
BEFORE THE 
NEV- MEXICO OIL CONSERVATION COMMISSION 

Santa Fe, New Mexico 
Optobe? 17, 1957 

IN THE MATTER OF: 

Case 1327 

TRANSCRIPT OF PROCEEDINGS 

DEARNLEY - MEIER & ASSOCIATES 
INCORPORATED 

G E N E R A L L A W R E P O R T E R S 

ALBUQUERQUE. NEW MEXICO 
3-6691 5-9546 

l 



2 

UM uiAiCij on ommvxtim mmmsum 
Santa F*# Naw Maxieo 

uctobar 1? , 1957 

IK THE MATT tH OF s CAS t 132? 

Appl icat ion of Texas P a c i f i c Coal and o i l Company for 
an ordar iamadiaia ly l a m i n a t i n g gas prorat ioning in 
tha Jaltaat Oa* S-o^li or i n tha a l t a m a t i v a , rav is ing 
tha J p a c l a i Sool E u l a * for tha Jai»at Qa» Pool in laa 
Coonty, Maw Maxico* Applicant* in tha) afeova~*tyiad 
causa , soaks an ordar iawiadiatoly tamlnat lno, gas 
prorat ioning in tha Jalmat Oas Pool , or i a tha a l t a r * 
n a t i v a , an ordar l a * * d i « t * l y canca l l ing a l l accumulatad 
wndarprodoction and radHtrifoutlftg swch undarproduction 
to ovarprodacad wal ls in tha ja lwat Gas Pool , and r a -
quirino- gaa purchasart to nominate a a u f f i c i a n t aaoynt 
of f « * from tha pool to parmit w t l l a frota which pwr* 
ohaaara are abla to taka fas to hava m aliowafela a ^ a l 
to t h a i r actua l production, and apon t h i s ha tilt to 
tharaaf ta r balanca tha pool production at tha and of 
aach prorat ion parlod* and a * tab l lsh iny d « l l v « r a b i l i t y 
of gas w i l l * as a fac tor im tha prorat ion formula for 
tha pool , and aatabllthlfu? a wmtkmrn amount of f * » 
which ®ay ba takan froa* any wal l i n tha pool during a 
spac i f l ad pariod of tima» Applicant for thar raquatts 
tha Cotssitsiof* to iasua such further ordar or ordar* 
aa w i l l bring tha pool imsadlataly into halanea and 
maintain such fealaetea without waata and without abusa 
of appl icant*§ or othara* c o r r a l a t i v a ri9ht%, 

m , A , Lm Portar 
mr, Murray teorgan 
Honorabla £dwir* L» Machos 

THAWS CB IP? Of paaCSBDIMQSt 

Mk» iJCHT£Wt Tha naatlno. w i l l co«a to ordar* Ka w i l l 

procaad with caaa 1327, 

m . Ccc-LEYt Caaa 1327 s Appl icat ion of Ta*a» P a c i f i c Coal 

and o i l Ceapany for an ordar inaaadlattly tar*tlnatin$ proration"* 

< t\c% 4 «* * Ka fs*» &sri*»i f *•**• i n tha i l t a m a t i w a itfvlalma tha 
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Special Pool, m lm for tha Jaiamt Oas *}ool in taa County, saw 

Maxieo. 

5#.. CAtoPBi-.LL: If tha Coas&isslon plea&a, 1 aas Jack M, 

Ca«pball, Canpbell and Install, HoawaXl, waw Maicico, appearing OR 

bahalf of tha applicant, 1 would like, before wearing In tha two 

witne*aaa that wa v*ant to prasent today, to »aka a statement con­

cerning tha position of Tama* Pacific Coal and o i l Company in this 

taatter. 

At tha tii«« of tha litcaptlon of 9a* prorationing in Um 

Maxieo, wa expreasad conaidarabla misgivings a* to tha affact of 

gas prorationing upon producer® and royalty owner* of %m properties 

• •ne of our principal concerns invelvad tha affact sn tha minimum 

take provisions of 9a* contracts, Tha Co«l»tiiM properly fait, 

and perhaps rightly fait thH was a ajattar between tha producer and 

purc-hasan nevarthalatrs, wa «*ould not fee presenting our.entire 

position i f it wars not that this continue* to plague m and that 

i t will also variously affact ather operators in this pool, what 

wa prafar to do is to sail ga* ondar tha contract § *?hich we hava, 

and ga« which our gas purchaser apparently wants to buy, hut 

apparently cannot because of tha %ystae cf §m prorationing at i t 

has baan oparatad. In ordar to conduct our operations and develop 

new properties, we nee*S to hava toaie reasonable stability of income. 

That waa tha obvious reason for tha nifiimtas taka provisions of our 

contracts. 

-:,ur fir**, raquaat is that gas prorationinp ba tarsal natad tn 
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the Jalmat Pool. That seems to some to be a drastic request, but 

we base i t upon two propositions: F i r s t , the reason f o r gas pro-

rationing no longer exists. At the inception of the program, i t 

appeared that Permian Basin Pipeline Company was going to be a 

considerable factor in the New Mexico gas market picture. That 

has not been and apparently w i l l not be the case in the foreseeable 

future. The recently p u b l i c l y announced gas purchase contract betw 

El Paso and Permian bears t h i s out. Under that contract, El Paso 

states i t has a market demand in excess of the gas i t can get, and 

Permian concedes i t has gas for which i t has no market. To us 

th i s e f f e c t i v e l y eliminates any true competitive condition which 

could have led to non-ratable taking, and permits El Paso to meet 

i t s market requirements with Permian gas reserves. In the Jalmat 

Pool t h i s lack of competitive purchasing is even more apparent. Oi 

evidence w i l l show that El Paso purchases eighty-five percent of 

the production, and we feel i t gets almost a l l of Permian's gas thr 

exchange or under the contract I have previously referred to. The 

second reason we w i l l present as a basis for termination of gas pre 

rationing is that the system has worked only to penalize the proper 

t i e s with good reserves and r e s t r i c t e d the only purchaser in i t s 

e f f o r t s to meet market demand. This is p a r t i c u l a r l y true in view 

of the fact that acceeding to Permian*s plea that they were develop 

a market which has not materialized, the Commission has f a i l e d to 

balance out production at the end of each prorationing period, as 

provided in the Rules. The system as i t now operates benefits no 

een 

r 
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benefit the producers i t l i t m H benefit the royalty ownen and 

I t utterly f a l l t to protect, we feel, our correlative right*, and 

fail s to enable us to obtain our fa i r thara of the gea in the 

reservoir. 

I f the Ceaaaisslon should agree with us that gas pro-

rationing should be abolished, then we believe prompt action should 

be taken to alleviate a c r i t i c a l situation, a situation c r i t i c a l 

to a i l producers, to the purchaser, ami to the Ptate frost a royalty 

and revenue viewpoint, «e Intend to point out to the Ceetaiasion 

at this hearing seme of the conditions which now exist in the 

Jalmat Pool, and show the Cesntlssien that this is net just a problem 

of Texas Pacific Coal and Oil Company, not just a have your cake and 

aat i t application, »« soeie have l u l l e d . I t affects a l l operators 

in the rool, i t affects the ge* purchaser in the i-ool, and i t 

affect* tha ntateof Um Mexico as a royalty owner and fmm a revalue 

viewpoint. Today wa w i l l offer evidence showing the pre sent con* 

dUtions as to the entire i»eel and as between representative units 

within the Pool which wa believe have created this c r i t i c a l aituatto 

To remedy ar at least alleviate the situation, we w i l l make 

the following proposals* i l ) That the Casuals*ion cancel and remove 

from current accumulated underage a i l of that which had accrued to 

June 30, 1956, and had not been aade up January 1, *f&?, the six-

stonth ©akeup periodI also cancel the underage that had accrued 

January 1, 1937. and was net made up by June 30, 1̂ 9571 of course, 

binder the Hula*, redistribute tnia to the non-aaminal units in the 
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Pool. We donH believe that anyone could complain as to the effect 

of t h i s . I t would simply be the Commission carrying into effect 

the Rules as the Commission originally established them. A l l 

parties had the opportunity during the makeup period to make up the 

underage that had accrued during that time. We do not propose to 

affect underage which may have occurred during a period when there 

has not been an opportunity to make up that underage. 

Second, that the Commission continue i t s efforts to real­

i s t i c a l l y reclassify marginal wells in the Pool with the resultant 

redistribution of underproduction from those wells to a l l non-margir 

units in the Pool; and, t h i r d , that the Commission include delivera­

b i l i t y i n the allocation formula in this Pool upon a basis which we 

w i l l present today. Fourth, that the Commission establish a maximur 

take from any unit in the Pool to prevent an excessive overproductic 

rie realize that this application affects a number of other 

operators in the Pool, that our views and recommendations today 

may require analysis by them in the l i g h t of their own situation. 

We are, therefore, at the end of this presentation of ours, and 

at the end of any cross examination anyone may wish to undertake, 

going to request a continuation of this case to the regular Novembe] 

Statewide hearing, to permit us and any other interested party to 

put on any additional testimony ox evidence into the case relating 

to the matter. We w i l l have the witnesses that appear today for 

the applicant present at the Kovember hearing, should the 

Commission decide to continue the case, and they 

lal 

t 

n. 

• 
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will fee available for cr##s examination at that i i * * * . are 

continuing a diligent study devaluing eur preset* la in dat aU 

and attempting to determine if fitate law* have or are being violator, 

«a ara also analysing the operation of th* parti rationing 

*yste» with regard t© the relationship of gas take* a* between 

different areas within the State of New Menice* 

with that preliminary ttataaatnt, 2 would ilka to ask that 

two witnesses. Mr. Martin and ttr* Keller* be sworn on behalf of 

the applicant* 

{ I tne*se* sworn, } 

WR. CAMS!;LLi Mr. Martin, «ill you pleas* take tha chair 

herav 

L* £• S« H i ! 

the witness, of lawful age, having been first duly sworn on oath, 

testified as follow^ 

will you state your n#»e, pleas*/ 

A f» Martin. 

Q By who» are you employed, Mer* Martin* 

A aaployed fey Texas Pacif ic Coal and Oil Coaoany during the 

past thirty-one year*. 

:^iat is your present position with that company* 

A During tha pant twenty years I aat employed as chief accountant* 

Q fe» chief accountant, what are vo«r duties with Texee raciflc 
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Coal and oil Company* 

A one ol say principal dbiies is io iup#rvit# tha preparation 

of certain analytical data in verifying tne correctness of income 

derived ay Texas recific Coal and =>il Company from the sale of oil 

and gas. 

o Does your effice maintain records and custody of records 

of your company relating to the production from your properties and 

the income as a result of that production? 

A All records are maintained in ©or general office at Pert 

©̂rth. 

w Mr* Martin, have you had occasion to study the operation 

of gas prorationing in the Jalmat Gaa l*ooi in tea County, Mew ^axlcc 

A ¥#s, 1 have, 

•-.4 what record* have ynu studied, generally? 

M feall, studied th* monthly fas prorationing reports put out 

fey the c i ! Conservation Coamis&lon, and have nada considerable stud) 

of the Coausission records hare in Santa Fa, 

Q, Heva you also studied the records of Texas Pacific Coal 

and oil Conpany since the inception of gas proration in thi* Pool? 

A That is true, that i» In the regular course of our verifi­

cation of income* 

Have you studied*net only as i t affects your company, but at 

it affects producers in the Jalaat fool? 

A This study has bean on a Peel-wide basis, naturally, to 

determine our relationship with other producers in th* field. 

7 
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tfftai .Is tht total nuiiier of gt* unit§- in tht Jalmat Clat 

HK»1, aa of January l t 19571 

A Pool contains 167 units December 31, 1956* 

4 And how many of that* units were marginal and how many non-

marginal/ 

A 24 marginal* and 343 nen-aarginai, 

» And of a i l of the units In the f ie ld , how many units ar* 

actually owned and operated by fanas fac i f lc Coal and Oi l Company? 

A Texas Pacific Coal owns 41 and a fraction units. 

*.ho are the purchasers in the Jalmat Pool at the present 

time t 

A wall, actually there's only one purchaser, fcl ?aso Natural 

Oas Company, having connections to eighty-five percent of the units, 

w *hat other nominal purchaser* ar* there in the field? 

A Permian has approximately tan percent of the units, but 

it*s my understanding thet through this gas exchange, 31 Paso is 

actually ultimately the purchaser of practically ninety-five percent 

of the output of the field* 

•H Mr. **artin* have you familiarized yourself with the present 

method of allocating gas production In the Jaime! 1-oolV 

fi> 1 have. 

C 1 hand you, Mr. Martin, th* Lea County fas proration schedul 

of the liew a&axlce o i l Conservation Commission for October* 19S7, 

which i s , of course, a part ©f the reeerda of the ?0»misslon. 1 

e 
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Pool-wide allowable is arrived at in the Jalmat f'ool, according to 

your understanding> 

A w*ll, for the wnth of ccteber. the purchasers noatinated a 

market demand in the Jalmat fool of eight billion three hundred 

seventy-five million cubic feet. However, thla we* not the amount 

of allowable that wa* a l l i e d to the units in the field, due to 

tha fact that during the month of August, the allowable having been 

set at six billion six hundred million and the actual prediction 

being only four billion one hundred nlnetynin* million, the Oetobejr 

nomination wa® reduced to th* extent of in excess of two- billion 

cubic feet of gas, so that although the purchasers manifested a 

market demand of eight billion cubic feet of gas, the ultimate 

allowable placed on the books and credited to the individual non-

marginal units was on the basis cf only six billion three hundred 

million, or approximately seventy-five percent of tha purchasers 

market demand, 

Q ^ 1 understand you, then, the allowable for October was 

adjusted, hack to the actual taxes of the purchaser for August, two 

months previous, is that correct? 

A That is true. The excess nomination* by the purchasers 

In Ayg«$t were adjusted to hit actual production for August, which 

created a reduction of the current allowable by approximately 

twenty-five percent, 

\ Is it correct, then, that the ultimate Peel-vide allowable. 
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ih* takes of the purchaser? 

A ThatH true. (Texas Pacific'* Sxhibli Ho* 1 
marked for identification.) 

q f4ow» I refer you, Mr. Martin, to what has beam marked 

Taxae Pacific Exhibit faa, 1 and ask you to state what it is* 

A sxhibit 1 is merely a breakdown of the production ©f the 

jalmat !*oei for the year i%6 as te producers and ownership of the 

units and the actual production of eighty-five billion during the 

year 1956, 

*»•* that statistical analysis indicated on Texas Pacific 

Exhibit 1 prmpmẑ  by you on the basis of the records that you 

referred to? 

A That is correct. 

Q Referring to that exhibit, will you please state to the 

Commission whet you consider to be the pertinent determinations 

made by the tabulations on it? 

A well, it indicates that out of the three hundred forty-thre« 

non-marginal units in the field, that one hundred seventy-seven, or 

fifty-two percent of th* units for the year 195§, ended up in an un-

:'*.33roducad status; in other words, the allowable for a unit for the 

year 1956 totalled two hundred forty-five million cubic feet of gas. 

The actual production of these one hundred seventy-seven non-marginal 

units was at tha rat* of one hundred eighty-three, or approximately 

sixty million cubic feet under the pool allowable. Then me moved 

to the hundred sixty-five remaining non-marginal units, which 
W*r« produced S t t h * r*t» «f thr»» hn«d»-*ri »4 I 1 ̂ « p*»r- u n i t , 
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•ft mrprorfuttien af approximately sixty aiiileit per unit. 
5 That three hundred four million is m average ef al l ef the 

overproduced unitt In the field? 

A That Is true. It*a an average, 

" s*tk regard te that forty-eight percent of the twit* which 

are overproduced in the field, is that confined to any that were 

overproduced as of Oeemmber 31, 1956$ are there any particular pro­

ducers in that field that are involved, or are west of them involve* 

in fi* ever production? 

A Twenty-six producers, which is primarily ai l the producers 

in the field, except a f*w producers with half units er quarter 

units, a very small percentage. Other than that, it»s a condition 

that exists for practically every producer in the field, 

0 '«*hat is the range of overproduction, generally, as between 

these units? 

A '"all, i t ranges frmn approxisstately about tw© hundred sixty 

million to a top of three hundred fifty-one million, 

Q *£9 there other producers in the field with units with an 

average overproduction in excess of those of Texas Pacific Coal 

and Oil Company? 

/• Yes, there's a nuofeer of them. Texas Pacific*a overproduc­

tion is pretty *"ell in line with the rest of the field. For exampl< 

here is Texas i-eclfic. thirty-one units that were ®vmxpwe6%ic*d at 

the rate of three hundred sixteen million, where** the fteatern 

natural Gaa Company had twenty-tlx units overproduced at tha rata 

i 

>* 

D E A R N L E Y - M E I E R 6C A S S O C I A T E S 
I N C O R P O R A T E D 

G E N E R A L L A W R E P O R T E R S 

A L B U Q U E R Q U E . N E W M E X I C O 
3-6691 5-9546 



13 

p 

ef three hundrsNti twelve million. Ohio Oil Cocipany had throe and 

t«rec*c*u*rt*rR unite cwrprcduced st the rate of three hundred 

fifty-six million. Tidewater f l i Company, three and a half units, 

rate of three hmndred flftyon* million. You can go on through 

the l i s t and get up here to Continental Oil Company, had twentyf let 

and a half units overproduced two hundred ninety-seven, 

'i Then this matter it a Pool-wide scatter affecting most 

operators in the Pool and net Just a problem of Texas Pacific? 

A That Is very definite. All wells h&4 an e^ual chance to 

produce, and It Just seems that the better wells resulted in a i i t t i 

mere overproduction, 

Q neferrine, further te that exhibit and the statistical ccev 

utation, Mr, Martin, I notice that reflects as an accumulated under­

production as of recember 31, i f ^ , of eleven billion cubic feet, 

.'•Jill you state what that consist* of? 

A 'tell, that really consists of the underproduction that is 

accrued in the flaid and hasn't bean adjuated since the Inception 

of prorationing January 1st, 1956, ItH really a three-year 

accumulation of underproduction. There has been some cancellation, 

but this remaining eleven billion is the underproduction of throe 

years. 

Ci To your knowledge ha* some of that underproduction been 

cancelled by reclassification of wells since January 1st, 1*57? 

A Yes, as of June -30, 1957, approximately four billion of 

this was removed from th* schadwl* by MalAaslfica-tiam of walls 

a 
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marginal status, and some reallocation of allowable, 

^ of the remaining seven billion cubic feet, what accumuie-
• 

tions of underproduction aeeeifinally could you refer to, in that 

remaining seven billion cubic feet? 

A the seven billion cubic feet represents or includes, 

I should say, three billion six hundred million of underproduction 

as of Juno 30, 1954, which was lumjeet to cancellation t̂ eembcr 31, 

1956. It also includes an additional tw© billion one hundred milll< 

of underproduction during the last proration period of 1956, which 

was subject to cancellation as of June 30, 1957, or a total of five 

billion seven hundred million of the seven Mllion that, in accord­

ance with the rules of the Commiaalofi, should have been removed 

from the schedule and automatically redistributed, 

u If that underproduction which accrued and the balancing 

period expired but it mm% not cancelled during those two periods, 

the five billion seven hundred million cubic feet had been cancellac 

and redistributed to themn-marfinal units In the £ool, what would 

have been the effect on each unit/ 

A ftall, each non-marginal unit in the field would have receive 

an additional allowable of approximately iixteen million cubic feat 

per unit. 

«ouid that, Mr. Martin, in your opinion have alleviated 

the critical condition 'that we have indicated exists at the present 

time in this Pool? 

A That** true, this on* hundred slxty*>fiv* overproduced units, 

m 

d 
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lt*t *«sy to see they ***?*• gvtzptoAttid it tlkt fit# ff m tvt?*9« 

of sixty mil lion, tf they received an additional allowable of 

sixteen million, they would have boon i s a better condition to bo 

brought into balance during subso^tnt period*, 

(Texas Pacific** Exhibit m . S 
marfe*** for identIficetion*I 

•4 ttr, Siartln, I would like to refer you to tha graph on the 

sroii which appears on tho loft up there. I t has been marked as 

Taxes Pacific*§ exhibit m» Will you please explain to the 

Comalssion what that graph representsr 

A * * l i , this graph represent* a breakdown in the operation 

of the Jalmat £eol during three proration periods * the f i r s t six 

months of 1956, th* last six nenthe* the f i r s t &ix months of *57» 

with th* orange fear line across indicating th* allowable assigned 

to th* Pool during each month of this proration period, the red 

l in* represent* the fool statu* at the and of each month as to 

©v*rproduction or underfKroduetieiu The bottom portion of th* graph 

show* the green column, green ha* temreamntlng the nomination* 

of the purchaser, Tha yellow bar representing the actual preductlof 

for the month. That §oe* right across through the eightaen-month 

p*riod, tha thr*« proration periods, 

g Th* Exhibit No, 2 is an exhibit refiectlHg * vol-wide con­

ditions, Is I t not, 

A That i * correct. 

0 You have «hf*wn on that only th* three proration period* of 

i 
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the f i r s t and second halves cf 19*6 and the&r«t half of 1W* 

Sid you make a similar »tudy and analysis with reference to th* 

proration periods from th* befinning of prerat lofting to the f i r s t 

six j&onths of 1956V 

A yes. A similar study was made of four proration periods 

prior to this, or year* *$<*, 'Mu 

? I not* that th* Feel-wide condition a* shown by th* red 

l l n * on your upper portion of your graph for th* proration period 

consisting of the f i r s t six month* of 1936, at the end of ftecea#er 

the iool appears to fee in reasonable balance* «*s that condition 

generally present In a l l of the other preceding proration periods'/ 

h You have -reference to the end of June? 

A June, 1956, excuse me, 

A That is true, The Pool came into the proration period 

practically balanced, overproduction accumulated at the end of 

February was modified slightly in March, went back to an under­

production status in April* and came down to June practically in 

balance, a hundred eighty million cubic feet being the net rool 

status. That wa* Prought about by the fact i t came in in balance 

and during these six aenths proration period, the purchaser* nomine 

tions were forty b i l l i o n cubic feeif their actual production was 

forty b i l l i o n cubic feet of gas, so they kept tha thing in balance 

and they asked for a right to produce forty b i l l i o n , and they 

prodyced forty b i l l i o n , so naturally th* Fool remained in balance 

\ \ 1;ha f \ rat. rtf thm aeriod.. 
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Q with regard *S»in te tiie f i r s t period of 1*66 which yoy 

soy Is essentially the seise as the prior proration period? 

h That la exactly true, during the two years beyond this, 

two yea.rs prior, the Pool was essentially in balance during the 

entire two-year period* 

< «@w w i l l you, in connection with that particular proration 

period consisting of the f i r s t six months of 1956, indicate by 

reference to the lower portion of the graph or th* nominations .and 

production, indicate how that wee maintained so that itcam* out at 

the end of the proration period in reasonable balance ^ooi*wide? 

A wall, that is the figure 1 guoted, Th* nominations, i f 

you notic* th* isonth of January* the purchasers nominations were 

seven b i l l i o n two hundred million; their actual production was 

six b i l l i o n four. The next month, February, nominated five eight, 

but produced nine four, v f * l l , subsequent month*# they increased 

their nominations to feHner* they would exceed their actual produc­

tion and kept the r o d in balance to where fey th* and of the period 

that they had nominated- forty b i l l i o n and purchased forty b i l l i o n , 

se that the Pool naturally stayed en an even keel i t came into the 

period with, 

4 How refer, Mr, Hart i n , to th* last six month* of 1956, whi« 

H the middle portion of the graph and th* second proration period 

that you have referred to* Discuss what apparently occurred dor ing 

that proration period* 

A that can h*» ttsplaieed •fchS* IM*Y~ i± ah^ulri b* netted 

h 
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that during the first period, the fluctuation, one month the pur­

chasers noartnetlen* weald exceed the actual production and vice ver 

throughout the Pool, ?4*N**vet, the following second »lx-«»nth 

period of the year, the second proration period, the six awnth* in 

a row, the production exceeded the purchaseiri nomination*. In 

other word*, there we* a departure from lie eve teat of keeping the 

realistic balance between nomination* and production* For instance 

the month of July, the purchaaer* nominated five tnd a half billion 

but a summer month» purchased eight billion the following month, 

nominated six billion, purchased eight and a half billion but 

did not supplement th* nominations to whera that at the end of the 

sife-avmth period the nomination* toy the purchaser -were thirty-four 

billion cubic feat of gaa but the actual production was forty-five 

billion. 

g Aill you refer, with that in mind, to the upper portion of 

the graph, and show what occurred as a result of the actual purchas 

during that proration period exceeding the itceUnetlen* consistently 

A %ell» a* you can see, there ha* to be a direct relationship 

between ?ool balance and pnmhmmm nominations and production. 

The overproduction or th* unn*^re4ueed statue of a Pml is deter­

mined by th* in balance between nemination* and production due to 

tha July that the purchaeer nominating five and a half billion, 

produeinf at the rate of eight billion caused thi* Pool to go from 

*pp*xmt underproduction status to an overproduction status. The 

thing continued all through the period. In other words, the only 

* 

as 
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«•¥ thi* line could 'be totoi##*% |wefc upsiai» wet let the purch^fteri 

te have increased their nasinatiiin* te ef feet their previous pro* 

auct ion. 

:.V So whet was in* net condition et the end ef liê seatoer, i m , 

the end ef thet proration period Feel-mide? 

* - e l l . Fool-wide, tots i§Se # tw million eloMy million ovejj-

prs^aced. 

v in view of your previous teetineny thet the #ll<w*Me 1$. 

adjusted beck to the actual take* two month* previously, wouldn't 

thai edjust Itself without any particular heni to the producer* In 

the field? 

.* -ell* thet is not entirely correct. It mill adjust itself, 

there Un*t any amestion* retHutdlee* ef what the pureheeer nomlneteft, 

his actual production, he le fronted ftuAwe^ent eliewmmle, *ddltion*l 

allowable two month* Inter if hie production eiteeedt hie nomination], 

out there is * tmtt-Montn leg in 'there te where et the end of this 

proration period, thi* rml wm% &m*p*o4*im4 two hi 11 Ion *l#ht 

hundred million, due to the f act thet during the months of Ifovember 

end i>eeemtoer* that the purchasers nominations mm let* then his 

actual production fey the freeter portion of this* better than two 

billion of i t . 

w rhet 1* the effect, ef that, mtnrtne into the meet proration 

period'/ 

k #ell # that i\m the effect of denying, at the end of a pro-

ration period or at the end of a halamciaf nmriad, ri*ayi.*¥ »h« ^ 
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marginal units in th* field additional allowable! in other «***•• 

this tw© billion eight hundred million, had it b**n properly nomi­

nated, would have §ranted every non-martinai unit *t th* *nd of a 

balancing, period an additional allowable, 

,< -Wow, Mr* Martin, referring further to th* last proration 

period shown on Exhibit No, 2, which is tha first six months of 

1957, will you discuss what apparently has occurred durln§ that 

proration period, as cm^*^d to the prior two periods'? 

A well, the ravers* condition existed, you remember during 

the middle period the production exceeded nominations consistently 

to wh*r* the production was twentyfiv* percent greater than nomine* 

tlons during that period, but during the first six months of 195"? 

each month the nominations have consistently been in excess of the 

production, to where at th© end of the six-month period nominations 

were thirty-six billion, production only twenty-seven, 

', to thet in order to ceatpeneete for the condition during the 

second period shewn on that axhlblt fto* 2, a reverse approach was 

taken in an attempt te -get the field back in balance, is that correct? 

A Apparently that's true. 

will you indicate what the condition was apparently in the 

Pool from that analysis at the end of the proration period ending 

June 30, 1957/ 

A You notice due to granting of tha supplemental allowables 

in January and February, due to discrepancy of tha production in tho 

*w> mna-th* thm ^r*c*«iina; patriae, th* f r a ^ aver--
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produced status to an untferpfeê tted* ond stayed that way clear up 

to tho ond of .aay. The **ool shows aft apparent balance at the end 

of June, but that was brought about mainly by the cancellation of 

a four billion allowable as of June 30th previously referred to, 

due -to reclassification of wells and redistribution of certain 

allowables, 

Q Now we have been dlseustinf to thi* point the Pool-wide 

conditions with reference to the balance of production of fa*. Doe 

th* î ool balance necessarily reflect the true situation as between 

individual gas units within the l?ooi/ 

A fto, when you get back down to an individual well basis, 

l t is entirely a different picture, due to the lack of balance 

between individual wells. 

(1mm* raeific** exhibit Ho. 3 
marked for identification.) 

Q H*f*r now to a fraph on the wall,at the top of the right-

hand portion of th* exhibit there, I think i t i * identified as Tax*! 

Pacific** Exhibit 3, and stete what that represents. 

A well, that represents the exhibit of the three proration 

periods, the same period* covered en a i-ool-wide basis, Tn other 

words, two periods of *56 and th* first period of *S7, this b*in§ 

on n individual 1 basis. This particular well baino Continent*; 

oil Company Lynn 

Q 'what does that reflect with retard to the balancing or lack 

of balancing of that particular unit within the Pool during m* 
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firet tlx month* ef lf$$ir 

k sell. it»* herd to *** from where you are aitting, out the 

double rod line represents tho purchaser neetinetienes tho frtw bar 

represents tha ultimata sll®wabi# that waa finally frontedt tha 

yviiow bar represents tha actual production} tho rod lino repteaenti 

tha status of tha wall at tha and of each month am to over productlfn 

or underproduction* in this ces* It is all @v*rprediM?tl#n* YouUl 

note this wall ctea into tha proration p*riod with an e**«prodecti*4 

of twenty-three million c«feic foot ©f $*s* Uturlnn tha month of 

January, tho allowable wa* eighteen million, tho production twenty-

five* built it up to an overproduces!: statu* of thirty million. 

However, tn February tha allowable was aifhtoon million but was 

produced total of ninety million, *o that tha wail jumps from an 

0¥*>rproduc«d atetu* of thirty -million to en* hundred two million, 

and tha follewlne month **&m®£ to ninety****! than you will notica 

a period of several month* hmr* of tho allowables beime. freatiy 

in excess of production, the well mm practically shut in in April. 

small production in aay and June* to en*** that this overproduction 

dropped down to when over ©ut ef the proration period* forty-six 

million overproduced, 

Q That overproduction wa* carried into th* next proration 

period, 

A ¥es, that1* right* Had the rule*; bean in effect, it would 

have had cowing in .here this twenty-three million of overproduction* 

comlna into tha parted waulrf hmv had to h« «*.»»t»H+e««* pTl»T 
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to this iiiae where the well could have been shirt in, 

u *ec the condition at tha nnd<ef tha first six months of 

IvSo due primarily to tha rejguireeieftta of large takes in February 

af 19S6? 

A wall, that*s true, that it what pot thi* wall in this con­

dition i * this abnormally larfa take during tha month of February, 

Q »lli you proceed along that line, the history of that well, 

and indicate what then occurred in the next six-month period/ 

A % e i i , going into tha period with forty-six million over­

produced, i t built up to July to fifty-threes then in August, summed 

month, the allowable of fourteen million but the actual production 

from this well was eighty-two million, which built this thing from 

an overproduced status of fifty-three to one hundred twenty-one* 

Then the following month, in September i t produced one hundred nine,, 

down in October to one hundred one, completely shut in in Movomber, 

down to eighty-three — remember all this was pretty well eliminated 

by the fact that in December this well had an allowable of twenty-f: 

produced ninety-five, so i t * * back up, goen out of this proration 

period a hundred fifty-two million overproduced, 

w That overproduction, then, under the rules would have to be 

balanced by ahutln during the last proration period shewn on the 

graph? 

A it would have to be straightened out fey June 30, 1957, 

w Ail right, now refer to that last proration pmxittd between 

January and July of l<i&7, and indicate what waa dune, apparently, 
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fey ihe purchaser ta attempt to get thtt well hack Int© balance* 

A sell, yow can see, readily tee here that the nominations 

were somewhat lower than during the previous period*., but that the 

production was practically negligible -where it was brought down fro* 

an overproduced status of one hundred fifty-two to ninety-three. 

Q Wow, what was the total production in the proration period, 

the last proration period shown there as related to the prior pro­

ration periodv 

A v ell, during the lest period ef 19$& this well produced 

two hundred thirty-one million cubic feet of get! In the ensuing 

seven months, the first period of it produced only thirty-four 

million, approximately, oh, say thirteen percent, something like 

that, 

Q ft-hat was the approximate reduction percentage-wise in the 

overproduced condition of that well? 

A well, it wat brought down, it was reduced from one hundred 

fifty-two to ninety-three, reduced' efeout forty percent. 

w So that despite the fact production wa» reduced some 

eighty-five percent, the condition of the well in a balanced situa­

tion was reduced only forty percent? 

« That's true. 

C *'hy was it not decreased to a areata? extent insofar as the 

condition of the balance of that well is concerned by that drastic 

cutback In production? 

£ <v% 11, thara *re several- thl not that enter * «*« «-f 

i 
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the major items, we will note that the well ih the first proration 

period of 1956 received an allowable of owe hundred twenty million, 

the last period, one hundred twenty-five million* but only ninety-

one million in the first proration period of *$?• This brought 

about a difference between ninety-one and one hundred twenty-five 

of approximately thirty-five million, by the fact that due to the 

low production during this period, resulted in subsequent reduction 

of allowables to where, although the purchasers gross- nominations 

were high, that due to underproduction from this well standpoint 

and a ̂ ool standpoint, as explained over hare, when they ar* pro­

duced only twenty-seven billion thia period compared to forty-five 

here and forty over In the previous period, that thia well had a 

reduction in allowable of thirty-five million, A* we dltcussed 

previously, the period in thia field is the five billion seven 

hundred million we are talking about, had that been applied, enethe 

©ne hundred sixteen million would have been credited to the wells, 

where the well status at the end of Jun«, 19*7, would have been 

approximately halffinstead of being ninety-three million overproduc 

it would have been out forty-five aillion, h*4 these thing* eccurr* 

JO you u&y that the 116,000,000 wa* due to th* failure 

to cancel the underproduction/ 

A That's right* That is th* underproduction that had accrued 

in the ik'col-wlde standpoint as of June 30, 1956, to three billion 

six hundred million a* was not cancelled in December and additional 

r 
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period end not cancellea here. 

Q That aggravated the situation a* to that well during the 

first six months of 19S7? 

A That i * true, because my cancellation of underproduction 

due to inability to produce is automatically reallocated to non-

marginal wells In the Pool. What effect It has, it dee*a*t only 

give the overproduced wells that fupplementai allowable, but gives 

the underproduced wells an equal allowable,if they can*t produce 

it, they lose it in a aueceeuent period* 

Q Due to the fact, as you have testified, the ultimate allow* 

is dependent on tha actual taxes ef the purchaser considering the 

"two-month lag period, the reduction of takes materially slows down 

getting any well into balance for that very reason? 

A That is true. That is pretty well exemplified here, say a 

well is in bad condition due to low taxes by a purchaser, the allow 

able assigned to each non-marginal unit for this yoar was only 

eight million, to eighty*seven, i t is ea*y to se* that a well that 

will produce ninety-three mi Ulan, hew long it is going to take witl 

this kind of allowable due to underproduction to ever get bacx in 

balance, 

c M»xe an assumption her*, uaing the first graph her* of an 

individual unit, let*a assume that that well, in compliance with 

the rules, had bean shut in in relation to the on* hundred fifty 

million some-odd overproduction at the beginning of that proration 

»le 

a 
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tht following period? 

A That's right, 

Q By shutin? 

A That's right. 

Q Would you state what conceivably could occur in that situati 

or what could occur at a later date, say in January or February of 

1958 with the operation of thi* system working against wells which 

have been overproduced to an extent such as that? 

A iel l , I sight state that this well is one of the one hundred 

sixty-five that we show on Exhibit Ho, 1 overproduced at the end of 

1956, 

Q Is that a representative well of those one hundred sixty-fis 

A It i s , the three here we have prepared and could prepare a 

number of charts comparable to this, some not quite as severe and 

some more so. It is rather representative of the large fluctuation 

in production which creates this condition, 

Q $hat could occur under that kind of a situation? 

A Well — 

G In regard to the whole Pool? 

A i f this condition like this continues the rest of the year, 

during July, August, September, it hasn't been Improved a great 

deal, it's quite reasonable that a large portion of the one hundred 

sixty-five wells that are overproduced as of December 31st and 

which represent some of our best wells in the field, by enforcement 

of %hm nftŝ <«s4f»n T-agnlations w i l l h* shutin, hut which those wells 

on 

e? 
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are shutin, the allowable the purchaser i s going to nominate for 

an allowable for the months of January, February, March, 1958, but 

he is not going to be able to get the gas because some of the best 

wells are shutin. As a result, those wells, the allowables for 

subsequent months, due to underproduction, i f the purchaser request 

seven b i l l i o n , we w i l l say, i n January, and is only able to produce 

four, then when March comes along, the balancing time, he loses the 

three to where i t is quite possible that the better wells that are 

overproduced could just be shutin indefinitely. 

Q I f the better wells in this pool were shutin i n that situati 

and the nominations of the purchasers during the winter months 

beginning the f i r s t of the year were naturally high, as we would 

assume they would be as indicated by those charts — 

A Right. 

Q — and the other wells i n the f i e l d were unable to snake 

those allowables and accumulate additional underproduction, what 

would the effect of that be? 

A I t is quite reasonable to believe that along about March 

or A p r i l next year this Pool would end up with a negligible or a 

minimum low allowable comparable to June of this year. 

Q Is that due to the working of the system against the wells 

from which the purchasers must take his gas? 

A I t is due to the fact of not keeping wells in balance 

within individual wells and not nominating r e a l i s t i c a l l y to where 

can, out of this proration period, come out i n balance, l i k e the 

> 
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condition that existed for the first two years of proration, 

(Texas Pacific*s Exhibits Nos, 4 
and 5 marked for identification. 

Q Mr, Martin, you have two other representations there of 

individual wells that have been marked Texas Pacific Exhibit 4 and 

Texas Pacific Exhibit 5, which you have said are based upon the sam 

type of analysis. Will you refer to No. 4 and state what i t is 

and show any particular points of difference or additional points 

that you have not made on the Exhibit No. 3; and do the same then 

with Exhibit No. 5, please. 

A Well, i t should be noted on No. 4 that this well came in 

practically in balance, cam© into the fi r s t proration period of '56 

but January i t had an allowable of eighteen million, produced 

eighty-five million! the following month i t followed with eighteen 

million allowable, produced eighty-three million, went from a 

balanced condition the f i r s t day of the year, in sixty days or a 

two-months period, balanced condition to one hundred thirty-one 

million overproduced, by those large takes two months in a row. 

Then you will note that the well, other than this month here, for 

one, two, three, four months practically was shut in, and i t went 

out of proration period June 30, 1956, overproduced seventy-two 

million, compared to coming in in balance. Then i t was further 

improved by shutin July, practically'shutin August, cut i t down 

to forty-two million, overproduced, but September allowable twenty-

five, production forty-three; October allowable twenty-one, product: 

) 

i 
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seventy-four; November allowable seventeen, production f i f t y ; so 

that we find at the end of November, up one hundred forty-four 

million overproduced. Here i t i s going out of the proration period, 

December production was held back, and i t went out of the period 

though, one hundred thirty-four million overproduced. 

Q At that point l e t me ask you th i s . Compare the takes of 

those two wells which are apparently wells capable of producing 

sizeable amounts of gas, is there an apparent correlary between 

the months of the proration period during which high takes were 

made from those two wells? 

A There i s i n the month of February. This one, and even this 

one. February, but in January this well was produced twenty-five 

million and this one eighty-five, and this one f i f t y - t h r e e . 

Q I am referring particularly to the middle proration period 

and as between Exhibits 3 and 4. 

A In August this well produced eighty-two, whereas this well 

produced only three m i l l i o n , was overproduced f i f t y - f o u r million 

going into the month of August, but this well was overproduced 

fo r t y - f i v e million. This well produced eighty-two million and was 

brought into this bad condition; this well remained shutin. 

Q Are there other examples of that type of situation i n the 

studies that you have made of the units in this Pool? 

A That is true. I t is hard to draw any correlation between 

individual wells, due to the large fluctuation between them. 

Individual wells, as to months, summer months, one produced high, 
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one produced low* 

Q Is there any other particular reference you wish to make 

in connection with your discussion of this individual well unit 

situation on any of the Exhibits, 3, 4, or 5? 

A Well, b r i e f l y 

Q Which well is No. 5? 

A I t is Western Natural Gas Company Blinebry 2-D. That well 

came into the proration picture practically in balance. Due to 

excessive takes i n January and February went into a bad condition, 

due to shutins came back to seventy million overproduced at the 

end of the f i r s t period, got down to sixty-two in October, but i n 

October i t produced seventy-seven, resulting in one hundred seventc 

million overproduction. This was further increased to one hundred 

forty-four in November, so that i t went out of the period one 

hundred forty-four million--on© hundred forty m i l l i o n overproduced. 

I t should be noted then that this well has been cut back considerafc 

produced the f i r s t six months of *56 one hundred eighty-six, the 

last six months one hundred ninety-four mi l l i o n , down to seventy-

five here, due to the production having been cut nearly two-thirds, 

due to the low allowables granted;due to the low production Pool-w3 

during this f i r s t proration period of '57, the position of this 

well was only improved from one hundred forty overproduction to 

one hundred twenty-one million at the end of a six-months period. 

With a well l i k e that, that's a rather impossible situation. 

Q You can't see within the reasonable foreseeable period of 

en 
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time that well could be in any condition other than shut i n , i f the 

rules were enforced? 

A No, except the low allowables are going on, the allowable 

for July and August particularly were very low due to underproducti 

in August and September, subsequent cancellation of previous allow* 

ables, this condition permits very l i t t l e improvement to be made 

in any of the wells in this category between now and the end of 

the year. 

Q A l l r i g h t , Mr. Martin, w i l l you come down here now, please? 

MR. CAMPBELL: I f the Commission please, my attention has 

been called to one error in Texas Pacific Exhibit No. 1. I f you 

w i l l note the analysis of Gulf Oil Corporation wells and follow tha 

across to the last computation, which is 1,106,046, the brackets 

surrounding that particular figure should be removed. 

A Because i t has a net underproduction rather than over. 

Q Mr. Martin, I refer you to what has been identified as 

Texas Pacific Exhibit No. 6 and ask you to state what that i s . 

A Well, this is merely a photostat copy of o r i f i c e meter 

charts placed on two Texas Pacific Coal and Oi l Company wells 

during the month of February, 1956, to measure the gas sold, pur­

chased by El Paso Natural. These are El Paso Natural Gas Company, 

the purchaser's charts, which were sent to us for examination, 

and these are merely the photostatic copies of same. 

Q You returned the original charts, I assume? 

A That's r i g h t , after the inspection they were returned to 
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the purchaser-

Q This exhibit does not refer to the identification of the 

wells that are involved in these particular charts? 

A Yes, the back side of the chart. 

Q I mean this exhibit you have in front of you. 

A No, you are correct, that's r i g h t . 

Q W i l l you refer to that exhibit and state — f i r s t l e t me 

ask you t h i s , do you make the studies and analyses of the charts 

that come in to the Texas Pacific Coal and Oil Company offices? 

A That is true, under my supervision we analyze and study 

the charts every month when they're sent to us. 

Q What do these charts generally show? 

A Well, most instances the charts, various companies, some 

companies naturally do a better job of measurement than others, 

but these charts here show one thing, that Texas Pacific Coal and 

Oil Company lost money and that the royalty owner, who happens to 

be the State of New Mexico, lost money. For one reason, during 

this month when excessive takes were made from these wells, these 

charts, you notice there are four for the monthly period, they are 

eight-day charts. This well was put on here, on the f i r s t day, th€ 

well was shut i n , remained shut in during the f i r s t part of the 

second day, the well was then turned into the l i n e . I t immediately 

went out of range. 

Q What do you mean by that? 

A Well, by that, each o r i f i c e meter has an o r i f i c e plate in 
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i t i n the l i n e , a certain size o r i f i c e which is supposed to measure 

the gas that passes during a given period, whether i t is daily or 

eight days i n this case, so that an integrator is run over this 

and the volume of gas that has been delivered to the purchaser is 

ascertained, but the integrator naturally can only operate within 

the range of the chart. 

Q So that as to that well, the amount of production taken 

was beyond the measurement capabilities of the chart? 

A That is true. 

Q That is true of the other well at all? 

A That is true of this well f o r , in other words, the second 

day this condition started and i t was allowed to stay in that con­

dit i o n u n t i l the chart was removed on the eighth day. In other 

words, for six days in a row, this chart produced gas in excess of 

measurement and following the same well on a subsequent chart on 

the fourth day went out of range, stayed out of range u n t i l i t was 

removed on the eighth day. Another four days where the production 

was in excess of the capacity of measurement. On this other well, 

the same period, the well went out of range on the t h i r d day, staye 

out of range t i l l noon on the seventh day. 

Q There*s no way, I assume, of t e l l i n g actually how far that 

went? 

A No, s i r , i t so happens that i t takes a good well for this 

to happen, but i n a f i e l d of high pressure gas and good wells, a 

condition l i k e this exists, you couldn't even guess how much gas 
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passed beyond this chart range. 

Q Mr. Martin, you have stated in your testimony that there 

could be certain effects of this condition that has resulted in the 

overproduced status of individual units in this Pool at the end of 

the proration period ending June 30, 1957, and that that condition 

is not going to be improved materially under the present system as 

of December 31, 1957. Do you believe that there are any steps whic 

the Commission could take to alleviate this situation, immediate 

steps? 

A Why, yes, I think that i f the Commission is agreeable to an 

immediate cancellation of the five b i l l i o n seven hundred million 

in the present schedules, that accrued prior to June 30, 1957, with 

the resultant redistribution of the same to overproduced wells, the 

distribution being across the board, and then a r e a l i s t i c reclass­

i f i c a t i o n of any other wells i n the schedule that should be margina 

also,this condition of overproduction at the end of a proration 

period has existed on Exhibit No, 2 at the end of 1956 could be 

minimized and practically eliminated, i f the purchasers could be 

requested to go back to the way that they used to do i t . In other 

words, for two and a half years, since the beginning of proration 

up to June 30, 1956, they kept i t in balance, they kept i t i n 

balance by making their nominations and their production equalize; 

they r e a l i s t i c a l l y nominated. I f they were going to have a high 

production, they anticipated to where you do not go out of a pro­

ration period with excessive imbalance of the Pool resulting in 
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insufficient allowables to the overproduced wells, and as I said 

before, also to the underproduced wells. In other words, two and 

a half year history shows that i t is possible to keep the Pool 

within balance from a Pool-wide status. Those three things would 

materially improve the situation* 

Q Do you believe that some sort of a maximum take provision 

would help eliminate the high peaks on some individual unit wells 

and eliminate the situation that apparently arose from the taking 

of a sizeable amount of gas from individual well units as reflectec 

on these charts, Texas Pacific Exhibit 6? 

A That is true. In other words, this well produced to and 

was out of range during the two periods previously mentioned with 

a resultant loss of revenue to Texas Pacific and royalty to the 

State, of taxes to the State. Maximum take from a well during a 

given month would minimize conditions l i k e t h i s . In other words, 

i f this well had been produced in an orderly fashion, had been 

limited, a condition li k e this couldn't exist. 

Q So you recommend the cancellation of the underage which 

has not been picked up during the period when there was an oppor­

tunity to make i t up, and continuing reclassification of marginal 

wells as remedies which could immediately relieve the situation 

before the end of this proration period, and the consequent shuttir 

in of the good gas wells in this Pool? 

A That is correct. 

MR. CAMPBELL: That is a l l I have of this witness. 
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MR. PORTER: Does anyone have a question of Mr, Martin at 

this time? 

MR. CAMPBELL: I might note again that this witness w i l l be 

available. We w i l l be happy to have him cross examined i f you 

desire. 

MR. HOWELL: I do have some questions on cross examination 

MR. PORTER: You may proceed. 

CROSS EXAMINATION 

By MR. HOWELL: 

MR. HOWELL: Ben Howell, representing El Paso Natural Gas 

Company. 

Q Mr. Martin, what is the dates of the photostats of the 

charts that are your Exhibit No. 6? 

A These are during the month of February, 1956. 

Q These charts were taken beginning i n the f i r s t week of 

February, 1956, were they not? 

A They were taken I don't believe I understand you. 

Q The charts refl e c t the gas which was taken i n February of 

1956? 

A That's r i g h t , during the entire month of February. 

Q That's r i g h t . I believe that during the f i r s t part of the 

month the charts reflect that the wells were producing beyond the 

a b i l i t y of the charts to register? 

A The excessive period is the l a t t e r part of the month. The 

week ending February the 29th is when the six to eight period, froa 
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the 22nd to tho 29th. 

Q What does i t show in connection with the first? 

A The f i r s t part, the well came on and produced rather, I hav 

the figures of production by weeks; in other words, for the f i r s t 

week this well produced twenty-two million} for the second week, i t 

produced fourteen siillioni for the third week i t produced twenty-

three million; for the fourth week i t produced twenty-three million 

The other well, for the f i r s t week, let roe find i t now and get the 

dates correct, the fi r s t well, the other well produced fifteen 

million; during the second week, fifteen million; during the third 

week, fifteen million; during the fourth week, twenty-five million, 

Q Now, relating to your Exhibit No. 2, i t appears that during 

the month of February, 1956, the total production from the Jalmat 

Pool was the highest of any month in the entire eighteen months 

that you have charted here, was i t not? 

A That is true, but only slightly higher than three months 

during the last half of 1956, two of them being summer months. 

Q That's right, but in the month of February that was the top 

month? 

A That's right, slightly above the summer months. 

Q Slightly above the summer months and also a twenty-nine 

day month as compared with thirty and thirty-one day months? 

A That is true. 

Q Do you recall that during the month of February, 1956, 

Permian Basin. New Mexico. Arizona and Texas suffered a very severe 
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cold spell? 

A That's true. 

Q And that the actual takes from the Jalmat Pool, which were 

some four b i l l i o n i n excess of nominations, are probably related to 

the unusual and extreme cold spell, are they not? 

A That is bound to be correct, that's r i g h t . 

Q ro that the problem that results i n production in excess 

of nominations can very easily be created by weather conditions? 

A Well, I agree with you p a r t i a l l y . I can see that i n 

February that would be true, but i t i s hard for me to r e a l i s t i c a l l y 

think that would be true in July and August with your market being 

the part of the country i t i s . 

Q There are such conditions as allowables fixed by this 

Commission and by the Texas Railroad Commission which affect the 

supply of casinghead gas, do they not? 

A That is true. 

Q That's also a matter which cannot entirely be anticipated, 

is that not correct? 

A That's true. 

Q There are such things as mechanical breakdowns i n gasoline 

plants so that gas which would normally be delivered through the 

tailgate of a plant may not become available in either winter or 

summer months, is that not true? 

A I t would be hard for me to realize in the expansive system 

that HI Paso has that a breakdown in any individual plant where the f 
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purchase gas would have an effect on your monthly withdrawal from 

the area. 

Q Assume that we have plants from which we purchase as much 

as one hundred million cubic feet a day, the shutdown of one of tho 

plants would require securing one hundred million cubic feet else­

where during the time of the shutdown, would i t not? 

A That is true, but you need to give the fact, I believe, tha 

the Jalmat Pool represents only a small part of a monthly withdrawa 

from the State of Naw Mexico which you have access to. 

Q That may be quite true, but s t i l l there are a number of 

factors which affect actual production in spite of nominations? 

A That is certainly true. 

Q Now, Mr. Martin, I believe you have stated that actually 

the allowables for any Pool in Lea County are determined by the 

actual takes? 

A That's correct. 

Q And actual deliveries, regardless of nominations? 

A Ultimately, but there is a two-month lag period in there. 

Q Ultimately two months. That being true, any fictitious 

nomination would be corrected in a period of two months? 

A Well, I don't believe I follow you on what your terra of 

fictitious nomination means. My whole reference up there was 

intended to mean keeping the relationship between production and 

nomination in close balance, which two and a half years prior to 

the period disclosed had been the case. 
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Q So I understand i t i t your present recommendation, then* 

that a gas purchaser should, to tne beet ef ita anility, estimate 

his requirements for a month end nominate for that month Its best 

estimate of its requirements* 

A That** true. 

q You have changed your position on that in the last month 

or tws, have you not/ 

M l do not know what you have reference to* 

M Did you not request us to Increase nominations above the 

market for the last two month* of thi* year? 

A m, sir* Any request that Texas pacific ha* made has been 

to try to spread the production ©f the well* over * twelve-month 

period to the best of our ability* where we would have a steady 

market and steady Income according to the terms of our contract* 

;, The nomination be ing an estimate for the month, do you 

know of any provision in tha rule that has been violated by any 

of the purchaser* in the Jalmat field In tubal ttine. their nomine* 

tion*/ 

* i wouldnH say violated* 1 would *«y thai, getting back 

again to a historical background of two and a half year®, showing 

that a aituation is possible to keep a thing in balance, i t i % 

hard to understand, a* shown on these two cherts, that i t wayid 

have to get out of balance* I fail to yndaritand why for six 

months, in a row durinf the last half of 19&& y©u consistently 

produced greatly in excel* of you* nominations* 1 fall to under-
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stand that. 

Q But actually i n the application of the formula the over­

production is added to the allowable, so that no penalty results? 

A Well, maybe I'm mistaken about something. I would l i k e to 

ask you this question. Is i t not true that the purchasers anticipate 

their market demand for a given month and make a nomination to the 

Commission, and that nomination is passed on here as of this morninjg 

for the month of November, which gives you an allowable equal to 

what you anticipate your market demand w i l l be? 

Q Are you asking me a question, or asking the Commission? 

A I am asking you, i f that is the way i t works. 

Q I would say that i t works with this difference, purchasers 

make nominations. The Commission staff makes the adjustments to 

take care of previous overproduction or underproduction, and after 

such adjustment, the nominations usually become the allowables. Thle 

Commission has the power, as I understand i t , to set the allowables 

regardless of the nominations. 

A That's true. Here's the part I f a i l to understand. During 

the f i r s t six months of 1956 your company nominated the major 

portion for the Jalmat Pool which totaled f o r t y b i l l i o n cubic feet 

of gas. You actually purchased from the f i e l d f o r t y b i l l i o n cubic 

feet of gas. Now those nominations were granted by this Commission 

fort y b i l l i o n , and you purchased fo r t y b i l l i o n . What I f a i l to 

understand, that in the next six months you came before this 

Commission and requested t h i r t y - f i v e b i l l i o n cubic feet of gas 
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as your withdrawal from that pool, but you actually withdraw from 

that pool forty-five} what I wonder, why you came here and asked 

for t h i r t y - f i v e b i l l i o n and you withdrew f o r t y - f i v e b i l l i o n when 

the f i r s t six months you asked for forty and withdrew forty. Why 

would there be a departure that you would have to miss, you came 

to the Commission and asked for seventy-five percent of the gas 

in the last six months of last year that you actually purchased 

out of the field? I f a i l to see that departure from a balanced 

condition where you missed your estimate twenty-five percent, ask 

for seventy-five percent and take one hundred. That wasn't correct 

any time during the six months period. 

Q Are you making a statement or asking a question? 

A I'm doing both, I guess. 

Q Now, to return to the quest ioning — 

A Okay. 

Q — i f you have completed your statement. 

A Pardon me. I was trying to answer your question. 

Q I would l i k e to ask this question. Assuming that during 

any particular given period, purchaser A nominates on the basis 

of one hundred for a unit, and purchaser B nominates on the basis 

of f i f t y for a unit; then with an equal number of units, the allow­

able would be seventy-five, would i t not? 

A Well, could I stop you just a minute and ask you one 

question? 

Q Well, suppose you answer my question. 
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A I'm going to answer the question this way. I am going 

to answer the question this way, that you are propounding an im­

possible si-uation with reference to the Jalmat Pool. You are 

talking about purchaser A nominating fifty percent and purchaser 

B nominating fifty percent, Jalmat has one purchaser for the Pool, 

Q If you will answer my question here, I will — 

A Beg your pardon again. 

Q That would result in an allowable of seventy-five, assuming 

that an equal number of units in the Pool, one purchaser nominates 

one hundred, another purchaser nominates fifty, and they are an 

equal number of units, then the allowable would be seventy-five? 

A I don't follow that. I would say that the allowable would 

be one hundred fifty, if each one is nominating end you total up 

your nomination, 

Q The allowable per unit, when you divide — 

A Allowable per unit? 

Q — would be seventy-five. 

A The nomination would be one fifty. 

Q Now, supposing that purchaser A had nominated in Pool numbe 

one, gets an allowable in that Pool of seventy-five and is unable 

to take the figure twenty-five froa that Pool. It must then go 

elsewhere to get the gas, if the market demand is to be met, or 

else overproduce, is that not true? 

A I would say that is true as to a month, but I fail to see 

how i t could be true for an extended period. 
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Q i f that situation continues over a period of six months, 

i t would result in the gas supply from certain Pools having to be 

produced elsewhere, would i t not? 

A I f a i l to see how that condition could exist in the Jalmat 

Pool, other than the Jalmat Pool. 

Q I'm talking generally about Lea County, and I shall relate 

i t to the Jalmat Pool i f you w i l l just answer the questions, Mr. 

Martin. 

A I f a i l to see how that condition exists, I w i l l answer i t t 

way. 

Q A l l ri g h t . Now have you looked at the Commission's records 

to the point that you are familiar enough to say whether or not the 

figures are approximately correct, that in 1957, from January throu 

July, El Paso Natural Gas Company nominations for a l l Pools in Lea 

County totaled sixty-nine b i l l i o n nine hundred sixty-one million? 

Have you checked the records s u f f i c i e n t l y to know whether that is 

correct or not? 

A You are getting out of a Pool condition into an area now, 

but that's the way you want i t — 

MR. CAMPBELL: May I inquire as to what your reason is for 

departing from the Jalmat Pool i n this question? 

MR. HOWELL: Because the Jalmat Pool,unfortunately, the 

conditions that require taking or not taking from the Jalmat Pool 

bear a relationship to the other Pools in Lea County. 

MR. CAMPBELL: Are you saying that your takes are on a Lea 
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County basis and not a Pool-wide basis? 

MR. HCffELLt I»m saying that the market demand is met,if 

it can't be met one place, i t is going to be met another. I'm 

trying to bring a point to the attention of this witness that shows 

the relationship of one Pool to another, that during the same 

seven months — have you your figures there, the Commission totals* 

A I think so. 

Q Am I correct in stating that in the first seven months of 

1957, El Paso Natural Gas Company nominations for Lea County totali 

some sixty-nine billion nine hundred sixty-one million? 

A Well, I show slightly different than that, but that is clos 

enough. 

Q And that the allowables granted to HI Paso Natural Gas 

Company in that time totaled approximately forty-eight billion 

nine hundred eighty-one million? 

A Well, I don't have that figure as to the entire Lea Countyt 

Q For -the purpose of our present question, will you assume 

that is a correct statement? 

A Yes, sir. 

Q That the allowables granted, and will you also assume for 

the purpose of this discussion, that the actual production from 

Lea County during that same period was forty-eight billion nine 

hundred, thirty-eight million five hundred seventy-four from the 

several Pools that El Paso is connected to? 

A You are now referring to the production of El Paso Natural 
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Gas Company rather than the Pool totals? 

Q To the taking by El Paso Natural Gas Company of production 

from a l l of the Pools. 

A I don't think the thing should be looked at, i f you are 

going to spread i t out to the entire Lea County, why, the purchaser 

and takes of the other purchasers in the Eumont shouldn't be involv 

in this thing. 

Q Mr. Martin, i f you would just please answer the questions. 

MR. CAMPBELL: Answer them i f you can. I f you are unable 

to answer, t e l l him. 

Q I f you are unable to answer, we won't engage in an argument 

here. I f we can get along with the questioning, I think the point 

w i l l become clear, that i f those figures are correct, that reflects 

a change from a market that should go to Lea County during that 

period of some twenty-six b i l l i o n cubic feet, does i t not, where 

the allowables and the takes are that much less than the nominatior 

A Yes, s i r , I'm following you. 

Q That is correct? 

A That is correct, assuming those figures to be correct. 

Q Now then, referring to your Exhibit No. 2 for this period 

in 1957, your blue columns,! believe here, are the nominations 

from the Jalmat Pool? 

A Yes, the green is the nomination. 

Q The green, I seem to be color blind. Now the yellow con­

stitutes the actual takes from the Jalmat Pool? 
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A That is correct. 

Q Looking at these wells which you have testified are the 

overproduced wells — 

A (Interrupting) A portion of the overproduced wells, correct, 

Q — which constitute, you say, some of the overproduced wells? 
j 

A That's right. That's right. 

Q I t is apparent that during that same period of time the 

takes from each of these good wells was at a bare minimum, was i t 

not? 

A Well, that's true mostly, would look at — 

Q We are referring to the year 1957 and we will look specificf-

ally at the Continental Lynn well. I believe during those seven 

months at no time was the allowable taken from that well? 

A That's right. 

Q Referring to the Texas Pacific well, from January through 

May at no time was the take as great as the allowable, but in June 

there was an excess taken? 

A We aren't talking about the fu l l period, are we not? We 

are not taking off here arid going a l l the way here and then to herd? 

Q But now, continuing now with Western's — 

A Doesn't this answer the question? 

Q Mr. Martin, please let me do the questioning. 

A Oh. 

Q But the point that your chart here demonstrates i s that the 

taking during 1957 from the Jalmat Pool has not been as large as the 
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nominations, that is correct, is i t not? 

A That is correct, that's r i g h t . 

Q Now then, i f the good wells that are overproduced by and 

large are shut in and are not permitted to produce, then that would 

throw the entire burden of meeting the allowables from the Jalmat 

Pool on the weaker wells, would i t not? 

A That is as I previously t e s t i f i e d . 

Q I f those weaker wells are unable to meet those allowables 

during that period, then the result i s that a part of the market of 

the Jalmat Pool has been lost, has i t not? 

A Exactly correct. 

Q I thought you would agree with me when we f i n a l l y got down 

to the point. So then from your testimony and from the actual oper 

ation, would you be w i l l i n g to say that the effect of having some 

wells overproduced and other wells unable to make up the difference 

results i n a loss of the market to the Pool? 

A That's correct. 

Q Now then, referring again to the Exhibit No. 3, which coverjs 

three individual wells,you have set i n each month a nomination, a 

red line which you show as a nomination? 

A That's r i g h t . 

Q How did you get that figure, because the company does not 

nominate for individual wells? 

A I realize the company does not nominate individual wells, 

but the statutes and the regulations of the Comaaission say that the 
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nominations of the various purchasers shall be totaled and a cer­

tain percentage shall be allocated to the marginal wells in the Poo 

and that the remaining nomination and subsequent allowable shali be 

allocated to the various wells in tha Pooifbased on this particular 

case, the unit of 160 acres, so it is merely a mathematical calcu­

lation that if you have three billion cubic feet after you provided 

for your marginal wells, the allowable for every unit of the margin 

units, and you have ten million. There is nothing complicated 

about i t . 

Q You s t i l l haven*t answered the question. How did you get 

the figure of your nominations that you put on each well? You have 

told us how allowables are calculated, but how did you get that 

f igure? 

A I merely took your nomination for the month of, well, say 

for the month of July last year, not your nominations,primarily 

yours, but the Pool nomination of five and a half billion covering 

three hundred fifty units. The schedule prepared by the Commission 

said there were thirty at that time marginal units, and they should 

be assigned two hundred sixty-eight million of that and the remaind 

of five billion two hundred thirty-one million should be assigned 

to two hundred of the non-marginal units by three — Into five 

billion two hundred thirty-one, i t gave me allocation per unit of 

sixteen million fifty-eight. 

Q which you, for your purposes, have set out as being the 

nomination per well? 
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A That is correct. 

q Now, referring again to the Exhibit 3 covering three partic 

lar wells, those three wells I think your testimony shows are over­

produced somewhere in the neighborhood of one hundred million cubic 

feet, is that approximately correct? 

A That is pretty close. 

Q what is the average overproduction for the overproduced wel 

in the Jalmat Pool? 

A As of what period? 

Q Well, as of the end of your graph there, as of July, 1957? 

A As of the end of 1956, which is our last test computation 

here, they were overproduced sixty million per unit, 

Q That was the average, you do not have a July,1957, figure? 

A No, sir, we have limited our discussion to the three period 

shown on the board. 

Q Now then, referring again to your Exhibit No. 1, I'm not 

sure that I understood exactly what some of your testimony was, and 

I think that you used some figures of three hundred and fifty-one 

million overproduced. Now what figure was that? 

A what I used, that the three and one half units owned by 

Tidewater Oil Company produced a billion two hundred twenty-eight 

million at an average production per unit of three hundred fifty-or 

million. It is down fourth froa the bottom line. 

Q All right, fourth from the bottom line. Now vhat.that is 

what, the «̂ er*g» p?-Afi*i^t*rtn p*»** w*n? 

i l ­
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A Per unit. 

Q Per unit, that is? 

A Right. 

Q The average overproduction is a certainly much smaller f igujre 

than that? 

A That is true, there is some considerably larger than that 

as to individual wells. 

Q But out of the three hundred fifty-one million production, 

there was an allowable of about two hundred fifty-four million or 

something of that nature? 

A Two hundred forty-five million was the — 

Q (interrupting) Was the allowable during the same period? 

A That's right. 

Q The graphs you have displayed as to certain wells in Exhibi(t 

Ho. 3 reflect that shortly after the wells became overproduced, 

production in each instance was cut back? 

A Well, that's basically true, but it wasn't continued on tha 

patent, I refer you to the August production of one of them, the 

October excessive production of another, in each one of those wells 

as you can see, there is at least three or four peaks. 

Q That's correct. 

A That's right. 

Q And you are familiar enough with the gas business to know 

that you can't store gas very satisfactorily in tanks? 

A That is true. 
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Q And that gas is necessarily produced when the market exists' 

A That is true. 

Q Now, I believe you have recommended, Mr. Martin, that the 

cancellation of the existing underproduction will result in reallo­

cation to non-marginal units of additional allowable and reduce 

the overproduced status? 

A That*s right if i t is made retroactive to June 30th, where 

it occurred. 

Q Let me ask you this further question,that I believe you 

have recommended the reclassification of marginal wells? 

A Reclassification of non-marginal wells to marginal if there 

is any in the field in that category. 

Q If there are wells in the field unable to make an allowable? 

A That's right, and if the engineering staff of the Commission 

sees f i t to do i t , I have recommended i t . 

G You have recommended that they reclassify? 

A That's right. 

Q Let me ask you if they would not also have substantial 

benefit in this, that the reclassification to a marginal well will, 

first,reallocate any accumulated underproduction to the wells 

capable of producing? 

A That is definitely true. 

Q And secondly, it will also benefit the overproduced wells 

and tend to restore the Pool to a state of balance by eliminating 

the future allocation of allowables to those wells that can't make 
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the allowables? 

A That is correct. 

Q So that that will have a double-barreled effect? 

A It certainly will. 

Q I believe you have further recommended that the realities 

of production require consideration of the capacity of wells to 

deliver, that is true, is i t not? 

A That's — well, I didn't say i t in exactly those words, but 

I agree with that. 

Q That the ability of a well to produce — 

A (Interrupting) That's right. 

Q — should be considered in determining the well's allowable 

A That's right. In other words, any one of these numerous 

wells that are underproduced during 1956 were apparently underprodu 

due to inability to produce. 

Q That's correct, and I believe that your Exhibit No. 3 

graphically illustrates the fact that during periods of peak demand 

the wells that are already overproduced tend to become even more 

overproduced? 

A That's true. 

MR. HOWELLt That's a l l . Thank you, Mr. Martin. 

MR. PORTER: Anyone else have a question at this time? 

MR. OSBORNs Jack Osborn, attorney from Omaha, Nebraska, 

representing Permian Basin Pipeline Company. In spite of the 

opening remarks of Mr- Campball, I would like to assure th# 
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Cosmission that Permian retains a sufficient interest In the Jalmat 

Pool to be heard at this time. I wonder w i l l this witness be 

available at the continued hearing, i f i t is continued? 

MR. CAMPBELLS Yes, he w i l l . 

MR. OS BORN. Well, in view of that, I would like to f i r s t 

of a l l join in the motion for continuance and reserve cross examina­

tion of this or any other witness unt i l then. 

MR. PORTER: Does anyone else have a question of Mr. Martin? 

The witness may be excused. 

(Witness excused.) 

MR. CAMPBELL: I might say. I f the Commission please, we 

have only one other witness. His testimony, I think, for the 

benefit of the people who are interested and the Commission, could 

perhaps be better presented at one time. I'm perfectly willing 

to go ahead, of course, as long as the Commission wishes to, but 

the hour is late and I don't know how the Commission feels about 

i t ; I'm pooped. We'd be perfectly willing to come back in the 

morning and present this witness, i f the Commission would prefer 

i t that way. 

MR. PORTER: The Commission is sympathetic to that request. 

Mr. Dipple, did you have a question? 

MR. DIPPLS: I wanted to ask a question, so I w i l l be sure 

that I understand what everybody's position is at the present time. 

As I understand i t , i f the motion for continuance is granted, this 

MH»n»ft«t, My. Ma r t i n , w i l l hm aval l a b i a f a r erfi«<; examination a t tha 
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November hearing? 

MR. PORTER: That is our understanding, too. 

MR. DIPPLS: Then I want to be sure that if the motion for 

continuance is not granted that we will have an opportunity to 

examine him after you make that ruling? 

MR. PORTER $ The hearing will recess until 9:00 o'clock 

tomorrow morning. 

(Recess.) 

MORNING SESSION 
October 18, 1957 

MR. PORTERi The meeting will come to order, please. 

At this time we'll resume the hearing of Case 1327. Mr. Campbell, 

will you proceed with your next witness? 

MR. CAMPBELL? I would like to call Mr. Keller, please. 

!• £• £ 3. k k M E 
the witness, of lawful age, having been first duly sworn on oath, 

testified as follows: 

PIRfjeT EXAMINATION 

By m- CAMPBELL: 

Q Will you state your namo, please? 

A w. o, Keller. 

Q Where do you live, Mr. Keller? 

A Fort Worth. 

Q And what Is your business or profession? 

A I'm a consulting petroleum engineer. 
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Q You operate by yourself, or are you in a firm? 

A I operate in a partnership of Keller and Peterson. 

Q How long have you been a consulting engineer? 

A A litt l e over seven years. 

Q And would you give the Commission, please, a statement of 

your educational and professional background as a consulting petro­

leum engineer and your previous experience and background? 

A Yes, sir. I graduated from Texas A. L M. In 1941, with a 

Bachelor of Science degree in Petroleum Engineering. I was then 

employed by the Stanolind Oil and Gas Company in their Engineering 

Department. I spent nine years altogether with Stanolind as an 

engineer. The first three years my experience consisted predomlnan 

of field engineering work, dealing with various field problems 

involving the operation and drilling of oil and gas wells. The 

next two years my experience consisted predominantly of proration 

work in Texas} that is, 1 represented the company at the various 

hearings involving proration matters. The last four years I was 

engaged primarily in reservoir engineering work} that is, work 

involving the study of oil and gas reservoirs and recommendations 

as to improvements in operations, secondary recovery and so forth. 

Upon leaving Stanolind — 

Q (Interrupting) What was your position with Stanolind at 

the time you left the company? 

A I was reservoir engineering supervisor, in charge of the 

r*<r*rvMr *
nQ* nnarinr) \*i<srlc t.hrrtiighmit thm company*s operations, 
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which covered tha area frorc the Rocky Mountains through the Mid-

continent, «eit Texas, :iew toxico, and tho Gulf Coast of Texas and 

Louisiana. 

Q Uow go ahead with the later experience. 

A Open leaving Stanolind, I entered into the petroleum engi­

neering consulting business, in Midland, Texas, and have been engage 

in that work since that time* 4y experience as an engineer during 

this, period has involved a large variety of work dealing with 

petroleum engineering problems in connection with the evaluation 

as well a& the operation of o i l and gas reservoirs. 

Q I don*t believ& you stated how long you had been In con­

sulting work, after you left ' tanolind? 

A I have been in consulting work continually since leaving 

Stanolind in 1950. 

q In connection with your work, have you had occasion to make 

studies of gas reservoirs which are operating under prorationing, 

Mr. Keller? 

A Yes, s i r , I have. 

Q What do you consider to be the basic general requirements 

for a gas allocation formula, under a system of gas prorationing? 

A I feel that a gas allocation formula in a field such as 

Jalmat should meet two criteria. First of a l l , the allocation 

method should protect correlative rights; that i s , i t should pro­

vide for the distribution of allowables in approximate relationship 

to reserves, so that each well will ba allowed the ooDortunity to 
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produce its fair share of the reserves. The second criteria that 

an allocation method should meet is that i t should be practical 

to administrate, in that the formula should be simple and the facto; 

entering into the formula should be readily measurable with a 

minimum of interpretation. 

Q Have you acquainted yourself with the formula which is now 

being used for allocation in the Jalmat Gas Pool in Lea County, 

New Mexico? 

A Yes, sir, I have. 

Q And what Is the basis for that formula? 

A The formula is one hundred percent acreage; that is, a ll 

of the allowable of the Pool is distributed to the various wells 

on the basis of the acreage assigned to the wells, with, of course, 

provisions being made for marginal wells, that i s , wells incapable 

of producing the allowable allocated on an acreage basis. 

. Q In your opinion does that method of allocation meet both 

of the standards which you indicated were required for proper 

allocation? 

A No, sir. In my opinion the present one hundred percent 

acreage formula fails to protect correlative rights for the reason 

that i t does not give each well the opportunity to produce in 

relation to its reserves. 

Q What do you recommend as a better formula for the allocatior 

of gas in the Jalmat Gas Pool? 

A I would recommend as an improvement in tha present formula 
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a formula whereby twenty-five percent of the total allowable of the 

field is allocated on an acreage basis in a manner similar to what 

is now being done on a one hundred percent basis. The remaining 

seventy-five percent of the total field allowable X would allocate 

to the various wells on the basis of an acreage times deliverabilit 

factor, where the deliverability of each well is defined as that 

amount of gas produced per day by the well, against eighty percent 

of the shutin pressure of each well, this deliverability to be 

calculated on the basis of an annual deliverability test conducted 

in the manner outlined by the directive dated March 15, 1954, 

issued by this Commission providing for a deliverability test. 

Q Is this essentially the same formula that is now being 

used in the San Juan Area of Hew Mexico, to your knowledge? 

A I believe it is, except the test procedure for determining 

deliverability is different in the March 15th directive for Lea 

County fields than that provided for the ̂ an Juan Basin field. 

Q Do you consider that the testing procedures in that 

directive are adequate to properly operate the formula which you 

have suggested hero? 

A Yes, sir, I believe that they are and that in addition, I 

believe that the procedure should provide for the correction of the 

deliverability to eighty percent of the shutin pressure on the 

basis of the average in volume for the field, which I think is 

approximately .8 or 82 in Jalmat. 

Q Do you feel that that formula which you recommend comes 

Y 

DEARNLEY - MEIER & ASSOCIATES 
INCORPORATED 

GENERAL LAW REPORTERS 
ALBUQUERQUE. NEW MEXICO 

3-6691 5-9546 



61 

closer to permitting the owner of properties in the field to recover 

his fair share of the gas? 

A Yes, sir, I do. 

Q And why do you feel that the acreage factor alone fails to, 

as you put i t , protect correlative rights in that respect? 

A I feel that the acreage factor, that is one hundred percent 

acreage allocation, fails to protect correlative rights in that i t 

has inherent in i t the fallacious assumption that reserves are 

equally distributed on an acreage basis throughout the field, vie 

all know that this is not the case. As a result, the allocation on 

a hundred percent acreage basis prevents each well from having the 

opportunity to produce in relationship to its reserves. 

Q Do you feel the recommended formula that you have suggested 

here recognizes differences in quality in different areas of the 

field? 

A Yes, sir. I believe that the recommended allocation method 

is a very substantial improvement from a correlative rights stand­

point over the one hundred percent acreage allocation now in 

effect. 

Q Now, Mr. Keller, in order to explain that more fully, I 

would like to refer you to the exhibits which have been posted on 

the wall there, and ask you if you will step up there. Mr. Keller, 

I refer you to what's been identified as Texas Pacific Exhibit No. 

7, and ask you to explain that particular exhibit. 

A Yes. sir. I believe that the reasons why I am of the opini on 
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that tha proposed allocation method will allocate allowables more 

in proportion to reserves than the present one became apparent in 

using the Exhibits 7 through 7-D that 1 have on the board. 1 would 

like to point out the relationship between the various factors that 

govern deliverability and also the relationships that govern the 

recoverable gas in place, and compare how these factors enter into 

both the determination of deliverability and the determination of 

recoverable gas in place. The relative gas reserves of the various 

wells will be controlled primarily by two basic factors! that is, 

one, the recoverable gas in place} and, two, the ability of the 

wells to produce. The ability to produce, of course, is commonly 

measured by a deliverability test. There are five basic factors, 

I believe, entering into recoverable gas in place and deliverabilit' 

These are, one, acres, which I have designated as i?AM; two, net 

pay thickness; three, pressure} four, quality of the pay as reflect* 

by the porosity,connate water,and permeability of the pay section} 

and, five, what 1 have termed efficiency of completion of the well. 

These factors enter into the determination of recoverable gas in 

place and deliverability in somewhat different fashions} the manner 

in which they determine recoverable gas in place Is shown by the 

equation on the left-hand bottom of Exhibit Mo. 7. This aquation 

is G Is equal to A timet T times P times Y times (one minus % ) 

times R times Cj} may at first glance appear rather complicated, 

but I think as we examine it further we will find i t is a fairly 

simple relationship. It simply says that the gas ln place, recover 
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gas in place is directly proportioned to the acreage, the net pay 

thickness, the pressure, the connate water, one minus the connate 

water, a recovery factor or recovery efficiency factor, and a con-

stant which take© into account dimension,conversions,reservoir 

temperature and pressure base at which the gas is measured, and oth< 

factors which are common between units in the field. 

On the lower right-hand corner of Exhibit No. 7 is an 

equation expressing the relationship between some of these factors 

and deliverability. That equation is 0 is equal to T times (P? -

P 2 ) n times K times C0. This equation says the deliverability of 

a well is equal to the net pay thickness times the difference in 

the squares of the shutin pressure and the working pressure raised 

to the nth power, times the permeability, K, times a constant, Cj, 

which takes into account such things as conversion factors, gas 

viscosity, reservoir temperature, et cetera. 

Q Now, Mr. Keller, I have noted that on that exhibit you have 

stated, as I understand you, that the gas reserves are determined 

by a relationship between recoverable gas in place and the delivera­

bility, and that acreage appears only as one of five factors in the 

determination of recoverable gas in place. Does acreage appear any 

place else as a factor in the determination of gas reserves? 

A No, sir. 

Q You have recommended an allocation formula by which deliver 

ability will be given consideration, and with this in mind and 

referring to the Exhibits 7 A, B, C, and 0, would you demonstrate 

sr 

DEARNLEY - MEIER & ASSOCIATES 
INCORPORATED 

GENERAL LAW REPORTERS 
ALBUQUERQUE. NEW MEXICO 

3-6691 5-9546 



64 

how In your opinion this would more closely permit the recovery of 

gas reserves under a property in the Jalmat Gas Pool? 

A Yes, sir. I believe this can be readily understood by an 

examination of how these various factors enter into both the delive 

ability of the various reserves and also into the distribution of 

the reserves to the individual well, that is, into the distribution 

of the recoverable gas in place attributable to the various wells. 

First of a l l , let us consider acres, No. 1 on Exhibit No. 7. 

Exhibit No. 7-A is a simple schematic representation of a 320-acre 

tract on the left-hand side of the Exhibit 7-A, and 160-acre unit 

on the right-hand side. Acreage enters into the determination of 

recoverable gas in place in a direct fashion; that is, all other 

factors being equal, the gas In place under the 320-acre tract 

will be twice as great as the gas in place under the 160-acre tract 

Q Now, is that the only factor that is considered in the 

present gas allocation formula? 

A Yes, sir. Acreage is one hundred percent of the present 

allocation method. I would also like to point out that acreage 

does not enter in directly into the ability of a well to produce, 

that is, its deliverability. 

Q Now, will you move on to Exhibit 7-B? 

A Exhibit 7-B is another simple schematic diagram used to 

illustrate the role of net pay thickness in the determination of 

recoverable gas in place, and its role in the determination of 

the H*iivaT*ahtl i f y r»f th» w a l k . ft»pr»fidnt©d cm the left-hand side 
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of Exhibit 7-8 is a 160-acre unit with a net pay thickness of twent' 

feet. On the right-hand side is a unit with half the net pay or 

ten foot, as expressed by the formula in the lower left-hand side 

of Exhibit No. 7. In such example as shown on Exhibit 7-B, if tho 

pay thickness is twice as great in one tract as compared to the 

other, then the gas in place will be twice as great, all other 

factors being equal. Considering the effect of net pay thickness 

on deliverability, we find from the equation on Exhibit No. 7 that 

deliverability is also directly in proportion to net pay thickness, 

all other factors being equal} that is, if the pay thickness is 

twice as great under one tract as under the other, the dellverablli 

will be twice as great for a well on one tract as compared to the 

other, all other factors being equal. 

Q As I understand you, under the present allocation formula 

in the Jalmat Gas Pool, no recognition is given to pay thickness, 

net pay thickness? 

A Hundred percent acreage allocation, completely ignores the 

affect of pay thickness upon the distribution of reserves. 

Q Or upon the deliverability of th© well? 

A Yes, sir, upon the deliverability of the well, too. The 

pay thickness, however, does enter into In soma fashion, in a 

direct fashion, tha deliverability of a well, as well as the 

recoverable gas in place, all other factors being equal. 

Q Will you move on to 7-C, please? 

A Exhibit 7-C is another schematic diaaram illustratlna the 
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role of pressures in the determination of recoverable gas in place, 

and in determination of deliverability. On the left-hand side of 

Exhibit 7-C is Illustrated a 160-acre proration unit having a 

pressure of 200 pounds, compared to a 160-acre proration unit havin 

a pressure of 100 pounds on the right-hand side. As expressed by 

the formulas on Exhibit No. 7, the gas in place varies directly or 

approximately directly with the pressure. That is# if the pressure 

is 200 pounds under one, on one tract as compared to 100 pounds, 

then the gas in place will be approximately twice as great on the 

higher pressure tract. Considering pressure from a deliverability 

standpoint, you•11 recall we stated that the deliverability of a 

well would vary as the difference in squares of the shutin and 

working pressures raised to the nth power. This is illustrated 

somewhat simply if we take the maximum deliverability, that is, a 

well producing against atmospheric pressure, if the pressure is 

twice as great in one instance as the other, then the deliverabilit 

will be varied as tha square of the pressure, or will be four times 

as great on the high pressured tract as on the lower pressured 

tract, all other factors being equal, 

Q Now, will you move on to Exhibit 7-0? 

A X might point out that the hundred percent acreage alloca­

tion now in existence completely Ignores the effect of pressures 

upon the recoverable gas in place, and that the pressures enter 

Into both the recoverable gas in place and into the determination 

of the dftlivarahllitv althotKih in a fiomsvvhat differ**"1* 
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exhibit Mo. 7-D i« a schematic representation to illustrate 

the role of the quality of pay In respect to recoverable gas in 

place and in respect to the deliverability or ab i l i t y of the well 

to produce. 1 have expressed quality of pay in terras of porosity, 

connate water, and permeability, and I would like to briefly 

discuss each of them in turn. On the left-hand side of Exhibit 7-D 

are two squares, one square illustrating a porosity of twenty 

percent, the other square illustrating a porosity of ten percent, 

with the same connate water of twenty-five percent. In such cases, 

i f the porosity under one tract is twice as great as compared to 

the other, then the gas in place w i l l be twice as great as under 

the lower porosity tract; again a direct proportionality between 

the factor porosity and tho recoverable gas in place, a l l other 

factors being equal. Porosity as shown on Exhibit No. 7 does not 

enter directly into tho determination of tho deliverability or 

abil i t y to produce. Considering connate water, shown in the centr 

portion of Exhibit No. 7-0 are two squares illustrating a tract 

with a connate water of twenty percent, compared to a tract with 

a connate water of forty percent. As shown by the equation on 

Exhibit 7, the gas in place w i l l vary as one minus the connate 

water, the compliment which is this example, one minus connate water 

would be in the relationship of one minus twenty, or eighty percen 

compared to one minus forty, or sixty percent; that i s , eighty to 

sixty. As required by the equation, the gas in place w i l l vary 

as eight to six, a l l other factors being equal. Considering 
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permeability — 

Q (Interrupting) Just a moment* the connate water does not 

enter into tho deliverability? 

A Ho, sir, the connate water does not enter into the delivera 

biiity. Considering permeability, represented by the two squares 

on the right-hand side of Exhibit 7-D, we have illustrated by one 

square a permeability of 200 millidarses, compared to a permeablllt 

of 100 millidarses. Permeability enters into the determination of 

the rocoverabio gas in place In a somewhat complex fashion which 

cannot be reduced to a simple relationship. Actually, it enters 

into recoverable gas in place primarily from the standpoint that 

it affects the abandonment pressure, therefore the amount of gas 

left unrecovered, therefore the recovery efficiency which I have 

shown as *R" In the equation on the lower left-hand side of Exhibit 

No. 7. Permeability does enter into the deliverability in general, 

a direct proportionate manner} that is, comparing a factor with 

200 millidarses compared to 100 millidarses, the deliverability of 

a well would be twice as great for the well with the 200 miilidarse 

permeability as for the well with the 100 millidarses permeability, 

all other factors being equal. 

Q Now, under the present allocation formula, are these factor 

that enter into tha quality of pay given any weight at all? 

A They do not enter directly into th© hundred percent acreage 

allocation, no, sir. They are not considered directly. 

d T note that on Esrhihit 7 you show a f i f t h factor affecting 
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both recoverable gas in place and deliverability. 1 believe it's 

the efficiency of production. *ouid you discuss that, please? 

A Well, sir, that's efficiency of completion. 

Q Efficiency of completion, yes. 

A Yes, sir. That's a catch-all factor, that includes such 

things as the location of a perforation, or the casing reference 

to the location of the pay, the effectiveness of stimulation, the 

completion of a well In respect to possible plugging during drlllin 

and various other factors that are predominantly man controlled in 

the completion and operation of a well. There are so many things 

that enter into that, that is, entering into tho efficiency of com­

pletion, that it's not possible to draw up a simple schematic 

diagram illustrating i t ; but let ae say this, that the efficiency 

of completion does control to some extent the recovery efficiency 

and the relation Is such so that in general, the greater the 

efficiency of completion, the greater the recoverable oil, recovera 

gas in place; although certainly not necessarily in a direct pro­

portion. Similarly, the efficiency of completion enters into the 

deliverability of a well; that is, the more efficient the corapietio 

in general, the higher will be the deliverability of the well, 

although again there's no set relationship. 

Q Would you come back down now to your witness chair, or do 

you have something you want to add with regard to that? 

A Ho, sir. 

f« MrT XWl l»r, ha«*ri upon your analysis of tha factors antarin 
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into the determination of gas reserves, and upon your knowledge of 

the present allocation formula used in the Jalmat Gas Pool, what 

is your opinion about the extant, If any, to which i t affects 

corralativa rights? 

A Wall, sir, i t ir* my viewpoint that hundred percent acreage 

allocation does not provide protection to correlative rights becaus i 

i t fails to take into account the fact that reserves aren't equally 

distributed within the field, that to Ry mind is the basic fallacy 

with the acreage allocation. I feel like that acreage certainly 

has a part as a factor In the allocation method; however, I feel 

like that the acreage should be modified to take into account 

quality of the acreage in the vicinity of each well, and that 

basically cry reasoning for putting in the deliverability times 

acreage factor. I feel that deliverability is an appropriate 

factor which to modify acreage, to reflect in some degree at least 

relative quality between tracts; that is, in terms of relative 

reserves. I don't mean to say that I think that the formula I have 

proposed is the perfect formula, certainly most any formula you 

could devise has some shortcomings, but I do feel that It is a 

very substantial improvement from a correlative rights standpoint 

over the present allocation method. 

Q Mr. Keller, based on your knowledge of gas fields else­

where, is deliverability in rather common use as a factor in 

allocation formulas? 

A Yes, sir. My experience has been that there are quite a 
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few f a i r l y large f i e l d s that employ d e l i v e r a b i l i t y i n one fashion 

or another in the allo c a t i o n of allowables to the various wells. 

Hugoton, I suppose, is one of the prime examples. 

Q That f i e l d extends into more than one state, doesn't i t ? 

A Yes, s i r . I t covers parts of three states, and as I r e c a l l 

a l l three states provide a d e l i v e r a b i l i t y factor in the allo c a t i o n 

method, and of course, d e l i v e r a b i l i t y i s a factor in the allo c a t i o n 

of allowables in the San Juan Basin f i e l d . 

Q Mr. Keller, you have heard the testimony of Mr, Martin and 

seen the exhibits that he presented with regard to the actual 

operation of gas prorationing in the Jalmat Gas Pool and as between 

individual units in the Pool. Do you believe that t h i s s i t u a t i o n 

might have been allev i a t e d to some extent had there been some 

d e l i v e r a b i l i t y factor present in the gas allocation formula in the 

Jalmat Gas Pool? 

A Yes, s i r , I believe that the s i t u a t i o n would have been 

al l e v i a t e d , would have been less severe, since the take practices, 

I believe, during peak periods are always more nearly in proportion 

to d e l i v e r a b i l i t y than they are in proportion to acreage. 

Q What is your opinion as to the operation of the system 

in the future, comparing i t as i t presently operates and with the 

addition of some d e l i v e r a b i l i t y factor in the allocation formula? 

A Well, i f you mean in respect to the inbalance between, as 

to individual wells, between the allowable and the production? 

Q That's what I mean. 
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A I think that the adoption of the allocation method I have 

recommended would go a long way to alleviating that situation. 

It would be easier to keep the wells In balance. 

Q Why is that? 

A Well, for the simple reason that during peak demand periods 

it's necessary to withdraw more gas from the wells that are in a, 

have greater capacity to supply. 

Q From your examination of the exhibits that Mr, Martin 

offered, is i t your opinion that that is what has occurred generally 

in connection with the operation of gas prorationing in this Pool? 

A Yes, sir, that is my impression, that that's generally true 

that the better wells have supplied more of the demand during 

periods of peak demand required. 

Q Mr. Keller, do you have any other suggestions as to any 

changes in the present system which might to some extent avoid 

the reoccurrence of the condition that Mr. Martin pointed out now 

exists in this Pool? 

A Yes, sir. I think that the possibilities of severe lnbalan^e 

between production and allowables as to individual wells could be 

further minimized by placing a maximum limitation on the actual 

production of a well, and in that connection, I would suggest a 

maximum limit of twice the allowable. Of course, it's my thought 

in mind that that would go hand in hand with the revision in the 

allocation formula. 

Q Mr. Keller, yoti are probably atgara of the fact that the 
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statutes contain a limitation at the present time for a ten-day 

period of emergency, for the production of the wells in excess of 

the allowable. Would the limitation you suggest be in addition 

to that statutory limitation, an additional limit? 

A From my understanding of that emergency limitation, yes, 

I would suggest that i t be in addition. 

Q Do you believe that with such a system of maximum takes 

that there would s t i l l remain sufficient flexibility to take care 

of fluctuating market demand by gas purchasers? 

A With the recommended allocation method, I do, yes, sir. 

m. CAMPBELLS I believe that's a l l . 

MR. PORTER* Anyone else have a question of Mr. Keller? 

MR. SSLINGER: Mr. Porter, I assume this witness will 

likewise b© available at the recessed hearing in November? 

MR.CAMPBELL* Ves, I think I stated at the outset both these 

witnesses will ba available next month. 

MR. PORTERi Any questions? The witness may be excused. 

(witness excused.) 

MR. PORTER* Mr. Campbell, do you have any other witnesses? 

NR. CAMPBELL: No, sir, not at this time. 1 would like to 

say that we do not have available a sufficient number of copies of 

these exhibits to meet the requests that have been made. If any 

of the companies or operators who desire copies of Mr. Martin*s 

exhibits or the smaller sets of these exhibits would get In touch 

with Mr. Adair at Fort Worth, we will bo glad to supply copies of 
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each of those exhibits for examination by the operators during 

the period before the next hearing. 

MR. PORTER: Anyone else want to present testimony in this 

case this morning? 

MR. HOW ELL: Ben Howell, representing HI Paso Natural Gas. 

Mr. Chairman, we would like to ask this question: Is the hearing 

going to be recessed, or is tha hearing going to be concluded today 

because — 

NR. PORTER: (Interrupting) You mean is i t going to be 

continued to next month? 

MR. HOWELL: Yes. 

PORT®: Tha motion or request at the f i r s t of th© 

hearing? 

MR. HOWELL: Yes. 

m . PORTER: I think we can answer that. Unless there's 

further objection, Mr. Howell, we intend to continue the case. I 

haven't heard any objection to the motion. 

MR. HOWELL: Well, my reason for asking the question was 

this: That i f the hearing were to be closed today, we would put 

on testimony today. We think, however, that another month's study 

of the problem will permit us to put on testimony in a more effect! 

manner at the next hearing. If there is no objection, since £1 

Paso Natural Gas Company Is the major purchaser in the Jalmat 

Gas Pool, I think i t would not be inappropriate to make a general 

statement of our company's position in the matter, so that a l l 

ra 
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operators can be informed of our belief* and i f there is no such 

objection, I shall make a statement here this morning covering our 

position. 

J^. PORTER t You may proceed. 

'JR. HQWELLt From the date that proration commenced in Lea 

County, El Paso Natural Gas Company each year has nominated and has 

actually taken from the gas pools in Lea County, New Mexico, volume 

of gas in excess of i t s total contractual obligations to the pro­

ducers in those pools. Today, each pool is out of balance with 

some wells underproduced and other wells overproduced. In each 

pool three factors have contributed to the accumulation of under­

production for some wells and overproduction for other wells. One 

factor is the inability of certain wells to deliver at the times 

production is required and the ability of other wells to deliver 

large volumes at the times of peak demand. The second factor is 

the omission of deliverability or producing capacity of the wells 

from the allocation formula. The third factor is that during 1955, 

1956 and 1957 other gas purchasers in the same pools have nominated 

and taken lower average quantities of gas than Sl Paso Natural Gas 

Company. 

The record of prior hearings contains a f u l l statement con­

cerning El Paso's operations. In common with other natural gas 

pipelines, £1 Paso's demands from i t s customers fluctuate with 

weather conditions and other factors beyond £1 Paso's control. El 

Paso's supply from the Permian Basin area is predominantly dependen 
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upon residue gas from plants processing casinghead gas produced 

incident to the production of oil. The prevention of waste 

requires marketing of al l residue as it becomes available with gas 

from gas wells supplementing the supply of residue gas. The volume 

of residue gas available to El Paso are determined not by Sl Paso's 

needs, but by the oil allowables established by this Commission 

and by the Texas Railroad Commission, When oil allowables are 

high, residue gas from the tailgates of gasoline plants will load 

the pipeline. When oil wells are shut in, either because of pro­

ration, mechanical difficulty or any other reason, or when gasoline 

plants are out of operation for any reason, El Paso's requirements 

from the Permian lasin area principally must be obtained from gas 

wells in the prorated gas pools of Lea County. The volumes of gas 

obtained by El Paso from gas wells in Texas is minor. In normal 

operations the greatest volume of residue gas becomes available 

shortly after the first day of th© month and tapers off to a marked 

degree at the end of the month. Consequently, the production of 

gas from gas wells tends to become concentrated into short periods 

of peak demand or short supply. 

In order to prevent waste of casinghead gas, i t is necessary 

to produce gas from gas well* under field conditions which require 

high deliverability wells to produce the major portion into the 

gathering lines because the low delivery wells are incapable of 

producing such gas. 

The fact that the nominations of other purchasers per unit 
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have been smaller than £1 Paso's has resulted in the allowable 

given to Sl Paso's walls being lass than El Paso's market demand. 

For example, i f El Paso nominates one million cubic feet per unit 

per day and another purchaser nominate* one-half million cubic feet 

per unit per day for an equal number of units, the allowable bated 

upon straight acreage would be three-quarters of a million for 

each unit giving wells connected to El Paso's system less than i t s 

requirements and giving the other purchaser's connections more 

than i t s requirement. When the market demand is met, El Paso's 

walls become overproduced, and the other purchaser's connected 

wells become underproduced. When peak demands and short supply 

Impose the necessity of producing large quantities quickly, this 

unbalanced condition is aggravated. During tha former hearings 

El Paso and other pipeline companies pointed out this inevitable 

result when the deliverability factor is omitted. 

This unbalanced condition has bean further complicated by 

carrying forward instead of cancelling underproduction. 11 Paso 

Is not c r i t i c a l of companies whose problems resulted in carrying 

forward this underproduction or of the Commission for granting 

extensions of the cancellation date. However, the result In the 

Jalmat Pool was as of July 1, 1957 an accumulated underproduction 

of S.6 bi l l i o n cubic feet, and an accumulated overproduction of 

8.6 b i l l i o n cubic feet. The cancellation of underproduction and 

the redistribution of the underproduction to the non marginal wells 

will help t« r*1 1 *»ve th1f |itWt'«ni f>aen urges the f^wswal <i«H nn 
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to cancel at the beginning of the next proration period all under­

production subject to cancellation under existing rules and to re­

distribute this underproduction to the non marginal wells in each 

pool. 

Many wells In the Jalmat Pool could be classified as 

marginal wells. These wells are physically incapable of delivering 

the average monthly allowable. Failure to classify these wells as 

marginal wells results in granting to these wells an allowable 

impossible to make. The weak well is not penalized by classifica­

tion as a marginal well. On the contrary, the marginal wall is 

permitted to produce all it can produce, and in effect, is freed 

froa any restriction of proration. The owner of tha marginal well 

is not hurt by proper classification, and the owners of non margina 

wells are benefited because the demand which cannot be met by the 

marginal well Is properly allocated to the wells capable of deliver* 

ing this demand under field conditions. El Paso urges the Commissi 

to make prompt classification of all marginal wells, and thus avoid 

unrealistic allocations. 

Finally, El Paso again urges the Commission to recognize 

the necessity of considering deliverability as a part of the alloca­

tion formula. In many instances difference in deliverability refle< 

the difference between an old, partially depleted well and a new we: 

with initial flush production. Usually the differences reflect a 

real relationship between the existing recoverable reserves in 

place attributable to th© wells. An allocation formula based solel< 
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upon acreage will result, and we consider has resulted, in injury 

to correlative rights. When the straight acreage allocation formula 

is used, experience has proven that wells incapable of increasing 

their production to meet peak demand conditions will continue to 

become underproduced and the good wells will continue to be over­

produced. This will cause and has caused the market demand to be 

satisfied from other sources. When th© wells connected to El Paso'ls 

system in Lea County are overproduced and in danger of shut in, the 

only solution for El Paso is to obtain from the San Juan Basin or 

other sources the additional volumes required for its market. The 

Lea County operator i s not helped by transferring market demand 

elsewhere. The unbalanced condition within each pool in Lea County 

needs to be corrected for the benefit of a l l . During 1957 while 

El Paso has had to restrict its purchases in Lea County in order 

that overproduced wells might come in balance in accordance with 

the Commission's rules, i t has been necessary to take additional 

volumes from the fan Juan Basin. The San Juan Basin has also had 

to take most of the swing required to meet our market demand. We 

find that we have been able to take the varying market demands withj-

out severely overproducing wells in the San Juan Basin where we have 

been unable to do so in the Lea County area. This is to be attribu­

ted to the fact that deliverability i s considered in the allocation 

formula for the gas wells in the Juan Basin. 

El Paso earnestly recommends a continued study and the 

adoption of a formula recognizing the realities of producing and 

79 
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marketing gas from gas wells. El Paso will gladly cooperate in 

furnishing a l l information in its possession to achieve a result 

more equitable to a l l parties. 

Now, i f i t please the Commission, 1 was not under oath when 

1 was cross examined yesterday, and I'm not under oath, but I'm 

making the statement hare today. We do expect to produce the 

evidence to show that the difference in nominations in other pools 

in Lea County has resulted during 1956 in our going to the Jalmat 

Pool to produce volumes of gas that could not be produced elsewhere 

and that as a result the Jalmat Pool and the wells which could 

deliver in that pool became overproduced, and we are having to shut 

them in and keep production from those wells low in order to atterap 

to balance those wells. We will be very glad to cooperate with 

any operator on questions relating to individual wells. 1 might 

state that Mr. Woodruff in El Paso and Mr. Bolch in Jal can furnish, 

I'm sure, information as to individual situations to any operator; 

and so 1 join in the motion which I understand has been granted 

that this be continued until next month. 

ME. PORTER: Anyone else have anything to say at this time? 

MR. OSBORN: Jack Osborn, representing Permian Basin 

Pipeline Company. We would like to reserve the right to make a 

full statement of our position and present evidence in support 

thereof at the continued hearing. I think I will say at this 

time, make a short remark with reference to some statements made 

by eminfial fnr +h<» applicant his opening statement with regard 
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particularly to Permian1s position as a purchaser of gas in the 

Lea County pools. We have waited this morning and yesterday after­

noon for some evidence in support of the statement that Permian is 

no longer a factor in proration in the Lea County pools, and of 

course we found none. It came as a surprise to us, since Permian 

has been purchasing gas from the Lea County pools for three years, 

has invested large quantities or large amounts of money in the in­

stallation of facilities as well as in the purchase of gas, and we 

are now and we have been and will continue to be a purchaser of gas 

in large quantities from these fields. &e consider the statement 

that Permian is not a factor in proration in Lea County as being 

unfounded and uncalled for, and in view of the lack of any evidence 

to support these statements, we wish the Commission to consider our 

motion to strike that statement from the opening remarks of Mr. 

Campbell. 

MR. CAMPBELL: If the Commission please, I would like to 

make an observation, if I may, before you rule on that. I think I 

indicated in my opening statement® that it was predicated partially 

upon a contract entered into between Permian Basin Pipeline Company 

and El Paso Natural Gas Company. I have a photostatic copy of that 

contract which I would be glad to offer, or perhaps Permian Basin 

has a copy they could offer. I think there will be additional 

testimony in connection with the acquisition by El Paso through 

exchange agreement of gas in the Jalmat Gas Pool. I certainly 

don't apologize for my remarks, they were made in the belief that 
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there was some basis for the contract of purchase between Permian 

and Sl Paso. 

MR. OSBORN: I f I am not mistaken, I believe the Commission 

has a copy of that contract. 

MR. PORTER: The Commission rules that the statement w i l l 

remain in the record and w i l l be given consideration i f i t can be 

substantiated by evidence. 

Any other statements before we continue the case? 

MR. KELLY: John Kelly. I'm a lonely independent, I guess. 

I would like to make a l i t t l e comment for the Commission's consider I -

tion. In listening to the case put on by Texas and Pacific, 1 

sort of f e l t that they tried to keep their case confined to the 

Jalmat Gas Pool, but in the cross examinations by various people, 

they indicated that the Jalmat Gas Pool was just a part of the 

overall picture of proration in Southeastern Mew Mexico, and I 

would like to suggest to the Commission that they, the Commission, 

on i t s own motion open up the entire gas question in Southeastern 

New Mexico and make this case a part of that case, rather than 

have this case go on through and then have another case for Eumont 

and another case for the other fields. 

MR. CAMPBELL: Before you stop this portion of this case, 

may I request that the record show that I offered Texas Pacific's 

Exhibits 1 through 7-D in evidence, please? 

MR. PORT BR: Any objection to the admission of Texas Pacific's 

Exhibits? They w i l l be admitted. Mr. Kelly, on your suggestion oi 
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motion, tho Commission fools that it cannot b© done under the 

advertisement in this case and would have to be done under a separa 

case, if that is desirable by operators in other pools at a later 

date; however, we would like to go ahead and settle the issues in 

this case. Anyone else have a comment? 

MR. SHUNGER.: If the Commission please, while I will par­

ticipate in the recessed hearing or continued hearing in November, 

I would like to make a few remarks at this time. It*s quit© obvious 

to the Commission that this problem is a very difficult one. Any­

thing in relation to gas proration, anything, I will agree with Mr. 

Howell, is very complicated, particularly where l t involves the 

six prorated pools in the Southeast part of th© state, and particu­

larly where it involves more than one purchaser in a field. This 

is a problem that*© been plaguing all state regulatory boards, and 

each in their own way, within the confines of th© legislative 

direction, have found the solution. While nothing has been said, 

l*m sure the Commission and particularly its staff is fully advised 

of the existing orders that are now in effect in th© Jalmat field. 

I particularly call your attention to three of the orders: R 520, 

R 836, R 967. To entirely blame the situation that exists in the 

Jalmat today on the allocation formula I think is unfair and quite 

erronoous. The situation w© find the Jalmat field in today is due 

entirely to circumstances over which all of us were aware of, in-

eluding Texas Pacific, and that is you had suspended your balancing 

period f o r t h i s y«ar r anri I think t h a t the fiiispttn^nn mat a gnnrl 
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one, due to the fact that the Commission was faced with extenuating 

circumstances. I fully believe that anyone clearly analyzing gas 

proration would have known th© effects of this order as a temporary 

measure in permitting th© field to be unbalanced to the extent that 

a considerable number of wells would be overproduced. Had these 

orders, the original orders R 520 and R 836 been carried into 

effect, this field would not have been out of balance at the presen 

time. Now 1 might say that a deliverability formula in any factor 

or any allocation formula without a balancing period would result 

th© same way as i t is at the present time. The gist of keeping a 

field in balance is, the heart of it is, of course, the balancing, 

and had we a deliverability formula in the allocation formula, with 

out a balancing period, i t s t i l l would have been out of balance. 

Now it goes without saying that Skelly Oil Company is opposed to a 

doliverability formula in the six allocated prorated gas pools in 

Southeast New Mexico for gas allocation. We believe that the order 

itself, the last order of th© Commission, R 967, on its face indica 

that eff©ctiv© January th© 1st, 1958, you will balance i t , and the 

fiv© and a half billion feet of underage will b© cancelled, and 

that that amount will be allocated to the overproduced wells, and 

I'm quite sure that every overproduced well will hav© s«cur©d suf­

ficient relief that I believe ©v«n i t will aid the Texas Pacific 

to th© extent that they may find that a considerable number of the! 

overproduced wells will be ev©n, or nearly so. W© think that the 

application her© is a little pr©matur© because the Commission by 
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its own orders have already put the matter of correcting into 

effect January the 1st, and we would recommend that the allocation 

formula be left alone, that the Commission carry out its present 

orders, and the latitude given the personnel of the Commission is 

quite wide. As a matter of fact, the Commission may assign minimum 

allowables, they may reclassify wells from marginal to non-marginal 

from non-marginal to marginal status. The terms of the order, wa 

feel, would give adequate protection, and bring the field in balance 

as of January the 1st, 1958. 

MR. PORTER: I'm going to put my next question, then, is 

there anything to be said that can't be left unsaid until November? 

The case will be continued to th© regular November hearing. 

# » • • * * * » 
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