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COMMISSIONER LEMAY: At t h i s p o i n t we w i l l c a l l Case 

No. 10254. 

MR. STOVALL: Mr. Chairman, I would request t h a t you 

c a l l the case since I am r e p r e s e n t i n g the D i v i s i o n 

COMMISSIONER LEMAY: That's r i g h t . Case No. 10254, 

h e a r i n g c a l l e d by the O i l Conservation Commission on i t s 

own motion t o accept nominations and o t h e r evidence, 

i n f o r m a t i o n t o a s s i s t us i n d e t e r m i n i n g the s i x months' gas 

a l l o w a b l e f o r p r o r a t e d pools i n New Mexico. I w i l l now 

c a l l f o r appearances i n case 10254. 

MR. STOVALL: Mr. Chairman, i t ' s my p l e a s u r e , Robert 

G. S t o v a l l of Santa Fe on b e h a l f of the O i l Conservation 

D i v i s i o n . I have two w i t n e s s e s . 

COMMISSIONER LEMAY: Thank you, Mr. S t o v a l l . 

A d d i t i o n a l appearances i n the case? 

MR. CARR: May i t please the Commission, my name i s 

W i l l i a m F. Carr w i t h the law f i r m Campbell & Black, P.A., 

of Santa Fe. I re p r e s e n t Union O i l Company of C a l i f o r n i a 

doing business as Unocal. I have one w i t n e s s . 

COMMISSIONER LEMAY: Thank you, Mr. Carr. A d d i t i o n a l 

appearances i n the case? 

MR. ZIMMERMAN: I am Michael Zimmerman w i t h Conoco. 

COMMISSIONER LEMAY: Mr. Zimmerman, do you p l a n to be 

rep r e s e n t e d by counsel? You are counsel? No, you're an 

engineer, a r e n ' t you? 
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MR. ZIMMERMAN: No, s i r , I'm not an engineer. 

COMMISSIONER LEMAY: Are you a lawyer? 

MR. ZIMMERMAN: No. 

COMMISSIONER LEMAY: Are you a g e o l o g i s t ? 

MR. ZIMMERMAN: Gas m a r k e t i n g . 

COMMISSIONER LEMAY: Gas m a r k e t i n g s p e c i a l i s t . I 

guess my p o i n t i s -- I d i d n ' t mean t o put you on the spot. 

Do you p l a n on having -- are you going t o be your own 

w i t n e s s or are you going t o have --

MR. ZIMMERMAN: I j u s t have two graphs, yes, s i r . 

COMMISSIONER LEMAY: Let's go o f f the re c o r d j u s t f o r 

a minute here. 

( D i s c u s s i o n o f f the r e c o r d . ) 

COMMISSIONER LEMAY: Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, my name i s Tom K e l l a h i n . 

I have c l i e n t s who have sent i n d i v i d u a l r e p r e s e n t a t i v e s t o 

make a statement i n what I understood t o be a rule-making 

f u n c t i o n i n s e t t i n g a l l o w a b l e s f o r the next six-month 

p e r i o d . I f i t ' s your d e s i r e , I am happy t o en t e r my 

appearance f o r those companies. There are a number of them 

here. I f Mr. Zimmerman needs my a s s i s t a n c e , I am happy to 

do t h a t . R e p r e s e n t a t i v e s from M e r i d i a n and o t h e r s are here 

t o do the s i m i l a r p r e s e n t a t i o n and I am happy t o make the 

appearance i f t h a t ' s the procedure you would l i k e t o 

employ. 
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COMMISSIONER LEMAY: I t h i n k i t would be h e l p f u l o n l y 

t o e n t e r t a i n q u e s t i o n s and keep the o r g a n i z a t i o n a l 

framework. I f t h e r e i s o n l y a statement t o be read and not 

s u b j e c t t o q u e s t i o n s , t h i s i s n ' t an i n t e r r o g a t i o n - t y p e 

t h i n g , j u t c l a r i f i c a t i o n q u e s t i o n s , then I see no problem 

i n making those statements a f t e r the witnesses have been 

sworn i n and pre s e n t t h e i r t e s t i m o n y i n the case. 

I guess our p r e f e r e n c e would be, though, i f 

t h e r e was going t o be t e s t i m o n y on the r e c o r d by a sworn 

w i t n e s s t h a t , j u s t f o r h i s b e n e f i t , t h a t a lawyer p r e t t y 

much i n t r o d u c e d the w i t n e s s and handled the q u e s t i o n s . 

MR. KELLAHIN: Let's proceed i n t h a t f a s h i o n , and when 

we go back on the r e c o r d , I w i l l e n t e r my appearance f o r 

Mr. Zimmerman as w e l l as the M e r i d i a n r e p r e s e n t a t i v e s i n 

the event t h a t they might p a r t i c i p a t e i n t h a t f a s h i o n . 

COMMISSIONER LEMAY: I t h i n k we are back on the 

r e c o r d . 

There i s no problem w i t h t h a t . I ' d 

t h a t , i f t h a t w i l l be f i n e w i t h Mr. Zimmerman. 

Mr. K e l l a h i n . 

You w i l l be r e p r e s e n t i n g Conoco and 

Do you have anyone else? 

MR. KELLAHIN: M e r i d i a n O i l Company, Marathon O i l 

Company, Conoco, I n c . 

COMMISSIONER LEMAY: M e r i d i a n , Conoco, Marathon? 

l i k e t o have 

Thank you, 

who else? 
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MR. KELLAHIN: Yes, s i r . 

COMMISSIONER LEMAY: Thank you, s i r . A d d i t i o n a l 

appearances i n the case? 

MR. EMMONS: L a r r y Emmons w i t h Amoco, and I j u s t have 

a s h o r t statement. 

COMMISSIONER LEMAY: We can have the statements 

a f t e r w a r d s . There i s no problem w i t h t h a t . 

COMMISSIONER LEMAY: A d d i t i o n a l appearances i n the 

case ? 

W i l l those witnesses who w i l l be g i v i n g 

t e s t i m o n y , please stand and r a i s e t h e i r r i g h t hand. 

(Whereupon the witnesses were d u l y 

sworn.) 

COMMISSIONER LEMAY: Mr. S t o v a l l , you may be g i n . 

MR. STOVALL: C a l l Ron M e r r e t t as my f i r s t w i t n e s s . 

RONALD H. MERRETT, 

the Witness h e r e i n , having been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. STOVALL: 

Q. Please s t a t e your name and place of residence? 

A. My name i s Ronald H. M e r r e t t . I r e s i d e i n 

Albuquerque, New Mexico. 

Q. How are you employed? 

A. I'm employed as d i r e c t o r of n a t u r a l gas programs 
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f o r -- i n the O i l Conservation D i v i s i o n of the Energy and 

M i n e r a l s Department, s t a t e of New Mexico. 

Q. What do you do i n t h a t c a p a c i t y ? What i s the 

n a t u r a l gas programs? 

A. N a t u r a l gas programs c o n s i s t s p r i m a r i l y of two 

major f u n c t i o n s ; one of them i s t o a s s i s t and enhance the 

gas m a r k e t i n g a c t i v i t i e s i n the s t a t e , and the second i s to 

c o o r d i n a t e s t a t e -- the department's a c t i v i t i e s i n the o i l 

and n a t u r a l gas a d m i n i s t r a t i o n and revenue data base. 

Q. And i n your u n d e r s t a n d i n g what i s the 

r e l a t i o n s h i p between your p o s i t i o n and n a t u r a l gas programs 

and the gas p r o r a t i o n a c t i v i t y of the O i l Conservation 

D i v i sion? 

A. The gas p r o r a t i o n a c t i v i t y concerns a l l o c a t i o n , 

as I understand i t , o f gas produced i n the s t a t e . My 

bureau, which I head, gas ma r k e t i n g bureau, i s more 

concerned w i t h the ma r k e t i n g and sales of t h a t gas, 

al t h o u g h we don't do any d i r e c t s e l l i n g . We have a c q u i r e d 

a s u b s t a n t i a l body of knowledge of the way the gas market 

operates i n t h i s c o u n t r y and how the New Mexico gas 

p r o d u c t i o n f i t s i n t o t h a t . 

I , t h e r e f o r e , t h i n k we have a ver y good 

u n d e r s t a n d i n g of the impact t h a t gas p r o r a t i o n system may 

have on gas m a r k e t i n g . 

MR. STOVALL: Mr. Chairman, Commissioners, I'm not 
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o f f e r i n g Mr. M e r r e t t a c t u a l l y as a t e c h n i c a l e x p e r t 

w i t n e s s . Unless you so d e s i r e , I don't i n t e n d t o go i n t o 

any s p e c i f i c q u a l i f i c a t i o n s . He i s t e s t i f y i n g i n h i s 

c a p a c i t y as an o f f i c i a l of the s t a t e and about h i s 

knowledge and u n d e r s t a n d i n g , which i s not i n a s p e c i f i c 

area of e x p e r t i s e . 

COMMISSIONER LEMAY: C e r t a i n l y h i s q u a l i f i c a t i o n s t o 

pre s e n t t e s t i m o n y are a c c e p t a b l e . 

Q. (By Mr. S t o v a l l ) Mr. M e r r e t t , would you -- do 

you have a f a m i l i a r i t y w i t h the p a t t e r n of New Mexico 

n a t u r a l gas p r o d u c t i o n , h i s t o r i c a l p a t t e r n , and are you 

prepared t o d i s c u s s t h a t and i t s i m p l i c a t i o n s f o r 

p r e d i c t i n g the f u t u r e , i f you w i l l ? 

A . Ye s . 

Q. Would you d e s c r i b e the p a t t e r n of New Mexico 

n a t u r a l gas p r o d u c t i o n over the past t h r e e years? 

A. Mr. Chairman, I have prepared an e x h i b i t , a 

c h a r t , which you may wish t o ente r as an e x h i b i t i n t h i s 

case . 

Q. I f I may, Mr. M e r r e t t , j u s t f o r everybody's 

c l a r i f i c a t i o n , the commissioners have a c o l o r e d copy of the 

c h a r t l a b e l e d "New Mexico N a t u r a l Gas p r o d u c t i o n " ; i s t h a t 

cor r e e t ? 

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

Q. I t has been l a b e l e d f o r the purpose of t h i s 
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h e a r i n g as OCD E x h i b i t No. 4 f o r i d e n t i f i c a t i o n . I f 

anybody needs c o p i e s , they are on the t a b l e o u t s i d e the 

h e a r i n g room. 

Proceed, Mr. M e r r e t t . 

A. This c h a r t i s headed "New Mexico N a t u r a l Gas 

P r o d u c t i o n , 1988 t o 1990." You w i l l see from the c h a r t 

t h a t t h e r e i s a d i s t i n c t p a t t e r n of p r o d u c t i o n w i t h a hi g h 

l e v e l i n January and a hi g h l e v e l i n December f o r each of 

the t h r e e y e a r s . I should a t t h i s p o i n t emphasize t h a t 

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

Mexico, and t h e r e f o r e i n order t o d e r i v e a number of -- the 

volume of gas sales i t would p r o b a b l y be a p p r o p r i a t e t o 

deduct 7 pe r c e n t from each number t o re p r e s e n t sales versus 

p r o d u c t i o n . 

The p a t t e r n of p r o d u c t i o n , as you see, i s higher 

i n the w i n t e r and lower i n the summer, and a l t h o u g h not --

al t h o u g h not e x a c t l y d u p l i c a t e d from year t o year, i t i s 

q u i t e c l e a r t h e r e i s a w i n t e r -- t h e r e i s a seasonal 

p a t t e r n . I t h i n k t h a t i s a l s o r e f l e c t e d i n the p e r i o d s 

which have been s e l e c t e d f o r gas p r o r a t i o n ; t h a t i s t o say 

a summer p e r i o d and a w i n t e r p e r i o d . 

Q. Mr. M e r r e t t , j u s t so i t s c l e a r what the 

i n f o r m a t i o n c o n t a i n e d on t h i s graph i s , i f I understand, 

t h i s i s a -- each of those l i n e s r e p r e s e n t s a one-year 

p r o d u c t i o n p e r i o d ; i s t h a t c o r r e c t ? 
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A. That's c o r r e c t . The red l i n e on the 

commissioner's c h a r t s a t the bottom i s 1988, and we j u s t 

s i m p l y take the t o t a l p r o d u c t i o n as r e p o r t e d by the 

i n d u s t r y f o r each month and p l o t t h a t . And the green l i n e 

i s f o r -- the middle l i n e i s f o r 1989, and the blue l i n e a t 

the t op w i t h the diamonds i s 1990. I t h i n k t h a t ' s a l l I 

need t o say about the c h a r t . 

Q. J u s t one ot h e r c l a r i f y i n g q u e s t i o n , t h i s 

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

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

A. This i s from a l l s t a t e , F e d e r a l , fee and I n d i a n 

w e l l s . 

Q. Not j u s t t h a t from p r o r a t e d pools? 

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

Q. How can t h i s p r o d u c t i o n p a t t e r n be r e l a t e d t o 

the f u t u r e , say over the next t h r e e t o f i v e years? 

A. W e l l , t h a t ' s a main -- one of the main t o p i c s of 

my t e s t i m o n y today, Mr. Chairman. The p a t t e r n s , as you 

see, are d i f f e r e n t f o r the t h r e e y e a r s . I t h i n k i t ' s c l e a r 

t h a t i n 1988 t h e r e was a much bi g g e r d i f f e r e n c e between 

January and say J u l y than you saw i n 1990. I n 1990 the 

p r o d u c t i o n p a t t e r n was much more even t h r o u g h o u t the year. 

And so r e l a t i n g t h i s t o the next f i v e years i s 

somewhat i n the na t u r e of guesswork. However, we c a l l i t 

demand f o r e c a s t i n g , and t h a t ' s what we w i l l a t t e m pt t o do. 
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I t h i n k i t i s p o s s i b l e s t a t i s t i c a l l y t o produce some curves 

which w i l l f i t these t h r e e curves here and use such a 

p r o j e c t i o n curve f o r f u t u r e y e a r s . That's the way we would 

p l a n t o do t h a t . 

Q. What are New Mexico's p r i m a r y markets f o r 

n a t u r a l gas, and are those markets l i k e l y t o change i n the 

next t h r e e t o f i v e years? 

A. A p p r o x i m a t e l y 80 percent of the gas produced i n 

New Mexico i s ex p o r t e d t o C a l i f o r n i a . I should say 

a p p r o x i m a t e l y 90 per c e n t of the gas produced i n New Mexico 

i s e x p o r t e d t o oth e r s t a t e s . But 80 per c e n t of t h a t goes 

t o C a l i f o r n i a . I t i s l i k e l y i n our view t h a t t h i s p a t t e r n 

w i l l c o n t i n u e , a l t h o u g h i n 1990 -- and you may hear 

t e s t i m o n y from o t h e r s on t h i s -- i n 1990 t h e r e began the 

f a i r l y s u b s t a n t i a l movement of gas up t o h a l f a BCF a day 

from New Mexico to -- i n t o Texas and s t a t e s beyond. So 

t h a t gas i s s t a r t i n g t o move t o the east as w e l l as t o the 

we s t . 

And we s h a l l -- we expect t h a t p a t t e r n t o 

accentuate and t o c o n t i n u e over the next s e v e r a l y e a r s . 

But nonetheless C a l i f o r n i a can s t i l l be expected to be a 

very s u b s t a n t i a l p a r t of New Mexico's market, t a k i n g 

perhaps 70 t o 80 percent of the gas produced i n the s t a t e . 

The domestic p r o d u c t i o n i s not expected t o -- domestic 

consumption -- excuse me -- i s not expected t o inc r e a s e 
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v e r y d r a m a t i c a l l y . I t ' s a l i t t l e over 10 pe r c e n t a t the 

moment of p r o d u c t i o n and i t i s expected t o st a y r o u g h l y 

t h a t over the next few year s . 

Q. Has the gas p r o r a t i o n system, t o your knowledge, 

caused any shortage of supply? Let me rephrase t h a t . 

I s New Mexico as a gas source f o r i n t e r s t a t e 

markets a t a l l u n r e l i a b l e because of the gas p r o r a t i o n 

system, i n your o p i n i o n ? 

A. The s h o r t answer i s no. Let me add more t o 

t h a t . I t ' s o f t e n s p e c u l a t e d and has been a s s e r t e d by 

c e r t a i n p a r t i e s t h a t a gas p r o r a t i o n system holds back --

ho l d backs demand f o r New Mexico gas. I don't t h i n k t h i s 

i s t r u e . I t h i n k t h i s i s -- the o n l y area i n which t h i s 

might be t r u e was i f the p o t e n t i a l purchaser p e r c e i v e d 

u n c e r t a i n t y , some u n c e r t a i n t y , as t o the c o n t i n u i t y of 

supply. That would be the o n l y area i n which I would 

expect t h e r e t o be any way i n which our system c o u l d be 

s a i d t o h o l d down demand f o r New Mexico's gas. 

I f the p o t e n t i a l purchaser p e r c e i v e d t h a t our 

supply was u n r e l i a b l e , then they might not wish t o 

c o n t r a c t . They might choose to c o n t r a c t f o r somebody 

e l s e ' s gas. However, i n any i n s t a n c e t h a t I am aware of 

and become aware of over the past f o u r y e a r s , where a 

producer would m a i n t a i n t h a t our system holds him back from 

s e l l i n g gas, from a s t a t e ' s p e r s p e c t i v e t h e r e i s always 
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somebody e l s e who has gas a v a i l a b l e and i s able t o s e l l 

i n t o t h a t market. 

We have a s u r p l u s of gas i n t h i s n a t i o n , and we 

have a s u r p l u s of d e l i v e r a b i l i t y i n t h i s s t a t e , and we have 

s u b s t a n t i a l evidence t o support t h a t s t a t e m e n t . So I do 

not b e l i e v e t h a t any case, sound case, can be made f o r the 

a l l e g a t i o n t h a t our gas p r o r a t i o n system causes a shortage 

of supply. 

Q. Are you f a m i l i a r w i t h the changes i n the gas 

p r o r a t i o n system as a r e s u l t of a re c e n t commission order? 

I b e l i e v e R-8180I. H, excuse me. 

A. I am somewhat f a m i l i a r w i t h i t , but I'm not an 

ex p e r t i n t h i s area. 

Q. P a r t i c u l a r l y i n add r e s s i n g the q u e s t i o n of the 

f a c t t h a t under the former system gas p r o r a t i o n was on a 

monthly b a s i s . A l l o w a b l e s were e s t a b l i s h e d one month f o r 

the f o l l o w i n g month, and under the new system i t i s the 

i n t e n t t o e s t a b l i s h a l l o w a b l e s f o r a six-month p e r i o d . You 

f a m i l i a r w i t h t h a t ? 

A. Yes, l a m . 

Q. Do you have an o p i n i o n as t o whether or not t h a t 

w i l l be b e n e f i c i a l t o both producers and/or s u p p l i e r s i n 

terms of f o r e c a s t i n g and making purchase and sale 

commi tments? 

A. I b e l i e v e i t ' s a v e r y d r a m a t i c improvement i n 
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our system from my o b s e r v a t i o n or i t c o u l d be. For 

example, as I p o i n t e d out when l o o k i n g at the c h a r t , OCD 

E x h i b i t No. 4, t h e r e i s a d i s t i n c t seasonal p a t t e r n i n 

demand from the s t a t e . We can expect t h a t reproduced i n 

f u t u r e y e a r s . I t h i n k t h a t w i t h a six-month p r o r a t i o n 

p e r i o d , we i n gas mar k e t i n g can attempt t o f o r e c a s t the 

demand under a six-month p e r i o d . I t i s not p o s s i b l e t o do 

i t f o r one month. I t i s very d i f f i c u l t t o do i t f o r s i x 

months. But i f we have s u f f i c i e n t i n f o r m a t i o n from the 

i n d u s t r y , p l u s what we can d e r i v e o u r s e l v e s , we can b u i l d a 

f a i r l y simple model, econometric model, which w i l l attempt 

t o f o r e c a s t demand over t h i s p e r i o d f o r New Mexico gas. 

As you w e l l know, Mr. Chairman, the C a l i f o r n i a 

market, which i s our p r i n c i p a l market, o b t a i n s gas from 

o t h e r sources besides New Mexico. S u b s t a n t i a l volumes come 

from Canada. Also t h e r e i s gas which comes thro u g h 

i n t e r s t a t e p i p e l i n e s which pass thr o u g h New Mexico from 

the -- from o t h e r s t a t e s t o the east of us, and t h i s amount 

i s u n p r e d i c t a b l e and v a r i e s -- i t can var y v e r y 

d r a m a t i c a l l y from month t o month, depending on p r i c e and 

demand f o r gas i n the center p a r t of the c o u n t r y . We have 

no way of f o r e c a s t i n g t h a t . 

However, i f we have s u f f i c i e n t a s s i s t a n c e from 

the i n d u s t r y , f o r example, from the major purchasers of New 

Mexico -- New Mexico gas, and from the p i p e l i n e s and from 
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the p r o d ucers, we can, I t h i n k , put t o g e t h e r a p r e t t y 

reasonable f o r e c a s t of what demand w i l l be f o r each of the 

six-month p e r i o d s . I might say t h a t we have r e c e i v e d 

s t r o n g support from the two p r i n c i p a l purchasers of New 

Mexico gas i n C a l i f o r n i a , t h a t i s Southern C a l i f o r n i a Gas 

Company and P a c i f i c Gas and E l e c t r i c , both of whom have 

s u p p l i e d us w i t h some p r e l i m i n a r y data and have s a i d t h a t 

they are v e r y s u p p o r t i v e of what t h i s commission i s t r y i n g 

t o do i n changing the gas p r o r a t i o n system. 

I f we can get a s i m i l a r degree of help from the 

major producers and from the i n t e r s t a t e p i p e l i n e s , I t h i n k 

t h a t we can -- we can put t o g e t h e r a f a i r l y reasonable 

f o r e c a s t . And I recognize t h a t each of those, producers 

and p i p e l i n e s and consumers, have c e r t a i n p r o p r i e t a r y 

i n t e r e s t s i n keeping t h e i r f o r e c a s t s and t h e i r data 

c o n f i d e n t i a l t o them. But n o n e t h e l e s s , I t h i n k t h a t we 

pr o b a b l y can expect a reasonable degree of c o o p e r a t i o n from 

them. 

Given t h a t a b i l i t y t o make a six-month f o r e c a s t 

f o r each of the p e r i o d s , I b e l i e v e t h a t we can put a l i t t l e 

more r e a l i t y i n t o the gas p r o r a t i o n system. 

Q. And i s the O f f i c e of N a t u r a l Gas Programs 

prepared t o p a r t i c i p a t e i n f u t u r e a l l o c a t i o n , p r o r a t i o n 

h e a r i n g s t o a s s i s t the commission i n s e t t i n g a l l o w a b l e s 

which w i l l ensure adequate s u p p l i e s of New Mexico gas 
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a v a i l a b l e ? 

A. Yes, Mr. Chairman, we have a s t a f f -- we have 

two gas mar k e t e r s , one of whom i s an economist who i s w e l l 

able t o produce t h i s k i n d of i n f o r m a t i o n and supply i t t o 

the gas p r o r a t i o n people. 

Q. I s t h e r e a n y t h i n g f u r t h e r you would l i k e t o add 

to your testimony? 

A. No, t h a t ' s a l l I have f o r the moment. 

Q. And was E x h i b i t No. 4, the graph, prepared under 

your s u p e r v i s i o n and c o n t r o l ? 

A. Yes, i t was. 

MR. STOVALL: I move the admission of E x h i b i t No. 4, 

and I have no f u r t h e r q u e s t i o n s . 

COMMISSIONER LEMAY: Without o b j e c t i o n E x h i b i t No. 4 

w i l l be a d m i t t e d i n t o the r e c o r d . 

( D i v i s i o n E x h i b i t 4 was a d m i t t e d i n 

evidence.) 

COMMISSIONER LEMAY: Are t h e r e some q u e s t i o n s i n the 

audience t h e r e f o r Mr. M e r r e t t ? 

Do my f e l l o w commissioners have any q u e s t i o n s 

they would l i k e t o ask Mr. M e r r e t t ? 

COMMISSIONER CARLSON: Ron, how much of t h i s 

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

THE WITNESS: The next w i t n e s s i s p r o b a b l y able t o 

answer t h a t than me. He has i t i n h i s t e s t i m o n y . 
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COMMISSIONER CARLSON: Fine. 

COMMISSIONER LEMAY: Thank you, Mr. M e r r e t t , you may 

be excused. Mr. S t o v a l l , you may c a l l your next w i t n e s s . 

MR. STOVALL: C a l l Mr. Morrow. 

JIM MORROW, 

the Witness h e r e i n , having been f i r s t d u l y sworn by the 

Notary P u b l i c , was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. STOVALL: 

Q. Would you please s t a t e your name and place of 

residence? 

A. Yes, s i r . My name i s Jim Morrow. I l i v e i n 

Santa Fe. 

Q. And how are you employed, Mr. Morrow? 

A. I work f o r the O i l Con s e r v a t i o n D i v i s i o n . 

Q. i n what c a p a c i t y ? 

A. My t i t l e i s c h i e f p e t r o l e u m engineer. 

Q. I n t h a t c a p a c i t y as c h i e f p e t r o l e u m engineer, do 

you have a n y t h i n g t o do w i t h the gas p r o r a t i o n system? 

A. Yes, s i r , I've been -- since I've been on board 

I've been i n v o l v e d w i t h the gas p r o r a t i o n system. 

Q. I s perhaps t h a t an understatement? Have you not 

been r e s p o n s i b l e a c t u a l l y f o r d e s i g n i n g the new --

im p l e m e n t a t i o n of the new r u l e s ; i s t h a t c o r r e c t ? 

A. Yes, s i r , I have worked f a i r l y e x t e n s i v e l y on 
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the new r u l e system and the new method f o r d e t e r m i n i n g and 

a s s i g n i n g a l l o w a b l e s . 

Q. Mr. Morrow, have you ever t e s t i f i e d b e f o r e the 

O i l C o n s e r v a t i o n D i v i s i o n or the O i l Conservation 

Commission and had your q u a l i f i c a t i o n s as a petrol e u m 

engineer accepted? 

A. Before the d i v i s i o n I have t e s t i f i e d , yes, s i r ; 

not b e f o r e the commission. 

Q. Have you prepared c e r t a i n e x h i b i t s f o r use i n 

today's h e a r i n g w i t h r e s p e c t t o e s t a b l i s h i n g a l l o w a b l e s f o r 

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

A. Yes, prepared along w i t h the h e l p of the 

p r o r a t i o n s e c t i o n , E x h i b i t s 1 thro u g h 3. 

MR. STOVALL: Mr. Chairman, a t t h i s time I o f f e r 

Mr. Morrow as an e x p e r t petroleum engineer 

COMMISSIONER LEMAY: Mr. Morrow i s c e r t a i n l y q u a l i f i e d 

t o g i v e t e s t i m o n y as are the ot h e r w i t n e s s e s . We're not 

n e c e s s a r i l y q u a l i f y i n g witnesses t o giv e e x p e r t t e s t i m o n y 

i n any realm but t o shed l i g h t on the t o t a l gas demand/gas 

supply s i t u a t i o n . 

Q. (By Mr. S t o v a l l ) Mr. Morrow, we are going i n t o 

a new era of gas p r o r a t i o n i n New Mexico; i s t h a t not 

c o r r e c t ? 

A. Yes, s i r . I t ' s changing from a monthly 

a l l o w a b l e s e t t i n g system, as I understand i t has been since 
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i n c e p t i o n , t o a system where we ass i g n a l l o w a b l e s on a 

six-month b a s i s . 

Q. Let me stop you t h e r e and go back and e x p l a i n 

b r i e f l y what the gas p r o r a t i o n r e a l l y i s . What i s the 

purpose of the concept of gas p r o r a t i o n ? 

A. New Mexico law says t h a t when demand i n a 

p a r t i c u l a r pool i s l e s s than the p r o d u c t i v e c a p a c i t y of 

t h a t pool t o produce; and i f the pool should produce i n 

excess of the demand, then i t d e f i n e s t h a t as -- the 

s t a t u t e d e f i n e s t h a t as waste. 

OCD i s charged w i t h p r e v e n t i n g waste, and the 

s t a t u t e s f u r t h e r say t h a t where the demand, market demand, 

f o r gas i s not as much as the p r o d u c t i v e c a p a c i t y , and 

where t h e r e i s a need t o p r o t e c t c o r r e l a t i v e r i g h t s , t h a t 

the commission w i l l p r o r a t e the market down t o the w e l l 

l e v e l so t h a t each i n d i v i d u a l w e l l w i l l have an o p p o r t u n i t y 

t o produce i t s f a i r share of t h a t market, and a l s o so t h a t 

the market w i l l be met. 

I s t h a t c l o se t o what you wanted? 

Q. As I understand what you're s a y i n g , i t i s not 

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

l e v e l of demand as best can be e s t i m a t e d ; i s t h a t c o r r e c t ? 

A. No, s i r , t h a t i s not the i n t e n t t o do t h a t . I n 

f a c t , some of the r u l e s work i n the o p p o s i t e d i r e c t i o n . 

They p r o v i d e c e r t a i n p r o v i s i o n s t o ensure t h a t the market 
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w i l l be met by the w e l l s i n t h a t p o o l . I might add t h a t i n 

New Mexico p r o r a t i o n i s on a pool b a s i s ; i t ' s not an 

a c r o s s - t h e - s t a t e t h i n g , but on an i n d i v i d u a l pool b a s i s . 

Q. I s every gas pool i n New Mexico p r o r a t e d ? 

A. No, s i r . There are many t h a t are n o t . There 

are 18 t h a t are p r o r a t e d ; f o u r i n the n o r t h w e s t , and 14 i n 

the southeast p a r t of the s t a t e . 

Q. How long has gas been p r o r a t e d i n New Mexico? 

A. Since the 1950s I'm t o l d . 

Q. And you have s t a t e d t h a t t h e r e are 18 pools i n 

New Mexico t h a t are p r o r a t e d , and Mr. M e r r e t t was asked 

e a r l i e r by Commissioner Carlson how much -- ro u g h l y how 

much of New Mexico gas p r o d u c t i o n i s s u b j e c t to p r o r a t i o n . 

A. The 90 p l u s BCF shown on Mr. M e r r e t t ' s e x h i b i t 

breaks down t h i s way. The 90 p l u s was f o r December of 

1990. P r o r a t e d gas pools i n December 1990 produced 34.5 

BCF, n o n p r o r a t e d gas pools produced 39.3 BCF, and t h e r e was 

15.5 BCF of cas i n g head gas p r o d u c t i o n . So of the gas w e l l 

gas, Commissioner C a r l s o n , r o u g h l y 45 per c e n t i n December 

of 1990 came from p r o r a t e d gas p o o l s . 

Q. Mr. Morrow, we've a l l u d e d t o the f a c t t h a t the 

gas p r o r a t i o n system i n the r u l e s under which t h a t system 

operates have been changed r e c e n t l y . Would you disc u s s i n 

more d e t a i l now those r u l e changes? How t h i s h e a r i n g 

r e l a t e s t o those changes? 
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A. I might go back j u s t a l i t t l e and say t h a t 

a p p r o x i m a t e l y two years ago Chairman LeMay appointed a 

committee of i n d u s t r y people and r e g u l a t o r y people t o study 

the r u l e s and come f o r w a r d w i t h a -- any recommendations 

they might see f o r changes. That committee s u b m i t t e d a 

r e p o r t and discussed t h a t r e p o r t a t a September 24th 

h e a r i n g b e f o r e the commission. And the commission acted on 

t h a t -- t h e i r recommendation on December 10th t o e s t a b l i s h 

amendments t o the r u l e s . 

I guess the b i g g e s t change i s the change from --

t h a t we've a l r e a d y discussed -- from the monthly assignment 

of a l l o w a b l e s and p r o r a t e d pools t o a -- t o the assignment 

of a l l o w a b l e s on a six-month b a s i s . The two six-month 

a l l o c a t i o n p e r i o d s w i l l be A p r i l t hrough September and 

October through March, as Ron t e s t i f i e d , a summer p e r i o d 

and then a w i n t e r p e r i o d . 

Q. Excuse me. Were those p e r i o d s -- do you know 

the b a s i s f o r s e l e c t i n g those p a r t i c u l a r p e r i o d s as opposed 

t o o t h e r six-month p e r i o d s , say January-June, 

July-Decembe r. 

A. The annual p r o r a t i o n p e r i o d t h a t we've used 

h i s t o r i c a l l y has begun each year i n A p r i l . Under the p r i o r 

r u l e s we began the year i n A p r i l , and I guess r i g h t now i t 

escapes me why -- othe r than t h a t , why we use A p r i l through 

September and October through March o t h e r than i t does 
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r e p r e s e n t those p e r i o d s of lower demand and hig h e r demand 

t h a t are obvious on E x h i b i t No. 4 t h a t Ron discuss e d . 

Q. Do I understand you c o r r e c t l y t o say t h a t by 

going from A p r i l t o October and October through March, what 

t h a t does, t h a t g i v e s you p r o r a t i o n a l l o w a b l e over, i f you 

w i l l , the peak months, the g r e a t e r a c t i v i t y months, so 

th e r e i s not a change i n the middle of t h a t a c t i v i t y 

p e r i o d ? 

A. That's r i g h t . The average amount -- the average 

monthly a l l o w a b l e d u r i n g those two p e r i o d s should be c l o s e r 

to the peak and the v a l l e y d u r i n g those same p e r i o d s than 

they would be i f you s h i f t e d the p e r i o d s , say, t h r e e 

months. So I t h i n k i t r e p r e s e n t s a good way t o attempt t o 

e s t a b l i s h an average monthly a l l o w a b l e . The demand should 

be f a i r l y -- f a i r l y u n i f o r m d u r i n g t h a t p e r i o d . 

Q. Now, how would you propose -- under these new 

r u l e s t h a t we're t a l k i n g about a six-month p e r i o d , how 

would you propose and are you prepared t o make a 

recommendation f o r a method f o r e s t a b l i s h i n g a l l o w a b l e s , 

l e t ' s say, f o r t h i s -- f o r the upcoming A p r i l t o September 

1991 p r o r a t i o n or a l l o c a t i o n p e r i o d ? 

A, Yes, s i r , we've -- along w i t h the n o t i c e f o r the 

h e a r i n g and then as our E x h i b i t 1 through 3 today, we 

c i r c u l a t e d some -- what we have chosen t o c a l l p r e l i m i n a r y 

monthly average p o o l i n g a l l o w a b l e s f o r 12 of the pools i n 
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the s outheast and f o u r of the pools -- a l l f o u r pools i n 

the n o r t h w e s t . I mentioned here t h a t the Burton 

F l a t - S t r a w n and the Monument McKee-Ellenburger i n the 

southeast were o m i t t e d from our e s t i m a t e d a l l o w a b l e s or 

p r e l i m i n a r y a l l o w a b l e s because the w e l l s i n those pools are 

e s s e n t i a l l y a t m a r g i n a l s t a t u s a t t h i s t i m e . 

The way we decided t o approach an e s t i m a t e of 

p r e l i m i n a r y a l l o w a b l e s was t o look back t o the p e r i o d from 

A p r i l t h r o u g h September 1990 as the ba s i s f o r p r e d i c t i n g 

what the a l l o w a b l e s should be f o r A p r i l t hrough September 

1991. We averaged up the average monthly sales f o r each 

p o o l . And i f you r e f e r t o l i n e 1 i n E x h i b i t s 1 and 2, you 

can see what the amount i s -- what the average monthly 

sales was f o r each of the p o o l s . 

Q. Excuse me, Mr. Morrow, j u s t so we're c l e a r , 

E x h i b i t s 1 and 2 are the -- would you j u s t d e s c r i b e b r i e f l y 

what those two e x h i b i t s are i n ge n e r a l and then we w i l l 

move i n t o d e t a i l as t o how you used them. 

A. We c a l l e d E x h i b i t 1 the market demand and 

a l l o w a b l e d e t e r m i n a t i o n schedule f o r the p r o r a t e d pools i n 

the s o u t h e a s t . And E x h i b i t 2 i s the same t h i n g f o r the 

p r o r a t e d pools i n the n o r t h e a s t or the San Juan b a s i n . 

Q. Now, i f you would -- then go thro u g h the process 

which I t h i n k you s t a r t e d of how -- what process was used 

t o c r e a t e these e x h i b i t s and come up w i t h a p r e l i m i n a r y 
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a l l o w a b l e ? 

A. Line 1 we discussed i s average monthly pool 

sales from those pools f o r t h a t p e r i o d we t a l k e d about, 

1990 A p r i l t hrough September pool s a l e s . 

Line 2 i s no m i n a t i o n s , and i f i t ' s okay I would 

l i k e t o d e f e r d i s c u s s i o n of nominations u n t i l we have gone 

on through the remainder of the e x h i b i t s . 

Line 3 i s a l i n e c a l l e d a d j u s t m e n t s , and on t h i s 

l i n e we made adjustments f o r i n c r e a s i n g or dec r e a s i n g pool 

p r o d u c t i o n f o r 1990 compared t o 1989. I f the pool had been 

showing an i n c r e a s e d amount of s a l e s , we put an adjustment 

i n t h e r e t o c o r r e c t f o r t h a t . Also made some adjustments 

i n some cases f o r the over- or underproduced s t a t u s of the 

p o o l . I n two cases, i n the Eumont pool and the Jalmat 

p o o l , we put i n a s p e c i a l adjustment which would b r i n g the 

a l l o w a b l e s t o the minimum amounts t h a t have been approved 

by r e c e n t OCD o r d e r s . So a s p e c i a l adjustment was needed 

i n those two p o o l s , because we had -- a t the end of our 

c a l c u l a t i o n we had to wind up w i t h a minimum a l l o w a b l e 

because the or d e r s had s a i d we would do t h a t . 

The f o u r t h l i n e i s the monthly pool a l l o w a b l e 

t h a t we're p r o p o s i n g t o ass i g n t o the e n t i r e pool i n each 

case, and t h a t i n c l u d e s both m a r g i n a l and nonmarginal 

a l l o w a b l e . 

The f i f t h l i n e i s the amount of a l l o w a b l e f o r 
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each po o l which we w i l l a s s i g n t o m a r g i n a l w e l l s , and t h i s 

was determined by l o o k i n g back at the October through 

December 1990 m a r g i n a l sales f o r the m a r g i n a l w e l l s i n each 

p o o l . And the reason we use t h a t p e r i o d i s because t h a t 

was the p e r i o d t h a t was e s t a b l i s h e d i n our re c e n t r u l e s 

change. I t s a i d -- they d i r e c t e d us t o use the most recent 

c l a s s i f i c a t i o n p e r i o d a v a i l a b l e t o us t o e s t a b l i s h marginal 

a l l o w a b l e s . 

Having come up w i t h a f i g u r e f o r m a r g i n a l 

a l l o w a b l e s , we s u b t r a c t e d t h a t from the t o t a l p ool 

a l l o w a b l e , and the remainder i s the amount which we would 

then propose t o ass i g n t o the nonmarginal w e l l s . And i n 

each of the pools then we took t h a t nonmarginal amount and 

d i s t r i b u t e d i t out t o the nonmarginal w e l l s u s i n g the 

a l l o c a t i o n formula f o r the p a r t i c u l a r p o o l . 

I n the southeast p a r t of the s t a t e , a l l of the 

a l l o c a t i o n formulas are based on acreage. Acreage alone 

determines how much -- what your share of the a l l o w a b l e 

w i l l be i f you're a nonmarginal w e l l i n the southeast p a r t 

of the s t a t e and i n a p r o r a t e d p o o l . 

I n the northwest both acreage and d e l i v e r a b i l i t y 

come i n t o p l a y . Both those f a c t o r s are a p p l i c a b l e i n the 

no r t h w e s t . And you can see on E x h i b i t 2 we come up w i t h 

what we c a l l a F l f a c t o r , which i s the acreage f a c t o r , and 

an F2 f a c t o r , which i s the acreage times the d e l i v e r a b i l i t y 
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f a c t o r , which i s used t o a l l o c a t e a p a r t of the t o t a l 

a l l o w a b l e t o each i n d i v i d u a l w e l l . I n the southeast we 

have o n l y the F l f a c t o r f o r use i n a l l o c a t i n g the 

a l l o w a b l e . 

That method of d i s t r i b u t i n g a l l o w a b l e has not 

changed from the way we d i d i t i n the p a s t . We would come 

up w i t h a monthly amount and d i s t r i b u t e i t i n the same 

manner t h a t we're doing here. So t h a t p a r t of our r u l e d i d 

not change. 

One more t h i n g I ' d add i s t h a t a f t e r we came up 

w i t h these F l and F2 f a c t o r s , we looked back at what the 

h i s t o r y of the F l and F2 f a c t o r assignment had been and 

what A p r i l t h r o u g h September '89 and '90 and '91 — '91, of 

course, i s a p r e d i c t i o n . But '89 and '90 we compared pool 

a l l o w a b l e f o r each pool and pool sales and the F l and F2 

f a c t o r s , and t h a t ' s shown on E x h i b i t No. 3. That l e t s you 

go back and see how our 1991 p r e l i m i n a r y a l l o w a b l e compares 

t o what happened i n the p r e v i o u s two year s . 

That's a l o t of t a l k i n g about a l o t of numbers 

but h o p e f u l l y i t ' s c l e a r t o you. I f i t ' s n o t , I w i l l be 

gla d t o answer any q u e s t i o n s you'd have. 

Q. Now, Mr. Morrow, you had t a l k e d about the 

nominations l i n e and i n d i c a t e d t h a t you wanted t o s k i p 

t h a t . Are you ready now t o disc u s s nominations? 

A. Yes, s i r . 
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Q. Describe j u s t b r i e f l y , f o r the r e c o r d , what 

nominations are and what t h e i r purpose i s i n the gas 

p r o r a t i o n system? 

A. The purpose of nominations i s t o hear from 

people who know what t h e i r requirements w i l l be i n a 

p a r t i c u l a r pool as t o what they expect i n t h a t pool i n a 

c e r t a i n p e r i o d . I guess nominations a t one time were the 

pr i m a r y d e t e r m i n i n g f a c t o r f o r what the a l l o w a b l e would be 

i n a p a r t i c u l a r p o o l . That was d u r i n g the time when the 

p i p e l i n e s were a l s o the purchasers of gas, and they knew 

pr o b a b l y b e t t e r than they do now what they would purchase 

and move from a p a r t i c u l a r p o o l . 

But the nominations t h a t we've been g e t t i n g over 

the months and the ones t h a t we r e c e i v e d t h i s time come 

p r i m a r i l y -- I guess a l t o g e t h e r from t r a n s p o r t e r s of gas 

from the p a r t i c u l a r p o o l s . We a l s o sometimes get 

nominations from those who are i n v o l v e d i n the spot market, 

and we i n c l u d e those when we get them. And i n t a l k i n g t o 

Donna McDonough, who has been adding these up over the 

months, she i n d i c a t e d t o me t h a t she f e e l s assured t h a t 

t h e r e i s no d u p l i c a t i o n between t h a t spot market and the 

t r a n s p o r t a t i o n n o m i n a t i o n s . But these nominations t h a t are 

shown on l i n e 2 are from the t r a n s p o r t e r s of gas from the 

va r i ous p o o l s . 

Q. Mr. Morrow, i n recent years the nominations have 
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r e a l l y not been ve r y s i g n i f i c a n t i n e s t a b l i s h i n g 

a l l o w a b l e s ; i s n ' t t h a t c o r r e c t ? 

A. No, they have not been used i n r e c e n t y e a r s . I 

meant t o cover -- take a minute t o cover how we d i d i t i f 

you would l i k e f o r t o me t o . P r i o r t o t h i s change we 

looked a t l a s t month's sales i n each pool t o determine next 

month's a l l o w a b l e . That was the way we were doing i t 

b e f o r e we made t h i s change. I t ' s the way we d i d i t f o r 

March. We looked a t what -- i n February we looked a t what 

had been produced i n January and used t h a t as a b a s i s f o r 

the March a l l o w a b l e . Made some adjustments t o i t but t h a t 

was p r i m a r i l y the b a s i s f o r i t . So the nominations were 

accepted but they r e a l l y d i d n ' t come i n t o p l a y . 

Q. I s i t your i n t e n t i o n and the i n t e n t i o n of the 

O i l C o n s e r v a t i o n D i v i s i o n t o attempt t o make nominations a 

more mean i n g f u l p a r t of the p r o r a t i o n system under the new 

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

A. Yes, s i r . As was discussed i n the two memos 

t h a t went out from Mr. LeMay con c e r n i n g t h i s h e a r i n g , i t ' s 

our hope t h a t we can p u b l i s h these p r e l i m i n a r y a l l o w a b l e s 

and t h a t nominators and producers -- nominators from the 

p i p e l i n e s and a l s o from the buyers and the purchasers --

buyers and purchasers same t h i n g I guess. The buyers and 

the p r o d u c e r s , I meant t o say, would come i n and t e l l us 

what they t h i n k about the p r e l i m i n a r y a l l o w a b l e s , and 
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f o r e c a s t t h e i r e s t i m a t e s of what they t h i n k they w i l l 

produce or what they t h i n k they w i l l buy; and we a l s o would 

hope t h a t the p i p e l i n e s would c o n t i n u e t o come and 

nominate. 

Q. Have you r e c e i v e d some nominations f o r the 

six-month a l l o c a t i o n p e r i o d b e g i n n i n g i n A p r i l ? 

A. Yes, s i r , we have. 

Q. How w i l l they f i t i n t o t h i s process t h a t you've 

described? 

A. When we asked f o r no m i n a t i o n s , we asked t h a t 

they submit nominations f o r each of the s i x months, A p r i l , 

May, June, J u l y , August, September. We r e c e i v e d some of 

the nominations i n t h a t manner, and o t h e r s came i n j u s t f o r 

A p r i l . I n coming up w i t h a way t o add those up, we took --

where we had s i x months, we took the average n o m i n a t i o n . 

And where we d i d not have -- where we o n l y had A p r i l , we 

used A p r i l t o r e p r e s e n t the average. 

So we added a l l t h a t t o g e t h e r , and came up w i t h 

t o t a l monthly nominations f o r the southeast pools of 5.6 

BCF, and the amount f o r each pool i s l i s t e d t h e r e on l i n e 

2. 5.6 BCF i s 30 percent l e s s than the March nominations 

and 34 p e r c e n t l e s s than what we proposed here as the 

p r e l i m i n a r y pool a l l o w a b l e f o r the southeast i f you t o t a l 

i t a l l up. 

The nominations -- i n l o o k i n g a t who u s u a l l y 
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nominates i n the so u t h e a s t , we can see t h a t the nominations 

are not complete a t t h i s p o i n t from the sou t h e a s t . 

T o t a l nominations f o r the f o u r pools i n the 

nort h w e s t were more complete. They t o t a l e d 19.6 BCF, and 

t h i s i s c o n s i d e r a b l y more than was nominated f o r March, 

about t h r e e times as much, because our nominations were not 

good f o r March. And i t ' s 17 per c e n t l e s s than the t o t a l 

p r e l i m i n a r y a l l o w a b l e t h a t we proposed t o as s i g n i n the San 

Juan Basin p o o l s . The nominations here are much more 

complete than i n the sou t h e a s t . Those who u s u a l l y nominate 

have s u b m i t t e d t h e i r nominations f o r the nor t h w e s t p o o l s . 

Q. Mr. Morrow, l e t ' s t u r n t o your E x h i b i t 3 a t t h i s 

time and j u s t d i s c u s s what t h a t i s . 

A. Could I say j u s t one more t h i n g about 

nominations b e f o r e l e a v i n g nominations? 

Q. A b s o l u t e l y . What would you l i k e t o say about 

nominations b e f o r e we leave n o m i n a t i o n s , Mr. Morrow? 

A. Nominations, i f you look across the l i n e s and 

compare l i n e 2 t o l i n e 4, you can see t h a t i n a l l but three 

pools nominations are l e s s than the p r e l i m i n a r y a l l o w a b l e 

t h a t we propose t o ass i g n t o the p o o l . I n t h r e e of the 

p o o l s , i n the Atoka-Penn which i s the f i r s t column on 

E x h i b i t 1, and i n the I n d i a n Basin p o o l s , both the Morrow 

and the Upper Penn, you note t h e r e t h a t the t o t a l of the 

nominations we r e c e i v e d are hig h e r than the p r e l i m i n a r y 
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a l l o w a b l e t h a t we proposed to a s s i g n . 

A f t e r we got those nominations we looked back at 

December '90 and January '91 p r o d u c t i o n f o r those t h r e e 

p o o l s , and i t does appear t h a t we w i l l need t o make an 

adj u s t m e n t , a t l e a s t we need t o consider making an 

adjustment t o these p r e l i m i n a r y a l l o w a b l e s i n those t h r e e 

p o o l s , because not o n l y are the no m i n a t i o n s , which are 

hig h e r than our p r e l i m i n a r y a l l o w a b l e , but because 

p r o d u c t i o n a p p a r e n t l y has in c r e a s e d more than we were aware 

of a t the time t h a t we made the p r e l i m i n a r y a l l o w a b l e 

schedule. That's what I wanted t o say. 

Q. Again, l e t ' s t u r n b r i e f l y t o E x h i b i t No. 3 and 

j u s t e x p l a i n what i s d i s p l a y e d on t h a t e x h i b i t and how i t 

i s u s e f u l f o r purpose of t h i s hearing? 

A. A l l r i g h t . Might j u s t look a t the bottom 

column, which i s the comparison f o r the pools i n the 

no r t h w e s t , and you can see t h a t f o r each pool we show pool 

a l l o w a b l e MCF per month, pool sales MCF per month, Fl and 

F2 f a c t o r f o r the years '89 and '90; and we show a l l of 

t h a t from '91 w i t h the e x c e p t i o n of pool s a l e s , which of 

course we won't know u n t i l a f t e r the p e r i o d i s over. 

But you can look a t Blanco Mesaverde and see 

t h a t the F l f a c t o r i n '89 was 1596; i t was 3085 i n '90; and 

2787 i s proposed f o r '91. So t h a t ' s the way t h i s c o u l d be 

u s e f u l t o one who wanted t o compare what we're proposing 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

IA 

here w i t h h i s t o r i c a l d a t a . 

Q. Now, Mr. Morrow, i f anybody here present at t h i s 

h e a r i n g b e l i e v e s t h a t the F l and/or F2 f a c t o r s do not 

p r o p e r l y r e p r e s e n t what they b e l i e v e should be the -- i n 

e f f e c t the a l l o w a b l e t o be assigned based on those f a c t o r s , 

do you have any -- how can they a f f e c t -- t h a t i n f o r m a t i o n 

can be a f f e c t e d ? Can they make recommendations f o r 

adjustment? 

A. Sure can. That's one of the p r i m a r y purposes of 

the h e a r i n g , as I understand i t , i s t h a t those i n v o l v e d 

would review these p r e l i m i n a r y f i g u r e s and come t o us w i t h 

any i n f o r m a t i o n they have which would a s s i s t us i n b e t t e r 

d e t e r m i n i n g what the a l l o w a b l e s should be f o r those p o o l s . 

A n y t h i n g t h a t would be presented I assume would be 

con s i d e r e d by the commissioners i n coming up w i t h a f i n a l 

amount t o be assigned t o each p o o l . 

Q. Do you b e l i e v e -- i s i t your o p i n i o n t h a t the 

method you d e s c r i b e d i s a reasonable and sound method f o r 

c a l c u l a t i n g a l l o w a b l e s , and i t w i l l a l l o w you t o take i n t o 

c o n s i d e r a t i o n i n f o r m a t i o n which you r e c e i v e i n today's 

h e a r i n g t o recommend t o the commission an a l l o w a b l e 

schedule f o r the p r o r a t e d pools f o r the A p r i l t o September 

1991 p r o r a t i o n p e r i o d or a l l o c a t i o n p e r i o d ? 

A. Yes, s i r . I t h i n k i t ' s a good s t a r t . When we 

get the — you know, Ron's group does some work on 
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p r e d i c t i n g what the markets are going t o be i n the f u t u r e , 

t h a t w i l l be h e l p f u l t o us when i t ' s a v a i l a b l e . We looked 

t h i s time a t maybe some s e r i e s of formulas t h a t we can use 

t h a t would apply -- which when a p p l i e d t o past p r o d u c t i o n 

amounts would produce an a l l o w a b l e which would be 

reasonable. But those -- those r e a l l y -- we d i d n ' t f i n d 

the r i g h t f o r m u l a , so t h i s i s the method t h a t we came up 

w i t h . I t h i n k i t w i l l be. 

Another t h i n g I might add, i s t h a t the r u l e s 

a l l o w f l e x i b i l i t y f o r producers i n what they produce. I f 

we get the a l l o w a b l e too low, t h e r e i s some f l e x i b i l i t y 

t h a t l e t s a w e l l overproduce i t ' s a l l o w a b l e and make t h a t 

up a t a l a t e r t i m e . I n the event t h a t we d i d miss on what 

the a l l o w a b l e should be, we could make some c o r r e c t i o n s i n 

October which c o u l d compensate f o r t h a t . 

Q. I f i n t h a t s i t u a t i o n , i f f o r example, t h a t you 

found most nonmarginal w e l l s i n a pool were overproduced 

f o r an a l l o c a t i o n p e r i o d , then i n f a c t the pool would 

p r o b a b l y r e q u i r e some adj u s t m e n t ; i s t h a t c o r r e c t ? 

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

Q. But i n the case i f an i n d i v i d u a l l y w e l l i n a 

pool were s i g n i f i c a n t l y overproduced, t h a t would i n d i c a t e 

t h a t the p r o r a t i o n system was w o r k i n g , and t h a t the 

p r o d u c t i o n should be a l l o c a t e d ; i s t h a t c o r r e c t ? 

A. R i g h t . And i f i t was a j u s t a s i n g l e w e l l and 
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the e n t i r e pool was not overproduced, t h a t would mean t h a t 

p r o b a b l y t h a t i n d i v i d u a l overproduced w e l l would need to 

cut back or t o shut i n t o make up some of t h a t 

o v e r p r o d u c t i o n , t o get the w e l l s i n balance. Which i s the 

purpose of the p r o r a t i o n system t o s t a r t w i t h . 

Q. Mr. Morrow, w i t h r e s p e c t t o some s p e c i f i c 

e x c e p t i o n s t h a t e x i s t i n ot h e r o r d e r s , I b e l i e v e t h a t 

you've a l r e a d y t e s t i f i e d t h a t the Jalmat and the Eumont are 

s u b j e c t t o a minimum a l l o w a b l e pursuant t o d i v i s i o n o r d e r . 

Did I understand you c o r r e c t l y t h a t the adjustment f a c t o r 

t h a t you plugged i n t o t h i s was used t o ensure t h a t the 

w e l l s were assigned a t minimum a l l o w a b l e based on the 

acreage f a c t o r ? 

A. Yes, s i r , t h a t ' s r i g h t . I n those pools we were 

able t o s t a r t w i t h the answer and work backwards. 

Q. But i f i n f a c t you had an i n d i c a t i o n i n the 

f u t u r e t h a t i n those s p e c i f i c pools t h a t demand was g r e a t e r 

than the minimum a l l o w a b l e would r e f l e c t , i n f a c t t h a t 

a l l o w a b l e c o u l d be inc r e a s e d above t h a t ? 

A. Yes, s i r , i t would be. I t c o u l d be and t h a t 

would -- the way I understand the order i s w r i t t e n t h a t 

these are minimums and not maximums. 

Q. One f i n a l q u e s t i o n , s p e c i f i c q u e s t i o n , 

Mr. Morrow, on -- the Burton Flat-Morrow pool has not been 

s u b j e c t t o p r o r a t i o n r e s t r i c t i o n s f o r a p p r o x i m a t e l y the 
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l a s t year pursuant t o a d i v i s i o n o r d e r . How does -- does 

t h a t d i v i s i o n order and the d e p r o r a t i o n of t h a t pool f o r a 

l i m i t e d p e r i o d , how does -- i s t h a t a f f e c t e d by t h i s --

your recommendations and by t h i s system? 

A. W e l l , i n t h a t pool the w e l l s and the gas 

p r o r a t i o n u n i t s have not been s u b j e c t t o the a l l o w a b l e s 

which have been s e t . We've c o n t i n u e d t o c a l c u l a t e the 

a l l o w a b l e s based on sales from the pool j u s t t o see what 

p r o r a t i o n would -- i f a p p l i e d t o t h a t pool or we have 

a p p l i e d t o t h a t pool as j u s t an e x e r c i s e t o t r a c k the 

p r o d u c t i o n t h e r e and see what happens t o the a l l o w a b l e . 

Q. I s i t c o r r e c t t h a t t h a t order d e p r o r a t i n g t h a t 

p ool f o r a p e r i o d -- a c t u a l l y t h a t p e r i o d ends d u r i n g t h i s 

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

A. I b e l i e v e i t ends i n June. That's my memory. 

Q. And are you prepared t o make a recommendation at 

t h i s t i m e , or i s t h a t a matter t h a t should be addressed a t 

a f u t u r e h e a r i n g as t o how t o deal w i t h t h a t pool as a 

r e s u l t of t h a t t r a n s i t i o n from d e p r o r a t i o n back i n t o the 

system or 

A. Yes, s i r , t h a t ' s r i g h t . I b e l i e v e t h a t comes 

back up f o r h e a r i n g t h i s summer. 

Q. I s t h e r e a n y t h i n g f u r t h e r you wish t o add t o 

your t e s t i m o n y r e g a r d i n g the system and your p r e l i m i n a r y 

a l l o w a b l e s as proposed, as you d e s c r i b e d i t ? 
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A. I don't b e l i e v e so. I was going t o p o i n t out 

t h a t we do review the pools s u b j e c t to p r o r a t i o n on a 

p e r i o d i c b a s i s t o see i f p r o r a t i o n i s s t i l l a p p l i c a b l e . 

But what we have s a i d about Eumont and Jalmat and Burton 

F l a t a l r e a d y has t o l d you t h a t we do t h a t . So t h a t ' s a l l I 

have . 

Q. E x h i b i t s 1 through 3 were prepared by you or 

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

A. Yes, s i r . I had some he l p on them but they 

we r e . 

MR. STOVALL: I move the admission of E x h i b i t s 1 

throu g h 3. And I have no n o t h i n g f u r t h e r of t h i s w i t n e s s . 

COMMISSIONER LEMAY: With o u t o b j e c t i o n E x h i b i t s 1, 2, 

3 w i l l be a d m i t t e d i n the r e c o r d . 

( D i v i s i o n E x h i b i t s 1 thro u g h 3 were 

a d m i t t e d i n evidence.) 

COMMISSIONER LEMAY: Some q u e s t i o n s o f , Mr. Morrow? 

Yes, Mr. K e l l a h i n . 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Morrow, I would l i k e t o d i r e c t some 

q u e s t i o n s t o you concerning the a p p l i c a t i o n of the method 

i n e s t a b l i s h i n g the monthly a l l o w a b l e which i s column 3, 

f o r example, on E x h i b i t No. 1, and how t h a t r e l a t e s t o the 

judgments you a p p l i e d t o i n the method i n s e l e c t i n g the 
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l e v e l of adj u s t m e n t , which i s column 3, i n a p a r t i c u l a r 

p o o l . 

Let me begin by a s k i n g , s i r , t h a t the 

p r e l i m i n a r y e s t i m a t e s of a l l o w a b l e l e v e l s were c i r c u l a t e d 

t o the i n d u s t r y , a t t a c h e d t o a memo from the d i v i s i o n dated 

February 4? 

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

Q. That attachment t o the February 4 memo, i s t h a t 

an attachment t h a t you prepared, s i r ? 

A. Yes, s i r . I d i d work on i t . 

Q. By quick comparison of E x h i b i t s 1 and 2 t o the 

attachment from February 4 causes me t o b e l i e v e t h a t the 

documents are i d e n t i c a l , the numbers are the same, are they 

not? 

A. With the e x c e p t i o n of the nominations which have 

been added i n column -- l i n e 2 -- they are i d e n t i c a l . We 

wanted them t o be i d e n t i c a l except f o r t h a t . 

Q. When I look a t the February 4 memo and I look at 

the monthly pool a l l o w a b l e f o r the Atoka-Penn, i n the memo 

i t was t o be an a l l o w a b l e f o r the pool on a monthly basis 

of 79,417 MCF? 

A. Yes, s i r , t h a t ' s what i t says. 

Q. And t h a t , i n f a c t , i s the same number used on 

E x h i b i t No. 1? 

A. R i g h t . 
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Q. Were t h e r e any proposed nominations r e c e i v e d by 

the d i v i s i o n a f t e r the February memo f o r t h a t pool? 

A. Yes, s i r . They were -- a l l the nominations we 

got were r e c e i v e d a f t e r t h a t . They t o t a l e d 151,849,000, as 

we've i n d i c a t e d on E x h i b i t No. 1. 

Q. How have you responded then t o the nominations 

r e c e i v e d by you a f t e r February 4 i n s e t t i n g the f i n a l 

a l l o w a b l e f o r any of the p a r t i c u l a r pools? 

MR. STOVALL: Ob j e c t . 

A. I have not responded a t a l l . 

MR. STOVALL: Mr. Morrow, excuse me, j u s t a moment. I 

want t o c l a r i f y the q u e s t i o n and make sure t h a t I -- I 

don't t h i n k Mr. Morrow t e s t i f i e d t h a t these are f i n a l 

a l l o w a b l e s . They're recommendations, I b e l i e v e , s u b j e c t t o 

the i n f o r m a t i o n r e c e i v e d at t h i s h e a r i n g . 

THE WITNESS: We may get some more i n f o r m a t i o n today 

t h a t would help us even more than those nominations have 

helped us. 

Q. (By Mr. K e l l a h i n ) That's the purpose of my 

q u e s t i o n , Mr. Morrow, i s t o have you t e l l us on E x h i b i t 

No. 1, f o r example i n the Atoka-Penn p o o l , when we look at 

the f o u r t h column and see the 79,417 MCF --

A. R i g h t . 

Q. -- a t what p o i n t does t h a t number r e f l e c t your 

judgment of the l e v e l at which t o set a l l o w a b l e s i n t h a t 
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pool ? 

A. That was -- t h a t was judgment made d u r i n g 

January -- pr o b a b l y d u r i n g January, I ' d say. 

Q. And so we have not y e t i n t e g r a t e d i n t o your 

recommendation any nominations r e c e i v e d a f t e r what p o i n t i n 

January of 1991 i n s e t t i n g the a l l o w a b l e s f o r the pool? 

A. A l l of the nominations we got we got them --

most of them came i n ye s t e r d a y close t o 5 o ' c l o c k , so we 

hadn't done too much w i t h them, Tom, since t h e n ; but t h a t ' s 

when the nominations -- t h e y ' r e a l l r e c e n t , v e r y recent 

n o m i n a t i o n s . Anyway we p o i n t out i n one of the memos, or 

B i l l d i d , t h a t the nominations c o u l d a l s o be presented here 

today i f someone d e s i r e d t o do t h a t . 

Q. When I look at column 2 then on E x h i b i t No. 1, 

and see the t o t a l nominations of 151,849 MCF --

A. Yes, s i r . 

Q. -- t h a t r e f l e c t s nominations r e c e i v e d by you as 

of what date? 

A. As of y e s t e r d a y , February 27. 

Q. The p r i o r l i n e , t h a t ' s the sales from t h a t pool 

d u r i n g A p r i l -- A p r i l t o September 1990 on E x h i b i t No. 1 --

A. Okay. 

Q. -- the 69,000, t h a t ' s a monthly average based 

upon --

A. R i g h t . 
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Q. — A p r i l t o September 1990? 

A. R i g h t . 

Q. You take the t o t a l and d i v i d e by s i x or --

A. That's r i g h t . 

Q. So t h a t ' s a c t u a l sales from t h a t pool? 

A. That was sales added up from the p r o r a t i o n 

schedules. You know, i t d i d n ' t i n c l u d e any supplemental 

data t h a t might have come i n , but i t should be e s s e n t i a l l y 

c o r r e c t . 

Q. The next column i s the no m i n a t i o n from 

p u r c h a s e r s , p i p e l i n e s and producers? 

A. R i g h t . 

Q. Then column 4 i s the recommended l e v e l of 

a l l o w a b l e on a monthly b a s i s f o r the pool of the 79,000 

p l u s MCF? 

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

Q. There i s an adjustment of 10,000 MCF? 

A. Yes, s i r , t h a t ' s r i g h t . 

Q. Why 10,000? 

A. Let me see. I've got t h a t w r i t t e n down the 

reason f o r each of those a d j u s t m e n t s . Let me r e f e r t o 

t h a t . That was based on 1990 sales compared t o 1989 s a l e s . 

I t showed an inc r e a s e of -- l e t ' s see, '89 -- I've 

i n d i c a t e d i n my notes '90 compared t o '89 s a l e s , but t h a t 

doesn't agree w i t h what I have shown on E x h i b i t 3 here. So 
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l e t me look f u r t h e r . (Pause.) The 10,000 -- I'm going t o 

say, Tom, had t o a comparison of Fl f a c t o r s and recent 

sales from t h a t p o o l . That's as good an answer I can give 

you a t t h i s t i m e . 

Q. Did you c o n s i s t e n t l y apply t h a t methodology t o 

the adjustments i n each of the pools? 

A. No, s i r , I d i d n o t . As I s t a t e d i n my e a r l i e r 

t e s t i m o n y , I made an adjustment based on a couple of 

t h i n g s , which compared '90 and '89 p r o d u c t i o n , and i f i t 

was i n c r e a s i n g , I put i n an adjustm e n t . And I looked a t 

over- and u n d e r p r o d u c t i o n of the pool i n some p o o l s , and 

then a f t e r I f i n i s h e d the c a l c u l a t i o n , I looked a t the F l 

and F2 which r e s u l t e d , and then went back and made another 

adjustment i f t h a t appeared t o be needed t o b r i n g those F l 

and F2 f a c t o r s i n l i n e w i t h r e c e n t i n A p r i l t hrough 

September 1990 F l f a c t o r . 

So t h i s was not an exact s c i e n c e . I t was an 

attempt t o get at a s t a r t i n g place f o r an a l l o w a b l e 

d e t e r m i n a t i o n . 

Q. I s the methodology a p p l i e d t o come up w i t h the 

adjustment component one t h a t does not i n t e g r a t e the 

nominations f o r t h a t pool? 

A. I t d i d n ' t i n t e g r a t e the nominations i n the 

p r e l i m i n a r y data which we're l o o k i n g a t here, because we 

d i d n ' t have the nominations a v a i l a b l e a t t h a t t i m e . The 
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i n t e n t i s t o p r o v i d e these p r e l i m i n a r y a l l o w a b l e s t o the 

commissioners, along w i t h the nominations t h a t we've 

r e c e i v e d , which we've done t o some e x t e n t here, and any 

ot h e r i n f o r m a t i o n which may be f o r t h c o m i n g a f t e r I get 

th r o u g h , which would help them decide what the proper l e v e l 

of a l l o w a b l e s should be. This was meant t o come up w i t h a 

s t a r t i n g place f o r an a l l o w a b l e f o r the A p r i l through 

September 1991 p e r i o d . 

Q. That's what I am t r y i n g t o understand. That 

column 4 on E x h i b i t s 1 and 2 does not i n d i c a t e your f i n a l 

recommendation of the a c t u a l a l l o w a b l e f o r the pool shown 

i n t h a t column on a monthly basis? 

A. That's c o r r e c t . I t h i n k i f you l i s t e n e d t o my 

e a r l i e r t e s t i m o n y , I had s a i d t h a t i n the Atoka-Penn and i n 

the I n d i a n Basin Morrow and the I n d i a n Basin Upper Penn 

a d d i t i o n a l adjustments would p r o b a b l y be necessary, not 

o n l y based on those nominations but based on a look at 

December and January p r o d u c t i o n which a l s o was not 

a v a i l a b l e when t h i s was compiled. 

Q. Do you a t t h i s p o i n t have a recommended minimum 

l e v e l of a l l o w a b l e f o r any of the pools t h a t would show us 

a r e f i n e m e n t of the column 4 e n t r i e s ? 

A. No, s i r . I don't have. I would w i t h h o l d any 

recommendation u n t i l I've heard what e l s e i s s a i d or 

su b m i t t e d here today f o r t h a t f i n a l recommendation. 
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Q. Do you have any time frame or schedule by which 

to share w i t h us what the f i n a l a l l o w a b l e w i l l be on a 

monthly b a s i s f o r any of the pools? 

A. We would c e r t a i n l y -- I sure hope t o get i t out 

by A p r i l 1 s t • 

Q. An A p r i l 1 s t d e c i s i o n then f a l l s w i t h i n the time 

frame t o get the i n f o r m a t i o n out t o the i n d u s t r y so t h a t 

the w e l l s can be produced i n the month of A p r i l which would 

be the f i r s t month of the six-month p r o r a t i o n i n g period? 

A. Yes, s i r . We would l i k e t o have a p r o r a t i o n 

schedule out A p r i l 1 s t . Refinement of t h a t answer. 

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

COMMISSIONER LEMAY: Thank you, Mr. K e l l a h i n . 

A d d i t i o n a l q u e s t i o n s from the audience of t h i s witness? 

MR. CAMP: Mr. Chairman, i f I may appear, my name i s 

Ward Camp. I'm w i t h the Keleher & McLeod law f i r m . I'm 

not l i c e n s e d t o p r a c t i c e i n the s t a t e of New Mexico, but 

t h i s i s not an a d v e r s a r i a l p r o c e e d i n g . The Gas Company of 

New Mexico has a couple of q u e s t i o n s j u s t f o r 

c l a r i f i c a t i o n . 

MR. STOVALL: Mr. Camp, l e t me j u s t , f o r the r e c o r d , 

c l a r i f y t h a t I am aware t h a t he i s q u a l i f i e d I b e l i e v e i n 

the s t a t e of Oklahoma at l e a s t and has taken the New Mexico 

bar c o m p l e t i n g i t y e s t e r d a y . i s t h a t t r u e , Mr. Camp? 

He's not l i s t e n i n g . 
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COMMISSIONER LEMAY: We understand you are t r y i n g t o 

be a lawyer i n New Mexico. 

MR. CAMP: I gave i t a v a l i a n t e f f o r t y e s t e r d a y . 

CROSS-EXAMINATION 

BY MR. CAMP: 

Q. Jus t so I know, I have some c o n f u s i o n about the 

adjustment f a c t o r s , but t u r n i n g t o E x h i b i t No. 3, at the 

bottom of the page, the d i f f e r e n c e between April-September 

1990 and April-September 1991, you have the Basin Dakota 

and the Blanco Mesaverde t r e n d i n g down, and then you have 

the Blanco South and the T a p a c i t o -- w e l l , Blanco South 

stays e x a c t l y the same. Ta p a c i t o goes up. Just so t h a t I 

understand, why do two go down, one stays the same and one 

goes up? 

A. Why don't we t a l k about them one a t a ti m e , s i r ? 

Which one do you want t o t a l k about f i r s t ? 

Q. Let's j u s t go r i g h t across from l e f t t o r i g h t . 

A. I f you look a t the Basin Dakota, f o r 1989 the 

pool a l l o w a b l e was 7.3 BCF. 

Q. R i g h t . 

A. Pool sales were 7.2 BCF, almost the same. I n 

1990 pool a l l o w a b l e was 9.4 BCF. Pool s a l e s were again 7.2 

BCF, which i s -- t h a t ' s what i t averaged f o r t h a t p e r i o d . 

So t h e r e was a l o t of unused a l l o w a b l e assigned d u r i n g t h a t 

p e r i o d . 
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Now, the pool a l l o w a b l e which we propose to 

ass i g n f o r '91 i s n e a r l y 8 BCF, and i t ' s more than was 

produced i n any of the -- or s o l d i n -- i n e i t h e r of the 

two p r i o r y e a r s . So t h a t ' s some of the l o g i c t h a t went 

i n t o t h i s s e l e c t i o n of t h a t amount. 

Q. And t h a t same l o g i c j u s t c a r r i e s through a l l the 

way through? 

A. Yes, s i r . On the Blanco Mesaverde, i f you look 

at those comparisons, you can see t h a t we're pro p o s i n g t o 

ass i g n 14.3 BCF compared t o sales i n '90 of 12.37 and i n 

'89 of 10.68. 

Q. I a l s o have a q u e s t i o n , t u r n i n g t o E x h i b i t 2, 

d i d you p r e v i o u s l y say t h a t these pool a l l o w a b l e s w i l l be a 

minimum a l l o w a b l e and not the maximum? I s t h a t --

A. These are t h e i r top a l l o w a b l e s . You may have 

heard t h a t i n t a l k i n g about the Jalmat and Eumont, t h a t 

minimum comes i n t h e r e . But these are the a l l o w a b l e s which 

w i l l be compared t o the sales from each i n d i v i d u a l . 

Q. So they are the c e i l i n g ? They're the maximum 

a l l o w a b l e ? 

A. They're c e i l i n g s u b j e c t t o some --

Q. Adjustments? 

A. -- a b i l i t y t o overproduce. They don't have t o 

sta y w i t h i n any i n d i v i d u a l month. They have p e r i o d s where 

they can overproduce and then make t h a t up w i t h 
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u n d e r p r o d u c t i o n i n the f u t u r e . 

Q. But as t o the Jalmat and Eumont, those are 

minimum p r o d u c t i o n a l l o w a b l e s ? 

A. W e l l , those -- w e l l , they s t i l l operate as 

maximums once assigned, but they are the minimum/maximum 

t h a t we w i l l a s s i g n i n those p o o l s . 

Q. The minimum -- I guess t h a t ' s where my co n f u s i o n 

i s coming from. 

A. We make our c a l c u l a t i o n s t o see what the 

a l l o w a b l e s should be f o r t h a t p o o l , whether we d i d i t under 

the o l d system or t h i s one we're t r y i n g t o develop here 

today or now. I f we come up w i t h an a l l o w a b l e l e s s than 

600 a day i n those p o o l s , then the or d e r s t h a t were signed 

say t h a t we must as s i g n a t l e a s t 600 per day f o r each w e l l 

i n those pools t h a t has 160 acres assigned to i t . 

Q. I remember your e a r l i e r t e s t i m o n y t h a t -- i f you 

have p r o d u c t i o n i n excess of demand, i t ' s waste. And i f 

you're s e t t i n g a minimum t h a t ' s h i g h e r than a c t u a l 

p r o d u c t i o n , i t seems t o f o l l o w t h a t you'd have waste. 

I s n ' t t h a t r i g h t ? 

A. I don't -- repeat your statement a g a i n . 

Q. W e l l , i f you set a p r o d u c t i o n minimum t h a t ' s i n 

excess of the a c t u a l demand, t h a t ' s the s t a t u t o r y waste 

t h a t you were t a l k i n g about as you i n i t i a l l y opened your 

comments w i t h . 
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MR. STOVALL: Mr. Camp, i f I may, f o r purposes of 

c l a r i f i c a t i o n , I t h i n k I can help -- I t h i n k I understand 

what you're s a y i n g . I n order t o understand how those 

minimums were s e t , I ' d have t o look a c t u a l l y a t the recor d 

f o r those s p e c i f i c cases t h a t set the o r d e r s . Now, I've 

not asked those records be i n c o r p o r a t e d because I don't 

b e l i e v e they are necessary. But I t h i n k those records w i l l 

r e f l e c t t h a t , i n f a c t , those p o o l s , the p r o d u c t i o n i n those 

p o o l s , has been a r t i f i c i a l l y l i m i t e d by the a l l o w a b l e 

system and t h e r e f o r e a l l o w a b l e s were r a i s e d t o ensure t h a t , 

i n f a c t , d i d not happen i n those p o o l s . 

So t h a t ' s -- h o p e f u l l y t h a t e x p l a i n s the answer 

t o your q u e s t i o n . 

MR. CAMP: Yes. The concern i s i f you are s e t t i n g a 

minimum, and we can't send p r o d u c t i o n i n excess of demand, 

we have t o be very c a r e f u l about t h a t because t h a t would be 

the waste you s t a r t e d out t h i s whole c o n v e r s a t i o n w i t h . 

THE WITNESS: These cases both came t o h e a r i n g , and 

they were -- the pr o p o s a l was discussed t h e r e , and the law 

was c o n s i d e r e d when the order was sig n e d . And, you know, 

i f someone found t h a t they weren't o p e r a t i n g a c c o r d i n g t o 

the s t a t u t e s , they could come f o r w a r d and request changes 

i n those. I t was the e x p e c t a t i o n t h a t those o r d e r s would 

not -- would not v i o l a t e the waste s t a t u t e . 

MR. CAMP: Thank you. I have no f u r t h e r q u e s t i o n s 
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COMMISSIONER LEMAY: Thank you, Mr. Camp. A d d i t i o n a l 

q u e s t i o n s of the witness? 

Commissioner Weiss. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I s a nom i n a t i o n a c o n t r a c t ? 

A. No, s i r . I don't b e l i e v e i t ' s a c o n t r a c t . I 

b e l i e v e i t ' s a f o r e c a s t . 

Q. I t might not have a l o t of v a l i d i t y t h e n ; i s 

t h a t what you're t e l l i n g me? 

A. I d i d n ' t mean t o say t h a t , s i r . 

COMMISSIONER WEISS: That was my q u e s t i o n , thank you. 

EXAMINATION 

BY COMMISSIONER LEMAY: 

Q. Mr. Morrow, t h e r e a g a i n , on no m i n a t i o n s , j u s t 

because they were j u s t r e c e n t l y s u b m i t t e d , i s t h e r e any 

backup i n f o r m a t i o n t h a t they supply t o you w i t h the 

no m i n a t i o n s , or i s i t s t r i c t l y the p i p e l i n e s -- I won't 

c a l l i t a guess but maybe a c a l c u l a t i o n or e s t i m a t e as t o 

what gas would be needed from those f i e l d s t o supply the 

demand t h a t I guess t h e y ' r e e s t i m a t i n g a t the othe r end? 

A. I would expect t h a t i t would be or t h a t i t i s . 

I n coming i n w i t h j u s t as raw numbers w i t h o u t any --

w i t h o u t a l o t of backup or j u s t i f i c a t i o n as t o why they 

might have i n c r e a s e d or decreased. They're j u s t f u r n i s h e d 
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as nominations or f o r e c a s t s . 

Q. I see. With o u t any backup j u s t i f i c a t i o n i s what 

you're saying? 

A. Yes, s i r , t h a t ' s r i g h t . 

Q. I s i t o n l y the p i p e l i n e s t h a t have chosen to 

nominate t o date or do you get any nominations from 

purchasers a t a l l ? 

A. I don't b e l i e v e t h e r e are any purchaser 

nominations i n c l u d e d i n here. There are some cases where 

the purchaser i s a l s o the t r a n s p o r t e r -- I mean the -- d i d 

you ask purchasers or t r a n s p o r t e r s ? 

Q. I was t h i n k i n g of purchasers t h a t were not 

t r a n s p o r t e r s . Do they ever nominate? 

A. Some spot market nominations do come i n and have 

come i n i n the p a s t , but t h e r e ' s none i n c l u d e d i n those 

nominations t h a t are shown on l i n e 2 here today. 

Q. I see. Then i s i t your u n d e r s t a n d i n g or do the 

p i p e l i n e s i n d i c a t e t h a t the gas t h e y ' r e n o m i n a t i n g i s both 

t r a d i t i o n a l system sales gas as w e l l as t r a n s p o r t a t i o n gas 

t h a t they are t r a n s p o r t i n g on b e h a l f of purchasers and 

markets? 

A. Yes, s i r , t h a t ' s my u n d e r s t a n d i n g of the 

no m i n a t i o n . 

COMMISSIONER LEMAY: Thank you. Are t h e r e any other 

q u e s t i o n s of Mr. Morrow? 
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Mr. S t o v a l l . 

MR. STOVALL: Mr. Chairman, I j u s t want to do couple 

of c l a r i f i c a t i o n q u e s t i o n s . 

REDIRECT EXAMINATION 

BY MR. STOVALL: 

Q. Again the purpose of t h i s i s -- t h a t I t h i n k we 

make i t v e r y c l e a r , i s t h i s not c o r r e c t , Mr. Morrow, t h a t 

the d i v i s i o n i s not a d v o c a t i n g any s p e c i f i c l e v e l of 

a l l o w a b l e . I t i s the i n t e n t of the d i v i s i o n and the 

purpose of the system t o attempt t o p r e d i c t an a p p r o p r i a t e 

l e v e l of demand f o r each p o o l , and then a l l o c a t e t h a t 

demand amongst the w e l l s i n the pool so t h a t each have a 

f a i r share t o produce i n t o the market; i s t h a t c o r r e c t ? 

A. Yes, s i r . Our i n t e r e s t i s t o get i t r i g h t , have 

a c o r r e c t a l l o w a b l e assigned. 

Q. I t h i n k you i n d i c a t e d t o Mr. K e l l a h i n t h a t you 

sim p l y s t a r t — as a s t a r t i n g p o i n t took l a s t year's s a l e s , 

made some adjustments i n each p o o l , v a r y i n g w i t h the 

d i f f e r e n t , but w i t h the i n f o r m a t i o n you have a v a i l a b l e to 

t r y t o come up w i t h a number from which the commission can 

s t a r t t o make whatever adjustments are a p p r o p r i a t e based on 

whatever i n f o r m a t i o n i s r e c e i v e d d u r i n g t h i s n o mination 

h e a r i n g process? 

A. Yes, s i r . I ' d expect we would look at -- you 

know, data t h a t i s a v a i l a b l e t o us. I f n o m i n a t i o n s , f o r 
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i n s t a n c e , came i n much hi g h e r than the w e l l s had the 

c a p a c i t y t o produce, then I'm sure they'd want t o know t h a t 

a l s o . 

Q. J u s t one ot h e r q u i c k q u e s t i o n . Mr. Camp was 

t a l k i n g about the comparison t a b l e on E x h i b i t 3. I s i t 

c o r r e c t t o say i n l o o k i n g a t E x h i b i t 3 the i m p o r t a n t --

c r i t i c a l f a c t o r i s r e a l l y not the pool a l l o w a b l e or the 

pool s a l e s , but r a t h e r the F l or -- and/or F l and F2 

f a c t o r s i n d i s t r i b u t i n g --

A. F l and F2 f a c t o r s w i l l be the bottom l i n e . I f 

we get those r i g h t , then e v e r y t h i n g e l s e w i l l f a l l i n t o 

p l a c e . 

Q. I n f a c t , t h a t pool a l l o w a b l e i n c l u d e s 

nonmarginal w e l l s and t h e r e may be a d i f f e r e n c e -- F l or F2 

may be d i f f e r e n t because t h e r e are d i f f e r e n t numbers of 

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

A. W e l l , i t w i l l v a r y because of t h a t . But I would 

expect t h a t the F l and F2 t h a t we addressed here today 

would be the ones t h a t are on t h i s sheet, and then any 

changes t h a t were proved t o be needed, added -- you know, 

a d d i t i o n s or s u b t r a c t i o n s from those would be what the 

commissioners would p r o b a b l y f i n a l l y come up w i t h . 

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

COMMISSIONER LEMAY: Thank you, Mr. S t o v a l l . 

Commissioner Weiss. 
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COMMISSIONER WEISS: I'm confused. 

THE WITNESS: Yes, s i r . 

EXAMINATION (Resumed) 

BY COMMISSIONER WEISS: 

Q. On t h i s n o m i n a t i o n , does i t have -- I don't 

understand, f o r i n s t a n c e , how they can nominate -- someone 

can nominate t w i c e what the p r o d u c t i o n was l a s t year or the 

s a l e s , w i t h o u t some s u p p o r t i n g evidence. You say t h a t ' s 

the way i t ' s done? 

A. That's the way i t ' s done. You know, i t would be 

pr o b a b l y something t h a t -- i f we go ahead and use t h a t 

n o m i n a t i o n , i f i t ' s t w i c e as much as i t appears t h a t i t 

should be, we p r o b a b l y might want t o c a l l them and ask them 

f o r some s u p p o r t i n g i n f o r m a t i o n b e f o r e we acted on t h a t 

nomi na t i o n . 

COMMISSIONER WEISS: Very good. That's c l e a r . 

COMMISSIONER LEMAY: A d d i t i o n a l q u e s t i o n s ? I f n o t , 

the w i t n e s s may be excused. Thank you, Mr. Morrow. 

Do you have any a d d i t i o n a l witnesses? 

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

COMMISSIONER LEMAY: I t h i n k we can c o n t i n u e . 

Mr. Carr, would you care t o present your witness? 

Let me ask a q u e s t i o n here. You've 15, 20, 30 

minutes? Do you have any idea? 

MR. CARR: Probably 15 t o 20 minutes. 
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COMMISSIONER LEMAY: Why don't we take a break now 

the n , b e f o r e you come on, because we w i l l have a few more 

witnesses and statements. Let's take about a 15-minute 

break and resume here at 10:45. 

(At 10:25 a.m. a recess was taken.) 

COMMISSIONER LEMAY: We w i l l c o n t i n u e . Mr. Carr. 

MR. CARR: May i t please the examiner, Unocal has one 

w i t n e s s , Paul West. We have seven e x h i b i t s . I have about 

10 copies of the e x h i b i t s . I am having a d d i t i o n a l copies 

made t h a t w i l l be here i n j u s t a few minutes. 

COMMISSIONER LEMAY: You may c o n t i n u e . 

PAUL WEST, 

the Witness h e r e i n , having been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your name f o r the r e c o r d , 

please? 

A. Paul west. 

Q. Mr. West, where do you re s i d e ? 

A. Farmington, New Mexico. 

Q. By whom are you employed? 

A. Union O i l Company of C a l i f o r n i a doing business 

as Unocal. 

Q. What p o s i t i o n do you h o l d w i t h Unocal? 
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A. D i s t r i c t p r o d u c t i o n s u p e r i n t e n d e n t -- manager, 

excuse me. 

Q. As d i s t r i c t p r o d u c t i o n manager does your 

geographic area of r e s p o n s i b i l i t y i n c l u d e the San Juan 

Basin? 

A . Yes, i t doe s. 

Q. Could you ver y b r i e f l y review f o r the commission 

your e d u c a t i o n a l background and then summarize your work 

expe r i ence ? 

A. B.S. i n c i v i l e n g i n e e r i n g from Mexico State and 

been w i t h Unocal f o r 22 y e a r s , p r o d u c t i o n o p e r a t i o n s and 

c o n s t r u c t i o n i n Texas, C a l i f o r n i a , Alaska and New Mexico. 

Q. Do your c u r r e n t d u t i e s w i t h Unocal r e q u i r e t h a t 

you become and st a y f a m i l i a r w i t h the procedures u t i l i z e d 

by the O i l Co n s e r v a t i o n D i v i s i o n t o set a l l o w a b l e s from the 

p r o r a t e d pools i n the San Juan Basin? 

A. Yes. 

Q. Does Unocal operate w e l l s i n the p r o r a t e d pools 

i n the basin? 

A. Yes. 

Q. Do you have any w e l l s i n the Ta p a c i t o pool? 

A. No, we do n o t . 

Q. But you have w e l l s i n a l l others? 

A. Yes. 

Q. Have you reviewed the p r e l i m i n a r y a l l o w a b l e 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

52 

e s t i m a t e s d i s t r i b u t e d by the O i l C o n s e r v a t i o n D i v i s i o n 

e a r l y t h i s month w i t h i t s memorandum e x p l a i n i n g the 

procedures u t i l i z e d ? 

A. Yes , I have. 

Q. And have you s t u d i e d these e s t i m a t e s and 

compared these e s t i m a t e s w i t h the a b i l i t y of Unocal w e l l s 

to produce i n the p r o r a t e d pools i n the San Juan Basin? 

A. Yes, I have. 

Q. Have you prepared e x h i b i t s t h a t demonstrate the 

impact of the proposed p r e l i m i n a r y a l l o w a b l e should they be 

become f i n a l on Unocal's p r o p e r t i e s i n the basin? 

A. Yes. 

MR. CARR: Are the w i t n e s s ' q u a l i f i c a t i o n s acceptable? 

COMMISSIONER LEMAY: The w i t n e s s i s q u a l i f i e d t o 

pres e n t t e s t i m o n y , t h a t ' s c o r r e c t . 

Q. (By Mr. Carr) Mr. West, f i r s t I ' d l i k e you t o 

r e f e r t o what has been marked as Unocal E x h i b i t No. 1, and 

si m p l y , b e f o r e we go i n t o the d e t a i l s , s t a t e the 

c o n c l u s i o n s and recommendations of Unocal based on your 

study? 

A. Yes, t h i s i s our summary comments, a f t e r doing a 

review of the p r e l i m i n a r y e s t i m a t e s , and the c o n c l u s i o n s 

are as t h a t w i t h OCD's e s t i m a t e s f o r A p r i l t h r o u g h 

September of '91 t h a t we w i l l be s i g n i f i c a n t l y impacted on 

our Basin Dakota p o o l . We w i l l have t o reduce sales and t o 
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a s m a l l e r e x t e n t we w i l l a l s o have t o reduce sales i n the 

Blanco Mesaverde p o o l . 

Q. What are you going t o request the d i v i s i o n do 

today? 

A. We would l i k e t o request t h a t the OCD set higher 

a l l o c a t i o n s f o r A p r i l t hrough September, h i g h e r than t h e i r 

e s t i m a t e s , i n order f o r us t o produce a t a p p r o x i m a t e l y the 

same l e v e l s as we were able t o i n 1990. 

Q. Let's go t o Unocal E x h i b i t No. 2, and I ' d ask t o 

f i r s t i d e n t i f y t h i s and then review i t f o r the commission. 

A. This i s a d e t a i l look of how we see the 

p r e l i m i n a r y e s t i m a t e s a f f e c t i n g us. And as I mentioned on 

i t s summary, t h a t the most s i g n i f i c a n t impact i s i n the 

Basin Dakota. And what t h i s amounts t o i s t h a t of our 

nonmarginal Basin Dakota w e l l s t h a t 65 per c e n t of them, i f 

we were t o produce i n '91 i n t h i s A p r i l t h r o u g h September 

time frame a t the same l e v e l as we d i d i n 1990, t h a t we 

would overproduce on 65 per c e n t of those nonmarginal w e l l s . 

Q. Let's go t o the second block of i n f o r m a t i o n on 

t h i s e x h i b i t . 

A. This i s l o o k i n g a t t h a t same 65 per c e n t 

p o p u l a t i o n of nonmarginal w e l l s , which would overproduce at 

those l i m i t s . The a c t u a l p r o d u c t i o n i n 1990 i n t h a t time 

frame was 75 m i l l i o n per month. I n 1990 we had an 

a l l o c a t i o n f o r those w e l l s of 91 m i l l i o n , and t h i s would 
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equate -- t h i s d i d equate t o underproducing those w e l l s by 

16 m i l l i o n a month. 

I need t o p o i n t out here t h a t d u r i n g t h i s A p r i l 

t h rough September time frame, we do need t o underproduce 

w e l l s . We're doing two t h i n g s t h e r e ; we're b a l a n c i n g 

o v e r p r o d u c t i o n from the p r e v i o u s w i n t e r and a l s o saving up 

a l l o w a b l e f o r the coming w i n t e r i n t h a t time frame. 

The number a t the bottom of the page i s l o o k i n g 

at what would have happened t o us or what w i l l happen t o us 

t h i s year w i t h the '91 OCD e s t i m a t e d -- p r e l i m i n a r y 

e s t i m a t e s c a l c u l a t i o n i f we produced a t the same l e v e l , and 

i t equates t o 11 1/2 m i l l i o n a month o v e r p r o d u c t i o n . And 

here, a g a i n , t h i s i s i n a p e r i o d of time t h a t we need to be 

underpro d u c i n g i n order t o use our swing and s e l l gas i n 

the w i n t e r months when both the p r i c e and demand are a l o t 

b e t t e r . 

Q. I s i t Unocal's d e s i r e t o produce d u r i n g 1991 at 

l e v e l s comparable t o what they produced i n 1990? 

A. Yes, i t i s . At t h i s p o i n t we would p l a n t o 

produce a t the same l e v e l s and would l i k e t o have 

a l l o c a t i o n s t o a l l o w us t o do t h a t . 

Q. I f a l l o w a b l e s are set equal t o the e s t i m a t e s 

t h a t we're now l o o k i n g a t , does t h i s a c t u a l l y mean t h a t 

p r o d u c t i o n i s a c t u a l l y going t o be reduced i n the Basin 

Dakota pool? 
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A. I t would be reduced. We, of course, have the 12 

times over allowance on -- on when we c u r t a i l p r o d u c t i o n . 

We would e i t h e r by management d e c i s i o n c u r t a i l p r o d u c t i o n 

i n t h i s time frame. I f we d i d n o t , then we would be f o r c e d 

to i n the next six-month p e r i o d . 

Q. Let's go now t o E x h i b i t No. 3 and I ' d ask you to 

review t h a t , p l ease. 

A. This i s encompassing our su g g e s t i o n of the 

changes t h a t we would l i k e t o see or t h a t we would have to 

see i n the Basin Dakota pool i n order t o accomplish our 

o b j e c t i v e s of having the same a l l o c a t i o n t h a t we d i d the 

p r e v i o u s year. The l e f t column of f i g u r e s under OCD 

p r e l i m i n a r y e s t i m a t e s are i d e n t i c a l t o the numbers found on 

the page presented i n e a r l i e r t e s t i m o n y f o r t h a t p a r t i c u l a r 

p ool . 

S t a r t i n g a t the top w i t h the average sales 

f i g u r e f o r the a c t u a l time frame of A p r i l t hrough September 

i n '90, the a d m i n i s t r a t i v e adjustment t h a t the OCD i s using 

i n t h e i r e s t i m a t e s of 700 m i l l i o n , then from t h a t the 

ma r g i n a l p r o d u c t i o n s u b t r a c t i o n of a l i t t l e over 5 b i l l i o n 

f e e t , and t h a t i s a c t u a l l y the f i g u r e f o r October through 

December 1990. That was s e l e c t e d f o r t h a t m a r g i n a l 

s u b t r a c t i o n . And then from the d i f f e r e n c e t h e r e i s where 

the F l , F2s are computed from. 

Q. When we look a t t h i s m a r g i n a l p r o d u c t i o n f i g u r e 
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f o r October t h r o u g h December 1990, i n your o p i n i o n i s t h a t 

a r e p r e s e n t a t i v e f i g u r e of the k i n d of mar g i n a l p r o d u c t i o n 

you would expect from t h i s pool? 

A. Not f o r the time frame t h a t we're l o o k i n g a t , 

A p r i l t h r o u g h September. The na t u r e of the p r o d u c t i o n 

s w i n g i n g from w i n t e r t o summer, whether you're t a l k i n g 

about e s t a b l i s h i n g a l l o w a b l e s i n t h i s A p r i l t o September 

time frame or another time frame, i n t h i s p a r t i c u l a r case 

the m a r g i n a l p r o d u c t i o n f o r t h a t October th r o u g h December 

time frame was h i g h as compared t o the ot h e r q u a r t e r s of 

the year. What i t amounts t o i s l e a v i n g a very low number 

from which t o compute the F l and F2 f a c t o r s . I n t h i s case 

i t t u r n e d out i n d e v e l o p i n g F l s and F2s t h a t were f a r below 

l a s t year. 

We would contend t h a t i t would be b e t t e r t o use 

the m a r g i n a l s u b t r a c t i o n from the same time frame as the 

sales f i g u r e t h a t ' s r e p r e s e n t e d i n the f i r s t l i n e . And i n 

t h i s case t h a t would be our number on the r i g h t s ide of the 

page of 4 1/2 BCF. 

Q. Would you j u s t go thro u g h the f i g u r e s on the 

r i g h t column and show what Unocal's recommendation i s ? 

A. On the r i g h t s i d e , t h a t i t would be our 

sug g e s t i o n of adjustments t o make i n the procedure. Number 

one being t h a t m a r g i n a l p r o d u c t i o n f i g u r e of a c t u a l l y u s i n g 

the time p e r i o d t h a t the p r o d u c t i o n comes from f o r pr e v i o u s 
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year. We would suggest t h a t f o r a l l p o o l s , t h a t t h a t -- i f 

you don't do t h a t , because of the swings t h a t might occur, 

the nonmarginal a l l o w a b l e l i n e as i t ' s t i t l e d may be very 

h i g h or ver y low. I t j u s t k i n d of opens up t o a game of 

chance as t o where the f i g u r e might go. We would assume --

we would recommend t h a t t h a t be f o r the same time p e r i o d 

t h a t p r o d u c t i o n comes from. 

With t h a t number we have looked a t the Fls and 

F2s t h a t we would need t o p r o v i d e us the a l l o c a t i o n t h a t we 

would l i k e t o have i n '91 which would a l l o w us the same 

p r o d u c t i o n s we had i n '90. And t o develop the Fls and F2s 

t h a t we suggest t h e r e would r e q u i r e an a d m i n i s t r a t i v e 

adjustment of 1 b i l l i o n f e e t of gas r a t h e r than 700 m i l l i o n 

as was i n the p r e l i m i n a r y e s t i m a t e s . 

Q. A n y t h i n g f u r t h e r w i t h E x h i b i t 3. 

A. No. 

Q. Let's move now t o Unocal E x h i b i t No. 4, the 

i n f o r m a t i o n on Blanco Mesaverde pool and I again would ask 

you t o review t h i s f o r the commission. 

A. This i s the same k i n d of a look a t the Blanco 

Mesaverde p o o l . As I mentioned the r e s t r i c t i o n s from 1990 

l e v e l of p r o d u c t i o n are much l e s s i n t h i s pool i n 

p r e l i m i n a r y e s t i m a t e s than they were i n the Dakota p o o l . 

But going through the same f i g u r e s , the column on the l e f t 

i s the OCD p r e l i m i n a r y e s t i m a t e s . 
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Once a g a i n , we would suggest t h a t the margina l 

s u b t r a c t i o n should be from the same time p e r i o d as the 

sale s comes from. I n t h i s case, as you can see, i t ' s 

r e l a t i v e l y f l a t and has l i t t l e impact. To get the Fls and 

F2s t h a t we would need t o prevent c u r t a i l m e n t of p r o d u c t i o n 

over what we had i n '90, we would have t o have an 

a d m i n i s t r a t i v e adjustment of 3 BCF r a t h e r than 2 BCF t h a t 

are i n the p r e l i m i n a r y e s t i m a t e s . 

Q. Let's now go t o E x h i b i t No. 5. 

A. E x h i b i t 5 i s t o i l l u s t r a t e what t h i s a c t u a l l y 

means t o us on a w e l l from the p r e v i o u s t h i n g s here t h a t 

I've d i s c u s s e d . Looking a t the -- a t the impacts of a 

t y p i c a l w e l l of the two p o o l s , u s i n g the OCD p r e l i m i n a r y 

e s t i m a t e and the '90 a c t u a l a l l o c a t i o n , and then our 

su g g e s t i o n f o r a change. I n t h i s example we're u s i n g the 

average w e l l of our nonmarginal p r o r a t i o n u n i t s i n the 

Basin Dakota pool and i n the Mesaverde p o o l . 

What i t equates t o i s i f we use the OCD 

p r e l i m i n a r y e s t i m a t e s as they a r e, our average w e l l would 

have an a l l o w a b l e of 154 MCF a day. We a c t u a l l y had i n 

1990 211 MCF a day, and our s u g g e s t i o n here would g i v e us 

209 MCF a day. Then on the Mesaverde p o o l , the numbers are 

f o r the OCD e s t i m a t e 230 MCF a day, and our a c t u a l 

a l l o c a t i o n was 262 i n 1990, and our su g g e s t i o n would y i e l d 

us 258. 
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Q. Mr. West, l e t ' s now go t o E x h i b i t No. 6, and 

review your c a l c u l a t i o n s f o r the South Blanco P i c t u r e C l i f f 

p ool ? 

A. I n l o o k i n g a t the South Blanco P i c t u r e C l i f f s 

p o o l , the F l s and F2s, which I t h i n k was p r e v i o u s l y 

d i scussed i n ot h e r t e s t i m o n y , are about the same as they 

were the p r e v i o u s year, and we have r e a l l y no r e a l issue 

w i t h those a t t h i s t i m e . This sheet i s si m p l y a suggestion 

of once again r e v e r t i n g t o the more a p p r o p r i a t e p e r i o d f o r 

making the m a r g i n a l p r o d u c t i o n s u b t r a c t i o n , which i n t h i s 

case would y i e l d a l e s s e r r e q u i r e d a d m i n i s t r a t i v e 

a d j u s t m e n t . 

Q. Would you i d e n t i f y the i n f o r m a t i o n on E x h i b i t 

No . 7? 

A. E x h i b i t 7 we o f f e r as j u s t documentation of the 

f i g u r e s t h a t we developed on E x h i b i t 2. So t h a t i f anyone 

needed t o cross-check the f i g u r e s t h a t we developed t h e r e , 

the p r o r a t i o n books from those w e l l s would i n d i c a t e those 

f i g u r e s . 

Q. I n your o p i n i o n , do the e s t i m a t e s t h a t have been 

p r o v i d e d by the OCD r e p r e s e n t reasonable a l l o w a b l e l i m i t s 

f o r the Blanco Mesaverde and the Basin Dakota pools f o r the 

next six-month p e r i o d ? 

A. No, I t h i n k we're s h o r t . 

Q. Do you have an o p i n i o n as t o whether or not 
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u s i n g nominations as a bas i s f o r s e t t i n g a l l o w a b l e s i s a 

f a i r way t o approach t h i s problem? 

A. Yes, I do. 

Q. What i s t h a t ? 

A. I have a concern t h a t u s i n g nominations i s n ' t 

f a i r t o the producers t o be used as a b a s i s of s e t t i n g the 

a l l o c a t i o n s . D i f f e r e n t producers under the p r i c i n g t h a t 

we're now r e c e i v i n g f o r gas can make a d e c i s i o n from t h e i r 

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

a l l o c a t i o n amount — no m i n a t i o n amount. I f the 

c a l c u l a t i o n s are reduced as a r e s u l t of some producers 

w a n t i n g s m a l l e r n o m i n a t i o n s , then producers who choose t o 

co n t i n u e t o s e l l gas at a f u l l - o u t l e v e l or up t o t h e i r 

l e v e l -- t h e i r a l l o c a t i o n s w i l l a l l o w -- would be 

p e n a l i z e d , and even our own company might make a d e c i s i o n 

at one p o i n t not s e l l t o gas a t some low p r i c e ; but we 

don't f e e l l i k e making a nomi n a t i o n low, ther e b y an 

a l l o c a t i o n low should impact a producer who chooses to s e l l 

gas . 

Q. Do you have an o p i n i o n whether or not you would 

be able t o s e l l more gas w i t h the h i g h e r a l l o w a b l e r a t e s 

you are recommending? 

A. Yes, we w i l l be able t o s e l l more gas than the 

es t i m a t e s w i l l a l l o w . 

Q. I n f a c t , w i t h o u t p r o r a t i o n i n g a t a l l you would 
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be able t o s e l l s u b s t a n t i a l l y more gas, wouldn't you? 

A. We would be able t o s e l l more gas w i t h o u t 

p r o r a t i o n a t a l l from e x i s t i n g w e l l s , and we'd a l s o be f r e e 

t o d r i l l w e l l s more r e a d i l y . 

Q. As the p r o r a t i o n i n g system now works o n l y those 

b e t t e r w e l l s i n the p r o r a t e d pools are the ones t h a t are 

e x p e r i e n c i n g s t a t e order c u r t a i l m e n t ; i s n ' t t h a t c o r r e c t ? 

A. That's t r u e . 

Q. I n your o p i n i o n i f the a l l o w a b l e l i m i t s t h a t are 

recommended by Unocal i n these p o o l s , i f they were adopted, 

would the c o r r e l a t i v e r i g h t s of any i n t e r e s t owner i n the 

pool be a d v e r s e l y a f f e c t e d ? 

A. No, they would n o t . 

Q. You b e l i e v e t h a t a d o p t i n g the recommendations of 

Unocal -- would a d o p t i n g the recommendations of Unocal 

r e s u l t i n the waste of hydrocarbons i n any pool? 

A. No, i t would n o t . 

Q. I f you would j u s t again b r i e f l y summarize your 

recommendation t o t h i s commission. 

A. The recommendation would be t o set the 

a l l o c a t i o n s c o n s i s t e n t w i t h what we had i n 1990, so t h a t we 

can produce a t t h a t l e v e l . 

Q. W i l l Unocal be able t o produce at t h a t l e v e l i f 

the a l l o w a b l e s w i l l p e r m i t ? 

A. Yes, we w i 1 1 . 
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Q. Were E x h i b i t s 1 through 7 prepared by you? 

A. Yes, they were. 

MR. CARR: At t h i s t i m e , i f i t please the Commission, 

we would o f f e r Unocal E x h i b i t s 1 through 7. 

COMMISSIONER LEMAY: Unocal E x h i b i t s 1 through 7 w i l l 

be a d m i t t e d t o the re c o r d w i t h o u t o b j e c t i o n . 

(Unocal E x h i b i t s 1 thro u g h 7 were 

a d m i t t e d i n evidence.) 

MR. CARR: I have n o t h i n g f u r t h e r on d i r e c t , 

Mr. Chai rman. 

COMMISSIONER LEMAY: Thank you, Mr. Carr. Some 

qu e s t i o n s of Mr. West from the audience? 

Yes, s i r . 

MR. CHAVEZ: Mr. Frank Chavez f o r OCD o f f i c e , Aztec. 

CROSS-EXAMINATION 

BY MR. CHAVEZ: 

A. Mr. West, i n comparing the Basin Dakota 

a l l o w a b l e -- I'm l o o k i n g a t the Basin Dakota a l l o w a b l e s 

t h a t were assigned f o r t h a t time p e r i o d i n A p r i l through 

September i n 1990, from Mr. Morrow's E x h i b i t No. 3. Do you 

agree w i t h h i s o p i n i o n t h a t the a l l o w a b l e s were too hi g h 

c o n s i d e r i n g t h a t the a l l o w a b l e s assigned were 9.4 BCF when 

the a c t u a l p r o d u c t i o n was 7.2. 

A. No, I wouldn't agree t h a t the a l l o w a b l e s were 

too h i g h and t h a t ' s by the na t u r e of the system. I f you 

HUNNICUTT REPORT!M G 
SUSAN G. PTACEK, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

6_8 

were t o reduce a l l o c a t i o n t o the p o i n t t h a t s ales would 

always equal t h a t l e v e l , w i t h everybody t r y i n g t o produce, 

the good w e l l s i n the pool would be r e s t r i c t e d t o v e r y , 

v e r y low per c e n t of t h e i r c a p a c i t y . And the reason why 

t h a t happens i s because the poorer w e l l s , i f you set the 

Fls and F2s where you have a l e s s e r r e s t r i c t i o n on good 

w e l l s , you do have a abundance and an excess a l l o w a b l e i n 

the poorer w e l l s . I t ' s j u s t the na t u r e of the system. 

The formulas t h a t go i n t o both the p r o r a t i o n 

r u l e s as f a r as a l l o c a t i o n and the formulas t h a t are also 

i n the d e l i v e r a b i l i t y c a l c u l a t i o n on the t e s t i n g w e l l s i s 

such t h a t i t ' s not t o t a l l y e q u i t a b l e between a l l w e l l s i n 

the p o o l . I n o t h e r words, i f i t were t o t a l e q u i t a b l e and 

every w e l l were a l l o w e d t o make 85 per c e n t of t h e i r 

c a p a c i t y , t h a t would be an e q u i t a b l e system, but the one we 

have may r e s t r i c t good w e l l s t o 60 per c e n t of t h e i r 

c a p a c i t y and not r e s t r i c t poorer w e l l s a t a l l . I t ' s j u s t 

the n a t u r e of the c a l c u l a t i o n . 

MR. CHAVEZ: Thank you. 

COMMISSIONER LEMAY: Thank you, Mr. Chavez. 

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

EXAMINATION 

BY COMMISSIONER LEMAY: 

Q. Mr. West. I'm t r y i n g t o get a f e e l here f o r the 

d i f f e r e n c e between the a l l o w a b l e and the pool s a l e s i n the 
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Basin Dakota. At l e a s t from your company's p e r s p e c t i v e i s 

much of t h a t d i f f e r e n c e a choice by o p e r a t o r s not to 

produce t h e i r w e l l s because of p r i c e , t h e r e f o r e having the 

c a p a b i l i t i e s of h i g h e r p r o d u c t i o n and should s t i l l be 

a l l o t t e d t h a t o p p o r t u n i t y through the six-month a l l o c a t i o n 

p e r i o d ? 

A. As I answered Mr. Chavez' q u e s t i o n , t h a t i s p a r t 

of the i s s u e . The ot h e r one i s t h a t i n t h i s time p e r i o d , 

as I t e s t i f i e d , we do need t o underproduce i n t h i s 

p a r t i c u l a r six-month s t r e t c h i n order t o balance 

o v e r p r o d u c t i o n we've had from the f i r s t p a r t — from the 

pr e v i o u s w i n t e r and save a l l o w a b l e t o use i n the ensuing 

w i n t e r . 

Q. I guess t h a t ' s what I am t r y i n g t o get a t , the 

s t r a t e g y has been h i s t o r i c a l l y t o not use as b i g a 

percentage of the market so t o speak d u r i n g the shoulder 

months and summer months so t h a t you can capture as l a r g e a 

share of the market as p o s s i b l e i n the w i n t e r when the 

p r i c e i s hig h e r ? 

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

Q. I s t h a t -- what you're saying then i s the 

a l l o w a b l e should be hi g h enough t o do t h a t i f you choose t o 

reverse t h a t s t r a t e g y -- I mean i f you had the ch o i c e , 

would you capture as much market as p o s s i b l e d u r i n g the 

summer and shoulder months as you c o u l d , i f you weren't 
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c u r t a i l e d i n the w i n t e r ? 

A. That's k i n d of a dynamic q u e s t i o n t h e r e as f a r 

as what the s t r a t e g y would be. Over the l a s t few years 

t h a t we have been i n the San Juan Bas i n , we have always 

used the a l l o c a t i o n a l l o w e d us t h a t we have t o manage our 

p r o d u c t i o n from summer t o w i n t e r . I n ot h e r words, we use 

t h a t as our v e h i c l e f o r how much we produce i n the w i n t e r 

and how l i t t l e we produce i n the summer. 

I f we d i d n ' t have a p r o r a t i o n system, we would 

s t i l l p r o b a b l y swing, but the v e h i c l e then would be our 

p r o j e c t i o n of p r i c e s and a l s o w e l l s t h a t might respond 

b e t t e r i n the months t h a t he t h i n k p r o d u c t i o n -- or t h a t 

the p r i c e might be b e t t e r . We'd shut i n a w e l l and 

pressure i t up and ther e b y be able t o produce more gas. 

I t ' s k i n d of a c o n f u s i n g q u e s t i o n what we would do w i t h o u t 

p r o r a t i o n , but w i t h p r o r a t i o n t h a t ' s the o n l y t h i n g t h a t ' s 

r e a l l y c o n t r o l l e d our l e v e l of p r o d u c t i o n . 

Q. So i t ' s a combin a t i o n p r i c e and a l s o saving 

a l l o w a b l e f o r the time you t h i n k you can get the best 

p r i c e ? 

A. That's r i g h t . We t r y t o manage the a l l o c a t i o n 

process. Of course, the 12 times over p r o d u c t i o n allowance 

i s the v e h i c l e w i t h i n the p r o r a t i o n r u l e s t h a t a l l o w s us t o 

do t h a t . 

Q. We co u l d s t i l l a l l o w you t o do t h a t under our 
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c u r r e n t six-month p r o r a t i o n p e r i o d ? 

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

COMMISSIONER LEMAY: That i s a l l I have. Thank you, 

ve r y much, Mr. West. 

Any a d d i t i o n a l w i t n e s s e s , Mr. Carr? 

MR. CARR: That's my o n l y w i t n e s s . 

COMMISSIONER LEMAY: Thank y o u . Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, at t h i s time I would l i k e 

t o c a l l Mr. Louis Jones. Mr. Jones i s a petrol e u m engineer 

and the p r o r a t i o n s p e c i a l i s t f o r M e r i d i a n O i l Company, 

Farmington, New Mexico. 

LOUIS JONES, 

the Witness h e r e i n , having been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Jones, f o r the r e c o r d , would you please 

s t a t e your name and occupation? 

A. I'm Louis Jones, r e g i o n a l p r o d u c t i o n manager, 

M e r i d i a n O i l Company, Farmington, New Mexico. 

Q. Mr. Jones, summarize f o r us, i f you w i l l , your 

past experience and e x p e r t i s e i n h a n d l i n g the p r o r a t i o n i n g 

m a t t e r s f o r your company i n the San Juan Basin? 

A. I've been f a m i l i a r w i t h New Mexico p r o r a t i o n 

system since 1986, and have been i n v o l v e d i n two committees 
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t o r e w r i t e the r u l e s t h a t are i n place as we see them 

today. 

Q. As p r o d u c t i o n engineer f o r M e r i d i a n and f o r m e r l y 

f o r Tenneco O i l Company i n Denver, have you been a c t i v e l y 

i n v o l v e d on a r e g u l a r b a s i s i n the i m p l e m e n t a t i o n of the 

p r o r a t i o n i n g r u l e s and procedures i n h a n d l i n g your 

p r o d u c t i o n out of the Juan San Basin? 

A. Yes, I am. 

Q. Do you have some comments and suggestions t o the 

commission today concerning the l e v e l s of a l l o w a b l e s t o 

e s t a b l i s h f o r the A p r i l t o September p e r i o d of 1991? 

A. F i r s t of a l l — 

Q. Let me ask you i f you have an o p i n i o n or 

comments on t h a t s u b j e c t ? 

A. Yes, I do. 

MR. KELLAHIN: We tender Mr. Jones as an e x p e r t 

p r o r a t i o n engineer. 

COMMISSIONER LEMAY: His q u a l i f i c a t i o n s are accepted. 

Q. (By Mr. K e l l a h i n ) Let me d i r e c t your a t t e n t i o n 

f i r s t , Mr. Jones, t o the methodology a p p l i e d by the 

d i v i s i o n t o come up w i t h the procedures f o r e s t a b l i s h i n g 

those a l l o w a b l e s ? Do you have any comments or 

recommendations concerning the methods used? 

A. W e l l , I have a few comments. F i r s t of a l l , I 

t h i n k we're heading i n the r i g h t d i r e c t i o n . I t h i n k t h i s 
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six-month a l l o w a b l e i s going t o help us p l a n f o r our 

business. My hat's o f f t o , of course, t o Vic C l i n e s , Jim 

Morrow and the e n t i r e committee t h a t helped put t h i s 

t o g e t h e r . I'm ex t r e m e l y happy again w i t h the methodology. 

I j u s t had a few comments where I thought one of 

the pools may seem a l i t t l e low versus h i s t o r i c a l 

s t a n d a r d s , and t h a t ' s r e a l l y a l l I wanted t o say. 

Q. Let's focus your a t t e n t i o n on your e x p e r t i s e i n 

d e t e r m i n i n g the h i s t o r i c a l p r o d u c t i o n out of the v a r i o u s 

p o o l s . Let me ask you, f i r s t of a l l , t o comment on the 

Blanco Mesaverde p o o l . 

A. What I have done i s I've looked a t the l a s t 

seven-year average of our e n t i r e pool a l l o w a b l e . I d i d n ' t 

go back and look a t the p r o d u c t i o n , j u s t the pool 

a l l o w a b l e , and again the e n t i r e p o o l , doesn't i n c l u d e F l 

and F2 and m a r g i n a l , but j u s t t r y i n g t o get a good 

b a s e l i n e . 

Q. Did you do t h i s f o r each of the p r o r a t e d gas 

pools? 

A. For t h r e e of them i n the San Juan Basin 

n o r t h w e s t p o r t i o n of the s t a t e . 

Q. Which three? 

A. The Blanco Mesaverde, Basin Dakota and the 

Blanco P i c t u r e C l i f f s . 

Q. What was the p e r i o d of time a p p l i e d by you f o r 
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the h i s t o r i c a l review of past p r o d u c t i o n ? 

A. The l a s t seven years f o r the Blanco Mesaverde 

p o o l , the Basin Dakota p o o l , and the l a s t f i v e years f o r 

Blanco P i c t u r e C l i f f s s i m p l y because t h a t ' s a l l the data I 

had a v a i l a b l e t o me. 

Q. What d i d you f i n d ? 

A. I found i n the l a s t seven-year pool a l l o c a t i o n 

or a l l o w a b l e f o r the Blanco Mesaverde 14,122 m i l l i o n cubic 

f e e t of gas average per month, or 14.1 BCF per month over 

t h a t same A p r i l t h r o u g h September p e r i o d of the l a s t seven 

yea r s. 

Q. For which p o o l , t h i s i s the Mesaverde? 

A. Blanco Mesaverde p o o l . And the 1991 pro p o s a l 

f o r t h i s same s i x months i s 14,379 or put another way 

14.379 BCF, or w i t h i n 2 percent of the h i s t o r i c a l pool 

a l l o w a b l e s . So I f e e l v e r y good about the number f o r the 

Blanco Mesaverde. 

I want t o p o i n t o u t , t o o , t h a t over t h i s l a s t 

seven-year p e r i o d i s t h a t U.S. demand has stayed a t l e a s t 

f l a t or s l i g h t l y up. I t h i n k t h a t everyone i s w e l l aware 

the C a l i f o r n i a demand has in c r e a s e d d u r i n g t h i s p e r i o d . 

Q. Does M e r i d i a n have both the d e l i v e r a b i l i t y and 

the market demand exceeding the a l l o w a b l e proposed t o be 

assigned f o r the Blanco Mesaverde pool? 

A. We have c e r t a i n l y the c a p a b i l i t i e s t o exceed the 
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a l l o w a b l e s . The p o i n t I want t o make i s t h a t the proposed 

a l l o w a b l e at t h i s time i s reasonable, and I l i k e the 

methodology u t i l i z e d . 

Q. Let's t u r n your a t t e n t i o n now t o the Basin 

Dakota p o o l . 

A. Yes, s i r . Over the l a s t seven-year p e r i o d the 

same A p r i l t h r o u g h September time frame, the pool a l l o w a b l e 

was 9.236 BCF per month. The 1991 p r o p o s a l i s 7.9623 BCF 

per month, which i s a p p r o x i m a t e l y 16 percent lower than 

h i s t o r i c a l seven-year average. 

Q. You l i s t e n e d t o Mr. West's p r e s e n t a t i o n on 

b e h a l f of Unocal where he proposes an a d j u s t m e n t , an 

i n c r e a s e i n f a c t , f o r the a l l o w a b l e assigned t o the Basin 

Dakota p o o l , d i d you not? 

A. Yes. 

Q. Do you have any comments w i t h regards t o the 

l e v e l t h a t Mr. West proposes the adjustment be made f o r the 

Basin Dakota? 

A. I had a few comments. F i r s t of a l l , I t h i n k 

i t ' s h i s E x h i b i t 3, Mr. West's, you w i l l end up w i t h 

nonmarginal a l l o w a b l e under h i s s c e n a r i o of 3.735 BCF again 

f o r the nonmarginal w e l l s . What he d i d i s he switched 

around m a r g i n a l p r o d u c t i o n and then suggested a s l i g h t l y 

h i g h e r a d m i n i s t r a t i v e adjustment. You can achieve the 

exact same t h i n g by keeping the exact same methodology t h a t 
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you've used on a l l the pools and add one more BCF of 

a d m i n i s t r a t i v e adjustment. That would g i v e you -- again, 

i f you back i n t o i t , t h a t would g i v e you 2.755 p l u s 1.0 

would g i v e you 3.755, which i s v e r y , v e r y c l o s e t o h i s 

recommendation. 

And i f you d i d t h a t and then look a t the t o t a l 

pool a l l o w a b l e , t h a t then would be 8.963 f o r the 1991 

p r o p o s a l , versus h i s t o r i c a l number over the l a s t seven 

years of 9.236, so very c l o s e . So I would agree w i t h 

Mr. West's s u g g e s t i o n , j u s t another o p t i o n on how t o do i t . 

Q. I f we u t i l i z e your o p t i o n as opposed t o 

Mr. West's, and we go t o Mr. Morrow's E x h i b i t No. 2, 

D i v i s i o n E x h i b i t No. 2, and we look a t row 3 where i t has 

the adjustment column, the adjustment l i n e , and look over 

t o the f i r s t column f o r the Basin Dakota. 

A. Yes. 

Q. We've got 700,000 as the adjustment? 

A. Yes. 

Q. What would you put i n place of t h a t adjustment 

l e v e l i n order t o more c l o s e l y match the h i s t o r i c a l 

p r o d u c t i o n out of the Basin Dakota? 

A. Matching the h i s t o r i c a l , which would s t i l l be 

s l i g h t l y under, along w i t h matching Mr. West's p r o p o s a l , 

the a d m i n i s t r a t i v e adjustment then would be 1.7 m i l l i o n i n 

t h a t column you j u s t d e s c r i b e d . 
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Q. Would t h a t a l l o w a b l e of l e v e l a l l o w the 

o p e r a t o r s , i n c l u d i n g M e r i d i a n i n the Basin Dakota p o o l , a 

f a i r and e q u i t a b l e o p p o r t u n i t y t o meet t h e i r market demand 

or p r o d u c t i o n out of t h a t pool? 

A. Yes, s i r , i t would. 

Q. I n your o p i n i o n would i t v i o l a t e p o t e n t i a l 

c o r r e l a t i v e r i g h t s of any oth e r o p e r a t o r s o p e r a t i n g gas 

w e l l s i n t h a t pool? 

A. No, s i r . 

MR. KELLAHIN: That concludes the exa m i n a t i o n of 

Mr . Jones. 

COMMISSIONER LEMAY: Thank you, Mr. K e l l a h i n . Some 

qu e s t i o n s of Mr. Jones from the audience? 

EXAMINATION 

BY COMMISSIONER LEMAY: 

Q. As I understand your t e s t i m o n y , Mr. Jones, then 

you would say keep our system i n t a c t , but j u s t use our 

f l e x i b i l i t y i n the a d m i n i s t r a t i v e adjustment column t o 

r e f l e c t more the h i s t o r i c a l averages from these pools? 

A. Yes, s i r . 

Q. Have you n o t i c e d a n y t h i n g -- and t h i s i s p a r t of 

my ignorance -- but i n the Basin Dakota pool t o i n d i c a t e 

any poolwide d e c l i n e i n d e l i v e r a b i l i t y from the pool as a 

whole versus i t s maybe a b i l i t y t o produce a t t h i s 

h i s t o r i c a l average? What I am t r y i n g t o do i s compare 
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h i s t o r i c a l average t o what might had been considered a 

h i s t o r i c a l d e c l i n e from the pool? 

A. I don't have the evidence w i t h me. I f e e l 

somewhat c o m f o r t a b l e t h a t t h a t d e l i v e r a b i l i t y s t i l l e x i s t s . 

You can see t h a t the p r o d u c t i o n has been f l a t the l a s t 

couple of y e a r s . So I f e e l t h a t the d e l i v e r a b i l i t y i s 

s t i l l t h e r e . I don't have the evidence t o prove or 

di s p r o v e t h a t , Mr. LeMay. 

COMMISSIONER LEMAY: Any ot h e r q u e s t i o n s of the 

witness? Yes, Mr. Chavez. 

EXAMINATION 

BY MR. CHAVEZ: 

Q. Mr. Jones, l o o k i n g a t Mr. Morrow's E x h i b i t 

No. 3, the same q u e s t i o n I asked Mr. West b e f o r e you: Do 

you t h i n k t h a t the Basin Dakota r e c e i v e d too much a l l o w a b l e 

d u r i n g A p r i l t o September of 1990? 

A. I t may have been -- i t was s l i g h t l y h i g h versus 

h i s t o r i c a l because i t came out t o be t h a t -- over the 1990 

9.7 BCF. The h i s t o r i c a l i s 9.2, and the c u r r e n t 

recommendation i s 7.9 -- excuse me -- the recommendation by 

Mr. Morrow a t t h i s time was 7.9. Of course, our 

recommendation would be i n the 8.9 range. 

Q. Mr. Jones, do you b e l i e v e t h a t t h e r e should be a 

c l o s e r r e l a t i o n s h i p between the a l l o w a b l e and assigned and 

the p r o d u c t i o n from the pool? 
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A. Again, I t h i n k t h a t depends, because i t depends 

on how much gas i s being w i t h h e l d from the market. There 

are q u i t e a few p r o r a t i o n u n i t s , as you are w e l l aware, 

t h a t w i l l not make t h e i r a l l o w a b l e . So t o t r y to match the 

a c t u a l sales w i t h a l l o w a b l e s , the w e l l s t h a t can produce 

and w i l l c o n t i n u e t o produce w i l l c o n t i n u e t o get f a r t h e r 

and f a r t h e r overproduced. 

MR. CHAVEZ: Thank you. 

MR. STOVALL: Mr. Chairman, j u s t one q u e s t i o n . 

CROSS-EXAMINATION 

BY MR. STOVALL: 

Q. Mr. Jones, i n t a l k i n g about w i t h h o l d i n g gas from 

the market, i s i t c o r r e c t the Dakota pool i s the deepest 

pool f o r a l l p r a c t i c a l purposes i n the b a s i n , San Juan 

Basin? 

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

Q. And the replacement cost t h e r e f o r e p r o b a b l y the 

h i g h e s t ; i s t h a t c o r r e c t ? G e n e r a l l y speaking. 

A. G e n e r a l l y speaking. 

Q. G e n e r a l l y speaking. I don't want to h o l d you on 

a s p e c i f i c case. 

A. I don't have my a n a l y s t w i t h me. 

Q. I'm r e a l l y a s k i n g t h i s out of c u r i o s i t y , not 

c h a l l e n g i n g your statements or a n y t h i n g . Do you have a 

f e e l i n g t h a t the o p e r a t o r s who operate w e l l s i n the Basin 
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Dakota pool have tended t o produce t h a t gas l a s t i n these 

low markets, h i s t o r i c a l l a s t f i v e y e a r s , p r o d u c i n g the 

s h a l l o w e r , cheaper t o f i n d gas i n p r e f e r e n c e t o Dakota gas? 

A. I r e a l l y don't have knowledge or the i n f o r m a t i o n 

from o t h e r producers. I w i l l say from t h i s from Meridian's 

s t a n d p o i n t -- and we are the number one producer of n a t u r a l 

gas not o n l y i n the northwest p o r t i o n of the s t a t e but 

s t a t e of New Mexico -- we have not done t h a t . 

Q. The reason I'm as k i n g the q u e s t i o n i s you have 

i n d i c a t e d -- both you and Mr. West have i n d i c a t e d t h a t the 

low p r o d u c t i o n i n the Basin Dakota pool -- the f a c t i t ' s an 

underproduced pool but t h a t has been the market 

c o n s i d e r a t i o n on company's p a r t s as much as a n y t h i n g ; i s 

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

A. I would b e l i e v e so. Because we have been 

p r o d u c i n g -- we have not s h u t t i n g i n our Dakota over and 

above any ot h e r p o o l . 

COMMISSIONER LEMAY: One qu i c k one. 

EXAMINATION (Resumed) 

BY COMMISSIONER LEMAY: 

Q. You mentioned, Mr. Jones, and you gave t h r e e 

p o o l s , Blanco Mesaverde, which I understand you s a i d you 

thought were p r e t t y much on t a r g e t ; Basin Dakota which you 

would l i k e t o see i n c r e a s e d . How about Blanco P i c t u r e 

C l i f f ; can you make any comments on i t ? 
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A. Yes, I w i l l . I n the l a s t f i v e - y e a r h i s t o r i c a l 

average was 1.183 BCF per month. The 1991 pro p o s a l i s 

1.238, w i t h i n 6 p e r c e n t , so I t h i n k i t ' s v e r y reasonable. 

Q. Do you have any o p i n i o n as t o what percentage 

would put us on t a r g e t , 2 p e r c e n t , 6 percent? C e r t a i n l y 16 

perc e n t was too h i g h . I s t h e r e a range t h e r e t h a t you --

put a l i m i t on percentage v a r i a t i o n t h a t you consider on 

t a r g e t ? 

A. That would be a t o t a l judgment c a l l , but I guess 

5 pe r c e n t would be a good number I co u l d throw o u t . 

COMMISSIONER LEMAY: Any a d d i t i o n a l q u e s t i o n s of the 

witness? 

MR. CAMP: I s i t p o s s i b l e t h a t Gas Company of New 

Mexico c o u l d j u s t reserve any examin a t i o n of t h i s w i t n e s s 

and j u s t prepare some w r i t t e n comments. Unocal and now 

M e r i d i a n have put i n t h i s h i s t o r i c a l evidence as being 

i m p o r t a n t , and we b e l i e v e i t ' s v e r y i m p o r t a n t you take i n t o 

c o n s i d e r a t i o n the p r o d u c t i v i t y c a p a b i l i t y of a l l t h i s coal 

seam gas t h a t came on, take away c a p a c i t y t h a t has not 

r e a l l y d r a m a t i c a l l y changed out t h e r e . And the f a c t the 

p r o d u c t i v e c a p a c i t y i n the northwest has d r a m a t i c a l l y 

o u t s t r i p p e d the demand. They're t r y i n g t o use a h i s t o r i c a l 

model here t o m a i n t a i n t h e i r share i n l i g h t of the f a c t 

t h a t t h e i r p r o p o r t i o n i s a sma l l e r p r o p o r t i o n . 

A l l we would l i k e t o do i s be able t o submit 
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some w r i t t e n data t o show t h a t a l t h o u g h the Basin Dakota 

may have h i s t o r i c a l l y produced t h i s much, as c l e a r l y shown 

by the n o m i n a t i o n s , t h e y ' r e t r y i n g t o take t h e i r p r o r a t a 

h i t as demand i s now a s m a l l e r percentage from the Basin 

Dakota because of the i n c r e a s i n g c o a l seam gas. 

COMMISSIONER LEMAY: I t h i n k you're — 

MR. CAMP: I f we could j u s t have a couple of days t o 

prepare w r i t t e n comments t o t h a t . 

COMMISSIONER LEMAY: I would be happy t o c o l l e c t 

w r i t t e n comments c o n s i d e r i n g a n y t h i n g you have p e r t a i n i n g 

t o the p r o r a t i o n system. I'm not sure t h a t the concept of 

co a l seam gas t a k i n g away a market i s something we w i l l 

c o n s i d e r i n a l l o c a t i n g a l l o w a b l e s , because you're assuming 

a s t a t i c market. Then you get i n t o arguments as t o what 

gas i s being d i s p l a c e d , gas east of New Mexico? I s t h i s an 

i n c r e m e n t a l market t h a t c o a l seam gas i s s a t i s f y i n g ? I'm 

not sure c o a l seam gas per se has -- would be a f a c t o r i n 

our a l l o c a t i o n system. 

MR. CAMP: That was e x a c t l y the p o i n t . I t ' s not a 

s t a t i c market. P r o d u c t i o n i s o u t s t r i p p i n g demand i n an 

i n c r e a s i n g l e v e l , and t h e r e f o r e a h i s t o r i c a l model may not 

be a c c u r a t e by saying i t ' s been up here a t 9.2 and now i t ' s 

down here. That may -- i t i s not a s t a t i c market. I t ' s 

dynamic and t h e i r h i s t o r i c a l model may not be a c c u r a t e . 

That's the o n l y t h i n g we want t o show. 
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COMMISSIONER LEMAY: I t h i n k we would be happy t o 

r e c e i v e some comments. I w i l l leave the re c o r d open f o r a 

week, get them i n t h e r e q u i c k . You understand the time 

frame we're o p e r a t i n g under. 

MR. CAMP: Yes. 

MR. KELLAHIN: Mr. Examiner, I would l i k e you t o 

re c o n s i d e r t h a t l a s t statement. I move t o o b j e c t t h a t i t ' s 

beyond the c a l l of t h i s case t o i n t r o d u c e the concept of 

the c o a l gas q u e s t i o n i n t o t h i s p r o c e e d i n g . I t ' s been a 

well-known t o p i c b e f o r e you. I f they are not prepared to 

come f o r w a r d and cross-examine these w i t n e s s e s on the 

a l l o w a b l e l e v e l s t h a t have been set i n the p r o r a t e d gas 

p o o l s , I t h i n k they have waived t h a t o p p o r t u n i t y . 

I f you are going t o take w r i t t e n documents on 

t h a t k i n d of t o p i c a f t e r the commission h e a r i n g , then i t 

puts me a t a t e r r i b l e disadvantage where I cannot 

cross-examine the auth o r s of t h a t l e t t e r ; and i f we're 

going t o have t o reopen the case, then we w i l l never set 

the a l l o w a b l e s f o r these p r o r a t e d p o o l s . 

So I would ask you t o r e c o n s i d e r your r u l i n g and 

determine and r u l e t h a t Gas Company i s out of order w i t h 

the r e q u e s t ; t h a t t h i s case w i l l be taken under advisement 

at i t s c o n c l u s i o n today and w i l l c l o s e the r e c o r d . 

COMMISSIONER LEMAY: Mr. Carr. 

MR. CARR: Mr. LeMay, I would concur i n the 
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statement -- the o b j e c t i o n of Mr. K e l l a h i n . I would p o i n t 

out t h a t i f you do decide to accept a d d i t i o n a l t e s t i m o n y on 

the issue of the r o l e of coal gas as i t r e l a t e s t o 

p r o d u c t i o n from p r o r a t e d p o o l s , we would f e e l t h a t we would 

a l s o need an o p p o r t u n i t y t o respond. That r a i s e s an issue 

t h a t I submit i s beyond the c a l l of t h i s case. You s t a r t 

w e i g h i n g the impact of coal gas w i t h i t s r e l a t i o n s h i p t o 

p r o d u c t i o n from the p r o r a t e d p o o l s , we open a tremendous 

box i n doing t h a t , and i t ' s -- I would suggest t h a t t h a t i s 

a mat t e r t h a t should be addressed a t another t i m e . 

COMMISSIONER LEMAY: I ' d l i k e t o say something. Maybe 

I d i d not make my answer t o Gas Company's q u e s t i o n v e r y 

c l e a r . I s a i d t h a t we would consider c o a l gas impact on 

the market i n s e t t i n g a l l o w a b l e s i n the San Juan b a s i n . I 

suggested, as a data c o l l e c t i o n or as u s e f u l i n f o r m a t i o n , 

t h a t i f they had some i n f o r m a t i o n on coal seam gas or the 

dynamic markets i n C a l i f o r n i a or a n y t h i n g e l s e , t h a t t h i s 

might be -- would be h e l p f u l i n our a n a l y s i s of the 

markets, but c e r t a i n l y not i n s e t t i n g a l l o w a b l e s per se. 

And I l e f t i t open f o r seven days o n l y t o say t h a t l e t ' s 

get i t i n so we can look a t i t , and not as i t a f f e c t s 

a l l o w a b l e s per se. I'm not sure t h a t I'm making myself 

c l e a r . 

MR. STOVALL: Mr. Chairman, may I take a stab from the 

d i v i s i o n ' s s t a n d p o i n t ? 
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COMMISSIONER LEMAY: Mr. S t o v a l l , please do. 

MR. STOVALL: I would concur, and make t h i s v e r y 

c l e a r , t h a t under the a l l o w a b l e system a l l o c a t i o n s are made 

on a p o o l - b y - p o o l b a s i s , not as they share a t o t a l market 

a v a i l a b l e t o the s t a t e or t o t a l i n t e r s t a t e gas market on a 

n a t i o n a l b a s i s . What the d i v i s i o n seeks i n t h i s case i s 

i n f o r m a t i o n on a po o l - b y - p o o l b a s i s , and a l t h o u g h the 

i n f o r m a t i o n was presented on a s i n g l e spreadsheet f o r a l l 

the p o o l s , t h e r e i s no i n t e n t i o n t o have a r e l a t i o n s h i p 

between the p o o l s . So the c a l c u l a t i o n i s on a poo l - b y - p o o l 

bas i s. 

Comments are j u s t t h a t , they are comments. They 

are unsworn stat e m e n t s . They are o p i n i o n s i n a proceeding 

of t h i s n a t u r e . The d i v i s i o n or the commission 

h i s t o r i c a l l y accepts those. I t h i n k the commissioners can 

understand the r e l a t i v e value of comments versus 

e v i d e n t i a r y evidence, t e s t i m o n y t h a t has been presented. 

But I would suggest i n the framework I wouldn't -- my 

recommendation would be t o the commission t h a t i t would be 

f i n e t o accept comments f o r a seven-day p e r i o d . I t does 

not become t e s t i m o n y , and I would advise t h a t i n f a c t i f 

you are t r y i n g t o compare n o n p r o r a t e d pools t o market share 

of p r o r a t e d pools i s not ver y u s e f u l t o the d i v i s i o n ; 

because, a g a i n , we are l o o k i n g on an i n d i v i d u a l pool b a s i s , 

a l l o w a b l e s being set f o r each pool based on a l l the 
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i n f o r m a t i o n t h a t ' s a v a i l a b l e f o r t h a t p o o l . 

COMMISSIONER LEMAY: There, a g a i n , j u s t t o c l a r i f y , I 

t h i n k we can c o l l e c t comments, no matter what they a r e , 

s t a t e m e n t s , from anyone; and t h e r e f o r e they become p a r t of 

the r e c o r d . They're not an item t h a t i s s u b j e c t t o 

cr o s s - e x a m i n a t i o n and we recognize t h a t . T h e r e f o r e we 

place much l e s s weight on the comments as compared t o the 

sworn t e s t i m o n y by w i t n e s s e s . But i n the framework of 

want i n g t o c o l l e c t market i n f o r m a t i o n , I welcome your 

comments f o r t h a t purpose. I s t h a t c l e a r or does t h a t need 

c l a r i f i c a t i o n ? 

MR. CAMP: That's what we had planned on d o i n g . I t 

j u s t seemed t o us t h e r e were -- the t e s t i m o n y by M e r i d i a n 

and Unocal was l e t ' s not r e a l l y look a t nominations r i g h t 

now. Let's go back and look a t h i s t o r y . That business i s 

a f a c t o r i n t h i s p a r t i c u l a r marketplace t h a t we want t o 

address; why t h a t change may have o c c u r r e d i f t h e y ' r e going 

t o b r i n g i t i n and say i t ' s r e l e v a n t t o look back a t 

h i s t o r y . We can e x p l a i n why t h a t h i s t o r y has changed. 

I f t h e y ' r e not l o o k i n g a t no m i n a t i o n s , and 

t h e y ' r e saying i g n o r e the nominations r i g h t now and 

b a s i c a l l y base i t on something based on a h i s t o r i c a l b a s i s , 

we j u s t want t o counter t h a t . We w i l l submit some oth e r 

i n f o r m a t i o n t h a t w i l l h e l p the commission. 

COMMISSIONER LEMAY: Again I a p p r e c i a t e t h a t . This i s 
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our f i r s t h e a r i n g on a six-month b a s i s . I s o l i c i t any 

comments on i t o n l y because t h i s i s a dynamic h e a r i n g 

process as w e l l as an e v a l u a t i o n of a dynamic market. Any 

time we can get a d d i t i o n a l i n f o r m a t i o n u n d e r s t a n d a b l y on 

the market f o r our gas, we -- the d i v i s i o n t h a t Mr. M e r r e t t 

heads welcomes t h i s i n f o r m a t i o n and values i t . 

I am not going t o say t h a t i t i s p a r t i c u l a r l y 

i m p o r t a n t t o our d e c i s i o n on a po o l - b y - p o o l b a s i s t o assign 

the a l l o w a b l e s . As you know, and Mr. S t o v a l l mentioned, we 

don't -- our p r o r a t i o n system does not compare p o o l s . Some 

s t a t e s p r o r a t e on the ba s i s of p o o l - b y - p o o l comparisons. 

We don't do t h a t . We p r o t e c t the c o r r e l a t i v e r i g h t s w i t h i n 

a p o o l , and t h a t looks a t a pool's h i s t o r i c a l market. 

THE WITNESS: Mr. Chairman, I thank you f o r the 

o p p o r t u n i t y t o come today and I ' d j u s t make a few 

su g g e s t i o n s , a few comments. I do a p o l o g i z e , but I do have 

a p r i o r commitment, so i f anyone wants t o ask any 

q u e s t i o n s , I ' d ask t h a t they be asked now because I'm about 

t o l e a v e . 

COMMISSIONER LEMAY: Are t h e r e a d d i t i o n a l q u e s t i o n s of 

Mr. Jones? I f n o t , he may be excused. 

Mr. K e l l a h i n , i n your long l i s t of companies 

here do you have any ot h e r witnesses? 

MR. KELLAHIN: I would l i k e to c a l l Mr. Zimmerman now, 

Mr. Chai rman. 
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MICHAEL ZIMMERMAN, 

the Witness h e r e i n , having been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Zimmerman, f o r the r e c o r d , would you s t a t e 

your name and occupation? 

A. Michael Zimmerman. I'm a gas d i s t r i b u t i o n 

s p e c i a l i s t . 

Q. Where do you have r e s i d e , Mr. Zimmerman? 

A. I n Midland. 

Q. Have you on p r i o r occasions t e s t i f i e d b e f o r e the 

d i v i s i o n examiner when they were d i s c u s s i n g the t o p i c of 

s e t t i n g minimum gas a l l o w a b l e s i n the Eumont gas pool and 

the Jalmat gas poo l and t e s t i f i e d as an e x p e r t on b e h a l f of 

the your company as a gas ma r k e t i n g s p e c i a l i s t ? 

A. Yes, s i r , I have. 

Q. Pursuant t o your employment i n t h a t p a r t i c u l a r 

f i e l d , have you c o n t i n u e d t o monitor not o n l y your 

p r o d u c t i o n but ot h e r o p e r a t o r ' s p r o d u c t i o n i n the Eumont 

and Jalmat gas pools? 

A. Yes, I have. 

Q. Do p a r t of your d u t i e s i n c l u d e u n d e r s t a n d i n g and 

f o l l o w i n g the commission or d i v i s i o n d e c i s i o n s i n 

e s t a b l i s h i n g a l l o w a b l e s f o r the p r o d u c t i o n out of those two 
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pools ? 

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

Q. Have you made y o u r s e l f f a m i l i a r w i t h the 

p r e l i m i n a r y e s t i m a t e s of a l l o w a b l e l e v e l s proposed by the 

d i v i s i o n when i t s u b m i t t e d i t s p r e l i m i n a r y schedule t o the 

i n d u s t r y by a memo dated February 4? 

A. Yes, s i r , I have. 

MR. KELLAHIN: Mr. Chairman, we tender Mr. Zimmerman 

as an e x p e r t gas mar k e t i n g s p e c i a l i s t . 

COMMISSIONER LEMAY: His q u a l i f i c a t i o n s are accepted. 

Q. (By Mr. K e l l a h i n ) Mr. Zimmerman, l e t me d i r e c t 

your a t t e n t i o n t o E x h i b i t No. 1. Would i d e n t i f y t h a t 

e x h i b i t f o r us? 

A. E x h i b i t No. 1 i s simply a monthly summary of the 

Conoco operated Eumont p r o d u c t i o n . You w i l l see the 

p r o d u c t i o n was down t o the 200,000 MCF range i n the e a r l y 

summer of 1990. This was due i n most p a r t t o the low 

a l l o w a b l e . We had shut i n the v a s t m a j o r i t y of the 

nonmarginal w e l l s t o b u i l d up our a l l o w a b l e s i n the l a t e 

p a r t of the summer, i n June, J u l y , August and September. A 

low-pressure g a t h e r i n g system was b u i l t , and when the 

nonmarginal w e l l s were connected, they were brought back on 

l i n e ; and as you can see p r o d u c t i o n i n c r e a s e d s i g n i f i c a n t l y 

i n the t o t a l p ool t h e r e . And I si m p l y j u s t i n c r e a s e d i t by 

10 p e r c e n t assuming a l l w e l l s would remain at a l l t i m e s . 
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Q. Tu r n i n g t o page 2 of E x h i b i t No. 1, would you 

i d e n t i f y and d e s c r i b e the i n f o r m a t i o n c o n t a i n e d on t h a t 

page? 

A. Yes, t h a t ' s j u s t a b r i e f summary of -- r e a l l y a 

graph. As I mentioned, the nonmarginal w e l l s were shut i n 

at the time the lower g a t h e r i n g system was i n s t a l l e d . We 

have seen s u b s t a n t i a l p r o d u c t i o n i n c r e a s e from both our 

ma r g i n a l and our nonmarginal w e l l s . 

Q. A l l r i g h t . Let's t u r n t o the next d i s p l a y . 

I t ' s your graph of the nonmarginal w e l l s . 

A. This s i m p l y shows the a l l o w a b l e versus the 

p r o d u c t i o n i n the Eumont nonmarginal market of the Eumont 

w e l l s . Once a l l the w e l l s were brought back on l i n e , they 

have the c a p a c i t y t o s i g n i f i c a n t l y exceed the a l l o w a b l e 

t h a t was assigned t o them. 

Q. Let me have you summarize and t r y t o put t h i s i n 

p e r s p e c t i v e f o r the commission. The r e c e n t a c t i v i t y i n the 

Eumont w e l l s , the Jalmat Pool, i n which each of those pools 

the -- a f t e r t a k i n g the evidence, the d i v i s i o n e n t e r ed 

o r d e r s e s t a b l i s h i n g a minimum a l l o w a b l e f o r those p o o l s . 

F i r s t of a l l , what was the minimum a l l o w a b l e e s t a b l i s h e d ? 

A. I t was a minimum a l l o w a b l e of 600 MCF per day an 

acreage f a c t o r of 1 f o r both the Eumont and Jalmat p o o l s . 

Q. What was the basic reason f o r making a minimum 

a l l o w a b l e f o r those two pools? 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

91 

A. The ba s i c u n d e r l y i n g reason was t h a t the 

a l l o w a b l e s t h a t were being a l l o c a t e d t o these pools were 

too low, and they were a r t i f i c i a l l y w i t h h o l d i n g gas from 

the market t h a t the producers d e s i r e d t o produce. 

Q. What has been accomplished w i t h e s t a b l i s h i n g a 

minimum a l l o w a b l e f o r a p r o r a t i o n u n i t as opposed t o simply 

adding an adjustment f a c t o r t o the pool and a s s i g n i n g a 

hig h e r a l l o w a b l e t o a l l the p r o r a t i o n u n i t s ? 

A. The minimum a l l o w a b l e , e s p e c i a l l y f o r a 

six-month p e r i o d , w i l l a l l o w us as producers t o more 

e f f e c t i v e l y manage our p r o d u c t i o n . Many of the spot 

c o n t r a c t s are going away from month t o month t o a 

six-month-type arrangement, and i t ' s much e a s i e r t o 

n e g o t i a t e those c o n t r a c t s and p l a n what you p l a n t o produce 

knowing t h a t you have a minimum a l l o w a b l e i n p l a c e . 

Q. What, i f any, b e n e f i t s do the ma r g i n a l p r o r a t i o n 

u n i t s have by way of r e c e i v i n g a minimum a l l o w a b l e ? 

A. A m a r g i n a l p r o r a t i o n u n i t now has the i n c e n t i v e 

t o have the p r o d u c t i o n i n c r e a s e d t o make i t a nonmarginal 

p r o r a t i o n u n i t knowing they can have 600 MCF per day t o 

hel p pay out t h a t i n v e s t m e n t . 

Q. Has the d i v i s i o n i n p r e p a r i n g E x h i b i t No. 1, 

what was i n t r o d u c e d e a r l i e r , t o the best of your 

u n d e r s t a n d i n g , a p p r o p r i a t e l y i n c o r p o r a t e d the minimum 

a l l o w a b l e i n the Eumont and the Jalmat pools so t h a t the 
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l i n e or row r e p r e s e n t e d as number 4 are the monthly pool 

a l l o w a b l e s ; c o r r e c t l y i n c o r p o r a t e d the minimum gas 

a l l o w a b l e concept? 

A. Yes, s i r , i t does. I t ' s a c t u a l l y -- i f you w i l l 

f o l l o w on the t o p , l i n e 8, 18,300 or 600 per month. 

Q. The l a s t row 8, the 18,300 r e p r e s e n t s what? 

A. That's 600 MCF a day. 

Q. That's a f t e r 35 p o i n t -- t h a t ' s a f t e r a f a c t o r 

number f o r the spacing p r o r a t i o n u n i t f o r those pools? 

A. Yes, I b e l i e v e t h a t i t i s . 

Q. Let's go down t o the f i n a l page of E x h i b i t No. 1 

t h a t you have b e f o r e you today. F o l l o w i n g the d i s p l a y i s a 

w r i t t e n summary of the concept of the graph and f i n a l l y you 

have a summary page. 

A. Yes. We would a l s o l i k e t o commend a l l of 

p a r t i e s i n v o l v e d i n s e t t i n g the six-month a l l o w a b l e and 

a l s o the minimum a l l o w a b l e s . I n summary, we are here t o 

show you t h a t we p l a n t o use the 600 MCF a l l o w a b l e t o the 

best of our b e n e f i t . I t h i n k we have shown the nonmarginal 

w e l l s c l e a r l y can produce more than the 600, and the 

a l l o w a b l e books p r o b a b l y do not r e f l e c t t h i s p r o d u c t i o n as 

of y e t because of the months of l a g between the a c t u a l 

p r o d u c t i o n and when the numbers come i n and the a l l o w a b l e s . 

When the May books come o u t , I t h i n k you w i l l see a 

s u b s t a n t i a l i n c r e a s e i n the p r o d u c t i o n from t h i s p o o l . 
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MR. KELLAHIN: Mr. Chairman, t h a t concludes my 

q u e s t i o n s , and I move f o r the i n t r o d u c t i o n of Conoco's 

E x h i b i t 1. 

COMMISSIONER LEMAY: Without o b j e c t i o n Conoco E x h i b i t 

1 s h a l l be a d m i t t e d . 

(Conoco E x h i b i t 1 was a d m i t t e d 

i n evidence.) 

COMMISSIONER LEMAY: Are t h e r e any q u e s t i o n s from the 

audience f o r Mr. Zimmerman? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. What percentage of the Eumont does Conoco 

produce? 

A. We're r o u g h l y 20 t o 25 p e r c e n t . We a l s o have 

a p p r o x i m a t e l y t h a t same amount i n nonmarginal p r o r a t i o n 

f a c t o r s , 20 t o 25 t o 30 t o t a l nonmarginal p r o r a t i o n 

f a c t o r s . 

COMMISSIONER LEMAY: Commissioner Weiss 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Looking a t E x h i b i t No. 1, where you have the 

f o r e c a s t f o r month number 11 i n '90, i s t h a t h i s t o r y ? 

A. This was a c t u a l p r o d u c t i o n through 12 of 90. 

Q. Through 12? 

A. Yes, s i r . 
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COMMISSIONER WEISS: That's a l l . 

COMMISSIONER LEMAY: Thank you, Mr. Zimmerman. 

THE WITNESS: Thank you. 

COMMISSIONER LEMAY: Mr. K e l l a h i n , do you have any 

ot h e r witnesses? 

MR. KELLAHIN: I have no ot h e r w i t n e s s e s , 

Mr. Chairman. Thank you. 

COMMISSIONER LEMAY: I s t h e r e anyone el s e t h a t wishes 

to p r o v i d e t e s t i m o n y here today? I f n o t , we w i l l wind i t 

up w i t h some statem e n t s . 

MR. STOVALL: Before we take s t a t e m e n t s , I would l i k e 

t o p o i n t out one t h i n g which was covered -- t h a t the 

te s t i m o n y of Mr. Zimmerman addressed and Mr. Morrow t o a 

c e r t a i n e x t e n t . The two order s f o r the Eumont and Jalmat 

pools were e n t e r e d i n the past few months based on 

h e a r i n g s . I would l i k e t o p o i n t out t h a t the r u l e t h a t 

Mr. Morrow r e f e r r e d t o was a c t u a l l y put i n as a c r i t e r i a 

f o r the p o o l . Recognizing what we l e a r n e d from those 

h e a r i n g s , t h a t may become a s i g n i f i c a n t f a c t o r i n the 

f u t u r e . That i f you r e f e r t o the r u l e they have the 

a u t h o r i t y r e f e r r e d t o at t h i s t i m e . 

COMMISSIONER LEMAY: Thank you ver y much. We w i l l 

accept statements from Amoco. 

MR. EMMONS: Mr. Chairman, I am L a r r y Emmons f o r Amoco 

P r o d u c t i o n Company. I would thank you f o r the o p p o r t u n i t y 
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t o p r e s ent t h i s s tatement. I would l i k e t o compliment the 

d i v i s i o n on i t s a b i l i t y a f t e r the r u l e s have been put i n 

place t o a c t u a l l y get them t o work. I ' d l i k e t o compliment 

Mr. Morrow, as w e l l as the d i v i s i o n , f o r a l l the a d d i t i o n a l 

e f f o r t they put i n t o t r y t o get t h i s i n place f i r s t . 

I had a simple statement. However, t h a t ' s been 

expanded a l i t t l e b i t as I have l i s t e n e d t o the te s t i m o n y 

today. But I would l i k e t o -- as i t became aware t o me and 

i t ' s obvious t o the d i v i s i o n , i s t h a t the C a l i f o r n i a market 

I t h i n k i s expected t o c o n t i n u e t o grow over the next 

s e v e r a l y e a r s . But the problem i s t h a t New Mexico gas i s 

i n d i r e c t c o m p e t i t i o n w i t h o t h e r sources. Even w i t h i n the 

m a i n l i n e t h a t goes t o the C a l i f o r n i a market, you have t o 

look a t f i v e d i f f e r e n t c a t e g o r i e s of gas; t h a t being your 

p r o r a t e d gas, your n o n p r o r a t e d casing head gas; the coal 

gas, then you have a l s o gas t h a t i s coming i n from o u t s i d e 

of New Mexico i n t o a m a i n l i n e , which I am sure you're a l l 

aware o f . 

These f a c t o r s are p u t t i n g l i m i t s on how much 

p r o r a t e d gas a c t u a l l y w i l l leave the San Juan Basin or the 

s t a t e of New Mexico. T h e r e f o r e , we're concerned t h a t i f we 

look s t r i c t l y a t what we t h i n k the market w i l l bear, may 

o v e r e s t i m a t e the amount of gas t h a t can a c t u a l l y be 

produced from t h a t -- from New Mexico. 

With t h a t knowledge Amoco recommends t h a t since 
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we're implementing a new set of r u l e s t o t r y t o a c t on the 

a l l o w a b l e problems and p r o d u c t i o n problems we had i n the 

p a s t , l e t ' s l e t those work. We're a l s o e n t e r i n g a summer 

p e r i o d t h a t i s ve r y s i m i l a r t o the summer p e r i o d of the 

p r e v i o u s year. I t may be even poorer p r o d u c t i o n due t o the 

seasonal demands. T h e r e f o r e , i t ' s best t h a t we can go 

ahead and make the a l l o w a b l e s based on the l a s t year's 

summer p r o d u c t i o n and crank i n any upward a d m i n i s t r a t i v e 

a d j u s t m e n t . So e s s e n t i a l l y the A p r i l through September 

a l l o w a b l e should be e q u i v a l e n t t o the A p r i l t h r o u g h 

September p r o d u c t i o n from the p r e v i o u s year. 

This a l l o w a b l e seems r e a l i s t i c s i n c e i t w i l l 

r e p r e s e n t a seasonal l i g h t p e r i o d p r o d u c t i o n , and i t w i l l 

r e f l e c t t h a t i t may not be the t r u e market demand t h a t we 

see i n C a l i f o r n i a , but i t may r e p r e s e n t the imposed market 

demand based on the c a p a c i t y c o n s t r a i n t s t h a t we've had --

we have had b e f o r e us. Should the p r o d u c t i o n i n c r e a s e the 

f i r s t p a r t of t h i s market -- i n t h i s summer p e r i o d , you 

have by the new r u l e s the a b i l i t y t o bump up the a l l o w a b l e s 

l a t e r on i n the p e r i o d . We t h i n k i t ' s b e t t e r t o s t a r t out 

w i t h a l i t t l e lower number than what may a c t u a l l y be and 

then bump i t up, than t o s t a r t w i t h a h i g h e r number and 

a d j u s t i t down. Then you have a tendency t o impact your 

markets. 

I t h i n k t h a t ' s a l s o r e f l e c t e d by some of the 
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t e s t i m o n y we have seen today. That Mr. M e r r e t t 

r e p r e s e n t e d -- showed t h a t over the past t h r e e years i n the 

summer p e r i o d t h a t has c o n t i n u a l l y grown i n p r o d u c t i o n . 

However, i f you look a t Mr. Morrow's e x h i b i t , -- E x h i b i t 3 

I b e l i e v e i t i s -- you can see t h a t ' s not coming from the 

p r o r a t e d p o o l s , and the p r o r a t e d pool p r o d u c t i o n has not 

in c r e a s e d as near i n the summer p e r i o d s as the t o t a l 

p r o d u c t i o n from New Mexico. That's a l s o r e f l e c t e d by some 

of Mr. Morrow's statement. 

He s a i d a p p r o x i m a t e l y 45 per c e n t of the p r o r a t e d 

pools -- the p r o r a t e d pools r e p r e s e n t 45 percent of the 

p r o d u c t i o n coming out of the s t a t e of New Mexico i n 

December of 1990. I t h i n k i f you look a t the 11 months 

e a r l i e r i n January, i t w i l l be c l o s e r t o 60, 64 percent of 

the p r o r a t e d p r o d u c t i o n r e p r e s e n t e d the market share of New 

Mexico. So you have seen a 10 t o 15 pe r c e n t drop i n the 

share of the p r o d u c t i o n t h a t the p r o r a t e d pools have. 

T h e r e f o r e , I f e e l i t may be u n r e a l i s t i c or we 

may have u n r e a l i s t i c a l l y h i g h a l l o w a b l e s i f you crank i n 

the a d m i n i s t r a t i v e a d j u s t m e n t s . Also you have new r u l e s 

t h a t r e l y on a January a l l o w a b l e k i c k o f f i f you are 

overproduced or underproduced. 

I t ' s j u s t one of the t h i n g s t h a t -- t h a t ' s 

something t h a t i s new and we recommend t h a t you 

s p e c i f i c a l l y look a t t h i s summer market p e r i o d since you 
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are going t o be a s s i g n i n g t h a t a l l o w a b l e a t t h i s t i m e . 

By t a k i n g those and making those 

i m p l e m e n t a t i o n s , I t h i n k you a l l o w f o r a smooth t r a n s i t i o n 

i n t o the new r u l e s by going f o r the six-month a l l o w a b l e by 

g i v i n g the p a r t i e s the a b i l i t y of l o o k i n g a t p r o d u c t i o n and 

a c t i n g on t h e i r needs f o r the six-month p e r i o d . Give the 

producers the a b i l i t y t o produce the w e l l s the way they see 

to best produce those w e l l s . L i k e w i s e , i t ' s going to give 

you the o p p o r t u n i t y t o see the impact. 

I t h i n k you a l r e a d y s t a r t e d t o do t h a t when 

nonmarginal w e l l s were r e c l a s s i f i e d as m a r g i n a l . So you 

are seeing some of the b e n e f i t s of changes t h a t you have 

made so f a r . 

As t o some of the concerns as t o overproduced 

w e l l s g e t t i n g more overproduced and t h e r e f o r e not being 

able t o m a i n t a i n the same p r o d u c t i o n l e v e l , I t h i n k E x h i b i t 

7 of Unocal's e x h i b i t s o n l y r e p r e s e n t s 20 per c e n t of the 

Basin Dakota p o o l . That seems t o me i n a p r o r a t i o n you're 

supposed t o p r o r a t e p r o d u c t i o n among your w e l l s , among a l l 

the o p e r a t o r s , not n e c e s s a r i l y t o make sure every w e l l i s 

able t o produce out w i t h o u t having a d d i t i o n a l p r o d u c t i o n . 

M e r i d i a n looked a t a l l o w a b l e s and I would 

suggest the OCD a l s o looked a t what the average p r o d u c t i o n 

was over t h a t t i m e . Because i f you look a t E x h i b i t 3 of 

Mr. Morrow's e x h i b i t s , i t shows t h a t your p r o d u c t i o n has 
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not r e a l l y ever come ver y close t o your a l l o w a b l e . 

Thank you. 

COMMISSIONER LEMAY: Thank you, Mr. Emmons. 

A d d i t i o n a l comments, statements f o r the record? Thank you. 

Yes, s i r . 

MR. KENDRICK: Mr. Chairman, I would l i k e t o make a 

statement i n regards t o the nomi n a t i o n El Paso N a t u r a l Gas 

Company t h a t was s u b m i t t e d y e s t e r d a y . Those i n c l u d e o n l y 

commodity gas and no where i n t h a t i s any t r a n s p o r t a t i o n 

gas . 

COMMISSIONER LEMAY: Thank you. That i s most h e l p f u l . 

Are t h e r e any o t h e r s t h a t want t o c l a r i f y t h e i r nominations 

as El Paso has done? 

We may have t o make telephone c a l l s t o decide. 

Yes, s i r . 

MR. KUSEK: James Kusek f o r N o r t h e r n N a t u r a l Gas. I 

was i n the process of doing t h a t , t r y i n g t o c l a r i f y t h a t . 

I d i d not get -- the nominations were faxed today and I can 

gi v e them but I don't have the s u p p o r t i n g d e t a i l l i k e I 

would l i k e t o have. I would l i k e t o g i v e t h a t --

COMMISSIONER LEMAY: I w i l l be happy t o i n c o r p o r a t e 

them i n t o the r e c o r d . Thank you. We can use those. 

A d d i t i o n a l comments or c l a r i f i c a t i o n statements? 

I f n o t , we w i l l keep the r e c o r d open f o r seven 

days j u s t t o c o l l e c t i n f o r m a t i o n ; and as mentioned 
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p r e v i o u s l y , we weigh t h a t i n f o r m a t i o n a t a d i f f e r e n t value 

than when they've been j u s t comments or when the wi t n e s s i s 

s u b j e c t t o c r o s s - e x a m i n a t i o n . Thank you. The case w i l l be 

taken under advisement. 

(Whereupon, the h e a r i n g was concluded a t the 

approximate hour of 11:50 a.m.) 
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