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MR. STAMETS: We'll c a l l next, 

then, Case 8749, which i s the a p p l i c a t i o n of O i l Conserva­

t i o n Commission on i t s own motion to rescind Order No. R-

1670, as amended, t o r e c o d i f y and amend the General Rules 

and Regulations f o r the prorated gas pools contained t h e r e ­

i n , and t o amend the s p e c i a l gas p r o r a t i o n i n g r u l e s f o r 

those — a l l the prorated pools i n southeast New Mexico and 

northwest New Mexico, w i t h the exception of those few pools 

which are on set allowables, and a l l the pools are l i s t e d i n 

today's docket. 

MR. TAYLOR: May i t please the 

Commission, my name i s J e f f Taylor. I'm Attorney f o r the Gas 

Pr o r a t i o n Rules Study Committee and the O i l Conservation 

D i v i s i o n , and I bel i e v e w e ' l l have three witnesses today. 

MR. STAMETS: Are there any 

other appearances today, anyone else who plans at t h i s time 

to present testimony i n t h i s case? 

MR. COOTER: Mr. Commissioner, 

Paul Cooter, w i t h the Rodey Firm. 

We would probably present one 

witness. 

MR. STAMETS: Any other per­

sons ? 

I'd l i k e t o have a l l those who 
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w i l l be witnesses or expect to be witnesses stand and be 

sworn at t h i s time, please. 

(Witnesses sworn.) 

MR. TAYLOR: F i r s t c a l l Mr. Al 

Kendrick. 

A. R. KENDRICK, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. TAYLOR: 

Q Would you please s t a t e your name, place 

of residence, and employment f o r the record? 

A A. R. Kendrick. I l i v e i n Aztec, New 

Mexico. I'm employed here as a re p r e s e n t a t i v e of the Four 

Corners Gas Producers A s s o c i a t i o n . 

Q Have you pr e v i o u s l y t e s t i f i e d before the 

Commission and had your c r e d e n t i a l s as an expert witness ac­

cepted? 

A Yes, s i r . 

Q Would you nevertheless b r i e f l y s t a t e 

your p r o f e s s i o n a l experience f o r us? 
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A Well, f o r the l a s t several years, s t a r t ­

ing i n July of 1955, I went t o work f o r the O i l Conservation 

D i v i s i o n and worked u n t i l January, 1980 as a D i s t r i c t Engin­

eer or a Supervisor i n Aztec, New Mexico. 

Since January of 1980 I've been a consul­

t i n g engineer i n the San Juan Basin. 

MR. TAYLOR: I tender the w i t ­

ness as an expert i n t h i s f i e l d . 

MR. STAMETS: Mr. Kendrick, are 

you also appearing here today as the Chairman of the commit­

tee appointed by the D i v i s i o n D i r e c t o r t o study the gas pro­

r a t i o n s i t u a t i o n ? 

A Yes, s i r . 

MR. STAMETS: The witness i s 

considered q u a l i f i e d . 

Q Mr. Kendrick, could you please b r i e f l y 

give us the background of the Gas P r o r a t i o n Rule Study Com­

mi t t e e , i n c l u d i n g such things as the charge given to the 

Committee, what type of membership was on i t , and when i t 

met, before we get i n t o the substance of your recommenda­

t i o n s ? 

A The charge t o the Committee was t o sim­

p l i f y and c l a r i f y the gas p r o r a t i o n r u l e s of the State of 

New Mexico. 

I t h i n k we s t a r t e d , probably, i n February 
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of l a s t year. We had several meetings discussing the gen­

e r a l r u l e s and I p e r s o n a l l y d i d not read the General Prora­

t i o n Rules f o r the southeastern p a r t of the s t a t e . I 

thought they were p r e t t y w e l l comparable t o the northwest 

p a r t of the s t a t e , and I r e l i e d on the Committee members r e ­

presenting producers and p i p e l i n e r s from the southeast p a r t 

of the s t a t e t o keep the Committee advised as to the prob­

lems i n the southeast p a r t of the s t a t e . 

Q So d i d the Committee look not only at the 

general r u l e s but the s p e c i a l pool r u l e s , but the speci a l 

r u l e s were looked at from people l i v i n g i n those parts of 

the s t a t e t h a t were affected? 

A Yes. The — a f t e r we had p r e t t y w e l l 

agreed on a set of general gas p r o r a t i o n r u l e s f o r the State 

of New Mexico, then the s p e c i a l pool r u l e s f o r the northwest 

p a r t of the s t a t e were addressed by a committee of people i n 

the San Juan Basin, and the r u l e s f o r the southeast p a r t of 

the s t a t e were addressed by a committee represented by pro­

ducers and p i p e l i n e r s from the southeast part of New Mexico. 

Q And as a r e p r e s e n t a t i v e of the Gas Prora­

t i o n Rules Study Committee you're going t o present the r e ­

commendations on the general r u l e s , as w e l l as the speci a l 

pool r u l e s f o r northwest New Mexico? 

A Yes. 

Q Okay. why don't you j u s t s t a r t w i t h the 
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f i r s t of the General Rules f o r the prorated gas pools of New 

Mexico, and go through your recommendations f o r us? 

A The primary work f o r the -- or the accom­

plishments of the Committee was t o r e f i n e the language of 

the e x i s t i n g r u l e s , w i t h very minor changes i n content. 

We d i d add three new r u l e s at the request 

of e i t h e r the s t a f f here at Santa Fe or because of some 

changes i n the p r o r a t i o n r u l e s t h a t occurred immediately be­

for e we went t o work, or even a f t e r we went to work. 

The page j u s t handed t o the Commission 

represents a recap of the adjustments we made, other than 

rearrangements of the paragraphs or refinements i n the t e r ­

minology . 

We added a section at the beginning of 

the r u l e s f o r d e f i n i t i o n s , which was not i n the p r i o r ar­

rangement. I t h i n k t h a t the d e f i n i t i o n s might could have 

some other terms included which we found i n attempting t o 

rev i s e the mechanics of assigning of allowables and we de­

vised a longer l i s t of d e f i n i t i o n s and i f the Commission 

would l i k e t o review those as suggestions t h a t might be add­

ed i n here, copies w i l l be made a v a i l a b l e . 

During the L e g i s l a t i v e Session l a s t 

s p r i n g Statute 70-2-16 was revised to not requ i r e p r e l i m i n ­

ary nominations, so the paragraph dealing w i t h p r e l i m i n a r y 

nominations was deleted from the Gas P r o r a t i o n Rules. 
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Q And t h a t you're r e f e r r i n g t o i s Rule 

3 (a) ? 

A I t ' s Rule 3(a) under the arrangement here 

today. I t was i n Rule 7(a) of R-1670. 

I don't have enough copies of t h i s cross 

index type t h i n g here but I t h i n k the Commissioners w i l l 

need three and i f y o u ' l l be r e a l j u d i c i o u s w i t h these there 

w i l l be about three f o r each side of the room. 

MR. STAMETS: I f somebody wan­

ted t o take one of those and go t o the Xerox machine and run 

o f f a few e x t r a copies we w i l l l e t you do t h a t f o r f r e e . 

(Thereupon a short recess was taken.) 

MR. TAYLOR: Shall we continue? 

MR. STAMETS: You may proceed. 

Q Mr. Kendrick, so we can c l a r i f y i t , I've 

labeled three documents here as E x h i b i t One, Two, and Three. 

Would you please f o r the record j u s t i d e n t i f y those three 

e x h i b i t s ? 

A E x h i b i t One i s the l a t e s t r e v i s i o n of the 

General Rules — excuse me, General Gas P r o r a t i o n Rules f o r 

the State of New Mexico. 

Q As -- as recommended by the Gas Pr o r a t i o n 

Rules Study Committee? 
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A Yes. 

E x h i b i t Two i s the recap t h a t I r e f e r r e d 

t o , being the Committee recommended changes and r e l a t e s to 

r u l e numbers as shown on E x h i b i t One. 

E x h i b i t Three i s a p a r t i a l index; shows 

the r u l e number i d e n t i f i e d i n the column "new" being the 

t i t l e of the paragraphs i n the E x h i b i t One and r e l a t e s back 

to paragraph i d e n t i t i e s i n R-1670. 

About two weeks ago I mailed a s i m i l a r 

page w i t h the l a t e s t r e v i s i o n . The le f t h a n d column i n t h a t 

page i d e n t i f i e d the paragraph numbers as i n the Committee's 

l a t e s t r e p o r t and not i n R-1670. 

But the one passed out here today r e l a t e s 

to R-1670 and t h a t column i s i d e n t i f i e d as R-1670. 

I'm sorry t h a t the column R-1670 does not 

include a l l of the paragraphs i n R-1670 and i d e n t i f y where 

they went i n t h i s r u l e so t h a t i t was brought to my a t t e n ­

t i o n l a s t n i g h t t h a t p a r t of R-1670 Rule 4 i s not i d e n t i f i e d 

i n t h i s column and so i t consequently requires a l o t of r e ­

search t o f i n d i t i n what i s i d e n t i f i e d today as E x h i b i t 

One. 

Q Okay. I b e l i e v e we're pr e v i o u s l y gone 

over your recommendations regarding new Rules 1 and 3 ( a ) . 

Could we now move t o the next recommenda­

t i o n of the Committee? 
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A In Rule 5(a) and 5 ( b ) , formerly Rule 

8 ( c ) , excuse me, Rule 8 — or excuse me, 9(b) ( c ) and 8 ( c ) , 

the paragraph was e n t i t l e d Nonmarginal GPU Allowables. I 

di d r e l a t e back t o R-1670 i n the southeast but t h i s para­

graph we attempted t o i d e n t i f y the allowable c a l c u l a t i o n f o r 

e i t h e r 100 percent acreage or acreage and d e l i v e r a b i l i t y 

combinations and allowables by subparagraphs i n Rules 5(a) 

and 5(b) . 

Rule 5(b)2 we brought i n a new r u l e en­

t i t l e d New Connect Maximum Producing Period. This deals 

w i t h new w e l l s t i e d t o a gas gathering system and reads as 

f o l l o w s , e n t i t l e d , New Connect --

MR. STAMETS: Just a second, 

Mr. — 

A Excuse me. 

MR. STAMETS: — Kendrick. On 

— on your Rule 5(a) and ( b ) , should t h a t be Rule 5, r e f e r ­

r i n g t o E x h i b i t Two, should t h a t be Rule 5(a)1 and 2? 

A No, s i r . I t would be Rule 5 ( a ) , 

paragraphs 1 and 2, subparagraphs 1 and 2 (a) and ( b ) , and 

Rule 5 ( b ) , so — 

MR. STAMETS: Okay, I see. 

A So t h a t the — 

MR. STAMETS: — 5(b) — 

A -- subparagraphs under 5(a) and 5(b) are 
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included i n the — 

MR. STAMETS: 5 (a)2 t a l k s about 

general nonmargnial allowables; 5(b) then t a l k s about allow­

ables i n newly connected w e l l s i n both --

A Yes. 

MR. STAMETS: Okay. 

A So i n the c a l c u l a t i o n of allowables we --

the subparagraphs would go w i t h 5 paragraph (a) and — para­

graph 5(a) and paragraph 5 ( b ) . 

MR. STAMETS: And also I t h i n k 

something t h a t you haven't pointed out t o t h i s time i s t h a t 

you've also consolidated what were formerly two sets of 

r u l e s , a set of r u l e s f o r the southeast and a set of ru l e s 

f o r the northwest, so t h a t they're now one s i n g l e set of 

r u l e s . 

A That was our i n t e n t , yes. 

MR. STAMETS: Okay. Thank you. 

A The new Rule 5(b)2, New Connect Maximum 

Producing Period, says: 

"No w e l l located i n a pool where d e l i v e r ­

a b i l i t y i s an allwoable f a c t o r s h a l l be permitted to produce 

more than 120 days a f t e r the date of f i r s t d e l i v e r y w i t h o u t 

a d e l i v e r a b i l i t y t e s t . 

Any w e l l shut i n f o r f a i l u r e to f i l e a 

d e l i v e r a b i l i t y t e s t may be assigned producing a u t h o r i z a i o n 
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by the D i v i s i o n D i s t r i c t O f f i c e f o r purposes of conducting 

such t e s t . 

Except as provided i n Rule 6, a l l produc­

t i o n f o l l o w i n g connection, i n c l u d i n g the volume of t e s t pro­

d u c t i o n , s h a l l be charged against the GPU's regular allowale 

when assigned. Any r e s u l t i n g allowable s h a l l be e f f e c t i v e 

on the date t h a t the delinquent d e l i v e r a b i l i t y t e s t i s r e ­

ceived i n the appropriate D i v i s i o n D i s t r i c t O f f i c e . " 

The i n t e n t of t h i s i s set out to penalize 

the producer f o r f a i l i n g to comply w i t h the r e g u l a t i o n s i n 

t h a t the normal allowable assignment would be up to 90 days 

r e t r o a c t i v e from the date the t e s t i s received, toward the 

date of connection but not ahead of the date of connection 

i n normal operations. 

I f the producer f a i l s t o accomplish and 

f i l e the t e s t w i t h i n the 90 day p e r i o d , he would only r e ­

ceive 90 days r e t r o a c t i v e allowable from the date the t e s t 

i s received up t o 120 days. 

A f t e r 120 days there would be no r e t r o a c ­

t i v e allowable from the date the t e s t was received by the 

D i s t r i c t O f f i c e , and thus encourage the producer to have hi s 

t e s t f i l e d w i t h i n the s p e c i f i e d time p e r i o d . 

Q Just f o r c l a r i f i c a t i o n purposes, Mr Ken­

d r i c k , i s t h i s new r u l e proposed because of problems w i t h 

g e t t i n g d e l i v e r a b i l i t y t e s t s on w e l l s and enforcements r e -
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l a t i n g t o t h a t ? 

A Yes. We have had w e l l s t h a t produced f o r 

periods up t o a year w i t h o u t having f i l e d a t e s t and conse­

quently wound up extremely overproduced and the D i v i s i o n 

f a i l e d t o contact the operator or the p i p e l i n e company and 

a t t r a c t t h e i r a t t e n t i o n t o such a problem and consequently 

i t wound up w i t h the operator or producer being grossly 

overproduced and causing the w e l l to be shut i n f o r a sus­

ta i n e d period of time where a j u d i c i o u s a p p l i c a t i o n of the 

r u l e s would not have l e t t h a t happen. 

Q Okay, would you continue, then, w i t h your 

recommendations on Rule 8? 

A I n Rule 8, e n t i t l e d Minimum Allowables, 

minimum allowables have been a f a c t of l i f e i n the San Juan 

Basin f o r a l o t of years. I d i d not r e a l i z e u n t i l l a s t 

n i g h t t h a t minimum allowbles have never been i n e f f e c t i n 

the Permian Basin. 

In R-1670, I t h i n k i t was issue X, m i n i ­

mum allowable was reduced from 1000 MCF per month t o 250 MCF 

per month i n the San Juan Basin. 

This committee elected t o take the. m i n i ­

mum allowable volume from R-1670 f o r the northwest and put 

i t i n t o Special Pool Rules so t h a t i f the D i v i s i o n e l ected 

to a d j u s t the minimum allowables f o r any one pool i t would 

not cause a l l of the producers i n a l l pools t o be concerned 
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but t h a t only one, the producers i n one pool would be iden­

t i f i e d as lo o k i n g f o r the change i n the minimum allowables. 

I have been advised t h a t there w i l l be 

some other testimony r e l a t e d t o minimum allowable presented 

l a t e r today by people from the southeast p a r t of New Mexico. 

On Rule 9 ( d ) , Wells Exempt from D e l i v e r ­

a b i l i t y T esting, San Juan Basin, we got t h i s w r i t t e n i n t o 

the general p r o r a t i o n r u l e s and i t might would b e t t e r be 

placed i n the t e s t i n g manual, r a t h e r than exempting w e l l s i n 

the San Juan Basin i n the general r u l e s , and j u s t make the 

t e s t exemptions as p a r t of the t e s t i n g manual and delete 

t h i s paragraph. 

Rule 11( c ) , Exception t o Shut-in f o r 

Overproduction. The Committee reviewed t h i s paragraph, 

which authorized the D i r e c t o r of the D i v i s i o n to grant r e ­

l i e f t o a producer to make overproduction at a lesser r a t e 

than s h u t - i n every day of every month because of lease v a l i ­

d a t i o n problems and other hardship cases and authorized the 

Di r e c t o r t o provide f o r production of up to 500 MCF per 

month. 

The minimum allowable i n the San Juan 

Basin i s now set at 250 MCF per month and economic f a c t o r s 

have changed s u f f i c i e n t l y t o where t h a t 250 MCF per month 

would provide enough money t o pay a l i t t l e tax and r o y a l t y 

and so the Committee thought t h a t they could l i v e w i t h the 
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250 MCF per month a l l o c a t i o n , and t h e r e f o r e we recommend the 

r e d u c t i o n from 500 MCF per month t o 250 MCF per month f o r 

the minimal r a t e production authorized by the D i r e c t o r . 

On Rule 11(f) we brought i n a new r u l e i n 

the general p r o r a t i o n r u l e s d e a l i n g w i t h hardship gas w e l l s . 

Hardship gas w e l l c l a s s i f i c a t i o n i s a 

r a t h e r recent category of w e l l s authorized by the D i v i s i o n 

and t h i s i s the f i r s t hearing on R-1670 since the hardship 

gas w e l l c l a s s i f i c a t i o n has been e s t a b l i s h e d . 

This new r u l e reads as f o l l o w s : 

" I f a GPU c o n t a i n i n g a hardship gas w e l l 

i s overproduced, the operator must take necessary steps to 

reduce production i n order t o reduce the overproduction. 

Any overproduction e x i s t i n g at the time 

of designation of a w e l l as a hardship gas w e l l , or accruing 

to the GPU t h e r e a f t e r , s h a l l be c a r r i e d forward u n t i l such 

time as i t i s made up by underproduction. 

No GPU c o n t a i n i n g a hardship gas w e l l , 

which GPU i s overproduced, s h a l l be permitted to produce at 

a r a t e higher than the minimum production r a t e " — or excuse 

me — "producing r a t e authorized by the D i v i s i o n . " 

For those not f a m i l i a r w i t h the hardship 

gas w e l l c l a s s i f i c a t i o n , the usual order t h a t I have seen 

from the D i v i s i o n sets out a minimal volume of gas t h a t the 

purchaser should take t o prevent waste at t h a t w e l l s i t e t o 
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give some r e l i e f t o the producer. 

Q Mr. Kendrick, what you're doing here i s 

t a k i n g language t h a t g e n e r a l l y i s found i n i n d i v i d u a l orders 

on hardship w e l l s and p u t t i n g i t i n t o a general r u l e , r i g h t ? 

A Yes. 

Q Okay. 

A But i t i s entered here t o prevent, g i v i n g 

a hardship gas w e l l a d i s t i n c t advantage over other w e l l s i n 

a pool. 

Rules 12(a) and 12(b), i d e n t i f i e d as 

C l a s s i f i c a t i o n Period, changed the length of the c l a s s i f i c a ­

t i o n periods from three months t o four months. A c l a s s i f i ­

c a t i o n p eriod i s a period at the end of which the adminis­

t r a t i v e d i v i s i o n here i n Santa Fe reviews the allowable pro­

duction h i s t o r y of the w e l l s w i t h i n the pools and c l a s s i f i e s 

w e l l s from nonmarginal t o marginal t o q u a l i f y . C u r r e n t l y 

t h a t goes on three times a year plus the one at the end of 

the p r o r a t i o n p e r i o d . This would e l i m i n a t e one of those and 

e l i m i n a t e t h a t a d d i t i o n a l amount of work. 

Rule 17 deals w i t h noncompliance. I have 

reviewed t h i s . This may be more my personal remark than the 

Committee remark, but Rule 17 provides f o r a penalty to pro­

ducers f o r f a i l i n g to comply w i t h these r u l e s . 

I t f a i l s t o provide any penalty f o r pur­

chasers f o r noncompliance w i t h t h e i r share of these r u l e s . 
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The D i v i s i o n might would l i k e t o provide a type of penalty 

f o r the purchaser. 

E s s e n t i a l l y what t h i s r u l e says, t h a t i f 

anybody i s i n noncompliance, the purchaser i s not penalized, 

the producer i s always penalized. 

Rule 19 i s a new r u l e , Notice of Margnal 

Shut-in. I t ' s recommended by the D i v i s i o n s t a f f . I t says 

t h a t , Purchasers s h a l l n o t i f e the D i r e c t o r any time i t i s 

necessary t o shut i n marginal w e l l s . Such n o t i c e s h a l l be 

made w i t h i n 30 days f o l l o w i n g the end of such month and 

shall, include data as may be r e q u i r e d by the D i r e c t o r . 

This r e p o r t s h a l l not include w e l l s shut 

i n f o r r e q u i r e d t e s t i n g , connection of new w e l l s , or w ells 

shut i n by the D i r e c t o r . " 

I'd l i k e t o apologize t o a l l the Commit­

tee members because of my delay i n g e t t i n g t h i s t h i n g 

g e t t i n g these paragraphs rearranged. I d i d rearrange them 

l a s t week and mailed a copy t o everybody and I'm not sure 

t h a t they had time t o read those, but I revised these i n t o a 

category t h a t I thought was more reasonable than what we had 

before. 

Q In summary, Mr. Kendrick, these new pro­

posed r u l e s f o r the general r u l e s f o r the prorated gas pools 

i n New Mexico are intended t o replace what are now r u l e s i s ­

sued under Order R-1670, c o r r e c t ? 
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A Yes, i n --

Q A l l r i g h t . 

A In a l l of the s t a t e instead of having two 

sections of R-1670 r e p r e s e n t i n g , or t a k i n g two groups t o r e ­

present the s t a t e , one group f o r the San Juan Basin, one 

group f o r the southeast p a r t of the s t a t e . 

Q Okay. I s t h a t a l l the testimony you have 

regarding the general rules? 

A Yes. 

Q Let's now move — w e l l , l e t me now i n t r o ­

duce these e x h i b i t s . 

Were E x h i b i t s One, Two, and Three pre­

pared by you or under your supervision and c o n t r o l ? 

A Yes. 

MR. TAYLOR: Mr. Commissioner, 

I'd l i k e t o move the admission of our E x h i b i t s One, Two, and 

Three. 

MR. STAMETS: The e x h i b i t s w i l l 

be admitted. 

I'd l i k e t o ask Mr. Kendrick a 

couple questions before you move on from t h i s . 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Kendrick, j u s t looking at some of the 

things t h a t I see here, f o r example, i n the d e f i n i t i o n s , we 
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we — you are proposing t o define t h a t a gas p r o r a t i o n u n i t , 

as I r e c a l l i n the way the r u l e s are w r i t t e n now they are 

p r i m a r i l y discussing w e l l s , and because of a l l the i n f i l l 

d r i l l i n g , i s t h a t why the GPU i s — i s defined here and why 

i t ' s used throughout these rules? 

A The term GPU, representing gas p r o r a t i o n 

u n i t , was defined i n our d e f i n i t i o n s and we attempted t o r e ­

place the term " w e l l " throughout t h i s whole set of general 

p r o r a t i o n r u l e s where GPU was a p p l i c a b l e . 

The word " w e l l " does appear i n cases l i k e 

i n hardship gas w e l l s , and things l i k e t h a t , but the term 

" w e l l " i n our attempt was t o be used only when i t r e l a t e d to 

a w e l l , whether i t be on a s i n g l e w e l l u n i t or m u l t i - w e l l 

u n i t , i f we were t a l k i n g about a w e l l we i d e n t i f i e d i t as 

" w e l l " but we attempted t o cause p r o r a t i o n u n i t s t o be iden­

t i f i e d as GPU's i n a l l instances t h a t we intended t o t a l k 

about the e n t i r e p r o r a t i o n u n i t . 

Q That's p a r t of the modernization process 

t h a t you've gone to i n preparing these r u l e s . 

A Yes, and s i m p l i c a t i o n or — or t r y i n g t o 

cause t h i s t o t a l k about the t h i n g , because i f you t a l k 

about w e l l s or a w e l l on the p r o r a t i o n u n i t , i t gets tob e a 

l o t of confusion. 

Q I n o t i c e you also added paragraph head­

ings here, which would lead the reader t o f i g u r e out what 
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page three you t a l k about Standard Unit Spacing, Standard 

Size and Variance, and so on. 

A We thought t h a t would be an a s s i s t t o 

everyone reading the r u l e s . 

Q Okay. 

MR. STAMETS: Are there any 

other questions about what Mr. Kendrick has t e s t i f i e d t o to 

t h i s p o i n t ? 

MR. PEARCE: May I? 

MR. STAMETS: Yes. 

MR. PEARCE: I haven't even en­

tered an appearance. 

QUESTIONS BY MR. PEARCE: 

Q Mr. Kendrick, I'm W. Perry Pearce, of the 

Santa Fe law f i r m of Montgomery and Andrews. 

I'd l i k e f o r you t o go back up your sheet 

to Rule 5(b)2, and I'm looking at E x h i b i t Number Two, a l ­

though the language i s the same E x h i b i t One. 

During your testimony, s i r , you discussed 

t h a t t h i s r u l e was intended to penalize operators who pro­

duced w e l l s f o r extended periods of time without doing 

d e l i v e r a b i l i t y t e s t s . 

You also mentioned, as I r e c a l l , f o r 
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something about there being a regu l a r 90-day r e t r o a c t i v e a l ­

lowable assignment? Did I understand t h a t c o r r e c t l y ? 

A Up to 90 days, yes, s i r . 

Q Could you e x p l a i n how t h a t system works a 

l i t t l e more f u l l y ? 

A I would r e f e r you back t o the Rule 5 ( b ) l , 

Mr. Pearce, which would be on the lower p a r t of page 7, and 

i n Rule 5(b)1(B) paragraph 2, which i s a c t u a l l y on the top 

of page 8, i n the procedure f o r assigning allowables to nev* 

we l l s under t h a t paragraph, the paragraph 5(b)2 says: "A 

d e i v e r a b i l i t y f a c t o r allowable w i l l be assigned the l a t e r 

[date] o f : 

a) The date of f i r s t d e l i v e r y ; or 

b) 90 days p r i o r t o the date of r e c e i p t of the de­

l i v e r a b i l i t y t e s t r e p o r t at the appropriate D i v i s i o n Dis­

t r i c t O f f i c e . " 

Q And what t h i s — the e f f e c t of t h a t l a n ­

guage i s , i n f a c t , t o allow up t o 90 days r e t r o a c t i v e as­

signment of gas allowable t h a t --

A Yes. 

Q That does? 

A Yes. 

W I'm sorry t o be so slow but I r e a l l y am 

t h i s morning. 

MR. STAMETS: Mr. Kendrick, i f 
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I read t h i s c o r r e c t l y i t ' s only t h a t the d e l i v e r a b i l i t y por­

t i o n , t h a t the w e l l has already been assigned i t s acreage 

p o r t i o n of the allowable under — under paragraph 1 of t h a t 

5(b) 1 (B). 

I t says, "An acreage f a c t o r a l ­

lowable w i l l be assigned the l a t e r of the date o f " f i r s t de­

l i v e r y of gas t o the purchaser or the approval of Form C-102 

or 104. 

So t h a t w i l l be assigned e a r l y 

on and i t ' s only the d e l i v e r a b i l i t y p o r t i o n which i s subject 

to any r e t r o a c t i v i t y . 

A Yes, but then Rule 5(b) 2 says t h a t i f he 

f a i l s t o take a t e s t w i t h i n 120 days the p r o r a t i o n u n i t w i l l 

be shut i n . 

MR. STAMETS: Right, but he 

s t i l l had t h a t f i r s t 120 days acreage allowable. 

A Had t h a t o p p o r t u n i t y t o take a t e s t , yes. 

MR. STAMETS: And he — 

MR. PEARCE: Excuse me f o r get­

t i n g i n the middle, but as I understand i t , he does not lose 

the 120 days of acreage allowable j u s t because he d i d not 

ti m e l y do h i s d e l i v e r a b i l i t y t e s t and submit t h a t , or does 

he lose t h a t d e l i v e r a b i l i t y ? 

A I have no o b j e c t i o n t o him l o s i n g the 

whole allowable. 
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MR. STAMETS: Mr. Kendrick, I , 

i n reading Rule 5(b)2, I don't see where as i t ' s c u r r e n t l y 

worded t h a t t h a t would happen. I t looks t o me as though he 

gets t h a t 120 days but he — acreage allowable, but he never 

gets any r e t r o a c t i v e d e l i v e r a b i l i t y allowable. 

That would come i n t o play once 

t h a t t e s t was f i l e d . 

A I t h i n k t h i s i s one of the things t h a t i f 

the Commission accepts these recommendations t o be reviewed 

by them i n w r i t i n g a r u l e , t h a t someone i n the D i v i s i o n 

s t a f f i s going t o have t o make t h a t d e c i s i o n . 

Q I , as I understand i t , under the present 

system, one can get 9 0 days of r e t r o a c t i v e d e l i v e r a b i l i t y 

allowable i f you t i m e l y submit a d e l i v e r a b i l i t y t e s t . 

You lose t h a t a b i l i t y t o get 90 days r e ­

t r o a c t i v e allowable — I'm not arguing, I'm asking i f t h a t 

i s the i n t e n t of t h i s . I j u s t — I want t o be able t o t e l l 

people what t h a t w i l l mean. 

Do you bel i e v e t h a t i f a d e l i v e r a b i l i t y 

t e s t i s d e l i v e r e d on the 121st day a f t e r connection t h a t 

t h a t w e l l operator w i l l not be granted 90 days of d e l i v e r ­

a b i l i t y allowable on t h a t w e l l , as Rule 5(b) 1 and 2 are 

c u r r e n t l y w r i t t e n ? 

A Yes. 

Q Okay, j u s t so we know what i t says. 
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A That was the i n t e n t of the l a s t sentence 

i n the paragraph t h a t says t h a t any r e s u l t i n g allowable 

should be e f f e c t i v e on the date the delinquent d e l i v e r a b i l ­

i t y t e s t i s received by the appropriate D i s t r i c t o f f i c e , 

t h a t no r e t r o a c t i v e allowable would be assigned to a d e l i n ­

quent t e s t . 

Of course, the — based on the h i s t o r y I 

have w i t h the D i v i s i o n , one could appeal and ask t h a t an a l ­

lowable be assigned f o r a hardship case; some decision could 

be made l a t e r down the road, but as a r u l e of thumb, I t h i n k 

t h a t the l i m i t ought t o be set t o no r e t r o a c t i v e . 

Q A l l r i g h t , s i r , w i t h regard t o Rule 19, 

shown on your E x h i b i t One and E x h i b i t Two? 

A Page t h i r t e e n ? 

Q Page t h i r t e e n of E x h i b i t One and the bot­

tom of E x h i b i t Number Two. as I understand what t h a t says 

now, no operator — no purchaser, operator, nobody has any 

way of knowing what t h a t r e p o r t i n g requirement i s going t o 

be a t t h a t time — at t h i s time, i s t h a t c o r r e c t ? I can't 

t e l l from t h a t r u l e what I'm supposed t o do, f r a n k l y . 

A That's t r u e . I t h i n k t h a t the wording of 

t h i s r u l e means t h a t the purchaser would pick up the t e l e ­

phone and c a l l the D i r e c t o r and f i n d out what type of i n f o r ­

mation he wanted on t h a t r e p o r t and then provide t h a t i n f o r ­

mation. 
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Q Was there any discussion i n the Committee 

study of what t h a t r e p o r t i n g requirement would be? 

A No, s i r . 

Q Thank you. 

MR. PEARCE: I have nothing 

f u r t h e r , s i r . 

MR. STAMETS: Presumably, i f 

you had a very f r i e n d l y and benign d i r e c t o r , those r e q u i r e ­

ments would be q u i t e minimal. 

MR. PEARCE: I'm always looking 

f o r one of those. 

MR. COOTER: I have one ques­

t i o n f o r Mr. Kendrick. 

CROSS EXAMINATION 

BY MR. COOTER: 

Q Let me d i r e c t your a t t e n t i o n , i f I may, 

to Rule 13(a), which appears on page 11. 

The time period referenced t h e r e i n i s 

twelve months. Was i t not the consensus of the Committee 

and i n f a c t the Committee Report as o r i g i n a l l y d r a f t e d , t h a t 

t h a t time period would be four months? 

A The c l a s s i f i c a t i o n period i s i d e n t i f i e d 

i n Rule 12(a) a t the top of page 11, as being four months, 

and I f a i l e d t o get t h a t changed. I t was i d e n t i f i e d i n the 
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Committee as three months, but the reference i n the middle 

of paragraph 13(a) i s the average monthly allowable during 

the period — or p r i o r twelve months, was discussed at the 

Committee and using the twelve month average allowable 

r a t h e r than the period average allowable would provide a 

whole l o t b e t t e r basis f o r c l a s s i f i c a t i o n , i n my personal 

o p i n i o n . 

Q I understand t h a t , Mr. Kendrick. I was 

j u s t asking f o r the — as the Committee which you chaired 

resolved or e s t a b l i s h e d t h a t time p e r i o d , was i t not a four 

month period t h a t was then changed as you set out i n your 

t r a n s m i t t a l memorandum t o a twelve month period? 

A Yes. That was one of the changes, and I 

f a i l e d t o get i t on the E x h i b i t Two, yes. 

Q But i n your memorandum of November 7, 

t h a t was t o the members of the Rules Study Committee, t h a t 

was your proposal t h a t t h a t time period be changed t o twelve 

months, as i n your --

A Yes. 

Q — e x h i b i t as o f f e r e d . 

A Yes. 

Q Thank you. 

MR. STAMETS: Any other ques­

t i o n s ? 

Mr. N u t t e r . 
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MR. NUTTER: C l a r i f i c a t i o n 

p o i n t s , Mr. Stamets. 

MR. STAMETS: A l l r i g h t . Since 

you are a noted former D i v i s i o n expert on gas p r o r a t i o n i n g , 

I t h i n k your views and queries would be most b e n e f i c i a l . 

MR. NUTTER: Well, I'm stumped 

by a l o t of these. I've got t o learn here t h i s morning. 

QUESTIONS BY MR. NUTTER: 

Q Mr. Kendrick, on the f i r s t page of your 

proposed r u l e s here, you, at the bottom of the page, you've 

got the d e f i n i t i o n of a gas purchaser, and I don't know what 

a gas purchaser i s a f t e r reading these r u l e s . 

I'd ask you, does gas purchaser, as used 

i n these r u l e s , mean any f i r s t taker and does f i r s t taker 

include the ac t u a l purchaser or the ac t u a l physical t r a n s ­

p o r t e r of the gas? 

I'm t h i n k i n g i n the case of a c a r r i a g e , 

gas c a r r i a g e s i t u a t i o n . 

A The gas purchaser i s i d e n t i f i e d here as 

the f i r s t taker and t h a t ' s a t the f i r s t measurement p o i n t . 

Q Well, but "taker" i s not cl e a r i n my 

mind. 

A I t i s the t r a n s p o r t e r or p i p e l i n e company 

or purchaser — 
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Q Well now, you've got an "or" there and i t 

could be one or the other, then. 

A No, i t — they're — they're a l l the same 

p o i n t . I t ' s whoever takes the gas through the f i r s t meter. 

Q Whether he's the purchaser or not? 

A Right. 

Q So i t ' s the f i r s t t r a n s p o r t e r , then. 

A That's t r u e . 

Q I t ' s not the f i r s t purchaser. 

A Well, under these r u l e s the Committee 

elected t o use the term "purchaser" as the i d e n t i t y and we 

i d e n t i f i e d the purchaser here as the f i r s t taker of gas at 

— and t h a t ' s the mechanical, the owner of the mechanical 

connections of the w e l l . 

Q That's the physical taker and not 

n e c e s s a r i l y the purchaser, then. 

A Yes, s i r . 

Q Okay, j u s t wanted t o c l a r i f y t h a t p o i n t , 

Mr. Kendrick. 

Now on page four i n the p r o v i s i o n s f o r 

e s t a b l i s h i n g a nonstandard gas p r o r a t i o n u n i t , I believe the 

previous r u l e s provided t h a t there has t o be a presumption 

t h a t the acreage included i n the nonstandard p r o r a t i o n u n i t 

i s productive of gas from the pool, and t h a t presumption i s 

no longer r e q u i r e d here. 
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Is there a reason f o r t h a t or i s i t an 

ov e r s i g h t , or what? 

A I don't — don't r e c a l l t h a t being d i s ­

cussed a t the Committee. Of course, we've been two years i n 

t h i s d i s c u s s i o n , and t h i s was one of the e a r l y on thi n g s 

t h a t we discussed, and I don't r e c a l l any i n t e n t t o remove 

anything t h a t said we re q u i r e d presumption t h a t the e n t i r e 

u n i t was being p r o d u c t i v e . 

Q I be l i e v e t h a t was a requirement f o r non­

standard p r o r a t i o n u n i t s i n both the northwest and the 

southeast and now i t ' s not i n here f o r the general r u l e s ap­

p l y i n g t o both areas. 

The D i v i s i o n may want t o -- or Commission 

may want t o consider t h a t e l i m i n a t i o n , t h a t p r o v i s i o n t h a t ' s 

being e l i m i n a t e d . 

MR. PEARCE: For c l a r i f i c a t i o n 

could we get the person asking the question t o read t h a t 

sentence out of the o l d r u l e s ? 

MR. NUTTER: Yes, s i r . 

MR. PEARCE: Please. 

MR. NUTTER: I ' l l read i t out 

of both r u l e s , Mr. Pearce. 

MR. PEARCE: Thank you. 

MR. NUTTER: I n Section 70, i n 

sec t i o n — Rule 5(b)3(D), f o r a nonstandard p r o r a t i o n u n i t , 
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Rule 1670 reads, "the e n t i r e nonstandard gas p r o r a t i o n u n i t 

may reasonable be presumed t o be productive of gas from the 

designated gas pool." 

In the southeast r u l e s of 1670, 

i n Rule 5(c)3(D) i t s t a t e s , "the e n t i r e nonstandard gas pro­

r a t i o n u n i t may reasonabley be presumed t o be productive of 

gas from the designated gas pool." 

MR. PEARCE: Is t h a t j u s t a 

sentence standing by i t s e l f , s i r ? 

MR. NUTTER: I t ' s one of one, 

two, t h r e e , f o u r , f i v e , i t ' s one of f i v e separate sentences 

standing by themselves i n the Rule 3 of -- Section 3 of Rule 

5. 

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

apologize f o r i n t e r r r u p t i n g . 

Q Now, on page 6, Mr. Kendrick, under Nom­

i n a t i o n s you've discussed here i n the case of one gas pur­

chaser, i f more than one gas purchaser i s inv o l v e d , f o r 

example, i n the case of a s p l i t connection, traded gas, or 

when the producer gathers his own gas and d e l i v e r s i t t o an­

other purchaser a t a c e n t r a l d e l i v e r y p o i n t , the purchasers 

may mutually a u t h o r i z e , agree t o authorize one of the pur­

chasers t o f i l e the whole nomination. 

Would t h i s also be the case where a pur­

chaser would be nominating f o r a gas marketing d i v i s i o n of 
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t h a t company t h a t s e l l s gas on the spot market? 

A Yes, anywhere t h a t m u l t i p l e ownership may 

be considered or, f o r instance, i n c o n t r a c t c a r r i e d gas, the 

taker of the gas would not neces s a r i l y be the buyer and the 

phys i c a l taker at the wellhead, or where s p l i t connections 

occur, so t h a t more than one connection i s at the wellhead. 

We attempted t o e l i m i n a t e m u l t i p l e 

nominations f o r the same w e l l . 

Q Okay, then the agreement between the 

purchasers i s t o be i n d i c a t e d by a formal l e t t e r . 

Does t h i s l e t t e r simply s t a t e t h a t 

company A i s going t o be nominating f o r company A and B and 

C, or does i t s t a t e t h a t company A w i l l be nominating a 

c e r t a i n percentage of i t s nominations f o r these various 

companies, or would there be a breakdown i n the nominations 

so t h a t you could i d e n t i f y how much demand a p a r t i c u l a r 

purchaser from t h a t wellhead had i n mind f o r the f o l l o w i n g 

month i n the nominations? 

A I t h i n k i t was our i n t e n t t o have one 

volume i d e n t i f i e d as the t o t a l volume t o be taken from the 

p r o r a t i o n u n i t and nominated by one purchaser. 

Q So i f a producer had a connection w i t h 

one f o the companies t h a t was being nominated f o r i n t h i s 

t o t a l nomination, he wouldn't have any idea whether h i s 

purchaser was nominating high or low or maybe nominating 



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 

34 

nothing a t a l l , then, would he, i f there's no breakdown. 

A That's t r u e , but we don't f i n d t h a t any 

d i f f e r e n t than now. I f an operator has a w e l l i n the Basin 

Dakota Pool he has no knowledge as t o how much gas t h a t the 

purchaser i s nominating f o r h i s w e l l . He's nominating f o r 

the — 

Q But he has an idea --

A — pool. 

Q -- how much he's nominating f o r the pool 

and you wouldn't have any idea here how much the nomination 

f o r t h a t company would be f o r t h a t pool, even. 

A Which i s l i k e i t i s today. As I under­

stand i t today, the purchasers do not nominate f o r takes 

from i n d i v i d u a l companies or w e l l s . They nominate f o r takes 

from the pool, and t h a t ' s --

Q For t h e i r own — f o r t h e i r own purchase. 

For t h e i r own purchase. 

A Whatever he wants t o take from the pool, 

whether i t ' s — 

Q Right. 

A -- f o r h i s own purchase or something he 

sold down the road, the producer has no idea where -- what 

gas i s sold down the road by the taker of gas. 

Q But a company t h a t ' s i n a s p l i t connec­

t i o n , a w e l l w i t h a s p l i t connection, has an idea of what 
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h i s company i s nominating f o r t h a t pool, anyway, what h i s 

purchasing company — he won't have any idea of what h i s 

company i s nominating here. 

I don't want t o q u a r r e l about i t , but I 

t h i n k , I t h i n k i t ' s obvious t h a t — 

A Frankly, I don't seen any d i f f e r e n c e be­

tween t h i s and the c u r r e n t s i t u a t i o n . 

Excuse me f o r i n t e r r u p t i n g , Mr. Nut t e r , 

but when we went back through unorthodox w e l l l o c a t i o n s , you 

d i d remind me of a r e v i s i o n we made which I f a i l e d to men­

t i o n , i n t h a t the no t i c e t o o f f s e t operators f o r an a p p l i c a ­

t i o n f o r a nonstandard l o c a t i o n w i l l be made only to those 

people who have acreage w i t h i n the minimal required distance 

o f f s e t t i n g the boundary of the d r i l l t r a c t . 

Q I be l i e v e t h a t ' s i n the conformance w i t h 

the new r u l e s t h a t were adopted by the Commission under i t s 

statewide p r o v i s i o n s . Is t h a t not cor r e c t ? 

A I'm not -- not r e l a t e d to t h a t , but i f , 

f o r instance, i n the San Juan Basin the minimal requirement 

f o r a w e l l i s 790 f e e t from the boundary of the p r o r a t i o n 

u n i t , then only those people who own acreage w i t h i n 790 f e e t 

of the proposed nonstandard l o c a t i o n need be n o t i f i e d . 

Q Now, Mr. Kendrick, I s t i l l d i d n ' t under­

stand e x a c t l y why the exception t o s h u t - i n f o r overproduc­

t i o n , as c i t e d i n Rule 11(c) on page 10 of your r u l e s has 



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 

36 

been reduced from 500 t o 200 MCF of gas per month. 

Southeast New Mexico had a p r o v i s i o n f o r 

500 MCF and I know minimum allowables i n northwest New Mexi­

co are 250, I b e l i e v e , but why the necessity t o c u r t a i l a 

maximum amount of production on a w e l l t h a t ' s been shut i n 

to 500 MCF a month, e s p e c i a l l y i n view of the f a c t t h a t t h i s 

would be a p p l i c a b l e t o southeast New Mexico, and some of 

those w e l l s down t h e r e , you t u r n them on f o r f i v e minutes 

and they've overproduced 500 MCF, p o s s i b l y , a month's allo w ­

able? 

Or they would overproduce 200 MCF. 

A I n the Committee's o p i n i o n , or the 

what I t h i n k i s the opinio n of the m a j o r i t y of the people 

t h a t discussed t h i s a t the committee meetings, was t h a t any 

allowable authorized t o the w e l l t h a t forced to be s h u t - i n 

f o r overproduction i s g r a n t i n g these people a favor t o t r y 

to keep them out of some kind of problem. I t ' s not a matter 

to give them a large chunk of the allowable or the market a t 

t h a t s i t u a t i o n , i t ' s a p r o v i s i o n t o salvage t h i s operator 

from problems t h a t q u i t e l i k e l y he generated himself by 

overproducing h i s w e l l and not paying a t t e n t i o n t o t h i s pro­

r a t i o n . 

So i t ' s not a matter t h a t we're p e n a l i z ­

i n g those people, i t ' s t h a t we're g i v i n g them less of a 

chunk of the p i e . 
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The p r o r a t i o n u n i t i s already overpro­

duced t o the p o i n t of being f o r c i b l y c u r t a i l e d and i t ' s a 

r e l i e f t o salvage something from a problem t h a t was gener­

ated a t t h a t p r o r a t i o n u n i t and not by the other people i n 

the p ool. 

Q Well, I r e a l i z e t h a t , but 250 MCF of gas 

i s a very small amount of gas. 

A I might also add t h a t the 500 MCF number 

was generated at a time when the p r i c e of gas was about 10 

or 15 cents per MCF instead of the c u r r e n t r a t e of maybe 10 

or 15, 20 times t h a t . 

Q Of course, I don't t h i n k e i t h e r one of 

these f i g u r e s i s designed t o make the w e l l economic, Mr. 

Kendrick, 500 or 250. 

A No, i t ' s j u s t a matter t o have provided 

enough money t o pay some tax or r o y a l t y and v a l i d a t e a 

lease. 

Q Okay, then on page 11, Mr. Kendrick, on 

C l a s s i f i c a t i o n of GPU's, you stat e d t h a t changing the c l a s s ­

i f i c a t i o n p e r iod from three months t o four months would e l i ­

minate work. 

Is t h a t the only reason f o r changing the 

c l a s s i f i c a t i o n p e riod from three months t o four months? 

A Yes. 

Q Okay. Then i n Section 13(a), the 
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R e c l a s s i f i c a t i o n t o Marginal, you s t a t e t h a t a f t e r the pro­

du c t i o n date i s a v a i l a b l e any GPU which had an underproduced 

status a t the beginning of the p r o r a t i o n period may be 

c l a s s i f i e d marginal. 

The former r u l e said t h a t the u n i t s h a l l 

be c l a s s i f i e d as marginal. 

What i s the d i f f e r e n c e between "may" and 

" s h a l l " here, and why i s the d i f f e r e n c e ? 

A I don't know. I d i d n ' t r e v i s e t h a t para­

graph so I'm not sure of what was i n the mind there and I 

don't t h i n k t h a t any change there was intended t o change the 

importance of the word i n t h a t p a r t i c u l a r p o s i t i o n . 

Q I b e l i e v e t h a t — 

A The change t h a t we intended to make i n 

t h i s was t o change the average monthly allowable period from 

a 3 month's average allowable t o a 12 month average allow ­

able because the allowables have f l u c t u a t e d so badly being 

based on nominations t h a t one month's nomination could cause 

a s u b s t a n t i a l number of w e l l s t o be c l a s s i f i e d marginal on a 

90 day average but on a 12 months average t h a t would not oc­

cur . 

MR. STAMETS: Mr. Kendrick, as 

t o Mr. Nutter's query t h e r e , i n the immediate previous para­

graph i t says t h a t the D i r e c t o r may suspend the r e c l a s s i f i ­

c a t i o n . 
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Does t h i s "may" and t h a t "may", 

do those two "mays" t i e together? 

A I don't t h i n k so. 

MR. STAMETS: Does i t give the 

Di r e c t o r t h a t same degree of f l e x i b i l i t y ? 

A Well, you have the f l e x i b i l i t y i n 12(b) 

so t h a t i t doesn't matter i f i t ' s c a r r i e d forward and r e ­

lat e s back t o 12(b) you have the a u t h o r i t y to cancel r e c l a s ­

s i f i c a t i o n p e r i d so I see no d i f f e r e n c e i n the paragraphs. 

MR. STAMETS: Does t h a t make i t 

c o n s i s t e n t then t o have those, a l l of those "mays" i n there? 

A I t h i n k i t would. 

MR. STAMETS: Mr. Pearce, d i d 

you want t o get i n the middle of t h i s ? 

MR. PEARCE: Does anybody ob­

j e c t ? 

I don't have a set of the o l d 

ru l e s i n f r o n t of me, but looking a t the summary sheet which 

you d i d , Mr. Kendrick, do you have a set of the o l d rules? 

MR. NUTTER: They're r i g h t here 

i f anybody wants t o read them. 

A Not handy. 

MR. PEARCE: I t references Rule 

16(A) as now being Rule 13(A), and I was wondering whether 

or not the l a s t p a r t of what i s now proposed Rule 13(A), r e -
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l a t i n g t o having t h i r t y days from n o t i f i c a t i o n t o demon­

s t r a t e t o the D i r e c t o r , was t h a t always i n there? 

MR. NUTTER: No, t h a t used t o 

be f i f t e e n days. I t was there but i t was f i f t e e n days. 

This i s a good change. 

A And what are you gentlemen r e f e r r i n g t o 

as the f i f t e e n days and the t h i r t y days? The r e s t of us 

would l i k e t o know what the content i s you're speaking o f . 

MR. PEARCE: Okay. The l a s t 

p a r t of proposed Rule 13(a) says t h a t the operator of any 

GPU so c l a s s i f i e d , or other i n t e r e s t e d p a r t y , s h a l l have 30 

days a f t e r r e c i e p t of n o t i f i c a t i o n of the marginal c l a s s i f i ­

c a t i o n i n which t o submit s a t i s f a c t o r y evidence t o the D i v i ­

sion t h a t the GPU i s not of marginal character and should 

not be so c l a s s i f i e d . 

I t seems t o me t h a t would force 

the use of "may", but perhaps Mr. Nutter f e e l s — 

A I n the Committee discussion of t h i s there 

was a request t h a t we shorten the period f o r an i n t e r e s t e d 

p a r t y t o b r i n g f o r t h a n o t i c e t h a t the c l a s s i f i c a t i o n was i n 

e r r o r , so t h a t the c o r r e c t i o n could be made i n the next gas 

p r o r a t i o n schedule being issued, p r i m a r i l y on the premise 

t h a t the gas p r o r a t i o n schedule would be out before the 

f i r s t day of the month and i f i n f a c t the p a r t i e s could 

determine and get the n o t i c e i n by the 15th day of the 
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month, then the new schedule issued l a t e r t h a t month could 

have the c o r r e c t i o n w i t h i n i t , but when i t was pointed out 

t h a t the schedule f o r the c u r r e n t month sometimes a r r i v e s as 

l a t e as the 10th and we add 15 days t o i t , the new schedule 

i s already being e x t r a c t e d from the computer, so i t couldn't 

get there anyhow, so the term 30 days, or the time of 30 

days was put i n t o give the i n t e r e s t e d p a r t i e s s u f f i c i e n t 

time and i t would not m a t e r i a l l y a f f e c t the date of change 

i n the next schedule a f t e r the n o t i c e i s received by the 

D i v i s i o n here i n Santa Fe. 

MR. NUTTER: Mr. Stamets, while 

we're on t h i s paragraph, I t h i n k I might p o i n t out that. I 

b e l i e v e t h a t the p r o v i s i o n f o r the D i r e c t o r i n 12(b) second 

paragraph up there i s more or less on a wholesale scale, 

which has been accomplished by the D i v i s i o n D i r e c t o r over 

the l a s t two or three years, but w i t h o u t any s p e c i f i c 

w r i t t e n a u t h o r i t y under the r u l e s t o do so, and i t ' s 

probably a good p r o v i s i o n . 

The one i n the Rule 13(a) i s 

the r u l e which governs Harold's computer t h a t reads the 

production versus allowables and r e c l a s s i f i e s t h a t w e l l , and 

I don't t h i n k the computer has the o p t i o n t o say "may" or 

" s h a l l " . 

Of course i f i t says " s h a l l " , 

then the w e l l would be r e c l a s s i f i e d . The producer then 
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would have h i s 30 day period i n which to come i n and ask you 

to rescind t h a t r e c l a s s i f i c a t i o n . 

So I t h i n k the " s h a l l " may be 

ap p l i c a b l e i n 13(a) while you do have the a u t h o r i t y up here 

i n 12(b) t o grant the exceptions on a wholesale scale. 

I'm not sure how I f e e l about 

the 12 months or the 3 months f o r the r e c l a s s i f i c a t i o n 

p e r i o d . As Mr. Kendrick s t a t e d , i t ' s probably advantageous 

because allowables have f l u c t u a t e d so widely i n a 12 month 

per i o d . 

A I t may f l u c t u a t e on a 90 day period but 

not so widely on a 12 month p e r i o d . 

MR. NUTTER: But I do support 

the 30 days f o r the operators t o come i n and ask f o r r e c l a s ­

s i f i c a t i o n back t o nonmarginal. 

MR. STAMETS: Does t h a t con­

clude your c l a r i f i c a t i o n , Mr. Nutter? 

MR. NUTTER: Yes, s i r , t h a t 

concludes my questions f o r c l a r i f i c a t i o n . 

A I'd l i k e t o address one t h a t Mr. Nutter 

brought up on the top of page 11 i n Rule 12(a). 

I f a i l e d t o get i n t h i s new p r i n t o u t the 

c l a s s i f i c a t i o n p e riod i d e n t i f i e d t o three times a year i n ­

stead of four times a year, so those periods would be — or 

they are four months each, I'm s o r r y , three times a year on 
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four month i n t e r v a l s , and i n c l u d i n g A p r i l the 1st o r d i n a r i l y 

are c l a s s i f i e d . 

On the top of page 13 i n Rule 18, I 

f a i l e d t o {not understood) t h a t Rule number 4(b) down th e r e , 

which i s Rule 5 ( b ) l . 

MR. STAMETS: Okay, Rule 18 

then i s — references Rule 5 ( b ) l ? 

A Yes. 

MR. STAMETS: Is t h a t a l i t t l e 

"b"? 

A Yes, ra t h e r than Rule 4 ( b ) , i t ' s Rule 

5(b)1 i n t h i s new arrangement. 

MR. STAMETS: Mr. Garcia? 

QUESTIONS BY MR. GARCIA: 

Q Mr. Kendrick, i n reference t o Rule 13(a) 

to change the period to a 12 month period from a 4 month 

pe r i o d , and i n c u r r e n t p r a c t i c e , now, u t i l i z i n g the term 

"underproduced" we have not undertaken r e c l a s s i f i c a t i o n of a 

w e l l t h a t has less than one c l a s s i f i c a t i o n period h i s t o r y , 

so t h a t a w e l l i s one month or two months over c u r r e n t l y , 

and under t h i s new proposal t h a t would be a 3 month o l d w e l l 

would not be subject t o r e c l a s s i f i c a t i o n because i t has not 

completed enough h i s t o r y t o make a determination. 

Under t h i s proposal, u t i l i z i n g a 12 month 
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f i x e d average, would we not be b e t t e r o f f by applying the 

same type of language as we have i n Rule 11(d), t h a t we 

would use the monthly average f o r the number of months 

a v a i l a b l e , 12 months, or the number of months a v a i l a b l e , be­

cause w i t h i n t h a t same scope of f l u c t u a t i n g allowables, i f I 

have t o average i n several months of zeros or d i v i d e by 12, 

but I only have, say, a 5 or 6 month h i s t o r y , i t i s going t o 

cause an awful l o t of w e l l s t o remain as nonmarginal when 

they should be marginal. 

A Yes, the — i f a w e l l produced f o r a 4 

month period and was c l a s s i f i e d as marginal, then the 4 

months allowable would be what would c l a s s i f y t h a t and you 

couldn't c l a s s i f y anything p r i o r t o i t s date of connection 

and average -- average i n allowbles from times before the 

w e l l was granted an all o w a b l e . 

MR. GARCIA: I have no f u r t h e r 

questions. 

MR. STAMETS: Any other ques­

t i o n s of Mr. Kendrick on t h i s p r o p o s i t i o n ? 

You may proceed t o what I pre­

sume i s the spe c i a l pool r u l e s . 

MR. TAYLOR: Thank you. 

MR. STAMETS: We'll take a f i f ­

teen minute recess. 
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(Thereupon a recess was taken.) 

MR. STAMETS: The hearing w i l l 

please come t o order. 

Mr. Taylor, you may continue. 

REDIRECT EXAMINATION 

BY MR. TAYLOR: 

Q Mr. Kendrick, I've handed you what I've 

denominated as E x h i b i t Four-A and Four-B. Would you f i r s t 

t e l l us what those are and then w e ' l l go through them? 

A Four-A i s my c r i t i q u e of what we attemp­

ted t o do i n the San Juan Basin Special Pool Rules, and Rule 

Four-B i s a copy of the revised r u l e s as they were l a s t a t 

the Committee meetings, plus I t h i n k I changed the pool r u l e 

numbers i n here t o match my l a t e s t r u l e arrangement. 

MR. TAYLOR: I'd l i k e t o p o i n t 

out t o the Commission t h a t we have denominated each of the 

e x h i b i t s so f a r as a D i v i s i o n e x h i b i t , even though these are 

a c t u a l l y prepared by the Gas P r o r a t i o n Rules Study Committee 

because the D i v i s i o n and the Committee are e s s e n t i a l l y a c t ­

i n g i n tandem and we've j u s t labeled every e x h i b i t as a Div­

i s i o n e x h i b i t . 

Q Okay, Mr. Kendrick, would you, r e f e r r i n g 

both t o your E x h i b i t Four-A and t o the act u a l proposed r u l e s 
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the proposed changes, h i g h l i g h t i n g minor changes and ex­

p l a i n i n g major changes? 

A I t h i n k i f I go through E x h i b i t Four-A, 

we do have a bunch more copies of these. We d i d n ' t have as 

many copies of the r u l e s as we have of the other proposed 

changes, i f people would l i k e some of those. 

The pool r u l e s as w r i t t e n d i d not s p e c i f y 

up f r o n t what the v e r t i c a l l i m i t s of the pools were or the 

date c r e a t i o n or the date of p r o r a t i o n i n a l l cases. So we 

moved t h i s up t o an i n t r o d u c t o r y paragraph r a t h e r than i n t o 

a r u l e number, and so we have the v e r t i c a l l i m i t s , and the 

date the pool was created and the date t h a t p r o r a t i o n was 

e f f e c t i v e i n the pools before the pool r u l e s are i d e n t i f i e d 

here, i n an attempt t o maybe save someone some research down 

i n the l a t e r paragraphs of the r u l e s . 

A l l r u l e s t h a t -- where the General Rules 

aPPly/ w e attempted t o e l i m i n a t e from the Special Pool 

Rules; only those places where there i s a d i f f e r e n c e from 

the General Pool Rules. 

And the acreage and p r o r a t i o n r e q u i r e ­

ments, we had t o i d e n t i f y which of the acreage requirements 

was necessary and i n the San Juan BAsin the footage r e q u i r e ­

ments are s p e l l e d i n the General Rules so t h a t the footage 

requirements are not i d e n t i f i e d -- excuse me, they are iden-
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t i f i e d i n the Special Pool Rules. 

The Dakota Pool r u l e s has a paragraph 

which says no Dakota i n f i l l w e l l s h a l l be d r i l l e d nearer 

than 900 f e e t t o an e x i s t i n g Dakota w e l l on the same GPU. 

In the e a r l y days of the Basin Dakota 

Pool the footage allowed a tolerance t o d r i l l w i t h i n 130 

f e e t of — or up t o 130 f e e t from any s u b d i v i s i o n inner 

boundary w i t h i n the 320-acre t r a c t , so t h i s would allow 

w e l l s t o be d r i l l e d as close as 130 f e e t t o the center l i n e 

of the s e c t i o n , so t h a t 920 f e e t setback i s t o set back from 

a w e l l t h a t was d r i l l e d a t a l o c a t i o n t h a t would be o f f pat­

t e r n from the c u r r e n t r u l e s , which r e q u i r e 790 f e e t from the 

outer boundary of the quarter s e c t i o n . 

The Mesaverde Pool and the Dakota Pool 

have a u t h o r i z a t i o n f o r i n f i l l w e l l s , so the paragraphs iden­

t i f y i n g the requirement f o r o l d w e l l s on the d r i l l t r a c t s , 

or GPU1s, t o be i d e n t i f i e d on the w e l l l o c a t i o n p l a t s f o r 

the i n f i l l w e l l s are included i n these Special Pool r u l e s 

t h a t do not occur i n the pool r u l e s f o r the Pictured C l i f f s 

Pool. 

In. the Basin Dakota p r o r a t i o n r u l e s under 

R-1670 sequence de a l i n g w i t h the Basin Dakota Pool, there 

were paragraphs r e l a t i n g t o o i l w e l l s d r i l l e d i n the Basin 

Dakota Pool. 

I t was the Committee's opinion t h a t o i l 
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w e l l i n f o r m a t i o n was not r e q u i r e d i n the gas p r o r a t i o n r u l e s 

f o r t h a t pool. 

So we e l i m i n a t e d the paragraph dealing 

w i t h o i l w e l l s d r i l l e d i n the Dakota formation. 

I n the Blanco Mesaverde Pool there i s a 

l i n e from the northwest t o the southeast which i d e n t i f i e s 

the separation p o i n t because of the Chacra formation oc­

c u r r i n g i n the southwest p a r t of the Basin and not i n the 

northeast p a r t of the Basin, so t h a t the v e r t i c a l l i m i t s of 

the pool change as one crosses the l i n e across the pool and 

so Rule 25 i n the Special Pool Rules i d e n t i f i e s the p o s i t i o n 

of the l i n e southwest of which Chacra can occur, northeast 

of which Chacra does not occur, except by specia l order. 

Special Rule 25 was not used i n any of 

the other pools i n the northwest. 

In the Blanco Mesaverde Pool Rules, Rules 

25 through 33 do not occur i n the gas p r o r a t i o r u l e s because 

they do not r e l a t e t o p r o r a t i o n . They r e l a t e t o other fac­

t o r s but not p r o r a t i o n , so we d i d not attempt t o c l a s s i f y or 

r e v i s e them. 

In the Tapacito Pictured C l i f f Pool the 

e a r l y r u l e provided i n p a r t t h a t a w e l l could be d r i l l e d no 

clos e r than 25 f e e t from any quarter quarter s e c t i o n or sub­

d i v i s i o n innerboundary, unquote. 

Most of the surveyors and most of the 
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operator's r e p r e s e n t a t i v e s t r i e d t o locate t h e i r w e l l s based 

on the usual footage requirements of 790 f e e t from the outer 

boundary of the quarter s e c t i o n and not closer than 130 f e e t 

t o the inner boundaries of the quarter s e c t i o n , and the Com­

mittee decided t h a t we d i d not need the tolerance to d r i l l 

c l o s e r than 130 f e e t t o the inner boundary, so we recommend 

a change and put a l l the w e l l s i n the San Juan Basin being 

spaced on the same footage p a t t e r n i n the four prorated 

pools i n the San Juan Basin. 

The pool r u l e s f o r the Basin Dakota and 

the Blanco Mesaverde are e s s e n t i a l l y the same except f o r the 

paragraph d e a l i n g w i t h 920 f e e t f o r the l o c a t i o n r e q u i r e ­

ments i n the Dakota Pool, and the magic l i n e f o r E x h i b i t A 

separating the v e r t i c a l l i m i t s i n the Mesaverde Pool. 

Those two pool r u l e s are e s s e n t i a l l y 

i d e n t i c a l . 

The pool r u l e s f o r the two prorated Pic­

tured C l i f f s are i d e n t i c a l . 

Excuse me, there i s one other d i f f e r e n c e 

i n t h a t the sp e c i a l pool r u l e s f o r the Dakota have the a l ­

lowable p r o r a t i o n s p l i t on 40 percent f o r acreage and -- or 

acreage times d e l i v e r a b i l i t y , and 60 percent on s t r a i g h t ac­

reage, and the Mesaverde Pool has a 75/25 s p l i t , but the 

Pictured C l i f f s pool r u l e s e s s e n t i a l l y are i d e n t i c a l . 

Q Mr. Kendrick, I've noticed on E x h i b i t 
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Four-B, which are the a c t u a l r u l e s , t h a t the number i s not 

consecutive. Is t h i s because you've only showed those r u l e s 

which are changing, or why are they numbered the way they 

are? 

A The r u l e s on the Special Pool Rules r e ­

l a t e t o the General Rule number and a l l General Rule numbers 

apply here except those shown by the Special Pool Rules. 

Q So these r u l e numbers t r a c k the r u l e num­

bers from the General Rules f o r p r o r a t i o n i n g and i f there i s 

a r u l e i n here i t d i f f e r s and t h e r e f o r e takes precedence 

over the General Rules? 

A Yes. 

Q Okay. I s there anything else t h a t you 

want to e x p l a i n i n E x h i b i t s Four-B? 

A No, s i r , I t h i n k i t ' s p r e t t y w e l l 

covered. 

Q Okay. Were E x h i b i t s Four-A and Four-B 

prepared by you or under your supervision and c o n t r o l ? 

A Yes, s i r . 

MR. TAYLOR: I would l i k e t o 

then move the admission of E x h i b i t s Four-A and B. 

MR. STAMETS: These e x h i b i t s 

w i l l be admitted. 

MR. TAYLOR: And I guess t h a t ' s 

a l l t h a t we have t o present d i r e c t l y and w e ' l l have Mr. Ken-
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RECROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Kendrick, on Rule 25 f o r the Blanco 

Mesaverde Pool, i s i t possible t h a t t h a t would be more clear 

i f we included a d d i t i o n language from Order R-5459 t h a t de­

f i n e d the v e r t i c a l l i m i t s ? We've got the l i n e here but I 

don't t h i n k we have the form a t i o n , or i s t h a t --

A Could I r e f e r you to the top of the page 

one. 

Q Okay, I see, t h a t ' s i n the --

A The f i r s t paragraph, or f i r s t three para­

graphs of page one of the Blanco Mesaverde Pools i d e n t i f y 

the — t h a t p o r t i o n out of Order R-5459. 

Q Okay. 

A But r a t h e r than lead o f f the p r o r a t i o n 

r u l e s w i t h t h i s two-page e x h i b i t of the l i n e , I moved i t t o 

Rule 15. 

Q Okay. Perhaps there should be a cross 

reference i n each of those, v e r t i c a l l i m i t s , r e f e r also t o 

Rule 25, Rule 25, r e f e r back, als o , to --

A I t h i n k the reference i s i n the second 

paragraph up t h e r e , r e f e r r i n g t o t h a t l i n e , and i n paren­

theses i t says "as f u l l y described on E x h i b i t "A" of Order 
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5459, dated August 1st, 1977, as amended, and i n Rule 25 of 

t h i s order." 

Q Okay. Yeah, i t does say t h a t , very good. 

A But i n the -- i n the E x h i b i t A I did not 

r e f e r back to the second paragraph but I agree t h a t a double 

cross index could be handy. 

MR. STAMETS: Any other ques­

t i o n s of Mr. Kendrick? 

QUESTIONS BY MR. CHAVEZ: 

Q Mr. Kendrick, you do reference Order R-

5459 as amended, and there i s one amendment to t h a t which 

you may want t o reference also i n Rule 25. 

A I t h i n k I included t h a t amendment f o r the 

C&E Well i n Township 30 North, Range 11 West. 

Q (Not c l e a r l y understood.) 

A I f there are other amendments, we need to 

b r i n g those forward. 

MR. STAMETS: Any other ques­

t i o n s of the witness? 

He may be excused. 

MR. TAYLOR: I ' l l c a l l next Mr. 

Harold Garcia. 
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HAROLD GARCIA, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. TAYLOR: 

Q Mr. Garcia, would you please state your 

name, place of residence, and employment? 

A Harold Garcia; residence i n Santa Fe, New 

Mexico; employed by O i l Conservation D i v i s i o n . 

Q Have you pr e v i o u s l y t e s t i f i e d before the 

Commission and had your c r e d e n t i a l s as an expert witness ac­

cepted? 

A Yes, I have. 

Q Would you please describe f o r us your job 

r e s p o n s i b i l i t i e s w i t h the O i l Conservation D i v i s i o n ? 

A I am manager of the Gas Pr o r a t i o n System 

and work as a System Analyst f o r the O i l Conservation D i v i ­

s i o n . 

MR. TAYLOR: I tender Mr. Gar­

c i a as an expert witness. 

MR. KENDRICK: Excuse me, Mr. 

Taylor, would you ask your witness to speak up a l i t t l e b i t ? 

MR. TAYLOR: Okay, sure w i l l . 
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MR. STAMETS: Besides being a 

l i t t l e b i t q u i e t , the witness i s q u a l i f i e d . 

Q Mr. Garcia, you've reviewed the proposals 

of the Gas P r o r a t i o n Rules Study Committee, have you not? 

A Yes, I have, s i r . 

Q And you're here today ready to make some 

comments and recommendations regarding those proposals of 

the Committee? 

A Yes, one s p e c i f i c a l l y . 

Q And i s t h a t on t h e i r Rule 3 f o r the Gen­

e r a l Rules? 

A Yes, t h a t i s l i s t e d as Rule 8, Minimum 

Allowables, of the General Rules. 

Q Okay. I ' l l now hand you what we've iden­

t i f i e d as the D i v i s i o n ' s E x h i b i t Five i n t h i s matter and 

would you please e x p l a i n what t h a t i s? 

A I ' l l read t h i s o f f ; probably be easier. 

"Proposed D i v i s i o n S u b s t i t u t e f o r Rule 

V I I I - Statewide Rules. 

In any month t h a t underage exceeds nomi­

nations or marginal production exceeds nominations f o r a 

given pool, the D i v i s i o n D i r e c t o r may assign a minimum a l ­

lowable of [200] MCF per month per GPU f o r t h a t pool i n or­

der to prevent premature abandonement of w e l l s . (See Spec­

i a l Pool Rules f o r Minimum Allowable Amount Exceptions." 
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I am proposing t h a t t h i s r u l e be i n s e r t e d 

i n place of Rule V I I I , Minimum Allowables, on page 8, t h a t 

s t a t e s , " A f t e r n o t i c e and hearing the D i v i s i o n may assign 

minimum allowables i n order t o prevent the premature aban­

donment of w e l l s . (See Special Pool Rules f o r Minimum A l ­

lowable Amount.)" 

I b e l i e v e Mr. Kendrick presented evidence 

t h a t t h i s (not c l e a r l y understood) would be taken from the 

General Rules and would be placed i n the i n d i v i d u a l pool 

r u l e s e c t i o n s , W i t h i n northwest New Mexico we now have 

minimum allowable amounts w i t h i n the minimum allowable r u l e 

of 250 MCF per month. 

By removing t h i s r u l e from here and plac­

ing i t i n the Special Pool Rules, they do not e x i s t there 

now and we have two s i t u a t i o n s w i t h i n the Commission t h a t 

could r e q u i r e the assigning of minimum allowables, as I have 

read from my proposed s u b s t i t u t e . 

To have t o go t o n o t i c e and hearing to do 

t h i s I t h i n k would throw the amount of time t h a t a producer 

would receive an allowable about f i v e t o s i x weeks l a t e r 

than he would normally receive i t , and t h i s would be a f t e r 

n o t i c e and hearing, and I'm not even sure t h a t a minimum a l ­

lowable would be granted on a pool basis or t h a t any pro­

ducer would maybe want t h a t minimum allowable, and an i n d i ­

v i d u a l hearing f o r each and every pool. 
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I t h i n k what I'm looking f o r here i s a 

southeast-wide or statewide minimum r u l e t o be invoked at 

the time i t ' s needed on an i n d i v i d u a l pool basis f o r any 

such time t h a t the market would d e t e r i o r a t e to a p o i n t t h a t 

r e q u i r e d the issuance of minimum allowables throughout the 

e n t i r e prorated f i e l d . 

Q In i t your i n t e n t i o n t h a t , by the l a s t 

sentence here, which says "See Special Pool Rules f o r M i n i ­

mum Allowanble Amount Exceptions", t h a t i f any p a r t i c u l a r 

pool f o r some reason deserves t o have a minimum allowable 

other than 250 MCF, t h a t t h a t would be i n the Special Pool 

Rules f o r t h a t pool? 

A That would be i n the Special Pool Rules 

f o r t h a t pool. 

Q Okay. Do you have anything else on 

t h a t you wish t o add on Rule 8? 

A No, I don't. 

Q Was E x h i b i t Five prepared by you or under 

your supervision? 

A Under my su p e r v i s i o n . 

MR. TAYLOR: I'd l i k e t o move 

the admission of E x h i b i t Five. 

MR. STAMETS: E x h i b i t Five w i l l 

be admitted. 

Q Mr. Garcia, do you have any other com-
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ments or observations which you wish to make on the proposed 

p r o r a t i o n rules? 

A No, not at t h i s p o i n t . 

MR. TAYLOR: Okay, t h a t ' s a l l 

we have on t h i s matter. 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Garcia, would i t be possible t h a t 

Rule 8 could become a two-paragraph r u l e , one paragraph 

which would provide t h a t a f t e r n o t i c e and hearing minimum 

allowables may be est a b l i s h e d on a poolwide basis t o prevent 

abandonment, and then a second paragraph which would be your 

paragraph? 

A I would propose t h a t the D i v i s i o n would 

have the a u t h o r i t y to issue a minimum allowable i n such time 

t h a t an i n d i v i d u a l pool would not receive an allowable. I t 

would e i t h e r compute t o a negative allowable or a zero a l ­

lowable and t h a t i f i t was only one pool w i t h i n the prora­

t i o n scheme we could issue t h a t as a minimum allowable and 

r e t a i n the j u r i s d i c t i o n f o r n o t i c e and hearing when a m i n i ­

mum allowable would be req u i r e d on a statewide or p r o r a t i o n -

wide basis. 

This i s not t a k i n g away the f a c t t h a t any 

operator, i n t e r e s t e d p a r t y , t r a n s p o r t e r , or whoever, could 



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 

58 

apply t o the Commission f o r a change i n minimum r u l e w i t h i n 

any given pool, a t any time. 

Q You're saying t h a t i f both of these parts 

were maintained i n there t h a t t h a t would be more c l e a r , t h a t 

— t h a t s p e c i a l minimum allowable could be established on a 

poolwide basis. 

I f there i s no poolwide basis, no pool-

wide minimum allowable, then under these c o n d i t i o n s there 

v/ould be one assigned. 

A That could be done. 

MR. STAMETS: Any other ques­

t i o n s of t h i s witness? 

He may be excused. 

Do you have any other witnes­

ses? Oh, yes. 

MR. TAYLOR: Yes, Mr. Commis­

sioner. I t h i n k next we have J e r r y Sexton, Mr. Jer r y Sex­

ton . 

JERRY SEXTON, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 
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DIRECT EXAMINATION 

BY MR. TAYLOR: 

A I have one comment on p u t t i n g the Section 

8 i n the pool r u l e s . I know t h a t the ones t h a t d i d the work 

on the southeast have not looked at p u t t i n g them an allow­

able i n there and I haven't even looked a t i t and I'm not 

sure whether -- I t h i n k we should have some time to -- f o r 

our people from the area t o study i t and also f o r the Dis­

t r i c t t o study i t t o see whether they l i k e a minimum allow ­

able or another way t o do the allowable, which r e s u l t s i n 

the same t h i n g f o r Harold. 

Q I ' l l hand you here what we've denoted as 

D i v i s i o n E x h i b i t Six. 

MR. STAMETS: Have we q u a l i f i e d 

t h i s witness? 

MR. TAYLOR: Oh, we d i d n ' t . 

Q Would you please s t a t e your name, place 

of residence and employment? 

A Je r r y Sexton. I'm D i s t r i c t Supervisor 

f o r D i s t r i c t One i n Hobbs. 

Q And have you p r e v i o u s l y t e s t i f i e d before 

the Commissioners or the Examiners and had your c r e d e n t i a l s 

accepted? 

A Yes. 

MR. TAYLOR: Mr. Chairman, I'd 
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l i k e t o tender the witness as an expert. 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q Now I ' l l hand you what we've denominated 

as E x h i b i t Number Six and ask you t o please i d e n t i f y i t . 

A Okay. Those are the proposed pool r u l e s , 

s p e c i a l r u l e s , f o r the southeast New Mexico gas prorated 

pools and I was chairman of the committee and the committee 

wishes t o submit these f o r your approval. 

Q Was t h i s committee t h a t you were chairman 

of p a r t of the same committee t h a t d i d the statewide r u l e s 

or was t h i s a separate committee? 

A I t was a separate committee formed j u s t 

f o r the southeast sp e c i a l pool r u l e s . 

Q Okay. Do you want t o give us a b r i e f 

background of the Committee t h a t studies the southeast 

r u l e s , what t h e i r charge was, the membership, and how they 

went about doing t h e i r business? 

A I t h i n k our committee t r i e d to go w i t h 

the northwest and get a set of r u l e s t h a t could be more eas­

i l y i n t e r p r e t a t e d by the people using them. 

What we t r i e d t o do i s get the r u l e s 

where the general. -- someone using the r u l e s could go to the 

special pool r u l e s and from t h a t have everything he would 

need t o work w i t h e i t h e r d r i l l i n g a w e l l or where t o go, 
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f u s i n g i f you weren't using i t a l l the time. 

Q So, e s s e n t i a l 1 l y , you were -- you were 

t a k i n g the many orders t h a t are -- t h a t are labeled as Order 

R-1670-H, or whatever, and t r y i n g t o consolidate a l l those 

i n t o one simple document f o r the southeast? 

A Well, we d i d n ' t change i t t h a t much but 

we, what we t r i e d t o do i s shorten i t and make i t more con­

cise and give a meaning t h a t everyone could work f o r . 

They had the same orders, s p e c i a l pool 

r u l e s f o r each of the pools. 

Q Okay, do you j u s t want to b r i e f l y then 

summarize any s p e c i f i c changes or points you want t o make 

about these. 

A Well, I 'd planned j u s t to go through one 

or two of them and say t h i s i s the basis we d i d i t and then 

submit these f o r testimony, but --

Q That w i l l be f i n e . 

A -- w e ' l l s t a r t w i t h the Atoka. I t ' s very 

simple and we also gave the v e r t i c a l , d e f i n i t i o n f o r the 

v e r t i c a l l i m i t s and the w e l l l o c a t i o n s , acreage r e q u i r e ­

ments, and although t h i s i s a standard acreage and standard 

footage, we d i d leave i t i n the r u l e so you would not have 

to go back and say, w e l l , i t ' s standard, but what's stan­

dard . 
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So I t h i n k t h i s has come a long way, and 

then Rule 5 i s the only p o r a t i o n f a c t o r i n the Atoka Penn 

Gas Pool. 

And we attempted t o do t h i s on a l l the 

prorated pools i n the southeast. We d i d have some t h a t were 

considerably more complicated than t h a t one. That's a sim­

ple one but i t covered about h a l f our w e l l s . 

Where we had ex t r a r u l e s r u l e s , we 

s t a r t e d out at Rule 26 and we j u s t picked 26 t o give some 

expansion t o the other general r u l e s , but from 26, 27, 28, 

from 26 on d i d not conform t o any of the general r u l e s . 

They're j u s t s p e c i a l r u l e s t h a t f i t t h i s pool as was o r i g i n ­

a l l y i n the o r i g i n a l order. 

And we d i d leave our o i l w i t h i t because 

they were t i e d i n t o acreage and f e l t l i k e you, i f you were 

going t o work w i t h operated gas pools and had an o i l w e l l i n 

i t t h a t you'd have t o know what t o do when you got an o i l 

w e l l and how i t would a f f e c t your p r o r a t i o n u n i t . 

Q Like the Special Rules which the other 

committee d i d f o r the northwest, are these numbered noncon-

s e c u t i v e l y because of the only r u l e s included here are those 

r u l e s which are not covered by the General Rules? 

A Yes. 

Q Okay. 

A And the r u l e s here go back to the General 
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Rules i f you want more c l a r i f i c a t i o n on how they d i f f e r e i n 

t h i s order. 

But our Rule Two would correspond to Rule 

Two i n the General Rules. 

And I t h i n k , I've got records of the o l d 

r u l e , but these have been out f o r some time and I assume now 

t h a t the people, i f they f e l t l i k e we d i d n ' t c l a r i f y some­

t h i n g , t h a t the question would be submitted a t t h i s hearing 

and we could go over them. I f not, I t h i n k I ' l l j u s t l e t 

the r e s t of them stand as they are i n the same order. 

Q So what you've done i s j u s t taken a l l the 

rule s up t o t h i s p o i n t i n time and t r i e d to c o l l e c t them and 

c l a r i f y them and l a r g e l y they're unchanged. 

A Yes. 

Q Okay. I s t h a t a l l the testimony you have 

on t h i s ? 

A Yes. 

Q Okay. Let's see, was E x h i b i t Six pre­

pared by you or under your supervision and c o n t r o l and can 

you t e s t i f y t o i t s accuracy? 

A Yes. 

MR. TAYLOR: I'd l i k e to move 

the admission of E x h i b i t Six. 

MR. STAMETS: E x h i b i t Six w i l l 

be admitted. 
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MR. TAYLOR: Are there any 

questions of Mr. Sexton? 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Sexton, how do you propose t o l e t 

the p o t e n t i a l l y i n t e r e s t e d p a r t i e s i n the southeast know 

about t h i s minimum allowable? 

A Well, I t h i n k i f we cover the people t h a t 

were on t h a t committee and l e t -- they w i l l get the word 

out. We have several t h a t were on the committee present t o ­

day and we can put a note on the o f f i c e . I t h i n k word w i l l 

get around. 

Q Okay, and suggest t h a t we leave the r e ­

cord i n t h i s case open f o r comments on t h i s issue. 

A Yes, and i f you get no negative comments 

then I wouldn't see why i t couldn't — you'd f e e l l i k e you 

have one t h a t we agree w i t h . 

MR. STAMETS: Any other ques­

ti o n s ? 

The witness may be excused. 

MR. TAYLOR: That's a l l we have 

i n t h i s matter, Mr. Chairman, but I would also l i k e to r e ­

commend t h a t because of the weather i n the northern p a r t of 

the s t a t e and because of some proposed changes we've t a l k e d 
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about today, t h a t the record be l e f t open f o r a couple of 

weeks or so, so t h a t we may receive any f u r t h e r comments 

t h a t there are on these r u l e s . 

MR. STAMETS: Okay. We'll a t 

lea s t do t h a t . 

Mr. Cooter, do you have a w i t ­

ness? 

MR. COOTER: Yes, s i r . We have 

one witness, Warren C u r t i s . 

Before questioning t h i s witness 

I would l i k e t o introduce t o the Commission D e l l Draper, who 

i s in-house counsel f o r Northwest P i p e l i n e , member of the 

Utah Bar, and i s here today. 

WARREN 

being c a l l e d as a witness 

oath, t e s t i f i e d as f o l l o w s , 

0. CURTIS, 

and being duly sworn upon h i s 

t o - w i t : 

DIRECT EXAMINATION 

BY MR. COOTER: 

Q Would you s t a t e your name f o r the record, 

please, s i r ? 

A My name i s Warren C u r t i s . 

Q And by whom are you employed, Mr. Cur t i s ? 

A Northwest P i p e l i n e . 
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Q What's your p o s i t i o n w i t h the company? 

A I am the Manager of Land and P r o r a t i o n . 

Q Did you serve on the P r o r a t i o n Rules Com­

mittee t h a t — from which evolved the r e p o r t presented by 

Mr. Kendrick? 

A Yes, I served on t h a t committee. 

Q Were you furnis h e d a copy of the proposed 

General Rules? 

A Yes. I received a copy approximately a 

week ago. 

Q Do you have any suggestions t h a t you 

would l i k e t o present to the Commission w i t h regard t o those 

r e w r i t t e n r u l e s , General Rules? 

A I would l i k e t o make one recommendation. 

As has already been discussed today, Rule 

13(a) on page 11, i n the middle of the paragraph i t r e f e r s 

to an average monthly allowable during t h a t p r i o r 12-month 

period. 

I t was my understanding t h a t , and possib­

l y as a l i t t l e b i t of background, r e f e r r i n g back up t o Rule 

12(a), i t ' s my understanding t h a t the i n t e n t of the Commit­

tee was t o change the quarter c l a s s i f i c a t i o n period to a 

t r i - a n n u a l c l a s s i f i c a t i o n p e r i o d . 

One of the reasons was t o insure t h a t a 

w e l l i n these times where there i s lesser demand, a w e l l 
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have a f u l l chance t o prove i t s e l f i n one d i r e c t i o n or an­

other . 

In Rule 13(a) i t was my understanding 

t h a t the i n t e n t of the Committee was t o t r a c k t h a t same 

c l a s s i f i c a t i o n period i n r e c l a s s i f y i n g a marginal w e l l . I 

t h i n k t h a t there are pros and cons t o e i t h e r way we go. I 

t h i n k t h a t a 4-month r e c l a s s i f i c a t i o n period f o r a marginal 

w e l l during a period of time when there i s lesser demand, 

would give the w e l l more of a chance of remaining nonmar­

g i n a l , which i t ' s my understanding i t i s the i n t e n t of the 

Committee t o give a w e l l a f a i r , f a i r chance of remaining a 

nonmarginal w e l l . 

Q While you were here t h i s morning you 

heard the — the questions of Mr. N u t t e r , d i d you not? 

A I d i d . 

Q Let me d i r e c t your a t t e n t i o n to one of 

the matters of h i s concern and t h a t i s the d e f i n i t i o n of gas 

purchaser which appears on page one. 

Do you have a suggestion t o make to the 

Commission w i t h reference t o gas purchaser versus taker? 

A I thought Mr. Nutter's questions were 

very appropriate and very t i m e l y . 

In reviewing these documents, i n a f i n a l 

review of these documents, and based on discussions w i t h i n 

our company, we f e l t t h a t there i s some confusion as t o who 
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i s a purchaser or who i s a t r a n s p o r t e r . 

We f e e l t h a t , f o r example, Rule 902 of 

the State r u l e s on r a t a b l e take r e f e r s t o the purchaser as 

the purchaser of the gas. I t h i n k t h a t the common purchser 

s t a t u t e also r e f e r s t o the purchaser as i n f a c t the pur­

chaser of the gas. 

And I guess i n a s i m p l i f i e d s i t u a t i o n a 

purchaser would be the t r a n s p o r t e r of the gas i n the San 

Juan Basin i n the northwest. 

The s i t u a t i o n has always e x i s t e d where a 

p i p e l i n e would connect the w e l l i f i t was closer to t h a t 

p i p e l i n e than another p i p e l i n e whether or not t h a t p i p e l i n e 

was a purchaser of the gas. 

So i n f a c t you can have a w e l l wherein 

the gas i s being purchased by one purchaser but being t r a n s ­

ported by another purchaser. 

We f e e l t h a t the i n t e n t of the State 

r u l e s are t h a t the purchaser would be the — the company or 

the i n d i v i d u a l who would c o n t r o l the take out of t h a t w e l l . 

As such, we would recommend t h a t the d e f i n i t i o n t h a t was 

questioned by Mr. Nutter i s probably more appropriate f o r a 

d e f i n i t i o n of a gas t r a n s p o r t e r , and would recommend t h a t 

the d e f i n i t i o n of gas t r a n s p o r t e r be i d e n t i c a l to t h i s d e f i ­

n i t i o n r e p l a c i n g "purchaser" w i t h " t r a n s p o r t e r " . 

As such i t would read: The term "gas 
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Transporter" as used i n these ru l e s s h a l l mean any f i r s t 

taker of gas e i t h e r at the wellhead, at any other p o i n t on a 

lease, or at any other p o i n t authorized by the D i v i s i o n 

where connection i s made f o r gas t r a n s p o r t a t i o n or u t i l i z a ­

t i o n , (other than t h a t necessary f o r maintaining the produc­

ing a b i l i t y of the w e l l . " 

We would f u r t h e r propose t h a t we i n f a c t 

define gas purchaser i n words s i m i l a r to t h i s : The term 

"gas purchaser", as used i n these r u l e s , s h a l l mean the pur­

chaser of the gas from the qas w e l l or GPU. 

In the event t h a t two or more purchasers 

purchase gas from the p a r t i c u l a r w e l l , the "gas purchaser" 

s h a l l be the purchaser of the l a r g e s t percentage i n t e r e s t i n 

the gas w e l l or GPU. 

Then t h a t c l a r i f i e s who i s the transpor­

t e r and who i s the purchaser. 

The next problem would be tha t through 

our r u l e s we have always given r e s p o n s i b i l i t y to r.he gas 

purchaser. I t h i n k i n some cases t h a t r e s p o n s i b i l i t y should 

be the gas purchasers and i n some cases tha t r e s p o n s i b i l i t y 

should be the gas t r a n s p o r t e r s . 

For example, Rule 3 ( a ) . 

Q On page s i x . 

A On page s i x . In discussing nominations 

i t t a l k s about the gas purchaser f i l i n g the nomination but 
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i n d i c a t i n g t h a t i t i s the person who takes the gas. 

Vie would recommend t h a t the gas pur­

chaser, as defined by my proposed d e f i n i t i o n , have responsi­

b i l i t y f o r the nomination and t h a t the only change t o Rule 

3(a) would i n the t h i r d l i n e where "take" i s i n quote, t h a t 

be changed to "purchase". 

In Rule 3 ( b ) l , as the question was rai s e d 

by Mr. Nu t t e r , the bottom h a l f of t h a t paragraph where i t 

t a l k s about more than one gas purchaser, i t i s r e f e r r i n g to 

the t r a n s p o r t e r or the i n i t i a l taker of gas. 

We would recommend s t r i k i n g t h a t p o r t i o n 

of the Rule 3 ( b ) ! and i n d i c a t i n g t h a t the gas purchaser, as 

defined by my proposed d e f i n i t i o n , would be i n f a c t the one 

who would be responsible f o r the schedule, the scheduling of 

t h a t gas. 

I t h i n k there's only a couple of other 

places wherein we would need t o change the d e f i n i t i o n of gas 

purchaser. 

Rule 5 ( b ) ! purchaser i s l i s t e d i n many 

places i n t h a t r u l e . We would recommend t h a t the gas 

t r a n s p o r t e r i s responsible f o r f i l i n g the C-102 and Form C-

104. 

In Rule 15(a), which r e f e r s to the 

r e p o r t i n g Form C - l l l , i t i s now e n t i t l e d the Gas Purchaser's 

Monthly Report. I t probably i s easier f o r the t r a n s p o r t e r 
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pany who re p o r t s t h a t production. As such we would propose 

changing t h a t t o the gas purchaser's monthly r e p o r t and 

where i t r e f e r s t o gas purchaser w i t h i n the body of the r u l e 

change t h a t to gas t r a n s p o r t e r . 

MR. STAMETS: I'm not sure t h a t 

I heard t h a t c o r r e c t l y . 

You would, i n Rule 5(a) you 

would recommend t h a t Rule C - l l l ' s t i t l e be changed to Gas 

Transporter Monthly Report? 

A That i s c o r r e c t , and because the gas 

tr a n s p o r t e r has the metering f a c i l i t i e s i t ' s probably easier 

f o r t h a t e n t i t y to r e p o r t the production to the Commission, 

and as such we would recommend t h a t they be the ones t h a t do 

rep o r t t h a t p roduction, which i s , by the way c u r r e n t l y the 

way i t i s being handled. 

As I went through these r u l e s , as f a r as 

the proposed p r o r a t i o n r u l e s f o r today, I did not f i n d any 

other place where we needed to change purchaser to transpor­

t e r ; t h a t i n f a c t the purchaser i n other areas other than 

those t h a t I have mentioned, would be the one who would have 

the r e s p o n s i b i l i t y t h a t i s designated w i t h i n these r u l e s . 

As I went through the statewide r u l e s , 

there may be places where we would have t o insure t h a t the 

d i s t i n c t i o n between gas t r a n s p o r t e r and gas purchaser be 
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made. 

KR. STAMETS: How many of those 

di d you f i n d ? 

A On a quick review, probably f i v e or s i x . 

MR. STAMETS: Would i t be pos­

s i b l e f o r you subsequent t o today's hearing to provide us 

w i t h w r i t t e n language proposals f o r the special or the gas 

p r o r a t i o n r u l e s and the general rules? 

A Yes, we could do t h a t . 

MR. STAMETS: Okay. Are there 

other questions of Mr. Cur t i s ? 

MR. KENDRICK: I would l i k e t o 

make a comment i n regard to h i s problem w i t h the d e f i n i t i o n 

of gas purchaser. 

I t ' s my r e c o l l e c t i o n t h a t the 

Committee went w i t h gas purchaser f o r s i m p l i c i t y , f i r s t , i n 

t h a t the purchaser i s the party r e q u i r e d to make the nomina­

t i o n s . The purchaser i s required to f i l e the r e p o r t of pro­

duction from a w e l l or the takes from a w e l l on the C - l l l . 

The purchaser i s i d e n t i f i e d on the Form C-115 so t h a t we 

spent a good p a r t of a meeting discussing the d i f f e r e n c e be­

tween purchaser and t r a n s p o r t e r and elected the term gas 

purchaser as being the f i r s t take of gas because t h a t was 

the p a r t y responsible f o r t a k i n g gas from the w e l l and ac­

counting f o r the amount of gas taken from the wel1. 
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I f we r e l a t e t h i s to a d i r e c t 

sale c o n t r a c t c a r r i a g e t h i n g and a purchaser i s i n Dallas 

and the p i p e l i n e r i s i n the San Juan Basin, the people i n 

Dallas may not have any c o n t r o l whatsoever over the w e l l so 

t h a t the term purchaser was applied because of i t s content 

i n the s t a t u t e s and various other places i n the ru l e s and 

re g u l a t i o n s as w e l l as i n the p r o r a t i o n r u l e s , and made a 

decisi o n to go w i t h gas purchaser as being the responsible 

pa r t y as purchaser and/or t r a n s p o r t e r and defined as such i n 

t h i s language. 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. C u r t i s , does t h i s d e f i n i t i o n cause 

Northwest P i p e l i n e a problem r e l a t e d t o t a k i n g r a t a b l y ? 

A I t h i n k -- I t h i n k the best way t o answer 

t h a t , Mr. Stamets, i s t h a t as we read the r a t a b l e take r u l e 

i t discusses the r e s p o n s i b i l i t y of the purchaser to take 

r a t a b l y . 

Wherein there i s a s i t u a t i o n where there 

are two or more p i p e l i n e s i n the area connected to one pipe­

l i n e may be i n t e r e s t s t h a t are purchased by two companies. 

I don't t h i n k — l e t me take t h a t one step f u r t h e r . 

You've got two p i p e l i n e s and you have 

wells connected t o both p i p e l i n e s wherein the other company 
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owns a m a j o r i t y or a l l of the i n t e r e s t of some of the w e l l s . 

The p i p e l i n e to date has been t a k i n g r a t a b l y amongst the 

wells connected t o t h e i r p i p e l i n e , which some are t h e i r i n ­

t e r e s t and some are another company's i n t e r e s t . So you have 

a concern as t o -- i f the two p i p e l i n e are t a k i n g at a d i f ­

f e r e n t r a t a b l e l e v e l , you have a concern as to whether a 

p i p e l i n e i s t a k i n g r a t a b l y from a w e l l connected t o t h a t 

p i p e l i n e as opposed to a w e l l connected to another p i p e l i n e . 

I hope t h a t ' s c l e a r . 

Q Let's see i f I can get t h a t c l e a r i n my 

own mind. 

The s i t u a t i o n e x i s t s where you could have 

an a c t u a l purchaser, the one who i s paying f o r the gas, not 

p h y s i c a l l y connected to a w e l l and there could be some con­

f u s i o n on the p a r t of the purchaser and the taker as to 

who's supposed t o be t a k i n g r a t a b l y r e l a t i v e to t h a t w e l l 

and other w e l l s t h a t t h a t t r a n s p o r t e r i s connected t o . 

I wonder i f i t ' s possible to -- f o r t h a t 

t r a n s p o r t e r t o take r a t a b l y two d i f f e r e n t ways: To take 

r a t a b l y as t o the w e l l s i t ' s t r a n s p o r t i n g from and i t pur­

chases from and take r a t a b l y as to those w e l l s t h a t i t t r a n ­

sports from but someone else purchases from, without chang­

ing these r u l e s from what has been presented? 

A I t appears t o me t h a t i f you have more 

than one p i p e l i n e i n the area and those p i p e l i n e s at any 
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given time during the year, or during a period of time, have 

d i f f e r e n t r a t a b l e takes, or d i f f e r e n t demands, i t would be 

hard t o take r a t a b l y , not only on a p i p e l i n e basis but a 

purchase basis. 

MR. STAMETS: Are there other 

questions of t h i s witness? 

Mr. Kendrick? 

QUESTIONS BY MR. KENDRICK: 

Q Mr. C u r t i s , as we're g e t t i n g i n t o the d i ­

r e c t sales c o n t r a c t area and w i t h your proposed i d e n t i t y of 

the purchaser nominating f o r the gas, how would we handle a 

w e l l where t h a t the gas from a w e l l i s sold t o two p a r t i e s , 

or one pa r t y or two p a r t i e s , n e i t h e r of which i s the t r a n s ­

p o r t e r , and assure t h a t the nominations are made f o r t h a t 

w e l l and f o r the r a t a b l e takes on t h a t well? 

A I n my proposal of the d e f i n i t i o n of gas 

purchaser I i n d i c a t e t h a t i n the event t h a t there are two or 

more purchasers which purchase gas from a p a r t i c u l a r w e l l , 

t h a t the gas purchaser w i t h the l a r g e s t percentage i n t e r e s t 

would be the gas purchaser f o r t h a t w e l l . 

Where -- we r e a l i z e there i s s t i l l some 

confusion t h e r e . You may have a w e l l t h a t has two and three 

and four purchase i n t e r e s t s i n t h a t w e l l . As Mr. Nutter 

pointed out e a r l i e r , there i s confusion where you've got 
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s p l i t connection as to who has r e s p o n s i b i l i t y . 

We fe e l t h a t by the i n d i v i d u a l having the 

la r g e s t percentage i n t e r e s t being responsible f o r the nomi­

nat i o n of t h a t w e l l , i t i s probably c l e a r e r than a current 

r e s p o n s i b i l i t y of a s p l i t connection, but we r e a l i z e t h a t 

there would s t i l l be some confusion. The purchasers -would 

have t o insure a monthly sales t h a t t h a t w e l l i s being nomi­

nated f o r , j u s t as r i g h t now the t r a n s p o r t e r s have to insure 

t h a t t h a t w e l l would be (not c l e a r l y understood.) 

MR. STAMETS: Mr. Chavez. 

QUESTIONS BY MR. CHAVEZ: 

Q Mr. C u r t i s , under your proposal, would i t 

be possible t h a t even i f there was more than one gas pur­

chaser f o r the w e l l t h a t each purchaser would nominate t h e i r 

p o r t i o n and t h e r e f o r e the w e l l would be f u l l y nominated? 

A That t h a t i s a p o s s i b i l i t y . I guess 

the only concern we would have i s t h a t as Mr. Garcia puts 

together h i s p r o r a t i o n schedule, who he shows as the respon­

s i b l e company f o r t h a t w e l l as f a r as the scheduling of the 

production of t h a t w e l l . 

And I do f e e l t h a t where you've got more 

than one purchaser i n a w e l l , one of the purchasers i s going 

to have t o assume the r e s p o n s i b i l i t y of determining the pro­

duction schedule of t h a t w e l l . 
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Q Thank you. 

MR. STAMETS: Are there other 

questions of Mr. Cur t i s ? 

Mr. Nutter? 

QUESTIONS BY MR. NUTTER: 

Q On page 11, Mr. C u r t i s , i n t h a t Rule 

13(a), were you suggesting t h a t -- or what i s your p o s i t i o n , 

should the r e c l a s s i f i c a t i o n t o a marginal status be based on 

the highest month's production compared to a 4-month average 

allowable or 12-month average allowable? 

A I v/ould recommend t h a t i t be a 4-month 

a l l o w b l e . 

Q 4-month rather than 12 as proposed here. 

A Right. 

Q Okay, I wasn't clear on t h a t . Thank you. 

MR. STAMETS: Any other ques­

tions? 

MR. KENDRICK: I'd l i k e to make 

a comment about Mr. C u r t i s ' reference to Rule 3(b) dealing 

w i t h t r a n s p o r t e r s . 

In the document t h a t I submit­

ted t h i s morning there's a revised p o r t i o n of t h a t , so what 

he r e f e r r e d t o i n Rule 3(b) dealing w i t h t r a n s p o r t e r has now 

been moved i n t o the l a t t e r o a r t of Rule 3 ( a ) . 
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I d i d n ' t get these r e v i s i o n s 

done i n time to get a copy to Mr. C u r t i s f o r him to b r i n g 

w i t h him. I t ' s s t i l l on i t s way to Sal t Lake and he's here. 

MR. COOTER: The part i n paren­

theses i s now --

MR. KENDRICK The pa r t i n Rule 

3(b) t h a t deals w i t h purchaser has been moved i n t o the lower 

p a r t of Rule 3(a) w i t h o u t any wording changes. 

I t ' s not a matter of wording 

change; j u s t a matter of reference i n the r u l e s . 

A And, of course, what we have proposed 

would be a r e w r i t e of t h a t , not dealing w i t h a connection 

concern or a f i r s t take concern, w e l l , possibly you'd delete 

t h a t a l t o g e t h e r by v i r t u e of the d e f i n i t i o n t h a t we pro­

posed, the purchaser being the m a j o r i t y i n t e r e s t f o r (not 

c l e a r l y understood). 

MR. COOTER: Mr. Stamets, may I 

j u s t question the witness a few more questions? 

REDIRECT EXAMINATION 

BY MR. COOTER: 

Q Let me give an -- or go through an exam­

ple w i t h you, Mr. C u r t i s . 

Are there instances i n the northwest p a r t 

of the s t a t e w i t h which you're f a m i l i a r where Northwest i s 
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a c t u a l l y buying the gas from a s p e c i f i c producer but yet 

doesn't take t h a t gas? 

A That i s c o r r e c t . We have many we l l s 

wherein we e i t h e r purchase 100 percent of the gas or a por­

t i o n of t h a t gas t h a t i s connected t o other p i p e l i n e s . 

Q A l l r i g h t . Just as an example, and I 

don't know whether the example w i l l be c o r r e c t , but as an 

example, you could be buying 100 percent of the gas stream 

from a producer but yet t h a t production goes i n t o , l e t ' s say 

El Paso's l i n e ? 

A That would be c o r r e c t , yes. 

Q And El Paso's demand or i t s takes may be 

l a r g e r or smaller than the demands which your company has. 

A That could be the case, yes. 

Q And i n such a s i t u a t i o n as t h a t , then the 

ac t u a l takes from t h a t w e l l would be set by the recipient, of 

the gas, i n t h i s instance El Paso. 

A I t would be set by the t r a n s p o r t e r , yes. 

Q The t r a n s p o r t e r , and then while there i s 

-- El Paso and Northwest f o r t h a t gas i n our example would 

make adjustments, paper adjustments some place down the 

l i n e , the a c t u a l takes f o r t h a t w e l l are established by El 

Paso as the t r a n s p o r t e r . 

A That i s c o r r e c t . Wherever the s i t u a t i o n 

e x i s t s , there would be, as you r e f e r r e d t o , some type of 
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handling of t h a t , e i t h e r a physical exchange or a paper ex­

change based on the volumes of gas d e l i v e r e d i n t o both sys­

tems . 

Q And while the s t a t u t e and I t h i n k i t ' s 

Rule 902 t a l k about r a t a b l e takes by a gas purchaser, yet 

you are confronted w i t h a s i t u a t i o n where you r e a l l y have no 

c o n t r o l over the takes from t h a t p a r t i c u l a r w e l l . 

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

Q And i t was t h a t concern w i t h which you 

are -- or t h a t instance which you are now concerned, and 

admittedly we stat e d i t very simply, but i t ' s a problem 

which your company urges the Commission t o address? 

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

MR. COOTER: I hope I haven't 

muddied i t but --

MR. STAMETS: Are there any 

a d d i t i o n a l questions of Mr. Curtis? 

Mr. Kendrick. 

QUESTIONS BY MR. KENDRICK: 

Q I f we change the d e f i n i t i o n from pur­

chaser t o t r a n s p o r t e r as you recommend, i s there any way 

t h a t you could nominate the gas from t h a t w e l l Mr. Cooter 

j u s t a l l uded to and cause El Paso to take more gas from the 

w e l l or less gas from the w e l l , where you're buying the gas 

and they are the takers of the gas or they are the transpor-
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ter? You're the purchaser. You as the purchaser, are r e ­

quired t o nominate f o r t h a t w e l l , how does t h a t a f f e c t what 

El Paso takes from t h a t w e l l ? 

A What -- what we are proposing i s t h a t i n 

f a c t i n the example t h a t was given, t h a t the purchaser own­

ing the m a j o r i t y of the i n t e r e s t , i n t h i s example Northwest, 

would c o n t r o l t h a t production and, i n f a c t , schedule t h a t 

w e l l production f o r t h a t time p e r i o d . 

We would have to address s p e c i f i c exam­

ples to determine the e f f e c t . We do not see t h a t t h i s would 

a f f e c t the o v e r a l l production of the area, but v/e' d have to 

address a s p e c i f i c example t o determine the o v e r a l l e f f e c t . 

Q Now, l e t me get t h a t c o r r e c t . Are you 

suggesting t h a t i f El Paso i s buying a gas from a w e l l t i e d 

to Northwest's system, t h a t El Paso would t e l l you how much 

gas t o take out of t h a t w e l l so t h a t i t would d i s r u p t your 

e n t i r e — or could d i s r u p t your e n t i r e system takes? 

A We are recommending t h a t i f El Paso owned 

a t o t a l i n t e r e s t or a large percentage i n t e r e s t i n a v/e 11 

connected t o Northwest P i p e l i n e , t h a t they, as the pur­

chaser, would schedule t h a t production. 

Q Whether or not i t was more gas than you 

wanted to take i n t o your system. 

A I don't t h i n k , and t h i s i s j u s t conjec­

tu r e now, I don't t h i n k t h a t t h a t i s as much a concern, i t 



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 

82 

i s , i n f a c t , t h e i r gas, and they would have c o n t r o l as t o 

how much of t h a t gas t h a t they r e c e i v e . 

Q But would they have c o n t r o l as to how 

much you would receive because you are the t r a n s p o r t e r . You 

are the t a k e r . Could -~ could they t i e i n t o a very good 

w e l l and take -- t e l l you t o take the gas t h a t s a t i s f i e d 

your e n t i r e market and cause you t o shut i n a l l the r e s t of 

your wells? 

A No, once again, i f i t i s t h e i r gas, i t 

would u l t i m a t e l y end up i n t h e i r market. 

Q Well, you have to take i t i n t o your sys­

tem. 

A I t would go i n t o our system but e i t h e r 

through a p h y s i c a l t r a n s f e r or an exchange of volumes, i t 

would end up i n t h e i r market. 

MR. STAMETS: I t h i n k perhaps 

what Mr. Kendrick might be concerned about would be a w e l l 

on some p a r t of a system which, i n order to take the amount 

of gas from t h a t w e l l t h a t El Paso wanted, you might be i n a 

p o s i t i o n of having t o shut your w e l l s i n to a greater degree 

than you chose. 

Do you foresee t h a t s o r t of 

t h i n g happening? 

MR. KENDRICK: I j u s t — I j u s t 

can't b e l i e v e t h a t the operators and the p i p e l i n e companies 
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are going t o want somebody else i n another company t e l l i n g 

them how t o run t h e i r business. 

I'm not i n the p i p e l i n e b u s i ­

ness but I j u s t can't e n v i s i o n t h i s happening. 

A As I e n v i s i o n your question, Dick, our 

concern, and I t h i n k t h a t i t should be every purchaser's 

concern, i s the gas t h a t i n f a c t t h a t purchaser i s buying 

and the demands t h a t t h a t purchaser has. 

Again I'm j u s t c o n j e c t u r i n g because I do 

not understand t o t a l l y the system flo w , but I don't t h i n k 

t h a t the system concern -- I t h i n k the system can handle the 

case. 

What we are proposing would be t h a t we 

would — t h a t a l l purchasers would bemore able, or have r e ­

s p o n s i b i l i t y f o r c o n t r o l of t h a t w e l l and the gas t h a t comes 

out of t h a t w e l l . 

MR. STAMETS: Mr. C u r t i s , I 

t h i n k what I'm going t o have t o ask you t o do subsequent to 

today's hearing, i s t o w r i t e out these proposals w i t h a 

cover l e t t e r which w i l l c l e a r l y i n d i c a t e what the purpose 

was, w i t h sending a copy of t h a t to the Commission and a 

copy of t h a t t o Mr. Kendrick, who s t i l l i s Chairman of the 

Gas Committee. 

Mr. Kendrick, I t h i n k y o u ' l l 

have t o send t h i s out to the committee. We may have to send 
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i t out t o our m a i l i n g l i s t , and continue today's case u n t i l 

the January 7th hearing i n order t o give us time to evaluate 

comments we might receive on your proposal and determine 

whether or not we needed a d d i t i o n a l testimony at t h a t Janu­

ary the 7th hearing. 

I f there would be, you know, 

i n t e r e s t i n having ad d i t i o n a l , testimony a t t h a t time, we 

could so designate i n our docket f o r t h a t day. I suspect 

t h a t there w i l l be some a d d i t i o n a l testimony r e q u i r e d , 

e s p e c i a l l y i f i t c a l l s f o r changing of our General Rules. 

Mr. Kendrick? 

MR. KENDRICK: May I suggest 

t h a t you have some research done on the s t a t u t o r y problem of 

who would do the nominating and c o n t r o l of r a t a b l e takes? 

MR. STAMETS: Appreciate t h a t . 

Are there any other questions 

of Mr. Cu r t i s ? 

Mr. Nutter? 

MR. NUTTER: Not of Mr. C u r t i s , 

but you asked — you mentioned t h a t we would have some time 

to put i n w r i t t e n comments. I wonder i f other people could 

have some w r i t t e n comments, too? 

MR. STAMETS: Yes. My i n t e n ­

t i o n , Mr. N u t t e r , was t h a t the time period from now u n t i l 

mid-December, l e t me see i f I've got a calendar here. 



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 

85 

(Thereupon some discussion was had o f f the record.) 

MR. STAMETS: Well, i t c e r t a i n ­

l y sounds t o me as though we are i n a p o s i t i o n of -- of 

opening t h i s t h i n g up again f o r a d d i t i o n a l hearing on the 

7th, regardless — a l l r i g h t , l e t ' s j u s t do t h a t . 

Mr. C u r t i s , i f you can get out 

your w r i t t e n comments any time between now and the end of 

the f i r s t f u l l week of December, t h a t should give us an op­

p o r t u n i t y t o get them i n t o the d i f f e r e n t p a r t i e s i n time f o r 

them t o be prepared f o r the January 7th hearing, and since 

we're going t o be c o n t i n u i n g , no one should have to worry 

too much about comments between now and then. 

Does anyone else have anything 

f u r t h e r they wish t o add i n t h i s case today? 

Mr. Kendrick? 

MR. KENDRICK: I'd l i k e t o put 

on some testimony i n behalf of my s e l f . 

F i r s t I'd l i k e to present you 

t h i s l i s t of two pages of names and addresses of people who 

p a r t i c i p a t e d w i t h the Committee operations. 

MR. STAMETS: Thank you. 

MR. KENDRICK: I'd l i k e t o make 

the recommendation f o r the r e v i s i o n s of Rule 3(b)1 and Rule 

5. 
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For those i n t e r e s t e d I would 

v i s i t the Xerox machine next door and make some a d d i t i o n a l 

copies. Let me read what I have on t h i s and maybe some of 

you won't be i n t e r e s t e d i n t a k i n g a copy w i t h you. 

Rule 3 ( b ) l , Schedule. The Div­

i s i o n w i l l issue a p r o r a t i o n schedule s e t t i n g f o r t h the f o l ­

lowing i n f o r m a t i o n f o r each GPU: 

A. An i n t e r i m allowable f o r 

the ensuing month based on the sum of the purchasers' nom­

i n a t i o n s ; 

B. A permanent allowable f o r 

the l a s t reported production month wherein the ac t u a l pro­

duction from the pool i s a l l o c a t e d t o the q u a l i f i e d GPUs i n 

the pool; and, 

C. Other i n f o r m a t i o n as i s 

necessary t o show the allowable production status from each 

GPU on the schedule. The allowable versus production ac­

counting s h a l l be done using the permanent allowable. 

Rule 5. How allowables are 

c a l c u l a t e d . I n t e r i m a l l o w a b l e . 

The t o t a l i n t e r i m allowable f o r 

the ensuing month t o be a l l o c a t e d t o each gas pool regulated 

by t h i s order each month s h a l l be equal t o the sum of a l l 

purchasers' nomination f o r t h a t pool. The i n t e r i m allowable 

s h a l l be a l l o c a t e d among the GPUs e n t i t l e d to receive an a l 
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lowable i n accordance w i t h the procedure set f o r t h i n these 

r u l e s . (This i n t e r i m allowable w i l l serve as an estimate of 

the permanent allowable to be assigned to the pool a f t e r the 

production values are reported.) 

Permanent Allowable. The t o t a l 

permanent allowable assigned to each pool f o r the l a t e s t r e ­

ported production month s h a l l be equal t o the volume pro­

duced from t h a t pool during the l a t e s t reported production 

month. The permanent allowable s h a l l be a l l o c a t e d among the 

GPUs e n t i t l e d t o an allowable i n accordance w i t h the proce­

dure set f o r t h i n these r u l e s . 

End of quote. 

The problem t h a t would be en­

countered i s t h a t i f a pool i s c u r r e n t l y overproduced or un­

derproduced and we s t a r t e d p r o r a t i n g on a zero balance each 

month, t h a t s t a t u s would be c a r r i e f forward so t h a t any s t a ­

tus t h a t e x i s t s i n a pool would have t o be programmed out by 

a c o r r e c t i o n each month f o r a period of months to remove 

t h a t status and get us onto a pool zero balance at the end 

of each month. 

I t may be t h a t new connections 

would have t o be kept separate from the r e s t of the pool 

w e l l s and account f o r the production and allowable at the 

time the f i r s t supplement i s issued, but each month the 

minor c o r r e c t i o n f a c t o r s would be applied t o the permanent 
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allowable as i s necessary, but I t h i n k t h a t we're p r o r a t i n g 

based on nominations, which are estimates of the market, and 

on a poolwide basis, on an annual basis we're coming close; 

t h a t i s , we're w i t h i n about twenty percent, most pools, most 

years, but on an i n d i v i d u a l purchaser's s i t u a t i o n we some­

times produce as l i t t l e as f o r t y - f i v e percent of the nomina­

t i o n s and sometimes the purchasers take as much as t h i r t y 

percent more than t h e i r nominations, and i f we're a l l o c a t i n g 

each producer's f a i r share, t w e n t y - f i v e percent plus or 

minus i s not close enough i n t h i s day of computerization. 

MR. STAMETS: Mr. Kendrick, do 

you have t h a t , those proposals i n the form of an e x h i b i t or 

something t h a t could be made an e x h i b i t i n support? 

MR. KENDRICK: Yes, s i r . 

MR. STAMETS: Okay. 

MR. KENDRICK: I t w i l l be so 

made and copies w i l l be d i s t r i b u t e d t o those i n t e r e s t e d par­

t i e s . 

MR. STAMETS: Okay, and I'd 

l i k e t o have a copy so t h a t i t could be d i s t r i b u t e d to our 

general m a i l i n g l i s t as w e l l . 

Mr. Pearce. 

MR. PEARCE: Mr. Kendrick, are 

you aware of any instance i n which a w e l l has e i t h e r been 

shut i n or has had underproduction cancelled based upon a l -
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lowables assigned on the basis of nominations, which s h u t - i n 

or c a n c e l l a t i o n would not have occurred i f your system of 

a l l o c a t i o n based upon a c t u a l production had been i n place? 

MR. KENDRICK: No, s i r , I do 

not know of any p a r t i c u l a r w e l l where the p r o d u c t i v i t y of 

the w e l l was stopped, but a l l o w i n g a w e l l or any w e l l t o 

produce some each month, i n my op i n i o n , does not necessar­

i l y say t h a t t h a t ' s h i s f a i r share. 

MR. PEARCE: Thank you, s i r . 

MR. STAMETS: Any other ques­

t i o n s of Mr. Kendrick? He may be excused. 

MR. KENDRICK: I'm sorry I l e f t 

you a l l i n a s t a t e of shock. 

MR. STAMETS: I presume y o u ' l l 

present t h a t as an e x h i b i t at the next hearing. 

MR. KENDRICK: I ' l l present i t 

today as an e x h i b i t . 

MR. STAMETS: Okay. Let's mark 

t h a t then as E x h i b i t Seven — Kendrick One. 

MR. COOTER: Just as a matter 

of procedure or form, there have been suggestions made, i n ­

c l u d i n g Mr. Kendrick's, of r e v i s i o n s of the proposed r u l e s . 

Perhaps other p a r t i e s are going t o want t o do the same t h i n g 

and haven't yet done so. 

As a suggestion s o l e l y to the 
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Commission, i f we're going t o present on behalf of Northwest 

c e r t a i n proposals by the end of the f i r s t f u l l week i n De­

cember, could we not have some kind of an agreement from one 

and a l l t h a t also proposals w i l l be made at t h a t time t o i n ­

sure t h a t the same would be dispersed to the -- or dispensed 

to the — a l l i n t e r e s t e d p a r t i e s a n t i c i p a t i n g the January 

7th hearing? 

MR. STAMETS: I presume a l l 

those t h a t are here would agree t o t h a t . I'm not c e r t a i n 

about those people who may be i n a snowstorm some place. 

Does anybody who i s here have 

an o b j e c t i o n t o su b m i t t i n g any proposed changes by the end 

of the f i r s t f u l l week i n December? 

Seeing none, then we would an­

t i c i p a t e t h a t t o the be the case, Mr. Cooter, and when we — 

w e l l , we don't d i s t r i b u t e t h i s s t u f f r i g h t away. Let me see 

what we can do about t r y i n g t o f e r r e t out any a d d i t i o n a l 

changes. The e a r l i e r you get me your s t u f f , the e a r l i e r I 

can send a general memo out t o everybody and c a l l f o r addi­

t i o n a l i n f o r m a t i o n . 

MR. GARCIA: May I — 

MR. STAMETS: Mr. Garcia, you 

wanted t o say something? 

MR. GARCIA: Yes. I'm Harold 

Garcia, appearing f o r the O i l Conservation D i v i s i o n . 
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I would l i k e t o take exception 

to Mr. Al Kendrick's l a t e s t proposal. 

I do not believe at the time 

t h a t the Committee was impanelled t h a t t h a t was one of the 

proposals we were impanelled t o consider and d i d not i n f a c t 

consider t h i s u n t i l very l a t e i n the committee meetings. 

The proposal has been described 

as a work generator i n t h a t t h i s i n t e r i m allowable takes a 

b i t of computer time; i t takes several hours of personnel 

time and i s not used f o r any reasonable purpose. 

The a c t u a l allowable i n addi­

t i o n t o the permanent allowable i s issued two months a f t e r 

the f a c t of production and we have received some correspon­

dence i n d i c a t i n g t h a t most producers f e e l t h a t t h a t would be 

too l a t e a time i n which t o r e a l i z e t h a t you have overpro­

duced a f t e r the f a c t t h a t i t may have been overproduced and 

shut i n . 

That's a l l I have t o say. 

MR. STAMETS: Thank you, 

Harold. 

I t h i n k w e ' l l recess t h i s hear­

ing u n t i l 9:00 a. m. on the 7th day of January. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY 

CERTIFY the foregoing T r a n s c r i p t of Hearing before the O i l 

Conservation D i v i s i o n (Commission) was reported by me; t h a t 

the said t r a n s c r i p t i s a f u l l , t r u e , and c o r r e c t record of 

the hearing, prepared by me t o the best of my a b i l i t y . 


