-prorated gas? 

A. I t w i l l a f f e c t both. That's why -- oh, 

I'm s o r r y . I t w i l l a f f e c t that as w e l l . What 

we've looked at i s t r y i n g to i d e n t i f y the 

prorated gas, because t h a t ' s a subject of our 

hearing, as to what i s the e f f e c t of the lowered 

l i n e p ressures on j u s t the prorated gas. 

Q. But i s i t safe to assume that there's a 

l o t of non-prorated gas, i . e . coal seam, I guess, 

s h u t - i n r i g h t now because of l i n e pressure a l s o ? 

A. There may be some changes in production 

in coal seam gas as w e l l . I did not attempt to 

quantify what that might be. I think what you've 

got and the way to put i t i n perspective i s 

t h i s : You've got an a d d i t i o n a l 1.6 Bcf per day 

c a p a c i t y , and we're t e l l i n g you that probably 

about a t h i r d of that i s what you're going to use 

with the prorated gas production. 

Q. I see. 

A. The r e s t of i t i s going to be a v a i l a b l e 

for other sources. 

Q. The d i f f e r e n c e between the numbers, 
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your c a l c u l a t i o n s , I guess, based on the 

pr e l i m i n a r y allowable estimates and then the ones 

that you would do under E x h i b i t B that was handed 

out by the D i v i s i o n t h i s morning --

A. Yes. 

Q. i s b a s i c a l l y the d i f f e r e n c e in the 

marginal allowables; r i g h t ? 

A. That's r i g h t . And I can t r y to put 

that i n be t t e r p e r s p e c t i v e . I made a rough 

attempt at redoing t h i s e x h i b i t with the new --

with the information we got today. 

And what happens, j u s t the big change, 

would be that that marginal allowable would not 

be 14,072,304 -- t h i s i s l i n e 3 on our E x h i b i t 

2 i t would change to 9,541,431. That's j u s t a 

sum of the marginal pool allowables for each of 

the four pools. And the average s a l e s -- there 

were some adjustments i n the average s a l e s 

apparently too. They would have gone up to 

19,104,969. 

So i f you look at what percent i s the 

marginal allowable of the t o t a l s a l e s or average 

s a l e s , i t would say, w e l l , i t represents about 50 

percent, and therefore there would be about 50 

percent a v a i l a b l e for the non-marginal w e l l s . 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

235 

Q. But you caution us against doing that? 

A. Well, the reason i s that when I 

f i n i s h e d the r e s t of the c a l c u l a t i o n s , my 

adjustment comes out very high. My F l f a c t o r , 

l e t ' s j u s t say for the Dakota, c a l c u l a t e s to be 

6,778, and my F2 c a l c u l a t e s to be 8.6. 

Well, those are s i g n i f i c a n t l y l a r g e r 

than what's recommended by the OCD or what we've 

seen, and I'm not t o t a l l y comfortable that that 

might not move most of your w e l l s even worse into 

the marginal category. 

So, yes, I would caution you to maybe 

t r y the 25 percent of the capacity f i r s t . And i f 

that does not appear to be s u f f i c i e n t as t h i s 

c a p a c i t y opens up, i f industry and the OCD 

recognize that we need to inc r e a s e the allowable 

and make a mid-course c o r r e c t i o n somewhere and 

inc r e a s e i t again, but I c e r t a i n l y wouldn't go 

more than double t h i s recommended number. That's 

based on the 50 percent f i g u r e that I had looked 

at today. 

Q. I s Amoco experiencing w e l l s h i f t i n g to 

the marginal category from the non-marginal? 

A. We have seen the bulk of our w e l l s go 

from non-marginal to marginal over the l a s t two 
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y e a r s . I couldn't r e a l l y t e l l you. In f a c t , we 

don't have any way to i d e n t i f y which w e l l s are 

changing from marginal back to non-marginal with 

t h i s new information that we received today. Our 

people back i n Denver who are t r a c k i n g that can't 

i d e n t i f y which of those w e l l s there are. But I 

would say that, yes, the bulk of our w e l l s are i n 

the marginal category r i g h t now. 

Now, they may, as p i p e l i n e capacity 

opens up and pressures drop, we're going to see, 

probably see, i n c r e a s e s i n production from both 

marginal and non-marginal w e l l s . And there i s a 

methodology i n place for a marginal w e l l to move 

back into non-marginal. And tha t ' s through i t s 

shadow allowable and comparison of that number 

with i t s a c t u a l production. And that may be what 

happens, and tha t ' s not t o t a l l y bad. 

CHAIRMAN LeMAY: Commissioner Weiss. 

COMMISSIONER WEISS: I have no 

questions. Thank you. 

CHAIRMAN LeMAY: I have one. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. I t ' s j u s t an assumption, I think, that 

you're making, Mr. Hawkins, assuming that a l l 
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that i s due to l i n e pressure, the 550 m i l l i o n 

that would be a v a i l a b l e now because of the 

increased c a p a c i t y along the l i n e s , that you're 

assuming that would a l s o f i n d a market? 

A. Yes, I'm making that assumption that 

that would be a v a i l a b l e for market. Now, I'm not 

in our marketing department, and I don't t r y to 

pass myself off as an expert i n that area. But I 

think the main thing i s that t h i s production 

would be a v a i l a b l e for market, and I b e l i e v e , you 

know, would probably f i n d i t s way to market. 

Q. Some of your other comments i n d i c a t e or 

at l e a s t implied to me that the increased 

c a p a c i t y was always r e f l e c t i v e of increased 

market demand or at l e a s t marketing of the San 

Juan Basin gas? 

A. I think you have to look at the 

increased capacity was financed by people who 

expected to be able to market a d d i t i o n a l gas. 

Q. I think they're hoping that. Did you 

hear Mr. Merrett's p r e s e n t a t i o n with over a Bcf 

per day into C a l i f o r n i a p r e s e n t l y that I s in 

excess of t h e i r demand — 

A. I heard the e a r l i e r — 

Q. — of t h e i r consumption. In other 
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words, we've got s u r p l u s c a p a c i t y and we can't --

you r e a l l y can't f i l l up a l l the pi p e s because 

t h e r e ' s n o t h i n g on the o t h e r end t o take i t i s 

the p o i n t t h a t I t h i n k he's t r y i n g t o make. 

A. W e l l , a g a i n , I'm not an e x p e r t i n t h i s 

f i e l d . I r e a l l y can't answer a l l the q u e s t i o n s 

a l o n g t h a t l i n e . 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

of the wi t n e s s ? 

FURTHER EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. F o l l o w i n g up on t h a t , your p i p e l i n e 

c a p a c i t y numbers, t h e n , you're assuming t h a t 

those p i p e l i n e s would be a t f u l l c a p a c i t y f l o w i n g 

w i t h New Mexico gas, New Mexico produced gas out 

of the San Juan Basin. You're not t a k i n g i n t o 

account, f o r example, Colorado gas, Utah gas, gas 

coming i n on Northwest Pipe? 

A. I don't t h i n k I've t r i e d t o i d e n t i f y 

what the sources of gas are o t h e r than t h e r e i s 

room t o move an a d d i t i o n a l 1.6 Bcf a day. 

Q. R i g h t . 

A. And we b e l i e v e t h a t about 550 Mmcf per 

day i s reasonable t o expect t o come from the 

p r o r a t e d gas p o o l s . 
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COMMISSIONER CARLSON: Thank you. 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

of the w i t n e s s ? 

I f not, he may be excused. Thank you. 

Mr. C a r r , i s t h e r e a n y t h i n g e l s e Amoco 

w i s h e s ? 

MR. CARR: Nothing f u r t h e r of t h i s 

w i t n e s s . 

CHAIRMAN LeMAY: Do you want to 

c o n t i n u e ? We have the B a s i n Dakota l e f t . 

MR. CARR: I have a p r e s e n t a t i o n f o r 

UNOCAL on the B a s i n Dakota and Mesaverde and --

CHAIRMAN LeMAY: A l l t h r e e ? Why don't 

we take a 15-minute break, and then w e ' l l come 

back . 

(A r e c e s s was taken.) 

CHAIRMAN LeMAY: We s h a l l c o n t i n u e . 

Mr. C a r r . 

MR. CARR: At t h i s time, may i t p l e a s e 

the Commission, I would c a l l P a ul West w i t h Union 

O i l Company of C a l i f o r n i a to p r e s e n t testimony 

c o n c e r n i n g the p r o r a t e d f i e l d s of northwest New 

Mexico. 

Again, Mr. LeMay and members of the 

Commission, c e r t a i n of the f i g u r e s t h a t w i l l be 
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s e t f o r t h i n t h e U n i o n e x h i b i t s were based on t h e 

a l l o w a b l e s t h a t were s e t f o r t h w i t h t h e d o c k e t . 

We w i l l n o t e t h o s e as we go f o r w a r d w i t h t h e 

p r e s e n t a t i o n . 

PAUL WEST 

H a v i n g been 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 : 

EXAMINATION 

BY MR. CARR: 

Q. W i l l y ou s t a t e y o u r name f o r t h e 

r e c o r d , p l e a s e ? 

A. P a u l West. 

Q. By whom a r e you employed? 

A. U n i o n O i l Company o f C a l i f o r n i a , d o i n g 

b u s i n e s s as UNOCAL. 

Q. What p o s i t i o n do you h o l d w i t h UNOCAL? 

A. D i s t r i c t P r o d u c t i o n Manager, F a r m i n g t o n 

D i s t r i c t . 

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

t h i s Commission? 

A. Yes, I have. 

Q. At t h e t i m e o f t h a t t e s t i m o n y , were 

y o u r c r e d e n t i a l s a c c e p t e d and made a m a t t e r o f 

r e c o r d ? 

A. Yes, t h e y were. 
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Q . Were you q u a l i f i e d as an expert witness 

in petroleum engineering at that time? 

A. Yes, I was. 

Q. Do your d u t i e s as D i s t r i c t Production 

Manager include r e s p o n s i b i l i t y for monitoring the 

allowables that are set for the prorated pools i n 

the San Juan Basin? 

A. Yes. 

Q. Are you f a m i l i a r with the allowable 

system? 

A. Yes. 

Q. Have you reviewed the preliminary 

allowable estimates for the prorated f i e l d s i n 

that region for the next p r o r a t i o n period? 

A. Yes, I have. 

MR. CARR: Are the w i t n e s s 1 

q u a l i f i c a t i o n s acceptable? 

CHAIRMAN LeMAY: They're acceptable. 

Q. Mr. West, when you reviewed these 

p r e l i m i n a r y estimates, b a s i c a l l y what did you 

find? 

A. I found that the Basin Dakota 

pr e l i m i n a r y estimates were providing t h i s 

approximately 5 percent l e s s c a l c u l a t e d 

a l l o c a t i o n than what we had for the s i m i l a r 
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period of l a s t year on a t y p i c a l good Dakota 

we 11. 

I observed that the preliminary 

estimate for the Blanco Mesaverde i s about 5 

percent more than the c a l c u l a t e d a l l o c a t i o n for 

the previous year, there again, on a t y p i c a l good 

w e l l . And a l s o that the 91 a l l o c a t i o n s and the 

92 estimates for each of those pools i s l e s s than 

what we were granted back i n 1990 before we got 

into the six-month a l l o c a t i o n periods. 

Q. Now, based on t h i s review, what 

conclusions have you reached? 

A. Well, f i r s t , that the t r a n s p o r t a t i o n 

p i p e l i n e expansions from the basin, which w i l l 

give us a l o t more ca p a c i t y , w i l l r equire much 

more a l l o c a t i o n than we had p r e v i o u s l y to prevent 

any undue r e s t r i c t i o n s on our production, 

e s p e c i a l l y i n the non-marginal w e l l s . 

The more important item, I think, i s 

that the p r e l i m i n a r y estimate l e v e l s w i l l 

continue to discourage UNOCAL and i n f a c t prevent 

us from being able to develop each of these pools 

as f a r as d r i l l i n g w e l l s goes and a l s o to i n s t a l l 

compression to deplete the prorated pools. 

And t h i s i s a p a r t i c u l a r problem in the 
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Blanco Mesaverde Pool due to the f a c t that the 

c a l c u l a t i o n procedure for d e l i v e r a b i l i t y leaves 

us with much l e s s d e l i v e r a b i l i t y than the 

capac i t y of the w e l l , which i s not r e a l l y a 

subject of t h i s hearing, but we do have a r e a l 

problem with that as we draw a wel l down. 

Q. Mr. West, have you prepared c e r t a i n 

e x h i b i t s for presentation to the Commission 

today? 

A. Yes. Could I address the change of the 

prelimin a r y estimates? 

Q. Before we get into the e x h i b i t s ? 

A. Yes. 

Q. I f you would review that. 

A. I have looked at the f i n a l estimates or 

the ones that were provided to me today, and I do 

want to commend Mr. VanRyan and h i s e f f o r t s on 

making t h i s change, p a r t i c u l a r l y on changing the 

su b t r a c t i o n of the marginal production for the 

time frame i n the l a s t four months and changing 

that to the time frame t h a t ' s c o n s i s t e n t with the 

s a l e s f i g u r e s t h a t ' s on here. I think that that 

gives us a l o t better b a s i s to determine where 

a l l o c a t i o n should be. 

Unfortunately, the change a l s o made a l l 
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the numbers on the e x h i b i t s that we're f i x i n g to 

enter wrong, so t h a t ' s a l i t t l e b i t of a g l i t c h . 

But the magnitude of the changes are such that I 

think a l l of i t w e ' l l be entering i s not 

presenting a d i f f e r e n t p i c t u r e than what we 

prepared the e x h i b i t s on. 

Q. L e t ' s go now to E x h i b i t No. 1. Would 

you i d e n t i f y that, please? 

A. This i s looking at Union O i l Company's 

a l l o c a t i o n impacts i n the Basin Dakota and i n the 

Blanco Mesaverde Pools. And what I have shown 

here i s the l o s s of d e l i v e r a b l e gas for the time 

period for the next six-month a l l o c a t i o n period. 

Also, in the middle of that column, 

there shows c u r t a i l e d p r o r a t i o n u n i t s . And I 

w i l l t r y to point out on t h i s , I know in the past 

i n d i s c u s s i n g a l l o c a t i o n here at the Commission 

with others, i t i s normally an easy thing to do 

to go to the basin-wide pool a l l o c a t i o n numbers 

and t r y to get a b a s i s for what i s going on. 

And we c o n t i n u a l l y are getting into 

trouble with our better w e l l s in the pools, and 

i t ' s a dilemma that i s not easy to understand 

when looking at t o t a l numbers. 

In t h i s p a r t i c u l a r case on the Basin 
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Dakota, we say that In t h i s year, the next 

six-month period, that we w i l l lose 275,000 Mcf 

d e l i v e r a b l e gas i n the Basin Dakota. But a l l of 

that l o s s comes from 5 of 78 proration u n i t s . 

That 78 pr o r a t i o n u n i t s includes both marginal 

and non-marginal. 

This represents a reduction of a t h i r d 

of our production c a p a c i t y from those 5 proration 

u n i t s but represents 14 percent of our t o t a l 

d e l i v e r a b i l i t y from the f i e l d . 

I n the Mesaverde, the number i s 194,000 

Mcf i n l o s s from 6 proration u n i t s . This 

represents 21 percent of the production from 

those u n i t s and 12 percent of the t o t a l pool. 

Q. Now, on the bottom of t h i s e x h i b i t , 

what does that show? 

A. This i s c a r r y i n g forward the a l l o c a t i o n 

percentages or F l ' s - F 2 ' s that were given t h i s 

year, and assuming that those were c a r r i e d 

forward, so that we get i n the winter t h i s year 

the same a l l o c a t i o n s that we got l a s t winter and 

the same thing next summer that the preliminary 

estimates showed for t h i s summer. 

And the reason for showing t h i s next 

time period i s to i l l u s t r a t e what i s happening to 
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us w i t h the e s t i m a t e s t h a t a r e being p r o v i d e d to 

t h i s p o i n t . 

As you can s e e , i n the B a s i n Dakota our 

l o s s of a l l o w a b l e gas f o r t h a t y e a r c l i m b s to 

700,000 Mcf, which r e p r e s e n t s 51 p e r c e n t of the 

a f f e c t e d p r o r a t i o n u n i t s ' d e l i v e r a b i l i t y and 37 

p e r c e n t of the t o t a l gas from the pool t h a t we 

o p e r a t e . 

Blanco Mesaverde, 934,000 Mcf and 55 

p e r c e n t of both the a f f e c t e d p o o l s and the t o t a l 

removable gas. The r e a s o n f o r the second y e a r 

impact i s probably due to a couple of items. The 

b a s i c one i s t h a t we j u s t came out of a p e r i o d of 

a p p r o x i m a t e l y a y e a r where we've been s e v e r e l y 

p i p e l i n e r e s t r i c t e d . We have i n c u r r e d some 

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

I n our p r o r a t e d p o o l s i t ' s h i t us about 

17 p e r c e n t . We've had to shut i n 17 p e r c e n t of 

l a s t y e a r ' s p r o d u c t i o n because of p i p e l i n e 

c o n s t r a i n t s . And the ot h e r t h i n g t h a t probably 

e n t e r s i n t o t h a t p a r t i a l l y i s t h a t i n 1990 we d i d 

have h i g h e r a l l o c a t i o n s . So our s t a t u s of 

o v e r p r o d u c t i o n was not q u i t e as bad coming i n to 

1991 . 

Q. L e t ' s move now to UNOCAL E x h i b i t No. 
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2. Would you f i r s t i d e n t i f y what t h i s table 

shows? 

A. This next s e r i e s of t a b l e s i s looking 

at some well-by-well cases. I do apologize for 

the l e v e l of d e t a i l that we have here. But the 

only way to r e a l l y understand what happens to us 

on these b e t t e r w e l l s and we t r y to manage the 

a l l o c a t i o n that we've given. 

The f i r s t column of that table i s the 

c a p a b i l i t y of production i s not the 

d e l i v e r a b i l i t y of the "D." I t ' s what the we l l 

w i l l a c t u a l l y produce, which as I mentioned there 

a while ago when t a l k i n g about the Mesaverde 

compression i s s u e , t h a t ' s not always the same. 

The second column i s the a l l o c a t i o n , 

and t h i s i s using the same f a c t o r s that we had 

l a s t winter, the l a s t six-month period, and what 

i s proposed for the next s i x months. Then the 

t h i r d column w i l l be the monthly over- or 

un d e r - c a p a b i l i t y . 

And then next, the overproduction 

l i m i t , the over-under — an overage i s described 

by negative and under i s a p o s i t i v e , j u s t to be 

c o n s i s t e n t with the way the prora t i o n schedules 

read. 
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The next column there i s planned 

production that we would have given the 

a l l o c a t i o n s that are suggested and then the 

cumulative over or under as a r e s u l t of that plan 

l e v e l . And then f i n a l l y , the l o s s of 

d e l i v e r a b i l i t y at the end of each proration year 

due to the a l l o c a t i o n system. 

The months of 1991 up-to-date, up 

through February, are a c t u a l numbers so that the 

c a p a b i l i t y and the production i s a l l j u s t 

d e p i c t i n g the a c t u a l s . 

Q. And beyond that you have used j u s t 

estimates; i s that c o r r e c t ? 

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

Q. Now, what does t h i s e x h i b i t a c t u a l l y 

show you about the Rincon Unit Wells 192 and 

192-E? 

A. 192-E i s a w e l l we j u s t d r i l l e d . This 

i s the second Dakota and a pror a t i o n u n i t . The 

192 marginal w e l l . The reason why you see the 

small numbers to date, t h i s p a r t i c u l a r w e l l 

i l l u s t r a t e s what happens to the best w e l l , which 

i s b a s i c a l l y a 600-Mcf-a-day w e l l . 

We have talked to the Commission about 

t h i s w e l l before i n looking at some minimal 
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allowable s i t u a t i o n s , but b a s i c a l l y i t was f e l t 

i n that e f f o r t that we'd be able to u t i l i z e our 

12 times over-allowance to help us out e a r l y on 

in the w e l l ' s stage. 

The end of the f i r s t p r o r a t i o n year 

there, you see that we have b u i l t up to 46,000 

Mcf overproduced. And because we, at the end of 

the p r o r a t i o n year, we have to i n the ensuing 

year balance that overproduction by having the 

number of months that sum up to equal that amount 

of overproduction, we do have to shut that w e l l 

in or at l e a s t get down below our allowable 

a l l o c a t i o n . We w i l l choose to do that when the 

p r i c e s are probably low, which w i l l be s t a r t i n g 

in A p r i l and going through the summer. 

To balance i t we have to shut i t in for 

s i x months. And then put i t back on when the 

p r i c e s s t a r t g e t t i n g b e t t e r . And we wind up at 

the end of t h i s year with 43,000 overproduced 

again. That sequence happens to us again where 

we s h u t - i n for f i v e months in 93 and wind up the 

end of that year 53,000 overproduced, and the 

dilemma continues. 

Like I say, t h i s i s a new w e l l . The 

t o t a l l o s s from that w e l l for t h i s time period, 
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which would be a l i t t l e over two years, the 

w e l l ' s l i f e , we have been c u r t a i l e d by 236,000 

Mcf, which d r a m a t i c a l l y impacts our a b i l i t y to do 

the work. 

Q. That's a c t u a l d e l i v e r a b i l i t y that i s 

l o s t because of the p r o r a t i o n i n g system that 

a p p l i e s to t h i s u n i t ? 

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

Q. L e t ' s go to the next page. This i s 

b a s i c a l l y the same s o r t of approach for another 

w e l l i n the Rincon Unit; c o r r e c t ? 

A. That's c o r r e c t . This i s a t y p i c a l good 

we l l j u s t picked as an example. I t ' s a well 

that, as you can see at the end of the f i r s t 

year, i s 16,000 overproduced. I t ' s not t e r r i b l y 

overproduced. We s t i l l have to shut i t i n for a 

short period of time. And we r e a l i z e that 35,000 

Mcf l o s s at the t a i l end of t h i s proration year. 

But, more importantly what happens to 

us i n t h i s next year, again, w e ' l l wind up at the 

end of t h i s p r o r a t i o n year at 46,000 

overproduced, have to shut the w e l l i n for seven 

months in order to balance. And so our l o s s for 

t h i s next year w i l l be 93,000 Mcf. 

Q. On the next page? 
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A. Next page i s another example. In t h i s 

case t h i s i s a w e l l that l o s t i t s overproduction 

cum because of our p i p e l i n e c o n s t r a i n t s and was 

not able to make i t s allowable from the period 

October there on through a number of months. 

But the end r e s u l t i s that t h i s w e l l 

s t a r t s out with a b s o l u t e l y no overproduction 

going into t h i s year and no overproduction -- or 

no l o s s of d e l i v e r a b i l i t y i n the next year, so 

everything looks r e a l good there. But by winding 

up at 45,000 overproduced at the end of t h i s 

year, we again have to shut i n seven months the 

next year in order to balance. 

Q. Now, we go to the next page, which i s 

the Rincon Unit No. 80. 

A. This i s a Mesaverde w e l l . And here, 

again, i s one of our better w e l l s i n the pool, 

s t a r t i n g out kind of l i k e one of the Basin Dakota 

examples there, where we are r e l a t i v e l y c l o s e to 

being i n balance i n the t a i l end of t h i s 

p r o r a t i o n year. 

We'll have a s l i g h t l o s s of 

d e l i v e r a b i l i t y of 6,000 Mcf for the next year, 

but w e ' l l wind up 43,000 overproduced and have to 

shut i n s i x months to balance i n 1993. And that 
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y e a r we'd l o s e 74,000 Mcf. 

Q. Now, the l a s t page on t h i s e x h i b i t . 

A. Another Mesaverde p r o r a t i o n u n i t , one 

of the b e t t e r ones. And p r e t t y much the same 

example as the p r e v i o u s one where we a r e s l i g h t l y 

overproduced, and we see 15,000 Mcf of 

d e l i v e r a b i l i t y t h i s y e a r and another 29,000 next 

y e a r . 

Q. B a s i c a l l y i s i t f a i r to say t h a t 

because of the a l l o w a b l e system on t h e s e b e t t e r 

u n i t s , you're c o n s i s t e n t l y l o s i n g d e l i v e r a b i l i t y ? 

A. T h a t ' s c o r r e c t . 

Q. Are you ready to go to E x h i b i t No. 3? 

A. Yes. 

Q. Would you i d e n t i f y t h a t , p l e a s e ? 

A. T h i s i s a s u g g e s t e d r e v i s i o n t h a t we're 

p u t t i n g f o r t h to the space p r e l i m i n a r y 

e s t i m a t e s . And t h e s e , of c o u r s e , a r e much 

a l t e r e d because of the f i n a l e s t i m a t e s being 

changed by the s t a t e . 

The f i r s t column appears on the S t a t e ' s 

p u b l i c a t i o n of the p r e l i m i n a r y e s t i m a t e s where on 

the B a s i n Dakota, they have s u g g e s t e d 1.2 Bcf 

a d m i n i s t r a t i v e a d j u s t m e n t , which would g i v e us 

the F l ' s and F2's t h a t a r e i n d i c a t e d . Our 
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suggestion on that e x h i b i t was to inc r e a s e the 

a d m i n i s t r a t i v e adjustment to 3.2 Bcf, giving us 

the F l ' s and F 2 1 s that are i n d i c a t e d . 

Since we got the new numbers here, we 

have looked at that, and the F l ' s and F 2 1 s are 

obviously what determines a l l o c a t i o n we w i l l 

r e c e i v e . We've looked at the new estimate, which 

i n d i c a t e s no adjustment to achieve the same F1-F2 

range and p r i n c i p a l l y the same a l l o c a t i o n that 

w i l l provide. We would recommend 2 Bcf of an 

adjustment on the Basin Dakota Pool. 

Q. Now, what about the Blanco Mesaverde? 

A. Blanco Mesaverde, we had recommended 

4.2 Bcf of an adjustment as compared to 1 Bcf 

i n d i c a t i n g the F l ' s and F2's shown. With the 

r e v i s e d estimates, rather than no adjustment, we 

would recommend a 3.5 Bcf adjustment to give us 

the same F l and F2 type a l l o c a t i o n s t h a t ' s 

i n d i c a t e d on our e x h i b i t . 

Q. L e t ' s go now to E x h i b i t No. 4, and I'd 

ask you to -- t h i s i s b a s i c a l l y the same format 

u t i l i z i n g E x h i b i t 1, i s i t not? 

A. Yes, i t i s . 

Q. And then you have integrated into t h i s 

the UNOCAL recommendation? 
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A. T h a t ' s c o r r e c t . 

Q. Would you r e v i e w t h i s f o r the 

Commission, p l e a s e ? 

A. The b o l d - f a c e d numbers appear on the 

f i r s t e x h i b i t showing, s t a r t i n g w i t h the B a s i n 

Dakota, the l o s s of d e l i v e r a b i l i t y , the number of 

p r o r a t i o n u n i t s impacted, and the pe r c e n t a g e of 

l o s s of p r o d u c t i o n t h a t we see i n our op e r a t e d 

p a r t of the p o o l . 

With the a d m i n i s t r a t i v e adjustment t h a t 

we sug g e s t e d , which as I mentioned, would be 

v e r y , v e r y c l o s e to the one t h a t the a l t e r n a t e of 

2 Bcf t h a t we j u s t s u ggested on the r e v i s e d 

numbers, our l o s s of d e l i v e r a b i l i t y would f a l l 

from 275 to 112. 

There was a q u e s t i o n a w h i l e ago on the 

p r e v i o u s t e s t i m o n y about what happens to 

m a r g i n a l , non-marginal p r o r a t i o n u n i t s w i t h 

r e g a r d to i n c r e a s e s . T h i s i s what happens to 

o u r s . We l o s e one p r o r a t i o n u n i t out of f i v e 

t h a t a r e impacted by the a l l o c a t i o n a t t h a t 

p o i n t . 

T h i s would be -- when I say i t ' s not, 

i t ' s not impacted. I t may go m a r g i n a l or i t may 

not, depending on whether i t w i l l not make i t s 
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allowable for a c o n s i s t e n t number of months to 

f a l l marginal or whether t h i s i s j u s t a 

non-marginal w e l l that w i l l be run on the 

borderl i n e and not be impacted. The reduction i n 

the c u r t a i l e d production w i l l f a l l to 6 percent 

of the pool, 16 percent of those that are 

impacted. 

The b e t t e r w e l l -- the best w e l l , l i k e 

the new w e l l we're looking a t , would be more l i k e 

20 percent c u r t a i l e d . And t h i s i s kind of the 

way we had derived the f i g u r e . We f e l t l i k e a 

new w e l l shouldn't be impacted any more than 20 

percent to be reasonable or what we're looking at 

in the pr o r a t i o n system. 

On the Blanco Mesaverde, going through 

the same e x e r c i s e with the a d m i n i s t r a t i v e 

adjustment being 3.5 Bcf, what's shown here, we 

cut the l o s s of d e l i v e r a b l e gas in about h a l f . 

The p r o r a t i o n u n i t s f a l l from 6 that are impacted 

to 2. And, there again, we're l o s i n g about 6 

percent of the pools that we operate production 

due to the a l l o c a t i o n system. 

And, once again, the next year's 

numbers are more dramatic even with these 

a d m i n i s t r a t i v e adjustments that we have 
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suggested. We would lose 8 percent of the pool's 

production next year, and we'd probably be better 

than 25 percent of our best w e l l that would be 

r e s t r i c t e d . And then the Mesaverde, the number 

i s 22 percent of the pool and about a t h i r d of 

the production from the best w e l l s . 

Q. Even with your recommendation, 

production from both Basin Dakota and Blanco 

Mesaverde w i l l continue to be r e s t r i c t e d ? 

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

Q. Have you reviewed estimates for the 

Blanco P i c t u r e d C l i f f s F i e l d ? 

A. Yes, but not i n the l e v e l of d e t a i l 

that we have here. 

Q. What s o r t of conclusions could you 

reach from that review? 

A. The conclusion would be that with the 

suggested -- here, I ' l l j u s t go s t r a i g h t to the 

r e v i s e d estimate that the State provided today. 

A good PC w e l l , which I say would be about a 100 

Mcf a day w e l l , t h i s a l l o c a t i o n would give us 

about a t h i r d r e s t r i c t i o n . And we f e e l l i k e that 

i s e x c e s s i v e for a 100-Mcf-a-day PC w e l l . 

We would suggest an adjustment of 

100,000 on the a d m i n i s t r a t i v e adjustments, which 
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would equate to a r e s t r i c t i o n to more l i k e 15 or 

20 p e r c e n t on a 100-Mcf-a-day w e l l . 

Q. I f your recommendations a r e adopted, do 

you b e l i e v e i t would r e s u l t i n a more e f f e c t i v e 

way of pr o d u c i n g the r e s e r v e s from the p r o r a t e d 

f i e l d s i n northwest New Mexico? 

A. Yes, I do. 

Q. Were E x h i b i t s 1 through 4 prepared by 

you? 

,A. They were p r e p a r e d under my d i r e c t i o n . 

Q. Do you have a n y t h i n g f u r t h e r to add to 

your t e s t i m o n y ? 

A. No, I do not. 

MR. CARR: At t h i s time we would move 

the a d m i s s i o n of UNOCAL E x h i b i t s 1 through 4. 

CHAIRMAN LeMAY: Without o b j e c t i o n , 1 

through 4 w i l l be ad m i t t e d i n t o the r e c o r d . 

MR. CARR: That c o n c l u d e s my d i r e c t 

e x a m i n a t i o n of t h i s w i t n e s s . 

CHAIRMAN LeMAY: Thank you, Mr. C a r r . 

Q u e s t i o n s of the w i t n e s s ? 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. Your t e s t i m o n y has been g e n e r a l l y 

c o n f i n e d to the impact on UNOCAL'S w e l l s . Do you 
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f e e l about your re q u e s t e d i n c r e a s e s i n a l l o w a b l e s 

i n t h i s f i e l d or a l l these f i e l d s ? 

A. W e l l , the Amoco -- Amoco and P h i l l i p s I 

don't have any idea on as f a r as what they t h i n k 

about a l a r g e i n c r e a s e . 

Q. But none of the o t h e r o p e r a t o r s i n the 

f i e l d have e i t h e r r e c e i v e d your recommendations 

or have i n d i c a t e d t o you whether they support or 

o b j e c t t o or are noncommittal about your 

recommendat ions? 

A . No . 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s of the witness? 

Okay. Thank you. You may be seated. 

Any a d d i t i o n a l ? 

MR. CARR: Nothi n g f u r t h e r from me. 

CHAIRMAN LeMAY: Thank you, Mr. Carr. 

Mr. Pearce. 

MR. PEARCE: Thank you, Mr. Chairman. 

CDRT CZIRR 

Having been 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 : 

EXAMINATION 

BY MR. PEARCE: 
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Q. For the record, s i r , would you, please, 

s t a t e your name and your place of residence. 

A. My name i s Curt C z i r r . I c u r r e n t l y 

r e s i d e i n Farmington, New Mexico. 

Q. Mr. C z i r r , for the record, would you, 

please, s p e l l your l a s t name? 

A. C - z - i - r - r . 

Q. Mr. C z i r r , by whom are you employed? 

A. P h i l l i p s Petroleum Company. 

Q. And i n what c a p a c i t y ? 

A. I'm the F i e l d Development Supervisor of 

the San Juan Basin. 

Q. Mr. C z i r r , have you pr e v i o u s l y appeared 

before the New Mexico O i l Conservation Commission 

or D i v i s i o n and had your c r e d e n t i a l s accepted and 

made a matter of record? 

A. No, s i r , I have not. 

Q. In view of that, would you pr e v i o u s l y 

describe your educational background as i t 

r e l a t e s to petroleum engineering? 

A. Okay. I have an e l e c t r i c a l engineering 

degree from Colorado State i n 1980. I've worked 

for over eleven years with P h i l l i p s Petroleum 

Company i n the cap a c i t y as a r e s e r v o i r engineer. 

And c u r r e n t l y I'm the r e s e r v o i r engineering 
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s u p e r v i s o r . 

Q. How long have you had some 

r e s p o n s i b i l i t y for gas pools in northwest New 

Mexico? 

A- I've been looking at t h i s for around 

two y e a r s . 

Q. As part of your r e s p o n s i b i l i t i e s and as 

part of the reason for your being here today, 

have you made a study r e l a t i n g to allowables and 

production f i g u r e s i n the Basin Dakota Gas Pool? 

A. Yes, s i r , I have. 

Q. And are you prepared at t h i s time to 

make some recommendations to the Commission with 

regard to the allowables for that pool? 

A. Yes, I am. 

MR. PEARCE: Mr. Chairman, at t h i s time 

I would request that Mr. C z i r r be recognized as 

an expert i n the f i e l d of petroleum engineering. 

CHAIRMAN LeMAY: His q u a l i f i c a t i o n s are 

acceptable. 

MR. PEARCE: Thank you. 

Q. Mr. C z i r r , as a preface, b r i e f l y 

d escribe what P h i l l i p s seeks t h i s afternoon, 

please. 

A. F i r s t of a l l , we're keenly i n t e r e s t e d 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1 9 

20 

2 1 

22 

23 

24 

25 

261 

i n the B a s i n Dakota Pool a l l o w a b l e s . We're 

s e e k i n g pool a l l o w a b l e s which p r o r a t e the B a s i n 

Dakota Pool e q u i t a b l y when compared to ot h e r 

p o o l s i n the San Juan B a s i n . 

And we're s e e k i n g a l l o w a b l e s t h a t do 

not p e n a l i z e p r o d u c e r s who choose to produce 

y e a r - r o u n d and supply a s t e a d y supply of gas. 

And we hope to o b t a i n a l l o w a b l e s t h a t a r e 

s u f f i c i e n t to encourage a d d i t i o n a l development i n 

the B a s i n Dakota Pool , whether i t be by d e l t a 

d r i l l i n g , r e - s t i m u l a t i o n s , e t c e t e r a , aimed a t 

maximizing p r o d u c t i o n . 

Q. I n r e g a r d to t h a t , Mr. C z i r r , does 

P h i l l i p s have a s u g g e s t i o n f o r the i n c r e a s e i n 

the B a s i n Dakota Pool a l l o w a b l e ? 

A. Yes, s i r , we do. 

Q. I ask you to t e l l me what t h a t i s and 

s p e c i f y whether you're a d d r e s s i n g t h a t i n c r e a s e 

to the p r e l i m i n a r y or the e x h i b i t used t h i s 

morning. 

A. Based on the e x h i b i t used t h i s morning, 

P h i l l i p s would recommend a 3-Bcf-a-month i n c r e a s e 

f o r a d j u s t m e n t . 

Q. A l l r i g h t , s i r , do you have -- I don't 

t h i n k you do -- a copy of E x h i b i t B t h a t the 
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D i v i s i o n used t h i s morning? 

A. No, I don't. 

Q. Let me hand you that. And as I 

understand i t , we're suggesting that a 3 Bcf 

adjustment be put i n l i n e 3 under the Basin 

Dakota Pool; i s that c o r r e c t ? 

A. Yes, s i r . 

Q. L e t ' s turn our a t t e n t i o n , please, to 

what we have marked as E x h i b i t No. 1 to t h i s 

proceeding. And, Mr. C z i r r , I'd ask you to 

h i g h l i g h t the p e r t i n e n t information on that 

e x h i b i t for the members of the Commission and 

those i n attendance. 

A. Okay. F i r s t of a l l , as you're aware, 

h i s t o r i c a l l y there's been a s i g n i f i c a n t 

d i f f e r e n c e i n pool allowables during the s i x 

months' summer period versus the winter period. 

We wanted to take a look at that and i n v e s t i g a t e 

why that was. Of course, we found out that one 

thing was that the production was much l e s s in 

the summertime. 

We looked at a l l the Basin Dakota 

production using Dwight's database and determined 

that there were approximately 3800 a c t i v e Basin 

Dakota w e l l s r i g h t now. Out of that 3800, 
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approximately 38-1/2 percent or 1462 w e l l s had a 

winter production at l e a s t twice as great as the 

summer production. 

And I might fu r t h e r c l a r i f y that by 

saying we do not have access to the current 

winter production that we're in r i g h t now. We 

didn't have access to that data. So we were 

comparing November, December, and January --

November and December 1990, January of 91, and 

c a l l i n g that r e p r e s e n t a t i v e of winter production, 

comparing that to May, June, and July of 1991, 

comparing that as summer production. 

And, as I s a i d , there were 1462 w e l l s 

that had a winter-to-summer production r a t i o of 

at l e a s t 2 to 1. What t h i s means i s that, you 

know, c e r t a i n l y the winter production i s much 

more r e p r e s e n t a t i v e of the a c t u a l pool's 

d e l i v e r a b i l i t y . 

With the large number of w e l l s that are 

producing swing during the winter versus summer, 

the bulk of t h i s has to be a t t r i b u t e d to e l e c t i v e 

curtailment amongst the producers according to 

t h e i r own gas marketing s t r a t e g y . And we don't 

f e e l that looking at summer production gives you 

a f a i r i n d i c a t o r of the pool's d e l i v e r a b i l i t y . 
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Q. Let me i n t e r r u p t you for a moment. 

Were you i n the hearing t h i s morning when Mr. 

VanRyan expressed the opinion that part of the 

lower summer production might be a t t r i b u t a b l e to 

higher gathering system p r e s s u r e s ? 

A. Yes, I was here. 

Q. And have you seen that e f f e c t in your 

study of p a r t i c u l a r l y P h i l l i p s w e l l s ? 

A. I have not observed that, no. 

Q. And based on your review and your 

understanding, as I understand what you s a i d , you 

formed the opinion that the decrease in summer 

production may be l a r g e l y a function of s t r a t e g i c 

behavior rather than market; i s that c o r r e c t ? 

A. Yes, s i r . 

Q. A l l r i g h t . Continue, please. 

A. That has a negative impact on companies 

such as P h i l l i p s that e l e c t to t r y to produce 

year-round i n that t h e o r e t i c a l l y , i f you were to 

take every person i n t h i s room and make them an 

operator of w e l l s i n the Basin Dakota Pool and i f 

everybody i n t h i s room e l e c t e d not to produce 

during the summertime and yet P h i l l i p s e l e c t e d to 

produce during the summertime, the o v e r a l l pool 

allowable during the summertime would be near 
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zero and P h i l l i p s would be penalized because of 

that. 

And you're penalized even on an annual 

b a s i s because companies e l e c t i n g to sh u t - i n 

during the summertime, there's no way they can 

make that much gas up during the winter 

production period. And the r e s u l t i s lower 

o v e r a l l annual pool production. And companies 

such as P h i l l i p s that choose to produce 

year-round, we get penalized because of somebody 

e l s e ' s marketing s t r a t e g y . 

Q. With regard to marketing strategy, i s 

i t your p o s i t i o n , understanding, and opinion that 

there i s i n f a c t a year-round market for more gas 

than current Basin Dakota allowables w i l l allow 

P h i l l i p s to produce? 

A. Yes, s i r . Again, not being a gas 

marketing person, I do know that we have not 

encountered d i f f i c u l t y marketing any of our gas 

at a l l . 

Q. And do you c u r r e n t l y have pror a t i o n 

u n i t s which are sh u t - i n because of 

overproduction? 

A. Yes, s i r , we do. 

Q. Do you al s o have some prorat i o n u n i t s 
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which are approaching the 12 times overproduced 

l i m i t ? 

A. Yes, s i r , we do. 

Q. Le t ' s l o o k , i f you would, p l e a s e , at 

what we've marked as E x h i b i t No. 2 t o t h i s 

p r o c e e d i n g . 

A. Okay. 

Q. A l o t of numbers on t h a t page. Could 

you walk us th r o u g h an example and e x p l a i n t o the 

Commission what t h i s e x h i b i t shows? 

A. Yes. F i r s t of a l l , what we're t r y i n g 

t o do w i t h t h i s E x h i b i t No. 2 i s p r o v i d e a 

comparison f o r t h e non-marginal p o o l a l l o w a b l e 

assuming t h a t -- f i r s t of a l l , t h i s was prepared 

u s i n g the o l d numbers t h a t we had r e c e i v e d i n the 

m a i l i n terms of non-marginal acre f a c t o r s and AD 

f a c t o r s . 

But assuming t h a t those non-marginal 

acreage and AD f a c t o r s had remained unchanged, 

and t h i s e x h i b i t shows the e f f e c t of h i g h e r F l 

and F2 f a c t o r s on the a l l o w a b l e t h a t v a r i o u s 

d e l i v e r a b i l i t y Gpu's c o u l d o b t a i n . 

I f we s t a r t o f f on the f a r - l e f t column 

of numbers, the t o p p a r t of t h a t r e p r e s e n t s the 

non-marginal p o o l a l l o w a b l e , non-marginal acreage 
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f a c t o r s , F l and F2 that had been p r e v i o u s l y 

proposed by the OCD i n t h e i r mailings for the 

Basin Dakota Pool. 

I f we use those numbers and continue 

down i n that column, for a Gpu d e l i v e r a b i l i t y of 

200 Mcf a day, then the r a t i o , the allowable then 

would be approximately 88 percent of the 

d e l i v e r a b i l i t y . 

I f we continue on down for a 

500-Mcf-a-day d e l i v e r a b i l i t y Gpu, then the 

proposed f a c t o r s i n the OCD mailing would give us 

only a 45 percent -- an allowable t h a t ' s 45 

percent of d e l i v e r a b i l i t y . 

And t h i s s i t u a t i o n continues to get 

worse and worse as you go down into higher 

p r o d u c t i v i t y Gpu's. For 750 Mcf a day, you'd be 

at 35 percent. And for 1.5 m i l l i o n a day, you'd 

be at 26 percent. 

And the columns to the r i g h t represent 

the exact same comparison i f you were to change 

the F l and F2 f a c t o r s . I f you were to increase 

the F l and F2 f a c t o r s , then i t has c a l c u l a t i o n s 

showing what percent your allowable would be for 

a given d e l i v e r a b i l i t y for those changes. 

P h i l l i p s has r e c e n t l y d r i l l e d s e v e r a l 
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i n f i l l w e l l s , a second w e l l on 320-acre gas 

p r o r a t i o n u n i t , i n the 31-6 U n i t . And one of 

those Gpu 1s has a combined d e l i v e r a b i l i t y of the 

two w e l l s . And t h a t Gpu i s a p p r o x i m a t e l y a 

m i l l i o n a day, and the ot h e r Gpu has a combined 

d e l i v e r a b i l i t y of a p p r o x i m a t e l y one-and-a-half 

m i l l i o n a day. 

And those sound v e r y good, and 

t e c h n i c a l l y we were v e r y e x c i t e d about our 

a b i l i t y to make such n i c e w e l l s . When we s t a r t 

l o o k i n g a t what k i n d of a l l o w a b l e s w e ' l l r e c e i v e , 

we f i n d out t h a t we're going to r e c e i v e between 

25 and 30 p e r c e n t of t h a t as an a l l o w a b l e . That 

means our p r o d u c t i o n i s going to be i n s u f f i c i e n t 

to j u s t i f y those w e l l s . 

Those w e l l s were t e c h n i c a l l y v e r y 

s u c c e s s f u l , but t h e y ' r e economic f a i l u r e s under 

the c u r r e n t p r o r a t i o n i n g system. 

Q. I s i t f a i r to say t h a t problem may 

impact f u t u r e management d e c i s i o n s on whether or 

not to do f u r t h e r i n f i l l development i n the B a s i n 

Dakota? 

A. Yes, s i r . We have a number of w e l l s 

w i t h i n t h a t 31-6 U n i t and w i t h i n one or two other 

u n i t s t h a t we would c e r t a i n l y d e s i r e to be a b l e 
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to d r i l l . And under the current proposals or 

anything c l o s e to them, the economics won't be 

there because no matter how good a job we do on 

our end, t e c h n i c a l l y the allowable won't be 

there. 

As an a d d i t i o n a l statement, i n that 

same 31-6 Unit, there's a t o t a l of 23 w e l l s --

p r i o r to these 3 i n f i l l w e l l s , there were 23 

w e l l s , so now there's 26. We c u r r e n t l y have 6 of 

them s h u t - i n due to being 12 times overproduced, 

and we have 3 more on the way. 

Q. Ready to turn to E x h i b i t 3? 

A. Yes. I guess the only other thing I 

would say i s , again, looking at Dwight's 

production data, we found that over the l a s t 

three years, 1989, 1990, and 1991, there's been 

an average of only 15 Basin Dakota w e l l s d r i l l e d 

per year. 

That's an extremely small number when 

you're t a l k i n g about over 3600 w e l l s in the 

basin. And we think that the p r o r a t i o n has a 

s i g n i f i c a n t impact on t h a t . 

Q. A l l r i g h t , s i r , l e t ' s d i r e c t your 

a t t e n t i o n , please, to E x h i b i t No. 3. 

A. E x h i b i t No. 3 b a s i c a l l y shows 
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g r a p h i c a l l y the numbers that we j u s t went through 

in E x h i b i t No. 2. Again, what we're comparing on 

the v e r t i c a l a x i s here would be the non-marginal 

pool allowable in m i l l i o n cubic feet per month. 

And on the h o r i z o n t a l a x i s , we're comparing the 

Gpu allowable as a percent of i t s 

d e l i v e r a b i 1 i t y . 

And we've got a family of four curves 

here representing Gpu's with 200 Mcf a day 

d e l i v e r a b i l i t y , 500 Mcf a day, 750 Mcf a day, and 

1500 Mcf a day. The 200 Mcf a day Gpu 

d e l i v e r a b i l i t y i s represented by the l i n e to the 

far r i g h t . And what that shows you i s that again 

for 200 Mcf a day Gpu, you're going to be allowed 

to produce around 90-plus percent of what your 

d e l i v e r a b i l i t y i s . 

As you move l e f t on the chart, a l l the 

way over to the 1500 Mcf a day Gpu, which i s the 

fa r l e f t l i n e , the bottom point on that l i n e , 

which represents a non-marginal pool allowable of 

approximately 1.9 Bcf a month, that represented 

the non-marginal pool allowable as proposed in 

the mailing, the Basin Dakota. 

And assuming that the acreage f a c t o r 

and AD f a c t o r s remained unchanged, then t h i s i s a 
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graph showing that even i f you allowed a 

s i g n i f i c a n t l y higher non-marginal pool allowable, 

3.1 Bcf a month, you'd s t i l l be at j u s t over 40 

percent, an allowable of only 40 percent of your 

d e l i v e r a b i l i t y . And that would s t i l l be 

border l i n e between an economical w e l l to d r i l l . 

Q. Mr. C z i r r , you mentioned e a r l i e r i n 

your testimony that P h i l l i p s was seeking some 

adjustment for equity reasons between various 

pools i n the basin. I'd ask you to d i r e c t your 

a t t e n t i o n , please, to E x h i b i t No. 4. And could 

you describe the information and c a l c u l a t i o n s 

shown there for us? 

A. Yes. C e r t a i n l y the Basin Dakota Pool 

and Blanco Mesaverde, as w e l l as other pools, 

they have d i f f e r e n t formulas for determining an 

allowable. For example, i n the Dakota, i t ' s been 

decided that you would base 60 percent of your 

allowable for a non-marginal w e l l on acreage and 

40 percent on acreage times d e l i v e r a b i l i t y . 

Whereas, for Mesaverde, you'd base 75 

percent of your allowable on d e l i v e r a b i l i t y and 

only 25 percent on a c r e s . So we recognize that 

there's d i f f e r e n c e s i n the formation i n the 

various pool p r o r a t i o n formulas. 
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However, we f e e l t h a t o v e r a l l i f you 

look a t the B a s i n Dakota Pool as a conglomerate 

pool and you compare t h a t to other p o o l s , 

p r i m a r i l y say Blanco Mesaverde s i n c e i t ' s the 

l a r g e s t , i f t h e r e ' s c u r t a i l m e n t between any of 

the p o o l s , the c u r t a i l m e n t should be s p r e a d 

equi t a b l y . 

And t h i s e x h i b i t attempts to show t h a t , 

a g a i n , based on the F l and F2 f a c t o r s s ubmitted 

i n the m a i l i n g by the OCD, t h a t e q u i t y wasn't 

t h e r e between the B a s i n Dakota and the Blanco 

Mesaverde. 

To go through i t , i f you look a t F l 

f a c t o r comparison, i f you take the proposed F l 

f a c t o r f o r the Dakota of 4357 Mcf per month and 

d i v i d e t h a t by .6, then you come up w i t h a 

non-marginal pool a l l o w a b l e d i v i d e d by the sum of 

the a c r e a g e f a c t o r s of 7262. 

I f you do the same t h i n g f o r the Blanco 

Mesaverde and you take the F l f a c t o r t h a t was 

proposed of 2815 and you d i v i d e i t by .25, then 

you come up w i t h a non-marginal pool a l l o w a b l e 

d i v i d e d by the sum of non-marginal a c r e a g e 

f a c t o r s of 11,260. 

And the F l f a c t o r f o r B a s i n Dakota 
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would have to be, i n s t e a d of 4357, i t would have 

to be 6756 i n order f o r those two f a c t o r s , those 

two p r o d u c t s to be the same. 

And i f you look a t the F2 f a c t o r 

comparison, the proposed F2 f a c t o r f o r B a s i n 

Dakota of 4.94 d i v i d e d by .4 g i v e s you a 

non-marginal pool a l l o w a b l e d i v i d e d by the sum of 

the non-marginal AD f a c t o r s of 12.34. 

For the Blanco Mesaverde, the proposed 

F2 f a c t o r of 12.81 d i v i d e d by .75 g i v e s you a 

product of 17.8. And, a g a i n , the B a s i n Dakota F2 

f a c t o r would have to be 6.83 i n order to y i e l d 

the same pr o d u c t . 

And what you conclude by t h i s , and we 

w i l l show i n E x h i b i t 5, i s t h a t i n e q u i t i e s 

between the F l and F2 f a c t o r s r e s u l t i n the B a s i n 

Dakota Pool being c u r t a i l e d v i a p r o r a t i o n to a 

g r e a t e r e x t e n t than the Blanco Mesaverde. 

Again, i f we use the AD f a c t o r s t h a t 

were s u b m i t t e d by the OCD i n the m a i l i n g , those 

showed an average B a s i n Dakota Gpu h a v i n g a 

d e l i v e r a b i l i t y of 588 Mcf a day f o r a 

non-marginal Gpu and a Mesaverde average 

d e l i v e r a b i l i t y of 659. Those a r e - - i n the 

m a i l i n g those were v e r y c l o s e , not much 
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d i f f e r e n c e between the two. 

I'd l i k e to go ahead and go to E x h i b i t 

5 . 

Q. Go to 5, please. 

A. E x h i b i t 5 shows g r a p h i c a l l y what we 

j u s t t a l k e d about in E x h i b i t 4. On the v e r t i c a l 

a x i s , I've got your Gpu allowable as a percent of 

d e l i v e r a b i l i t y . So anything over 100 would 

represent an allowable t h a t ' s greater than i t s 

d e l i v e r a b i l i t y , and so therefore i t would drop 

over into a marginal s t a t u s anyway. 

On the h o r i z o n t a l a x i s , I have the 

a c t u a l Gpu d e l i v e r a b i l i t y ranging from zero to 

1600 Mcf a day. The t h i n s o l i d l i n e connected by 

dark dots represents the allowable that you would 

get as a percent of d e l i v e r a b i l i t y based on the 

F l and F2 f a c t o r s i n the OCD mailing. 

The dashed l i n e connected by a s t e r i s k s 

represents for the basin — or for the Mesaverde 

represents the allowable as a percent of 

d e l i v e r a b i l i t y . And y o u ' l l see that those two 

cross over at somewhere around a Gpu 

d e l i v e r a b i l i t y of about 200 Mcf a day. 

And t h a t ' s not f a r from -- and at that 

point you're about almost 90 percent allowable, 
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being about 90 percent of d e l i v e r a b i l i t y . So 

you're almost dropped over into the marginal well 

s t a t u s where those c r o s s over. 

Since i n the mailing i t showed that the 

average Dakota we l l Gpu and the average Mesaverde 

we l l Gpu d e 1 i v e r a b i 1 i t i e s were almost i d e n t i c a l 

at roughly 600 Mcf a day than i f you were 

pro r a t i n g the Basin Dakota equitably with the 

Blanco Mesaverde, those two l i n e s should cross 

over at about 600 Mcf a day. 

And i f r e f e r r e d to the t h i c k s o l i d l i n e 

that I show here, t h i s gives you a Dakota 

allowable as a percent of d e l i v e r a b i l i t y using 

the F l and F2 f a c t o r s that I've s a i d on E x h i b i t 4 

that you would need to use to be equitable, and 

y o u ' l l see that i t indeed crosses the Mesaverde 

l i n e i n the v i c i n i t y of 600 Mcf a day. 

And what t h a t ' s t e l l i n g you i s i f you 

achieve that, then your p r o r a t i o n formulas are 

doing what you've designed them to do. You've 

designed your p r o r a t i o n formulas to allow low 

d e l i v e r a b i l i t y Dakota w e l l s to r e c e i v e a higher 

allowable than a s i m i l a r d e l i v e r a b i l i t y Mesaverde 

we 11. 

You've a l s o designed your formulas to 
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r e c e i v e a s l i g h t l y l e s s allowable than a high 

d e l i v e r a b i l i t y Mesaverde w e l l . 

So what P h i l l i p s i s saying i s , f i r s t of 

a l l , we b e l i e v e that the Blanco Mesaverde Pool 

allowable should be increased over and above 

what's c u r r e n t l y being proposed by the OCD for 

using the s i m i l a r l o g i c that we shouldn't be 

penalized for producing year-round when other 

operators are shu t t i n g i n In the summer. 

But a l l we're saying i s we think the 

Basin Dakota should be increased even more as a 

percentage. The F1-F2 f a c t o r s should be 

increased d r a m a t i c a l l y in order to get proration 

for Basin Dakota on an equitable b a s i s with the 

other major pool i n the San Juan Basin, which i s 

the Mesaverde. 

Q. After conducting your study, l e t ' s 

summarize the conclusions you've come to, please, 

s i r . 

A. Okay. F i r s t of a l l , we f e e l that the 

proposed -- that the OCD proposed F l and F2 

f a c t o r s for the Basin Dakota Pool are inadequate 

i n that they p e n a l i z e too much the non-marginal 

wel l and don't allow for development, development 
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d r i l l i n g , recompletions, r e - s t i m u l a t i o n s . 

We f e e l that, as a whole, the Basin 

Dakota Pool should be prorated equitably with 

other pools. That doesn't -- knowing f u l l w e l l 

that for any given Gpu d e l i v e r a b i l i t y , the 

formulas are set up for them to have d i f f e r e n t 

a llowables, but on a pool-wide b a s i s , i t should 

have equity i n i t . 

We f e e l that the true Basin Dakota 

d e l i v e r a b i l i t y i s something more approximating 10 

Bcf a month. H i s t o r i c a l l y i f you look back at 

Basin Dakota Pool production, y o u ' l l f i n d that i n 

the winter months i t ' s c o n s i s t e n t l y been able to 

produce at l e a s t 10 Bcf a month during the main 

winter months. 

A very small amount of that could be 

due to f l u s h production from having been s h u t - i n 

in the summer, but we f e e l that i s a very minor 

component of i t . 

Cur r e n t l y l e s s than 10 percent of the 

Gpu's i n the Basin Dakota Pool are designated as 

non-marginal. The vast majority of Basin Dakota 

Pool i s producing at whatever amount i t wants to 

and using whatever production s t r a t e g y i t wants 

to . 
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And the p r o r a t i o n t h a t ' s c u r r e n t l y i n 

place i s only hurting those few Basin Dakota 

Gpu 1s that have moderate d e l i v e r a b i l i t y . We've 

been hearing about some of the southeast New 

Mexico pools with d e l i v e r a b i l i t i e s of 5, 6 

m i l l i o n a day, and we can only dream of that. 

We're t a l k i n g about 4- and 500 Mcf a day w e l l s 

here and 700 Mcf a day w e l l s . And we think the 

pro r a t i o n should be relaxed. 

We f e e l that c o r r e l a t i v e r i g h t s , at 

l e a s t i n terms of o f f - l e a s e drainage from higher 

allowables, i s not an i s s u e . You've got over 

one-third of the Basin Dakota w e l l s c u r r e n t l y 

being operated on a swing b a s i s , s h u t-in during 

the summer or produce at very low volumes and 

then produce at f u l l c a p a c i t y i n the winter. 

There's no way on an annual b a s i s that 

they can produce as much gas that way as they 

could i f they were producing year-round. And i f 

operators were concerned about o f f - l e a s e 

drainage, we don't think that they would have 

adopted that type of swing production 

philosophy. 

In conclusion, again being c o n s i s t e n t 

with what we think the true d e l i v e r a b i l i t y of the 
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Basin Dakota i s and r e a l i z i n g that we need to 

have equity i n proration, we are recommending a 3 

Bcf a month adjustment. 

Q. And that 3 Bcf a month adjustment w i l l 

r a i s e the monthly pool allowable to approximately 

10 Bcf; i s that c o r r e c t ? 

A . Yes, s i r . 

Q. Were you i n the room t h i s morning when 

Mr. Hastings was on the witness stand for 

Marathon d i s c u s s i n g the marketing s i t u a t i o n ? 

A . Yes, s i r . 

Q. Are you i n general agreement that there 

i s a n e c e s s i t y for operators to be able to 

produce q u a n t i t i e s of gas year-round without 

s u f f e r i n g the summer reduction i n order to 

capture market? 

A. Yes, s i r . In f a c t , I agreed with every 

point that he made. And P h i l l i p s may be a l i t t l e 

b i t behind Marathon, but we are t r y i n g to a l s o 

adopt s i m i l a r marketing s t r a t e g i e s looking for 

long-term c o n t r a c t s at a t t r a c t i v e p r i c e s that are 

c e r t a i n l y at a premium to the current p r i c e s 

today. 

Those long-term c o n t r a c t s r e q u i r e a 

steady volume of gas, whether i t ' s 20 m i l l i o n a 
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day for that contract or 50 m i l l i o n a day for 

that c o n t r a c t . I t ' s f l a t for that 10 or 15 

y e a r s . And t h a t ' s another reason why P h i l l i p s 

again has the need to produce year-round. 

Q. Mr. C z i r r , when we began, you i n d i c a t e d 

to the Commission that you were p r i m a r i l y a 

r e s e r v o i r engineer. And I want to address your 

a t t e n t i o n to the r e s e r v o i r for a few moments. 

You've i n d i c a t e d that increased 

allowables are necessary in order to enable 

producers to f u r t h e r develop the Basin Dakota 

Pool. In the absence of those increased 

allowables and the increased development, do you 

b e l i e v e the l o s s of ultimate recovery from the 

Basin Dakota Pool w i l l r e s u l t ? 

A. Without a doubt. The three i n f i l l 

w e l l s that I mentioned e a r l i e r that we d r i l l e d i n 

the 31-6 Unit, we d r i l l e d them l a s t December. We 

took bottom-hole pressures i n two out of those 

three w e l l s , and they showed near o r i g i n a l 

bottom-hole pressure. 

We're c l e a r l y d r i l l i n g i n areas that 

are c u r r e n t l y not drainable by e x i s t i n g o f f s e t 

producers. And i f we don't get the allowables to 

make i t economical to d r i l l , those r e s e r v e s w i l l 
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s i t i n the ground. 

Q. Mr. C z i r r , based on that d i s c u s s i o n , do 

you b e l i e v e that the request of P h i l l i p s for an 

increased allowable in the Basin Dakota Pool to 

10 Bcf per month i s i n the best i n t e r e s t s of the 

prevention of waste of New Mexico's n a t u r a l 

resources? 

A. Absolutely. 

Q. And do you be l i e v e that granting that 

i n c r e a s e i n pool allowable w i l l not adversely 

a f f e c t c o r r e l a t i v e r i g h t s of operators i n the 

Basin Dakota Pool? 

A. Absolutely. 

Q. Mr. C z i r r , did you prepare or did you 

have prepared under your d i r e c t i o n and 

su p e r v i s i o n P h i l l i p s E x h i b i t s 1 through 5 to t h i s 

proceeding? 

A. Yes, s i r . 

Q. Do you have anything e l s e you'd l i k e to 

address to the Commission? 

A . No . 

MR. PEARCE: Mr. Chairman, I move the 

admission of P h i l l i p s E x h i b i t s 1 through 5. And 

I tender the witness for questioning. 

CHAIRMAN LeMAY: Thank you, Mr. 
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Pearce. Without o b j e c t i o n , E x h i b i t s 1 through 5 

w i l l be admitted into the record. 

Questions of the witness? 

MR. STOVALL: Just a couple quick 

ones. Mr. Carr, do you have any? 

MR. CARR: No questions. 

EXAMINATION 

BY MR. STOVALL: 

Q. I j u s t want to make sure I understand 

your recommendation, Mr. C z i r r . At one point you 

made a statement you recommend an adjustment of 3 

b i l l i o n ? 

A. Yes, s i r . 

Q. On which schedule are you basing that 

recommendation, the one sent out with the docket 

or the one that was presented today? 

A. Today. 

Q. I wanted to c l a r i f y that. You've 

talked about g e t t i n g to a pool l e v e l of 10, and 

that r e a l l y only gets you to a pool l e v e l of 

about 9. Where do you want to be on that? Let's 

make sure we're g e t t i n g a number you're happy 

with as f a r as your testimony i s concerned. Do 

you follow what I'm saying? 

A. Are you saying --
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Q. I f you look at the E x h i b i t B, Basin 

Dakota i s 5.8. I f you add 3 to i t , you get about 

8 .8? 

A. Yes. 

Q. I s that number okay with you? 

A. Yes. The 3 Bcf, we're looking at a 

t o t a l adjustment, i n i t i a l l y looking at the old 

OCD mailings, and that did c o r r e l a t e to 10 Bcf a 

month. The current OCD mailings, i f you add the 

3 Bcf adjustment, that gets you, as you s a i d , 

only to about a l i t t l e l e s s than 9 Bcf t o t a l for 

the pool. 

But the OCD has taken that into 

c o n s i d e r a t i o n by down-scaling the marginal pool 

allowable using previous summer r a t e s instead of 

winter. So I think we're t a l k i n g about the same 

thing — 

Q. Okay. 

A. — at l e a s t i n terms of how i t a f f e c t s 

the non-marginal w e l l s . 

Q. I j u s t wanted to c l a r i f y t h at. And 

j u s t , i f you know, i s your reason for suggesting 

e q u a l i t y between the two pools based on your 

sense that i t should be equal, or i s there a 

regulatory b a s i s for that that you know of? 
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A. No. I t ' s based on my sense that — 

Q. Okay. 

A. -- you shouldn't prorate one pool 

without prorating -- i f you have proration, i f 

you already have pr o r a t i o n set up for a pool, 

then that proration i s set up to protect 

c o r r e l a t i v e r i g h t s . 

And i f owners i n one formation are 

denied access to market more so than owners in 

another formation because of the pro r a t i o n 

system, then I don't think you have c o r r e l a t i v e 

r i g h t s p r o t e c t i o n . 

MR. STOVALL: I have no further 

quest ions. 

CHAIRMAN LeMAY: Additional questions 

of the witness? 

COMMISSIONER CARLSON: Not f o r a 

minute, no. 

COMMISSIONER WEISS: Yes. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I was s u r p r i s e d i n your comment on the 

n e a r - v i r g i n pressures when you cut an i n f i l l w e ll 

on a dry gas r e s e r v o i r . How does that happen? 

A. Well, f i r s t of a l l , the 31-6 Unit that 
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I was quoting probably has some of the best 

Dakota production in the pool. Having s a i d that, 

though, i t i s extremely t i g h t formation, 

p a r t i c u l a r l y when you compare i t to other pools. 

When we d r i l l a good w e l l , we're 

t a l k i n g about i n general maybe a 700 Mcf a day 

w e l l i s an e x c e l l e n t w e l l for us. We have j u s t 

not seen — we've j u s t not seen that the e x i s t i n g 

320-acre spaced w e l l s are capable of draining 

that 320 a c r e s . 

And so when we d r i l l an i n f i l l w e l l on 

160-acre spacing, c e r t a i n l y we see some moderate 

depletion, but i t ' s not much at a l l . O r i g i n a l 

bottom-hole pressure i n the 31-6 Unit was around 

3300 pounds. 

When we did bottom-hole pressure t e s t s 

in two out of those three i n f i l l w e l l s , we test e d 

the most permeable formation where a l l the o f f s e t 

w e l l s had already been completed, and that's 

where they had produced most of t h e i r r e s e r v e s , 

and we found between 2900 and 3,000 PSI r e s e r v o i r 

pressure with downhole gauges. 

And I think that j u s t f a l l s i n l i n e 

with OCD orders allowing for 160-acre spacing in 

that they've recognized that w e l l s can't drain 
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320 a c r e s . 

Q. You ought to t a l k to F i c h i v i c h about 

t h a t sometime. I don't t h i n k he'd agree w i t h you 

at a l l . 

A. Maybe i f you t a l k about Hugoton he 

might not. 

COMMISSIONER WEISS: T h a t ' s a l l . 

CHAIRMAN LeMAY: I have one q u e s t i o n . 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. I s i t you p e r s o n a l l y or do you t h i n k 

P h i l l i p s wants the OCD to c r e a t e e q u i t y between 

p r o r a t e d p o o l s ? T h a t ' s a d i f f e r e n t concept than 

we've ev e r o p e r a t e d under. Texas o p e r a t e s under 

t h a t , but you compared to one pool . 

I t h i n k , by expanding t h a t concept 

you'd have to say ot h e r p o o l s , and maybe even 

b r i n g i n g s o u t h e a s t New Mexico, who produces i n 

the same C a l i f o r n i a market as northwest p o o l s , 

then you'd be t r y i n g to equate I n d i a n B a s i n 

e q u i t y w i t h B a s i n Dakota. 

Are you s u r e t h a t k i n d of p o s i t i o n i s 

something advocated by your company? 

A. I can say t h a t t h a t ' s a p o s i t i o n 

a dvocated by our Farmington o f f i c e . And whether 
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t h a t r e f l e c t s the p o s i t i o n of our c o r p o r a t e 

o f f i c e , I c o u l d n ' t s a y . 

C e r t a i n l y the B a s i n Dakota and the 

Blanco Mesaverde, t h e y ' r e i n the same b a s i n and 

v e r y much t i e d to each o t h e r . 

Q. You'd l i k e to see us c r e a t e e q u i t y 

between j u s t c e r t a i n f i e l d s and not a l l f i e l d s ? 

MR. PEARCE: I ' l l jump i n , Mr. 

Chairman. 

CHAIRMAN LeMAY: Mr. P e a r c e . 

MR. PEARCE: The w i t n e s s has made what 

I t h i n k i s a v a l i d f a i r n e s s argument w i t h r e g a r d 

to the r e s t r i c t i o n s s u f f e r e d by B a s i n Dakota 

v e r s u s Mesaverde competing f o r the same market, 

two p r o r a t e d p o o l s i n northwest New Mexico w i t h 

gas t r y i n g to get i n to the same market. 

I t h i n k the o t h e r s t a t e s who have 

approached the argument t h a t you a r e s u g g e s t i n g 

have viewed the world as a much more f i n i t e p l a c e 

than P h i l l i p s does or t h a t any company w i t n e s s 

who's been on the s t a n d today has. 

P h i l l i p s i s not i n t h i s p r o c e e d i n g and, 

as f a r as I know, has not ev e r suggested t h a t you 

take an a l l o w a b l e t h a t you b e l i e v e can be 

produced out of the Blanco Mesaverde and move 
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t h a t a l l o w a b l e to the B a s i n Dakota. That hadn't 

been su g g e s t e d here today, i s n ' t b eing suggested 

now, and I s u s p e c t won't be suggested i n the 

f u t u r e . 

What we a r e s u g g e s t i n g i s t h a t we 

b e l i e v e the market i s much l a r g e r than the 

D i v i s i o n ' s numbers make us t h i n k t h a t they 

b e l i e v e i t i s . We t h i n k we should not t h e r e f o r e 

s u f f e r an undue r e s t r i c t i o n on our a b i l i t y to 

produce because P h i l l i p s b e l i e v e s they can go out 

and f i n d markets and move gas and s e l l gas. 

They're not t r y i n g to choke back any 

ot h e r pool i n the S t a t e of New Mexico, and they 

a r e not, I don't t h i n k , s u g g e s t i n g any s t a t e w i d e 

p r o r a t i o n i n g system which chokes back one pool 

because another one g e t s more. P h i l l i p s wants to 

produce more gas. They don't t h i n k i t ' s 

n e c e s s a r y to have somebody e l s e produce l e s s . 

CHAIRMAN LeMAY: Thank you, Mr. 

P e a r c e . J u s t one more q u e s t i o n . 

Q. (BY CHAIRMAN LeMAY) Have you c o n t a c t e d 

o t h e r o p e r a t o r s i n the f i e l d , and do they f e e l 

the same way you do about the a l l o w a b l e s i t u a t i o n 

w i t h the a d d i t i o n a l 3 Bcf recommendation? 

A. I guess the b e s t way to e x p r e s s i t i s 
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we've contacted every operator i n the Basin 

Dakota Pool about deprorating the Basin Dakota. 

And we've had s e v e r a l companies, i n f a c t , that 

have t e s t i f i e d i n front of you today, UNOCAL and 

Marathon, who not only s a i d they agreed, but s a i d 

they would support us in a hearing. 

The bulk of the operators have s a i d 

that they do not object to removing proration. I 

think out of a t o t a l of approximately say 3800 

w e l l s -- 3600, 3800 w e l l s , operators representing 

approximately 100 w e l l s have shown concern. So 

tha t ' s t h e i r a t t i t u d e towards t o t a l l y removing 

prorat ion. 

What we're asking r e a l l y i s a step 

towards that d i r e c t i o n where you have l e s s 

p r o r a t i o n . 

Q. In terms of your s p e c i f i c 

recommendation to the Commission today, have you 

c i r c u l a t e d that among operators i n the f i e l d , and 

have you got any r e a c t i o n to that recommendation? 

A. Only to the extent that we've had 

d i s c u s s i o n s with UNOCAL. 

Q. The other operators didn't know of your 

adjustment or have not commented on i t , e i t h e r 

pro or con? 
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A. T h a t ' s c o r r e c t . 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 

I f not, y o u ' l l be excused. Thank you. 

Anything a d d i t i o n a l , Mr. P e a r c e ? 

MR. PEARCE: Nothing. 

CHAIRMAN LeMAY: Anyone e l s e have 

a n y t h i n g ? 

Yes, s i r . 

MR. JONES: Mr. Chairman, L e w i s Jones, 

M e r i d i a n O i l Company. I'm the p r o d u c t i o n manager 

out of Farmington, New Mexico. You've asked how 

some of the other companies f e e l . I ' d l i k e to 

make a few s u g g e s t i o n s , i f I c o u l d . I haven't 

done my homework, l i k e a few of the o t h e r s 

e a r l i e r , but I have s t a y e d a l l day, so g i v e me a 

l i t t l e b i t of c r e d i t f o r t h a t . 

The d i f f e r e n t systems t h a t were t a l k e d 

about i n the San Juan B a s i n as f a r as 

c o n v e n t i o n a l -- w e l l , excuse me, l i n e p r e s s u r e s 

were d i s c u s s e d as f a r as c o n v e n t i o n a l and c o a l 

seam. For the most p a r t the bulk of the c o a l 

seam p r o d u c t i o n i s s e g r e g a t e d from the 

c o n v e n t i o n a l system. 

And, to my knowledge, t h e r e ' s no other 
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gathering system i n the United S t a t e s that has 

higher gathering system pressures now than they 

did 20 years ago. And t h a t ' s on the conventional 

gathering system. So when Amoco says that they 

f e e l l i k e we have over a Bcf of capacity, I think 

they're being extremely c o n s e r v a t i v e . I think 

i t ' s much more than that. 

As f a r as the recommendations that have 

been made today and Meridian's recommendation, 

the Dakota adjustments and th a t ' s off the most 

recent, today's OCD E x h i b i t B, Amoco had 

recommended 1.3 Bcf; UNOCAL, 2.0 Bcf; and 

P h i l l i p s , 3.0 Bcf. In the Mesaverde, Amoco had 

recommended adjustments of 2.6 Bcf; UNOCAL, 3.5 

Bcf; and I think P h i l l i p s j u s t suggested an 

i n c r e a s e . 

One other comment about Curt's — your 

pr e s e n t a t i o n , an e x c e l l e n t job; however, do not 

s e l l the Blanco Mesaverde short because the 

Blanco Mesaverde i s much more s e n s i t i v e to lower 

l i n e p r e s s u r e s . And t h a t ' s going to occur with 

the greater ca p a c i t y coming out of the basin. 

These p i p e l i n e s want to f i l l t h e i r p i p e l i n e 

c a p a c i t y , and they're going to lower gathering 

p r e s s u r e s . 
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As f a r as our recommendation, we would 

probably lean toward the UNOCAL recommendation of 

2.0 Bcf adjustment i n the Dakota and the 3.5 Bcf 

adjustment i n the Mesaverde. 

Thank you for the opportunity, Mr. 

Chairman. 

CHAIRMAN LeMAY: Thank you. 

Any other statements or comments 

concerning the case? We w i l l leave the record 

open ten days for a d d i t i o n a l comments based, of 

course, on the f a c t that we did h i t you with a 

new E x h i b i t A and B today that a l o t of you 

prepared e x h i b i t s on what was mailed, and that's 

understandable. So i f you want to add to the 

record, we w i l l c e r t a i n l y leave i t open ten 

days . 

Additional comments or statements? 

We'll take the case under advisement. 

Thank you very much, l a d i e s and gentlemen. 

(The proceedings were adjourned.) 
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