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BeFiacl THE
BEx BEALG: CIL OPRCEAVATION Glasltiith
2anta Fe, New idexics
etober 17, 1957

1IN L BATTE OF3 LAt 1827

Application of Texss tacific Coal and 11 Company for
an order immediately terminating gas provationing in
the Jalmat Gaz foely eor in the slternative, revising
the “pecial Vool Rules for the Jslmat Gas Fool in Leas
County, Hew Hexico. Applicant, in the above-styled
cause, seeks an order lmmediately terminating gas
prorationing in the Jalsat Gas ¥ool, or in the alter-
native, an order immediately cancelling all accumulated
underproduction and redistributing such underproduction
to overpruduced wells in the Jalwmat Gaz: Foel, and re-
quiring gas purchasers to nominate a sufficient amount
of gas from the pool to permit wells from which pur-
chasers are able ¢o take gas tc have an allowable sgqual
to their actual production, and upon this basis to
thereafter balance the pocl producticn at the end of
sach proration peried, and establishing deliverability
of gas wells as a factor in the proration formula for
the pool, and establishing a maximum smcunt of ges
which may be taken frem any well in the ponl during a
specified period of time. spplicant further requests
the Commission te issue such further order or orders

as will bring the pool immediately into balance and
maintain such balance without waste snd without abuse
of gpplicant’s or others' correlstive rights,

REFCAHS
s Fa Le Forter
Hr. Surray hMorgan
Honorable fLdwin L. sNechem
TRANTURIFY F PROCEBDING
Hie. HATERL The meeting will come to order. Ye will
proceed with Case 1327,

Hra. CUOLEYYr Case 1327: spplication of Texas facific Coal

and :11 Company for an order irmmediately teralnating ges proration-

¢ s
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special ool sules for the Jalmat Gas ool in lLea lounty, hew
saxico,

e woARPRILL: 1f the Commisslon slease, | am Jack #.
ampbell, Camgpbell and Russell, Huswell, wew Hexico, appesring on
behalf of the applicant, 1 would like, before swearing in the two
witnesses that we want Lo present today, to make & statement ione
cerning the position of Texas racific Ucal and il Coempany in thls
matier.

At the time of the inception of gas proratiening in hew
#axlee, we expressed considerable misgivings as to the effect of
gas prorationing upcn producers and royaliy owners of gas properties.
e of our principal concerns invelved the effect on tha minimum
take provisions of gaz contrascts, The Cemmissicn properly falt,
and perhaps rightly feit this was 3 matter between the producer and
purchaser; nevertheless, we would not be presenting our entire
position 1f it were noct that this continues to plagyue us and that
it will also seriously a2ffect cther operasters In this pocl, what
we prefer to do is to sell gas under the cuntracts which we have,
and gas which our gas purchaser apparently wants to buy, but
apparently cannct because of the systex of gas proretioning as it
has been operated. in order to conduct cur aperations snd develop
new propertias, we nee:l to bave cole re2sonable stabllity of income.
That was the obviocus resscn for the minimun take provisions of our

contracts,
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the Jalmat Pool. That seems to some to be a drastic request, but

we base it upon two propositions: First, the reason for gas pro-
rationing no longer exists. At the inception of the program, it
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 will not be the case in the foreseeabld
future. The recently publicly announced gas purchase contract betd
El1 Paso and Permian bears this out. Under that contract, El Paso
states it has a market demand in excess of the gas it can get, and
Permian concedes it has gas for which it has no market. To us
this effectively eliminates any true competitive condition which
could have led to non-ratable taking, and permits El Paso to meet
its market requirements with Permian gas reserves. In the Jalmat
Pool this lack of competitive purchasing is even more apparent. Ou
evidence will show that El Paso purchases eighty-five percent of
the production, and we feel it gets almost all of Permian's gas thqy
exchange or under the contract I have previously referred to. The
second reason we will present as a basis for termination of gas prd
rationing is that the system has worked only to penalize the proper
ties with good reserves and restricted the only purchaser in its
efforts to meet market demand. This is particularly 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 failed to
balance out production at the end of each prorationing period, as

provided in the Rules. The system as it now operates benefits no
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Fcnofit the producer: it doesn't benefit the royalty owner; and
it utterly falls te protect, we feel, our torrelative rights, and
fails to enable us to cbtain our falr shsre of the 4% in the
reserveir,

If the Commission should agree with us that gaz pro=-
raticning should be abclished, then we believe prompt sction should
lbe taken to alleviate a critical situwation, a situation criticsl
tc all producers, to the purchaser, and to the “tate from a royalty
and revenue viewpcinit, ® intend to point ocut te the Commission
2t this hearing scme of the conditions which now exist in the
Jalmat focl, and show the Commission that this lsmt just a problem
cf Texas facific Toal and Uil Company, not just & have your cake aaﬁ
jpat it application, ass szome have implied, It affectis all operaters
in the iocl, it affects the gas purchaser ip the ioel, end it
affects the "tatedf New “exico ax a royalty owner and from a revenus|
viewpoint. Today we #ill offer evidence showing the present cone
ditions &5 to the entire Yool and as between representative units
pithin the ool which we believe have created this critical situation.
Te remedy or st lsast alleviate the situation, we will make
the following propesals: (1) That the Commission cancel and removel
from current accunulated underage all of that which had accruved io
June 35, 1996, and had not been masde up January 1, 1997, the six-
zonth makeup pericd; also cancel the underage that hed accyued
January L, 19%7, and was oot made up by June 30, 19573 of course,

ier the Hules, rediztribute this te the nen-marginasl units in the
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Pool, We don't believe that anyone could complain as to the effect
of this. It would simply be the Commission carrying into effect
the Rules as the Commission originally established them., All
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 its efforts to real~
istically reclassify marginal wells in the Pool with the resultant
redistribution of underproduction from those wells to all non=marginal
units in the Pool; and, third, that the Commission include delivera+
bility in the allocation formula in this ¥Fool upon a basis which we
will present today. Fourth, that the Commission establish a maximun
take from any unit in the Pool to prevent an excessive overproductign.

e realize that thi: application affects a number of other
operators in the Focl, that our views and recommendations today
may require analysis by them in the light 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 Novembery
Statewide hearing, to permit us and any other interested party to
put on any additional testimony or evidence int> the case relating
to the matter, We will have the witnessesc that appear today for
the applicant present at the Lovember hearing, should the

Commission decide to continue the case, and they
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#111 be available for tross examination et that time, e are
continuing a diligent study developing cur own proposals in detail
and attempling to determine if “tate laws have or are being viclated.

“e are alsc analyzing the speration of the proratiening
system with regard to the relstionship of gas takes: &% between
different areas within the tate of Hew Mexico.

sith that preiiminary statement, [ would like %5 ask that
twe witnesses, Mr, dartin and dr, Xeller, be sworn on behalf of
the applicant.

{U1LNessRS sworn. )
Mele GANMFBLL: Mr. Sartin, will you pleasse teke the chair

here

the witness, of lewful age, having been first duly swern on sath,
testified as follows:

SIAETY

AR LA T IO

. #3ill yesu state your name, please,

A Ve Fo Kaxtin,

4 By whom sre you empleyed, Mr. Aartin,

A Employed by Texas VPacific Ceal and il Company during the
past thirty-cne years,

o #hat ls your present pesitlon with that company;

A During the past twenty vears [ am esployed as chief accountdnt.

i &8 chief accountant, what are your dutles with Texes &aciﬁ;%
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Coal and Uil Company:

Lt -ne of my princlpal dutles is to supervise the preparation
of certain analyticsl dasta in verifying the correctness of incone
derived by Texas racific Ceal snd il Company from the sale of oil
and gas,

2 Uoes your office maintain records and custody of recerds
of your company relating te the production from your properties and
the income as a result of that production’

A AlL records are maintalned in ocur general offlice at Fort
“orthe

w #r. Hartin, have you had occasion to study the operation

of gas prorvationing in the Jalmat Gas Pool In lLes County, Hew Sexlcd

T

Yes, 1 have,

¢ vhat records have you studled, generally’

A uell, studied the monthly gas prorationing reports put out
by the il Conservation {oamission, and have made considerable study
of the Commission records here in Santa Fe,

% Have you alsc studied the records of Texas rFacific Coal
and Gil Company since the inception of gas proration in this Fsol:

% That is true, that is in the regular course of sur verifi-
cation of income. |

« Have you studied,not only as it affects your company, but ag
it affects producers iﬁ'thﬁ Jalmat Pool?

A This study has heen on a rool-wide basis, naturally, to
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L #hat ls the total nusber of ¢gas units in the Jalmat Gas
ieal, as of January 1, 1957

A ool contains 367 units December 11, 19%¢,

ind how many of those units were marginal and how many non-

marginal;

# 24 marginal, and 343 non-sarglinal.

w Ang of all of the units in the fleld, how many units are
actually owned and operated by Texas Facific Coal and Uil Company:

A Texas tacific Uoal owns 48 and a fraction units,

« Hho are the purchasers in the Jalmat Fool at the presant
time:

£ well, actually there's only one purchaser, £1 Faso Katural
Gas Lompany, having connections to eighty~five percent of the units,

i what other nosinal purchasers are there in the fleld:

A rermian hés approxisstely ten percent of tne uaits, but
it's my understanding that through this gas exchange, 21 vasc s
actually uvitimately the purchaser of practically ninety-five percent
of the output of the field.

W kre Hartin, have you femllliarized yourself with the present
methed of allocating ges production Iln the Jalmat ieoly

£ 1 have.

v 1 hand you, Hr. dariin, the Lee Uounty yas proration schedule
of the New idexico (il Conservation Commission for (ctober, 1957,

which s, of course, & part of the regerds of the ocmmission. I

P
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Fool-wide allowable is arrived at in the Jalmat joecl, according t»
your underztanding;

& dell, fer the month of  ctober, the purchasers nominated a
market demand in the Jalmat Yool of eight billion three hundred
seventy-five million cublc fest, However, this was not the amount
of sllowable that was applied to the units in the field, due to
the fact that during the month of August, the allowable having been
set at six billion six hundred million amd the actual production
being only four billion cne hundred ninety~nine million, the &ct&b&L
nomination was reduced to the extent of in excess of twe billion
cublic feet of gas, so that although the purchasers manifested a
maxket demand of eight billlon cubic feet of gas, the ultimate
allowable placed on the booke and credited te the individual non-
marginal units was on the basls of only six billiocn three hundred
million, or approximately seventy-five percent of the purchasers
market demand,

% As 1 understand you, then, the allowable for Uctober was
adjusted back to the sctual takes of the purcheser for August, twe
months previcus, is that correcty

A That is true., The excess nominations by the purchasers
In August were adjusted to his actual production for sugust, which
created a reduction of the current allowable by approximately
twenty-five percent,

% 1s it correct, then, that the ultimate Foclewide allowable,

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS

ALBUQUERQUE, NEw MEXICO
3-6691 5-9546




11

the takes of the purchasers

& That's true. {Texas Facific's Zxhibit Mo, 1

marked for identification.)

i New, 1 refer you, Mr. Hartin, to what has been marked
Texas racific Exhiblt No. 1 and ask you to state what it is.

A Exhibit 1 is merely a breaskdown of the production of the
Jalmat ool for the year 1956 as to producers and ownership of the
units and the actual production of eighty-five billion during the
yeoar 1956,

+83 that statlstical anslysis indicated on Texas iacific
ixhibit 1 prepared by you on the basis of the records that you
referred to?

# That is corvect.

& HRefarring to that exhibit, will you plesse state to the
Commission what you consider to be the pertinent determinations
made by the tabulations on ity

A uvell, it Indlcates that out of the three hundred fartywthre#
non~marginal units in the field, that one hundred seventy-seven, or
fifty-twe percent of the units for the year 19%, ended up in an und
feproduced status] in other words, the allowable for a unit for the
year 1956 totalled two hundred forty-five million cubic feet of qas.
The actual production of these one hundred seventy-seven on~zarginal
units was at the rate of one hundred eighty-threse, or approximately
sixty million cubic feet under the pool allowsble. Then we moved

to the hundred sixty-five remalning nen~marginal units, which
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an overproduction of aprroximstely sixty million per unit.

7 That three hundred four millien is an average of all of the
overproduced units in the fleld;

A That iz true, It4's an average,

L #ith regard ic that forty-eight percent of the units which
are overproduced In the fleld, Is that confined {0 any that were
overproduced as of lacember 21, 1936; are there any pesrticulsr proe
ducers in that fleld that are involved, ur are most of them involved
in e over productiony

% Twenty-glix producers, vhich is primarily all the producers
in the fleld, except a Ffew producers with nhalf units or quarter
units, a very small percentage. Uther than that, it's s condition
that exists for practically evexry Fréducwr in the fleld,

% "hat is the renje of overproduction, generally, ss betwsen
those units?

i Tell, 1t ranges from approximately about two hundred sixty
million tc & top of three hundred fifty-ons nillion.

Ara there other producers in the fleld with units with an
average overproduction in exces: of these of Toxas Facific Coal
and CLl1 ‘ompany’

Yes, there's s nunber of thesm, Texas iacific's overproduce
tion is pretty well In line with the rest of the field. For exampld,
here is Texa=s Paciflc, thirty-cne units that were overproduced ai
the rate of three hundred cixteen million, whereas the western

Naturasl Tas Company had twenty-six |
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of three hundred twelve millien. <Chis 41 Company had three and
three~guarters units cverproduced at the rate of three hundred
fifty-six millien. Tidewater il Company, three and a half units,
rate of three hundred fiftye-one millisn.  You can go on througn
the list and get up here to Uoatinental Oil Company, had twenty-five
and a half units overproduced two hundred ninety-seven,

i Then this patter {r & Fool-wide natter effecting most
operators in the Yool and nct Juet A problem of Texas Facific’

A That is very definite, 11 wells had an equal chance to

hm@rt overproduction,

Aeferring further ¢c that exhibit amrd the statistical come
fdutation, %r. Martin, ! notice that reflect: a3 an accumulated under-
P:ﬂductian as of lecember 21, 13%4, of eleven billionm cubic feet.
#3111l you state what that cenalsts of7

% ell, that reslly consists of the underprodustion that is
accrued in the fleld and hasn't been adjusted since the Inception
lof prorationing January lst, 1956, It's really & three-year
[pccumulation of underproductisn, There has been some cancellation,
Eut this remaining sleven billion is the underproduction of three
yeare.,

& To your knowledge has sowme of that underproduction been

kancelled by reclassification of wells since Janvary lst, 19577

£ Yes, as of June 30, 1957, spproximately four billien of

produce, and it just seems that the better wells resulted in a little
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marginal stetus, and some resllocatlion of allowable.

< i the remaining seven blllian cubic ftg@. what &gcumula-
tions of underproduction specifically could you refer to, in that
remaining seven billion cubic feet’

4 well, the seven billion cubic feel represents or includes,
1 should say, three billlon six hundred million of underproduction
8s of June 30, 1956, which was subject to cancellation Lecember 31,
19%6. It also includes an additional two billion one hundred millign
of underproduction during the last proration periocd of 195, which
was sublect to cancellation as of Jume 37, 19%7, or a total of five
billion seven hundred milllon »f the seven billion that, in accord-
ance with the rules of the Commisslon, should have been removed
from the schedule and automatically redistributed,

W 1f that underproduction which accrued and the balancing
period expired but it was not cancelled during those two periods,
the five billion seven hundred million cubic feet had been cancelled
and redistributed tc themon-marginal units in the Fool, what would
have been the effect on each uniti

& nell, each non-marginal unit in the field would hsve received
an additional asllowable of approximately sixteen million cubic feet
per unit.

< Yould that, Lr. Sartin, in your opinion have allevisted
the critical condition that we have indlcated exists at the present
tizme in this ool

A That's true
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1t's sasy to see they were overproduced at the rate of an sverage
of sixty million, if they received an additienal allowable of
sixtesn million, they would have been in a better conditlon to be
brought into balance during subsequent periads.

{(Texas Faciflic's Gxhibit He. 2
marked for identification.!

; Hre Hartin, 1 would like to refer you tu the zraph on the
«8ll which appears =n the left up thers, !t has been wmorked as
Texas Facific's Exhibit tp. 7. 5111 vyou sleasa explain to the
Cormission what that graph represents.

A +ell, thls granh represents & breaidown In the operation
of the Jalmat Fesl durino three proration pericds: the first six
months of 1956, the lsat siw ronths, the first six months of *957,
with the orange bar line zcross Indicating the alivwable assigned
to the iool during each month of this proration pericd., The red

line represents the iesl statue st the end of sach wonth as to

overproduction ar underproduction. The bottea portion of the graph

shows the green c¢olumn, fgreen bar representing the nominations

of the purchaser., The yellow bar rapreseniing the astuwal production

for the month., That a~es right aeres: through the elightsen-month
pericd, the three oraration periods.

;. The Exhibit Me. 2 4s an exhibiy refleciing . velewlde con-
ditions, is it not:

A TtThat i« errract,

2 Yeu have shewn on that saly the thres pruretion pericds of

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE., NEW MEXICO
3-6691 5-9546




16

the first and second halves of 19% and the fir<t half of 1957,
1d you make 3 similar study and analysis with reference to the
proration periods from the beglnning of prorat tening to the first
six monthe of 19260

A Yes. A similar study waz made of four proration perlods
gricr to this, or years '94, '5H%,

I note that the ltoclewides condition as shown by the red
line on your uppar portien of vour graph for the proration period
consisting of the first six months of 1956, at the end of Lecesber
the ool appears to be in reasonable balance., #as that condition
generally present in all of the osther preceding proration periods?

&  You have reference to the end of June:

& June, 1556, axcuse me,

% That is true. The Fool came intc the proration perled
practically balanced, overproduction accumulated at the end of
February was modified siightly in Xarch, went back to an under-
production status in april, and came down to June practically in
balance, a hundred eighty million cubic feet peing the net Yool
status, That was brought about by the fact it came in in balance
and during these six months proration perioed, the purchasers aaminar
tions were forty billicn cublic feet; their actual production was
forty billion cubic feet of gas, se they kept the thimg in balance
and they asked for a right to produce forty billion, and they
produced forty billicn, so naturally the rool remained in balance

as it was the firet of the period,
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.y #ith regard again to the first pericd of 19%6 which you
say i{s essentially the same 85 the prisr proration perlod’

A That iz exactly true, during the two years beyond this,
two yesrs prior, the rool was essentially in balance during the
entire two-vear period,

- How will you, in conmneciion with {hat particular proration
period consisting of the first six months of 19596, indicete by
reference to the lower portion of the graph or the nominations and
sreduction, indicates how that wss maintained i that itcame out at
the end of the proration period in reasonsble balance Peol-wlde:

£ w#all, that is the figure 1 gquoted, The nomirations, if
you notice the month of January, the purchasers snominations were
seven billion two hundred miilion; their actusl production was
six Lillion four. The next month, February, noalnated five eight,
but produced nine four. <ell, subseguent months, they increased
their nominations tc whare they would exceed thelr actual produce
tion #nd kept the rocl in balance to where by the end of the period
that they had nominsted ferty billien and purchased forty billion,
50 that the Pool naturally stayed on sn even keel 1t came into the
pericd with,

o How refer, dMr. MHartin, to the last six months of 1955, whigh
1s the middle portion of the graph and the second proration periud
thet you have referred to. Discuss what agparently occurred durin#

that proration pariod,
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that during the first perisd, the fluctuation, one menth the pur-
chasers nominstions would exceed the actual production amd vice vuT.a
throughout the Fool, ‘owever, the following satond six-month
period of the year, the secend proration pericd, the six months in
s row, the producticn exceeded the purchsser: nominetions., In
ather words, there was # departars from fie system of keeping the
realistic balance between nominations and production. For instancel
the sonth of July, the purchasers nominatec five and a half biiliﬁﬂ
but & swomer month, purthased eight blllion the following month,
nominated six billion, puzchased sight and a half billion but
did not supplement the nominations £o <here that at the end of the
sixe=month period the nominations by ihe purchaser were thirty-four
pillion cublic feet of gas but the actusl production was fartyefive
pillion.

w531} yeuw refer, with that in mind, to the upper portion of
the graph, and show whatl ecccurred as 3 result of the actuasl ﬁﬁtﬂhﬂﬁLﬁ
during thet proration period excesding the nominations eaﬁsisﬁontlﬂ?

A Zell, 8% you can sew, there has to be a direct relstionship
betwesn ool balance and purchasers nominations and preduction,
The overproduction or the underproduced status of a Pool is deter~
ained by the in balsnce between nomination: and production due te
the July that the purchaser nominating five and s half billion,
producing at the rate of eight billien caused thiz ool to go fros
spparent underproduction status to an overproduction status, The

thing continued all through the peried. In cther words, the only
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way this line could be brought back upstalrs was for the auraha&&tﬁ
te have increased their nominations to o{fset their previsus pro-
duction.

o what wes the net condition 2t the end of Leceaber, 1956,
the end of that proration pericd Foolewide:

& Lell, foolewide, lata 1996, teo billion eighty willion oven-
produced.

in view of vour previous testimeny that the sllowable i3
sdjusted back o the actual Lakes two amonths previcusly, wouldntty
that adjust 1teelf without shy particulsr harm to the producers in
the fleld:

& vell, that ic not entirely corzect. 1t will sdiust [txelf,
there isn't any guestion, regardless of what the purchaser nominates,
his actual production, he is granted subsequent sllowabls, adiitions
allowsbles two monthe later if his sroduction exceeds hia nomination,
but there i{¢ & two-month lag in thers tu where at the end »f this
proretion peried, this Vol was overproduced two billlien eight
hundred million, due ts the fact that ducing the months of Kovesmber|
and Laecember, that the purchasers nominations weres less than bis
actual production py the greatesr portieon of thls, betler than tee
billion of it.

w ~hat iy the effect of that, moving into the next prorstion
paried’

& vall, thet has the effect of denying, at the end of s pro-

raticn peagiod or at ihe
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marqginal units in the field additional sllowablej in other words,
this twe billion elight hundred million, had it been properly nomti-
nated, would have granted every non-marglinal unit at the end of a
balancing period an additional allowable,
| S dow, Mr, Hartin, referzing further to the last prorstion

period shown on Exhibit No, 2, which 1s the first six months of
1997, will you discuss what apparently has occurred during that
provation perioed, as compared to the prior two perliedsi

A well, the reverse condition existed. You remember during
the middle period the production exceeded nominations conslistently
to where the production was twenty-five sercent greater than nominad
tions during that period, but during the first ¢ix months of 19%7
each month the nominations nave consistently been in excess of the
production, to where at the end of the six-month pericd nominations
were thirty-six billion, production only twentye-seven.

. Lo that 1in order tc compensste for the condition during the

second perisd shown on that dxhibit Ho, 2, a reverse approach was

A Apparently that's true.

« ¥1ll you indicate what the conditlon was appareatly in the
Pool from that analysls at the end of the proration periad ending
June 34, 1937

& You notice due to granting of the supplemental allowables

in Januvary and February, Jue to dliscrepancy of the production in the
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produced status to an underproduced, and atayed that way clear up
to the end of “ay. The Foecl shows an apparent balance st the end
of June, but that was brought about mainly by the cancellation of
& four blllion allowable as of June 30th previocusly referred to,
dus t¢ reclassification of wells and redistribution of certain
allowables,

L lNew we have been discussing to thiz point the Foolewide
conditicns with reference to the balance of production of gas. iced
the Fool balance necessarily reflect the true situation as between
individual gas unit:s wlthin the igels

A No, when you get back down to an individual well basis,
it iz entirely & different picture, due to the lack of balance
between individual wells.

{Toxas racific's Exhibit No. 3
marked for identification,)

% Hefer now tc a jraph on the wall,at the top of the right-
hand portion of the exhibit there, I think it ie identified as Texss
Jaciflic's Zxhibit 3, z2nd state what that represents,

A well, that represents the exhidit of the three prorstion
pericds, the same periods cevered ¢n a iogl-wide basis, In sther
words, two pesriods of *56 and the first pericd of '%7, this being
on n individual well basis. This particular well being Continental
il Company Lynn 8-26,

« shat does that reflect with regard to the balancing or lack

of balancing of that particular unit within the ool during the
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first six monthe of L9067

& well, iIt's hard to see from where you are sitting, but the
doubls red line represents the purchaser nominationsi the green bar
represents the ultismate sllowable that wes finally granted; the

yollow bar rapresent:s the actual productloni the red line represent
the status of the well at the end of sach month &s to sver pr@&uﬁtiln
or untderpraduction. In this case i1t is all overpreduction., You'll
note this wall caue into the prorstion pericd with an everprodustion
of twenty-three million cubic feet of gas. Lwring the month of
January, the allowable was eightwen million, the production twenty-
five, bullt it up te an sverproduced statuz of thirty million.
However, in February tha aliswable was elghteen aiilion but was
produced total of ninety miilion, so thst the well Juaps from an
overproduced status of thirty million to one hundred two million,
and the fellowing month reduced to ninety-six} then you will notice
a pericd of several monthe here of the aliowsbles being grestly

in excess of production, the well waz praciically shut ia In April,
small production in day and June, to where that this overpruduction
dropped down to when uver cut of the proretion periocd, forty-six
pilliion sverproduced,

% That overproduction was carried inte the next proration
jperiod:

A Yo, that's right. Had the rules been in effeet, it would

have had coming in here this twenty-thres million of overpraduction,
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to this time where the well could have been shut in,

% #a% the condition at the end of the first six months of
1956 due primarily to the requirements of large takes in February
of 19567

A well, that's true, that is what put this well in this cone
dition is this abnormally large take during the month of February,

+111 yeu procesd alung that line, the history of that well,

and indicate what then occurred in the next six-month perlod’

5 =ell, going into the perlod with forty-six million overe

month, the allowable of fourtesn million but the actual production
from this well was eighty-two aillion, which built this thing from
an overproduced stetus of fifty-three te one hundred twenty-one,

Then the following month, in Ssptember it produced one hundred nine|

down in Cctober to one hundred one, Completely shut in in November,

by the fact that in Lecember this well had an sllowable of twenty-f]
produced ninety-five, s¢ 1t'c back up, goee out of this proration
period a hundred fifty~twe millisn overproduced.

« That overproduttion, then, under the rules would have o be
balanced by shutin during the last proration period shown on the
graph’

4 1t would have to be straightened out by June 33, 1997,

a1l right, now refer to¢ that last proration pericd between

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL _AW REPORTERS
ALBUQUERQUE., NEW MEeXico
3-6691 5-9546

produced, it bullt up to July to fifty-three; then in August, susmef

down to sighty-thres ~- remember all this was pretty well eliminated

Ve,




24

by the purchaser to attempi itz get that well back into balance.

~ =ell, you can see, readily see here that the nominations

were somewhat lower than during the previsus perlods, but that the

production was practically negligible where it was brought down frog

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

% wow, what was the total production in the proration period,
the last proration period shown there as related to the prior pro-
ratien periodys

A vell, during the last period of 19956 thic well produced
two hundred thirty-one million cubic feet of gas; in the ensuing
seven months, the first periocd of '87, it produced only thirty-four
million, epproximately, oh, say thirteen percent, something like
that.

»hat wasx the approximate reductisn percentage-wise in the
overproduced corciition of that well:

A well, it wes brought down, it was reduced from one hundred
fifty-two {0 ninety-three, reduced absut forty percent,

% Zo that desplte the fact production wae reduced some
eighty-five percent, the condition of the well in a balanced situa-
tion was reduced only forty percenty

# That's true.

<hy was 1t not Jocreased to a greater extent insofar as the
condition of the balance of that well is concerned by that drastic

cutback in productiony
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the major itens, we will mote that the well in the first proxation
pericd of 1956 received an allowable of cne hundred twenty million,
the last period, one hundred twenty-five million, but only ninety-
one million in the first proration perlod of *57., This brought

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

of approximstely thirty-five millien, by the fact that dus to the

low productlon during this period, resulted in subsequent reductios

of allowables to where, although the purchasers gross nominations
were high, that due %o underproductien from this well standpoint
and & ool standpoint, as explained over here, when they are pro-
duced only twenty~seven billion this period compared to forty-five
here and forty over in the previcus perioed, that t&i@ well had a
reduciion in allowable of thirty-filve million. +<s we diecussed

previcusly, the parice In this field is the five billion seven

hundred million we are taliking about, had that been applied, anothdr

ong hundred sixteen million would have been credited to the wells,

where the well status at the end of June, 19%7, would have been

approximately halfjinstesd of being ninety-three aillion overproduded,

it would have been cut forty-five million, had these things occurreld

W -® you say thast the 116,000,000 was due to the failure
to cancel the underproduction,

A That's right. That i: the undesrproduction that had accrve#
in the icul-wide standpoint as of June 35, 1996, 1o three bHillion

six hundred nillion a+ was not cancelled in Jecesbsr and additional
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pericd and not cancelled here.

= That aggravated the sitoation as to that well during the
first six monthe of 19577

A That is true, because any cancellatisn of underproduction
due te inability to produce is automaticalily reallocated o non-
marginal wells 1In the iocol. “hat effect it hae, it doesn't only
give the overproduced wells that supplemental allowable, bu€ gives
the undarproduced wells an egual allowable,if they can't produce
it, they lose it in a subsequent peried,

4 Rue to the fact, as you have testified, the ultismate allowable
is dependent on the actual takes of the purchaser considering the
two-menth lag pericd, the reductlon of takes materially slows down
getting any well into balance for that very reason’

A That is true. That is pretty well exempiified here., 72y a

well is in bad condition due to low takes by # purchaser, the allow

able assigned to each nonemsrginsl unit for this year was only
eight millicn, tc eighty-seven, it Iz eacy to see that a well that
will produce ninety-three million, hew long it 1s going %o take with
this kind of allowable due to underpreductisn to ever get back in
balance,

take an sssumption here, using the first graph hers of an
individual unit, let's 2ssume that that well, in compliance with
the rules, had been shut in in relation to the sne hundred fifty

million some-odd cverproduction at the beginning of that preration
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the following periody
4 That's right,
% By shutin?

A That's right.
2 Would you state what conceivably could occur in that situation
or what could occur at a later date, say in January or February of
1958 with the operation of this system working against wells which
fhave been overproduced to an extent such as thatv

A 4ell, 1 might 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 1s that a representative well of those one hundred sixty-five?
A It is, the three here we have prepared and could prepare a
[number of charts comparable to this, some not quite as severe and
some more s0. It is rather representative of the large fluctuation
in production which creates this condition,

& “hat could occur under that kind of a situation?

A Hell -«

G In regard to the whole Pool?

A I1f this condition like this continues the rest of the year,
during July, August, September, it hasn't been improved a great
deal, it's qguite reasonable that & large portion of the one hundred

sixty-five wells that are overproduced as of December 3lst and

which represent some of our best wells in the field, by enforcement
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are shutin, the allowable the purchaser is 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, if the purchaser request%
seven billion, we will say, in January, and is only able to produce
four, fhen when March comes along, the balancing time, he loses the
three to where it is quite possible that the better wells that are
overproduced could just be shutin indefinitely.

Q If the better wells in this pool were shutin in that situati
and the nominations of the purchasers during the winter months
beginning the first of the year were naturally high, as we would
assume they would be as indicated by those charts --

A Right,

Q2 =- and the other wells in the field were unable to make
those allowables and accumulate additional underproduction, what
would the effect of that be?

A It is quite reasonable to believe that along about March
or April 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 It is due to the fact of not keeping wells in balance
within individual wells and not nominating realistically to where

we can, out of this proration period, come out in balance, like the
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condition that existed for the first two years of proration.

(Texas Pacific's Exhibits Ncs. 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 same
type of analysis., Will you refer to No. 4 and state what it 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, it should be noted on No. 4 that this well came in
practically in balance, came into the first proration period of '56}
but January it had an allowable of eighteen million, produced
eighty-five million; the following month it followed with eighteen
million allowable, produced eighty-three million, went from a
balanced condition the first 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 it went
out of proration period June 30, 1956, overproduced seventy-two
million, compared to coming in in balance., Then it was further
improved by shutin July, practically!shutin August, cut it down
to forty-two million, overproduced, but September allowable twenty-

five, production forty-three; October allowable twenty-one, production
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seventy-four; November allowable seventeen, production fifty; so

that we find at the end of November, up one hundred forty-four
million overproduced. Here it is going out of the proration period
December production was held back, and it went out of the period
though, one hundred thirty-four million overproduced.

Q At that point let me ask you this. 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 whiéh high takes were
made from those two wells?

A There is ip 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 fifty-three.

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 million, was overproduced fifty-four million
going into the month of August, but this well was overproduced
forty-five million. This well prcduced eighty-two million and was
brought into this bad condition; this well remained shutin.

Q Are there other examples of that type of situation in the
studies that you have made of the units in this Pool?

A That is true. It 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 1Is 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 57

A Well, briefly =--

Q Which well is No. 5%

A It is Western Natural Gas Company Blinebry 2=D. That well
came into the proration picture practically in balance. Due to
excessive takes in January and February went into a bad condition,
due to shutins came back to seventy million overproduced at the

end of the first period, got down to sixty-two in October, but in

October it produced seventy-ceven, resulting in one hundred seventgen

million overproduction. This was further increased to one hundred
forty-four in November, so that it went out of the period one
hundred forty-four million--one hundred forty million overproduced.
It should be noted then that thie well has been cut back consideral
produced the first six months of '56 one hundred eighty=-six, the
last six months one hundred ninety—four million, 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-wﬁ
during this first proration period of '57, the position of this
well was only improved from one hundred forty overproduction to
one hundred twenty-one million 2t the end of a six-months period.
With a well like that, that's a rather impossible situation.

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

ly;

se
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time that well could be in any condition other than shut in, if 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 underproductipn,

in August and September, subsequent cancellation of previous allow=
ables, this condition permits very little improvement to be made
in any of the wells in this category between now and the end of
the year.
Q All right, Mr. Martin, will you come down here now, please?
MR. CAMPBELL: If the Commission please, my attention has

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

will note the analysis of Gulf Oil Corporation wells and follow that

across to the last computation, which is 1,106,046, the brackets
surrounding that particular figure should be removed.

A Because it has a2 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 is.

A Well, this is merely a photostat copy of orifice meter
charts placed on two Texas Pacific Coal and Cil 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 right, 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 right.

Q Will you refer to that exhibit and state -- first let me

ask you this, do you make the studies and analyses of the charts
that come in to the Texas Pacific Coal and 0il Company offices?

A That is true, under my supervision we analyze and sfudy
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
0il 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 first day, the

well was shut in, remained shut in during the first part of the

second day, the well was then turned into the line., It immediately

went out of range.
Q What do you mean by that?

A Well, by that, each orifice meter has an orifice plate in
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it in the line, a certain size orifice which is supposed to measure
the gas that passes during a given period, whether it is daily or
eight days in 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 for, in other words, the second
day this condition started and it was allowed to stay in that con=-
dition until 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 until it 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 third day, stayéd
out of range till noon on the seventh day.

Q There's no way, 1 assume, of telling actually how far that
went? \

A No, sir, it so happens that it takes a good well for this
to happen, but in a field of high pressure gas and good wells, a

condition like 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 whigh

the Commission could take to alleviate this situation, immediate
steps?

A Vhy, yves, I think that if the Commission is agreeable to an
immediate cancellation of the five billion 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 realistic reclass~

ification of any other wells in the schedule that should be margingl,

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, if the purchasers could be
requested to go back to the way that they used to do it. In other
words, for two and a half years, since the beginning of proration
up to June 30, 1956, they kept it in balance, they kept it in
balance by making their nominations and their production equalize;
they realistically nominated, If they were going to have a high
production, they énticipated 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 it 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 reflected
on these charts, Texas Pacific Exhibit 67

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 o
given month would minimize conditions like this. In other words,
if this well had been produced in an orderly fashion, had been
limited, a condition like 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 it 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 shuttiqg
in of the good gas wells in this Pool?

A That is correct.

MR. CAMPBELL: That is all 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 will b#
available., W¥e will be happy to have him cross examined if 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. 67

A These are during the month of February, 1956.

Q These charts were taken beginning in the first week of
February, 1956, were they not?

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

Q The charts reflect the gas which was taken in February of
19567

A That's right, during the entire month of February.

Q That's right. I beli¥ve that during the first part of the
month the charts reflect that the wells were producing beyond the
ability of the charts to register?

A The excessive period is the latter part of the month. The

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

¢ What does it show in connection with the first?

A The first part, the well came on and produced rather, I hav%
the figures of production by weeks; in other words, for the first
week this well produced twenty-two million; for the second week, it
produced fourteen million; for the third week it produced twenty-
three million; for the fourth week it produced twenty-three million)
The other well, for the first week, let me find it now and get the
dates correct, the first 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, it 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 it 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.

& <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, 19%6,

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

A Thatt's true.

¢ And that the actual takes from the Jalmat Pool, which were
some four billion in excess of nominations, are probably related to
ihe uvnusual and extreme cold spell, are they not?

A That is bound to be correct, that's right.

& o that the problem that results in production in excess
of nominations c¢an very easily be created by weather conditions?

A Well, I agree with you partially. I can see that in
February that would be true, but it is hard for me to realistically
think that would be truve in July and August with your market being
the part of the country it is.

7 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.

& That's also a matter which cannot entirely be anticipated,
is that not correct?”

A That's true.

« There are such things as mechanical breakdowns in 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 It would be hard for me to realize in the expansive system

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

the area,

3 Assume that we have plants from which we purchase as much
as one hundred million cubic feet a day, the shutdown of one of thope
plants would fequire securing one hundred million cubic feet else~
where during the time of the shutdown, would it not?

A That is true, but you need to give the fact, 1 believe, that
the Jalmat Pool represents only a small part of a monthly withdrawal
from the State of New Mexico which you have access to.

i That may be quite true, but still there are a number of
factors which affect actual production in spite of nominations?

A That is certainly true.

& Now, Mr. Martin, 1 believe you have stated that actually
the allowables for any Pool in Lea County are determined by the
actual takes¥’

A That's correct.

& 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 term of
fictitious nomination means. My whcole reference up there was
intended tc 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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& Do 1 understand it is your present recommendation, then,
that & gas purchaser should, to the best of its ability, estimate
his requirements for s month and nominate for that month its best
estimate of its reguirementsy

A That's true.

i You have changed your pozition »nn that in the last month
ar two, have ysu not:

# 1 do not know -hat you heve reference %o,

L id you Pot request us Lo iacreasze nominations above the
market for the lazt two month: of thi: years

A Mo, sir. Any regquest that Texas racific has made has been
to try to spread the produetion of the weils cver 3 twelve-zsnth
period to the bast of cur abllity, where w# would have a steady
market and steady income according to the terms »f cur contract.

« The nominatisn being an estimate for the month, do ysu
know of any provisisn in the rule that has besr violated by any
st the purchasers in the Jelwmet Fleld in submiiting their nomins~
tions:

1 wouldn't say violated., 1 would <ay that, gettingbeck
ageain to 8 historicsl background of two and 2 half years, showing
that a situstion is possible to keep 3 thing in balance, it i-s
hard to understand, a: shown on theze twe charts, that it would
have to get sut of balence. I fail to understand why for six

months in a row during the lazt helf of 1996 you consistently
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stand that.

Q But actually in 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 like to
ask you this question, 1Is it not true that the purchasers anticipite
their market demand for a given month and make a nomination to the
Commission, and that nomination is passed on here as of this mornirg
for the month of November, which gives you an allowable equal to
what you anticipate your market demand will be?

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

A I am asking you. if that is the way it works.

Q I would say that it works with this difference, purchasers
make nominations. The Commissidn staff makes the adjustments to
take care of previous overproduction or underproduction, and after
such adjustment, the nominations usually become the allowables. The
Commission has the power, as I understand it, to set the allowables
regardless of the nominations,

A That's true. Here's the part I fail to understand, During
the first six months of 1956 your company nominated the major
portion for the Jalmat Pool which totaled forty billion cubic feet
of gas. You actually purchased from the field forty billion cubic
feet of gas. Now those nominations were granted by this Commission]
forty billion, and you purchased forty billion. What I fail to
understand, that in the next six months you came before this

Commission and requested thirty-five billion 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 thirty-five billion and you withdrew forty-five billion when
the first 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 fail 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 washa't corrected

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 questioning --

A  Okay.

Q =~ if you have completed your statement.

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

Q I would like 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 fifty for a unit; then with an equal number of units, the allow-

able would be seventy-five, would it 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 siluation 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 and 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 numbejr
oneg, gets an allowable in that Pool of seventy~five and is unable
to take the figure twenty-five from that Pool, It must then go
elsewhere to get the gas, if the market demand is to be met, or
else overproduce, iz that not true?

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

how it could be true for an extended periéd.
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Q If that situation continues over a period of six months,
it would result in the gas supply from certain Pools having to be
produced elsewhere, would it not?

A I fail 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
it to the Jalmat Pool if you will just answer the questions, Mr.
Martin.

A I fail to see how that condition exists, I will answer it that
way.

Q@ All right. HNow have you looked at the Commission's records
to the point that you are familiar enough to say whether or not thepe
figures are approximately correct, that in 1957, from January throth
July, El Paso Natural Gas Company nominations for all Pools in Lea
County totaled sixty-nine billion nine hundred sixty-one million?
Have you checked the records sufficiently 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 it ~-

MR. CAMPBELL: May I inquire as to what your reason is for
departing from the Jalmat Pool in 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 Poolewide basis?

MR, HOWELL: I'm saying that the market demand ig mef.if
it can't be met one place, it ic going to be met another. I'm
trying to bring a point to the attention of this witness that showg
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 Comoany nominations for Lea County total%d
some sixty~nine billion nine hundred sixty-one million?

A Well, I show slightly different than that, but that is clo#e
enough. f

Q And that the allowables granted to El Paso Natural QGas
Company in that time tctaled approximately forty-eight billion
nine hundred eighty-one million?

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

Q For the purpose of our present question, will you assume
that is a correét statement?

A Yes, sir.

Q That the allowables granted, and will you also»assuma for
the purpose of this discussion, that the actual prpduction 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 all of the Pools.

A I don't think the thing should be looked at, if you are
going to spread it out to the entire Lea County, why, the purchaserq
and takes of the other purchasers in the Eumont shouldn't be involwv
in this thing.

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

MR. CAMPBELL: Answer them if you can. If you are unable
to answer, tell him,

Q@ If you are unable to answer, we won't engage in an argument
here. If we can get along with the questioning, I think the point
will become clear, that if those figures are correct, that reflects
a change from a market that should go to Lea County during that
period of some twenty-six billion cubic feet, does it not, where
the allowables and the takes are that much less than the nomination

A Yes, sir, 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,I 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?

ed

s7
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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, som? of the overproduced wells?

A That's right, That's right.

Q It is apparent that during that same period of time the
takes from each of these good wells was at a bare minimum, was it

not?

A Well, that's true mostly, would look at ~--

Q We are referring to the year 1957 and we will look specific
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 full period, are we not? We
are not taking off here and going all the way here and then to her#?

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 is that thq

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

A That is correct, that's right.

Q Now then, if 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 it not?

A That is as I previously testified.

Q If those weaker wells are unable to meet those allowables
during that period, then the result is that a part of the market of
the Jalmat Poocl has been lost, has it not?

A Exactly correct.

Q I thought you would agree with me when we finally got down

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

ation, would you be willing to say that the effect of having some
wells overproduced and other wells unable to make up the differencJ
results in a loss of the market to the Pool?

A That's correct,

Q Now then, referring again to the Exhibit No. 3, which cover
three individual wells,you have set in each month a nomination, a
red line which you show as a nomination?

A That's right.

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 Commission say that thq
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nominations of the various purchasers shall be totaled and 2 cer-

tain percentage shall be allocated to the marginal wells in the Pooll
and that the remaining nomination and subsequent allowable shall bﬂ
allocated to the various wells in the Pooljbased on this particular

case, the unit of 160 acres, so it is merely a mathematical calcu~

lation that 1f you have three billion cubic feet after you providtJ

for your marginal wells, the allowable for every unit of the marginLl

units, and you have ten million, There ls nothing complicated
about 1it.

& You still 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
figure?

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 Pcol nomination of five and a half billion covering
three hundred fifty units. The schedule prepared by the Commissio

sald there were thirty at that time marginal units, and they shoul

be assigned two hundred sixty-eight million of that and the remaindpr

of five billion two hurdred thirty-one million should be assigned
to two hundred of the non-marginal units by three -~- into five
billion two hundred thirty-one, it gave me allocation per unit of
sixteen million fifty-eight,

2 Which you, for your purposes, have set out as being the

nomination per well?

]
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A That is correct.

G Now, referring again to the Exhibit 3 covering three particu-

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.

23 wWhat is the average overproduction for the overproduced wellls

in the Jalmat Pool?

A As of what period?

4 Well, as of the end of your graph there, as of July, 19577

A As of the end of 1956, which is our last test computation
here, they were overproduced sixty million per unit.

&G That was the average, you do not have a July,1957, figure?

A No, sir, we have limited our discussion to the three paric&
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 overpraoduced. Now what figure was that?

A ¥hat 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-oﬁe

million., It is down fourth from the bottom line.

Q All right, fourth from the bottom line. HNow vhat,that is
' wall?

S
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>

FPer unit.
& Per unit, that is%
A

Right.

& The average overproduction is a certainly much smaller figure

than that?

A That is true, there is some considerably larger than that
as to individual wells.

¢ 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.

7 The graphs you have displayed as to certain wells in Exhibi
No. 3 reflect that shortly after the wells became overproduced,
production in each instance was cut back?

A vell, that's basically true, but it wasn't continued on tha
patent. I refer ycu to the August production of one of them, the
October excessive production of another, in each one of those wells
as you can s@e, there is at least thres or four peaks.

@ That's corrxect.

A That's right,

4G And you are familiar encugh with the gac business to know
that you can't store gas very satisfactorily in tanks?

A That is true.

b
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Q And that gas is necessarily produced when the market exists]

A That 1s true.

& Now, 1 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 it 1¢ 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 I1f there are wells in the field unable to make an allowable]

A That's right, and if the engineering staff of the Commissioj
sees fit to do it, I have recommended it,

& You have recommended that they reclassify?

A That's right.

& Let me ask you 1f they would not alsc 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.

@ And secondly, it will also benefit the overproduced wells
and tend to restore the Pool to a state of balance by eliminating

the future sllocation 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 it not?

A That's -- well, I didn't say it in exactly those words, but
1 agree with that.

Q That the ability of a well to produce --

A {Interrupting) That's right.

-~ should be considered in determining the well's allowable

0

A That's right. 1In other words, any one of these numerous
wells that are underproduced during 19%6 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. HOWELL: That's all. Thank you, Mr. Martin.
MA. PORTER: Anyone else have a question at this time?

MR, OSBORN: Jack Osborn, attorney from Omaha, Nebraska,

representing Permian Basin Pipeline Company. In spite of the

w7

ced
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Commission that Permian retains a sufficient interest in the Jalmat
Pool to be heard at this time. I wonder will this witness be
available at the continued hearing, if it is continued?

MR. CAMPBELL: Yes, he will,

MR. CSBORN: Well, in view of that, I would like to first

of all join in the motion for continuance and reserve cross examina
tion of this or any other witness until then.

MR. PCRTEK: Does anyone else have a question of Mr. Martinf
The witness may be excused.

(Witness excused.)

MR. CAMPBELL: 1 might say, if 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
it; 1'm pooped. We'd be perfectly willing to come back in the
morning and present this witness, if the Commission would prefer
it that way,

MR. PORTEZR: The Commission is sympathetic to that request,
Mr. Dipple, did you have a question?

MR. DIPPL

i

: I wanted to ask a question, so I will be sure

that I understand what everybody's position ie at the present time.

As 1 understand it, if the motion for continuance is granted, this
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November hearing?

7, PORTIR: That iz our understanding, too.

MR. DIPPLE: 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 rullng?

MR. PORTER: The hearing will recess until 9:00 o'clock
tomorrow morning.

(Recess. )

MORNING SESSION
October 18, 195%7

MR. PORTER: 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.
#. 8. KELLER
the witness, of lawful age, having been first duly sworn on cath,
testified as follows:
DIRECT EXAMINATION
By M3. CAMPBELL:
Will you state your name, please?
We Ce Keller,
Where do you live, Mr. Keller?

Fort Worth.

s0» O » D

And what is your business or profession?

>

I'm a consulting petroleum engineer.
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You operate by yourself, or are you in a firm7

£

A 1 operate in a partnership of Keller and Peterson.

How long have you been a consulting engineer?

£

A A little over seven years,

& And would you give the Commission, please, a statement of
your educational and professional background as a consulting petro-
leum engineer and your prevlious experience and background?

A Yes, sir. I graduated from Texas A, & M., in 1941, with a
Bachelor of Science degree in Petroleum Engineering. I was then
employed by the Stanolind Cil and Gas Company in thelr Engineering
Department. I spent nine years altogether with Stanolind as an
engineer. The first three years my experience consisted predaminanﬂly
of field engineering work, dealing with various field problems
involving the operation and drilling of cil and gas wells. The
next two years my experience consisted predominantly of proration
work in Texas; that is, I 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, secendary recovery and so forth.
Upon leaving Stanolind --

Q (Interrupting) WwWhat was your position with Stanolind at

the time you left the company?

A I was reservoir engineering superviscr, in charge of the
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which covered the area from the Rocky Mcuntains through the Mide-
cantinent, Yest Texas, Hew Mexico, and the Gulf Coast of Texas and
Louisiana.

& How go ahead with the later experience.

A Upen leaving Stanolind, I entered into the petrcleum engie

neering consulting business in Midland, Texas, and have been engaged

in that work since that time. My experience as an engineer during
thnis pericd has involved a large variety of work dealing with
petroloun engineering problems in connection with the evaluation
as well as the operation of oil and gas reservoirs.

Q i don't believe you stated how long you had been in cone-
sulting work, after you lefi “tanolind¥y

A 1 have been in consulting work continually since leaving
“tanolind in 1950.

d 1n connection with your work, have you had occasion to make
studies of gas reservoirs which are ape:ating under prorationing,
Mr. Kellery

A Yes, sir, I have.

Q@ Vhat do you consider to be the basic general requirements
for a gas allocation formula, under a system of gas prorationing?

A 1 feel that a gas allocation formula in a field such as
Jalmat should meet two criteria. First of all, the allocation
method should protect correlative rights; that is, it should pro-

vide for the distribution of allowables in approximate relationship

to reserves, so that each well will be allowed the opportunity to
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produce its feir share of the reserves. The second criteria that

an allocation method should meet is that it should be practical

to administrate, in that the formula should be simple and the factors

entering into the formula should be readily measurable with a
minimum of interpretation.

G Have you acquainted yéurself 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.

G And what iz the basis for that formula?

A The formula is one hundred percent acreage; that is, all
of the allowable of the Pool ic distributed to the varicus wells
on the basis of the acreage assigned to the wells, with, of course,
provisions being made for marginal wells, that 1s, 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 it 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 allocation
of gas in the Jalmat Gas Foolv

A I would recommend a:
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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 I would allocate
to the various wells on the basic 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, 19%4,
issued by this Commission providing for a deliverablility test.

Q 11s this essentially the same formula that is now being
used in the CSan Juan Area of New Mexico, to your knowledge?

A I belleve 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 fleld.

& Do you conslider that the testing procedures in that
directive are adequate to properly operate the formula which you
have suggested here?

A Yes, sir, I believe that they are and that in addition, I
believe that the procedure should provide for the correction of thel
deliverability to eighty pgrcent of the shutin pressure on the
basis of the average iiiiﬁizi‘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
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closer to permitting the owner of properties in the field to recover

his fair share of the gas?

A Yes, sir, I do.

& And why do you feei that the acreage factor alone faile to,
as you put it, protect correlative rights in that recpect?

A 1 feel that the acreage factor, that is one hundred percent
acreage allocation, fails to protect correlative rights in that it
has inherent in it the fallacious ascumption that reservec are
equally distributed on an acreage basls throughout the field. ¥e
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.

G 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
{5 a very substantial improvemeni 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 wiil step up there. Mr. Keller,
I refer you to what's been ldentified as Texas Paciflec Exhibit No.
7, and ask you to explain that particular exhibit.

A _ Yes, sir. I believe that the reasons why I am of the opinion
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that the 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., I 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 8 deliversbility test., There are five basic factors,

1 believe, entering into recoverable gas in place and deliverabilit)

These are, one, acree, which I have designated as "A"; two, net

pay thickness; three, pressure; four, quality of the pay as reflected

by the porosity,connate water,and permeability of ihe pay sectiong
and, five, what 1 have termed efficlency 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 ﬂo. 7. This equation
is G is equal to A timesz T times P times Y times (one minus Sy)
times R times C;; may at first glance appear rather complicated,
but I think as we examine it further we will find it is a fairly

simple relationship., It simply says that the gas in place, recover

ble
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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 recovaery factor or recovery efficiency factor, and a con~

stant which takes into account dimension,conversions,reservoir

temperature and pressure base at which the gas is measured, and oth?r

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 ie U is equal to T times (Fi -
Ps)“ times K times Cye 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, timec a constant, C,,
which takes inte account such things as conversion factors, gas
viscosity, reservoir temperature, et cetera.

¢ Now, Mr. Keller, ] 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 2s 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

referxring to the Exhibits 7 A, B, C, and D, would you demonstrate

+
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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 factorc enter into both the deliver-
ability of the various reserves and also into the distribution of
the reserves to the individual well, that iz, into the distribution
of the recoverable gas in place attributable to the various wells,
First of all, let us consider acres, No. 1l 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 l60-acre unit
on the right~hand side. Acreage enters into the determination of
recoverable gas in place in a direct fashion; that is, all cther
factors being equal, the gas in place under the 320-acre tract
will be twice as great as the gas in place under the l60~acre tractl

4 Now, is that the only factor that iz considered in the
present gas allocatlion 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.

& Now, will you move on to Exhibit 7-BV

A Exhibit 7-83 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
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of Exhibit 7-B is a l160~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 feet, as expressed by the formula in the lower left-hand side
of Exhibit Ne. 7. In such example as shown on Exhibit 7-B, if the
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 deliverability

will be twice as great for a well on one tract as compared to the
other, all other factors being equal.

& 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
effect of pay thickness upon the distribution of reserves.

Q Or upon the deliverability of the well?

A Yes, sir, upon the deliverability of the well, too. The
pay thickness, however, does enter into in some fashion, in a
direct fashion, the deliverability of a well, as well as the
recoverable gas in place, all other factors being equal.

G Will you move on to 7-(C, please?

A _Bxhibit 7-C is another schematic diagram illustrating 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 {llustrated a l60-acre proration unit having a
pressure of 200 pounds, compared to a lé0-acre proration unit having
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, 1f the pressuxl
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'll 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 deliverabili
will be varied as the square of the pressure, or will be four time
as great on the high pressured tract as on the lower pressured
tract, all other factors being equal.

G Now, will you move on to Exhibit 7-07

A 1 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 intc the determination
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Exhibit No. 7~D 1s a schematic representation to illustrate

the role of the quality of pay in respect to recoverable gas in
place and in respect to the dellverability or ability of the well
to produce. I have axpressed quallty of pay in terms of porosity,
connate water, and permaability, 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 aquare 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,
1f the porosity under one fract ic twice as grsat as compared to
the other, then the gas in place will be twice as great as under
the lower porossity tract; agjain a direct proportionality between
the factor porosity and @he recoverabls gas in place, all other
factors being egual, Poresity as shown on Sxhibit No. 7 deoes not

enter directly into the determination of the deliverability or

ability to produce., {onsidering connate water, zheovm 1in the centrhl

portion of Exhibit No, 7-0 are two squarass illustrating a tract
with & connate water of twenty percent, compared to a tract with
2 connate water of forty percent. As shown by the equation on
Exhibit 7, the jas in place will vary as one minus the connate

water, the compliment which is thisz example, one minus connate water

would be in the relationship of one minus twenty, or eighiy percent,

compared to one minus forty, or sixty percent; that is, eighty to
sixty. As required by the equation, the zas in place will vary

as eight to six, all other factors being equal, Considering
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permeability --
4 {Interrupting) Just a moment, the connate water does not

enter into the deliverability?

]

A Mo, sir, the connate water does not enter into the deliveras
bility. Considering permeability, represented by the two squares
on the right-hand side of Exhibit 7-D, we have illustrated by one
square 8 permeability of 200 millidarses, compared to a permeability
of 100 millidarses. Fermeability enter:s into the determination of
the recoverable gas in place in a somewhat complex fashion which
cannot be reduced to a simple relationship., Actually, it enters
into recoverable gas in place primerily from the standpoint that
it affects the abandonment pressure, therefore the amount of gas
left unrecovered, therefore the recovery efficiency which 1 have
shown as "R* in the equation on the lower left-hand side of Exhibit
No. 7. Fermeability does enter into the deliverability in general,
a direct proportionate manner; that is, comparing a factor with
200 millidarces compared to 100 millidarses, the deliverability of
a well would be twice as great for the well with the 200 millidarsep
permeability as for the well with the 100 millidarses permeability,
all other factors being equal.

: Now, under the present allocation formula, are these factorp
that enter into the quality of pay given any weight at all?

A They do not enter directly intoc the hundred percent acreage

allocation, no, sir. They are not considered directly.

& 1 note that on Exhibit 7 you show a fifth factor affecting |

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE. NEwW MEXICO
3-6691 5-9546

&8



69

both recoverable gas in place and deliverability. 1 believe ii's
the efficiency of production, wWould you discuss that, please?

A Viell, sir, that's efficiency of completion.

Q Efficiency of completlon, 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 stimulatlon, the

completion of a well in respect to possible plugging during drilling,

and various other factors that are predominantly man contrelled in
the completion and operation of a well. There are so many things
that enter into thét, that is, entering into the efficiency of com=
pletion, that it's not possible to draw up a simple schematic
diagram illustrating it; but let me say this, that the efficlency
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, recoverable

gas in place; although certainly not necessarily in a direct pro-

portion. fimilarly, the efficlency of completion enters into the

deliverability of a well; that is, the more efficient the completiaon,

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 HNo, sir.
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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 extent, if any, to which it affects
correlative rights?

A well, sir, it iz my viewpoint that hundred percent acreage
allocation does not provide protection te correlative rights because
it fails to take intc account the fact that reservet aren't equally
distributed within the field, that to ny 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, 1 feel
like that the acreage should be modified to take into acccunt
quality of the acreage in the vicinity of each well, and that
basically my reasoning for putting in the deliverability times
acreage factor., 1 feel that delliverability {s 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 eay that I think that the formula I have
proposed is the perfect formula, certalnly most any formula you
could devicse has some shortcomings, but I do feel that it is a
very substantial improvement from a correlative rights standpoint
over the present allocatien method. |

& 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

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE, NEwW MEexico
3-6691 5-9546

70



71

few fairly large fields that employ deliverability in one fashion

or another in the allocation of allowables to the various wells.
Hugoton, I suppose, is one of the prime examples.

Q That field extends into more than one state, doesn't it?

A Yes, sir. It covers parts of three states, and as I recall
all three states provide a deliverability factor in the allocation
method, and of course, deliverability is a factor in the allocation
of allowables in the San Juan Basin field.

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 this situation
might have been alleviated to some extent had there been some
deliverability factor present in the gas allocation formula in the
Jalmat Gas Pool?

A Yes, sir., I believe that the situation would have been
alleviated, would have been less severe, since the take practices,
I believe, during peak periods are always more nearly in proportion
to deliverability than they are in proportion to acreage.

Q What is your opinion as to the coperation of the system
in the future, comparing it as it.presently operates and with the
addition of some deliverability factor in the allocation formula?

A Well, if 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 V¥Why is that?

A Well, for the simple reascn 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 it 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 thie Pool?

A Yes, sir. 1 think that the possibilities of severe inbalant¢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. Cf course, it's my thought
in mind that that would go hand in hand with the revision in the

allocation formula.

>
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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 it be in additien.

& Do you believe that with such a system of maximum takes
that there would still remain sufficlent flexibility tec take care
of fluctuating market demand by gas purchasers?

A With the recommended allcocation method, I do, yves, sir.

MR. CAMPBELL: I believe that's all.

MR. PORTER: Anyone else have a question of Mr. Keller?

MR. SELINGER: Mr. Porter, 1 assume this witness will
likewise be available at the receszed hearing in November?

MR.CAMPBZLL: Yes, I think I stated at the ocutset both thess
witnesses will be available next month.

MR. PCRTER: Any questions? The witness may be excused.

(Witness excused.)

M. PORTER: Mr. Campbell, do you have any other witnesses?

MR, CAMPBELL: No, sir, not at this time. 1 would like to
say thatwe do not have available a sufficient number of coples 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 be glad to supply coples of
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each of these exhibits for examination by the operators during
the pericd before the next hearing.

MR. PORTER: Anyone else want to present testimony in this
case this morning?

MR, HOWELL: Ben Howell, representing El Pasoc Natural Gas,
Mr, Chairman, we would like to ask thie question: Is the hearing
going to be recessed, or is the hearing going to be concluded today
because -~

MR. PORTER: (Interrupting) You mean is it going to be
continued to next month?

MR, HOWELL: Yes,

MR. PORTER: The motlion or request at the first of the
hearing?

MR, HOWELL: Yes.

MR. PORTER: 1 think we can answer that., Unless there's
further objection, Mr. Howell, we intend to continue the case. I
haven‘t heard any objectlon to the motion.

MR, HOWELL: W%ell, my reascn for asking the question was
this: That if the hearing were to be closed today, we would put
on testimony today. ¥e think, however, that another month's study
of the problem will permit us to put on testimony in a more effecti]
manner at the next hearing, If there is no objection, since El
Paso Natural Gas Company is the major purchaser in the Jalmat
Gas Pool, I think it would not be inappropriate to make a general

statement of our company's position in the matter, so that all

V&

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE. NEW MEXICO
3-6691 5.9546




75

operators can be informed of our bellief, and if there 1c no such
objection, I shall make a statement here this morning ccvering our
position,

MR. PORTER: You may proceed.

MR, HOWELL: From the dete that proration commenced in Lea
County, El Paso Natural Gas Company egch year has nominated and has
actually taken from the gas pools in Lea County, New Mexlico, volume
of gas in excess of its 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. 1In each
pool three factors have contributed to the accumulation of under-
production for some wells and overproduction for other wells, Cne
factor is the inability of certaln 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 19%5,
19%6 and 1957 other gas purchasers in the same pools have nominated
and taken lower average quantities of gas than El Passc Natural Gas
Company.

The record of prior hearings contains a full statement con-
cerning El Faso's operations. In common with other natural gas
pipelines, El Paso's demands from its customers fluctuate with
weather conditions and other factors beyond El Faso's control. EIl

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 all residue as it becomes available with gas
from gas wells supplementing the supply of residue gas. The volumeg
of rezidue gas available to El Paso are determined not by El Paso's
needs, but by the oil allowables established by this Commission

and by the Texas Railroad Cemmission. w#hen 0il 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 Fermian Basin 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 the month and tapers off to a marked
degree at the end of the month. Consequently, the production of
gas from gas wells tendc to become concentrated into short periods
of peak demand or short supply.

In order to prevent waste of casinghead gas, it is necessary
to produce gas from gas welle 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 £l Paso's has resulted in the allowable
given to El Paso's wells being less than El Paso's market demand.
For example, if El Paso nominates cone million cubic feet per unit
per day and another purchaser nominates one-half million cubic feet
per unit per day for an equalrumber of units, the allowable bacsed
upon straight acreage would be three-quarters of a million for
each unit giving wells connected to El Paso's system less than its
requirements and giving the other purchaser's connections more
than its requirement. %hen the market demand is met, El Pasc's
wells 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 the former hearings

El Paso and other plpeline companies pointed out thie inevitable
result when the deliverability factor is omitted.

Thies unbalanced condition has been further complicated by
carrying forward instead of cancelling underproduction. El Paso
is not critical 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 underproductlion
of 8.6 billion cubic feet, and an accumulated overproduction of
8.6 billion cubic feet. The cancellation of underproduction and

the redistribution of the underproduction to the non marginal wells
will help to relieve this gituation, El Paso urgee the Commission
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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 well is
permitted to produce all it can produce, and in effect, is freed
from any restrictlion of proration. The owner of the 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 1s properly allocated to the wells capable of deliver
ing this demand under field conditions. El Paso urges the Commissii
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 the 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 formul
is used, experience has proven that wells incapable of increasing
their production tc 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. ¥%hen the wells connected to El Paso'
system in Lea County are coverproduced 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 is not helped by transferring market demand
elsewhere. The unbalanced condition within each pool in Lea County
needs to be corrected for the benefit of all. During 1997 while

El Pasc has had to restrict its purchases in Lea County in order
that overprocduced wells might come in balance in accordance with
the Commission's rules, it has been necessary to take additional
volumes from the “an Juan Basin., The San Juan Basin has also had

to take most of the swingvrequired to meet our market demand. We

find that we have been able to take the varying market demands withp

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 attribuy
ted to the fact that deliverability is considered in the allocation
formula for the gas wells in the S~n Juan Basin,

El Paso earnestly recommends a continued study and the

adoption of a formula recognizing the realities of producing and

p
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marketing gas from gas wells. El Paso will gladly cooperate in
furnishing all information in its possession to achieve a result
more equitable to all parties.

Now, if it please the Commission, I was not under ocath when
I was cross examined yesterday, and I'm not under ocath, but I'm
making the statement here 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 attemplt
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 I join in the motion which 1 understand has been granted
that this be continued until next month,

MR. 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 1 will say at this

time, make a short remark with reference tc some statements made
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particularly to Permian's position as a purchaser of gas in the

Lea County pools. W#e 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 fielde. We 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 %hese 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 statements that it was predicated partially
upon & contract entered into between Permian Basin Pipeline Company
and El1 Paso Natural Gas Company. I have a photostatic copy of that
contract which 1 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 El P#so.

MR. OSBORN: If I am not mistaken, I believe the Commission
has a copy of that contract.

MR. PORTER: The Commission rules that the statement will
remain in the record and will be given consideration if it 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 little comment for the Commission's consider
tion. In listening to the case put on by Texas and Pacific, 1
sort of felt 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 New Mexico, and I
would like to suggest to the Commission that they, the Commission,
on its 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.

“l. 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 7-0D in evidence, please?

MR. PORTER: Any objection to the admission of Texas Pacifi

Exhibits? They will be admitted. Mr. Kelly, on your suggestion ox

a-
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motion, the Commission feels that it cannot be done under the
advertisement in thisz 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. Anyocne else have a comment?

MR. SELINGER: If the Commission please, while I will par-
ticipate in the recessed hearing cor continued hearing in November,
I would like to make a few remarke at thls time. It's quite 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 it involves the
s$ix prorated pools in the Southeast part of the state, and particu-
larly where it involves more than one purchaser in a field. This
is a problem that's been plaguing all state regulatory boards, and
each 1n their own way, within the confines of the leglislative
direction, have found the solution. While nothing has been said,
I'm sure the Commission and particularly its staff is fully advised
of the existing orders that are now in effect in the 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
erroneous., The situation we find the Jalmat field in today is due
entirely to circumstances over which all of us were aware of, in-

cluding Texas Pacific, and that is you had suspended your balancing

period for this year, and 1
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one, due to the fact that the Commlssion was faced with extenuating
circumsfances. I fully believe that anyone clearly analyzing gas
proration would have known the effects of this order as a temporary
measure in permitting the field to be unbalanced to the extent that
a considerable number of wells would be overproduced. MHad 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 present
time. Now I might say that a deliverability formula in any factor
or any allocation formula without a balancing period would result
the same way as it 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, it still would have been cut of balance.
Now it goes without saying that Skelly Cil Company is opposed to a
deliverability formula in the slx allocated prorated gas pools in

Southeast New Mexico for gas allocation. Ve believe that the order

itself, the last order of the Commission, R 967, on its face indicates

that effective January the lst, 1998, you will balance it, and the
five and a half billion feet of underage will be cancelled, and

that that amount will be allocated to the overproduced wells, and
I'm quite sure that every overnroduced well will have secured suf-
ficient relief that I believe even it will aid the Texas Pacific

to the extent that they may find that a considerable number of thelp
overproduced wells will be aven, or nearly so., We think that the

application here is a little premature because the Commission by
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its own orders have already put the matter of correcting into
effect January the lst, 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 Commigssion it
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, we
feel, would give adequate protection, and bring the field in balance
as of January the lst, 1958,

MR. PORTER: 1I'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 the regular November hearing.
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