NORTHWEST PIPELINE CORPORA non]’[

ONE OF THE WILLIAMS COMPANIES

. P.0. BOX 8900

LAND DEPARTMENT 13 7 _ 86 SALT LAKE CITY. UTAH 84108-0900
801-584-6669
801-584-7215

" October 27, 1986

State of New Mexico

011 Conservation Commission
Attn: Richard L. Stamets
P. 0. Box 2088

Santa Fe, NM 87501

Dear Dick:

At your suggestion, Northwest respectfully submits 1its comments to you
regarding Case Nos. 9015, 9016, 9017 and 9018. We hope that by so doing,
Northwest can call to the Commission's attention our concerns and suggest
various proposals in a manner that will help expedite the hearings.

It is our understanding and opinion that the impetus behind the general
meeting in June, the subsequently established committees and the above
mentioned cases was the desire to get New Mexico Gas flowing again. Northwest
strongly feels that if all industry entities were to work together, this goal
can be accomplished in an expeditious and beneficial manner.

The industry seems to be changing faster than almost anyone can keep up
with. These changes are challenging but can be exciting and worthwhile. One
change that has occurred, which has left many confused and frustrated, is the
dominant role that market forces currently play in almost every decision
producers and pipelines make. It is Northwest's opinion that the market will
dictate the winners and losers during the next decade. Market responsive
decisions, and the institutional frameworks within which these decisions are
made, are paramount for anyone to survive these tumultuous times.

It appears that many producers are unable and unwilling to accept the
reality that the market will play such a dominant role in the future. Until
the producers are able to accept this fact, it will be very difficult for New
Mexico's natural gas to compete with competing energy sources in our
traditional market areas.

Although several progressive market oriented rules were proposed at the
hearings, many producers were unwilling to accept any rule that does not carry
with it the implication of state enforcement of regulations requiring
pipelines to accept gas into their systems for which there is no market. This
attitude 1is counter productive for the producer and defeats the State of New
Mexico's goal for 1increasing the production and marketing of its energy
reserves. Again, the key must be to promulgate rules that will facilitate the
production and flow of gas to markets.
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Northwest reiterates its concern that no rule should be adopted that has
the effect of shutting in gas which could be marketed.

<CASE 9015 )

Northwest supports, with modification, the rules espoused in Rule 315,
Rule 413 and Rule 903. The priority production would have the effect of
preventing waste where the parties are willing to market their gas. Proposed
rule 903(b) effectively reiterates a portion of the statute found in N.M.S.A.
§§70-2-19(F) which in 1its entirety states "Nothing in the 011 and Gas Act
[70-2-1 to 70-2-36 N.M.S.A. 1978] shall be construed or applied to require,
directly or indirectly, any person to purchase gas of a quality or under a
pressure or under any other condition by reason of which such gas cannot be
economically and satisfactorily used by such purchaser by means of his gas
transportation facilities then in service." Note the language states that the
rule applies not just to Ratable Take language but to N.M.S.A. §§70-2-1 thru
70-2-36 which covers the full spectrum of proration, common purchaser, etc.

Not only is this a sensible statute but corresponds with the decision made
recently by the United States Supreme Court in Mississippi vs. Transco case
wherein the demarcation of authority between the FERC and state conservation
laws was reiterated.

Thus, Northwest feels that rule 903(b) should be retained as stated to
clarify the intent of rule 303,

However, Northwest feels that 903(c) is not necessary. The purchaser is
in constant communication with the well operator who 1is responsible for
turning the well on and shutting the well in as required. A requirement to
notify the operator 1in writing that this has occurred 1is redundant and
burdensome.

Northwest recommends amending Rule 903 by striking, in 1its entirety,
subsection (c).

CASE 9016

Northwest recognizes the fact that split stream sales exist and will
continue to exist in the future. We also feel that one of the changes to our
industry that will continue with us for many years to come i1s that at various
times Tess than 100% of the parties in a well will be willing or able to sell
their portion of the gas. This 1s a reality that needs to be addressed.

In analyzing the proposed alternatives, Northwest feels that Alternative
#1 which requires all interest owners in a well to designate one party to sell
100% of the gas would potentially shut in gas that is marketable. Also this
alternative raises serious questions concerning; first, the authority of an
operator to market another interest owners gas if sold at spot sale prices,
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and second, the method and responsibility for payment of taxes and royalty.
Alternative #3 does not address the problem of balancing the gas and could
sti11 allow a minority interest owner to become several times out of balance
in a short time period with potential injury to correlative rights.

Alternative #2 most nearly addresses the current problems. It s
Northwest's opinion that a gas balancing agreement 1is a necessity. We also
feel that no gas should be shut in for a Tengthy period of time if it is
marketable. Thus, Northwest proposes the following language for the suggested
Rule 414:

Rule 414

Effective May 1, 1987, where there are separate owners in a
well, no gas sales may commence or be made from such well
unless either:

a) Such owners have entered 1into a gas balancing
agreement or,

b) The Division has entered an order establishing a gas
balancing agreement which has been approved by a
majority of the working interest of the well,

The well operator must provide the Division with a
statement attesting to such agreement or order before any
allowable will be assigned or before any authorization to
produce will be made.

In principle, Northwest believes that gas balancing should be regarded as
any other question affecting unit or well operations. No one wants to
encourage further government regulation if it stiffles anyone's ability to
transact business. If regulations are promulgated, keeping in mind that rules
should help 1industry transact their business, then all parties can be
benefitted. Gas needs to flow and no order should be issued that would allow
a minority interest owner to tie up well production, effectively shutting in
the total production and leaving gas in the ground that has a market to which
it can be sold.

Northwest realizes that there may be questions as to whether the existing
statute gives the Commission authority or jurisdiction to involve themselves
in gas balancing. If this 1is a genuine 1issue, we recommend that the
Commission work with the Legislature to enact a statute, giving the Commission
authority to order forced gas balancing and then issue the above mentioned
order.

CASE 9017

Please note the comments above for Case 9015. Northwest sees no reason
for amending rule 902 to include subsection (d). Notice 1s given to operators
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when a well 1is turned on or shut in. Additional notice should not be
required. Also ratable take should be measured at year end and not on a
shorter period. Lastly, by requiring notice to the operator, you may not be
notifying all those who are interest holders in the well,

CASE 9018

Although Northwest feels that the changes suggested to rules 10(a), 1i(a)
and 11(b) which extend the make up period for over or under production and
increase the six times over produced rule to twelve times over produced may be
helpful, Northwest questions whether the rules should be permanent.

A suggested alternative is to issue an additional rule which would state:

The Division Director, upon determination that changes to
rules 10(a), 11(a) and 11(b) are necessary and upon
statewide notice, may temporarily change rules 10(a) and
11(a) to 1increase the make up period, not to exceed two
years, and may temporarily change rule 11(b) to increase
the overproduced status requiring shut in of wells, not to
exceed twelve times over produced. The Division Director
will by statewide notice, indicate when conditions exists
that rules 10(a), 11(a) and 11(b) would return to their
standard status.

Vic Lyon's suggestion of a Gas (Allowable) Bank is very interesting and
deserves further study. Northwest is willing to assist the Commission in any
way we can to work out the details of such a proposal and analyze the benefits
of implementing the concept.

In conclusion, Northwest encourages all aspects of the industry to work
together to develop rules or procedures that will facilitate the production of

natural gas in the State of New Mexico in the highly competitive environment
which faces all of us.

Sincerely,
ORTHWEST PIPELINE ) PORATION

Warren 0. Curtis
Manager, Land/Proration

WOC:js



STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE

PROPOSED CHANGES OF THE T3

RULES AND REGULATIONS CASE Nos.<§§;§;79016, 9017 and
OF THE OIL CONSERVATION

DIVISION

COMES NOW Gas Company of New‘Mexico, a division of
Public Service Company of New Mexico ("GCNM"), by and through
its attorneys, Keleher & McLeod, P.A., and files its comments in
response to the Proposed Changes in Division Rules of October 1,
1986 and Hearing held on October 23, 1986. GCNM is a common
purchaser for natural gas as defined in Rule 0.1 of the Rules
and Regulations of the 0il Conservation Division of the Energy
and Minerals Department ("Division”) and as such is an "in-
terested party"” in the above-entitled matter. GCNM desires to
comment regarding Case Nos. 9015, 9016, 9017 and 9018. An ab-
sence of comment regarding other cases in this proceeding should
not necessarily be viewed as acquience to or agreement with
these individual recommendations. GCNM reserves its right of
future comment and anticipates attendance and participation in
the Division's next scheduled hearing of November 20, 1986.
I. RULES 315, 413 AND 903
REGARDING PRIORITIES OF PRODUCTION
(CASE NO. 9015)

In its first draft of proposed Rules, the Gas Advisory



Committee ("Committee") recommended that purchasers of natural
gas adhere to a priority of production schedule which would call
for restricted production of natural gas in the following
order: (1) gas wells, (2) downhole commingled wells involving
one or more gas zones and one or more oil zones, (3) casinghead
gas and (4) hardship gas wells as designated by the Division
under Rules 410 and 411. 1t is GCNM'é understanding that these
proposed rules would require restriction or curtailment of
production of gas according to its designation under the
recommended priorities. It is imperative that the Commission
understand the operational difficulties that forced purchase of
higher priority gas could impose on a local distribution
company's system.

Preliminarily, GCNM's comments in this matter will
generally address casinghead gas, although many concerns could
also apply to hardship gas wells.

1. Operational Difficulties with High Priority Gas.

It is not uncommon for natural gas to enter GCNM's system supply
without processing and dehydration. Casinghead gas, with its
high liquid content, could cause freezing problems in winter
months if it is introduced to GCNM's system without processing.
In addition, casinghead gas' high liquidity may condense in the
pipeline, causing slugs that jeopardize the in- tegrity of
GCNM's gas supply as it passes through the company's

transmission and distribution systems. A forced priority could



result in a high proportion of such low quality gas causing
operational problems.

GCNM currently complies with the priority schedule to
the extent allowed by the ongoing operations of its pipeline
system. However, casinghead gas is already somewhat unattrac-
tive to GCNM and other purchasers due to its low pressure, unpre-
dictable reserves and low deliverability. Under an order of
priority, takes of casinghead gas would be so unflexible that
purcﬁasers may refuse to contract for additional amounts of this
gas.

GCNM is not opposed to the inclusion of such priorities
so long as operational exceptions are considered as proposed in
Section 903(b).

2. Exceptions to Priority Provisions. It is GCNM's

understanding that nothing in the proposed revisions is meant to
force the purchase of "gas of a quality or under a pressure oOr
under any other condition by reason of which such gas cannot be
economically. and satisfactorily used by such purchaser by means
of his transportation facilities then in service." (Proposed
Rule 903(b)). GCNM strongly supports inclusion of this subsec-
tion if Case 9015 priorities are adopted. The Company's system
cannot operate without operational relief from strict adherance
to the proposed curtailment order.

3. Notice Requirements of the Recommended Rules. Sub-

section (c) requires that:

Should any purchaser be unable to take gas in
accordance with the schedule prescribed in



paragraph (a) of this Rule because of any of

the conditions described in paragraph (b)

above, such purchasers shall, in writing,

notify the operator of the affected wells of

such condition(s).

GCNM believes that the requirement of written notifica-
tion to all producers is unworkable, burdensome and serves no
useful purpose. Currently, GCNM notifies producers of temporary
shut in or changes in purchased volumes according to a univer-
sally understood schedule provided by GCNM. Many curtailments
are bnly for a few hours' duration. Written notification of
such curtailment would be of little use to producers. Finally,
Section 903(c) is vague because it does not specify whether

written reports are to be made annually, monthly or instant-

aneously. As such, GCNM is opposed to proposed Section 903(c).

II. RULE 414 REGARDING SPLIT NATURAL GAS SALES
(CASE NO. 9016)

GCNM concurs with the Committee recommendation that the
alternatives listed in Case 9016 not be considered by the Com-
mission because they are unworkable, vague and possibly unen-
forceable. GCNM recommends that all proposals in Case No. 9016
be rejected.

III. RULE 902 RATEABLE TAKE NOTIFICATION
(CASE NO. 3017)

Subsection (d) of Rule 902 as proposed would require
purchasers to notify operators of affected wells of rateable
take variances due to economic and operational considerations.

Gas rateability 1s currently dispatched and handled on an



banking proposal currently being drafted by the Di%ﬁsion. GCNM

reserves the right to comment on the banking arrangement when a

draft is proposed.

In general, GCNM believes that as long as a few pur4

chasers dominate the nominations process the Division Director

should have reasonable flexibility and discretion in applying

Division rules so that New Mexico gas -production is maximized

and fairness is achieved for all producers and purchasers.

7065D

Respectfully submitted this tenth day of November, 1986.

KELEHER & McLEOD, P. A.

By;_,;7é'EZL~—

Jonathan Duke

Post Office Drawer AA
Albuquerque, New Mexico 87103
(505) 842-6262

Attorneys for Gas Company of
New Mexico, a division of
Public Service Company of
New Mexico
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March 13, 1987

State of New Mexico

011 Conservation Commission
Attn: Wiliiam J. LeMay

P. 0. Box 2088

Santa Fe, NM 87501

Re: Case 9015
Dear B1l1:
STATEMENT OF NORTHWEST PIPELINE CORPORATION

Northwest supports any Commission rule or order that encourages the
production and flow of natural gas to the markets. Northwest encourages all
aspects of the industry to work together to develop rules or procedures that
will facilitate the production of natural gas in the State of New Mexico in
the competitive open access environment which faces all of us. We caution
the Commission not to issue an order that would be counter productive to the
goal of producing New Mexico gas. Also care should be taken not to
promulgate rules that contradict current state statutes or that would
conflict with federal regulation.

As a specific example, let me quote a portion of the statute found in
Section 70-2-19(F) of the New Mexico 011 and Gas Act:

"*Nothing in the 011 and Gas Act shall be construed or applied to
require, directly or indirectly, any person to purchase gas of a
quality or under a pressure or under any other condition by
reason of which such gas cannot be economically and
satisfactorily used by such purchaser by means of his gas
transportation facilities then in service."

Substantial discussion has been directed to this provision at hearings
similar to the hearing held on March 5. We would be in error to think that
this language could be interpreted to require any purchaser of natural gas
to purchase gas that cannot be economically utilized by the purchaser or the
market.

Market forces currently play a dominant role in the decisions producers and
pipelines make. It is Northwest's opinion that the market will dictate the
winners and losers during the next decade. Market responsive decisions and
the 1legal and institutional frameworks within which these decisions are
made, are paramount for anyone to survive these tumultuous times.
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Not only must current regulation consider the market forces but any
regulation that comes from this body must be sensitive to the demarcation of
authority between FERC and state o1l and gas conservation laws.

0f potential concern 1is the recommended language in Subsection B of the
proposed language. With the outstanding FERC's Notice of Inquiry on
marketing affiliates, Northwest feels that it is an inappropriate time for
New Mexico to require that a pipeline create a marketing affiliate.

In summary, Northwest will continue to endeavor to suggest positive
solutions and support rules that enhance the competitive production of New
Mexico natural gas. Northwest is committed to adhere to practices that
prevent waste. We further believe that all parties (producer and pipeline,
etc.) share in this responsibility. Northwest supports any action which
enhances the flexibility of suppliers to independently respond to the market.

Northwest encourages the Commission to promulgate rules that give industry
the flexibility to produce gas and let the various parties work together to
accomplish this goal in the most beneficial way to all involved.

Sincerely,

NORTHWEST PIPELINE-CORPORATION

Warren 0. Curtts
Manager, Land & Price Administration

WOC:js
cc: . Randolph
Stracke
Stickley
. Draper

. Hemingway

mooXxXr
« o s e s
ZXEOGLO



BENSON-MONTIN-GREER DRILLING CORP.

et e s <ianss . sy

AT DR

S b 221 PETROLEUM CENTER BUILDING, FARMINGTON, NM. 87401 505-325-8874

e d

March 10, 1987

New Mexico 0il Conservation Division
Box 2088
Santa Fe, NM 87501

Re: CASE 9015:
PRODUCTION PRIORITIES FOR GAS WELLS

Gentlemen:

This letter is to evidence Benson-Montin-Greer's support
for priorities to be assigned in the taking of gas fram gas and oil
wells; and this priority should be that proposed by the 0il
Conservation Division in Case 9015 heard March 5, 1987.

Yours truly,

BENSQN-MONT IN-GREER DRILLING QORP.,

BY:

ARG/tlp



S Il A T ROBERT L. BAYLESS
. ‘ V PETROLEUM PLAZA BUILDING

\ P.0.BOX 168
AT FARMINGTON, NEW MEXICO 87499

ik (505] 326-2659

March 11, 1987

New Mexico Oil Conservation Division
P.O. Box 2088
Santa Fe, NM 87501
ATTN: William B. LeMay
RE: Case 9015

Gentlemen:

I, as well as other independent producers in the Farmington area,
feel that the proposal to adopt the production priorities in Case
9015 is a positive move and we strongly support it.

Yours truly,

/OBERT L. BAYLESS

RLB/eh




RUSSELL MOOGRE
WILLIAM B. KELEMER
MICHAEL L. KELEHER
FATRICK W. HURLEY
CHARLES A. PHARRIS
RICHARD 8. COLE
ARTHUR O. BEACH
JOHN M. KULIKOWSK|
THOMAS F KELEHER
PETER H. JOHNSTONE
HENRY F. NARVAEZ
CHARLES L. MOGRE
ROBERT H CLARK
BRIAN J. 0’ROURKE
RONALD F. HORN
PHIL KREHBIEL
CLYOE F. WORTHEN
SPENCER REID

KELEHER & McLEQOD, P A.

ATTORNEYS AND COUNSELORS AT LAW
PusLiC SERVICE BUILDING

P. O. DRAWER AA

KATHRYN J. KUHLEN
MARK STYLES

EVAN S . wOB8S
PATRICK V. APQOACA
RANDOLPH L. HAMBLIN
P, SCOTT EATON
MARGARET E. QAVIDSON
THOMAS E. GRIESS
PAULA Z. HANSON
THOMAS C. BIRO
THOMAS H. TOEVS
WILLIAM M. CASEY
RICHARD L. ALVIOREZ
KURT WIHL

RIKKI L. QUINTANA
HELEN G. HILLEGASS
CAROL LISA SMITH
JUDITH L.OURZO

ALBUQUEROUE, NEW MEXICO 87103

W. A. KELEHER
1886-1972

A.H. MeLEQD
1902-1976
JOHN B. TITTMANN
OF COUNSEL
TELEPHONE 842-6262
AREA Cope 505

MICHAEL WILE THOMAS J. ZIMBRICK
ELIZABETH £. WHITEFIELD JONATHAN M. DUKE
ROBERT C. CONKLIN THOMAS F. BLUEHER
REBECCA A. HOUSTON LYNDA LATTA
BARBARA ALHIN O0ouUGLAS E. BRYAN

March 19, 1987

(1140-005)
HAND DELIVERED

Mr, william LeMay, Director

New Mexico 0il Conservation Commission
P.0. Box 2088

Santa Fe, NM 87503-2088

RE: Commission Case Nos(/gazg>and 9018

Dear Mr. LeMay:
Enclosed please find an original and three copies of Gas Company of
New Mexico's comments in the above entitled matters. If you have
any questions regarding this filing, please don't hesitate to
contact me.

Very truly yours,

KELEHER AND MCLECD, P.A,

cc: Phyllis Bourque
Buster Orbison
Tommy Sanders
-JD/pmg

3551R



STATE OF NEW MEXICO

DEPARTMENT OF ENERGY AND MINERALS
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING )
CALLED BY THE OIL CONSERVATION )
DIVISION TO CONSIDER THE )
ADOPTION OF NEW RULES 315, 413 )
AND 903, ) Case No. 9015
)
IN THE MATTER OF THE HEARING )
CALLED BY THE OIL CONSERVATION )
DIVISION TO CONSIDER THE AMEND-)
MENT OF ORDER NO. R-8170. ) Case No. 9018

) Docket No. 8-87

COMMENTS OF GAS COMPANY OF NEW MEXICO

INTRODUCTION

During its hearing of March 5, 1987 in Docket No. 8-87,
the 0il Conservation Commission received comment and testimony
regarding the above-entitled matters. During/the hearing,
Commissioner William J. LeMay allowed the parties two weeks to
comment on cases considered in that docket. Gas Company of New
Mexico, a division of Public Service Company of New Mexico
("GCNM"), by and through its attorneys, Keleher & MclLeod, P.A.,
hereby files its comments regarding Case Nos. 9015 and 9018,
GCNM operates gathering, transmission and distribution facilities
for the sale of natural gas within New Mexico. GCNM is a common
purchaser of natural gas as defined in §70-2-19 NMSA 1978 and in
Rule 0.1 of the Rules and Regulations of the 0il Conservation
Division of the Energy and Minerals Department ("Division"). As

a purchaser of natural gas from prorated pools in New Mexico,

GCNM is an interested party in Cases 9015 and 9018. GCNM will



not comment regarding other matters considered in bocket No.
8-87. However, an absence of comment regarding other cases in
this docket should not necessarily be viewed as acquiescence to
or agreement with these individual proceedings and rulings
issuing therefrom. GCNM reserves any right it may have for

future comment in all cases considered in Docket No. 8-87.

CASE NO. 9015, PRIGCRITIES OF PRODUCTION:

GCNM submitted comments regarding Case No. 9015 and
other matters on November 10, 1986. The Company requests that
the Commission take official notice of this filing. 1In its
previous comments, GCNM explained the operational difficulties
that result when unprocessed gas of a high Btu content is intro-
duced into the Company's system. When natural gas of either a
heavy hydrocarbon content or a high heat value enters GCNM's
transmission lines, numerous problems may result. GCNM would
prefer, in the absence of processing, to take gas with the
lowest Btu/cf content possible into its transmission system.

The reason for this is that lower Btu content gas contains less
liquid that could condense in the Company's pipelines.

As the Commission is aware, the resulting condensation tends to
pool and accumulate in sag bends of the transmission lines.

This liquid resides there until the force of gas flow is strong
enough to move the liquid component. When the liquid finally
moves, it does so at a high velocity. There is a potential that
any delivery point could be overwhelmed by the receipt of a

large slug of such liquid.



The highest Btu content gas that GCNM takes from its
northwest supply system is casinghead gas. The heat value of
this gas can be up to 1,600 Btu's per cubic foot. By contrast,
gas well gas has a Btu content from 1,120 Btu's to 1,200 Btu's
per cubic foot. The safe and efficient operation of gas
transmission and distribution facilities dictates that BTU
levels of flowing gas should not substantially exceed 1140
BTUs. It is for this reason that GCNM contracts for natural gas
processing to reduce BTU levels and has recently assisted in the
acquisition of the Kutz and Lybrook Processing Plants by an
affiliate company.

Unfortunately, casinghead gas is often located down-
stream from processing plants. Therefore, this high Btu gas
must enter into GCNM's transmission lines in its raw form. A
forced priority could result in a high proportion of such low
quality gas entering GCNM's system resulting in operational dif-
ficulties.

GCNM currently complies with the priority schedule to
the extent allowed by its transmission and distribution opera-
tions. However, as the Company mentioned in its previous com-
ments, casinghead gas is already somewhat unattractive due to
its low pressure, unpredictable reserves and low deliverability.
GCNM fears that a strict order of priority would cause many pur-
chasers to refuse to contract for additional amounts of casing-
head gas as the only means to address any inflexibility in the
rule.

In its first draft of proposed rules, the Gas Advisory

Committee recommended that exceptions to priority provisions be



allowed so that a purchaser would not be required to take ", . .
gas of a quality or under a pressure or under any other condition
by reason of which such gas cannot be econmically and satisfac-
torily used by such purchaser by means of his transmission facil-
ities then in service." GCNM does not desire that the Commission
adopt exceptions based on economic need so much as it wishes

that operational conditions be addressed. The Company strongly
urges the Commission to adopt regulations or procedures that

will address operational constraints of common purchasers. This
is of particular importance to GCNM because its natural gas
purchases go directly from producers and through its system for
consumption by New Mexico end-users.

Alternatively, if the Commission desires to adopt chan-
ges to Rules 315, 413 and 903 without inclusion of operational
exceptions, GCNM urges that it do so in the form of a memo rather
than an order. This would allow the Commission to establish the
policy of priorities of production without tying its own hands
in recognizing exceptions. In any event, the Company believes
that the Commission should allow for variance procedures, either
through written petitions or hearings, that would allow a pur-
chaser variances to any adopted priority schedule to recognize

system contraints and operational difficulties.



CASE NO. 9018, PROPOSED AMENDMENT OF RULES 10(a), ll(a)

AND 11(b) OF THE GENERAL RULES FOR PRORATED GAS POOLS:

It is GCNM's understanding that the appeals of Blackwood
and Nichols Co., Ltd. and Tenneco 0il Company were withdrawn
with respect to the twelve times over-production limit. Because
no petition for rehearing dealing with this matter was considered
by the Commission, GCNM understands that the twelve times limit
will remain in effect. In passing, GCNM would submit to the
Commission that absent a twelve times provision, the Company
would have great difficulty in serving its firm New Mexico load
from New Mexico sources. The increase from the six times to the
twelve times limit was necessary to allow the Company to
continue its winter service without relying on "back-up" or
contingent supplies from outside New Mexico, and was not needed
merely to allow GCNM to increase its activity in the spot market.

GCNM urges the Commission to allow for a reasonable
balancing period when over production in any pool occurs. In
carrying out its statutory duty to prevent waste and protect
correlative rights, the Commission should not ignore market re-
alities nor hinder producers who want to sell their gas. This
is especially true when the nominations process is dominated by
a very few number of purchasers. Mr., Vic Lyons, in testimony
for the Division, stated that loss of o0il production to other
countries was a form of waste. This is also true with respect

to loss of gas production. Those markets, once satisfied, are

rarely available again and thus contribute to wells being



shut-in. GCNM believes that the Commission should seek to
prevent waste and protect the rights of producers, but also seek
to maximize New Mexico's share of the nation's natural gas
production. As Tenneco's witness, Mr. Jones testified at the
rehearing, New Mexico's share of California natural gas
consumption has dwindled steadily the past few years. GCNM
hopes that the Commission will pursue a permanent solution that
will consider all of these factors. Absent such as provision,
the current practice of allowing reasonable variances and
balancing periods should be left in place. This problem must be
effectively addressed by participants in Commission proceedings
and ultimately by the Commission. GCNM appreciates this

opportunity to present these comments.

14
Respectfully submitted this (4 day of March, 1987.

KELEHER & McLEOD, P. A.

By=— S %%f@” 2 —
JONATH M. DUKE

Post Office Drawer AA
Albugquerque, New Mexico 87103
(505) 842-6262

Attorneys for Gas Company of
New Mexico, a division of
Public Service Company of
New Mexico

3135E



STATE OF NEW MEXICO
DEPARTMENT OF ENERGY AND MINERALS
OIL CONSERVATION COMMISSICN

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION TO CONSIDER THE
ADOPTION OF NEW RULES 315, 413
AND 903,

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION

DIVISION TO CONSIDER THE AMEND-

MENT OF ORDER NO. R-8170.

)
)
)
)
)
)
)
)
)
)
)

Case No. 9015

Case No. 9018
Docket No. 8-87

CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of Gas Company of

New Mexico's comments to Department of Energy and Minerals 0il

Conservation Commission was mailed by first class mail, postage

prepaid, to the following:

Jeff Taylor

0il Conservation Division
P.0. Box 2088

Santa Fe, NM 87504

Rober H. Strand, Esgq.

Atwood, Malone, Mann & Turner
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PHILLIPS PETROLEUM COMPANY S
m ODESSA, TEXAS 79762

4001 PENBROOK
S i L
EXPLORATION AND PRODUCTION GROUP

March 17, 1987

0i1 Conservation Division
Proposed Rules 315, 413, and 903

State of New Mexico (&u G005
Energy and Minerals Department

0i1 Conservation Division

P.0. Box 2088

Santa Fe, New Mexico 87501

Attention: William J. LeMay, Director
Gentlemen:

Phillips Petroleum Company recommends the proposed rules be adopted
as Statewide Rules as opposed to an order or memorandum. Attached
are copies of Phillips' proposed rules as presented to the gas
priorities committee in December, 1986. We again submit these
proposals for consideration.

Sincerely,

) oo

Larry W. Sanders, Supervisor
Regulation and Proration
Permian Basin Region

LMS:dg

Attachments



PHILLIPS PETROLEUM COMPANY'S
PROPOSED ALTERNATIVE TO RULE 315
PRIORITIES OF PRODUCTION

Rule 315: Priorities of Production

A.

B.

To prevent waste, every person now engaged or hereafter engaged in the
business of producing gas from gas wells or casinghead gas from oil wells
shall observe the following priority production schedule:

(1) Gas from all wells designated under a hardship classification
by the Division under Rules 410, 411, or after hearing shall
have first priority;

(2) casinghead gas from Division approved waterflood, pressure
maintenance, or certified tertiary recovery projects shall have
second priority;

(3) casinghead gas shall have third priority;

(4) gas from downhole coomingled wells involving one or more gas
zones and one or more o1l zones shall have fourth priority;

(5) gas from wells classified as gas wells in associated pools
shall have fifth priority;

(6) gas from wells in non-associated pools shall have sixth
priority.

a. Wells with accumulated underproduction shall be given -
priority over wells with accumulated overproduction.

The priority production schedule shall be observed by giving all highest
priority gas an opportunity to produce before giving gas with the next
highest priority the opportunity to produce and so on throughout the
priority schedule until the demand for gas is met. In the schedule
}1§ted above, the highest priority gas is (1) and the lowest priority is
6).

To prevent waste, whenever a common purchaser is unable to take all gas
legally produced or available from wells connected to its system the
curtailment schedule shall be the reverse order of the priority
production schedule. The lowest priority (6) should be curtailed first
and the highest priority (1) curtailed last.

REG/PRO/priorityl



PHILLIPS PETROLEUM COMPANY'S
PROPOSED ALTERNATIVE TO RULE 413
PRIORITIES OF PRODUCTION

Rule 413: Priorities of Production

A.

B.

c.

To prevent waste, every person now engaged or hereafter engaged in the
business of producing gas from gas wells or casinghead gas from oil wells
shall observe the following priority production schedule:

(1) Gas from all wells designated under a hardship classification
by the Division under Rules 410, 411, or after hearing shall
have first priority;

(2) casinghead gas from Division approved waterflood, pressure
maintenance, or certified tertiary recovery projects shall have
second priority;

(3) casinghead gas shall have third priority;

(4) gas from downhole commingled wells involving one or more gas
zones and one or more 0il zones shall have fourth priority;

(5) gas from wells classified as gas wells in associated pools
shall have fifth priority;

(6) gas from wells in non-associated pools shall have sixth
priority.

a. Wells with accumulated underproduction shall be given
priority over wells with accumulated overproduction.

The priority production schedule shall be observed by giving all highest
priority gas an opportunity to produce before giving gas with the next
highest priority the opportunity to produce and so on throughout the
priority schedule until the demand for gas is met. In the schedule
liited above, the highest priority gas is (1) and the lowest priority is
(6).

To prevent waste, whenever a common purchaser is unable to take all gas
legally produced or available from wells connected to its system the
curtailment schedule shall be the reverse order of the priority
production schedule. The lowest priority (6) should be curtailed first
and the highest priority (1) curtailed last.

REG/PRO/priority2



PHILLIPS PETROLEUM COMPANY'S
PROPOSED ALTERNATIVE TO RULE 903
PRIORITIES OF PRODUCTION

Rule 903: Priorities of Production

A.

c.

E.

To prevent waste, any common purchaser taking gas produced from gas wells
or casinghead gas produced from oil wells, from a common source of
supply, shall observe the following priority production schedule:

(1) Gas from all wells designated under a hardship classification
by the Division under Rules 410, 411, or after hearing shall
have first priority;

(2) casinghead gas from Division approved waterflood, pressure
maintenance, or certified tertiary recovery projects shall have
second priority;

(3) casinghead gas shall have third priority;

(4) gas from downhole commingled wells involving one or more gas
zones and one or more oil zones shall have fourth priority;

(5) gas from wells classified as gas wells in associated pools
shall have fifth priority;

(6) gas from wells in non-associated pools shall have sixth
priority.

a. Wells with accumutated underproduction shall be given
priority over wells with accumulated overproduction.

The priority production schedule shall be observed by giving all highest
priority gas an opportunity to produce before giving gas with the next
highest priority the opportunity to produce and so on throughout the
priority schedule until the demand for gas is met. In the schedule
2i§ted above, the highest priority gas is (1) and the lowest priority is
6).

To prevent waste, whenever a common purchaser is unable to take all gas
legally produced or available from wells connected to its system the
curtailment schedule shall be the reverse order of the priority
production schedule. The lowest priority (6) should be curtailed first
and the highest priority (1) curtailed last.

Any gas transporter connected to a well, lease, or field facility, which
provides transportation to the spot market, shall provide an affiliate or
associate marketing service. Such marketing service shall provide the
opportunity for sale of gas from wells in the above priority production
schedule from the highest priority to the lowest priority to the extent
of available demand.

Definition of a system:

REG/PRO1/priority



EXXON COMPANY, USA o e
POST OFFICE BOX 1600 » MIDLAND, TEXAS 79702-1600 SR . ]

March 18, 1987

PRODUCTION DEPARTMENT
SOUTHWESTERN DIVISION

NMOCD Case No. 9015
Gas Priority Production Schedule

Mr. William J. LeMay, Director

New Mexico 0il Conservation Division
P. 0. Box 2088

Santa Fe, New Mexico 87501

Dear Mr. Lemay:

Exxon Corporation appreciates having had the opportunity to work with other
industry representatives on the Gas Bank/Priorities Study Committee which
met on December 16, 1986. This committee jointly recommended that if any
gas priority schedule is adopted by NMOCD rule or memorandum, it should be
the priority schedule contained in Part A of the memorandum 1language
originally proposed for the January 8, 1987 hearing (Attachment 1). As
Exxon provided input through this Committee, we did not plan to make a
statement at the March 5, 1987 Commission hearing, and were surprised to
learn of several statements offered by other producers in support of the
priority schedule contained originally in a February 28, 1983 memorandum
from Joe D. Ramey (Attachment 2).

We believe the committee’s recommended schedule corrects a significant
failing of Mr. Ramey’s schedule by removing the requirement that "high
capacity wells in unprorated gas pools" be placed in the lowest priority
category along with overproduced wells in prorated gas pools. An
overproduced well in a prorated pool has produced gas in excess of an
allowable assigned by the Division to prevent waste and to protect
correlative rights in that pool. No parallel situation exists in
unprorated pools, since the Commission has not found that proration is
needed, and has not imposed a suitable method of allocating allowable
production. The "capacity" of a well in an unprorated pool only indicates
ability to produce, not whether the well has produced more or Tess than
some "fair share" of the pool’s past market demand. Giving "low capacity”
wells a priority over "high capacity" wells under any arbitrary definition
does not consider past production with respect to the remainder of the
pool, and therefore does not serve to protect correlative rights within an
unprorated pool. We urge you not to carry this failing forward into a
future order or rule.

Sincerely,

y
/%M/% Y2474

ichard D. Goddard

RDG:dtt
Attachments

A DIVISION OF EXXON CORPORATION
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ATTACHMENT 1
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70! ALL CAS PRODUCERS. PURCHASERS, TRANSPORTERS
. AXD INTERESTED PERSONS

RO R. L. STAMETS, DIRECTOR

SUBJECT: JANUARY 8, 198° HEARINGS OnN CASE NO. 9013 (PRIORITY PRODUCTION SCHEDULE) A'D
CASE NO. #0183 (CAS BANK)

-
-

vﬂl(

On December 18, 1086, 5 voemittee met to further study pr!orify production schedule and gas
bank proposals.

The following represents some of the results snhd questions arising from their work. Also,
an alternative to the Gas Bank proposs] was brought forth following the coomittee meeting
and {s presented haraip,

1 sncourage all interestesd parties to review this meterial and be prepared to preasent
appropriste testimony at the January 8, 1987, Comzission hearing.

Case $01% Priority Producifon Scheduls *

It way suggested that this be retsined as s pemorandum by the Dirsctor for the time being.
The following 8 lenguage which has been proposed to be included in such s memorandum and/or
»8 findings in the order in this case:

To pravent the waste of ¥nt which might result from the ghutting {n or eurtallmant of
certain walls {n New Mexico, tha Priority Production SBcheduls outlined below 1s hereby
estsbiished.

In order for » seller of gas to snjoy the benefit of the priorities astablished herainbelow
ft may Be necessary to sell gas at market-cliearing levels or other terms mutually scceptabie
to the purchassr and aeller. This is not to be interpreted in any respect as sn
interfererce or {impedioent to existing contractiual rights or sn {mpairment of onc party's
rights to instftute or maintain l1itigstion over alleged breaches of those contrsctual
rights. Any value paid and volumes teken may have the effect of mitigeating damages under
such alleged breaches. Refusal to se!! gas under current market conditions is tegsrded as a
decision not to mitfigete dameges and alsc should not impeir an {njured perty's tights to
pursue recovery of damages in a court of law. Buch matters are not within lgu suthority of
the Division. The Divisien's role {s Jimited to preventiion of waste and protection of
torrelative righta by allocating the gas market! equitably between wells in a pool,
establishing priorities of takes within sach system and taking sppropriate action where »
purchaser or transporter fe discriminating unressonsbly ip the taking of gas between pocis
or belween wells fn & pool. ) -

A, To prevent waste, every person now engeged or hereafter engaged in the Busineas cf
(producing, transporting, purchssing) gas {rom gas wells or casinghead gas f{row
oii1 wells shall observe the following priority production scheduls:

(1) Gas from all wells designated under a hardship
clasasificetion by the Divielon under Rulas &10, 411, or after hesring shall
have firs: priority;

£2) cusinghead gas from Division lpfrovcd waterflood,
pressure mpintensnce, or certified tartizry recovery projects shall have
second priority;
(3) ossinghead gas shall bave third priority: . i

(4) gus from downhole commingled wells involving one or Dore gas sones and one or
more 051 sones shall have fourth priority;

(3) gos from wells classifind as gas wells {n essocisted pools ehall have fifth
priority;

R 1T

(8) gss from wells {n gon-assoofated pools ehell have sixth priority.



B. Any gas transporte” connectisd 10 & wa,!. lesse or fieid facility, which
t-anzportisr provides transportetion to the spot market, shall provicde an Jff(1ig1e
or essotidte marketing service., Such Darxeting scrvice shall provide 1tk
opporiunitly for vale of ges frcw we!ls in the above priority schedule from the
highest to lowes: to the extant 5 aveilable demand.

C. The scroedule shell be observed b gliving »!) highest priority ges oL opportuniys
to produce defors giving. gas with vhc next highest priority the opporiunity tg
prodice snd so on throughout the priority schedule until the demanc for gas i
met. Ir the schecdnle (isted above, the lowest priority is numler & anc the
highest (s mumber 1.

*» ® ¢ & & % s » » e =
Your epinion {s solicited on the following questions:

1) I3 eontinvetion of the schedvie by Bamorandum a reasonable alternative?

(2) Should all sssocisted poo! ges wells enjcy a special priority or only those
tn the Tubb and Bitnebry O.! and Gas Poois? Otber associeted sliowables are
equal to casinghead allowables.

(3) As waste Bag nhot bean tied to wall] capecity st this point, underprocuced or
tow espacity gas weils hsve received no special priority. Ts this
appropriste?

(4) Ars the priorittes in ths corract order® 1f pot, why not?

Compents on eny othar portion of the propessl will be appreciated.

Cuse 9018 Gas Bank

in Casa #0818 the docket for the November 20 Commigsion Learing contsined proposed rules for
a ge= allowable bank. In sunmmary, the bank §s divided into two parts, primery and
secondary. The pridary bdanxk would permit operators of wells which are cspatije of
pon-marginel production 20 withdraw their wells from the gas market and secrmulste
equirslent silovapie for future make-up. The deferrec allowable then would be distributed
10 non-banked wells pesulting {r fncreaced current allowables 1o thoss wells. Essentially
1t distributes current allnwable to the wells able arc willing to sell in the current
market. The banked allowabla offers only the apportun:ily to make up the sllowsbie "loanad”
to producing wells by everprnducing at a later date Whea they ehoose to re-enter the market,

The secondary bank merel]y records sllowable canceiled by underproduction due to lack of
edequetce macke! or producing opportunity in the ocarrent market situstion and makes 1t
svaflsble for make-up when the markst improves.

The proposal wus reviewed by the comnittee and hos nct received strong support. There 18
fear nn one hend that too menr wells would go into (he gas bank so that current demend
einnot be met. On the othe: hand no representative {ndiceted & desire to use the primary
ges bank. :

Cartsinly the Divisien wiil no: proposs adoptien of a program that nobody wants to use.
Unless rome parties support the coacept and indicate a desire to use the primary gas
eliowable bink, it will be Gropped ano mtitention will dbe given only to handling cencelled
underproduction aliowable 80 that {1 can bs made up in happier times,

Anv parts supporting the gas benk proposal should be prepared to test{fy tn {ts faver on
January $th.

Cos Bank Alterrative

An slternstive to the proposed gas benk would be & change tn the rules which would allow for
roinstetement of allowable for up to § yests beginning April 1, 1988. U.der this plun,
wrderproduccd wells wou'!d be reclassified and allowables cancelled as contempliated by the
tules. ilfowever, any oOperatur eould putition the Division for assignoent of all or a por:fon
of the non-marginel sllowsbia whick woull huve been assigned during tho periel from April 1,
1988 to March 31, 1991, vresuining sfter subtractien of actusl produgtfon. Bueh sseignoen:
eould be creditcd a8 nesdad such ss when & weil reached the SiX or twelve times overprocduced
timit. To qualify an operstor wouid hava t> demoRstrTate that the well ynvolved wes cupadl?
of non-marginel production during the five-vesr period.

This lest propossl enjoys svame of the sdventsges of the gas bank but should be siopler to
sdrinister. Agrin your eosments ere invited.
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_ hoz..;_ ;..ALL.OBERATORS'AND ALL.GAS punc '

FROM: . JOE n. RAMEY DJ:VISION DIRECTOR _‘
| srmncr. o pnxonrrms os c;zas PRODUCTION AND PURCHASBS. o

A, - . ‘.
'_,'|. " '. . 'f

._- -

) JDurzng:periods.of low-demand fo: NeW'MEXLCO gas, the
'_follow;ng curta;lment schedule should be observed.. '

"J’fjil.. Overproduced.non-marqlnal and h;gh capacxty
- '“"j non-prorated gas wells =¢“LV o _
{::ﬂf”fj;?:iﬁéil. anrmargxnal gas.wella ﬁ;ﬂf??}ﬁ}iff:f.“;?
S ﬂﬂ*jﬁ{ Marginal and low~capac1ty non-prorated 7¥?w .
. : gas wells - el i e
.;13 4.. Exempt.marginal gas wells '
— '5. Casxnghead gas' "l .'.
6. Gas wells which Wlll be damaged by belng
. » shut=-in or will require swabbing to
-~ produce after bezng shut-;n C

Those operators with wells in category No. 6 must furnish
the Division with substantial proof before they will
quallfy for this catEgory. :

Linyone wxsh;ng to comment on this curtailment schedule

-, should submit written comments to this office. by
February 28, 1983. _

$ gy 10, a0 ~ ILLEGIBLE
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Amoco Production Company

Denver Region
1670 Broadway

P.0. Box 800
March 19, 1987 28?.‘35383{%’28080201
o . FEDERAL EXPRESS #
Mr. wWilliam J. LeMay, Director RECEIVED ‘

0Oil Conservation Division
New Mexico Department of M

Energy and Minerals AR 201987
State Land Office Building

Santa Fe, New Mexico 87503 QUL CONSERvATION DIVISION

L A%

(2

AN

File: NWA-117- 986.511

Case 9015 Priority Production Schedule

Amoco Production Company welcomes this opportunity to provide
comments on proposed new Rules 315, 413, and 903. As stated
at the March 5, 1987, hearing on this matter,it is our
recommendation that proposed Rules 315, 413, and 903 not be
adopted and that the Director issue any required gas priority
schedule in memorandum form.

The essential purpose of a priority production schedule is

to prevent subsurface waste by identifying a hierarchy of
curtailment based on the potential of subsurface waste. It
should not interfere with existing contracts or interfere
with the actions of the market place. It is our opinion that
the February, 1983 memorandum from the Director was effective
in that it properly addressed the hierarchy of curtailment
for the prevention of waste without affecting the intricacies
of the market. The proposed revision of rules, however, goes
far beyond the prevention of waste in trying to address
complex market problems.

Certainly it can be stated that the gas market has changed

and is currently undergoing changes brought on by the _
oversupply of gas. These changes may continue and ultimately True
prove to be long lasting, but they may also dissipate once

the oversupply of gas diminishes. It is our opinion that the

adoption of a new rule to address what may very well be a

short term problem is inappropriate,[égpecially when there is neot

no testimony that any producer, gatherer, or purchaser is e*QCHY,
currently violating the current memorandum and causing waste. Frue .
The fact that market conditions are so volatile would also

invaribly result in the constant tinkering of the rule to

react to untold problems that we cannot anticipate. A process Teue
that would result in the rule being constantly out of

alignment with the market. Addressing the required prevention

of waste through a memorandum form would allow additional



flexibility to react to changes in the market conditions.  p,/er also

The primary concern of the Division staff which led them to
recommend the adoption of the proposed rules as opposed to
the retention of a memorandum was the apparent enforcibility
of a rule, regulation, or order as opposed to a memorandum
from the Director. It is our opinion that the Division has
the ability to call any purchaser, operator, or transporter
to a hearing on its own motion to explain why the memorandum
is not being followed and to investigate whether waste is
occurring. If in fact waste is found to have occurred or is
occurring, the Division has ample legal authority to take
appropriate action.

It is our recommendation that Case 9015 be dismissed and that
the Director issue a memorandum setting forth the priority
production schedule as recommended by the Long Term Solutions
Committee. It is also our recommendation that the preamble
and paragraph B presented at the March 5th hearing, which
were not developed by the Long Term Solution Committee, be
deleted from any memorandum or adopted rule so that only
language as recommended by the Long Term Solutions Committee
be retained.

Very tryly vyours,

O 4

C. A. Wood
Region Proration and Unitization Manager

CAW/bijw

cc: D. R. Currens - Houston
K. J. Lund



P BLACKWOOD & NicHoLs Co., LTD.
r T . " i, 1310 FIRST NATIONAL CENTER WEST
S B OKLAHOMA CITY, OKLAHOMA 73102

405 235.8505

Novembey 10, 1986

State of New Mexico

0il Conservation Division

P.0. Box 2088

Santa Fe, New Mexico 87504-2088

Attn: R. L. Stamets, Director
Re: Proposed Rule Changes
Dear Mr. Stamets:

The hearing October 23, 1986 brought up several ideas for rule
changes which were good. We were particularly pleased to hear that an
"AlTowable Bank" idea was being considered. This idea, if properly
implemented, could greatly aid in protecting correlative rights between
producers. It is hoped that this basic idea will be brought forth in
each committee or sub-committee hearing on rules in the future.

Mr. William Clark, Blackwood & Nichols Co., Ltd., in the Durango
office will be available to serve on rules committees or sub-committees.
I will also be glad to offer suggestions to the various committees.
Please let us know when the committees are to meet on the various pro-
posed rule changes.

The following suggestions are offered concerning Docket numbers
9015 - 9018 heard October 23, 1986 and continued to November 20, 1986.

<gocket No. 9015 )
—RUTE*BTB"F;%orities of Production

We recommend the adoption of these priorities as printed
in your memorandum dated October 1, 1986.

Rule 903 Priorities of Production

We recommend adoption of section (a). We oppose adoption
of section (b). We recommend adoption of section (c), with
the wording changed to read as follows:

"Should any purchaser be unable to take gas in accor-
dance with the conditions described in paragraph (a) of this
rule, such purchaser shall write the operator of the affected
wells and explain the reason."

Docket No. 9017
Rule 902 Ratable Take
We oppose adding the additional paragraph proposed in the mem-
orandum of October 1, 1986.



Docket No. 9016
Rule 414
We believe that if the conditions of Alternative Nos. 1 and
2 have been satisfied as between the Operator and the W.I.
Owners of a well, then the 0il Conservation Division should
allow the well to be produced and assign it a proper allow-
able. There would seem to be no disagreement as to property
rights under these two plans.

We recommend that the 0i1 Conservation Division limit the
amount any W.I. Owner be allowed to be overproduced to two
years of their proportionate share of allowabie, from any
well.

The rule could be worded in such a manner to make the
Operators responsible for contro111ng the gas deliveries
and balancing.

Docket No. 9018
Rule 10 (a) should be amended in its entirety. The "Allowable
Bank" idea needs to be implemented in each of the subdivisions
of this rule. It is recommended that the reasons for under-
production be stated for each well and that the allowables be
directly connected to the well's physical capability of pro-
ducing gas. The following Rule 10 is recommended:

Rule 10 (a) (1) Underproduction, Northwest:

For the prorated gas pools of northwest New Mexico, a non-
marginal GPU which has an underproduced status as of the end
of a gas proration period shall be allowed to carry such
underproduction forward into the next two gas proration periods
and may produce such underproduction in addition to the allow-
able assigned during the next two succeeding periods. Any
underproduction carried forward for the two gas prorative periods
and remaining unproduced shall be cancelled if the reason for
underproduction was the well's physical inability to produce
the allowable quantities of gas.

Rule 10 (a) (2) Underproduction, Southeast:

For the prorated gas pools of southeast New Mexico, any
non-marginal GPU which has an underproduced status as of

the end of a gas proration period shall be allowed to carry
such underproduction forward in the next gas proration period
and may produce such underproduction in addition to the
allowable assigned during such succeeding period. Any under-
production carried forward into a gas proration period remain-
ing underproduced at the end of such gas proration period
shall be cancelled if the reason for underproduction was the
well's physical inability to produce the allowable quantities
of gas.

Rule 10 (a) (3) Reasons for Underproduction:
No well's allowable will be cancelled for lack of market



or being shut-in because of a contract dispute over price.

Allowables will only be cancelled because of a well being
physically unable to produce gas in volumes sufficient to
sell its allowable.

These suggestions are not intended to be "sacrosanct," but do rep-
resent what we believe to be fair to all parties involved in the pro-
duction, sales, and purchases of natural gas in New Mexico.

Please let us know if you have any questions about these recom-
mendations.

Yours very truly,

ikl 7 Bbwloowd
Charles F. Blackwood

CFB:sp
CC: Victor Lyon, Chief Engineer
F.T. Chavez, District III Supervisor
William F. Clark, Blackwood & Nichols Co., Ltd./Durango, CO.
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February 16, 1987

State of New Mexico

Energy and Minerals Department
0il Conservation Division

P.0. Box 2088

State Land Office Building
Santa Fe, New Mexico 87501

Attention: William J. LeMay
Director

Subject: Request for_ Cogments
Case No's. and 9018

Mesa Operating Ltd Partnership (Mesa), one of the larger natural gas producers
in the State of New Mexico, would like to offer comments on the following
cases:

Case No. 9015 - Priority Production Schedule

Mesa has reviewed the language and the schedule of gas production priorities
as proposed in R. L. Stamet's memorandum of December 15, 1986, and finds the
"proposal" to be workable and acceptable in its present form.

Case No. 9018 - Gas Bank

Mesa has reviewed the language and workings of the proposed "Gas Bank Rule"
and its "Alternative" as presented in R. L. Stamet's memorandum of December
15, 1986. Also, Mesa received and reviewed the "Proposed Amendment to Order
R-8170" as outlined in Charles E. Roybal's memorandum of January 9, 1987,

and finds that this latest proposal is workable and acceptable in its present
form.

Thank you for the opportunity to comment on these proposed rules.

Sincerely,

ulatory Compliance/Safety

MESA LIMITED PARTNERSHIP
ONE MESA SQUARE / POST OFFICE BOX 2009 / 806 378-1000 / AMARILLO, TEXAS 79189-2008
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L EEE ' ONE OF THE WILLIAMS COMPANIES

IR YA IO ’ SALT LAKE CITY, UTAH 84108-0900
LA RC N NI N 801-583-8800

November 10, 1987

Mr. William J. LeMay

011 Conservation Commission
P. 0. Box 2088

Santa Fe, NM 87504

Re: Order No. R-8441 Establishing a Gas
Priority Production Schedule

Dear Mr. LeMay:

This letter is written as a matter of courtesy to you and to request
that the New Mexico 0il Conservation Commission amend or withdraw the
captioned Order. In so doing, Northwest's desire is to act as a good citizen
of the State of New Mexico, and to promote the well being of the State and the
industry.

Northwest notes that the Commission cited Transcontinental Gas Pipeline

Corp. v. State Oil & Gas Board of Mississippi in Order R-8441 and that the
Commission is concerned with the proper balance between state and federal
regulation. In tight of the case of ANR Pipeline Company v. Corporation
Commission of Oklahoma (Western District Oklahoma, 1986), Northwest wonders if
the Transco decision can be limited as the Commission stated in its Finding
No. 4. The Order also presents other problems:

As an example only, Section 2 of the Order commences "To the extent it
i¢ feasible,..." This presents an ambiguous and equivocal standard which may
vary from well to well, and for each producer, operator or transporter. The
word “"feasible" makes too vague a standard for knowledgeable compliance with
the stated priorities; Northwest's counsel has advised it that the rule
violates the due process clause and is, therefore, unconstitutional.

Section 3 imposes upon the transporter the duty to "insure that gas
entering its system shall do so in conformance with the priority schedule
contained in the Order." Northwest is currently gathering 64 MMcf/d of gas
for approximately 11 producers that is being delivered to E1 Paso Natural Gas
Company at La Jara for spot sales to end-users and 1local distribution
companies, mostly in California. Northwest does not know, and in fact has no
way of "insuring” that these producers are complying with the Order. More
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importantly, if Northwest terminates this service, it would have a substantial
adverse financial impact on the producers, Northwest and the state of New
Mexico. '

Section 5 provides that "it is not intended by this Order to interfere
with or impair contractual rights between buyer and seller...." One of the
obvious questions presented by this section is whether or not the production
priority schedule 1is subject to the provisions 1in contracts obligating
Northwest to take specified quantities of gas. As a specific example, in
order to settle a dispute with a producer which was being litigated in New
Mexico courts, Northwest entered into a settlement agreement and contract
amendment wherein it agreed to purchase gas from the producer's wells 100% of
the time for a given period. Pursuant to that settlement agreement, Northwest
is producing 3.4 MMcf/d of gas from some 62 wells. Approximately 0.6 MMcf/d
of this volume is produced from 21 wells in priorities which may not always be
produced under the Order. In informal discussions with the Commission,
Northwest was orally advised that it is not relieved from compliance with the
priority production schedule by that agreement. If this be so, is compliance
with the priority production schedule an act of force majeure, which effects
the take-or-pay provisions of its contracts? Apparently not, for that would
be interference with or impairment of contractual rights. There are other
instances on Northwest's system which create similar concerns.

Thus, Northwest must comply with both 1its private contractual
obligations as well as the priorities established by the Order. If Northwest
did so, the cost of gas to Northwest and its customers would increase by an
estimated $30,000,000 annually. Increased costs are specifically prohibited
by the Transco case.

Northwest is most concerned with its financial exposures under the Order
and sincerely believes that something must be done to resolve the problem. As
the Commission retained jJurisdiction to "amend, modify or suspend the

-—provisions (thereof) as in its discretion is necessary”, Norinwest
respectfully requests that the Commission amend or withdraw the Order. Absent
resolution of the problem by the Commission, Northwest must take action to

protect is interests.
'Sinceretcou@zw
W

rren 0. Curtis, Manager
Land and Price Administration

WOC:js
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(1140-005)
HAND DELIVERED

Mr. William LeMay, Director

New Mexico 0il Conservation Commission
P.0. Box 2088

Santa Fe, NM 87503-2088

RE: Commission Case Nos. 9015 and 9018

Dear Mr, LeMay:
Enclosed please find an original and three copies of Gas Company of
New Mexico's comments in the above entitled matters. If you have
any questions regarding this filing, please don't hesitate to
contact me,

Very truly yours,

KELEHER AND MCLEGD, P.A.

a . Du
cc: Phyllis Bourque
Buster Orbison
Tommy Sanders
JD/pmg
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STATE OF NEW MEXICO

DEPARTMENT OF ENERGY AND MINERALS
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING )
CALLED BY THE OQOIL CONSERVATION )
DIVISION TO CONSIDER THE )
ADOPTION OF NEW RULES 315, 413 )
AND 903, Case No. 9015
IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION
DIVISION TO CONSIDER THE AMEND-
MENT OF ORDER NO. R-8170. Case No. 9018

Docket No. 8-87

COMMENTS OF GAS COMPANY OF NEW MEXICO

INTRODUCTION

During its hearing of March 5, 1987 in Docket No. 8-87,
the 0il Conservation Commission received comment and testimony
regarding the above-entitled matters. During the hearing,
Commissioner William J. LeMay allowed the parties two weeks to
comment on cases considered in that docket. Gas Company of New
Mexico, a division of Public Service Company of New Mexico
("GCNM"), by and through its attorneys, Keleher & McLeod, P.A.,
hereby files its comments regarding Case Nos. 9015 and 9018.
GCNM operates gathering, transmission and distribution facilities
for the sale of natural gas within New Mexico. GCNM is a common
purchaser of natural gas as defined in §70-2-19 NMSA 1978 and in
Rule 0.1 of the Rules and Regulations of the 0il Conservation
Division of the Energy and Minerals Department ("Division"). As

a purchaser of natural gas from prorated pools in New Mexico,

GCNM is an interested party in Cases 9015 and 9018, GCNM will



not comment regarding other matters considered in Docket No.
8-87. However, an absence of comment regarding other cases in
this docket should not necessarily be viewed as acquiescence to
or agreement with these individual proceedings and rulings
issuing therefrom. GCNM reserves any right it may have for

future comment in all cases considered in Docket No. 8-87,

CASE NO. 9015, PRIORITIES OF PRODUCTION:

GCNM submitted comments regarding Case No. 9015 and
other matters on November 10, 1986. The Company requests that
the Commission take official notice of this filing. In its
previous comments, GCNM explained the operational difficulties
that result when unprocessed gas of a high Btu content is intro-
duced into the Company's system. When natural gas of either a
heavy hydrocarbon content or a high heat value enters GCNM's
transmission lines, numerous problems may result. GCNM would
prefer, in the absence of processing, to take gas with the
lowest Btu/cf content possible into its transmission system.

The reason for this is that lower Btu content gas contains less
liquid that could condense in the Company's pipelines.

As the Commission is aware, the resulting condensation tends to
pool and accumulate in sag bends of the transmission lines.

This liquid resides there until the force of gas flow is strong
enough to move the liquid component. When the liquid finally
moves, it does so at a high velocity. There is a potential that
any delivery point could be overwhelmed by the receipt of a

large slug of such liquid.



The highest Btu content gas that GCNM takes from its
northwest supply system is casinghead gas. The heat value of
this gas can be up to 1,600 Btu's per cubic foot. By contrast,
gas well gas has a Btu content from 1,120 Btu's to 1,200 Btu's
per cubic foot. The safe and efficient operation of gas
transmission and distribution facilities dictates that BTU
levels of flowing gas should not substantially exceed 1140
BTUs., It is for this reason that GCNM contracts for natural gas
processing to reduce BTU levels and has recently assisted in the
acquisition of the Kutz and Lybrook Processing Plants by an
affiliate company.

Unfortunately, casinghead gas is often located down-
stream from processing plants. Therefore, this high Btu gas
must enter into GCNM's transmission lines in its raw form. A
forced priority could result in a high proportion of such low
quality gas entering GCNM's system resulting in operational dif-
ficulties.

GCNM currently complies with the priority schedule to
the extent allowed by its transmission and distribution opera-
tions. However, as the Company mentioned in its previous com-
ments, casinghead gas is already somewhat unattractive due to
its low pressure, unpredictable reserves and low deliverability.
GCNM fears that a strict order of priority would cause many pur-
chasers to refuse to contract for additional amounts of casing-
head gas as the only means to address any inflexibility in the
rule.

In its first draft of proposed rules, the Gas Advisory



allowed so that a purchaser would not be required to take ". . .
gas of a quality or under a pressure or under any other condition
by reason of which such gas cannot be econmically and satisfac-
torily used by such purchaser by means of his transmission facil-
ities then in service." GCNM does not desire that the Commission
adopt exceptions based on economic need so much as it wishes

that operational conditions be addressed. The Company strongly
urges the Commission to adopt regulations or procedures that

will address operational constraints of common purchasers. This
is of particular importance to GCNM because its natural gas
purchases go directly from producers and through its system for
consumption by New Mexico end-users.

Alternatively, if the Commission desires to adopt chan-
ges to Rules 315, 413 and 903 without inclusion of operational
exceptions, GCNM urges that it do so in the form of a memo rather
than an order. This would allow the Commission to establish the
policy of priorities of production without tying its own hands
in recognizing exceptions. In any event, the Company believes
that the Commission should allow for variance procedures, either
through written petitions or hearings, that would allow a pur-
chaser variances to any adopted priority schedule to recognize

system contraints and operational difficulties.



CASE NO. 5018, PROPOSED AMENDMENT OF RULES 10(a), 11(a)

AND 11(b) OF THE GENERAL RULES FOR PRORATED GAS POOLS:

It is GCNM's understanding that the appeals of Blackwood
and Nichols Co., Ltd. and Tenneco 0il Company were withdrawn
with respect to the twelve times over-production limit. Because
no petition for rehearing dealing with this matter was considered
by the Commission, GCNM understands that the twelve times limit
will remain in effect. 1In passing, GCNM would submit to the
Commission that absent a twelve times provision, the Company
would have great difficulty in serving its firm New Mexico load
from New Mexico sources. The increase from the six times to the
twelve times limit was necessary to allow the Company to
continue its winter service without relying on "back-up" or
contingent supplies from outside New Mexico, and was not needed
merely to allow GCNM to increase its activity in the spot market.

GCNM urges the Commission to allow for a reasonable
balancing period when over production in any pool occurs. In
carrying out its statutory duty to prevent waste and protect
correlative rights, the Commission should not ignore market re-
alities nor hinder producers who want to sell their gas. This
is especially true when the nominations process is dominated by
a very few number of purchasers. Mr, Vic Lyons, in testimony
for the Division, stated that loss of o0il production to other
countries was a form of waste. This is also true with respect

to loss of gas production. Those markets, once satisfied, are

rarely available again and thus contribute to wells being



shut-in, GCNM believes that the Commission should seek to
prevent waste and protect the rights of producers, but also seek
to maximize New Mexico's share of the nation's natural gas
production. As Tenneco's witness, Mr. Jones testified at the
rehearing, New Mexico's share of California natural gas
consumption has dwindled steadily the past few years. GCNM
hopes that the Commission will pursue a permanent solution that
will consider all of these factors. Absent such as provision,
the current practice of allowing reasonable variances and
balancing periods should be left in place. This problem must be
effectively addressed by participants in Commission proceedings
and ultimately by the Commission. GCNM appreciates this

opportunity to present these comments.

4
Respectfully submitted this (94  day of March, 1987.

KELEHER & McLEOD, P. A.

By=— & j%j%! 2 —
JONATHAN M. DUKE

Post Office Drawer AA
Albuquerque, New Mexico 87103
(505) 842-6262

Attorneys for Gas Company of
New Mexico, a division of
Public Service Company of
New Mexico
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY AND MINERALS
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING )
CALLED BY THE OIL CONSERVATION )
DIVISION TO CONSIDER THE )
ADOPTION OF NEW RULES 315, 413 )
AND 903, ) Case No. 9015
)
IN THE MATTER OF THE HEARING )
CALLED BY THE OIL CONSERVATION )
DIVISION TO CONSIDER THE AMEND-)
MENT OF ORDER NO. R-8170. ) Case No. 9018

) Docket No., 8-87

CERTIFICATE OF SERVICE
I hereby certify that a true and correct copy of Gas Company of
New Mexico's comments to Department of Energy and Minerals 0il
Conservation Commission was mailed by first class mail, postage

prepaid, to the following:

Jeff Taylor Robert G. Stovall, Esgq.
0il Conservation Division Dugan Production Corp.
P.0. Box 2088 P.0. Box 208

Santa Fe, NM 87504 Farmington, NM 87499
Rober H. Strand, Esq. Thomas Kellahin, Esq.
Atwood, Malone, Mann & Turner Kellahin/Kellahin/Aubrey
P.0. Box 700 P.0O. Box 2265

Roswell, NM 88201 Santa Fe, NM 87504
Dennis K. Morgan James Bruce, Esq.
Southern Union Exploration Co. Hinkle Law Firm

Texas Federal Building P.0. Box 2068

1217 Main Street Santa Fe, NM 87504
Dallas, TX 75202

Daniel S. Currens, Esq. Ernest L. Padilla, Esq.
Amoco Production Co. Padilla & Snyder

P.0. Box 3092 P.0. Box 2523

Houston, TX 77001 Santa Fe, NM 87504
David Motloch, Esgq. Del Draper, Esg.

Tenneco 0il Company Northwest Pipeline Corp.
P.0. Box 3249 295 Chipeta Way
Englewood, CO 80155 Salt Lake City, UT 84108



J. Scott Hall

Campbell & Black, P.A.
P.0. Box 2208

Santa Fe, NM 87504-2208

Dated this 19th Day of March, 1987

JD/pmg



STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE
PROPOSED CHANGES OF THE

RULES AND REGULATIONS CASE Nos. @ 9016, 9017 and
OF THE OIL CONSERVATION 9018
DIVISION

COMES NOW Gas Company of New Mexico, a division of
Public Service Company of New Mexico ("GCNM*"), by and through
its attorneys, Keleher & McLeod, P.A., and files its comments in
response to the Proposed Changes in Division Rules of October 1,
1986 and Hearing held on October 23, 1986. GCNM is a common
purchaser for natural gas as defined in Rule 0.1 of the Rules
and Regulations of the 0il Conservation Division of the Energy
and Minerals Department ("Division") and as such is an "in-
terested party" in the above-entitled matter. GCNM desires to
comment regarding Case Nos. 9015, 9016, 9017 and 9018. An ab-
sence of comment regarding other cases in this proceeding should
not necessarily be viewed as acquience to or agreement with
these individual recommendations. GCNM reserves its right of
future comment and anticipates attendance and participation in
the Division's next scheduled hearing of Novembér 20, 1986.

I. RULES 315, 413 AND 903
REGARDING PRIORITIES OF PRODUCTION
(CASE NO. 9015)

In its first draft of proposed Rules, the Gas Advisory



Committee ("Committee") recommended that purchasers of natural
gas adhere to a priority of production schedule which would call
for restricted production of natural gas in the following
order: (1) gas wells, (2) downhole commingled wells involving
one or more gas zones and one or more oil zones, (3) casinghead
gas and (4) hardship gas wells as designated by the Division
under Rules 410 and 411. It is GCNM's understanding that these
proposed rules would require restriction or curtailment of
production of gas according to its designation under the
recommended priorities. It is imperative that the Commission
understand the operational difficulties that forced purchase of
higher priority gas could impose on a local distribution
company's system.

Preliminarily, GCNM's comments in this matter will
generally address casinghead gas, although many concerns could
also apply to hardship gas wells.

1. Operational Difficulties with High Priority Gas.

It is not uncommon for natural gas to enter GCNM's system supply
without processing and dehydration. Casinghead gas, with its
high liquid content, could cause freezing problems in winter
months if it is introduced to GCNM's system without processing.
In addition, casinghead gas' high liquidity may condense in the
pipeline, causing slugs that jeopardize the in- tegrity of
GCNM's gas supply as it passes through the company's

transmission and distribution systems. A forced priority could



result in a high proportion of such low quality gas causing
operational problems.

GCNM currently complies with the priority schedule to
the extent allowed by the ongoing operations of its pipeline
system. However, casinghead gas 1s already somewhat unattrac-
tive to GCNM and other purchasers due to its low pressure, unpre-
dictable reserves and low deliverability. Under an order of
priority, takes of casinghead gas would be so unflexible that
purchasers may refuse to contract for additional amounts of this
gas.

GCNM is not opposed to the inclusion of such priorities
so long as operational exceptions are considered as proposed in
Section 903(b).

2. Exceptions to Priority Provisions. It is GCNM's

understanding that nothing in the proposed revisions is meant to
force the purchase of "gas of a quality or under a pressure Or
under any other condition by reason of which such gas cannot be
economically and satisfactorily used by such purchaser by means
of his transportation facilities then in service." (Proposed
Rule 903(b)). GCNM strongly supports inclusion of this subsec-
tion if Case 9015 priorities are adopted. The Company's system
cannot operate without operational relief from strict adherance
to the proposed curtailment order.

3. Notice Requirements of the Recommended Rules. Sub-

section (c) requires that:

Should any purchaser be unable to take gas in
accordance with the schedule prescribed in



paragraph (a) of this Rule because of any of

the conditions described in paragraph (b)

above, such purchasers shall, in writing,

notify the operator of the affected wells of

such condition(s).

GCNM believes that the requirement of written notifica-
tion to all producers is unworkable, burdensome and serves no
useful purpose. Currently, GCNM notifies producers of temporary
shut in or changes in purchased volumes according to a univer-
sally understood schedule provided by GCNM. Many curtailments
are only for a few hours' duration. Written notification of
such curtailment would be of little use to producers. Finally,
Section 903(c) is vague because it does not specify whether
written reports are to be made annually, monthly or instant-
aneously. As such, GCNM is opposed to proposed Section 903(c).

II. RULE 414 REGARDING SPLIT NATURAL GAS SALES

(CASE NO. 9016)

GCNM concurs with the Committee recommendation that the
alternatives listed in Case 9016 not be considered by the Com-
mission because they are unworkable, vague and possibly unen-
forceable. GCNM recommends that all proposals in Case No. 9016
be rejected.

III. RULE 902 RATEABLE TAKE NOTIFICATION
(CASE NO. 9017)

Subsection (d) of Rule 902 as proposed would require

purchasers to notify operators of affected wells of rateable

take variances due to economic and operational considerations.

Gas rateability is currently dispatched and handled on an



annualized basis. This precludes GCNM from notifying purchasers
of non-rateable takes until year-end. It is understood that
variances in rateability are temporary in nature and may be cor-
rected by year-end. In addition, production reports are readily
available to producers from the Division.

GCNM’'s current dispatch model performs rateable takes
to the extent that spot sales do not override the program. An
exception to this guideline occurs with respect to the monthly
allocation of 0il allowables which are dependant upon casinghead
purchases for their production. The Case 9017 proposal would
require discontinuance of the annualized rateability calculation
which is advantageous to purchasers and producers. Finally,
GCNM's compliance under the proposed rule would be of little
consequence if other purchasers take natural gas other than
ratably.

IV. PROPOSED CHANGES TO THE
GENERAL RULES FOR PRORATED GAS POOLS
(CASE NO. 9018)

The Committee recommended that Division Order R-8170 be
amended to extend the balancing period for production variances
to two years. In addition, Rules 11(a)(l) and (2) and Rule
11(b) (1) and (2) would be amended to allow for twelve times over
production prior to well shut—in. GCNM supports these proposed
rule amendments, recognizing that an immediate need for a tem-
porary solution exists. It is GCNM's understanding that these

amendments would be implemented in conjunction with the five-year



ko

s,

banking proposal currently being drafted by the Division. GCNM

reserves the right to comment on the banking arrangement when a

draft is proposed.

In general,

GCNM believes that as long as a few pur-

chasers dominate the nominations process the Division Director

should have reasonable flexibility and discretion in applying

Division rules so that New Mexico gas production is maximized

and fairness is achieved for all producers and purchasers.

7065D

Respectfully submitted this tenth day of November, 1986.

KELEHER & McLEOD, P. A.

eve L2 1O —

Jonathan Duke

Post Office Drawer AA
Albuquerque, New Mexico 87103
(505) B42-6262

Attorneys for Gas Company of
New Mexico, a division of
Public Service Company of
New Mexico
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ROBERT C. CONKLIN
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Mr.

Dear Mr.

R. L. Stamets

Energy and Minerals Department
0il Conservation Division

Post Office Box 2088

Santa Fe,

e

New Mexico 87504-2088

Re:

7,,,,6

Proposed Changes of OCD Rules and Regulations

MCLEOD, P A.

W. A. KELEHER
1sge-1972

A. H. McLEQD
1902-1976

JOHN B. TITTMANN
OF CDUNSEL

TELERPHONE 842-6262
AREA Copoe 505

(01140-005)

m
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Stamets:

Enclosed herewith for filing, please find an original and
ten copies of Gas Company of New Mexico's Comments in Response to
the Proposed Changes of the Rules and Regulations of the 0il Con-
servation Division.

Thank you very much for your consideration.

Very truly yours,

KELEHER & McLEOD, P. A.

s MY

Jonathan
JMD:1cb
Enclosures
cc: W. J. Orbison

Sarah Smith

M. Duke



