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1 COMMISSION DIRECTOR: The meeting w i l l now 

2 come t o o r d e r . We're meeting on Monday, as you a l l 

3 know, r a t h e r than Thursday. H o p e f u l l y , the word got 

4 o u t . This i s the O i l Co n s e r v a t i o n Commission 

5 h e a r i n g . So those of you who are l o o k i n g f o r 

6 workman's comp or some other i s s u e , you're i n the 

7 wrong p l a c e . We w i l l s t a r t the h e a r i n g . We have two 

8 commissioners today. Commissioner B i l l Humphries, 

9 State Land O f f i c e Commissioner, and m y s e l f , B i l l 

10 LeMay. 

11 We w i l l s t a r t w i t h Case No. 10009, i n the 

12 matter of the h e a r i n g c a l l e d by the O i l C o n s e r v a t i o n 

13 D i v i s i o n on i t s own motion t o con s i d e r r e v i s i o n s t o 

14 the D i v i s i o n Order No. R-8170, as amended. 

15 Appearances i n case 10009? 

16 MR. STOVALL: Mr. Chairman, Robert S t o v a l l 

17 of Santa Fe on b e h a l f of the D i v i s i o n . And I have a 

18 couple of people t h a t want t o make some comments and 

19 t e s t i m o n y i n t h i s and may have a couple o t h e r s at the 

20 end. 

21 COMMISSION DIRECTOR: Thank you, Mr. 

22 S t o v a l l . A d d i t i o n a l appearances i n Case 10009? 

23 MR. NITCHER: Mr. Chairman, E r i c N i t c h e r 

24 from Amoco P r o d u c t i o n Company i n a s s o c i a t i o n w i t h 

25 Campbell & Black. 
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1 COMMISSION DIRECTOR: Thank you. Mr. 

2 Mitchum, was i t ? 

3 MR. NITCHER: N i t c h e r , N - i - t - c - h - e - r . 

4 COMMISSION DIRECTOR: Thank you. 

5 A d d i t i o n a l appearances? 

6 MS. REUTER: I'm Joanne Reuter f o r Doyle 

7 Hartman of the Santa Fe law f i r m of Gallegos Law Firm. 

8 COMMISSION DIRECTOR: A d d i t i o n a l 

9 appearances? 

10 MR. DEES: Mr. Chairman, A l l a n Dees f o r 

11 Texaco. 

12 COMMISSION DIRECTOR: Thank you, Mr. Dees. 

13 MR. Z1MMERMANN: Mike Zimmermann w i t h 

14 Conoco. 

15 COMMISSION DIRECTOR: Thank you, Mr. 

16 Z imme rmann . 

17 COMMISSION DIRECTOR: A d d i t i o n a l 

18 appearances? 

19 MR. FOPPIANO: Rick Foppiano w i t h OXY, USA. 

20 COMMISSION DIRECTOR: Thank you, Mr. 

21 Foppiano. A d d i t i o n a l appearances? 

22 MR. PEARCE : P e r r y Pearce, Santa Fe law 

23 f i r m of Montgomery & Andrews, appearing on b e h a l f of 

24 E l Paso N a t u r a l Gas Company. 

25 COMMISSION DIRECTOR: Thank you, Mr. 
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1 Pearce. A d d i t i o n a l appearances? 

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

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

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

5 Mexico O i l & Gas A s s o c i a t i o n , Marathon O i l Company i n 

6 a s s o c i a t i o n w i t h Mr. L a r r y G a r c i a . 

7 COMMISSION DIRECTOR: Thank you, Mr. 

8 K e l l a h i n . 

9 A d d i t i o n a l appearances? I f n o t , we w i l l 

10 b e g i n . Mr. S t o v a l l . 

11 MR. STOVALL: Mr. Chairman, I ' d f i r s t ask, 

12 t h i s i s a rule-making h e a r i n g , and i t ' s not s u b j e c t t o 

13 the same p r o c e d u r a l and e v i d e n t i a r y r u l e s as an 

14 a d v e r s a r i a l p r o c e e d i n g , but I would ask whether you 

15 wish t o have any of the t e s t i m o n y sworn and under 

16 o a t h , or do you want t o have i t j u s t a l l i n the form 

17 of unsworn comment and testimony? 

18 COMMISSION DIRECTOR: Oh, l e t ' s r a i s e the 

19 hands and swear i n . A l l those t h a t are about t o give 

20 t e s t i m o n y , may they please r a i s e t h e i r r i g h t hands and 

21 stand? 

22 (Witnesses sworn.) 

23 MR. STOVALL: I ' d ask Mr. Vic Lyon t o 

24 t e s t i f y f i r s t on b e h a l f of the D i v i s i o n . 

25 VICTOR T. LYON, 
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1 the wit n e s s h e r e i n , a f t e r having been f i r s t d u l y sworn 

2 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 : 

3 DIRECT EXAMINATION 

4 BY MR. STOVALL: 

5 Q. Would you please f i r s t s t a t e your name and 

6 place of re s i d e n c e . 

7 A. I'm V i c t o r T. Lyon. I l i v e i n Santa Fe, 

8 New Mexico . 

9 Q. How are you c u r r e n t l y employed, Mr. Lyon? 

10 A. I'm employed under c o n t r a c t w i t h the O i l 

11 C o n s e r v a t i o n D i v i s i o n as c o n s u l t i n g petroleum 

12 e n g i n e e r . 

13 Q. And you have t e s t i f i e d b e f o r e the D i v i s i o n 

14 or the Commission and had your c r e d e n t i a l s as a 

15 pe t r o l e u m engineer accepted as matter of r e c o r d ; i s 

16 t h a t t r u e ? 

17 A. Yes, I have. 

18 Q. Would you please t e l l the commissioners 

19 what your r o l e has been i n the development of 

20 recommendations f o r m o d i f i c a t i o n s t o r u l e Order 8170? 

21 A. U n t i l the end of l a s t y e ar, I was c h i e f 

22 petroleum engineer f o r the O i l Co n s e r v a t i o n D i v i s i o n 

23 and was a l s o , i n e f f e c t , manager of the gas p r o r a t i o n 

24 program. 

25 I n m i d - t o - l a t e 1988, i t became q u i t e 
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1 obvious t h a t our system had some f l a w s , and t h a t we 

2 should do something t o c o r r e c t those f l a w s . 

3 T h e r e f o r e , we decided t o have an i n d u s t r y committee t o 

4 look at our r u l e s and procedures and so f o r t h t o see 

5 i f we co u l d not e l i m i n a t e some of the f l a w s and look 

6 at other ways of p r o r a t i n g gas. 

7 Q. You were an employee of the D i v i s i o n a t 

8 t h a t t i m e ; i s t h a t c o r r e c t ? 

9 A. Y e s , I was. 

10 Q. Were you asked t o c h a i r t h a t committee at 

11 t h a t time? 

12 A. Yes, I was. 

13 Q. Could you take a minute and look at E x h i b i t 

14 No. 1 , and f o r those of you who do not have c o p i e s , 

15 they are on the back t a b l e . There are t h r e e D i v i s i o n 

16 e x h i b i t s . Could you j u s t k i n d of go throu g h E x h i b i t 1 

17 and us i n g t h a t as g u i d e l i n e s j u s t e x p l a i n what 

18 happened i n terms of c r e a t i o n and e f f o r t s of the 

19 committee. 

20 I ' l l p o i n t out at t h i s time a l s o t h a t as of 

21 t h i s moment, you are t e s t i f y i n g as chairman of the Gas 

22 P r o r a t i o n Committee; i s t h a t c o r r e c t ? 

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

24 Q. We may s w i t c h hats on you here i n a few 

25 minutes, but as committee chairman, would you d e s c r i b e 
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1 the h i s t o r y f o r the Commission. 

2 A. E x h i b i t 1 , a f t e r the t i t l e page, begins 

3 w i t h the memorandum which the D i r e c t o r sent t o a 

4 ge n e r a l m a i l i n g l i s t , asking f o r v o l u n t e e r s f o r people 

5 t o serve on t h i s committee. I t a l s o enumerated the 

6 r u l e s t h a t we f e l t need t o be considered f o r changes. 

7 The second page i s the c u l l of the f i r s t 

8 meeting of the committee, which was signed by me, and 

9 i t has at t a c h e d t o i t the members of the o v e r a l l 

10 committee. I would l i k e t o p o i n t out t h a t everybody 

11 who v o l u n t e e r e d t o serve on t h a t committee was placed 

12 on the committee. 

13 I n order t o t r y t o e x p e d i t e the work of the 

14 committee, we desig n a t e d a work committee, which was a 

15 balanced group of people t o work t o g e t h e r t o t r y t o 

16 get i n t o the n i t t y - g r i t t y of the r u l e s . Those members 

17 are shown by the a s t e r i s k a f t e r t h e i r name. We chose 

18 r e p r e s e n t a t i v e s from t h r e e major p r o d u c e r s , t h r e e 

19 independent p r o d u c e r s , t h r e e p i p e l i n e s , and one 

20 c o n s u l t a n t . 

21 At a l l of the succeeding meetings of the 

22 committee, a l l these people were i n v i t e d t o a t t e n d . 

23 Q. By a l l these p e o p l e , you mean the committee 

24 of the whole, everybody t h a t signed up; r i g h t ? 

25 A. Yes. But w i t h the un d e r s t a n d i n g t h a t the 
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1 work committee would be the ones who would be doing 

2 most of the d i s c u s s i o n and d e l i b e r a t i n g , e t c . But 

3 other people d i d a t t e n d , and a number of them d i d have 

4 i n p u t , p a r t i c u l a r l y , t h a t they were a source of 

5 i n f o r m a t i o n t o those on the work committee i f t h e r e 

6 was some q u e s t i o n came up t h a t they had p a r t i c u l a r 

7 knowledge about. 

8 So i t ' s h e l p f u l t o have them t h e r e , but i t 

9 was al s o h e l p f u l t o have a small group t o do our 

10 d e l i b e r a t i o n s w i t h . 

11 Each of the meetings are shown here by the 

12 minutes which are a t t a c h e d . As we progressed t h r o u g h 

13 the review and d i s c u s s i o n of problems and p o s s i b l e 

14 s o l u t i o n s , e t c . , f a i r l y e a r l y on, t h e r e had been 

15 proposed some changes, t h i n g s which we f e l t were v i t a l 

16 t o change t o c o r r e c t the problems which we had 

17 p e r c e i v e d even b e f o r e the committee was formed. 

18 At the June 29, 1989, meeting --

19 Q. Mr. Lyon, l e t me i n t e r r u p t you j u s t f o r a 

20 second f o r c l a r i f i c a t i o n on the minutes. These are 

21 the a c t u a l minutes t h a t you took and c i r c u l a t e d w i t h 

22 respect t o the v a r i o u s meetings t h a t were had; i s t h a t 

23 c o r r e c t ? 

24 A. Yes. I prepared these minutes and mailed 

25 them out t o the e n t i r e committee. 
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1 Q. And when you sent out these m i n u t e s , t h e r e 

2 were v a r i o u s d r a f t s of recommendations t h a t went 

3 t h r o u g h t h a t have not been at t a c h e d here but would be 

4 a v a i l a b l e i f anybody wanted t o look at them; i s t h a t 

5 c o r r e c t ? 

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

7 0. This i s j u s t t o gi v e the commissioners some 

8 idea of the h i s t o r y of the committee's e f f o r t i n a 

9 summary form? 

10 A. R i g h t . 

11 Q. Now i f you would go on t o the June 29th 

12 meeting t h a t you were s t a r t i n g t o --

13 A. At the June 29th meeting, I had expected at 

14 the meeting t h a t we would be able t o b l e s s t h e t h i n g s 

15 t h a t we had agreed t o at t h a t time and proceed w i t h 

16 g e t t i n g the changes made. 

17 There were two suggestions which were 

18 presented at t h a t meeting which the group f e l t had 

19 c o n s i d e r a b l e m e r i t . I was r e l u c t a n t t o delay because 

20 I wanted t o get at the work of f i x i n g the problems. 

21 But the group f e l t t h a t i t was e n t i r e l y i n o r d e r , and 

22 w i t h i n the D i r e c t o r ' s a u t h o r i t y t o adopt those changes 

23 so t h a t we coul d go ahead and make the changes which 

24 needed t o be made t o make our system more e f f i c i e n t . 

25 And a l s o at t h a t time I formed two 
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1 subcommittees t o study these two suggestions which had 

2 come up. The subcommittee chairmen chose t h e i r own 

3 committee members, conducted t h e i r own meetings. I 

4 absented myself from those meetings so as not t o have 

5 the appearance of t r y i n g t o guide them i n any way. I 

6 wanted those ideas t o be developed among the members 

7 themselves. 

8 Q. Let me again i n t e r r u p t you here. I s a f a i r 

9 c h a r a c t e r i z a t i o n of t h a t June 29th meeting t o say t h a t 

10 at t h a t time some immediate problems were i d e n t i f i e d 

11 which needed a r e l a t i v e l y quick f i x , but t h a t the 

12 committee f e l t t h a t these c o u l d be done 

13 a d m i n i s t r a t i v e l y , and t h a t by doing so, t h a t would 

14 enable the committee t o approach some more l o n g - t e r m , 

15 broader-scope d i s c u s s i o n s v i a these subcommittees t h a t 

16 you've discussed? 

17 A. That's a very accurate d e s c r i p t i o n , yes. 

18 Q. Let's t a l k about the quick f i x f i r s t . Why 

19 don't you e x p l a i n what the immediate problems were 

20 t h a t were r e c t i f i e d a d m i n i s t r a t i v e l y . 

21 A. W e l l , they were i n c l u d e d i n some of the 

22 changes t h a t we mentioned i n the f i r s t memorandum 

23 c a l l i n g f o r v o l u n t e e r s . When the r u l e s were changed, 

24 when Order R-8170 was changed or was i n t r o d u c e d 

25 changing the r u l e s t h a t had been i n e f f e c t b e f o r e , one 
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1 of the mistakes t h a t they made, and you must 

2 understand t h a t at t h a t time the i n d u s t r y was i n a 

3 t e r r i b l e s t a t e of t u r m o i l . The minimum s t i l l i n g had 

4 been thrown out by the FERC, and the market was j u s t 

5 i n a t e r r i b l e s t a t e of upset. This was a l l going on 

6 at the time t h a t they wrote the r u l e s t h a t came out i n 

7 R-8170. And t h e r e was an e f f o r t a t t h a t time t o t r y 

8 t o maximize the number of nonmarginal w e l l s . This t o 

9 me was the b i g g e s t problem w i t h our system. 

10 The r u l e s p r o v i d e d t h a t anytime a w e l l 

11 overproduced i t s nonmarginal a l l o w a b l e -- anytime a 

12 m a r g i n a l w e l l overproduced the nonmarginal a l l o w a b l e 

13 of a nonmarginal w e l l , t h a t i t would immediately be 

14 r e c l a s s i f i e d t o nonmarginal. And i n months when t h e 

15 a l l o w a b l e s were low, t h e r e were a gr e a t many w e l l s 

16 which would be r e c l a s s i f i e d t o nonmarginal who were 

17 not able t o produce the average nonmarginal 

18 a l l o w a b l e s . Consequently, the number of nonmarginal 

19 w e l l s f l u c t u a t e d from month t o month. I t kept the 

20 system v e r y u n s t a b l e because the w e l l s who became 

21 nonmarginal but d i d not have r e a l l y nonmarginal 

22 producing a b i l i t y siphoned away a l l o w a b l e . I t should 

23 have gone t o w e l l s t h a t c o u l d have produced t h e 

24 a l l o w a b l e . 

25 Q. I n oth e r words, t h e a l l o w a b l e p i e was being 
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1 shared amongst too many nonmarginal w e l l s ? 

2 A. E x a c t l y . As long as t h a t c o n d i t i o n 

3 p r e v a i l e d , our system was going t o be f l o u n d e r i n g and 

4 not n e a r l y as e f f i c i e n t as i t co u l d be. 

5 There were a few other t h i n g s i n t h e r e t h a t 

6 I f e l t needed t o be changed, but t h a t was the 

7 p r i n c i p a l problem. 

8 Q. How was t h a t f i x e d ? 

9 A. Let me f i n i s h w i t h E x h i b i t 1. The l a s t 

10 sheet i s the f i n a l minutes -- the minutes of the f i n a l 

11 meeting on May 23, 1990, at which time we reviewed the 

12 proposed r u l e s from the two subcommittees and worked 

13 those t h i n g s over u n t i l we had a reasonable consensus 

14 on those t h i n g s where a consensus was p o s s i b l e and a 

15 m a j o r i t y where they were n o t . 

16 From t h a t committee meeting, the f i n a l 

17 r u l e s which we are c o n s i d e r i n g today were developed, 

18 and t h a t b r i n g s us up-to-date as t o those r u l e s . 

19 As t o your q u e s t i o n about quick f i x , t h i s 

20 i s embodied i n E x h i b i t 2. F o l l o w i n g the cover page, 

21 we have the memorandum which the D i r e c t o r entered 

22 which d e s c r i b e s the changes t h a t we were going t o make 

23 a d m i n i s t r a t i v e l y . 

24 Rule 13-A, i n regard t o r e c l a s s i f i c a t i o n t o 

25 m a r g i n a l , was changed. One of the changes was t h a t we 
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1 e l e c t e d t o c l a s s i f y as ma r g i n a l any w e l l which became 

2 underproduced the e q u i v a l e n t amount of the 

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

4 so u t h e a s t , i f a w e l l became s i x times underproduced, 

5 we would r e c l a s s i f y i t m a r g i n a l , and i n the n o r t h w e s t , 

6 12 times underproduced, i t became m a r g i n a l . 

7 We al s o i n t r o d u c e d the concept of a shadow 

8 a l l o w a b l e , which i s the a l l o w a b l e of a nonmarginal 

9 w e l l , but we r e f e r t o the shadow a l l o w a b l e as being --

10 a p p l y i n g t o a ma r g i n a l w e l l . I t i s e q u i v a l e n t t o the 

11 a l l o w a b l e t h a t an e q u i v a l e n t nonmarginal w e l l would 

12 r e c e i v e so t h a t we coul d measure the performance of 

13 ma r g i n a l w e l l s f o r c l a s s i f i c a t i o n purposes. 

14 Q. When you're r e f e r r i n g t o a w e l l , i s i t 

15 c o r r e c t t h a t you're a c t u a l l y r e f e r r i n g t o a gas 

16 p r o r a t i o n u n i t which may i n f a c t have more than one 

17 w e l l on i t ? 

18 A. Yes. I have a h a b i t of using " w e l l " r a t h e r 

19 than "GPU." 

20 Q. What was the e f f e c t ? Can you d e s c r i b e 

21 b r i e f l y what the e f f e c t of t h i s a d m i n i s t r a t i v e change 

22 was, and d i d i t work? 

23 A. I t h i n k i t worked v e r y , very w e l l . The 

24 f o l l o w i n g pages on E x h i b i t 2 are graphs which I've 

25 prepared showing the 12-month average F I . A p l o t of 
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1 F l i s one of those t h i n g s t h a t i t j u s t goes up and 

2 down and up and down. But 12-month average shows the 

3 t r e n d s . And 12-month average i s als o t h e datum which 

4 i s used t o c a l c u l a t e a w e l l ' s o v e r p r o d u c t i o n l i m i t . 

5 I n the s o u t h e a s t , i t ' s s i x t i m e s , and i n the 

6 n o r t h w e s t , i t ' s 12 t i m e s . But using the F l average 

7 p e r m i t s you t o show very c l e a r l y the tre n d s i n 

8 a l l o w a b l e s . 

9 And the l i t t l e c i r c l e s t h a t are connected 

10 by on l y some of the l i n e s i s the number of w e l l s , and 

11 the scale reads t o the r i g h t . The l i n e c o n n e c t i n g t h e 

12 l i t t l e X's i s the average F l , and t h a t scale reads t o 

13 the l e f t . 

14 The f i r s t sheet i s the Eumont Pool. And 

15 you can see t h a t the a l l o w a b l e s have increased 

16 d r a m a t i c a l l y from the b e g i n n i n g of the p r o r a t i o n 

17 p e r i o d , 1988 and 89. 

18 Q. When you say the a l l o w a b l e s have i n c r e a s e d , 

19 you're t a l k i n g about on a per u n i t b a s i s , not on an 

20 o v e r a l l pool b a s i s , n e c e s s a r i l y ; i s t h a t c o r r e c t ? 

21 A. Yes. 

22 Q. Or t h i s i s a p o o l , t h i s i s a u n i t --

23 A. This i s s t r i c t l y the ba s i c a l l o w a b l e f o r a 

24 w e l l on a standard GPU or f o r a standard GPU. 

25 Y o u ' l l a l s o n o t i c e t h a t the number of 
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1 nonmarginal w e l l s has decreased from about 270, 269, 

2 t h e r e a b o u t s , i n A p r i l of 88 t o on l y about 50 i n 

3 September of 90. As we have been able t o weed out 

4 those w e l l s t h a t have not been producing t h e i r 

5 a l l o w a b l e s t h r o u g h the c l a s s i f i c a t i o n and 

6 r e c l a s s i f i c a t i o n procedure, we have moved the number 

7 of nonmarginal GPU's t o t h i s s m a l l e r number. These 

8 are the w e l l s t h a t have shown t h a t they can produce 

9 those a l l o w a b l e s . As the a l l o w a b l e s c o n t i n u e t o r i s e , 

10 the number of GPU's w i l l come down f u r t h e r . 

11 Q. I f I read these e x h i b i t s r i g h t , i f you look 

12 at the l a s t two sheets, the Basin Dakota and the 

13 Blanco-Mesaverde, f o r example, you j u s t p icked fou r 

14 r e p r e s e n t a t i v e p o o l s , two n o r t h w e s t , two southeast f o r 

15 these --

16 A. Yes. These are the two l a r g e s t pools i n 

17 the southeast and the two l a r g e s t pools i n the 

18 n o r t h w e s t . 

19 Q. I t appears t o me i n l o o k i n g p a r t i c u l a r l y at 

20 the Basin Dakota and Blanco-Mesaverde and al s o t r u e i n 

21 the Jalmat and Eumont t h a t the number of nonmarginal 

22 GPU's has a c t u a l l y s t a b i l i z e d ; i t ' s not f l u c t u a t i n g as 

23 g r e a t l y as i t p r e v i o u s l y was; i s t h a t c o r r e c t ? 

24 A. W e l l , t h a t ' s t r u e . I f you look at the 

25 Basin Dakota, which i s the next t o the l a s t s h e e t , the 
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1 p l o t of the nonmarginal GPU's, every time t h a t t h e r e 

2 i s a d e c l i n e , y o u ' l l see t h a t i t begins t o b u i l d up. 

3 I t ' s l i k e a sawtooth. And t h a t was because of the 

4 f a c t t h a t the GPU's would be r e c l a s s i f i e d t o 

5 nonmarginal because they had overproduced one of the 

6 month's a l l o w a b l e s i n t h e r e . 

7 We have not e n t i r e l y but p r e t t y w e l l 

8 e l i m i n a t e d t h a t problem. We're d e a l i n g w i t h a much 

9 more s t a b l e database now. 

10 Q. I n c o n c l u s i o n , w i t h respect t o t h i s 

11 a d m i n i s t r a t i v e change, i s i t f a i r t o say t h a t t h i s has 

12 worked t o more r e a l i s t i c a l l y r e f l e c t the number of 

13 w e l l s or GPU's t h a t you share i n the a l l o w a b l e p i e i n 

14 any given p o o l by not a l l o w i n g m a r g i n a l w e l l s t o 

15 r e c l a s s i f y t o nonmarginal as q u i c k l y ? 

16 A. Yes. I t h i n k the i n c r e a s e , the i n c l i n e of 

17 F l f a c t o r s i n these pools i s both a f u n c t i o n of the 

18 f a c t t h a t we're working more and more w i t h those w e l l s 

19 which are capable of producing t h e i r a l l o w a b l e , p l u s I 

20 t h i n k t h e r e i s an improving market demand. 

21 Q. Before we get i n t o the a c t u a l 

22 recommendations of your committee work, you r e f e r r e d 

23 t o two subcommittees t h a t were e s t a b l i s h e d . Could you 

24 j u s t b r i e f l y t a l k about what the r e s p o n s i b i l i t i e s of 

25 these subcommittees were? 
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1 A. Yes. The f i r s t of the subcommittees d e a l t 

2 w i t h a minimum a l l o w a b l e . There was c o n s i d e r a b l e 

3 sentiment i n the committee t h a t a minimum a l l o w a b l e 

4 would be h e l p f u l . I had p o i n t e d out t h a t we do have 

5 p r o v i s i o n s f o r a minimum a l l o w a b l e , but t h i s i s used 

6 on l y i n order t o prevent premature abandonment of 

7 w e l l s . 

8 The committee wished t o broaden t h i s 

9 d e f i n i t i o n so t h a t we co u l d look at other f a c t o r s i n 

10 s e t t i n g a minimum a l l o w a b l e . Rick Foppiano w i t h OXY 

11 c h a i r e d t h a t subcommittee, and they developed what i s 

12 now the proposed Rule 8. 

13 The second subcommittee had proposed a 

14 c o n s i d e r a b l e d e p a r t u r e from what we have been doing i n 

15 the past i n t h a t we would e s t a b l i s h a six-month 

16 a l l o c a t i o n p e r i o d , two a l l o c a t i o n p e r i o d s f o r each 

17 p r o r a t i o n p e r i o d , which i s a yea r , and t h a t d u r i n g 

18 each of the a l l o c a t i o n p e r i o d s , the a l l o w a b l e would 

19 remain c o n s t a n t each month. A l Wood w i t h Amoco 

20 c h a i r e d t h a t subcommittee, and they have developed 

21 r u l e s which would i n c o r p o r a t e t h a t change. 

22 I t d i d r e q u i r e the change i n some 

23 nomenclature of some of our d e f i n e d terms, and we've 

24 t r i e d t o make sure t h a t we used the word " a l l o c a t i o n 

25 p e r i o d " where i t i s a p p r o p r i a t e and s u b s t i t u t i n g i t 
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1 f o r whatever word may appear i n the r u l e s now. 

2 Q. At t h i s time I t h i n k i t would be 

3 a p p r o p r i a t e f o r you j u s t t o go th r o u g h the committee 

4 recommendations, and t h a t ' s c o n t a i n e d i n E x h i b i t No. 

5 3. F i r s t , t o make sure t h a t everybody understands how 

6 i t ' s going t o be arranged, c o u l d you j u s t e x p l a i n t h e 

7 f o r m a t , how the markings i n the t e x t are used? 

8 A. This was prepared more or l e s s i n the way 

9 t h a t b i l l s i n the l e g i s l a t u r e are presented i n t h a t 

10 new language i s u n d e r l i n e d and language proposed t o be 

11 s t r i c k e n are l i n e d t h r o u g h . We have a l s o put i n here 

12 the e x i s t i n g r u l e , and then i f t h e r e i s a proposed 

13 change, we des i g n a t e i t by "Proposed Change," and then 

14 we do t h i s l e g i s l a t i v e process of adding words and 

15 e l i m i n a t i n g words and so f o r t h . 

16 I t makes i t a l i t t l e b i t hard t o read, but 

17 i t shows c l e a r l y what changes are being made. 

18 Q. Let's j u s t look at i t q u i c k l y j u s t t o make 

19 sure, and I ' l l k i n d of summarize. I f we look a t Rule 

20 1 , the f i r s t two pages of d e f i n i t i o n s --

21 A. Yes. 

22 Q. -- i t appears t o me t h a t what's happened 

23 i s , say on the t h i r d d e f i n i t i o n here, you've got 

24 "Suggested Add," and i t says " a l l o c a t i o n " here, and 

25 t h a t would be a new d e f i n i t i o n , would i t n o t , one t h a t 
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1 i s not i n the r u l e ? 

2 A. That i s a new d e f i n i t i o n which comes out of 

3 the work of the second subcommittee. 

4 Q. Then i f you go over t o the next page, 

5 second d e f i n i t i o n down, you see "Gas T r a n s p o r t e r , " 

6 t h a t ' s the e x i s t i n g d e f i n i t i o n of gas t r a n s p o r t e r ; i s 

7 t h a t c o r r e c t , the f i r s t r e f e r e n c e t o t h a t I'm 

8 r e f e r r i n g to? 

9 A. They've added d e f i n i t i o n of a broker i n 

10 t h e r e t o o . 

11 Q. W e l l , t h e r e are a number of a d d i t i o n s . I 

12 was j u s t using t h a t as an i l l u s t r a t i v e example. 

13 A. Yes. 

14 Q. We look at "Gas T r a n s p o r t e r , " t h e r e ' s the 

15 e x i s t i n g d e f i n i t i o n i n f u l l w i t h o u t any marking; i s 

16 t h a t c o r r e c t ? 

17 A. R i g h t . 

18 Q. Then below t h a t , i t says, "Suggested 

19 Change," which takes t h a t same d e f i n i t i o n , s t r i k e s out 

20 the words "which should be removed" and u n d e r l i n e s the 

21 words "which should be added" a c c o r d i n g t o committee 

22 recommendations? 

23 A. Yes. 

24 Q. That's the way t h i s appears t h r o u g h o u t ; i s 

25 t h a t c o r r e c t ? 
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1 A. That i s r i g h t . 

2 Q. Would you j u s t summarize the h i g h l i g h t s of 

3 the recommendations, as f a r as what the committee has 

4 recommended f o r adoption? 

5 A. Would you l i k e me t o go over each change or 

6 — 

7 Q. I t h i n k , f o r the most p a r t , they speak f o r 

8 themselves, and i f t h e r e are any q u e s t i o n s , I'm sure 

9 the commissioners can address them. Unless they'd 

10 l i k e t o hear every one, I would suggest you d i s c u s s 

11 the most s i g n i f i c a n t s u b s t a n t i v e changes i n terms of 

12 how the system w i l l operate w i t h those changes. 

13 A. Yes. I might p o i n t o u t , i n the s t a t u t e 

14 t h e r e i s c o n s i d e r a b l e use of the words "purchaser" and 

15 " t r a n s p o r t e r . " And f o r 40 ye a r s , those were g e n e r a l l y 

16 the same p a r t y . The g a t h e r e r , the t r a n s p o r t e r , the 

17 purchaser were a l l the same company. And since about 

18 1986, t h a t i s no longer t r u e . And sometimes the 

19 purchaser i s a purchaser f o r a month, maybe l e s s than 

20 a month. I t changes from month t o month. So we f e l t 

21 t h a t these changes i n the i n d u s t r y needed t o be 

22 addressed i n our r u l e s , and we have attempted t o do 

23 t h a t . 

24 Q. What you're saying i s t h a t a l o t of these 

25 r u l e changes are n e c e s s i t a t e d not because the r u l e s 
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1 were inadequate h i s t o r i c a l l y but r a t h e r because the 

2 c o n d i t i o n s have changed, and t h e r e f o r e we need t o 

3 respond t o those m a r k e t i n g changes; i s t h a t c o r r e c t ? 

4 A. That i s t r u e . And so p r e d o m i n a n t l y t h a t ' s 

5 what the changes i n d e f i n i t i o n s accomplish. There are 

6 no changes -- a f t e r the d e f i n i t i o n s , t h e r e ' s no 

7 changes f o r the f i r s t t h r e e pages. 

8 The nominations have been a problem. I 

9 guess nominations have always been a problem t o a 

10 c e r t a i n e x t e n t , but they have become very much of a 

11 problem i n t h a t we do not f e e l t h a t we're a c t u a l l y 

12 g e t t i n g nominations and mea n i n g f u l nominations from 

13 a l l of the purchasers i n v o l v e d . So we changed the 

14 Rule 3-A about the gas purchasers or gas 

15 t r a n s p o r t e r s . 

16 We a l s o added a p r o v i s i o n , since we r e a l l y 

17 don't use nominations t o t h a t e x t e n t i n s e t t i n g 

18 a l l o w a b l e s , we added a p r o v i s i o n t h a t the D i v i s i o n 

19 D i r e c t o r may suspend the r u l e a t any time t h a t he 

20 f e e l s t h a t the nominations are of l i t t l e or no v a l u e . 

21 Q. Nominations a r e n ' t r e a l l y used c u r r e n t l y t o 

22 set a l l o w a b l e s , are they? 

23 A. No, they are n o t . 

24 Q. Any a d d i t i o n a l changes t o Se c t i o n B t h a t 

25 are s i g n i f i c a n t ? 
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1 A. No, I don't t h i n k so. 

2 Q. Let's move on t o Se c t i o n C t h e n . 

3 A. I n Se c t i o n C, we changed the Rule 5 t o give 

4 more l a t i t u d e as t o how we set a l l o w a b l e s . The o l d 

5 Rule 5 s a i d t h a t we w i l l take the n o m i n a t i o n s , we w i l l 

6 make c e r t a i n a d j u s t m e n t s , and then t h a t w i l l be the 

7 po o l a l l o c a t i o n . And we have r e w r i t t e n Rule 5 t o gi v e 

8 us a u t h o r i t y t o use the ba s i s t h a t we are using r i g h t 

9 now or any other b a s i s . 

10 I t g i v e s the D i r e c t o r very broad powers t o 

11 determine market demand, which the a l l o w a b l e s are 

12 supposed t o r e p r e s e n t . 

13 Q. Which, i n a sense, r e f l e c t s what's a c t u a l l y 

14 being done under the c u r r e n t system, t o a l a r g e 

15 e x t e n t ; i s t h a t not t r u e ? 

16 A. Yes. And i t would a l s o be adequate f o r t h e 

17 r u l e s which are being proposed as w e l l . 

18 Q. The c u r r e n t system would be adequate under 

19 the new r u l e s ; i s t h a t what you're saying? 

20 A. Yes. We would be i n compliance w i t h these 

21 r u l e s , whether we co n t i n u e w i t h what we're doing or 

22 whether we go t o the proposed change. 

23 Q. I s t h e r e a n y t h i n g e l s e under S e c t i o n C 

24 t h a t ' s s u b s t a n t i a l or s i g n i f i c a n t changes t h a t you'd 

25 l i k e t o discuss? 
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1 A. I don't b e l i e v e t h a t those changes are of 

2 g r e a t s i g n i f i c a n c e . 

3 Q. They're s i g n i f i c a n t enough t o war r a n t t o be 

4 changed but not warrant your d e t a i l e d d i s c u s s i o n here; 

5 i s t h a t what you're saying? 

6 A. R i g h t . I don't t h i n k t h e y ' r e t h a t 

7 s u b s t a n t i a l a change. 

8 Q. I a p o l o g i z e ; we do not have numbered pages, 

9 but I n o t i c e you have a new 5-B-l paragraph C. Could 

10 you di s c u s s t h a t b r i e f l y ? 

11 A. I t h i n k t h i s j u s t s t a t e s what we have 

12 always done i n t h a t on new w e l l s , on newly connected 

13 w e l l s , r e c e i v e the same a l l o w a b l e t h a t a w e l l , 

14 nonmarginal w e l l i n the same pool and the same acreage 

15 d e l i v e r a b i l i t y r e c e i v e s , and i t s s t a t u s i s a d j u s t e d 

16 back t o the date t h a t the a l l o w a b l e i s assigned. 

17 Q. Perhaps f o r t h i s h e a r i n g the s i g n i f i c a n c e 

18 of t h a t i s t h e r e i s a new form t o r e p o r t t h a t , and 

19 t h a t w i l l be the s u b j e c t of the next case; i s t h a t 

20 c o r r e c t , t o r e p o r t connection? 

21 A. Yes. That comes up i n Rule 5-B-l up above 

22 where t h a t form i s f i l e d , but i t a l s o t r i g g e r s the 

23 a l l o w a b l e i n 5-B. This i s a l l 5-B w e l l s . I t j u s t 

24 makes the s i t u a t i o n a l i t t l e more c l e a r . 5-B-l-A 

25 r e q u i r e s the new form. 
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1 Q. You had mentioned Rule 8 b e f o r e , minimum 

2 a l l o w a b l e s . Would you j u s t expand a l i t t l e b i t more 

3 on what the proposed changes tend t o accomplish? 

4 A. W e l l , as I p r e v i o u s l y s t a t e d , e x i s t i n g Rule 

5 8 p r o v i d e s t h a t the D i v i s i o n may assign minimum 

6 a l l o w a b l e s i n order t o prevent premature abandonment 

7 of w e l l s . The committee has suggested t h a t we change 

8 t h a t , t h a t we can have a minimum a l l o w a b l e t o avoid 

9 waste and encourage e f f i c i e n t o p e r a t i o n s , and then i t 

10 p r o v i d e s a number of t h i n g s we can take i n t o account. 

11 W e l l , l e t me j u s t read i t . " I n d e t e r m i n i n g 

12 the volume of minimum a l l o w a b l e f o r a w e l l w i t h a 

13 standard p r o r a t i o n u n i t , the D i v i s i o n s h a l l take i n t o 

14 account economic and e n g i n e e r i n g f a c t o r s , such as 

15 d r i l l i n g and o p e r a t i n g c o s t s , a n t i c i p a t e d revenues, 

16 t a x e s , and any other such data t h a t w i l l e s t a b l i s h 

17 t h a t the u l t i m a t e recovery of hydrocarbons w i l l be 

18 increased from the pool as a r e s u l t of the a d o p t i o n of 

19 a minimum a l l o w a b l e f o r the p o o l . And once adopted, 

20 the minimum a l l o w a b l e f o r w e l l s w i t h nonstandard 

21 p r o r a t i o n u n i t s h a l l be p r o p o r t i o n a t e l y a d j u s t e d . " 

22 Q. The D i v i s i o n has had the h e a r i n g s i n the 

23 past w i t h respect t o s e t t i n g some s o r t of higher than 

24 c a l c u l a t e d a l l o w a b l e i n s p e c i f i c p o o l s ; i s t h a t 

25 c o r r e c t ? For example, i f I'm not m i s t a k e n , Texaco i n 
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1 the a l l o w a b l e nomination h e a r i n g i n the p r i o r year 

2 presented t e s t i m o n y which r e s u l t e d i n a d m i n i s t r a t i v e l y 

3 increased a l l o w a b l e s i n the Eumont Pool? 

4 A. Yes, t h a t has been done. 

5 Q. That's been done i n some other p o o l s ; i s 

6 t h a t c o r r e c t , or do you have r e c o l l e c t i o n of t h a t ? 

7 A. I n the Eumont Pool t o d a t e , we have not set 

8 a minimum a l l o w a b l e . We d i d i n t r o d u c e an 

9 a d m i n i s t r a t i v e adjustment t o b r i n g the a l l o w a b l e t o 

10 the l e v e l t h a t the a p p l i c a n t r e q u e s t e d . I n the Eumont 

11 Pool, they requested 18,000 as the F l . 

12 Q. Some of these f a c t o r s were the ba s i s f o r 

13 t h a t request and adj u s t m e n t ; i s t h a t c o r r e c t ? 

14 A. Yes. 

15 Q. I would n o t e , i f the Commission so wishes, 

16 t h a t t h e r e has been a case heard at the l a s t D i v i s i o n 

17 h e a r i n g f o r m a l l y r e q u e s t i n g t h a t a minimum a l l o w a b l e 

18 be set i n the Eumont Po o l , a g a i n , based upon a number 

19 of these f a c t o r s ; i s t h a t c o r r e c t ? 

20 A. Yes. This Rule 8 i s not i n e f f e c t u n t i l 

21 R-8170 i s amended. But the case t h a t we heard l a s t 

22 week, t h a t the D i v i s i o n heard, was p r e d i c a t e d on the 

23 t h i n g s which are d e s c r i b e d i n the proposed Rule 8. 

24 Q. I would o f f e r , i f the Commission so 

25 d e s i r e s , t h a t the r e c o r d of t h a t case co u l d be 
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1 i n c o r p o r a t e d as a de m o n s t r a t i o n of the types of 

2 f a c t o r s t h a t c o u l d be considered under t h i s r u l e . 

3 I t ' s c e r t a i n l y w i t h i n the Commission's d i s c r e t i o n i f 

4 you t h i n k t h a t would be u s e f u l t o you. 

5 There has been no order entered i n t h a t . I 

6 w i l l say t h a t f o r the r e c o r d ; t h a t i t would be o f f e r e d 

7 o n l y t o show the types of evidence t h a t was pr e s e n t e d . 

8 Let's move on t o -- i s t h a t a l l i n S e c t i o n 

9 C t h a t i s s i g n i f i c a n t t h a t you would l i k e t o address? 

10 A. Yes, I b e l i e v e so. 

11 Q. How about S e c t i o n D, i s t h e r e a n y t h i n g i n 

12 t h e r e t h a t you'd l i k e t o re v i e w , s p e c i f i c changes? 

13 Rule l l - B - 2 , I guess, would be the r u l e t h a t ' s 

14 changed. Could you e x p l a i n t h a t change b r i e f l y ? 

15 A. Yes. The e x i s t i n g r u l e s d e a l i n g w i t h 

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

17 may be s i x times i n the s o u t h e a s t , 12 times i n t h e 

18 n o r t h w e s t , overproduced i t s average monthly a l l o w a b l e 

19 d u r i n g the past 12 months. This r u l e p r o v i d e s t h a t we 

20 would make t h a t s i x or 12 times the a l l o w a b l e f o r t h e 

21 month of January. 

22 Q. So you'd look at January r a t h e r than an 

23 average month t o determine o v e r p r o d u c t i o n l i m i t s ? 

24 A. Yes. I t g i v e s the o p e r a t o r a g r e a t deal 

25 more f l e x i b i l i t y because January i s always a h i g h 
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1 a l l o w a b l e month, and t h e r e f o r e i t g i v e s them t h a t much 

2 more l a t i t u d e i n producing the w e l l s . 

3 Q. Anythin g e l s e under t h a t s e c t i o n t h a t you 

4 want t o b r i n g t o the Commission's a t t e n t i o n ? 

5 A. I don't b e l i e v e so. 

6 Q. How about S e c t i o n E, any of the s p e c i f i c 

7 recommendations t h e r e t h a t you wish t o di s c u s s at t h i s 

8 time? 

9 A. W e l l , we would be changing from t h r e e 

10 c l a s s i f i c a t i o n p e r i o d s of four months each t o four 

11 c l a s s i f i c a t i o n p e r i o d s of t h r e e months each. 

12 Q. I s t h a t t o make t h a t c l a s s i f y w i t h the 

13 a l l o c a t i o n p e r i o d so t h a t t h e r e was matchup of 

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

15 A. Yes. Then each a l l o c a t i o n p e r i o d w i l l have 

16 two c l a s s i f i c a t i o n p e r i o d s . I n Rule 13-A, we 

17 f o r m a l i z e d i n the r u l e s the changes which were made i n 

18 the memorandum t h a t was the f i r s t p a r t of E x h i b i t 2. 

19 Q. A l l r i g h t . Any other p a r t s of Se c t i o n E 

20 t h a t you want t o go over? 

21 A. No, I t h i n k t h a t ' s a l l . 

22 Q. And Se c t i o n F, Rep o r t i n g of P r o d u c t i o n , do 

23 you wish t o review t h a t ? 

24 A. W e l l , I might p o i n t out t h a t since the 

25 change i n the i n d u s t r y from the g a t h e r e r - t r a n s p o r t e r -
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1 purchaser concept being a l l one e n t i t y , the 

2 f r a g m e n t a t i o n of those s e r v i c e s has caused some 

3 c o n f u s i o n about who i s supposed t o r e p o r t the gas. 

4 And i t i s r e q u i r e d t h a t gas moved i n t o the system be 

5 r e p o r t e d on Form C - l l l . This i s the form t h a t we use 

6 t o b u i l d the gas p r o r a t i o n schedule. So we have t r i e d 

7 t o w r i t e the r u l e t o make i t c l e a r who should f i l e 

8 t h a t r e p o r t . 

9 Q. Do you have any f u r t h e r comments t h a t you'd 

10 l i k e t o make w i t h respect t o proposed r u l e changes as 

11 committee chairman? 

12 A. I would l i k e t o p o i n t out t h a t when we 

13 began t o consider the magnitude of change which we see 

14 here, t h a t I f e l t t h a t my r o l e , other than j u s t 

15 c o o r d i n a t i n g the o p e r a t i o n s of the subcommittees and 

16 the committee as a whole, was t o make sure t h a t we had 

17 a pr o p o s a l which was v i a b l e , which was f a i r and 

18 e q u i t a b l e t h a t we co u l d use w i t h our system, our 

19 e x i s t i n g hardware and so f t w a r e a v a i l a b l e t o us i n the 

20 OCD. 

21 And having worked the t h i n g t o the p o i n t 

22 t h a t we a r e , I b e l i e v e t h a t I can s t a t e t h a t t h i s i s a 

23 system which we can use. I t h i n k i t w i l l be 

24 e f f e c t i v e . I t h i n k t h a t i t i s something t h a t we can 

25 enact w i t h o u t a g r e a t deal of d i f f i c u l t y . 

CUMBRE COURT REPORTING 
(505) 984-2244 



31 

1 MR. STOVALL: And I w i l l p o i n t out f o r the 

2 Commission t h a t the data p r o c e s s i n g chairman f o r the 

3 OCD w i l l be making some b r i e f comments w i t h respect t o 

4 i m p l e m e n t a t i o n , p a r t i c u l a r l y as i t a f f e c t s the t i m i n g 

5 of the a b i l i t y t o implement s i g n i f i c a n t changes, i f 

6 they are adopted by the Commission. 

7 Q. Mr. Lyon, l e t me ask you now t o s w i t c h hats 

8 here and move away from your r o l e as committee 

9 chairman and move i n t o your r o l e as a c o n s u l t a n t w i t h 

10 the O i l Cons e r v a t i o n D i v i s i o n . And i n t h a t c a p a c i t y , 

11 your p r i m a r y r e s p o n s i b i l i t i e s have been t o co n t i n u e t o 

12 monitor and advise w i t h respect t o the gas p r o r a t i o n 

13 system, have they not? 

14 A. Yes, they have. 

15 Q. I n t h a t c a p a c i t y , speaking i n d i v i d u a l l y as 

16 a c o n s u l t a n t , do you have any s p e c i f i c recommendations 

17 t h a t might d i f f e r from the committee's 

18 recommendations? 

19 A. I have presented the r e s u l t s of the 

20 committee's work. I ' d l i k e t o commend the committee 

21 f o r what they have done. They have developed some 

22 r u l e s which I t h i n k are v i a b l e . I do not t h i n k t h a t 

23 they are an improvement over what we have. I'm sure 

24 t h a t I have a l o t of b i a s i n saying t h a t because I've 

25 worked w i t h t h i s system so i n t i m a t e l y since I came 

CUMBRE COURT REPORTING 
(505) 984-2244 



32 

1 w i t h the OCD. And I do t h i n k t h a t our present system 

2 now t h a t we've got most of the bugs out of i t i s much 

3 more m a r k e t - r e s p o n s i v e . 

4 But I look at t h i s from a r e g u l a t o r ' s 

5 v i e w p o i n t r a t h e r than from a producer's v i e w p o i n t . I 

6 can see some advantages t o having a f i x e d a l l o w a b l e 

7 f o r c o n t r a c t i n g purposes and so f o r t h , but I s t i l l do 

8 not f e e l t h a t i t i s as market-responsive as what we 

9 have now. 

10 Q. Do I take t h a t as a recommendation saying 

11 t h a t some of the major changes are not necessary? I s 

12 t h a t what your recommendation i s ? 

13 A. That's my f e e l i n g . 

14 Q. Your p e r s o n a l recommendation, I ' l l say 

15 t h a t . I understand your --

16 A. I f we adopt the six-month a l l o c a t i o n 

17 p e r i o d , then I t h i n k t h i s package should be adopted 

18 e n t i r e l y . 

19 Q. Okay. I t h i n k I understand. 

20 One l a s t q u e s t i o n , d i d the committee make 

21 any recommendation as t o the t i m i n g f o r i m p l e m e n t a t i o n 

22 of t h i s change, assuming the y go t o the packaged 

23 change as recommended by the committee? 

24 A. I t h i n k t h a t we pro b a b l y a l l contemplated 

25 t h a t we would work t o t r y t o get the system -- the 
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1 r u l e s e f f e c t i v e , the new system e f f e c t i v e , the 1st of 

2 A p r i l , 1991. 

3 Q. That's based upon t h a t being the s t a r t of 

4 what would be an a l l o c a t i o n p e r i o d under the r u l e ? 

5 A. An a l l o c a t i o n p e r i o d , yes. We would s t a r t 

6 i t w i t h the b e g i n n i n g of the next p r o r a t i o n p e r i o d . 

7 There's one t h i n g , one f u r t h e r t h i n g I 

8 would l i k e t o o f f e r f o r the Commission's e d i f i c a t i o n 

9 i s t h a t t h e r e was not f u l l agreement i n the committee 

10 as t o when the OCD would put out the p r o r a t i o n 

11 schedule. 

12 When t h i s idea was f i r s t mentioned, i t 

13 appeared t h a t we coul d put out two p r o r a t i o n schedules 

14 a year. And having worked w i t h t h a t group f r a n t i c a l l y 

15 t r y i n g t o get p r o r a t i o n schedules out every month, i t 

16 looked l i k e maybe we co u l d have some r e l i e f from t h i s 

17 monthly scramble. I t t u r n s out t h a t most people 

18 expect p r o r a t i o n p e r i o d s more o f t e n than t h a t , at 

19 l e a s t q u a r t e r l y . C e r t a i n l y i n t e r n a l l y , we are going 

20 t o have t o go t h r o u g h a l l the g y r a t i o n s of c o l l e c t i n g 

21 the data and p u t t i n g out a s t a t u s r e p o r t so t h a t we 

22 can n o t i f y people when t h e i r w e l l s are e x c e s s i v e l y 

23 overproduced, and t h a t type of p o l i c e work t h a t we 

24 do. 

25 There are some people who have expressed a 
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1 d e s i r e t o have the p r o r a t i o n schedule monthly even 

2 though the a l l o w a b l e does not change. Some of the 

3 people who were most i n t e r e s t e d i n having t h a t data 

4 monthly now get the p r o r a t i o n schedule by tape through 

5 the Petroleum Recovery Research Center i n Socorro. 

6 We coul d s t i l l make the tapes a v a i l a b l e t o 

7 them on t h a t b a s i s , but I do not know what the o v e r a l l 

8 f e e l i n g of the i n d u s t r y i s as t o how o f t e n we need t o 

9 put out the gas p r o r a t i o n schedule. 

10 Q. Let me ask you a few qu e s t i o n s i n t h a t 

11 r e g a r d . One, i f we mai n t a i n e d a monthly s o r t of 

12 s t a t u s r e p o r t , as you d e s c r i b e d i t , c o u l d t h a t be an 

13 a b b r e v i a t e d s t a t u s r e p o r t say f o r nonmarginal GPU's, 

14 showing t h e i r o v e r / u n d e r p r o d u c t i o n s t a t u s at the end 

15 of a given month? 

16 A. I'm sure t h a t c o u l d be worked o u t . That's 

17 a programmer's j o b . 

18 Q. I'm t a l k i n g about from the im p l e m e n t a t i o n 

19 of the r u l e s s t a n d p o i n t , not from a data p r o c e s s i n g or 

20 mechanical r e p r o d u c t i o n . 

21 A. I t h i n k t h a t ' s f e a s i b l e , yes. 

22 Q. The second q u e s t i o n I have i s , under the 

23 r u l e s as you know them, the p r o p o s a l s , i s t h e r e a 

24 requirement f o r a monthly schedule, or i s t h e r e the 

25 f l e x i b i l i t y b u i l t i n t o these r u l e p r o p o s a l s t h a t the 
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1 D i v i s i o n c ould work w i t h t h a t , and as i t determines 

2 the need, p u b l i s h a schedule w i t h i n a six-month 

3 p r o r a t i o n or a l l o c a t i o n p e r i o d i n accordance w i t h 

4 need, s u b j e c t t o change from time t o t i m e , i f 

5 necessary? 

6 A. The c u r r e n t r u l e does r e q u i r e a monthly 

7 p r o r a t i o n schedule. The r u l e s t h a t are being proposed 

8 do not s p e c i f i c a l l y r e q u i r e i t , as I read them. 

9 Q. So t h e r e i s some f l e x i b i l i t y i n t h e r e t o 

10 a d j u s t a c c o r d i n g t o need i s what you're saying? 

11 A. Yes. 

12 Q. Do you have a n y t h i n g f u r t h e r you'd l i k e t o 

13 add t o your statement or t e s t i m o n y at t h i s time? 

14 A. I don't b e l i e v e so. I would l i k e t o thank 

15 a l l the people who worked w i t h me on t h a t committee i n 

16 g e t t i n g t h i s m a t e r i a l ready. 

17 I ' d l i k e t o p a r t i c u l a r l y commend Bob Glenn 

18 w i t h Northwest P i p e l i n e , who, a l t h o u g h he was not a 

19 member of the work committee, attended every one of 

20 our committees and i s the one who f i n a l l y c o d i f i e d the 

21 r u l e s t h a t we have here today and f u r n i s h e d the r u l e s 

22 f o r us. 

23 MR. STOVALL: Thank you. Mr. Chairman, I 

24 o f f e r Mr. Lyon f o r any q u e s t i o n s you might have, and I 

25 would suggest i f anybody a t t e n d i n g here has any 
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1 q u e s t i o n s , t h a t they be d i r e c t e d towards c l a r i f i c a t i o n 

2 r a t h e r than s p e c i f i c a l l y c h a l l e n g i n g the s p e c i f i c 

3 e x h i b i t s , i f t h a t ' s a p p r o p r i a t e . 

4 COMMISSION DIRECTOR: Are you going t o 

5 o f f e r the e x h i b i t s i n t o the record? 

6 MR. STOVALL: I w i l l o f f e r the e x h i b i t s 

7 i n t o t h e r e c o r d , yes, s i r . I o f f e r E x h i b i t s 1 throu g h 

8 3 . 

9 COMMISSION DIRECTOR: Without o b j e c t i o n , 

10 E x h i b i t s 1 , 2, 3 w i l l be a d m i t t e d i n t o the r e c o r d . 

11 Questions of Mr. Lyon? Yes, s i r , Mr. 

12 Pearce. 

13 CROSS-EXAMINATION 

14 BY MR. PEARCE: 

15 Q. Excuse me, Mr. Lyon, I've got t h r e e areas 

16 t h a t I need a l i t t l e h e l p c l a r i f y i n g . 

17 I f y o u ' l l look at your E x h i b i t No. 2, t h i s 

18 i s r e a l l y a data c l a r i f i c a t i o n q u e s t i o n . The f i r s t 

19 graph, and i t f o l l o w s f o r a l l f o u r of the d i r e c t i v e s , 

20 what i s the l e f t - h a n d scale? 

21 A. The l e f t - h a n d scale i s the 12-month average 

22 of F l . 

23 Q. Let's p i c k a month, the l a s t data p o i n t , i t 

24 looks l i k e i t ' s 13.7 or 8 out t h e r e on the r i g h t - h a n d 

25 end of t h a t l i n e ? 
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1 A. Yes. 

2 Q. That number, the 13. whatever i t i s number 

3 i s what? That's a ru n n i n g average of 12 months' Fl? 

4 A. That's the 12-month average of F l ending 

5 w i t h September 1990. 

6 Q. And so the a c t u a l F l f o r September of 1990 

7 would have t o be c o n s i d e r a b l y higher than t h a t ? 

8 A. No. A l l i t has t o do i s be hi g h e r than the 

9 p r e v i o u s September because w i t h t h i s 12-month running 

10 average, i f you've got August 12-month average, you 

11 move t o September, you drop September 1989 and p i c k up 

12 September 1990. 

13 Q. Do you happen t o remember what t h a t 

14 September was? 

15 A. No. I do have t h a t down t h e r e i n my 

16 b r i e f c a s e , I t h i n k . This i s f o r which pool? 

17 Q. Eumont. 

18 A. Eumont? 

19 Q. Y e s , s i r . 

20 A. September 1990 Eumont F l was 13,627. 

21 September of 1989 was 8,516. 

22 Q. Thank you, s i r . Looking at your E x h i b i t 

23 No. 3, the proposed changes t o Rule 3-A d e a l i n g w i t h 

24 nominations --

25 A. Yes, s i r . 
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1 Q. This q u e s t i o n i s addressed t o the proposed 

2 a d d i t i o n d e a l i n g w i t h d i s c r e t i o n a r y e l i m i n a t i o n of 

3 n o m i n a t i o n s . Do you know i f the s t a t u t e r e q u i r e s t h e 

4 D i v i s i o n t o look a t nominations p r i o r t o s e t t i n g 

5 a l l o w a b l e s ? 

6 A. The s t a t u t e says t h a t "the Commission s h a l l 

7 r e c e i v e n o m i n a t i o n s , " and then f u r t h e r says t h a t "they 

8 s h a l l c onsider n o m i n a t i o n s " and other t h i n g s . 

9 Q. And then l o o k i n g at the proposed change t o 

10 Rule 8 on minimum a l l o w a b l e s --

11 A. Yes. 

12 Q. The way you e n v i s i o n the minimum a l l o w a b l e 

13 w o r k i n g , would t h a t a l l o w a b l e be s u b j e c t t o 

14 r e d i s t r i b u t i o n i f i t i s assigned t o w e l l s t h a t do not 

15 make i t over time? 

16 A. W e l l , I don't t h i n k t h a t the r u l e s r e q u i r e 

17 t h a t . I t h i n k t h a t t h a t i s done t o a c e r t a i n e x t e n t . 

18 Q. I f minimum a l l o w a b l e s are adopted f o r these 

19 p o o l s , would you expect t h a t t o co n t i n u e t o be done? 

20 And I'm t h i n k i n g now we had the case l a s t week w i t h 

21 the Eumont proposed a l l o w a b l e of 600 Mcf a day, and 

22 t h e r e were a number of w e l l s i n t h a t pool t h a t c o u l d 

23 not make t h a t a l l o w a b l e . I'm wondering i f you 

24 e n v i s i o n t h a t a l l o w a b l e t h a t i s not produced being 

25 r e d i s t r i b u t e d t o w e l l s i n the pool? 
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1 A. Not e n t i r e l y . I have always had a bi a s 

2 a g a i n s t minimum a l l o w a b l e s because minimum a l l o w a b l e s 

3 don't guarantee market. And you can set the 

4 a l l o w a b l e s as h i g h as you want t o , but t h a t doesn't 

5 mean t h a t the market i s going t o gi v e you the demand 

6 where you can produce those minimum a l l o w a b l e s . 

7 Each month when we look at the a l l o w a b l e s 

8 f o r the coming month, we look at the pool s t a t u s . And 

9 i t has been my p r a c t i c e t h a t i f a pool i s 

10 overproduced, i t t e l l s me I have not giv e n the pool 

11 enough a l l o w a b l e , and t h e r e f o r e I throw i n a d d i t i o n a l 

12 a l l o w a b l e t o t r y t o get t h a t pool i n balance w i t h i t s 

13 p r o d u c t i o n . 

14 And t h i s would c o n t i n u e t o be done, I 

15 t h i n k . I'm not going t o be a d m i n i s t e r i n g these r u l e s , 

16 but I t h i n k t h a t i t w i l l c o n t i n u e t o be done so t h a t 

17 a l l o w a b l e which i s c a n c e l l e d and t h e r e f o r e changes the 

18 pool s t a t u s w i l l take i n t o e f f e c t the a l l o w a b l e t h a t 

19 was not produced by w e l l s t h a t r e c e i v e d i t but d i d not 

20 produce i t , and a l l o c a t e some of i t t o w e l l s who d i d 

21 and can produce i t . 

22 MR. PEARCE: Thank you, s i r . 

23 Thank you, Mr. Chairman. 

24 COMMISSION DIRECTOR: Thank you, Mr. 

25 Pearce. A d d i t i o n a l q u e s t i o n s of the wit n e s s ? 
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1 COMMISSION DIRECTOR: Yes, s i r . 

2 MR. FOPPIANO: My name i s Rick Foppiano 

3 w i t h OXY . 

4 CROSS-EXAMINATION 

5 BY MR. FOPPIANO: 

6 Q. Mr. Lyon, I have j u s t one b r i e f q u e s t i o n of 

7 c l a r i f i c a t i o n . The proposed r u l e s e n v i s i o n 

8 c l a s s i f i c a t i o n p e r i o d s changing from f o u r months t o 

9 t h r e e months, as I understand them? 

10 A. Yes. 

11 Q. I f the a l l o w a b l e i s f i x e d on a s i x month by 

12 s i x month b a s i s , of what b e n e f i t i s i t t o r e c l a s s i f y 

13 w e l l s every t h r e e months? I guess the q u e s t i o n i s , do 

14 you see the a l l o w a b l e changing as a r e s u l t of the 

15 r e c l a s s i f i c a t i o n midway i n the a l l o c a t i o n p e r i o d s ? 

16 A. No, I do not see a l l o w a b l e s changing 

17 midway. The on l y advantage t h a t I can see t o having 

18 two c l a s s i f i c a t i o n p e r i o d s i n an a l l o c a t i o n p e r i o d i s 

19 t o put out a second p r o r a t i o n schedule and r e c l a s s i f y 

20 w e l l s so as t o show perhaps a b e t t e r i n d i c a t i o n of 

21 po o l balance because those w e l l s t h a t are r e c l a s s i f i e d 

22 t o m a r g i n a l , t h e i r u n d e r p r o d u c t i o n w i l l be dropped 

23 o u t ; so i t would g i v e a more c u r r e n t pool s t a t u s , but 

24 t h a t ' s the on l y advantage I can see. 

25 MR. FOPPIANO: Thank you. That's the on l y 
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1 q u e s t i o n I have. 

2 COMMISSION DIRECTOR: Thank you. 

3 A d d i t i o n a l q u e s t i o n s of the witness? Yes, s i r . 

4 CROSS-EXAMINATION 

5 BY MR. DEES: 

6 Q. Mr. Lyon, my name i s A l l a n Dees w i t h 

7 Texaco. The suggested Rule 5 says t h a t the D i v i s i o n 

8 w i l l be e s t i m a t i n g market demand f o r each gas p o o l ; i s 

9 t h a t c o r r e c t ? 

10 A. Y e s , s i r . 

11 Q. Can you d e s c r i b e the mechanics of the 

12 procedure by which the est i m a t e d market demand w i l l be 

13 determined? 

14 A. I c a n ' t . 

15 Q. W i l l you, please. You say you cannot? 

16 A. No. 

17 Q. Do you have any o p i n i o n s as t o how t h a t 

18 e s t i m a t e d market demand should be determined? 

19 A. Yes, yes, I do. I t h i n k t h a t the best 

20 measure we have of market demand i s a c t u a l p r o d u c t i o n 

21 and s a l e s , t o g e t h e r w i t h any i n f o r m a t i o n t h a t we may 

22 r e c e i v e from t r a n s p o r t e r s , p u r c h a s e r s , p r o d u c e r s , or 

23 whoever i s i n a p o s i t i o n t o know t o advise of changes 

24 since the l a s t data t h a t we have would i n d i c a t e . 

25 Q. To what e x t e n t would producer i n p u t be 

CUMBRE COURT REPORTING 
(505) 984-2244 



42 

1 i n v i t e d as a way of d e t e r m i n i n g i f h i s t o r i c a l 

2 p r o d u c t i o n i s a c t u a l l y r e p r e s e n t a t i v e of market 

3 demand? 

4 A. W e l l , I t h i n k the best i n f o r m a t i o n t h a t 

5 they can gi v e us i s t h e i r p r o d u c t i o n . I t h i n k t h a t ' s 

6 the best n o m i n a t i o n t h a t we can get i s a c t u a l 

7 p r o d u c t i o n . 

8 Q. Do you have any i n d i c a t i o n as t o whether 

9 t h a t o p i n i o n i s going t o be shared then by the people 

10 who are going t o a c t u a l l y be doing the market demand 

11 e s t i m a t i o n ? 

12 A. I have no c o n t r o l over t h a t at a l l . 

13 MR. DEES: Thank you, s i r . 

14 COMMISSION DIRECTOR: Thank you, Mr. Dees. 

15 A d d i t i o n a l q u e s t i o n s of the witness? I f 

16 n o t , he may be excused. 

17 Mr. S t o v a l l , do you have any other 

18 witnesses? 

19 MR. STOVALL: I do have one, and i t w i l l be 

20 very b r i e f , Mr. Chairman. I c a l l Mr. Jim Plewa. 

21 JIM PLEWA, 

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

23 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 : 

24 DIRECT EXAMINATION 

25 BY MR. STOVALL: 
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1 Q. Mr. Plewa, please s t a t e your name and place 

2 of re s i d e n c e . 

3 A. My name i s Jim Plewa, and I l i v e i n Santa 

4 Fe. 

5 Q. How are you employed? 

6 A. I'm employed as the bureau c h i e f f o r data 

7 p r o c e s s i n g 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 . 

8 Q. Do those r e s p o n s i b i l i t i e s i n c l u d e 

9 s u p e r v i s i o n and management of the s e c t i o n of the data 

10 p r o c e s s i n g d i v i s i o n which handles the gas p r o r a t i o n 

11 schedules and produces, takes the i n f o r m a t i o n i n and 

12 makes the a l l o c a t i o n ? 

13 A. Yes, they do. 

14 Q. Are you f a m i l i a r w i t h the system? 

15 A. I'm somewhat f a m i l i a r w i t h i t . I've d e a l t 

16 w i t h t r y i n g t o document i t . 

17 Q. Have you had an o p p o r t u n i t y t o review the 

18 p r o p o s a l s t h a t have been presented by the committee? 

19 A. Yes, I have. 

20 Q. Let me j u s t ask you, do you f e e l t h a t these 

21 systems can be implemented u s i n g the resources t h a t 

22 are a v a i l a b l e t o you, and, i f so, what time frame 

23 would t h a t take? 

24 A. The systems proposed or the changes 

25 proposed don't seem t o be t h a t c o m p l i c a t e d on the 
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1 f a c e . I t ' s a ve r y s t r a i g h t f o r w a r d k i n d of 

2 mathematical process. So changing the systems would 

3 appear on the s u r f a c e t o be very s i m p l e . 

4 The problem i s t h a t the data p r o c e s s i n g 

5 systems have evolved over the l a s t 20 yea r s , and 

6 making any k i n d of change i s e x t r e m e l y d i f f i c u l t i n 

7 t r y i n g t o f i g u r e out where t o change something w i t h o u t 

8 a f f e c t i n g any other p a r t of the system. 

9 What we are t r y i n g t o do a t t h i s p o i n t i s 

10 t o document the system w e l l enough t o know where 

11 t h i n g s are . 

12 Our c o n c l u s i o n so f a r i s t h a t we r e a l l y 

13 need t o redo the system i n any case. And t h i s k i n d of 

14 p r o p o s a l would be i n v o l v e d i n t h a t i n terms of 

15 r e q u i r i n g us -- a change of t h i s k i n d would r e q u i r e us 

16 r e a l l y t o change the e n t i r e system. 

17 Q. I f I understand you c o r r e c t l y , what you 

18 s a i d i s , i f the changes as recommended by the 

19 committee were t o be implemented, i t r e a l l y wouldn't 

20 make sense t o t r y t o modify the e x i s t i n g system, but 

21 r a t h e r t h a t would be a c a t a l y s t f o r r e d e v e l o p i n g the 

22 system or d e v e l o p i n g a new system which might need t o 

23 be done anyway i f you had a dream w o r l d ; i s t h a t 

24 c o r r e c t ? 

25 A. R i g h t . 
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1 Q. How long would i t take t o do t h a t ? Using 

2 the resources t h a t you reasonably c o u l d expect t o have 

3 a v a i l a b l e , c o u l d you do i t by A p r i l 1st? 

4 A. No. The problem we have r i g h t now i s we're 

5 shorthanded, and we have t h i s p r o j e c t coming up pl u s a 

6 very l a r g e p r o j e c t i n v o l v i n g two other agencies c a l l e d 

7 the On Guard P r o j e c t . And we j u s t can't put the k i n d 

8 of resources on i t t h a t we'd l i k e t o . 

9 Q. What would be your recommendation as t o a 

10 time frame t o i n p u t i t i f you had — based upon j u s t 

11 your l i m i t e d area of r e s p o n s i b i l i t y and re s o u r c e s , 

12 what would you --

13 A. I b e l i e v e we co u l d do i t by October, which 

14 i s the m i d p o i n t of the p r o r a t i o n y ear, as I understand 

15 i t . 

16 Q. Do you have any s p e c i f i c comments on any 

17 s p e c i f i c aspects of the p r o p o s a l as they would be 

18 a f f e c t e d by data p r o c e s s i n g , p a r t i c u l a r l y the 

19 g e n e r a t i o n of r e p o r t s , the frequency of t h a t ? 

20 A. My c u r r e n t u n d e r s t a n d i n g i s t h a t the data 

21 i s t h e r e , the h i s t o r i c a l data i s t h e r e , t h a t a l l t h a t 

22 r e a l l y needs t o be done i s t o c l a r i f y e x a c t l y how the 

23 data should be used, when the r e p o r t s should be 

24 gene r a t e d , and so on. That's i n my mind not a problem 

25 i n terms of how many r e p o r t s are generated or when. 
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1 The problem i s i n r e d e s i g n i n g the c u r r e n t system t o 

2 produce those r e p o r t s . 

3 Q. So i f you were able t o c r e a t e a new system, 

4 I ' l l say, f o r lack of a b e t t e r term, t o meet the 

5 requirements of any changes, then the frequency of 

6 r e p o r t s would not be a s i g n i f i c a n t issue i n terms of 

7 t h a t redesign? 

8 A. Cor r e c t . 

9 Q. Any t h i n g f u r t h e r you'd l i k e t o add w i t h 

10 respect t o these proposed changes from a data 

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

12 A. No. 

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

14 Plewa? 

15 COMMISSION DIRECTOR: Questions of Mr. 

16 Plewa? You may be excused. Thank you very much. 

17 Do you have any more witnesses? 

18 MR. STOVALL: I have no more at t h i s t i m e . 

19 COMMISSION DIRECTOR: Let's take a 

20 15-minute break and reconvene at 10:30. 

21 (Thereupon, a recess was taken.) 

22 COMMISSION DIRECTOR: S h a l l we convene? 

23 Are you t h r o u g h , Mr. S t o v a l l ? 

24 MR. STOVALL: I'm t h r o u g h , Mr. Chairman. 

25 COMMISSION DIRECTOR: I ' d l i k e t o have Mr. 
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1 E r i c N i t c h e r f o r Amoco. 

2 MR. NITCHER: Mr. Chairman, we j u s t have a 

3 few gene r a l comments today. 

4 F i r s t o f f , Amoco would l i k e t o thank the 

5 O i l C onservation D i v i s i o n f o r a l l o w i n g us t o 

6 p a r t i c i p a t e i n the r u l e s committee process. We 

7 a p p r e c i a t e the o p p o r t u n i t y because I t h i n k t h a t g i v e s 

8 Amoco an o p p o r t u n i t y t o r e f l e c t i t s views and inc r e a s e 

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

10 Amoco b e l i e v e s the proposed changes as the 

11 committee has proposed w i l l e l i m i n a t e many of the 

12 problems t h a t are now i n the c u r r e n t p r o r a t i o n r u l e s 

13 and r e g u l a t i o n s , and these changes w i l l be f o r the 

14 b e t t e r . 

15 Amoco a l s o b e l i e v e s t h a t i t w i l l i n c rease 

16 p r o d u c t i o n i n the s t a t e , which i s u l t i m a t e l y good f o r 

17 the s t a t e and u l t i m a t e l y good f o r the producer. 

18 B a s i c a l l y , t h e r e ' s j u s t a few s p e c i f i c remarks we 

19 would l i k e t o look a t . 

20 The f i r s t t h i n g i s i n addressing the 

21 six-month a l l o c a t i o n p e r i o d , I t h i n k Amoco would l i k e 

22 t o r e i t e r a t e the b e n e f i t s t h a t six-month a l l o c a t i o n 

23 p e r i o d p r o v i d e s . I ' l l b a s i c a l l y read back what I 

24 t h i n k was put f o r w a r d t o the committee. 

25 The f i r s t i s i t a l l o w s ample time f o r 
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1 knowledgeable p a r t i e s t o prepare n o m i n a t i o n s . The 

2 second, i t a l l o w s the p r o r a t i o n system t o be u t i l i z e d 

3 as a long - t e r m p l a n n i n g t o o l . T h i r d , i t a l l o w s the 

4 Commission and i n d u s t r y groups t o examine and 

5 i n c o r p o r a t e market t r e n d s . I t a l l o w s the r e d u c t i o n of 

6 a d m i n i s t r a t i v e burdens on the Commission and D i v i s i o n 

7 s t a f f . And i t reduces computer and m a i l i n g expense. 

8 And, l a s t l y , i t p r o v i d e s i n s i g h t among the s t a t u s of 

9 the p o o l s . 

10 The next t h i n g t h a t I ' d l i k e t o address i s 

11 b a s i c a l l y the q u a r t e r l y r e c l a s s i f i c a t i o n . Amoco 

12 t h i n k s a q u a r t e r l y r e c l a s s i f i c a t i o n i s good because i t 

13 a l l o w s the a c c e l e r a t i o n of r e c l a s s i f i c a t i o n of 

14 m a r g i n a l GPU's, which encourages more p a r t i c i p a t i o n . 

15 We t h i n k t h i s i s a very v a l i d p o i n t , and i t gets t h e 

16 p a r t i e s working i n the marketplace and g e t t i n g gas 

17 moving. 

18 L a s t l y , I t h i n k , a f t e r h e a r i n g the 

19 t e s t i m o n y , Amoco i s i n agreement and t h i n k s t h a t the 

20 committee d i d a good j o b , and we're on a good road t o 

21 g e t t i n g the r u l e s , the r e g u l a t i o n s , i n a form t h a t 

22 w i l l a l l o w the s t a t e t o maximize p r o d u c t i o n and 

23 p r o f i t s and a l l o w the o p e r a t o r s t o maximize p r o d u c t i o n 

24 and p r o f i t s . And we would recommend t h a t the D i v i s i o n 

25 accept the r u l e s and r e g u l a t i o n s as proposed and go 
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1 from t h e r e . I t h i n k i t ' s a good process, and we ought 

2 t o e n t e r t a i n such changes whenever necessary and work 

3 t o g e t h e r w i t h the Commission and pro d u c e r s . 

4 COMMISSION DIRECTOR: Thank you very much, 

5 Mr. N i t c h e r . 

6 Miss Reuter, f o r Doyle Hartman? 

7 MS. REUTER: Thank you, Mr. Chairman. May 

8 i t please the Commission, my name i s Joanne Reuter of 

9 the Gallegos Law Firm of Santa Fe, New Mexico, and I 

10 represent Doyle Hartman. We j u s t have a few b r i e f 

11 comment s. 

12 I ' d a l s o l i k e t o at t h i s time f i l e w r i t t e n 

13 comments w i t h the Commission, i f I may. I ' l l hand 

14 f o u r of them up t o F l o r e n e . 

15 Mr. Hartman i s an o p e r a t o r of n a t u r a l gas 

16 w e l l s and a working i n t e r e s t owner i n southeast New 

17 Mexico, and, as such, he wants t o w h o l e h e a r t e d l y 

18 support and urge the Commission t o adopt the r u l e 

19 change t o Rule 8 t h a t would more s p e c i f i c a l l y a l l o w 

20 the Commission t o adopt minimum a l l o w a b l e s . 

21 As t o the other changes proposed a t t h i s 

22 t i m e , Mr. Hartman i s n e u t r a l and does not have any 

23 p o s i t i o n . 

24 I n the f i l e d comments, we have set f o r t h 

25 f i r s t f o r the Commission's convenience the v a r i o u s 
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1 s t a t u t o r y p r o v i s i o n s t h a t we b e l i e v e g i v e the 

2 Commission a u t h o r i t y t o go ahead and set minimum 

3 a l l o w a b l e s . G e n e r a l l y , i t ' s from i t s powers t o 

4 prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s . 

5 I ' d a l s o l i k e t o p o i n t out t h a t the 

6 Commission has s p e c i f i c s t a t u t o r y a u t h o r i t y t h a t 

7 expands on t h a t a l i t t l e b i t under NMSA Se c t i o n 

8 7 2 - 1 7 ( d ) , which p r o v i d e s t h a t the Commission may 

9 e s t a b l i s h minimum a l l o w a b l e s f o r some w e l l s . 

10 I t ' s our p o s i t i o n t h a t a l t h o u g h the r u l e 

11 change i s not a b s o l u t e l y necessary f o r the Commission 

12 t o go ahead and adopt minimum a l l o w a b l e s on a 

13 case-by-case b a s i s , the changes are good and are 

14 recommended by us because they c l a r i f y t h a t the 

15 Commission i s w i l l i n g t o consider such changes, and 

16 they c l a r i f y some of the f a c t o r s t h a t the Commission 

17 would be i n t e r e s t e d i n i n making such a 

18 d e t e r m i n a t i o n . 

19 Establishment of minimum a l l o w a b l e s i s 

20 p r o b a b l y more necessary than i t i s ob v i o u s . As the 

21 Commission w e l l knows, since the Federal Energy 

22 R e g u l a t o r y Commission's or d e r s e s t a b l i s h i n g open 

23 access on i n t e r s t a t e n a t u r a l gas p i p e l i n e s , the 

24 i n d u s t r y has ent e r e d i n t o a c o m p e t i t i v e s i t u a t i o n 

25 which has cr e a t e d a gr e a t deal of problems f o r 
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1 producers and the Commission. The Commission has been 

2 s t r u g g l i n g t o respond, and the producers have been 

3 s t r u g g l i n g t o s u r v i v e i n t h i s c o m p e t i t i v e 

4 marketplace. 

5 I ' d l i k e t o p o i n t out t h a t i n the 

6 c o m p e t i t i v e system, market demand i s r e a l l y becoming a 

7 f u n c t i o n of p r i c e and i s no longer n e c e s s a r i l y 

8 determined by p i p e l i n e purchases. The only r e a l 

9 c o n s t r a i n t s on demands on producers are going t o be 

10 p i p e l i n e and t r a n s p o r t a t i o n c a p a c i t y . Thus the demand 

11 f o r a producer's' gas i s l a r g e l y going t o be a 

12 q u e s t i o n of h i s choice and h i s a b i l i t y t o compete i n 

13 the mar k e t p l a c e . The Commission has c e r t a i n l y 

14 attempted t o make the p r o r a t i o n system responsive t o 

15 these changes i n the mar k e t p l a c e . U n f o r t u n a t e l y , i t 

16 does not appear t o have worked t e r r i b l y w e l l . 

17 I f you look at Appendix 1 t o the comments 

18 t h a t we f i l e d , y o u ' l l see as an example a c h a r t which 

19 d e p i c t s the l e v e l s of a l l o w a b l e s since 1980. And i f 

20 you look a t i t , you can see 1980 t o 1983, t h e 

21 a l l o w a b l e s i n the Eumont and Jalmat Pools were 

22 r e l a t i v e l y c o n s t a n t . And a f t e r t h a t , they f l u c t u a t e 

23 a l l over. And even a lawyer such as myself can look 

24 at t h a t and see t h a t i t ' s going t o be d i f f i c u l t t o 

25 operate as a n a t u r a l gas producer i n t h a t k i n d of an 
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1 e n v i ronment. 

2 These f l u c t u a t i o n s have i r r e p a r a b l y harmed 

3 producer economics, r e s u l t i n g i n slower and 

4 i n e f f i c i e n t development of p o t e n t i a l l y vast reserves 

5 i n the s t a t e . This has caused a depre s s i o n i n s t a t e 

6 revenues and al s o depresses l o c a l economies. Most 

7 i m p o r t a n t l y , however, they c r e a t e waste causing the 

8 i n e f f i c i e n t r e c o v e r y of reserves i n the p o o l s . And 

9 they a l s o hamper c o r r e l a t i v e r i g h t s of d i f f e r e n t 

10 producers by d e l a y i n g t h e i r o p p o r t u n i t i e s t o recover 

11 t h e i r f a i r share of gas i n the p o o l s . 

12 Establishment of minimum a l l o w a b l e s would 

13 assure a s t a b l e l e v e l of p e r m i s s i b l e p r o d u c t i o n as a 

14 f l o o r on the a l l o w a b l e set by the D i v i s i o n and would 

15 p r o v i d e s u f f i c i e n t assurance t o producers t h a t they 

16 would be able t o e f f e c t i v e l y recover the reserves at a 

17 r a t e a p p r o p r i a t e t o the i n d u s t r y . 

18 By the same t o k e n , minimum a l l o w a b l e s would 

19 not c r e a t e a system of d e p r o r a t i o n . You would s t i l l 

20 have a minimum a l l o w a b l e t h a t would be d i v i d e d up 

21 among producers i n the pool and d i v i d e d up among 

22 standard and nonstandard p r o r a t i o n u n i t s so t h a t 

23 producers would not h e l t e r - s k e l t e r d evelop, d r i l l , and 

24 c o n t i n u e d e f f i c i e n t management of the pools of gas i n 

25 New Mexico would be c o n t i n u e d . 

CUMBRE COURT REPORTING 
(505) 984-2244 



53 

1 We support Mr. S t o v a l l ' s s u g g e s t i o n t h a t 

2 the Commission might l i k e t o look at the a p p l i c a t i o n 

3 t h a t was f i l e d by Texaco, I n c . , and t h a t was heard by 

4 D i v i s i o n Examiner l a s t Wednesday f o r a f u l l 

5 e x p l a n a t i o n and a r e a l l y good p r e s e n t a t i o n of the hard 

6 and con c r e t e f a c t s t h a t would support e s t a b l i s h m e n t of 

7 a minimum a l l o w a b l e i n an i n d i v i d u a l p o o l , and we 

8 would request t h a t you go ahead and take n o t i c e of the 

9 t r a n s c r i p t of t h a t h e a r i n g and look at i t b e f o r e you 

10 make a d e c i s i o n on Rule 8. 

11 I n sum, Mr. Hartman t h e r e f o r e urges the 

12 Commission t o go ahead and adopt the changes t o Rule 8 

13 e s t a b l i s h i n g a minimum a l l o w a b l e . Thank you. 

14 COMMISSION DIRECTOR: Thank you, Miss 

15 Reute r . 

16 I ' l l now hear from A l l a n Dees w i t h Texaco. 

17 MR. DEES: We have w r i t t e n comments which 

18 I ' d l i k e t o o f f e r . 

19 My name i s A l l a n Dees w i t h Texaco. I'm 

20 Sa f e t y & Re g u l a t o r y Compliance Manager f o r Texaco's 

21 Midland Producing D i v i s i o n , which covers a l l of our 

22 d r i l l i n g and p r o d u c t i o n o p e r a t i o n s i n New Mexico. I'm 

23 going t o p a r t i a l l y read from t h i s statement. What I 

24 say may not be e x a c t l y what's w r i t t e n here, and i f I 

25 say something d i f f e r e n t , then I guess what I say i s 
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1 what I mean t o take precedent. 

2 Texaco, I n c . , and i t s w h o l l y owned 

3 a f f i l i a t e , Texaco Producing C o r p o r a t i o n , are major 

4 producers and aggres s i v e marketers of New Mexico o i l 

5 and gas. We b e l i e v e t h a t a gas p r o r a t i o n system can 

6 and should be designed t o , f i r s t , p revent waste 

7 t h r o u g h good r e s e r v o i r management p r i n c i p l e s , p r o t e c t 

8 c o r r e l a t i v e r i g h t s of producers and r o y a l t y i n t e r e s t s , 

9 and f u l l y s a t i s f y market demand f o r New Mexico gas. 

10 We recog n i z e the r e c o r d of the O i l 

11 C o n s e r v a t i o n D i v i s i o n i n meeting the f i r s t two design 

12 c o n d i t i o n s . We b e l i e v e t h a t a d o p t i o n of the 

13 amendments being proposed by the D i v i s i o n i n t h i s 

14 rule-making w i l l be a major step toward meeting t h i s 

15 t h i r d o b j e c t i v e . The f o l l o w i n g comments i n c l u d e some 

16 a d d i t i o n a l — w i l l i n c l u d e some suggested a d d i t i o n a l 

17 amendments which we b e l i e v e would l e n g t h e n t h a t s t e p . 

18 We support the D i v i s i o n of the one-year 

19 p r o r a t i o n p e r i o d i n t o two a l l o c a t i o n p e r i o d s and 

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

21 from f o u r t o t h r e e months. These changes, coupled 

22 w i t h those proposed i n S e c t i o n E f o r r e c l a s s i f i c a t i o n 

23 of gas p r o r a t i o n u n i t s , w i l l h e l p t o make the system 

24 more responsive t o changes i n w e l l producing 

25 c a p a b i l i t y , and thus more able t o a l l o c a t e nonmarginal 
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1 a l l o w a b l e s t o meet market demand. 

2 What we're p r i m a r i l y r e f e r r i n g t o i s t h a t 

3 these changes w i l l , we b e l i e v e , c r e a t e a more r a p i d or 

4 a more responsive r e c l a s s i f i c a t i o n of nonmarginal 

5 w e l l s t o m a r g i n a l s t a t u s where t h a t ' s w a r r a n t e d . 

6 Gas nominations have n o t o r i o u s l y been 

7 i n a c c u r a t e i n the p a s t . The D i v i s i o n i s suggesting 

8 t h a t the D i v i s i o n D i r e c t o r be giv e n the a u t h o r i t y t o 

9 suspend the requirement f o r nominations i f he decides 

10 t h a t they are of l i t t l e or no v a l u e . Texaco would 

11 recommend e l i m i n a t i n g t h i s requirement now. The New 

12 Mexico law r e q u i r e s i n s u b s e c t i o n (d) -- t h i s i s 

13 S e c t i o n 70-2-16 -- t h a t the D i v i s i o n s h a l l c o n s i d e r 

14 purchaser n o m i n a t i o n s . I t doesn't b i n d the D i v i s i o n 

15 t o use them. Also i t doesn't b i n d the D i v i s i o n t o 

16 r e q u i r e them t o be s u b m i t t e d . I t j u s t says t h a t the 

17 D i v i s i o n w i l l c o nsider them i f they are s u b m i t t e d . So 

18 we would recommend the gas nominations be made an 

19 o p t i o n a l method f o r p u r c h a s e r s , t r a n s p o r t e r s , and we 

20 t h i n k even producers t o f u r n i s h i n f o r m a t i o n on any 

21 s i g n i f i c a n t gas demand changes which they have reason 

22 t o b e l i e v e t h a t the D i v i s i o n doesn't a l r e a d y have. 

23 I've suggested some language i n the w r i t t e n 

24 comments f o r Rule 3-A. I won't read t h a t here, but 

25 I ' l l o f f e r t h a t f o r you t o c o n s i d e r . 
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1 I n S e c t i o n C, a l l o c a t i o n and g r a n t i n g of 

2 a l l o w a b l e s , the D i v i s i o n ' s proposed language f o r Rule 

3 5 places a new emphasis on meeting market demand. We 

4 concur w i t h t h i s need. Texaco suggests, however, t h a t 

5 i t may not be adequate t o simply equate pool 

6 a l l o w a b l e s t o e s t i m a t e market demand. Our past 

7 experience i n d i c a t e s t h a t most m a r g i n a l w e l l s and many 

8 w e l l s t h a t are c l a s s i f i e d as nonmarginal cannot 

9 c o n s i s t e n t l y produce t h e i r assigned a l l o w a b l e s . 

10 Simple mathematical e q u a t i n g of a n t i c i p a t e d 

11 market demand t o each p o o l w i l l i n e v i t a b l y r e s u l t i n 

12 i n s u f f i c i e n t nonmarginal and a l l o w a b l e assignment t o 

13 meet a c t u a l market demand i n many cases. I n some 

14 i n s t a n c e s , the proposed adjustments t o compensate f o r 

15 o v e r p r o d u c t i o n and so on may not be adequate. We'd 

16 recommend t h a t Rule 5 be amended t o r e q u i r e assignment 

17 of s u f f i c i e n t a l l o w a b l e t o each pool t o a c t u a l l y 

18 s a t i s f y market demand or es t i m a t e d market demand as 

19 i t ' s e s t i m a t e d by the D i v i s i o n . Again, I've suggested 

20 some language changes f o r Rule 5 t o accomplish t h a t . 

21 Texaco does agree w i t h the s e t t i n g of 

22 ma r g i n a l GPU a l l o w a b l e based on average p r o d u c t i o n 

23 over an extended p e r i o d . I n s t e a d of using the l a t e s t 

24 a v a i l a b l e monthly p r o d u c t i o n , we b e l i e v e t h i s w i l l 

25 tend t o s t a b i l i z e the m a r g i n a l a l l o w a b l e s and b r i n g 
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1 them more c l o s e l y i n t o l i n e w i t h a c t u a l p r o d u c t i o n . 

2 We dis a g r e e w i t h using the a l l o w a b l e from 

3 the same a l l o c a t i o n p e r i o d of the p r e v i o u s year. 

4 M a r g i n a l w e l l p r o d u c t i o n should be r e l a t i v e l y f r e e 

5 from seasonal impacts and w i l l o f t e n be on d e c l i n e . 

6 So we've recommended t h a t Rule 5-A-l read: "The 

7 monthly a l l o w a b l e t o be assigned t o each m a r g i n a l GPU 

8 s h a l l be equal t o i t s average monthly p r o d u c t i o n from 

9 the l a t e s t a v a i l a b l e c l a s s i f i c a t i o n p e r i o d . " I n other 

10 words, we're su g g e s t i n g s i m p l y g e t t i n g some more 

11 c u r r e n t i n f o r m a t i o n . 

12 The m a t e r i a l I've handed you has some s t u f f 

13 s c r a t c h e d out i n t h e r e , and I a p o l o g i z e f o r t h a t . I'm 

14 one of the people t h a t managed not t o r e c e i v e the 

15 i n f o r m a t i o n t h a t was d e l e t e d on the o r i g i n a l m a i l - o u t 

16 on d e f i n i t i o n s . So I found a f t e r the t e s t i m o n y was 

17 prepared and I was up t h e r e , those comments were 

18 a l r e a d y answered, and so I've d e l e t e d those comments, 

19 and t h a t ' s the reason f o r t h a t being s c r a t c h e d o u t . 

20 We concur w i t h the remaining D i v i s i o n 

21 p r o p o s a l s f o r t h a t s e c t i o n , e s p e c i a l l y the expansion 

22 of Rule 8, Minimum A l l o w a b l e s . I might add 

23 p a r e n t h e t i c a l l y t h a t i t i s our hope w i t h minimum 

24 a l l o w a b l e s t h a t we w i l l be able t o get s u f f i c i e n t 

25 a l l o w a b l e s so t h a t we can c o n s i s t e n t l y meet our market 
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1 demand. We c e r t a i n l y have never thought t h a t minimum 

2 a l l o w a b l e s would guarantee any markets f o r us. I t 

3 would simply g i v e us the a l l o w a b l e s t o meet those 

4 market s . 

5 I n S e c t i o n E, as we've a l r e a d y mentioned, 

6 we concur w i t h the D i v i s i o n of the p r o r a t i o n p e r i o d 

7 i n t o two a l l o c a t i o n p e r i o d s and f o u r c l a s s i f i c a t i o n 

8 p e r i o d s . We b e l i e v e t h i s w i l l a l l o w more t i m e l y 

9 r e c l a s s i f i c a t i o n of w e l l s , i t w i l l p r o v i d e a 

10 s u f f i c i e n t l y long p e r i o d f o r averaging t o determine 

11 a c t u a l c a p a c i t y . 

12 We t h i n k the D i v i s i o n may need t o be s t i l l 

13 more a g g r e s s i v e i n r e c l a s s i f y i n g nonmarginal GPU's t o 

14 m a r g i n a l . We s t r o n g l y b e l i e v e t h a t the market demand 

15 can best be s a t i s f i e d by i n s u r i n g t h a t only capable 

16 w e l l s share i n the a l l o c a t i o n of nonmarginal pool 

17 a l l o w a b l e . 

18 The D i v i s i o n i s recommending t h a t a GPU has 

19 t o be underproduced at the b e g i n n i n g of an a l l o c a t i o n 

20 p e r i o d i n order t o be e l i g i b l e f o r r e c l a s s i f i c a t i o n t o 

21 m a r g i n a l under the f i r s t of i t s two t e s t s . We b e l i e v e 

22 t h a t each c l a s s i f i c a t i o n p e r i o d i s long enough t o be 

23 handled i n d e p e n d e n t l y , and we recommend t h a t Rule 13-A 

24 read: " A f t e r the p r o d u c t i o n data i s a v a i l a b l e f o r the 

25 l a s t month of each c l a s s i f i c a t i o n p e r i o d , any GPU 
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1 which had an underproduced s t a t u s at the be g i n n i n g of 

2 the c l a s s i f i c a t i o n s h a l l be r e c l a s s i f i e d t o ma r g i n a l 

3 i f i t s h i g h e s t s i n g l e month's p r o d u c t i o n d u r i n g the 

4 c l a s s i f i c a t i o n p e r i o d i s l e s s than i t s average monthly 

5 a l l o w a b l e d u r i n g such p e r i o d , " and so on as i t ' s 

6 c u r r e n t l y w r i t t e n i n the r u l e . We agree w i t h the 

7 remainder of the changes proposed by the D i v i s i o n f o r 

8 t h i s s e c t i o n . 

9 These are a l l of the prepared comments t h a t 

10 I have. We a p p r e c i a t e the o p p o r t u n i t y t o o f f e r these 

11 recommendations and comments t o the Commission, and 

12 I ' l l be happy t o respond t o any q u e s t i o n s you may 

13 have. 

14 COMMISSION DIRECTOR: Thank you, Mr. Dees. 

15 With a stateme n t , we don't u s u a l l y e n t e r t a i n 

16 q u e s t i o n s , but we a p p r e c i a t e very much your i n p u t i n t o 

17 the process. Thank you very much. 

18 We're going t o delay the c o n s t r u c t i o n 

19 p r o j e c t on the b u i l d i n g here f o r a minute. 

20 We can pr o b a b l y c a l l Mike Zimmermann, and 

21 you can take the stand or the microphone here and be 

22 ready when Mr. Humphries r e t u r n s . 

23 Just checking h e r e , Perry and Tom, you have 

24 witnesses t o present or j u s t statements? 

25 MR. FOPPIANO: Just a statement. 
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1 COMMISSION DIRECTOR: Just a statement? 

2 You don't have a witness? Mr. Pearce, a w i t n e s s or a 

3 statement? 

4 MR. PEARCE: No w i t n e s s . 

5 COMMISSION DIRECTOR: Tom, you j u s t have a 

6 statement or a witness? 

7 MR. KELLAHIN: N e i t h e r , s i r . 

8 COMMISSION DIRECTOR: We'll f i n i s h t h i s up 

9 b e f o r e l u n c h , e a s i l y . 

10 Mike, i f you'd l i k e t o --

11 MR. ZIMMERMANN: Sure. I ' d l i k e t o s t a r t 

12 o f f , Mr. Chairman, by exp r e s s i n g our a p p r e c i a t i o n t o 

13 the NMOCD f o r t h e i r responsiveness t o the proposed 

14 r u l e changes i n a l l of the a l l o w a b l e system. 

15 The s p e c i f i c comments as presented t o you, 

16 under Rule 1 , Conoco s t r o n g l y supports the proposed 

17 six-month a l l o c a t i o n p e r i o d w i t h the cons t a n t 

18 a l l o w a b l e s , i n summary, f o r the reasons g i v e n by 

19 Amoco. 

20 As i s p r e v i o u s l y d i s c u s s e d , the r e l i a b i l i t y 

21 of p i p e l i n e nominations i s q u e s t i o n a b l e a t b e s t . For 

22 example, over 85 percent of E l Paso's th r o u g h p u t i s 

23 moved as t r a n s p o r t a t i o n gas. I t h i n k t h a t ' s a p r e t t y 

24 well-known f a c t . Our o p i n i o n would be t h a t t o t a l 

25 t h r o u g h p u t on E l Paso and Transwestern would be a 
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1 b e t t e r r e f l e c t i o n of the t o t a l market demand r a t h e r 

2 than the purchaser and p i p e l i n e nominations due t o the 

3 changes i n the way gas i s moved today. And, i n f a c t , 

4 the t o t a l t h r o u g h p u t on both Transwestern and E l Paso 

5 i s pr o b a b l y l e s s than the t o t a l market demand as 

6 evidenced by the new p i p e l i n e p r o p o s a l s t o serve the 

7 C a l i f o r n i a market. I n o t h e r words, t h a t t h e r e ' s even 

8 a d d i t i o n a l demand t h a t exceeds the c u r r e n t p i p e l i n e 

9 c a p a b i l i t i e s . 

10 Our o p i n i o n i s t h a t the market, i n other 

11 words, the producers and consumers, should determine 

12 who chooses t o produce and at what r a t e s , and t h a t 

13 c o r r e l a t i v e r i g h t s should be p r o t e c t e d v i a the s i x 

14 times overproduced l i m i t and the spacing u n i t 

15 r e q u i r e m e n t s . 

16 I ' d l i k e t o b r i e f l y touch on the s h u t - i n 

17 p e r i o d s as f a r as the nonmarginal w e l l s , and p a r t of 

18 the reason t h a t ' s l e d up t o a l l of the proposed 

19 changes, and t h a t would simply be t h a t when the 

20 nonmarginal w e l l s are shut i n , the t o t a l p ool 

21 p r o d u c t i o n i s decreased, and the succeeding a l l o w a b l e s 

22 gr a n t e d t o the nonmarginal w e l l s t h e r e f o r e decrease. 

23 And t h i s r a t c h e t i n g down of a l l o w a b l e s i s a very 

24 d i f f i c u l t t r e n d t o s t o p , and i t ' s v e r y d i f f i c u l t t o 

25 get the w e l l s t o r a t c h e t back up. I t ' s much e a s i e r t o 
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1 make them r a t c h e t down. 

2 I n regards t o Rule 8, Conoco s t r o n g l y 

3 supports a minimum a l l o w a b l e f o r a l l of the p r o r a t e d 

4 p o o l s . We f e e l very s t r o n g l y t h a t a r e a l i s t i c minimum 

5 a l l o w a b l e w i l l enable producers t o propose new 

6 d r i l l i n g w e l l s , r e c o m p l e t i o n s , and even increase 

7 remedial work t o inc r e a s e the p r o d u c t i o n from e x i s t i n g 

8 w e l l s . 

9 Under Rule 9, i t ' s a s l i g h t change, but 

10 Conoco would recommend changing the d e l i v e r a b i l i t y 

11 exemption f o r the P i c t u r e d C l i f f s w e l l s from 250 Mcf 

12 per month, which i s 8.3 Mcf per day, t o 1,500 Mcf per 

13 month or 50 Mcf a day. This i s simply a small 

14 p r o p o s a l t h a t would save t o p i p e l i n e s and w e l l 

15 o p e r a t o r s some o p e r a t i n g expenses w i t h o u t 

16 s i g n i f i c a n t l y a f f e c t i n g the a l l o w a b l e s i t u a t i o n s . 

17 L a s t l y , under Rule 12-A, we f e e l t h a t the 

18 semi-annual r e c l a s s i f i c a t i o n would be s u f f i c i e n t 

19 p r o v i d e d t h a t o n l y w e l l s capable of producing i n 

20 excess of the nonmarginal a l l o w a b l e were granted the 

21 nonmarginal s t a t u s . I n ot h e r words, once we got out 

22 the m a r g i n a l w e l l s t h a t are t r u l y c l a s s i f i e d as 

23 nonmarginal but not capable of making t h a t a l l o w a b l e . 

24 That's a l l I have. Thank you, s i r . 

25 COMMISSION DIRECTOR: Thank you very much, 
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1 Mr. Zimmermann. Mr. Foppiano f o r OXY, USA. 

2 MR. FOPPIANO: Good morning, 

3 Commissioners. My name i s Rick Foppiano, and I 

4 repres e n t OXY USA. I passed out a prepared statement 

5 t h e r e . I'm going t o f o l l o w i t somewhat but expand on 

6 a few t h i n g s t h a t I t h i n k are i m p o r t a n t . 

7 OXY USA i s a major producer of o i l and 

8 n a t u r a l gas i n southeast New Mexico, and we've 

9 a c t i v e l y p a r t i c i p a t e d i n the e f f o r t s of the Gas Rules 

10 Committee t o analyze the gas p r o r a t i o n problems i n New 

11 Mexico and propose some s o l u t i o n s . 

12 F i r s t o f f , OXY supports the proposed 

13 changes, but we've got some r e s e r v a t i o n s t o t h a t . The 

14 way the r u l e s are i n t e r p r e t e d and put i n t o p r a c t i c e by 

15 the Commission s t a f f i s c r i t i c a l t o a c h i e v i n g the 

16 b e n e f i t s e n v i s i o n e d by the p a r t i c i p a n t s i n the 

17 committee. As Vic Lyon p o i n t e d out i n minutes of the 

18 l a s t committee meeting, t h e r e are pros and cons i n 

19 these proposed r u l e s . The 64 thousand d o l l a r q u e s t i o n 

20 i s , of course, what's the net e f f e c t . The answer 

21 depends i n l a r g e p a r t on how these proposed changes 

22 are put i n t o p r a c t i c e t o determine the market demand 

23 and a p p o r t i o n i t between the w e l l s i n the p o o l . 

24 We're not saying a n y t h i n g was l e f t out of 

25 the proposed r u l e changes. Quite the c o n t r a r y , we 
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1 t h i n k the committee members d i d an o u t s t a n d i n g job i n 

2 r e d e s i g n i n g the gas p r o r a t i o n system and d r a f t i n g r u l e 

3 changes t o implement. 

4 The concerns we have are about the next 

5 step c a l l e d the i n t e r p r e t a t i o n phase. We s t r o n g l y 

6 b e l i e v e t h a t the door should be l e f t open t o f i n e - t u n e 

7 these r u l e s or procedures a f t e r they have been i n 

8 p r a c t i c e and everyone has had a chance t o see the net 

9 e f f e c t of these changes. For t h i s reason, we propose 

10 t h a t i f these changes are adopted, they be adopted on 

11 a t r i a l b a s i s . A review h e a r i n g should be set up one 

12 year a f t e r the new system has been i n s t a l l e d t o hear 

13 comments and suggestions on how t o f i n e - t u n e the 

14 p r o r a t i o n system. 

15 Just a few t e c h n i c a l o b s e r v a t i o n s . We, 

16 l i k e other companies, s t i l l don't understand why 

17 nominations are being r e q u i r e d since they don't r e a l l y 

18 serve any g r e a t e r purpose under the proposed r u l e s as 

19 they d i d under the c u r r e n t p r o r a t i o n system. We 

20 t h i n k , since t h a t ' s the case, t h a t i t ' s unnecessary 

21 paperwork and should be e l i m i n a t e d i f t h e y ' r e not 

22 going t o be used. 

23 A l s o , we recommended a change t o Rule 

24 5 - A - l , t o what i t was proposed as Rule 5 - A - l . That's 

25 the r u l e t h a t d e f i n e s how much a l l o w a b l e w i l l be 
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1 assigned t o a ma r g i n a l w e l l ; s p e c i f i c a l l y , the average 

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

3 p r e v i o u s year. 

4 As we a l l know, gas w e l l s d e c l i n e i n 

5 p r o d u c t i o n , even m a r g i n a l gas w e l l s . So t o avoi d 

6 a d v e r s e l y a f f e c t i n g nonmarginal a l l o w a b l e by a s s i g n i n g 

7 more a l l o w a b l e than necessary t o mar g i n a l w e l l s , we 

8 propose t h a t Rule 5-A-l be changed t o p r o v i d e t h a t a 

9 mar g i n a l w e l l i s assigned an a l l o w a b l e equal t o i t s 

10 average p r o d u c t i o n equal t o the l a s t c l a s s i f i c a t i o n 

11 p e r i o d . 

12 As has been t e s t i f i e d t o , OXY worked on a 

13 s p e c i a l subcommittee t h a t addressed the minimum 

14 a l l o w a b l e i s s u e . We o r i g i n a l l y proposed the minimum 

15 a l l o w a b l e a t one of the committee meetings, and our 

16 purpose i n proposing t h a t was t o p r o v i d e a base l e v e l 

17 of a l l o w a b l e i n p r o r a t e d gas pools t h a t i s necessary 

18 t o encourage f u r t h e r development, workovers of 

19 e x i s t i n g w e l l s , compression i n s t a l l a t i o n s , and so 

20 f o r t h . 

21 Our a n a l y s i s of one p a r t i c u l a r f i e l d 

22 i n d i c a t e d t h a t the p r o r a t i o n system was sometimes 

23 causing a l l o w a b l e s t o be so low t h a t o p e r a t o r s were 

24 not d r i l l i n g new w e l l s or reworking o l d w e l l s because 

25 the low a l l o w a b l e s prevented recovery of t h e i r 
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1 i n v e s t m e n t . A l s o , some o p e r a t o r s of marg i n a l w e l l s 

2 were a v o i d i n g the expense of compression i n s t a l l a t i o n s 

3 because of the low nonmarginal a l l o w a b l e s . 

4 The suggested change i n Rule 8 was designed 

5 t o a l l o w o p e r a t o r s t o adopt a minimum a l l o w a b l e t h a t 

6 recognizes the economics of d r i l l i n g and o p e r a t i n g gas 

7 w e l l s i n a p r o r a t e d p o o l . We recommend t h a t i t be 

8 adopted. 

9 I might expand a l i t t l e b i t on how we 

10 e n v i s i o n the minimum a l l o w a b l e t o be implemented i n a 

11 p a r t i c u l a r p o o l . I t was OXY's overage s u g g e s t i o n t h a t 

12 the OCD perform t h e i r normal a l l o w a b l e c a l c u l a t i o n f o r 

13 a pool d e t e r m i n i n g what the l e v e l of nonmarginal 

14 a l l o w a b l e should be f o r the nonmarginal w e l l s i n the 

15 p o o l . And i f t h a t nonmarginal a l l o w a b l e f o r a 

16 standard p r o r a t i o n u n i t f e l l below the l e v e l of 

17 minimum a l l o w a b l e t h a t had been adopted f o r t h a t p o o l , 

18 then the minimum a l l o w a b l e should k i c k i n t o , i n 

19 e f f e c t , be the minimum nonmarginal a l l o w a b l e f o r t h a t 

20 month or a l l o c a t i o n p e r i o d or whatever i t i s . 

21 And i n t h a t way, we t h i n k t h a t the minimum 

22 a l l o w a b l e p r o v i d e s a base nonmarginal a l l o w a b l e so 

23 t h a t the nonmarginal a l l o w a b l e w i l l not go below 

24 t h a t . But i f i n f a c t through the a l 1 o w a b l e - s e t t i n g 

25 process the nonmarginal a l l o w a b l e i s higher than the 
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1 minimum, then i n t h a t case the minimum a l l o w a b l e 

2 wouldn't even be a p p l i c a b l e . 

3 That's how we e n v i s i o n e d t h a t the minimum 

4 a l l o w a b l e should operate i n a p o o l . I wasn't present 

5 at the Eumont h e a r i n g the other day. I don't know 

6 what was proposed t h e r e , but t h a t was our thoug h t s 

7 behind p r o p o s i n g i t o r i g i n a l l y i n the committee. 

8 And, l a s t l y , i f the OCD decides t h a t i t ' s 

9 not prudent t o have a review h e a r i n g on these r u l e s or 

10 adopt them on a t r i a l b a s i s or have some other method 

11 whereby the system can be f i n e - t u n e d i f t h e r e ' s some 

12 t h i n g s i n t h e r e t h a t are not working as everybody 

13 thought they were going t o work, then we t h i n k t h a t 

14 the OCD should have the f l e x i b i l i t y t o issue monthly 

15 or even q u a r t e r l y schedules. I n o t h e r words, 

16 a d j u s t i n g the a l l o w a b l e s i n a p r o r a t e d p o o l on a 

17 monthly or q u a r t e r l y b a s i s when, i n t h e i r e s t i m a t i o n , 

18 the six-month a l l o c a t i o n p e r i o d i s not working 

19 p r o p e r l y and not d e t e r m i n i n g market demand c o r r e c t l y 

20 and not a p p o r t i o n i n g i t amongst a l l the w e l l s i n an 

21 e q u i t a b l e f a s h i o n . 

22 I would l i k e t o compliment the OCD on 

23 a t t a c k i n g such a d i f f i c u l t problem as p r o r a t i n g gas i n 

24 today's gas market s i t u a t i o n s . As you pr o b a b l y know, 

25 most of the s t a t e s are g r a p p l i n g w i t h s i m i l a r i s s u e s , 
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1 and i t appears t h a t New Mexico i s b l a z i n g the path f o r 

2 o t h e r s t o f o l l o w . So we t h i n k you a l l are doing a 

3 g r e a t j o b , and t h a t ' s a l l I have t o o f f e r today. 

4 COMMISSION DIRECTOR: Thank you f o r your 

5 k i n d words, Mr. Foppiano. 

6 Mr. Perry Pearce. 

7 MR. PEARCE: Thank you, Mr. Chairman. 

8 For El Paso N a t u r a l Gas Company, we 

9 a p p r e c i a t e the e f f o r t s of the D i v i s i o n and the 

10 committee i n making these s u g g e s t i o n s , and we 

11 g e n e r a l l y f a v o r the a d o p t i o n of these r u l e s . There 

12 are a few matters which we would l i k e c l a r i f i e d i f the 

13 r u l e s are adopted. 

14 F i r s t of a l l , we are concerned t h a t the 

15 former and present Rule 3-A d e a l i n g w i t h nominations 

16 seems t o imply t h a t a purchaser can u n i l a t e r a l l y pass 

17 o f f a nomination r e s p o n s i b i l i t y t o a p i p e l i n e s i mply 

18 by i n f o r m i n g the D i v i s i o n . That's of gr e a t concern t o 

19 us because, as s e v e r a l people have s a i d , t h e r e ' s a 

20 g r e a t q u e s t i o n of whether or not a p i p e l i n e can 

21 a c c u r a t e l y nominate, and we don't want t o be put i n a 

22 p o s i t i o n t h a t we have a r e s p o n s i b i l i t y t o perform a 

23 s e r v i c e t h a t we cannot. 

24 We would suggest t h a t i f the p r o v i s i o n 

25 i n s t e a d i s t h a t a purchaser and a p i p e l i n e and an 
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1 o p e r a t o r agree t h a t the nomination r e s p o n s i b i l i t y i s 

2 the p i p e l i n e ' s so t h a t we are c o o p e r a t i n g and we are 

3 g e t t i n g t h e i r c o o p e r a t i o n t o p r o v i d e you w i t h a c curate 

4 n o m i n a t i o n s , t h a t ' s a c c e p t a b l e t o us, but we are 

5 concerned about t h i s u n i l a t e r a l t r a n s f e r p r o v i s i o n , 

6 and i t scares us. 

7 The second t h i n g i s , we would l i k e t o 

8 emphasize some comments t h a t Mr. Lyon made about the 

9 monthly p r o r a t i o n schedule. For t r a n s p o r t e r s and 

10 p r o d u c e r s , some of the i n f o r m a t i o n i n the present 

11 monthly p r o r a t i o n schedule i s p a r t i c u l a r l y i m p o r t a n t , 

12 and I am t h i n k i n g about the d i r e c t i o n s t o shut i n f o r 

13 o v e r p r o d u c t i o n . 

14 We would l i k e t o i n d i c a t e t h a t i f the 

15 D i v i s i o n takes a step t o e l i m i n a t e the d i s t r i b u t i o n of 

16 monthly p r o r a t i o n schedules, t h a t some s u b s t i t u t e 

17 method needs t o be adopted so t h a t a l l producers and 

18 purchasers and t r a n s p o r t e r s are aware of which w e l l s 

19 are not supposed t o produce. Again, we're concerned 

20 t h a t we not be put i n a p o s i t i o n of having r u l e 

21 v i o l a t i o n s w i t h o u t people being aware t h a t r u l e s are 

22 being v i o l a t e d . That i n f o r m a t i o n i s v i t a l t o 

23 p r o d u c t i o n o p e r a t i o n s and w i l l c o n t i n u e t o be v i t a l , I 

24 t h i n k , i n the f u t u r e the way we're a l l e n v i s i o n i n g the 

25 system, and I t h i n k we have t o have t h a t monthly i n 
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1 one form or another. 

2 So I ' d j u s t ask t h a t the D i v i s i o n consider 

3 e i t h e r c o n t i n u i n g the monthly p r o r a t i o n schedule i n 

4 i t s present form w i t h a s t e r i s k e d w e l l s p r i o r t o being 

5 s h u t t i n g i n or t h a t some other way be devised f o r 

6 d i s t r i b u t i n g t h a t i n f o r m a t i o n . Thank you, s i r . 

7 COMMISSION DIRECTOR: Thank you, Mr. 

8 Pearce. Mr. K e l l a h i n ? 

9 MR. KELLAHIN: We have no comments a t t h i s 

10 t i m e , Mr. Chairman. Thank you. 

11 COMMISSION DIRECTOR: Thank you, Mr. 

12 K e l l a h i n . Are t h e r e any a d d i t i o n a l comments, 

13 statements t o be taken i n t o c o n s i d e r a t i o n i n t h i s 

14 case? Let me phrase i t a d i f f e r e n t way. I s t h e r e 

15 anyone t h a t ' s here opposes the two main concepts, one 

16 of a minimum a l l o w a b l e , the other of a six-month 

17 a l l o c a t i o n p e r i o d w i t h the cor r e s p o n d i n g r e s u l t a n t s 

18 three-month c l a s s i f i c a t i o n p e r i o d ? Mr. Pearce? 

19 MR. PEARCE: I f I may, I might suggest t h a t 

20 we leave t h i s r e c o r d open f o r 30 days. 

21 COMMISSION DIRECTOR: Thank you. 

22 MR. PEARCE: Thank you, s i r . 

23 COMMISSION DIRECTOR: Was t h e r e another 

24 comment I missed? 

25 MR. STOVALL: We may have one i n j u s t a 
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1 minute, here. 

2 COMMISSION DIRECTOR: Okay. I ' l l take 

3 a d m i n i s t r a t i v e note t h a t the Commission w i l l take i n t o 

4 account, unless t h e r e ' s o b j e c t i o n , the Eumont h e a r i n g , 

5 which at l e a s t the r e c o r d of the Eumont h e a r i n g which 

6 i s c u r r e n t l y b e f o r e the examiners at the D i v i s i o n 

7 l e v e l , so t h a t we b e t t e r a cquaint o u r s e l v e s of the 

8 issues i n t h a t case, at l e a s t as p e r t a i n s t o a minimum 

9 a l l o w a b l e concept. 

10 And we do p l a n , and we w i l l leave the 

11 r e c o r d open f o r 30 days f o r a d d i t i o n a l comment f o r 

12 those people t h a t wish t o make a d d i t i o n a l comments. 

13 Mr. S t o v a l l ? 

14 MR. STOVALL: I t h i n k the on l y t h i n g 

15 f u r t h e r we'd l i k e t o make, we may make some a d d i t i o n a l 

16 i n p u t from Mr. Chavez a f t e r he's reviewed h i s n o t e s , 

17 but I t h i n k the one t h i n g i n response t o what I've 

18 heard i s t h a t the one concern t h a t D i v i s i o n s t a f f has 

19 at t h i s p o i n t i s t h a t , p a r t i c u l a r l y i f we go t o a 

20 six-month a l l o c a t i o n p e r i o d , t h a t t h e r e be some 

21 f l e x i b i l i t y f o r the D i v i s i o n t o respond t o some of 

22 these t h i n g s . I t ' s going t o be new. I t ' s going t o be 

23 a l i t t l e b i t d i f f e r e n t . And I t h i n k , as some of the 

24 other commenters have s a i d , we want t o be able t o , 

25 p a r t i c u l a r l y i f demand should change d u r i n g a p e r i o d , 
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1 signs of demand, t o have some f l e x i b i l i t y t o r e v i s e 

2 a l l o c a t i o n s w i t h i n a p e r i o d , I t h i n k , would be one of 

3 our major concerns. 

4 And the other i s w i t h respect t o r e p o r t i n g , 

5 how t o deal w i t h r e p o r t i n g i s s u e s . So those are 

6 mat t e r s which we may p r o v i d e some f u r t h e r comment on, 

7 but t h e y ' r e of a major concern i n terms of 

8 impl e m e n t a t i o n of a new system by the D i v i s i o n . 

9 COMMISSION DIRECTOR: Thank you, take those 

10 comment s . 

11 MR. NITCHER: Mr. Chairman, one t h i n g I 

12 might have o v e r l o o k e d . I n terms of implementing the 

13 new r u l e s i f they are promulgated, Amoco would be 

14 w i l l i n g t o a s s i s t i n any manner i n e x p e d i t i n g the 

15 process, and the commission and the s t a f f c o u l d c a l l 

16 on Amoco i n any way t o get the process implemented i n 

17 a very e x p e d i t e d time frame. 

18 COMMISSION DIRECTOR: Thank you, very much. 

19 I t h i n k i t may be a p p r o p r i a t e f o r at l e a s t 

20 the Chairman of the Commission t o comment on p o l i c y 

21 t h a t we have had on p r o r a t i o n . I t h i n k i t ' s obvious 

22 t h a t changes need t o be made, not n e c e s s a r i l y l a r g e 

23 changes, but as y o u ' l l note t h r o u g h memorandum, 

24 t h e r e ' s l o t s of d i s c r e t i o n g i v e n a D i v i s i o n D i r e c t o r 

25 and the department f o r the D i v i s i o n t o e f f e c t these 
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1 changes. 

2 You a l l note t h a t we do have a Gas 

3 Mar k e t i n g D i v i s i o n and an O f f i c e of I n t e r s t a t e N a t u r a l 

4 Gas Markets. We are informed on what FERC does, and 

5 o b v i o u s l y what FERC does, 380 i s a c l a s s i c example, 

6 c e r t a i n l y a f f e c t s our p r o r a t i o n system. 

7 We do pla n t o make, c a l l i t f i n e - t u n i n g or 

8 under c o n t i n u a l e v a l u a t i o n , our t o t a l p r o r a t i o n system 

9 and t r y and i n t e r f a c e t h a t w i t h , quote, "market 

10 demand," but al s o w i t h r e v i s i o n s t h a t come from the 

11 FERC and the CPUC i n C a l i f o r n i a , which i s our l a r g e s t 

12 gas market. 

13 So you can r e s t assured t h a t we don't have 

14 a close d issue here, t h a t as these changes occur i n 

15 the f e d e r a l l e v e l and e s p e c i a l l y at the s t a t e l e v e l i n 

16 C a l i f o r n i a , we assess t h a t and see i f our p r o r a t i o n 

17 system s t i l l i s e f f e c t i v e i n l i g h t of those changes. 

18 So be assured t h a t we have an e v o l v i n g process here 

19 and not one t h a t ' s closed-ended a t any one p e r i o d of 

20 t i m e . 

21 As I mentioned, we w i l l keep the r e c o r d 

22 open f o r 30 days f o r a d d i t i o n a l comment. 

23 At t h i s time i s t h e r e anyone else t h a t has 

24 a n y t h i n g t o o f f e r i n Case 10009? The Commission w i l l 

25 take t h a t case under advisement. 
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C a l l next Case 10009. 

Case 10009, i n the matter of the hearing c a l l e d by 

the O i l Conservation D i v i s i o n (OCD) on i t s own 

motion t o consider r e v i s i o n s t o D i v i s i o n Order No. 

R-8170, as amended. I t i s requested t h a t t h i s 

case be continued t o the Commission hearing 

scheduled f o r September 27, 1990. 

Case 10009 i s hereby continued t o the Commission 

hearing scheduled f o r September 27, 1990. The 

comment per i o d on t h i s case s h a l l remain open 

u n t i l t h a t date. 


