
STATE (JF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY THE OIL CONSERVATION 
DIVISION ON ITS OWN MOTION FOR THE ADOPTION OF NEW RULES 315, 
413 AND 903 TO ESTABLISH A GAS PRIORITY PRODUCTION SCHEDULE TO 
APPLY IN TIMES OF SEVERELY RESTRICTED DEMAND FOR GAS AND TO 
CONSIDER THE APPLICATION OF SUCH RULES ON PURCHASERS WITH 
MARKETING AFFILIATES. 

CASE NO. 9015 
Order No. R-84 41 

?X_™?_22^?i§§I2N: 

This cause came on f o r hearing at 9:00 a.m. on October 23, 
and November 20, 1986 and on March 5 , 1 987 at Santa Fe , New 
Mexico before the O i l Conservation Commission of Mew Mexico 
h e r e i n a f t e r r e f e r r e d to as "Commission". 

NOW, on t h i s 7th day of May 1987, the Commission, a quorum 
being present, having considered the testimony presented and the 
e x h i b i t s received at said hearings, and being f u l l y advised i n 
the premises, 

F nWS_THAT: 

(1) Due p u b l i c n o t i c e having been given as r e q u i r e d by 
law, the Commission has j u r i s d i c t i o n of t h i s cause and the 
subject matter thereof. 

(2) Under date of February 18, 1983 the then D i r e c t o r of 
the O i l Conservation D i v i s i o n issued a memorandum to " n i l 
operators and a l l gas purchasers" e s t a b l i s h i n g a p r i o r i t y system 
and h i e r a r c h y of c u r t a i l m e n t to be followed d u r i n g periods of 
low gas demand. 

(3) By Order No. R-7453 dated March 3, 1984 general r u l e s 
408 through 412 were promulgated f o r d e s i g n a t i o n of q u a l i f y i n g 
w e l l s as "hardship w e l l s " which are e n t i t l e d to p r i o r i t y access 
to p i p e l i n e c a pacity and sales. 

(4) By d e c i s i o n handed down January 22, 1986 by the U. S. 
Supreme Court i n "Transcont inenta 1 _Gas_Pj_pe _Lji ne_ Ĉ  
O i l and Gas Board o f^JWfss rss_rpp_r^_eJ__aT" the Board's order 
r e q u i r i n g an i n t e r s t a t e p i p e l i n e to purchase and t r a n s p o r t gas 
of an uncontracted p a r t y was overturned because i t had the 
e f f e c t of i n c r e a s i n g the cost of gas to the consumer. 
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(5) The D i r e c t o r i n Case 9015 proposed that the p r i o r i t y 
schedule be r e v i s e d and elevated to the st a t u s of general r u l e s 
by adding Rules 315, 413 and 903 d i r e c t e d at o i l producers, gas 
producers and gas pu r c h a s e r s / t r a n s p o r t e r s , r e s p e c t i v e l y . 

(6) The Federal Energy Regulatory Commission (FERC) by 
various orders has encouraged the separation of t r a d i t i o n a l 
p u r c h a s e r / t r a n s p o r t e r r o l e s of i n t e r s t a t e p i p e l i n e s so that 
purchaser, gatherer and t r a n s p o r t e r may not be the same e n t i t y 
as has been the case i n the past. 

(7) The spot gas market has grown i n i t s importance and 
c u r r e n t l y c o n s t i t u t e s a l a r g e r share of the o v e r a l l gas market 
nationwide; t h e r e f o r e greater e f f o r t i s r e q u i r e d to market gas, 
p a r t i c u l a r l y f o r s e l l e r s l a c k i n g large packages of gas supply to 
at t r a c t a market. 

(8) There are areas i n the s t a t e where connections to 
casinghead gas g a t h e r i n g l i n e s are being denied or are not 
r e a d i l y a v a i l a b l e to o i l w e l l s , r e s u l t i n g i n c u r t a i l m e n t of o i l 
p r o d u c t i o n or f l a r i n g of casinghead gas, or both s i t u a t i o n s , 
which are w a s t e f u l . 

(9) There have been several instances i n recent months 
where residue gas from processed casinghead gas was threatened 
w i t h d e n i a l of access to a market, which d e n i a l would r e q u i r e 
e i t h e r s h u t t i n g i n w e l l s supplying the p l a n t s , the f l a r i n g of 
casinghead gas at the leases, the f l a r i n g of such gas at the 
p l a n t or the f l a r i n g of n a t u r a l gas a f t e r processing at the 
p l a n t , a l l of which are w a s t e f u l . 

(10) This matter was set f o r hearing a f t e r due n o t i c e and 
was heard i n i t s o r i g i n a l form by the Commission on October 23 
and on November 20, 1986. 

(11) A committee composed of r e p r e s e n t a t i v e s of producers, 
purchasers and t r a n s p o r t e r s met on December 16, 1986 to consider 
the proposed general r u l e s and any a l t e r n a t i v e form of 
promulgating a p r i o r i t y schedule. 

(12) The committee agreed to a p r i o r i t y schedule to 
prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s but was not i n 
agreement on which of three p o s s i b l e forms f o r establishment of 
the p r i o r i t i e s was p r e f e r a b l e ; namely another memorandum, an 
order of the Commission, or the promulgation of general r u l e s as 
proposed i n the n o t i c e f o r Case 9015. 
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(13) A f u r t h e r hearing by an e n t i r e l y new Commission was 
h e l d March 5, 1987 at which testimony was received i n a d d i t i o n 
to that presented at the two hearings i n October and November, 
1986, and at which statements were received and o p p o r t u n i t y was 
extended f o r w r i t t e n statements to be f i l e d d u r i n g a two-week 
p e r i o d immediately f o l l o w i n g the hearing so that a l l i n t e r e s t e d 
p a r t i e s were given the o p p o r t u n i t y to make t h e i r p o s i t i o n s known 
on t h i s matter. 

(14) The Commission and i t s s t a f f have concluded that the 
p r i o r i t y schedule as set out by the 1983 memorandum should be 
amended; i t should be elevated to the s t a t u s of an order of the 
Commission being supported by testimony and statements received 
at three separate hearings; and i t should apply to a l l 
producers, gatherers, processors, t r a n s p o r t e r s and purchasers of 
gas produced from o i l w e l l s , gas w e l l s or processing p l a n t s i n 
New Mexico. 

(15) The p r i o r i t y f o r p r o d u c t i o n , g a t h e r i n g , t r a n s p o r t a 
t i o n and purchasing should extend to w e l l c l a s s i f i c a t i o n s as 
f o l l o w s : 

a. f i r s t p r i o r i t y to w e l l s c l a s s i f i e d as hardship 
gas w e l l s as provided i n General Rules 408 
through 412. 

b. second p r i o r i t y to casinghead gas from D i v i s i o n -
approved w a t e r f l o o d , pressure maintenance or 
t e r t i a r y recovery p r o j e c t s . 

c. t h i r d p r i o r i t y to casinghead gas not covered i n 
b. above. 

d. f o u r t h p r i o r i t y to downhole commingled w e l l s 
i n v o l v i n g one or more gas zones and one or more 
o i l zones. 

e. f i f t h p r i o r i t y to gas produced from gas w e l l s i n 
designated associated pools. 

f . s i x t h p r i o r i t y to marginal and underproduced w e l l s 
i n p r o r a t e d gas pools. 

g. seventh p r i o r i t y to gas w e l l s i n unprorated pools. 

h. e i g h t h p r i o r i t y to overproduced w e l l s i n p r o r a t e d 
poo 1s. 
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(16) The p r i o r i t y f o r gas should extend through the 
processing p l a n t so that the residue gas a f t e r processing s h a l l 
c a r r y the same p r i o r i t y as the gas produced from the w e l l . 

(17) I t i s the i n t e n t of the Commission that a l l gas of a 
lower p r i o r i t y should be shut i n before any c u r t a i l m e n t i s 
imposed on gas of a higher p r i o r i t y i n the p r o d u c t i o n and t a k i n g 
of gas; f i r s t p r i o r i t y being the highest and e i g h t h p r i o r i t y 
being the lowest. 

(18) I n order to p r o t e c t c o r r e l a t i v e r i g h t s , each 
t r a n s p o r t e r of gas destined f o r spot market sales should take 
appropriate steps to insure that the gas i t t r a n s p o r t s enters 
i t s system i n compliance w i t h the p r i o r i t y schedule adopted i n 
t h i s order. 

(19) I t i s not intended by t h i s order to i n t e r f e r e w i t h 
c o n t r a c t u a l r i g h t s ; however, i n order to enjoy the b e n e f i t of 
the p r i o r i t y schedule each s e l l e r of gas from a w e l l or 
processing p l a n t must be w i l l i n g to s e l l the gas at market-
c l e a r i n g or other p r i c e s m u t u a l l y acceptable to the purchaser 
and s e l l e r so t h r t the pv 5 co tt1' gns io Hu> consumer i s not 
increased due to enforcement ot t h i s order. 

(20) The promulgation of the re v i s e d p r i o r i t y schedule i s 
necessary to prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s w i t h i n 
the State of New Mexico. 

(1) I n order to prevent waste and p r o t e c t c o r r e l a t i v e 
r i g h t s when excess of gas supply over demand req u i r e s 
c u r t a i l m e n t of gas purchases, each operator, producer or other 
p a r t y c o n t r o l l i n g the flow of w e l l s , and each gatherer, p l a n t 
operator and t r a n s p o r t e r f o r sale of gas, and each purchaser 
under j u r i s d i c t i o n of the Commission s h a l l observe and comply 
w i t h the f o l l o w i n g p r i o r i t y schedule i n the movement of gas from 
the wellhead to i t s u l t i m a t e use or consumption: 

(a) F i r s t p r i o r i t y i s to w e l l s c l a s s i f i e d as 
hardship gas w e l l s under p r o v i s i o n s of General 
Rules 408 through 412. 

(b) Second p r i o r i t y i s to casinghead gas produced 
from Division-approved w a t e r f l o o d , pressure 
maintenance or t e r t i a r y recovery p r o j e c t s . 

(c) T h i r d p r i o r i t y i s to casinghead gas not 
included i n b. above or d. below. 
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(d) Fourth p r i o r i t y i s to downho1e-commingled w e l l s 
i n v o l v i n g one or more zones which produce o i l 
and casinghead gas and one or more zones which 
produce dry gas. 

(e) F i f t h p r i o r i t y is to gas produced from gas w e l l s 
i n associated pools designated by OCD Orders R-5353 
through R-5353-H. 

( f ) S i x t h p r i o r i t y i s to marginal and underproduced 
we 11s i n p r o r a t e d gas pools. 

(g) Seventh p r i o r i t y i s to gas w e l l s i n unprorated gas 
poo 1s. 

(h) Eighth p r i o r i t y i s to overproduced w e l l s i n 
p r o r a t e d pools. 

(2) To the extent i t i s f e a s i b l e , i n implementing t h i s 
p r i o r i t y system, a l l w e l l s i n a lower p r i o r i t y s t a t u s are to be 
shut i n before any w e l l s having a higher p r i o r i t y s tatus are 
c u r t a i l e d on any lease, or i n t o any g a t h e r i n g system, processing 
p l a n t or t r u n k l i n e ; f i r s t p r i o r i t y being the highest and e i g h t h 
p r i o r i t y being the lowest. 

(3) Each t r a n s p o r t e r of gas to the spot market s h a l l 
insure that gas e n t e r i n g i t s system s h a l l do so i n conformance 
w i t h the p r i o r i t y schedule contained i n t h i s order. 

(4) The p r i o r i t y s t a t e d above s h a l l extend to each 
category of gas through a processing p l a n t and apply w i t h equal 
weight at the t a i l g a t e of the p l a n t as a p p l i e d to s a i d gas at 
the we 1lhead. 

(5) I t i s not intended by t h i s order to i n t e r f e r e w i t h or 
impair c o n t r a c t u a l r i g h t s between buyer and s e l l e r nor to have 
any impact to increase or reduce the p r i c e of gas e i t h e r to 
buyer, s e l l e r or consumer; however, to enjoy the b e n e f i t of the 
above p r i o r i t y schedule the s e l l e r must be w i l l i n g to s e l l h i s 
gas at m a r k e t - c l e a r i n g l e v e l s or at other p r i c e mutually 
agreeable to buyer and s e l l e r . 

(6) Exceptions to the above requirements may be granted on 
a temporary basis by the D i r e c t o r f o r good cause shown or the 
D i r e c t o r , at h i s d i s c r e t i o n , may set the matter f o r hearing 
a f t e r n o t i c e . 
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(7) The Commission s h a l l r e t a i n j u r i s d i c t i o n over t h i s 
cause to extend, amend, modify or suspend the p r o v i s i o n s hereof 
as i n i t s d i s c r e t i o n i s necessary. 

DONE at Santa Fe, New Mexico, on the day and year 
hereinabove designated. 

STATE OF NEW MEXICO 

S E A L 

J 


