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(On the record at 9:00 a.m)
TRANSCRI PT OF PROCEEDI NGS
HEARI NG OFFI CER ORTH: Good norning. M
name is Felicia Oth, hearing officer appointed by
the G| Conservation Conm ssion to conduct a hearing
In OCC 24683 relating to well plugging and financi al
assur ance.

We are on day seven of the hearing and
have come to anot her public coment session. A few
t hi ngs about public coment. | wll ask you to spel
your first and last nane for the transcript. | wll
ask you, pursuant to Conm ssion rules, to swear or
affirmthat you will tell the truth and I wll ask
you to keep your comments to three m nutes.

In the event you have nore to say, you
have at |east the rest of this week to submt witten
public comment to the Comm ssion adm ni strator,
Shei | a Apodaca.

So | have four names of folks who
I ndi cated to Ms. Apodaca that they w sh to speak
during this session, Ella Joan Fenogli o.

Thank you, Ms. Fenoglio. Can you unnute
yoursel f? You should have perm ssion to unnute
yourself. And you m ght have to press

control-shift-Mto unmute. That apparently works for
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sonme folks.

MS5. FENOGLI O Hel | 0?

HEARI NG OFFI CER ORTH:  Yes.

MS. FENOGLI G Can you hear ne now?

HEARI NG OFFI CER ORTH: Yes, | can. Thank
you very nmuch. Wuld you spell your first and | ast
name, please, for the transcript.

M5. FENOGLI O  Most certainly. Ella Joan,
E-L-L-A, J-OA-N. And ny last nane is Fenoglio, F,
as in Frank, EENNOGL-1-O How would | open ny
vi deo?

HEARI NG OFFI CER ORTH: Well, there should be
a button that has a little camera sign on it that
allows you to turn on your canera.

In the neantinme, do you swear or affirm
to tell the truth?

M5. FENOGLIO | do so swear, Madam

HEARI NG OFFI CER ORTH: All right.

MS. FENOGLIO. | see no camera button. 1'm
new to Teans, so |'m probably not doing this right.
Okay. | can speak when you're ready.

HEARI NG OFFI CER ORTH: Anytine. Thank you.

M5. FENOGLIG M nanme is Ella Joan
Fenoglio. I'ma nenber of the Sierra Club, and | am

here to speak about the proposed bondi ng and cl eanup
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rul e changes that are being considered. |'mhere to
comment in support of rul emaking to nodernize
New Mexi co's bondi ng and cl eanup rul es.
| was taught as a young child, you clean
up your nesses, put away your toys. |'m asking that
you make rules that require oil and gas providers and
anyone el se who opens wells and then closes them
wi t hout cleaning themup, that that be required at
t he begi nning, a bond sufficient to cover the cost.
That's very inportant that we hold our
corporations that cone to New Mexico to | eave
New Mexico clean and pristine, the way they found it.
And | invite you to make those rules in favor of
New Mexi co's environnent. Thank you.
HEARI NG OFFI CER ORTH: Thank you very nuch.
The next nanme | have is Shannon Patri ck.
| s Shannon Patrick on the platfornf? Perhaps not.
Okay. Lawrence Hittle.
MR. HI TTLE: Yes. M nane is Lawence
Httle, L-AWRENCGCE HI-T-T-L-E
HEARI NG OFFI CER ORTH: Do you swear or
affirmto tell the truth?
MR. HITTLE: Yes | do.
HEARI NG OFFI CER ORTH: Thank you. Go ahead.
MR. H TTLE: M nane is Lawence Httle, and
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|"ve lived in New Mexico for 68 years. |It's
beautiful state. |'ve owned two businesses. |'ve
worked in a cheese manufacturing plant. And | have
taught at Eastern New Mexico University as an adjunct
prof essor for industrial engineering technol ogy.
|"ve raised ny famly here. New Mexico is very
| nportant to ne.

One of the things that does nmake ne sad
Is that our |evel of public education is low. And
the oil and gas industry does trenendously support
our education system So |'m concerned that
regul ations are conpletely piled on to the oil and
gas industry or any other industry because
regulations in and of thenselves don't do nmuch good.

| was an electrical contractor and |
know t hat when you make regul ati ons, they need to be
specific. You need to have very clear guidelines.
And | want to make sure that whatever you consider,
that they are clear and not open-ended. W don't
want to put a burden on anyt hi ng.

| understand that the oil and gas
i ndustry has put in over $80 million is available for
plugging wells. Wat | think is that the oil and gas
I ndustry has put in a ot to New Mexico and to keep

the territory clean. |It's a beautiful state. But
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| "' m concerned about over-regul ating any industry,
whether it's oil and gas or whatever. Everything has
to be specific.

So | ask that you be very careful about
t he recommendations on this. W need to keep the
state clean, but we also need to nmake sure that we
don't hinder our industries, whatever industry,
because as we do, we raise the cost of living for all
of the citizens of New Mexico. W neke the expenses
of running and operating a busi ness higher.

So as you consider the proposals before
you, | would ask that you consider making it very
specific and not open-ended, not open to
I nterpretation later. Thank you so nuch.

HEARI NG OFFI CER ORTH: Thank you,
M. Httle.

Gary Park?

MR. PARK: Yes.

HEARI NG OFFI CER ORTH: Hello. Wuld you
spell your first and | ast nanme, please.

MR. PARK: Gary, G A-RY. Par ke, P-A-R-K-E.

HEARI NG OFFI CER ORTH: Do you swear on her
affirmto tell the truth?

MR. PARK: | swear to tell the truth.

HEARI NG OFFI CER ORTH: Thank you. Go ahead.
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MR. PARK: Good norning, conmi ssioners. ' m
happy for this opportunity to speak to you. M nane
is Gary Park. | was born and raised in Holl ywood,
California. |I'mretired mlitary. | graduated from
the University of Oklahoma with a bachelor's degree
I n conputer science.

| vacationed in New Mexico a nunber of
times over the years and was thrilled when | got
hi red by Anderson Consulting in 2000 to program for
the state, supporting CYFD. This experience gave ne
sone insight into the quality of education of our
yout h.

So | retired in 2011 fromthe private
sector to follow ny passion and becone a New Mexico
state public school teacher and give back to ny
community. | was one of the founders of the charter
hi gh school master's program | ocated at Santa Fe
Community Col | ege.

Each year, | would becone nore
di sappoi nted in New Mexico public education as the
state continued to rank in the bottom 40s of the 50
states. Each year, we would hire new prom sing
teachers only to see them | eave because they did not
make enough noney to live in New Mexico or Santa Fe.

| saw prom sing students quit high school, take the
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GED and go to college as they felt they were wasting
their time in public school. | retired fromteaching
in 2015.

So today |'m pleading with you to not
add any nore regulations to New Mexico oil and gas
that will decrease their npbney they pay to our public
education. W desperately need, if anything, to
I ncrease and not decrease the noneys we get from oi
and gas. Thank you.

HEARI NG OFFI CER ORTH: Thank you, M. Parke.
| s there anyone el se on the platform who

woul d like to offer public comment during this
session? Qur next session will be today at 4:00 p. m

I f you have called in and would like to
rai se your hand, you can press star 5. | see Alison
Ri |l ey has rai sed her hand.

Sheila, can you find Alison Riley?

MS. RILEY: Good norning. Can you hear ne?

HEARI NG OFFI CER ORTH: Yes. Wbuld you spell
your first and |ast nanme for the transcript, please.

M5. RILEY: Yes. M first nane is Alison,
A-L-1-S-ON. Last nanme is Riley, RI-L-E-Y.

HEARI NG OFFI CER ORTH: Do you swear or
affirmto tell the truth?

MS. RILEY: Yes.
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HEARI NG OFFI CER ORTH: Thank you. Go ahead.
MS. RILEY: Thank you. Good norning. MW

name is Alison Riley. |I'mthe vice president of
government relations and policy with the New Mexico
Chanber of Commerce.

The Chanber supports reasonabl e
st ewar dshi ps of New Mexico's natural resources and
the need for operators to neet their reclamation and
pl uggi ng obligations. However, the proposal to
i ncrease bonding requirenents to $150, 000 per
i nactive or high risk well is neither bal anced nor
practical and carry serious econon c consequences.

The rule would disproportionately harm
smal | and m d-si zed producers, who make up the
majority of New Mexico's independent oil and gas
conpani es. These are responsi bl e operators who
already conmply with existing bonding and recl amati on
st andar ds.

Requi ri ng individual well bonds at
$150, 000 would tie up mllions of dollars in
nonpr oducti ve capital funds that would otherw se go
into i nvesting em ssions reduction technology. The
financial burden would drive production declines,
particularly in margi nal and | ow produci ng wel | s,

many of which are still safely operating and
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contributing tax revenue to the state. Shuttering
those wells would nmean |l ost royalty incone for the
state, less funding for education, and fewer jobs in
rural comrunities where energy devel opnent renains
one of the few stable econom c drivers.

New Mexi co al ready has a conprehensive
regul atory framework through the Ol Conservation
Di vi sion that includes bonding inspection and
enforcement nechani snms. The better solution is
targeted reform and i nproved enforcenent.

Finally, this proposal risks naking
New Mexico | ess conpetitive with neighboring states.
The industry conpetes regionally for investnent and
conpani es can easily shift drilling prograns to
Texas, Okl ahoma, where bonding requirenents are far
| ower. |If that happens, New Mexico | oses not only
I nvestnent, but also the ability to influence best
practice and environnental outcones.

The Chanber supports accountability. W
support responsi ble bonding. This proposal would do
nore harm t han good, shrinking investnent, reducing
production and ultimtely underm ning the very
revenue streans that fund environmental restoration,
education and infrastructure.

We urge regulators to work with
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I ndustry, |ocal governnents, and econom c devel opnent
partners to craft a bonding framework that is both
realistic and environnmentally responsi bl e.

Thank you for your tinme and consi dering
t he business comunity's perspective.

HEARI NG OFFI CER ORTH: Thank you, Ms. Riley.

s there anyone el se on the platform who
would li ke to offer comment at this tinme? Our next
opportunity will be 4:00 p.m

Okay. And | don't believe |I see anyone
in the room here to offer public comrent.

So we'll nove back to the technical
case. Let's see. M. Rankin.

MR. RANKI N: Good norning, Madam Heari ng

Officer. Good norning, conmm ssioners.

Yes, we have two wi tnesses today,
Ms. Tiffany Wallace, who is with us in person. And
then Ms. Kelley Montgonmery, who is going to be
joining us renotely, as she's abroad in London today.

Hel pi ng me put on our case for Oxy is ny

partner from our Denver office, M. Aaron Tucker.

He'll be handling Ms. Montgonery's presentation and
her testinmony. And I'l|l be presenting Ms. Tiffany
Wal | ace.
So with that, | ask that Ms. Wall ace
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t ake the stand, and we'll proceed.

HEARI NG OFFI CER ORTH: Thank you. So nuch.

Spell your first and | ast

transcript, please?

nane for the

Do you swear or affirmto tell the

truth?

THE W TNESS: | do. Thank you so nuch.

Go ahead, M. Rankin.
Tl FFANY WALLACE,

having first been duly sworn, testified as follows:

DI RECT EXAM NATI ON
BY MR. RANKI N:

Q Good morning, Ms. Wallace. Can you pl ease

state your name for the record?
A. My nane is Tiffany Wall ace.

Q And by whom are you enpl oyed?

A. | am enpl oyed by Oxy, USA, I|ncorporated,

which we'll call Oxy for short.
Q Are you famliar with the appl
by the applicants in this matter?

A. | am

ication fil ed

Q And is a summary of your education and work

experience as a petrol eum engi neer incl
direct testinony?

A. Yes, it is.

uded in your

Page 15

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691

WWWw.veritext.com



© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

Q Just at a very high level, you' ve got sone
experience testifying on rulemaking in front of the
Comm ssi on, right?

A. | do.

Q And do you have any changes or
clarifications -- sorry. And your testinony,
actually, is attached to Oxy's exhibit packet as
Exhi bit B, correct?

A. Yes.

Q And you also filed rebuttal testinony, which
we'll get to shortly after that, correct?

A. Yes.

Q Do you have any changes or clarifications to
your direct testinony?

A. No.

Q If you would, just explain to us and the
Comm ssion, what is Oxy's overall position on the
applicant's proposed financial assurance rul emaking
that they're proposing here today?

A. Sure. Oxy does not oppose the petition's
hope to increase financial assurance for active and
I nactive wells. However, we do feel there's three
areas that go too far with regard to the statute.

The first is creating the new category,

t he new margi nal category. The second is in the
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provision with the 15 percent of an operator's
portfolio being categorized as marginal, then

i ncl udi ng non-margi nal active wells as part of the
bondi ng requirenment. And then the third is the
renoval of the two-year period for wells in tenporary
abandonment status, the renoval of them outside of the

statutory bondi ng requirenent, the bl anket bond.

And |'mnot sick. | just want to say
that. | thought it was really smart to get vacci nated
right before this. So don't worry. |'m not
contagious. |I'mjust froggy. |It's okay. That's for

Commi ssi oner Bloom who's sick at hone.

Q Thank you, Ms. Wallace. So anpbng the
concerns, there's actually a concern about whether the
proposed rul es are overbroad or not targeted,
general ly.

A. Yes.

Q Now, I'"'mgoing to pull -- I've got your
slide deck up and I'mgoing to ask you to wal k through
these slides. And just tell nme when you want nme to
advance.

Just give us a general overview here.
What concerns does Oxy have with the proposed changes
to the first section that's going to be nodified,

19.15.2. 77
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A. Yes, and for the Comm ssion's benefit, we
tried to do this to be clear and obvi ous, because
there's a lot of material here. So | give you this
summary slide up front, in front of every one of these
sections, as a kind of the punch line. Sonetimes |'I|
nove us just through the slides because I'mgoing to
try to be sensitive to the fact that a lot of this has
al ready been covered, so | wll try not to repeat any
of it.

So our concerns in this provision -- in
fact, why don't we just go ahead and nove to the next
slide. [It'll show us striking both of those
definitions, beneficial purposes and margi nal wells.

This is because we don't believe
beneficial purposes is necessary, the definition
beneficial purpose or beneficial use. W believe that
the provision within the petition explains adequately
what the expectation is. W have seen the Division
use these terns in prior rul emaki ngs and not have the
need to define. And we would worry that, as we've
seen as part of this hearing, that if we don't | and
the definition right, we could cause nore harmthan
good.

And then for marginal well, we've

di scussed that. And, again, |I'mnot a | awer; |'ve
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just been part of all these conversations. And Oxy
believes that marginal well is -- that defining that
is not in conpliance with the statute. So we nove to
strike that definition.

Q Next section here, where Oxy's gotten
proposed nodifications to the proposed rule is
19.15.5.9. Just give us an overview here of what
proposed nodifications Oxy's seeking.

A. Sure. And you're welcone to nove to the
next one. We just strike it, and then I'll explain.

So in this one, the proposal here is to
change the definition of inactive oil from 15 nonths
to 13 nonths. |[|'ve heard the Division's discussion of
why they feel that we should do that. | think that
really there's no evidence or problemor evidence of
abuse that's been presented for that two-nonth change.
We just don't feel that it's necessary and we nove to
just keep the role as it is. It's a tineline that
I ndustry is used to for its purposes. There are very
bi g deci sions to nake.

And |I'mnot certain, and | think it was
even brought up yesterday, that the 60 days woul d do
anything nore or less other than create a big change
in process that |I'mnot sure the evidence has been

presented that there's a problem
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Q Yeah, | think M. Powell testified that in
the life of the well, 60 days is not a big inpact,
correct?

A. Yes.

Q Next slide here, tell us what concerns or
changes Oxy's proposing to 19.15.8.9?

A. Yes, and this is another one where, again,
all of this is part of sonething that you guys can
read | ater.

But if we want to go to the next slide,

there's a lot going onin this one. If we skip to --
oh, actually, don't. W broke those out. ' m sorry,
guys. Okay. Go back to the summary and |I'Il1l walk

t hrough it.

So really, the intent, as | understand
it, in all of our discussions, both as part of the
rul emaki ng and then during this hearing, is to
i ncentivize quicker decisions on risky wells and
prevention of risky operators from continuing poor
behavior in this state.

And so the attenpt here was to create
this new category, which, again, we would nove to
stri ke because of the statute. We think that it can
cause sone uni ntended consequences with regard to

waste. And | can go a little bit nore specific into
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t hat .

We' ve heard prinmary resource recovery
being a potential risk. | think also there's econonic
waste and there's sonme conpoundi ng effects that can
happen to m neral or surface owners if operators are
forced to drill new wells to recover the sane reserves
i nstead of the existing even primary resources, the
wells that are already there.

And so | think those couple things at
risk, along with the |legal argunents that | am not an
expert to make, are why we oppose the margi nal well
definition.

Q Okay. Let's go walk through the specific
| anguage nodifications. So this first section here,
Oxy doesn't have any proposed nodifications to the
Subpart A, correct?

A. Correct.

Q Next portion here, wal k us through what
Oxy's proposed changes are and the justifications for
t hen?

A. Yes, so this is the one that | was just
di scussing. It's the full strike of the marginal wel

section and the creation of the category for all the

reasons. We think if the -- | guess in short, |'d say
mar gi nal wells are not bad. | nmean, nmaybe sone could
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be, but by definition they're not bad. And so we need
to be very careful here that we're not overstepping
the mark, and that if our intent is to target the

ri skiest of wells, we have to be very careful here
that we're not overstepping and also catching wells

t hat are not bad.

And | agree with M. Powell, by the way,
on the marginal well term We shoul d probably change
it.

Q So one of the concerns the division has, and
as you may recall fromyour tine as a regulator, is to
prevent the drilling of unnecessary wells. Explain,

I f you would, just briefly how your concerns about
this rule could inpact that obligation of the division
to prevent the drilling of unnecessary wells. You
alluded to it briefly in your introduction.

A. Right. So my prior experience is
devel opment of full assets, and so | | ook at that not
only fromthe operations perspective, which you heard
very much from M. Winkle, but |I also |ook at the
full resource potential and all of the future
potential of the field.

And so when we have either additional
resources that can be captured or we see a new

technol ogy that can capture additional resources,
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having wells that exist out there that are still
testing safely to be able to use is nuch nore econom c
to catch those resources than it would be to drill al
new wel | s.

Q | think you did touch on this, but I want to
make sure it's clear, the concern about unrecovered
reserves. So if wells are prematurely plugged, what's
t he concern there in terns of what reserves that my
remai n unrecovered?

A. Right, it's waste of resource.

Q Because it may be too costly to drill a new
well, correct?
A. Correct.

Q | think further on this slide, Ms. Wll ace?
| think we've covered everything.

A. No. | think we're good on this one.

Q Next slide here, sane provision, but further
down, | ooking at new provision, Subpart E, E and F.
Just explain, if you would, how this relates to -- or
what Oxy's concerns are and proposed nodifications
here?

A. Yes, I'mmaking sure that I'"mon the right
one. GCkay. So this is the tenp abandonnent
provision. So this is -- | touched on this at the

very beginning. This is the requirenent to add

Page 23

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

addi ti onal bonding to approved tenporary abandonnents
in less than two years. And we don't believe that
that conplies to the statute.

|'d also Iike to point out that when an
operator gets these wells approved in a TA status,
they go to the Division and they present a case for
it. They present casing and cenent data. Right?
They prove nechanical integrity. And so the D vision
has to | ook at these and they have to approve of them

So to nme, it doesn't namke sense that as
soon as they get approved, that they would then be
consi dered risky enough to add additional bonding to
t hem that should be already protected by the statute.

Q And just to be clear, your understandi ng on
how the statute works is that it gives those initial
wells that are first put into TA status two years to
remai n under the bl anket bond, correct?

A. That's how | understand it.

Q And so because it was just vetted and j ust
reviewed by the Division as being appropriate and
protective of against waste and correl ative rights,
there would be no need to inpose $150, 000 one- wel
financi al assurance on those wells, correct?

A. Yes. Because if the intent is to target the

ri skiest of wells and the Division just approved for
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them to be okay enough to be put in TA status, | think
that they're covered by the bl anket bond sufficiently.

Q And that's been your understanding, is the
statute expressly provides for themto remai n under
t he bl anket bond for two years before additional
financi al assurance woul d be required.

A. Yes.

Q Anything further on this slide? | think
that's the only issue that Oxy has raised with this
portion of the provisions, correct?

A. Correct.

Q Okay. Next slide here addresses the final
portion, | think, of this provision of the rule,
19.15.8.9, Subpart G If you would just explain what
Oxy's concerns are with the consumer price index, just
for clarification of the record.

A. Right. So | guess the first concern is that
the CPI couldn't apply to the blanket financi al
assurances if they were already maxed out at the cap
250, 000, and so you would not be allowed to add nore.

So our adjustnents here were to nmake
that clear, that they only apply to, |I'mreading, the
I nactive wells and the wells in tenporary abandonnent
status for nore than two years, just to nmake that

cl ear.
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And then the other change that we nade
Is you'll see towards the end, we changed "shal |" post
on its website to "may" post on its website. And we
just felt like we wanted to | eave the discretion at
OCD to decide when and if the CPlI changes were
significant enough to make that change, rather than
requiring it every year. Because it could be
bur densone.

Q Next slide here. What's Oxy's position
regardi ng the proposed operator registration and
certification requirenment?

A. So we support the revisions to ensure that
operators seeking authority are operating properly and
do not have a history of, you know, repeat offenses,
let's call it.

However, we do nake sone nodifications
to the section. Let's go to the next slide. | think
it would be better. So this is where in discussions
with WELC and OCD, we tal ked through this.

Qur concern was that it was too broad,
the initial |anguage was too broad, and that an
operator |ike Oxy or any, at any given tine, could not
say for certain at any given second they were in
conpliance across all states and federal and gl obal.

And so we wanted to restrict that, while
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al so keeping the intent to prevent the repeat

of fenders fromcomng into New Mexico. And so what we

did here is we said -- we changed who was going to be
doing the certifying. | think that will cone up a
little bit later, too. It was previously officer,

director, partner. W're saying "authorized
official." Let ne be clear on that.

And we wanted the discretion to be left
with the operator on who they decide could best be
hel d accountable for this certification. For us, |
haven't made this decision. Oxy will nmake this
decision. But logically, | would think it's our
regul atory director who oversees that business. And
we think that was clearer and a nore appropriate
person that could be held accountabl e.

And then the |l ast section you see that
we strike conpliance with federal, state and oil and
gas law regulations. | touched on this, but | think
any operator could stand here and say that we wl
constantly get notices, state or federal, that wll
al l ege a non-conpliance that sonetinmes are not a
non-conpliance. Sonetines it's a lost in translation
on data or sonething that when you speak and you work
it out, it's actually not a non-conpliance.

And so we thought it was too far of a
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reach to say that -- we think striking this nmakes it
clearer.

Q And based on your discussions and
negotiations with applicants and wth the Division,

t hey' ve accepted those proposed changes, correct?

A. Yes.
Q And we'll address sone of this nore on
surrebuttal. There's a couple of things based on

M. Powell's testinony | want to clarify, but we'll
address that on the surrebuttal.

Next slide here also is a 19.15.9.8, and
It, again, deals with operator registration. | think
you can just touch on this briefly, because | think
you nostly covered it al ready.

A. Yeah, it's the sane change nmade here as wel
for the same reasons.

Q Next slide, slide 14, what's Oxy's position
regardi ng applicants proposed annual 25 percent
I nterest requirenents as part of the operator
regi strati on process?

A. So, we changed this. W believe that the
certification at the tine of registration and transfer
is sufficient if, again, the goal here is to prevent
the repeat offenders. |If the OCD has the ability to

check that on the way in and at various points, we
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think that annual, | think it's annual, that yes,
annual is too burdensone, both for the Division and
for anyone in operations.

We don't oppose the requirenent for
annual di scl osure, though.

Q | believe this is another instance where
applicants in the Division have accepted the proposed
nodi fications by Oxy; is that correct?

A. | believe so, yes.

Q Next slide here, slide 15, is 19.15.9.09.

This, again, deals with the sanme area, change of
operator provisions, just at a high level. | think
it's the sanme things you' ve touched on al ready, but
just give us an overview of what Oxy's proposal is and
whet her applicants and the Division have accepted

t hose changes.

A. Yes, the sane changes, sane reasons.

Q Next slide, 15 here, | think same thing,
you're |l ooking at a nodification to change who can
authorize the certifications or change of operator.
Again, this is a situation where the applicant and OCD
has agreed with Oxy's proposed nodifications, correct?

A. Correct.

Q This oneis alittle bit different. | guess

next slide, 17, is a little bit different, if you
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woul d.  This calls for us to review the proposed
nodi fications here to 19.15.9.9 and each subsection
and the justifications for them

A. Yeah, the best | can tell is thisis -- it's
a clean-up section, | think I'll call it. | "' m not
sure why WELC proposed renoval of C(2). They're
addi ng --

Q I think it's the next slide.

A. The next slide shows it, yes. Do you want
me to touch on that now or just wait.

Q Yeah, go ahead and touch on it now. | can
toggl e between them if that's hel pful.

A. Yeah, there was -- we're not sure why the
removal of C(2). There's a section D that you'll see
in a mnute that was added in, but essentially it's
stated just slightly differently.

Qur proposal would be that we are fine
keeping C(2). W are fine if you want to strike C(2)
and add D in, but one of them has to be there.

Q So if I slide to the next slide here, 18, |
think it's actually E addresses what woul d ot herw se
be in C(2). So your point is either E or C(2) shoul d
be included in the new rule, right?

A. Correct.

Q Oher than that, were there any other
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nodi fications that Oxy's proposing | think in C(3)?

A. C(3) is just the change that we discussed in
the prior slides, sane change, sanme reasons.

Q Nothing further on this slide then, right?

A. Not hing further.

Q And the only changes on the subsequent
revision is just the renunbering, dependi ng on whet her
or not the Comm ssion chooses C(2) or not, correct?

A. That's correct.

Q On to the next slide, nunmber 19. This is
the new section, 19.15.25.8. Just give us an overvi ew
of Oxy's proposed nodifications and justifications in
this section.

A. Yes. And for this one, let's check the next
slide because |I think the change is there. Yes.

Okay.
So this is the time change slide of
the -- or the provision that tal ks about changing from
90 days to 30 days for plugging and abandoni ng wel I s.
We heard sonme testinony on this this
week. | don't disagree with the testinony, but,
again, I'd say no evidence was presented that it
necessitates nmoving from 90 days to 30 days. And I'd
say if there isn't evidence of a problem or an abuse

that the Division's trying to sort, | would say let's
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just leave it.
And then the continuously inactive.

|"ve al so heard the testinony on renoval and why the
suggested renoval of that word. | believe it would
cause nore harm than good to renove "conti nuously”
there. | know what the Division is after, but | also
think not defining the well as continuously inactive
could be a hazard.

Q |Is part of the concern, M. Wall ace,
regul atory certainty? |If you nove that | anguage, that
operators and the regul ator no | onger have certainty
about what exactly that neans?

A. Yes.

Q Anything further on this slide?

A. No.

Q Next slide here, slide 21, addresses
19.15.25.9. If you would just review Oxy's
nodi fications here and the justifications for them
Let me know if you want me to go to the specific
nodi fi cati ons.

A. Yeah, wait here just for a second.

So Oxy supports the perceptions of no

beneficial use. W think it was a very unique way to
try to target the problem W did make sone m ni na

suggesti ons here. And | guess, yeah, go ahead, we can
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go to the next one.

We're really trying to maintain, so no
changes to this provision. This would be 19.15.25.9.
This is really about preserving the flexibility and
the discretion within the OCD. | get a little -- when
| was a rule maker, | got leery with not having enough
specificity within the rules, and | also didn't want
as nmuch specificity. It depended on the problem

And so, in this particular case, | think
when we're outlining the specific things that the
Division is requiring that may not apply to every
situation, | would prefer, and Oxy would prefer, to
| eave the definition in -- or |leave the provision in
OCD' s hands. They can decide which required
i nformation they need at the tine.

Q And just to be clear, | think Oxy had
concerns that the way the rule was proposed, it
sounded like this information was nmandated in every
I nstance, correct?

A. Correct. And in sone cases, the data
doesn't nmake sense for the project or for the wells
set forth.

Q So the |l anguage here is intended to make
clear that rather than mandating the specific

information identified, it serves as guidance, and
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that the Division can ask for nore or different
rel evant information, right?

A. That's correct.

Q Next slide here addresses anot her section of
19.15. 25, here it's section 12. | believe this
section deals with the TA status wells.

If you would just review and give us an
overvi ew of the concerns that Oxy has. | know that
Ms. Montgonery is going to be addressing this nore
directly in her testinmony, but just if you would, give
us an overview of the nodifications and Oxy's concerns
and justifications for the proposed nodifications.

A. So, the petition is wanting to limt how
long a well can be held in TA status. And at the
noment, they can be granted extensions in five-year
i ncrenents. And the provision and the rule and the
petition would say it would be a five plus two is the
limt of that.

And so what we'll go into is why we feel
| i ke that could be of concern to broader projects.
Li ke, for exanple, EOR which Ms. Montgonmery will talk
about in fuller detail. But there are also other -- |
I mgi ne there are other projects that woul d need these
TA status wells for |onger than the five plus two.

Q Next slide here | think gets into the
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details you just reviewed of what's being proposed by
Oxy. And again, alittle nore detail on the
justifications.

A. So, Oxy wants to retain the Division's
authority to request review and to request data that
woul d support the prograns that would be chasing these
exenptions. And we hope, we hope staying in TA | onger
than five plus two years.

We do al so want the discretion, and
you' |l see struck at the bottom are a bunch of
specific data requirenents. This is, again, about
retaining discretion with the Division to ask for what
t hey want based off the project that's being put in
front of them And so this is really about them
retaining the authority to ask for the data and ask
for what data is appropriate to approve these.

Q One of the things | wanted to nmake sure is
drawn out, Ms. Wallace, | think the way the proposed
rule was drafted, the initial TA status period could
be anywhere fromone to five years, correct?

A. Correct.

Q And so if it were |less than five years, the
extension as witten could only be two years, right?

A. Yes.

Q So it could end up being that TA status as
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proposed woul d be sonmething | ess than the eight-year
maxi mum right? It could be sonething.

A. That is true. That's their discretion.

Q Right. And what's your view of that
limtation?

A. | think | haven't seen it. | have not been
made aware of any problens with that process now |
know and Kell ey, Ms. Montgonery, can speak to that
nore than | can. But we have provided a |ot of data
and a | ot of sure assurances to the Division to get
t hose approvals. And | can support the Division
havi ng di scretion at that.

Q So just real quick. On your rationale,
you've got four types of information or guidance that
woul d allow for the Division to give extensions to the
TA status. |In your understanding, is that closely
aligned, not totally aligned with what applicants are
proposi ng and their testinony, as well? Do you think
we can reach agreenent with applicants on sone
| anguage that would get us to the sanme pl ace?

A. Absolutely. W are doing all of that now as
part of our approvals.

Q So we'll work on that going forward. Next
slide here is 19.15.25.12. Again, this is another

provi sion that addresses specifically the TA status.
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Just review the proposed nodifications here. | think
this, again, touches on what you just discussed at a
hi gher | evel, specifying that the requested
information is not mandated, but it should serve as
gui dance, correct?

A. Right. So this is about -- there are two
things going on in here. One is the high level
limtation of the amount of years that it can be in
approved st at us.

And again, we believe our specific
exanple that we'll be presenting is an EOR proj ect
t hat has 500-and-sone-odd wells that we eval uate
constantly. W have nade changes to that program as
we have gone along. But we changed spacing, you'l
hear from Ms. Montgonery, that we dropped wells and
pl ugged t hem because we changed spaci ng.

As we eval uate those 500 wells and how
t hey best devel op those resources, we nay have those
communi cati ons back to the Division for when that
program changes. But it takes a very long tine to
under st and how that programis going to work. It's
al so very sensitive to econom cs.

And then the other thing that's
happening in this slide is the striking of -- well,

"1l just call it allow ng discretion for the
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technical case that is asked for by the Division.

Q Anything further on this side, Ms. Wall ace?
| don't think so.

A. No.

Q Next slide here is 19.15.25.12. Again, this
touches on the TA status issue. | believe, again,
you' ve touched on this nostly, but | don't think
there's nmuch nore to discuss on this slide, but | just
want to make sure that we've touched everything here.

A. Yes.

Q And just to be clear, part of Oxy's
justification is that in every case, these TA status
wel I s have to denonstrate mechanical integrity, right?

A. Absol utely.

Q And just so | understand, will you explain
for the record, when a well has denonstr at ed
mechani cal integrity, what does that nean at a high
| evel for the condition of the well? Just so we have
an under st andi ng.

A. That it is safe to be out there in the state
that it's in and not causing environnmental harm

Q Next slide is slide 28. | guess we're
nmoving into your rebuttal testinony now.

Ms. Wallace, in preparation for your

rebuttal testinony, did you review the testinony of
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Di vision witness, M. Justin Winkle?

A 1 did.

Q And what does M. Winkle say in his
testi nony about marginal wlls?

A. He explains that marginal wells have very
little value and are nostly being held to hold the
| ease.

Q And that's the focus of your rebuttal
testi nony, correct?

A. Yes.

Q Explain at a high level Oxy's position on
M. Winkle's testinony in view of the val ue of
Marshal | wel | s?

A. | think M. Winkle's viewis very accurate
for an ops-centric lens. And | think when you're
| ooking at a full devel opnent field, you | ook at
mar gi nal -- you |l ook at any well differently because
it's all part of a program

Oxy is not in the marginal wel

busi ness, but we have marginal wells, and they are
very inportant. They play a very inportant role as
part of our program And so we still value them W
still see the point in tinme to, be it because of
econom cs, oil pricing, new technology, a rig next

door that happens to be there, we see reasons all the
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time to go out to |l ower producing wells and, let's
just call it, revanp them by any neans.

Q Let's go ahead and get into your overview of
your rebuttal testinony. | think this kind of
summari zes sonme of those issues, just review what this
slide shows and |l et us hear a bit nore about Oxy's
concerns. | think you may have al ready touched on
t hat .

A. This is ny marginal wells aren't bad case.

Q Next slide here, provide us, if you would,
sone specific exanples or the case studies that you
| ooked at where Oxy has been able to inprove
operations in production fromsonme of the nmarginal
wells inits portfolio.

A. So when | was thinking about the proposal, |
was struggling with how to tal k about this, because in
my mnd, they' re just inherently not poor wells. And
| wanted to be able to show the Comm ssion that.

So this is not statistically
significant. |It's three wells. | went and asked our
regul atory team "G ve nme three margi nal wells that
woul d meet the definition of this and show ne where
we' ve done sonmething with them Gve ne three
different ones, give nme a recent one so that they're

not too old. And show nme how we, Oxy, have turned

Page 40

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

wells that were previously marginal into non-marginal

wells."

And so these are three cases that we'l]l
present here. Again, | knowit's not the full
program It's not 100 wells. But |'mjust presenting

the exanple that potentially the marginal definition
as it is now, we could have sone waste and uni ntended
consequences if we go too far with that.

So if you want to, is it easier to go to
the plots? Okay. So this well, the Harroun 9 Nunber
1 well, this is a well that was, again, defined as a
mar gi nal prior by the definition of the days and the
volunme. And then we refracked it. And you'll see the
bump in production that is long and sustained. It's
not a blip. It's not tenporary. W stop it to
refrac. Why and when we choose to do that happens for
a variety of reasons.

Q Anything further on the Harroun 9 Nunmber 1
wel | ?

CHAIR CHANG. A quick interruption, if |
could. But once that spike -- if you could go back
to that slide real quick

Wuld it continue to neet the marginal
wel | definition post January of 2020, or February or

Mar ch, whatever that post spike?
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THE WTNESS: No. So it's doing the classic
hockey stick behavior, right, where it'll decline
curve, it'll get a huge spike, and then it'll flatten
out. And at the nonent, it is not at marginal
definition.

THE COURT: Okay. So you brought it out of
mar gi nal .

THE W TNESS: Yes, nmm hnmm
BY MR. RANKI N:

Q Yeah. And just to be clear, because it

| ooks like currently it's dipped below the 1,000

barrel limt; is that right?
A. Yes.
Q But it's producing --
A. It's producing solid, mmhmm

Q Mre than a hundred days. So it doesn't
meet the "and"?

A. Right. Wich is, again, why the "and"
matters. Because | think both of those criteria are
| nportant for defining this.

Q Next well, the FNR 35 Fed 3H Wel .

A. Okay. So this well had a | ot of downhol e
mechani cal problens. We did sonme artificial |ift
optim zation. And you cannot see it on here because

of the production lag. This was a recent one. |
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asked for the one that we did this year, just so we

had a current one. And because of the production |ag

and the public data, that well is not show ng.
But | have seen the production. | am
you know, out here telling you that that well is stil

produci ng now above margi nal status and was actually

inclining at the time that | | ooked at it.
Q So again, the lag is about -- you said --
you already told us, like, three nonths; is that

right, between the tinme you get your proprietary data
and the time it gets in public.

A. Right.

Q Next well.

A. And then this is the last well that was
anot her re-conplete. | did have a really fun exanple,
but | decided to stick to the rule of threes where we
actually got fracked in a marginal well and was now a
non-margi nal well, which I found interesting. | guess
al ways the pre-production is nice.

But this was anot her exanple of a
re-conpletion. Now, a re-conpletion, just for
everyone's benefit, can be that we decided to go --
maybe this was a conpletion that we did years ago that
had 10 stages and we've decided that 15 is better.

Maybe it's one where, for whatever
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reasons, we needed to skip a few stages and now we can
go back and catch them And so, for again, nultitude
of reasons why we m ght have done this, | don't know
the specifics on this, but this was a re-conplete
where we caught extra production by the additional
fracks.

Q M. Wallace, just give us an overview, if
you woul d, based on your case study eval uation and
Oxy's general view towards the use of these wells and
its portfolio of Oxy's position on the utility and the
i nportance of marginal wells in its business?

A. | think we need to be careful at |assoing
too many of the wells into the margi nal category and
| abeling them as holding little val ue.

It is true that sonetines they hold a

| ease, but that's not always the case. | think just
t hese three exanples show production that would have
been | ost had we been, you know, forced to plug those
wel I s or another operator forced to plug those wells.
| think we just need to be careful to say that they
hold little value. There are still resources out
there. They are also largely part of a bigger program
that could have a variety of reasons to devel op them
| ater, be it as part of EORs or anything el se.

Q Now, is it true, generally, that marginal
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wells are sensitive to econom cs, given the nature of
t hese wel | s?

A. Yes.

Q Next slide here, just give us a quick
overview of -- we've heard a | ot about Oxy's
engagenent with both the applicants and the Division.
Just give us an overview of sonme of the efforts and
di scussions that Oxy's had with those parties and then
obvi ously the places where you weren't able to reach
agr eenment .

A. Right. So, no, thank you to the Division
and WELC for reaching out to us and having those
conversations.

Heated | egal, fun conversations we had
around all of these discussions, all of these topics.
But we did come to agreenent on 19.15.9.8, operator
regi stration, we've discussed that.

And we did cone to agreenent on
19.15.9.9, the change of operator.

And then 19.15.25.9, presunption of no
beneficial use, which we think is particularly unique
and hel pful for this, for the intent of this rule.

Where we didn't cone to agreenent,
think we've exhausted it, is the marginal wel

category and the TAs under the wells and approved TA
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not being allowed to be captured under the bl anket
bond.

And then the third one is around TA
status not being allowed past the five plus two years
for things |ike EOR prograns.

Q Yeah, and that last one it sounds |like we're
on track to maybe get sone | anguage that we can work
with?

A. Yeah, | think so. W were alnost there in
our prior discussions. | think what it really cane
down to was how we were going to put |anguage into the
rule, like the prior witness that -- | forget his
name -- that gave the criteria that we are already
doi ng, how we get that |anguage in there appropriately
but not be too restrictive. And then whether or not
you have to call out EOR specifically in the role or
all ow discretion at the Division.

We woul d argue allow discretion at the
Di vi si on because it's not just EOR projects for the
future. | i magi ne EOR was consi dered, dare | say,
speculative in its early years, and nowit is not.
Right? So I want to be careful that we don't put
ourselves in a corner and prevent other projects that
coul d happen on the basis of being too specific in the

rul e.
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Q And EOR is a broad range of things, right?
It's pressure mai ntenance, it's water flooding, it's
CO2, it's a range of things, and I would say Oxy is
al so | ooking at sone very advanced approaches with
hori zontal wells, correct?

A. Yes.

Q Now we're going to nove into a surrebuttal.
We have sone short surrebuttal in response to sone of
the testinony that was provided.

Ms. Wallace, did you hear M. Powell's
rebuttal testinony that given the Division's confusion
around the proposed rules definition of margi nal wel
requiring both, this is the "marginal well gate" or

the "and/or gate,"” that given the Division's confusion
around the proposed rules definition of marginal well
requiring both the production limt of 1,000 barrels
of oil equivalent and the days producing limt of 180
days, that the Division is open to -- at |east was
open to sinmplifying the definition to just a
production limt?

A. | did hear that.

Q And what's your response to that?

A. My response is that | think "and" is
important. | think both of those categories are

needed to truly determne the risk level of a well.
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Q And I think M. Powell seens to have
nodi fi ed somewhat his discussion of his rebuttal when
he was giving his surrebuttal, that he was sensitive
to the need to understand better how operators are
managi ng the well and operating the well based on the
nunber of days, correct?

A. Yes.

Q OCkay. So you agree with them that | ooking
at days is inportant, correct?

A. | do. And | also think it's inportant
regarding that definition. I'mnot sure if we're
going to talk about that, but |I think it was
M. Purvis who testified that at the current and days
and volune, it would be 51 percent of operators
affected and 2.3, 2.5 percent of the volune affected.

And so if you're only using one of
those, it is not only an accurate description of the
well, but it will also have a broader inpact.

Q And just on that same point, tell nme a
little bit about what Oxy's view is about having that
broad inpact. | think we tal ked about there's two
different ways to nore narrowmy target the inpact
under that marginal |aw category. Explain, based on
t he volunmes and based on the percentages, what Oxy's

view is on that.
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A. And we've heard it conme up all week. |
think that if we're not |ooking to overshoot, it would
be appropriate. The threshold right now or the
definition of marginal right nowis set at 1,000 BOE
| believe.

| think the nunber has been brought up,
and it also cane up in M. Purvis' testinony, that
dropping that to 750 woul d i npact .6 percent of
production instead of 2.3 percent, if nmy nmenory
serves. So it's less inpactful. You're likely honing
in and nore narrow on what that definition of marginal
Is. | think there are other ways.

Q And the 750 line is also with the LFC
proposal, correct?

A. Correct.

Q Now, did you also hear M. Powell"'s
surrebuttal testinony that the calculation to
determ ne whether an operator's well portfolio is
within the 15 percent that puts it into the marginal
operator category is nmeasured by wells that neet the
definition of marginal well and/or inactive wells or
sonme conbi nati on of the two?

A. Yes.

Q Your understanding is that that cal cul ation,

that determ nation is made by | ooking at inactive
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wells, but excluding wells in TA status, correct?

A. That's how | understand it.

Q So your understanding is -- and do you
believe that the rule that's proposed is clear, that
it would not include TA status wells in that
determ nati on?

A. No, because | started to get worried
yesterday around the decision, but ny reading of it
was that TAs were not included. They already have
their own category.

Q GCkay. Thank you very much

Now, yesterday during his testinony,
M. Powell was questioned by NMOGA counsel about the
regi stration and change of operator certification
provi sions that we di scussed, and he was asked whet her
the intent was to require disclosure of not only
nonconpliance with orders and settl enent agreenents.
Do you recall that testinony?

A. | do.

Q And you heard M. Powell testify that, you
understand that he testified that the intent was to
capture only nonconpliance, correct?

A. Yes.

Q And in looking at the | anguage that was

proposed and agreed upon with the D vision and the
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applicants, where the |anguage, | believe, is used is
that they're unresol ved orders and unresol ved

settl ement agreenents, do you believe that that word,
"unresol ved," is anbiguous or makes the intent |ess
clear and as proposed?

A. Yes. Because over the course of this
heari ng, people have beconme confused again. And so we
clearly didn't land that. But the intent of all those
di scussi ons was about the conpliance. So if we can
sonehow sharpen up that |anguage to nake that clear
that's as appropriate.

Q And al so your understanding was that those
orders were intended to be final orders, right,
non- appeal abl e or final orders?

A. Yeah. Yes. The intent was that operators
weren't ignoring orders that were given to them And
soneti nes what happens is, you're given an order that
has a tinme increment. And so while you're going
through all of that, the idea is not that soneone's
non-conpliant if they're following their order. It's
If they're ignoring it, if they're not showng up, if
they're not responding, if they're not -- all of that
s what we were after.

Q And this is another area where, based on

di scussi ons of testinony, that Oxy is willing to

Page 51

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

continue to talk with applicants to get a final -- any
final |anguage proposed as part of the final
subm ssion to the Conm ssion?

A. Absol utely.

Q Now, did you read and hear the rebuttal
testinony of applicant's witness M. Adam Peltz, where
he testified that the definition of margi nal well as
bei ng proposed is narrower than the federal definition
and probably under-inclusive?

A. Yes.

Q And I would touch on this briefly, but do
you have an opi ni on about whether the proposed rules
focus on margi nal wells and margi nal operators is
under-inclusive, or if it's appropriately narrow and
targeted in its approach?

A. | do not believe that it's narrow.

Q Explain, if you would, the concerns around
the breadth of the inpact that that m ght have on the
I ndustry, including Oxy as well.

A. So when | | ook at Oxy al one, and we've seen
several different definitions, and |I've seen |lots of
nunbers this week surrounding Oxy's inpact based on
each of those definitions, but I would surm se that
our inpact would be a couple hundred wells that we

have marginal. It would end up being 50, $60 mllion
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bonds.
And so when | think about that and |
t hi nk about Oxy as an operator, | don't think that we
hold risky wells or are a risky operator, and so |
think that just, Oxy alone, would show that that
definition is not narrow enough.
And | commented on it earlier, that

M. Purvis' testinony would say that it would -- the
15 percent would affect 51 percent of the operators.
And so then the question is, do we really believe that
51 percent of operators are risky in this state?
Yeabh.

Q And you wouldn't put yourself in that, or
Oxy in that category, correct?

A. No, | would not.

Q Let's talk alittle bit nore about the
| npact to Oxy. Oxy has three different operating
entities, correct?

A. | believe so.

Q And as you understand it, is the rule clear
about how the rule would be applied to conpanies that
have nore than one operating entity?

A. No. Because, again, yesterday when |

started going through the calculations, | started
doing the calculations for each entity. | did them as
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a whol e, which was ny assunption. And then | started
thinking, well, jeez, do | need to do them as each
entity. And that would affect us very differently if
you' re doing each entity versus as a whol e.

Q So each of Oxy's operating conpanies has a
different, 1'mgoing to use the acronym OGRID, | can't
recall, oil and gas registration, |I can't renenber
what it stands for, but the OGRI D nunber is the
operator nunber, right?

A. Right.

Q So Oxy has different operating entities,
each wwth a different OGRID, right?

A. Correct.

Q And it's possible that the rule may be
applicable to each of those operating entities
separately, not as a whole, correct?

A. Correct. And our well denographic profile
I n each of those entities is different. So your
percentage of active versus marginal or total versus
mar gi nal woul d be very different in each of those.

Q Now, just as a sort of analogy here, a
simlar situation canme up, | think, in the nethane
rule, right, the waste rule? And the Division and our
Comm ssion in that case took a different approach.

Rat her than applying it to each separate entity, they
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had a sort of unbrella, right?

A. Right.

Q |Is that sonething that m ght be appropriate
here, or do you think -- | nmean, we haven't really
di scussed this, but that's sonething that nay be at

| east as anbi guous in the way the rule is proposed,

correct?
A. I would think so fromny lens. | would
encourage the lawers to all |look at that to make sure

that that works. But | would encourage the operator
| evel application of this.

Q Now, just nore detail on the -- you
mentioned that, you know, Oxy's | ooking at potentially
50, 60 -- 40, 50, 60 mllion dollars in financial
assurance requirenments. And you haven't quite yet
studied in detail what the inpact would be for each
entity, correct?

A. No, | briefly |ooked yesterday, because,
again, it was just sonething that cane up to ne that
said, oh, ny goodness, what if this is each entity,
that would be very different.

And so we're | ooking at the ball park
range of | think it's 40 to $60 million in bonds.

Q And one of the entities, |I think you and I

| ooked at it, would potentially fall within a -- would
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become a margi nal operator, right, based on the
definition?

A. Yes.

Q | think that's Oxy, USA, WP, LTP, correct?

A. I'"'mgoing to trust you on that. |I'm Oxy
only.

Q So in that situation, we |ooked at it, |
think it's about 150 wells or so that are under that
entity?

A. Yes.

Q And based on that, because that entity then
would fall within the -- at the 15 percent, would fall
into the marginal operator category. They'd have to
pay $150,000 for every well that it operates?

A. That's correct.

Q And so in that instance, it would be close
to $22 or $23 million just for that one entity,
correct?

A. That's correct. And this is where | believe
it's overreaching, because they're all active wells,
but they are active non-marginal wells that woul d now
have to be bonded because of that 15 percent. And if
it were to be applied to each entity.

Q Now, | want to just talk a little bit about

your view that Oxy is a prudent operator and this is
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overreaching, especially as to Oxy, and there's other
operators out there simlar to Oxy.

Tell us, if you would, just how nmany
wells Oxy has recently plugged in in Mexico.

A. Over the last five years, we've plugged
about 500 wells. It's about 100 a year.

Q Sonme of those wells that Oxy plugged, would
t hey include what we've heard today or during the
hearing as forced plugging wells that were operated by
ot her Division designated operators who were either
unwi |l ling or unable to plug their own wells?

A. Sone of the, yeah.

Q And, you know, in your opinion, does this
policy inplicit in this proposed rul emaki ng nake sense
to effectively burden operators |ike Oxy, who are
prudent operators that plug their wells and the wells
of other operators by creating this marginal wel
cat egory?

A. No, it doesn't.

Q Now, just in sunmation, given that you
bel i eve the marginal well provision is over-inclusive
and over-broad and unfairly burdens offers |ike Oxy,
in response to M. Powell's testinony that he expected
i ndustry to propose | anguage back to the Division that

woul d help constrain or limt or nore effectively
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target this marginal well financial assurance
category, do you have any final recomendations for
t he Comm ssion on what the gui dance m ght be for how
to better Iimt, constrain?

A. Mm hmm

Q Besides to totally -- | nean, your
preference woul d be exclude that fromthat category
al together, right?

A. Right, yes. So on the record, |I'mnot a
| awyer, but we do believe the creation of that
category is non-conpliant with the statute.

However, if the Comm ssion decides to
adopt it, | agree with M. Powell that we need to work
on the | anguage to be a little nore narrow.

There are a coupl e suggesti ons that have
cone up in testinony throughout the week. The one is
to increase the threshold for marginal wells within a
portfolio from 15 percent to 30. |'ve heard that, |
think that's appropriate.

| think if there's a way not to include
active wells that are non-margi nal as part of that
bondi ng requirenent, | think that's appropriate. This
i's, again, the provision that says that if you're a
mar gi nal operator, you need to include all your

mar gi nal and your actives as part of the bonding.
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think that's not appropriate.
So if we were to renove the actives out
and keep it to the marginal wells exclusively at
30 percent, that could help. | think raising -- or
| owering the BOE definition of margi nal wells has cone
up, from1,000 to 750. That would be appropriate; it
drops the effect from2.3 percent of the state's
production to .6 percent. Hopefully |I got that right.
And then there was one nore that | had.
Maybe that was it. There were three. | got them

Q Just to kind of touch on the effect of
reduci ng the threshold, the production threshold in
t he margi nal category, so for sone of the Oxy's
entities, | think maybe Oxy, USA, it's got so many
wells. Even though it has many marginal wells, it may
not hit that threshold for the margi nal operator
category, right?

A. Correct.

Q But nevertheless, it has a | ot of marginal
wells, and having to pay -- | think it's got -- is it
several hundred marginal wells? |Is that right?

A. Correct.

Q And so that would be a substantial financial
burden on Oxy, to have to pay the one-well financial

assurance for those wells, even though it doesn't kick
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into the margi nal operator status, right?

A. Correct.

Q So by reducing it to 750, tell us if that --
you know, explain to us why that woul d be inportant
for an operator |ike Oxy?

A Well, what | -- and to be fair, | did not
run the analysis on dropping from 1,000 to 750, how
many wells that would drop for us. But it would
definitely drop wells. And so it would nean that the
bonding is | ess.

And, again, if the intent is to target
ri sky wells and risky operators, and we can say that
Oxy is not a risky operator, and a | ot of those wells
are not risky, | think that that would be nore
appropri ate.

Q | think that covers everything. Anything
el se that you wanted to add before | make you
avai l able for cross? | think we covered everything,
but if not, | want to nake sure you have the
opportunity to say it.

A. No. Thank you everybody and thanks for the
hard work and for the discussions. Hopefully we |and
on an appropriate and good rul e.

MR. RANKI N: Thank you, Ms. Wall ace.

Madam Hearing Officer, at this nmonment, |
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have no further questions for Ms. Wallace and nake
her avail able for cross-exam nati on.

HEARI NG OFFI CER ORTH: Thank you very nuch,
M. Rankin and Ms. Wall ace.

Ms. Fox or Ms. O Grady, do you have

guestions of Ms. Wall ace?
M5. O GRADY: We do. Thank you.
CROSS- EXAM NATI ON
BY M5. O GRADY:
Q Good afternoon. |I'm Mrgan O G ady. |'m an
attorney for the applicants with the Western
Envi ronmental Law Center. Thank you so nuch,
Ms. Wallace, for your tine.

First, I'"d |like to thank you for your
willingness to neet with applicants in the OCD and
negoti ate the proposed anmendnents. W really
appreciate Oxy comng to the table and we're gl ad we
coul d reach agreenent on certain provisions.

I"d like to start with financi al
assurance for inactive and approved and expired TA
wells. And I'd |like to share ny screen. Sorry, just
adjusting so that it's fully visible. | think that
should do it.

Prelimnarily, Oxy does not propose any

nodi fication to applicants proposed definition for the
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ternms "expired tenporary abandonnment" and "expired

tenmporarily abandoned status,” | think that should be.
Correct?

A. Correct.

Q What is that definition?

A. Can you read it.

Q Onh, sure.

A. Thank you so mnuch

Q Sure. "Expired tenporary abandonnent or
expi red tenporary abandonnent status neans the status
of a well that is inactive and has been approved for
tenporary abandonnment status in accordance with a
19.15. 25. 13 NMAC, but that no |longer conplies with
19. 15. 25. 12 NMAC t hrough 19. 15. 25. 14 NMAC."

Turning to 19.15.8.9E NMAC, this

provi sion sets forth applicant's proposed anmendnents
for the financial assurance requirenents for inactive
wells and wells in approved and expired TA, correct?

A. Yes.

Q And on the screen are Oxy's proposed
nodi fications, right?

A. | think so, yes.

Q And Oxy's proposed deletions are highlighted
in green?

A. Yes.
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Q And Oxy proposes to retain certain |anguage
that applicants proposed to delete. Those
nodi fications are highlighted in blue, right?

A. Yes.

Q Oxy proposes to remove the words "and
expired" fromthe title of the section, renove the
phrase "in approved and expired tenporarily abandoned
status,"” and retain | anguage fromthe existing rule
covered by Subsection A of 19.15.8.9 NMAC t hat have
been in tenporarily abandoned status for nore than two
years, correct?

A. Yes.

Q So one effect of Oxy's proposed nodification
is to renmove wells in expired tenporary abandonment
status from being required to post one-well financi al
assurance of $150, 000, correct?

A. Correct. I'mtrying to think if they're
covered el sewhere, but | believe yes.

Q Okay?

A. | believe you' re correct.

Q What is the basis of this proposal?

A. | think -- again, I'mtrying to make sure
that those are not covered el sewhere. | still keep
saying we need a flow chart for this. But | think

that it is because if they are in expired status, they
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are either not conbined at that tinme or need to be

goi ng through the process for additional approval from

the Division, depending on where we go with this rule.
And so we thought that they would be

ei ther non-conpliant and working with the Division on

that, or going through the next process around

obt ai ni ng ext ensi on.

Q You would agree that expired TA status is a
new status defined in the rules, though, and Oxy
didn't propose to anend that definition?

A. No, we didn't. It just already has a
process in place to handl e expired.

Q Okay. You testified that your understandi ng
is that for the first two years, a tenporarily
abandoned wel|l can remain under the active well
bl anket bond, correct?

A. Yes.

Q And because they've just been approved by
the Division, there's no need to put up single-well
bondi ng of 150, 0007

A. Correct.

Q And you testified that the statute expressly
provides for these wells to remain under the bl anket
bond for two years. Yes. The existing role applies

to wells for which an operator is seeking tenporary
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abandonment, correct?

A. The existing rule, yes.

Q Al right. Gve ne just a nonment while |
pul | up those rul es.

A. I'"'mnot going to have to do the rainbow
slide. Luckily, no rainbows.

Q So on the screen are the current rul es.
see they're very small. Let nme attenpt to nake them
| arger. Still a little illegible. | think that's as
| arge as | can nmake them right now.

A. That's good.

Q Okay. Thank you. So the existing rule
requires higher bonds when a well enters TA status; is
that correct, under the current rules on the screen?

A. O nore than two years, is what that says.

Q Can you read the highlighted | anguage on the
screen?

A. Sure. "An operator shall provide financial
assurance for wells that are covered by Subsection A
of 19.15.8.9 NMAC that have been in tenporarily
abandoned status for nmore than two years or for which
t he operator is seeking approved tenporary
abandonnment . "

Q So wells for which an operator is seeking

tenmporarily abandoned status require that higher FA?
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A. Say that again. |'msorry.

Q Wells for which an operator is seeking
tenmporarily abandoned status or seeking approved
t enmporary abandonnment require that higher FA under the
current inactive wells section.

A. Yes.

Q GCkay. Thank you. And I'mgoing to pull up
the statute. So this is the 70-2-14 NMSA. Can you
read the highlighted sections?

A. The first one says, "A blanket plugging
financial assurance for tenporary abandoned status
wells which shall be set by rule in anmounts greater
t han $50, 000. "

Q Geat. Thank you. And the second section.

A. The G| Conservation Division shall require
a one-well financial assurance on any well that has
been held in tenporarily abandoned status for nore
than ten years.

Q Two years.

A. Sorry. Two years. Oh, ny goodness. The
two years. Correction.

Q The statute does not explicitly specify
which wells are subject to the $250,000 cap, correct?

MR. RANKI N: Objection. Vague question. |
t hi nk maybe Ms. O Grady neant to say $50, 000 cap
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MS. O GRADY: Thank you. Yeah,
under st and.
BY M5. O GRADY:

Q I'll read a section. So the statute says,
above the first highlighted section, that one of the
categories that shall be set in rule in an anmount not
to exceed $250,000. That's a bl anket plugging
fi nanci al assurances; iIs that correct?

A. Right. And so the way | define it -- well,
the way | think I define it, I'mnot a lawer, is it
has to be nore than $50, 000, but can't be greater than
$250, 000.

Q Does the section discussing the bl anket
pl uggi ng financial assurance for $250, 000 specify
which wells are eligible for that $250, 000 cap?

A. It's in that section. It says "tenporarily
abandoned status wells," in the yell ow section.

Q In the yellow section, yeah. So the 50, 000
specifies tenporarily abandoned status, but the
250, 000 doesn't specify a status?

A. No. | think that's specified el sewhere now.

Q Junpi ng back briefly to the expired
tenporary abandonnment status and the financi al
assurance that's required, can you point where in the

rules expired TA wells are covered for financi al
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assurance? |If not, in the section where Oxy's
proposed revision strikes through "expired"?

A. No, | don't think that |I -- ask that again,
because you're tal king about the two slides prior,
right.

Q Yes. Apologies for junping back.

A. No, it's okay. A |ot of words.

Q So here | have up on the screen the section
we were just discussing. For this section, Oxy struck
t hrough "and expired,” and you stated that you
beli eved expired TA wells were covered el sewhere.

Can you identify where else in the rules
expired TA wells are covered for purposes of financial
assurance?

A. Right. Okay. So it's not explicitly
stated. But in ny mnd, there's a process for
handl i ng those, and they were covered prior under the
$50, 000 up to the $250,000, is how | read that. Your
| ast one.

Q OCkay. Gve ne just a noment.

A. And it doesn't say "expired." |'mjust
t aki ng that forward.

Q Didthe prior version of the rules define
expired TA wel |l s?

A. No.
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Q Okay. Thank you. 1'd like to turn to the
CPlI adjustnent provision. Are you famliar with the
rebuttal testinony of applicant's witness M. Peter
Mor gan?

A. Yes. But you're probably going to have to
remnd ne.

Q No problem Can do. [|I'mpulling up his
rebuttal testinony.

A. Only Purvis' charts stay in ny mnd, burned
forever.

Q Understandable. So this is his rebutta
testinony at Bates stanped 1161 to 62. Can you read
this section aloud, and I'll try to make it |arger for
you.

A. No, | can see it. "The $250,000 cap on the
anount of bl anket financial assurance for active wells
I's not relevant to the proposed anmendnent 19.15.8.9.G
NMAC all ow ng for adjustnents to financial assurance
ampunt s because the proposed | anguage expressly
excl udes bl anket financial assurances for active
wel I's. The bl anket financial assurance amounts for
active wells is set at 19.15.8.9C(2) NMAC. The
subsection is excluded fromthe |list of financial
assurance categories, subject to the adjustnments

provi ded under 19.15.8.9G NMAC. That provision
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applies only to financial assurance announced provi ded
by subsection C(1), D, E and F of this section.”

Q Would you agree that applicants proposed
rul e | anguage excl udes the 250,000 active well cap
frominflationary adjustnents?

A. Can you point to that |anguage where it says
t hat .

Q Yeah. So in the testinony that you read, he
says the bl anket financial assurance anount for active
wells is set at 19.15.8.9C(2).

A. But | nean, is that |anguage explicitly in
C(2)? I|'msorry. That's what |I'm | ooking for.

Q | will pull up C(2) on the screen for you.

A. | was |ooking to see if | had C(2).

Q Sorry for all this bouncing around.

A. No, no, it's okay. Lots of words.

Q On the screen are the proposed rul es and
applicant's Exhibit 1-C. This is the applicant's
Exhibit 1, but | don't think it's different from
applicant's Exhibit 72 for the purposes of this
provi si on.

Can you read 19.15.8.9C? OCh, C(2).
Okay. There you go:
A. "A bl anket plugging financial assurance in

t he amount of $250, 000 covering all the wells of the
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operator subject to Section C of 19.15.8.9 NMAC. "

Q So would you agree that C(2) covers the
active well $250, 000 cap?

A. Yes.

Q Okay. So you would agree that the way the
applicants drafted the inflationary adjustnent
provision, it does exclude the $250,000 cap from
adj ust nent s?

A. Yes.

Q Turning to approved tenporary abandonnent
renewal , or 25 specifically, Oxy proposes
nodi fications to applicants proposed 19.15. 25. 13
governi ng the approved tenporary abandonnent
provi sions, correct?

A. Yes.

Q I'mgoing to bring up Oxy's proposed
nodi fications. Again, the green highlight represents
Oxy's proposed nodifications?

A. Yes.

Q And the blue text highlighted in green
represents new | anguage added by Oxy?

A. That's correct.

Q In this section, applicants propose an
operator may apply to place a well in approved TA for

up to five years upon a denonstration that the well
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has future beneficial use, correct?

A. Yes.

Q And they propose that TA status nay be
renewed once for up to two years upon a simlar
showi ng after a public hearing before OCD?

A. Yes.

Q Now, | won't go over each and every
nmodi ficati on Oxy proposes here, but | want to focus on
Oxy's proposed deletion in subsection B of the |ast
sentence, which provides an extended term shall not
exceed two additional years, upon which tine the
operator shall return the well to beneficial use under
a plan the Division approves or permanently plug and
abandon the well and restore and renedi ate the
| ocati on. Do you see that?

A. | do. Can you put your cursor on it?

There you go. Got it.

Q OCkay. And the intent here of Oxy is to
remove any time limt on the second renewal of TA
status?

A. Yes.

Q Under Oxy's proposal, OCD could approve a
second renewal for 5, 10, 15 years?

A It could.

Q And there's no Iimt and no requirenent that
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OCD periodically reviewa well's TA status?

A. Actually, hold on. Let ne back up a second.
Because the first sentence that you read, | would
argue, can they approve at their discretion up to any
years, or are they limted to five years, five-year
I ncrenments? Do you see what |'m saying.

Q | do. | do. | can ask sone questions to

get it there.

A. Okay.

Q So the |l anguage from applicants --

A. Mm hmm

Q -- that's crossed out, early on in Section

B, there's a section that says prior to the expiration
of an approved tenporary abandonnment, the operator
shall. It provides various options, including apply
for a new approval to tenporarily abandon the well to
extend tenporary abandonnent status pursuant to. |Is
that correct?

A. Yes.

Q And the new approval |anguage is in black.
So that's in the current existing formof the rule,
correct?

A. Ckay. | follow

Q OCkay. And the anmendnents by -- or the

revi sions, those revisions by Oxy to applicants
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proposed | anguage stri ke through new approval,
correct?

A. Correct.

Q Wuld you like to expand on that answer?

A. Well, just to be clear, in this section, our
edits are really about not objecting to the Division
reviewing it or approving. |It's nore about stopping
t he all owance of when you can continue to seek their
approval .

Q Would you agree that -- and |'ve highlighted
the word "extend" here. That's ny edit to Oxy's
| anguage. Would you agree that the current version of
the rule requires the application for a new approval,
and Oxy's anendnents allow for the application for an
ext ensi on?

A. Yes.

Q Wuld an extension bunp an operator back to
Subsection A and the processes there?

A. Yes. | think so.

Q Whuld you agree it's maybe a little less
clear if the |anguage is being changed from new
approval to extension?

A. | do. | do. But I think the |anguage could
easily be nodified to allow that and just nake that

cl ear.
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Q Okay. To require that the -- that a new
approval be requested, at which point OCD could
determ ne how many years are appropriate for that
subsequent TA peri od?

A. That's correct.

Q M. Wallace, are you famliar with
applicant's proposal that would allow a well to be
I nactive for one year before being placed in TA an
initial placenment in TA for up to five years upon a
showi ng to OCD future beneficial use, and a second
pl acenent in TA for up to two years upon a showing to
OCD in a public hearing, and then after those eight
years of inactivity, the well nust be plugged or put
back i nto beneficial use?

A | think I"maware of it. | swear we need a
flow chart.

Q Definitely, | agree. Are you famliar with
M. =-- and | think you did reference this in your
testinmony. You're famliar with M. Al exander's

rebuttal testinony about various factors that could be

appl i ed.
A. Yes.
Q I'mgoing to put those up on the screen. |

just wote out what he testified to.

So to summari ze and to refresh the

Page 75

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

Comm ssion, M. Alexander set forth a nunber of
principles for any such exception, including that they
must be limted in scope; limted in tinme; subject to
periodic OCD review, based on sound engi neering,
technical, econom c and adm nistrative informtion;
not subject or not based on guesswork, hunches and
specul ation or the like; and carefully crafted to
avoi d any kind of |oophole | eading to abuse. Correct?

A. Yes, I'mfamliar.

Q In your opinion, are those reasonable
princi ples upon which to base an exception to the
eight-year limtation on a well remaining in TA
stat us?

A. Mostly. So it's everything that we're doing
now. | think nunber 5is a little subjective, right?
| don't know how you prove that soneone's guessing
unl ess they cone in and say, "Hey, |'m guessing at
this and I want 500 wells involved,"” which I don't
t hi nk anyone is going to do.

So | think other than 5 being
subj ective, the rest of it is everything that we're
doi ng now.

Q Does Oxy have any proposals for howto --
strike that. All right. ['Il nove to ny |ast set of

gquesti ons.
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Applicant's proposed rules do not
require the plugging of marginal wells, correct?

A. No, not explicitly.

Q Applicants proposed rules require heightened
financial assurance for margi nal wells?

A. That is correct.

Q And wells may cone out of marginal status if
they're reworked or otherw se inproved to inprove
producti on?

A. Yes.

M5. O GRADY: | have no further questions.
Thank you for your testinony, M. Wllace.

HEARI NG OFFI CER ORTH: Thank you,
Ms. O Grady.

M. Tremai ne, do you have questions of

Ms. Wal | ace?

MR. TREMAINE: | do have questions for
Ms. \Wall ace.

HEARI NG OFFI CER ORTH: You know what,
though? I'mrealizing it's tinme for a break. |Is
t hat okay?

MR. TREMAINE: That's quite all right. |
actually have nore questions for Ms. Wallace than |
i ntended. So give nme 15, 20 m nutes.

HEARI NG OFFI CER ORTH: Terrific. Let's take
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15 m nutes, come back at ten of 11:00.
(Recess held from 10:34 to 10:50 a. m)
HEARI NG OFFI CER ORTH: We are back after a
short break. M. Rankin, is there anything you'd
li ke to say before we go to M. Trennai ne?

MR. RANKI N: Thank you, Madam Heari ng

O ficer. Just one housekeeping matter. | have not
noved the adm ssion of Oxy's exhibit. | could wait
to do it. Well, let nme just go ahead and do it now.

|"d like to nove the adm ssion of Oxy's
Exhibits A and B into the record, A being Oxy's
proposed nodifications to the proposed rule, and the
B being Ms. Tiffany Wallace's direct testinony. And
|"d like to also nove into the adm ssion Ms. Tiffany
Wal | ace's rebuttal statement and exhibits as well,
which | think are marked as Exhibit B, rebuttal.
HEARI NG OFFI CER ORTH: Thank you. |'I1
pause for a nonment in the event there are objections.
Okay. The exhibits are admtted. Thank
you.
(Adm tted: Oxy USA Exhibits A and B.)
HEARI NG OFFI CER ORTH: M. Trenmmi ne, you
said you have questions for Ms. Wall ace?
MR. TREMAINE: | do. | do.
CROSS- EXAM NATI ON
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BY MR, TREMAI NE:

Q Good norning, Ms. Wallace. WIlcone back to
OCC Hearings. |It's good to see you. | hope you've
been wel | .

A. Good to see you, too.

Q So just a clarification on timng. Wen did
Oxy cone to the table to discuss with petitioners and
OCD t houghts about the revised petition?

A. When did we first neet? Oh, | think we
started | ast sumer, where there was an initial
neeting. And then we net with -- there was an initial
meeting with WVELC. And then | think all of our
neetings after that were with WELC and t he Divi sion.

Q Whuld you agree that we've nmade quite a bit
of progress in a relatively short period of tinme in

reachi ng consensus on certain parts of the rule?

A. Yes.
Q Thank you. | want to ask you a little bit
about operator transactions. |Is it normal business

practice for oil and gas operators to buy or sel
wells and/or facilities?

A. Yes.

Q Do you agree that Oxy's various subdivisions
have bought or sold wells and/or facilities nunerous

times throughout their operational history?
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A. Yes.

Q To the best of your know edge, does Oxy
perform any kind of analysis or risk assessnment when
buying or selling either wells or facilities?

A. Yes.

Q If you're buying a well or facility, you
probably want to know if there's any conpliance or
operational wells there, correct?

A. Yes.

Q If you're selling, does Oxy | ook at the
buyer to see if they're going to keep up with their
end of the bargain?

A. Yes.

Q | want to ask you kind of a hypothetical.
And |I'm not tal king about -- for the record, |'m not

tal ki ng about an Oxy transaction, but just generally

speaki ng.

So a predicate question. Does Oxy have
wells -- | believe you said yes al ready, but does Oxy
have wells that would fall into the currently proposed

definition of marginal using "and"?

A. Yes.

Q Okay. Let's say, hypothetically, that Oxy
wanted to sell 600 of those wells to another operator.

In that fact pattern, as a prudent operator, what Kkind
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of business and liability concerns m ght you have on
Oxy then with that transaction, selling 600 marginal
well's to anot her operator?

A. Ckay. So | want to be clear that | don't
work in this division at Oxy, so |I'm speaking
general ly about what | know in industry, which | can't
i mgine Oxy isn't simlar.

| think there's sone |egal concerns, and
not a |lawyer, surrounding if the wells were passed on
to an operator that left themthe next year, would the
turnaround liability end up on Oxy, as a hypotheti cal
exanple |ike you're talking. And again, not a | awer.

Q Understood. If that happened, would you
have any, like -- would that inmpact your operations
and your bottomline potentially? Now you went off.

A. Now | went off. Okay.

Q When you just articulated wth the concern,
you know, if you sell a bunch of marginal wells to
anot her operator and then they just cease operations,
the concern is that sonme of that liability could cone
back on Oxy, correct?

A. It could. And that's also our reputation.
We're not that type of operator.

Q So as a prudent operator, do you do any kind

of due diligence review of the buyer?
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A. | would inmgine so, but | don't know what
that | ooks |ike, because | haven't done that part of
t he business with Oxy. But | would inagine so.

Q Thank you for that clarification. And I
don't want you to speak for other divisions.

In your prior life, have you perforned
any version of that kind of analysis?

A. Yes.

Q And fromthe operation standpoint, | ooking
at such a transaction, what would you call that type
of anal ysi s?

A. Due diligence.

Q Due diligence analysis. GCkay. |Is a due
diligence analysis related to oil and gas well and
facility transactions, in your professional opinion, a
prudent busi ness practice?

A. Yes.

Q Is it a necessary business practice?

A. | suppose that depends on who you are. |
think yes. And anyone | want to work with, yes. But
| think it depends on the conpany.

Q Is it, in your understanding, currently
prescribed or required by rule to engage in a due
diligence analysis with transactions?

A. No, not that | know of.
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Q AlIl right. Broader question.

| n your

experi ence and professional opinion, how w despread of

a practice is a due diligence analysis f

or oil and gas

well and facility transactions in the industry at

| ar ge?

A. Oh, | think it's pretty w despread.

Q GCkay. Thank you for that. [|'mgoing to
nove on to sone of your other testinony here.

| asked you about qualifying marginal

wells. But as well as, is it safe to assune that Oxy

woul d have some nunber of wells that produced |ess

than 90 BOE and |l ess than 90 days in fiscal year 2024?

A. Yes. |'m guessing, but probably.

Q As a general matter, wells that

followinto

that category within Oxy's portfolio, do those wells

have downhol e nechani cal issues?

A. Soneti mes.

Q Is there any specific reason why such a wel

cannot produce at |east 180 days in a given year?

A. Oh, there could probably be a host of

reasons. And again, I'mnot -- | don't

have any

specifics to talk to to Oxy, so |I'll speak just

br oader experience.

There can be downhol e i ssues and we're

waiting to get arig out there. There could be --
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maybe we're waiting on purpose because we want to get
out there and do a refrac and not just fix the
mechani cal issues, but also chase sone additiona
reserves.

And so we're waiting on purpose for the
right rig or the right capital or insertion into the
devel opnent plan. There's a host of reasons. It
m ght be econom cs, well price -- oil price. Sorry.

Q GCkay. Thank you.

MR. TREMAI NE: Madam Hearing O ficer, 1'd
like to share ny screen. Looks like |I still have
perm ssi on.

BY MR, TREMAI NE:

Q Al right. So, Ms. Wallace, you referenced
several wells in your testinony, | believe it was your
rebuttal testinony. The first being the, what |'m
going to call the Harroun 9 Nunber 1.

A. Mm hmm

Q | think you can see here this is Oxy. W're
tal ki ng about the sane well, correct?

A. Correct.

Q Okay. Wuld you agree that after review ng
the well file here, it's apparent that Oxy ran what
|"mgoing to refer to as a casing patch in this well.

That's not on screen. I'"'mnot --
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A. Yeah, | was |ike -- yeah, okay.

Q Whuld you have any reason to di sagree that
Oxy took a corrective action that we'll refer to as a
casing patch on that well?

A. | would have no reason to believe otherw se.
| mean, if you tell ne.

Q If that if that was the case, would that
mean there was sone formof defect in the well's
casi ng?

A. Potentially.

Q In the event that there is a defect in a
well's casing, would you agree that OCD rule currently
requires operators to fix such casing defects?

A. Yes.

Q OCkay. So with the assunmption that that's
what happened here, if you can assume that, would you
agree that because Oxy took a required action to
correct the casing defect, that the end result is that
this would no longer fall into a margi nal status as
defined by the current petition?

A. If that is the way that it happened, then
yes. But | don't have the specific know edge OF how

t hat went down.

Q | understand. Thank you. |[If you have a
well that -- so I'll refer you to -- let's go scrol
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down to production, and we can see -- what |'m sharing
on screen is, and | believe, Ms. Wallace, you're well
famliar with us frompermtting fromyour tinme here.
So I've just clicked on the right on production
values. And this shows production by year.

And so if we scroll down to nore recent
Recent years on this well, we can see a pretty
significant bunmp in 2022. So we had a down year in
2019 and 2020, and then you get significantly nore
significantly nore production after that. Wuld you
agree?

A. Yes.

Q OCkay. So, in 2019, there were 223 barrels
of oil and 43 days of production; there was | ess than
that in 2020. So at that time if you were | ooking at
t hat production, would you agree that there would be a
concern that this well would fit into the currently
proposed margi nal well status?

A. Yes.

Q Okay. But Oxy did sonething, which
proposed to you what it is, but you don't know about

that, but Oxy did sonething and you significantly

i ncreased the production fromthis well, correct?
A. Yes.
Q Okay. |If you increase production to this
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extent -- | nmean, in 2020, we're |ooking at 18 barrels
of oil; in 2021, you're seeing 7,000 barrels of oil.

| ncreased production neans increased revenue for Oxy,
correct?

A. Yes. And the state.

Q And the state. Well, that's ny next --
you're junping -- you're getting ahead of ne.

So i ncreased revenue, iIncreased taxes
and increased royalties, right?

A. Mm hmm

Q I'mtrying to avoid the conpound questi ons.
But you're right with ne.

So if Oxy did not perform whatever work
that they did in 2020 or 2021, this well would have
significantly under-produced its capability. Wuld
you agree with that?

A. Yes.

Q Okay. And since this well is producible and
you were able to work over the well and increase the
production, |eaving that production on the table, the
alternative that | described, you could argue that
t hat woul d constitute waste, could you not?

A. Yes.

Q Okay. You said you didn't know what Oxy did

on this well. But can you articulate, from your
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operati onal experience, generally, if you have to
performa casing patch on a well, what kind of range
of cost? How nuch did that cost Oxy?

A. Oh, boy. Oh, | couldn't tell you. I
especially couldn't tell you now. But I'll tell you,
it's less than a new drill.

And was this also -- did | seeit's a
vertical well? Did |l see that in the prior --

Q Do you want nme to scroll to the top?

A. The very first --

Q You're going to be nore versed in describing

that than | am

A Well, we'll see.
Q Vertical.
A. Okay. So it's a vertical well. And I'm

just keeping that in the back of nmy m nd, because
those are sonetines handled differently, they're
ol der, right, than horizontal for sure.
| could not quote you quotes right now

on that. Wat |I'd tell youis it's less than a new
drill, unless we run into | arge probl ens.

Q What kind of problens can you run into?

A. All the ones that the Division described
when it gave its nasty exanples, right? Wen you're

going into a well, it's like -- especially older
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wells, it's like working on an old car, you go in to
fix one thing and five other things are w ong.

Soneti nmes that happens. You can't
predi ct when that's going to happen. So | would tell
you it's less than a new drill unless there are
pr obl ens.

Q Wuld you characterize the expense as

significant? 1'll strike that. | think you've
answered the question. 1'll nove on.
Al right. |1 want to ask you about your

next exanple, which is the FNR 35 Federal Nunmber 3H.

Do you agree that this is the sane well in your
exanpl e?

A. | believe so, yes.

Q Okay. I'mgoing to, again -- | |ove the

production tab here. So we're going to go down here
and we're going to | ook at 2021. You had 10, 000
barrels of oil; 2022, zilch; 2023, again zilch.

A. Mm hmm

Q And then you saw a return to nore
production, but not back to its previous levels in
2024. Whuld you generally agree with that or qualify
t hat characterization at all?

A. Yes.

Q OCkay. So |ooking at the production history
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alone on this well, would you agree that it's accurate
to state that it took Oxy a couple years to address
t he downhol e problemon this well?

A. Yes.

Q Okay. Do you happen to know whet her Oxy
reported any of that downhole work to OCD?

A. | do not know.

Q Okay. | would just submt if the answer is
ultimately no, you mght want to ook into that.

A. Ckay.

Q Whuld you agree that -- would you agree or
understand that OCD | ooking at this production history
woul d be concerned that there m ght be a downhol e
probl em probably in the 2021 to 2022 range?

A. Maybe. W thout |ooking at all the
production in the wells in the area, | -- | can --
woul d assune that our operations people would | ook at
that, I know. But | can also say that there can be
t hi ngs goi ng around on, like, did we shut it in for
conpl eti ons next door, did we then have a problem
getting it back once it was shut in.

There are a host of reasons why wells go
down, and | could not say w thout being part of that
teamat this tinme.

Q Okay. It was the tail end of COVID, too,

Page 90

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

for some of that.

A. | was here then.
Q Right?
A. | was with the state.

Q Al right. Wuld you agree that if there is
a concern about a potential downhole problem that if
OCD were to |look at a well file and see nothing
related to downhole problens in the well file, it
woul d be nore difficult for OCDto reviewif they'd
require additional information to determ ne whether
the well -- say a presunption of no beneficial use
anal ysis, that would be necessary information for OCD
to know? For instance, is Oxy doing a workover?

A. Okay. Ask that again.

Q Let ne back up. So in 2022, we're |ooking
at zero oil production, 32 MCF of gas, and three days
i n production?

A. Right.

Q We'd agree that in 2022, that woul d have
been a presunption of no beneficial use well?

A. Yes. Unless we could prove otherw se.

Q Correct. And that's any gas well.

A. W woul d have had it so that it's shut in on
purpose or it has sonme problem Right, exactly.

Q So OCD woul d need to know, when | ooking at
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that well, what's going on with it. |Is Oxy --

A. Yes.

Q -- doing an EOR project, are you going for
approved TA, are you doing a work over?

A. Yes.

Q Okay. And sonething happened with this wel
where in 2024, it returned to a level of production
where you have 1,975 barrels of oil produced in 2024.
Do you agree with that?

A. Ckay.

Q Would you agree that using the 1,000 BOCE
and 180-day cal culus, that as of 2024, this well would
no longer fall into a marginal well category?

A. Correct.

Q GCkay. Thank you. Do you agree,
particularly fromyour experience, that while working
at the Division, that even prudent operators can m ss
necessary filings?

A. Yes.

Q Inconplete well files, increase OCD burden,
adm ni strative burden in the event that any kind of
anal ysis or well reviewis required, correct?

A. Yes. |I'd say it's probably getting better
now t hat we've gone digital. | hope.

Q Very nuch agreed. A little bit before ny
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time that there's sonme vestiges there.

Whul d you agree that in sone cases where
OCD is | ooking at well status, in certain specific
I nstances, nore general proxies for well statuses or
criteria nmay be necessary rather than requiring OCD to
do deep dives into well files?

A. I'"'mnot sure | understand what you nean by
t hat .

Q So | asked you just a second ago about, you
know, an increased burden if OCD is operating with a
delta of information and they have to | ook at a well
and they don't have all the information avail able, the
anal ysis and information is -- that nakes the anal ysis
for us to be nore sonmewhat nore difficult.

A. Yes.

Q OCkay. So would you agree that, where
appropriate, it is helpful to create nore sinplistic
categories of well statuses or criteria, rather than
requiring well-by-well deep dives into status and wel |l
hi story? Just at a general |evel?

A. Yes. You nean |ike nmarginal.

Q Well, that's what I"'minplying. The rule --

A. | would say yes, but | would say so |long as
the -- if the lunping into naned categories is for the

Division's benefit to categorize and ask for
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addi tional information and analyze, that's a very
different story than also now putting a financi al
burden upon those wells.

Q Agree. And we can agree that those are two
di fferent questions, right?

A. Yes.

Q There's the question of how does OCD
determne at |least a threshold matter that a well fits
a particular category, and then there's the question
of what do you do based on that information; would you
agree?

A. Well, correct. And even |ike you were
di scussing if OCD wanted to call a set of wells a
certain category, you call them blue, for all | care,
in order to tal k about them better within their
Division and in order to, let's say, wite guidance
for what they need to be able to do their analysis for
those wells, it's just ease of use, ease of
di scussi on.

That is a very different thing than
creating a category that has a burden of sonme sorts,
| i ke a financial burden.

Q And did | understand that -- | mean, from
your testinony, Oxy agrees with the presunption of no

beneficial use, right?
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A. Yes.

Q Would a structure that allows operators to
respond to marginal well status after a determ nati on,
woul d that alleviate any of Oxy's concerns?

A. Maybe. Are you talking in ternms of, "Oxy,
Is this well marginal or not?" You know, you're
| ooking at data. "Oxy, why is this" -- you know, are
you talking like that? "Why is this well marginal ?
What are you going to do about it."

Q Sort of. I'mnot making a specific proffer.
" mjust kind of exam ning, |ike, what the conmon
ground is here.

So Oxy agrees with the presunption --
Yes --
-- structure --
Yeah, we do.

- - Or - -

> O »>» O »

W do. We think that's a great way of
trying to target what | think your intent is.

Q If there was a simlar presunption structure
for marginal wells that both alleviated adm nistrative
burden on OCD but all owed operators to respond
specifically to marginal well status, would that
all eviate Oxy's concerns with the margi nal well

category and the FA?
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A. | don't know. So there's a |egal aspect to
that that | can't probably coment further than |
al ready have because |'mnot a lawer. And | think
t he other aspect to that is, even if there was |like a
provi si on where you coul d explain the marginal,
there's still inpacts to production and operators
within the state. Unless |I'm m sunderstandi ng you.

Q No, | don't think -- | don't think we're
going to hamer out a new provision on the stand. |'m
just trying to exam ne the contours here.

A. So that's good, because | feel a | ot of
pressure.

Q Tell us what | anguage you want.

No, | want to nove on to your third
exanpl e, which is the Cedar Canyon 15 Nunmber 2h. Can
we agree this is the well that you referenced?

A. | believe -- | believe you.

Q OCkay. And once again, I'mgoing to click on
my favorite thing.

A. For the Comm ssion, it was called CC1l5 2H in
my slides. So it mght |ook different.

Q Yes, actually that caused nme a little bit
of trouble finding it.

So Cedar Canyon here. But |ooking at

this well, I"'mgoing to click back on production and
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|"mgoing to |l ook at these recent years. So just

| ooki ng at 2020 to 2025, this production, can we agree
that this exanple well never would have fallen in that
time period into either the proposed margi nal well or
t he presunption of no beneficial use well categories?

A. No, you're right, if this is the sane well.

Again, ny nanme is different. | can only assune it's
this one. | don't know. But you're right, it would

not have fallen into marginal

Q OCkay. | want to ask you questions about a
different well, that was not one of your exanples.
And so I'"'mgoing to pull up what we'll refer to as the

Bradl ey 13 Federal Nunber 4Q

When you | ook at this page in OCD
permtting, do you agree that this is a wel
regi stered to and operated by Oxy USA, I|ncorporated?

A. Yes.

Q I'mgoing to go down to, again, sensing a
pattern here, production. Let's |ook at the
production values on this well. In particular, |ook
at 2021 through 2024. | would submt that this is
show ng sonmewhat of a simlar pattern that we've
t al ked about.

Looking at this in ternms of '24 -- well,

FY24, so that isn't really broken down on here. But
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I n | ooking across the reporting periods for 2023 and
2024, woul d you agree that Oxy reported 1 MCF of gas
and a total of 0.166667 barrel of oil equival ent
production for that entire fiscal year?

A. That's what it |ooks Iike.

Q Well, would you be surprised to hear that
between Oxy's two OGRI Ds, you have six wells with that
sanme production val ue?

A. | don't know.

Q Well, referring back to this particular
wel I, how woul d you expl ain production over that | ong
of a period of tine where you'd have a single M of
gas produced?

A. | don't -- | don't know. | don't know what
was going on at the tinme with these wells or in the
field or...

Q I'll ask a nore specific question. W've
heard during the testinony, and | think in both of our
experiences, we've talked about this constraint
t akeaway concept, right, for a gas takeaway? Are you
famliar with that concept?

A. Yes.

Q OCkay. And so would you agree that you have
to produce at a certain anount of pressure in order to

get into a takeaway |ine of sonme sort?
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A. Most of the tinmes, yes.

Q So if over the course of a year, you produce
1 MCF of gas, howis it possible that you get that MCF
of gas into takeaway for a m dstreaner or processing?

MR. RANKI N:. Madam Hearing O ficer, |'m not
sure exactly where this is going. It's alittle bit
out side the scope of her testinony. And also,

Ms. Wallace is not in an operational role at Oxy.
She does policy. So she is not up to speed
necessarily with the details of how the operation
aspects of these wells?

| don't want to -- you know, | want to
just protect her a little bit, because she doesn't
know the details of these wells and didn't review
them prior the hearing. And it is outside the scope
of her testinony.

HEARI NG OFFI CER ORTH: All right. She did
earlier state clearly that she was not on the
operation side, M. Trenuine.

MR. TREMAINE: |'Ill nove on.

HEARI NG OFFI CER ORTH: Thank you.

BY MR, TREMAI NE:
Q So, Ms. Wallace, |ooking at the 2025
producti on data, here, again, we're | ooking at 267

barrels of oil in that first colum and 203 days
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produced. So regardl ess of what happened at the basis
of ny earlier questions for you, would you agree that
as of this year, this well no longer falls into a
mar gi nal well status?

A. Yes.

Q So I'mgoing to stop asking you about
specific wells. Thank you very much for that.

So as we work through those four
different exanples of wells, all of which I think were
proposed as having concerns of falling into marginal
wel|l status at one tinme or another, we found that in
each of those exanples, they are not currently going
to fall into marginal well status. Wuld you just
agree as a summry?

A. Yes.

Q So would you agree that we've provided sone
really good exanples of Oxy being able to bring
mar gi nal wells out of marginal status through proper
mai nt enance and wor kovers?

A. Yes. Although | believe at | east one of
those was a refrac, which I wouldn't say is
mai nt enance.

Q That's a different category. That's not
mai nt enance.

A. Right. | nean, sonetines the wells inprove
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because of mai ntenance or workover. And sonetines
they inprove because we have chased a different piece
of the reservoir, 1'd say.

Q That's a very inportant distinction. Thank
you for that.

So what |'mgetting at, the question |I'm
trying to ask you, inartfully, is that Oxy expended
sone resources, perfornmed sone sort of work on the
wel |, and took these exanples from margi nal or very,
very | ow, no production status, up to productive wel
status?

A. Yes.

Q And would you agree that to the extent that
Oxy has wells that, as of right now, would fall into,
guote, unquote, marginal well status as defined, that
under the petition, Oxy would have until 2028 to
address those margi nal well statuses?

A. | believe so, yes.

Q O alternatively, to provide the necessary
financial assurance, assumng the rule is enacted as
pr oposed?

A. Yes.

Q So Oxy won't have to foot the bill of any
kind for additional FA for at |least two years? Do you

agree?
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A. Agree, yes.

Q GCkay. Thank you. Moving off of wells.

Al right. So you spoke earlier a
little bit about Oxy's substantial plugging efforts.
| believe you indicated it was over 100 wells per
year ?

A. About. It was al nost 500 wells across the
| ast five years. So 100 a well, it works out to be --
or 100 a year.

Q Can we agree that that's a significant
expenditure for Oxy?

A. Yes.

Q Did Oxy use any of its resources to perform
any conprehensive studies |ooking at inpacts of this
proposed rule to waste correlative rights production
or inmpacts to OCD pl uggi ng costs?

A. | would not be aware of that if we did.

Q To your know edge, has any industry group or
| ndependent entity perfornmed such a conprehensive
st udy?

A. | wouldn't be able to speak to that.

Q You've been in this industry and operating
i n New Mexico on kind of both sides of the regul ator
and operator fence for a while now. How would you

characterize the total econom c value of the oil and
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gas industry in New Mexico?

A. Significant.

Q Billions?

A. Yes.

Q And on an annual basis, would you agree that
the value of revenue is in the billions?

A. | believe so.

Q During your tinme at the OCD, what was the
Di vision's total annual operating budget?

A. Oh, man. Significantly lower. |'m not
going to renmenber those nunbers. It was rough though.

Q Not billions.

A. No, not billions.

Q Billions? Okay. Wat was the total
operating budget of Oxy entities for its nost recent
recording or fiscal year?

A. | don't know that either. Maybe | shoul d,
but | do not. |'mnot on that side of the business.

Q Is it safe to assune this significantly nore
than OCD s annual operating budget?

A. Yes.

Q Al right. I1'mgoing to nove off of that
one now. Thank you. There was sonme very hel pful
contours, | hope.

So the marginal well definition, | want
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to break that down with you a little bit. Wuld you
agree that there's -- let nme describe this and see if
you agree. | would propose to you that there's kind
of three different conponents here.

One, there's the proposed definition for
a category of marginal wells.

A. Mm hmm

Q And then there is the use of that category
to disqualify, proposed use of that category, to
disqualify single marginal wells fromeligibility for
bl anket FA.

A. Yes.

Q Okay. And then there is a third, there is
the use of the 15 percent threshold for marginal wells
to disqualify portfolios of wells fromeligibility for
bl anket financial assurance. Wuld you agree that
those are kind of three separate, but related things?

A. Yes.

Q Okay. And just to clarify, ny understanding
is that Oxy objects to the second and third conponents
of that, the single-well FA for marginal wells and the
use of the 15 percent criteria to disqualify
portfolios. Those are your objections, correct?

A. Yes. | believe we also object to the

definition for the basis of the sane reasons. You
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gave three, right, the definition, the use to qualify
from bl anket and the 15 percent.

A. | think all three, for the sanme reasons, we
woul d obj ect.

Q Well, is the definition of a category of
wells within a certain range of production, per se,
obj ecti onabl e i ndependent of the FA consi derations?
If there's sonme other hypothetical use for defining
mar gi nal wells a particular way for classification
pur poses, that would not be objectionable, correct?

A. It could be based off the threshol ds that
are there now R ght? So the definitionis that --
so this is going back to the discussion of if it's
defined as 1,000 barrels versus 750, which one is
truly a marginal, O let's call it at-risk well.

Q Al right. A couple questions about kind of
the | anding spot here. | have, | think, two nore
guestions for you, Ms. Wall ace.

If OCD agreed to nove the 15 percent
portfolio blanket FA disqualifying threshold to 30
percent, could Oxy support the proposed structure?

A. Probably not within nmy singular decision to
make. But | would say that that is a nore reasonable
appr oach.

Q But that 30 percent cut-off for portfolios
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I's better than 15 percent, in your opinion?

A. Yes. Because it harnesses, like | said,
nore of what | think that your intent is. And there's
| ess inpact to the state and of course Oxy.

Q If OCD proposed, simlarly, to replace the
margi nal wells in the 15 percent threshold with a 15
percent threshold referring to inactive wells or
anot her potential descriptor of non-conpliance, could
Oxy support the proposed structure?

A. Say that one nore tine.

Q Yes. So | asked you about changing the 15
percent cut-off to 30 percent. Now |I'm asking you
about -- forget the cut-offs. Let's say you replace a
mar gi nal well as the point of concern for a portfolio
di squalification, right?

A. Right.

Q So we're talking the sane structure, but you
replace marginal wells with some other descriptor of
non- conpl i ance or concern.

A. Okay.

Q In that event, could Oxy support the
structure of the petition?

A. Potentially. | think what we are after here
i's, again, making sure -- because we're threading the

needl e of trying to acconplish what you're after, of
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reduci ng the potential inpact to the state fromrisky
wells. The thread-the-needle part is defining the

ri sky wells properly.

So | think the harness is too -- you
know, the halo is too wide right now. If that is a
reasonable way to capture this better, | think then,

yes, we could support it.

Q And again, not a proffer. Examning the

contours. | have to tal k about it.
A. Yeah, | know, | know.
Q Sol lied, I have one nore question for

you. M. Wallace, in your professional experience,

whet her working in industry or working at OCD, have
you ever observed an oil and gas operator bankruptcy
that surprised you?

A. That surprised ne is the key there. | think
when | have observed that, | was |argely unaware of
the conpany to begin with. And so neither surprised
nor didn't surprise me. It just was, and it was
unfortunate.

Q And so the for your response is that you
don't know the conpany's financials, correct?

A. Correct.

Q Would you agree that OCD does not have
i n-dept h knowl edge of any specific conpany's
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financials unless we were to -- well, I'll stop the
guestion there.

Whul d you agree that as a general
matter, OCD does not have in-depth know edge of any
specific oil and gas operator's financial condition?

A. That is correct. Unless it's being brought
up as part of sonme ongoing investigation that were to
be asked.

Q Right. You were right with me with the
second part of ny conpound question. [It's sonething
that we can get if we specifically ask for it, but
there has to be a reason --

A. Right.

Q -- under the existing rules for us to get
that information; would you agree?

A. That's correct.

MR. TREMAINE: | wll pass the wtness.
Thank you for all of your tinme, Ms. Wall ace.
THE W TNESS: Thank you, Jesse.
HEARI NG OFFI CER ORTH: Thank you
M. Tremai ne.

M. ©Moore, do you have questions of
Ms. Wallace? M. ©Moore, | think | see you on the
platform You may have stepped away.

MR. MOORE: M apol ogi es, Madam Heari ng
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Exam ner. | was distracted for just a nonment.
CROSS- EXAM NATI ON
BY MR. MOORE:

Q | do have limted questions for you,

Ms. Wallace. To begin, hi, good norning. M nane is
Ri chard Moore. | represent the conm ssioner of public
| ands and the State Land Office in this proceeding.
And we thank you for your testinony here today.

| just wanted to ask if you were
famliar with the recomendati on of the w tness for
t he conm ssioner and State Land Office that the -- and
"1l share nmy screen here -- that the proposed changes
to 19.15.9.8C(5), that the D vision may deny
regi stration as an operator if the applicant is a
corporation, limted liability conpany or limted
partnership and is not registered or in good standing
with the New Mexico Secretary of State. Did that |ist
include limted liability, limted partnerships?

A. And your question is am | aware of the
change.

Q I'"'mnot sure if you have been listening to
the testinony so far in this proceeding or if you' ve
seen that witten testinmony from Ms. Marks.

A. | heard Ms. Marks' testinony yesterday, yes.

Q And would you agree that the inclusion of
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limted liability, limted partnerships would better
enconpass the conpany structures included under
New Mexi co | aw?

A. | don't know that | disagree. | think it's
probably nore of a legal thing, and I'mnot a | awer.
But | don't have any reason to disagree.

Q And | guess just generally, would you agree
that it would be better to be nore inclusive rather
than | ess inclusive under this section?

A. | would agree with that.

MR. MOORE: All right. | think those are
all the questions that | had. Thank you.
HEARI NG OFFI CER ORTH: Thank you, M. Nbore.
Ms. Nanasi, are you with us? No.
M. Maxwel |, do you have questions of
Ms. Wallace? You have stepped away.
M. Sayer, do you have questions of
Ms. Wallace? Al right. He said no.
M. Suazo, do you have questions of
Ms. Wl | ace?
MR, MAXVELL: Your Honor, this is
M. Maxwell. Can you hear ne?
HEARI NG OFFI CER ORTH: OCh, yes. Hel | o,
M. Maxwel | .
MR. MAXVEELL: | have no questions. Just had
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difficulty unmuting. Thank you.
HEARI NG OFFI CER ORTH: Thank you.
M. Suazo.

MR. SUAZO. Can | ask that M. Cloutier go
before NMOGA, and if | have questions thereafter,
"1l you know?

HEARI NG OFFI CER ORTH: Sure. M. Cloutier.

CROSS- EXAM NATI ON

BY MR, CLOUTI ER

Q Good norning, Ms. Wallace. M nane is Drew
Cloutier. | represent IPANMin these proceedings.
And we net briefly for the first tinme yesterday.

| want to talk primarily, in general,

about the three exenplar workovers refracts that you
testified to. Those are common activities in the oil
and gas industry, correct? They're not limted to
Oxy?

A. No. One hundred percent commpn activities.

Q And in response to M. Trenmine's
questioning and his show ng you gaps in production,
when you're | ooking at older wells, there is a tine
| ag between a drop in production and a decision to do
sonet hi ng, correct?

A. That's true.

Q You've got to think about what it is, what
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its effect would be, justify the economics to your
manager, all sorts of steps |ike that, correct?

A. That's correct.

Q And | want to try and conplete the circle,
but first of all, you tal ked about going in and havi ng
ot her Oxy people help you tell the story with these
t hree exanples, correct?

A. Yes.

Q Because there's not a database in a conpany
even as big as Oxy that you can push a button and say,
this is what we do when we do workovers or
re-conpletions or refracts and this is the result,
correct?

A. That's correct.

Q It's a well-by-well story that you have to
tell if your industry is sitting here today, correct?

A. That's correct. And we also had to create a
new query that fit marginal wells to even be able to
pull what wells those could have been.

Q OCkay. | want to try and conplete, | think,
the story you're trying to tell. And please, | do not
want to put words in your nouth, but what you're
telling the Comm ssion is, if you adopt this
rul emaki ng, there's going to be additional economc

consi derations on an operator |ike even Oxy when it's
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goi ng about deciding whether it's going to do any of
these activities that you testified about that
occurred on these three wells, correct?

A. That's correct.

Q And it m ght change the decision and | ead
the operator to plug and abandon the well before even
experimenting and trying these procedures, correct?

A. That's correct.

Q | want to just briefly revisit your
testinony with M. Rankin about -- I'msorry --
Ms. Morgan [sic], |'msorry, about M. Al exander's siX
criteri a.

A. Yes.

Q And you're concerned about the fifth one,
whi ch had the words guesswork and speculation in it,
because, for exanple, these three stories that you
told here today, there's a certain amount of guesswork
and specul ation going into whether it's going to work
or not, correct?

A. Absol utely.

Q We don't have any guarantees in our business
t hat production is going to be restored if we go in
and put in a casing patch or a refrac or any of those
t hi ngs, correct?

A. Correct.
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MR, CLOUTIER: All right. | appreciate your
time. Thank you for being here, Ms. Wall ace.
THE W TNESS: Thank you?
HEARI NG OFFI CER ORTH: Thank you,
M. Cloutier.
M. Suazo.
MR. SUAZO. Just a few questions.
CROSS- EXAM NATI ON
BY MR. SUAZCO
Q Good norning, Ms. Wallace. How are you?
A. Good. Probably as tired as everyone in this
room
Q So I just have a few questions based on sone
of the questions that M. Tremai ne asked you and based
upon the testinony that we've heard this week from
applicants and the Division.

Is it fair to say that based upon what
we' ve heard | ast week and this week that the focus of
the wells and operators that OCD is concerned about is
nore narrow t han nmaybe the rules m ght portend upon a
pl ain readi ng of those rules?

A. | believe so, yes.
Q Okay. And you used to work in the Division,
correct?

A | did.
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Q And were you part of any rul emaki ngs as part
of that role?

A. | was.

Q Was there a process that was utilized or
recommended to nmaybe hone in on sone of the nore
substantive particulars of rules that was used?

A. Yes.

Q Can you tell us nore about that?

A. | think it depended on the rule. The very
big one for which | was involved was the waste rule
and venting and flaring rules. And we went through a
grueling but effective process over a couple years for
t hat .

Q OCkay. And during that tinme, what occurred?

A. Stakehol ders of all shapes and sizes net and
got in a room and we hamered out concerns and intent
around the rules and then tested various factors
around that | anguage.

Q |Is there anything that you m ght recommend
to the Division and the Conm ssion for how we m ght
ki nd of bridge the gap on the application of sonme of
t hese proposed rul es?

A. | think we should all get in a room together
and talk it out, is ny general approach to nost of

t hese things.
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MR. SUAZO. Thank you, Ms. Wallace. No
further questions?
HEARI NG OFFI CER ORTH: Thank you.
M . Rankin, do you have redirect?
MR. RANKIN: | do, nch. Thank you.
REDI RECT EXAM NATI ON
BY MR. RANKI N

Q M. Wallace, you were asked by M. Trenmai ne
a coupl e questions about how Oxy had gone in and done
sone of this work to increase production in these
margi nal wells. Do you recall that |line of questions?

A. | do.

Q And that, as a result of that effort and
that work, Oxy was able to turn around the production
of these marginal wells. And then he asked you if
that was an effort that would prevent waste?

Yes.

Do you recall that?

> O »

Mm hmm

Q But on the question of whether or not and to
what extent this rule prevents waste, can you explain
whet her there are potential or could be potenti al
| npacts on econonically sensitive wells, which -- and
you testified include marginal wells under this

proposed rul e?
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A. Meaning, if they're econom cally challenged,

nore further burdens, could their choices be different

for them
Q Yes.
A. Yes.

Q Explain your concerns around the proposed
rule and how it could inpact what you descri bed as
econom cally sensitive wells being these nmargina
wel | s.

A. Right. So nmy concern would be that if,
again, that lasso is too broad with these wells and
t he burdens that we put on them that we could end up
needi ng to nake choices that are premature; be that
plugging the well, be that -- you know, |I'm not sure
what the other choices would be because |I'm not sure
if we could even sell them at that point, which
they're normally pretty marketable. But at that point
" m not sure anyone el se would want to be further
burdened with them as well.

Q Explain, if you would, the concerns that
there, that there could be -- explain, you know, the
| npact of premature plugging, potentially drilling
unnecessary wells, unrecovered reserves. Explain, if
you woul d, just kind of |oop those together and

explain what the downside risk is to the
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| npl enmentation of this rule as proposed.

A | think it would be waste of resources. It
could affect -- let's say, for exanple, we plug a well
and have to drill another one later. |It's waste of
capital. It probably affects mneral and surface

owner rights because those are probably a different
set of people than the original well. Waste of
resources for the state revenue.
l"mtrying to -- did | answer your

guestion?

Q Yeah, that's a category. So there's
potential downsides to the rule, right?

A. Yes.

Q And M. Tremai ne pointed out, wal king
t hrough the exanples of your wells, potential upsides
to the rule, right?

A. Yes. And the point of show ng those was to
say that, again, if that if that halo is drawn too
wi de and we meke choices on these wells, we could nmake
deci sions that would affect whatever production is
|l eft that we could attain, which is waste.

Q Now expl ai n whet her, based on your review of
the testinony, whether there's been a showing, in your
opi nion, in any kind of analysis that evaluates the

upsi des and downsides of this potential rule and
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whet her there's been any kind of opinion show ng that
the rule will have an overall upside benefit that wll
prevent waste.

A. That the rule as witten wll prevent w se.

Q Yeah. Has there been any kind of analysis
eval uati ng potential upsides against the potenti al
downsi des to denonstrate that the rule overall wll
prevent waste”?

A. No, there's not.

Q And just to be clear, that's the concern
about the breadth of the rule, right?

A. Yes.

Q Now, on the questions about the specific
wells that M. Trenmai ne wal ked through with you. |
guess it is the |lesson here -- explain your concern
about the rule. | mean, effectively, it's a
case-by-case or well-by-well analysis, right?

A. Absol utely.

Q And that's, that's what's difficult about
|l umping all these wells into one giant category,
right? It's a well-by-well analysis?

A. That's correct. There's an entire business
within Oxy that | ooks at these wells to try to decide
how to handl e themfor the future well by well.

Q And it could be nmechanical, it could be
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unt apped reserves, it could be reservoir issues. |It's
a whol e range of things that go under that assessnent,
right?

A. Correct.

Q And so it's hard to really categorize them
I nto one giant category, effectively?

A. Yes.

Q Then M. Tremai ne asked you whet her or not
Oxy had expended any resources or tine to evaluate
guestions of waste, correlative rights or plugging
costs for its part under this rule, correct?

A. Yes.

Q But Oxy is not the applicant of this
rul emaki ng, right?

A. No.

Q And so it wasn't Oxy's burden or job to put
t hose nunbers together to show, right?

A. No. We just wanted to illustrate the case
and the inpact of the rule.

MR. RANKI N: No further questions, Madam
Hearing O ficer.
HEARI NG OFFI CER ORTH: All right. Thank
you.
Comm ssi oner Anmponmah, do you have

questions of Ms. Wall ace?
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COW SSI ONER AMPOVAH:  Yes, | do.

Wal | ace, thanks so nuch for your
testi nony today.

And, M. Rankin, if it's possible to
bring up the slides. Thank you. And let's start
fromslide nunmber 3 if you can. Thank you.

EXAM NATI ON
BY COWM SSI ONER AMPOVAH:

Q So, Ms. Wallace, you tal k about the reason
behi nd striking down nunber 7 is that you want the
Di vision -- and you added there too to have
flexibility.

So from OCD s point of view, don't you
believe that if the Comm ssion is to strike out the
specul ati ve purposes that still gives OCD the needed
flexibility to inmplenent this definition?

A. | believe that would certainly help, yes.

Q Now, with regards to the inmaginal wells,
number 2, you'll strike that one, too, so there has
been a | ot of discussion trying to reach a consensus.
And it sounds to ne that probably marginal is probably
going to stay.

W Il Oxy support the 750 BOE instead of
the 1,000 and then also still we keep the 180 days as

a conprom se?
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A. Yes. If the marginal well stays in, then we
think that's appropriate.

Q Let's go to slide nunber 5. So you strike
out 13 to still keep the 15 nonths. M question is,
what difference does it make to the operator?

A. The extra two nonths are just part of our
process now. There's a |ot that goes on decidi ng what
to do with these wells. | think it was nentioned |ots
of approvals, |lots of presentations, |ots of analysis,
both reservoir and econom c.

And we struck this because we didn't see
a reason presented or data presented that the extra
two nonths was a problem And if it's about
collapsing the deadline a little, | believe the
beneficial use provision already does that.

Q Thank you. Slide nunber 6. So are you
famliar wwth EPA' s definition of marginal wells?

A. Oh, probably in the back of nmy m nd
sonewhere. But without it here, | probably couldn't
speak to specifics. But go ahead.

Q Yeah. So, | wanted to ask you if you
conpare EPA's definition to the applicant's
definition. And even the 750, if we are to repl ace
that, see that as really, really, really extrenely

good conprom se?
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A. Okay. | see what you're saying. | think
that the statenent was made in previous testinony that
the EPA's definition is nore restricting than where we
would land. | can't disagree with that | agree with
t hat statenent.

Qur basis for rejecting this here is
based off statutory |egal |anguage.

Q Slide nunber 8. So | ooking at the
applicant's description on nunber D, so M. Trenmaine
di scussed this with you a little bit. So if you | ook
at Nunber 2, beginning -- | believe it was changed
from January to May 1, 2028, an operator shall provide
a one-well plugging financial assurance for each
mar gi nal wel | .

Do you believe that this provision
provi des operators enough tine, opportunity to rework
the affected wells to be noved from margi nal wells
category to avoid the 150,000 single-well bonding?

A. | think having the phase-in, the delay is

hel pful. I1t's a material change. Should all of this
hol d, whether or not | can say that that will work for
every operator, | don't know. There's a lot to

consi der.

You know, testinmony this week has

suggested that operators can go |look at their

Page 123

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

portfolios and make sone deci sions and then go out and
wor k them over and/or plug them Al of that takes
fundi ng. Qur budgets for next year, we're already
t hrough that cycle. So we would have had to have
budgeted for the extra plugging and/or extra
wor kovers, at |east for next year, by now.
And so you're talking three years,

you' re tal king budgeting, as well as the tim ng of,
you know, regs and everything else that goes with it.
So it's a hard question for ne to answer for everyone,
but | do appreciate that a delay was built in of sone
sorts.

Q And so definitely, Oxy and the applicant and
OCD had a discussion on all these provisions. Ws
this sonmething that came up?

A. No. Well, we tal ked about the margi nal
wells in general, right? W did not -- we agreed to
di sagree that the marginal well provision should even
exi st.

Q And as you sit here today, Oxy, and I'll ask
the same thing to NMOGA, and then also | PANM do you
not really have any tineline that they would like this

provision to kick off?

A. | can't answer for everyone else. More tine
I's better, but | understand, again, you're threading a
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needl e here to try to al so have inpact for the state,
for which the purpose of the role is being drafted.
If Oxy were delivered this date, we
would find a way. WIIl it be difficult? Absolutely.
Are we already down a year on capital budgeting?
Absol utely. So we're already -- you know, that first
year, because of the timng of this, | believe nost
conpani es' budgets are already settled for next year.
Q Thank you for that. And then also on nunber
3, there has been a discussion. So is Oxy nore or
| ess supporting the 30-year at the 30 percent, at
|l east if this provision is still going to stay?
A. W think 30 percent is nore appropriate.
Q Thank you. So you disagree the margina
wel |l definition in general, but you've tal ked about
riskier wells. Do you have a definition of the
riskier wells to the Comm ssion for our consideration?
A. | do not. | do agree, though -- | know the
i ntent of what marginal well was trying to do. |
think if we can, you know, reduce sone of the
paranmeters or increase, depending, right, increasing
per cent ages and reducing BOEs, | think that that is
likely to get better at the true riskier wells than
both that aren't.

Q Okay. So let's |ook at your strikeouts
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here. Now, there is a consensus on the potenti al

| anguage about the exceptions that we've di scussed and
t he applicant discussed with you using this

M. Al exander's proposed siXx points.

Now, my first question will be, so you
said you do not have any problens with all of them
except the nunmber 5. But what about number 6?7 Well,
you' re saying that carefully crafted to avoid any ki nd
of | oophol e I eading to abuse.

Any conmment on that one?

A. Yeah, | see your point. | think that one
can be a little difficult because |I don't think
operators are | ooking to point out |oopholes. And so
it would be alnost the Division saying to us, "W feel
| i ke the plan that you proposed woul d have a | oophol e
for abuse.”

And, again, that's subjective, and
certainly not the intent of Oxy or any operators |
know.

Q So do you believe that at |east nunber 1,
limted in scope, nunber 2, limted in tinme, nunber 3,
subject to periodic OCD review, and nunber 4, based on
sound engi neering, technical, econon c, and
adm ni strative information, nore or |ess covers what

the intention was for nunber 5 and nunber 67?
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A. One hundred percent agree. And |'d say that
those are things that we -- conversati ons we have now
with the Division.

Q Is there any addition that Oxy will add to
this, or would Oxy be willing to review this nore in
detail and then provide sonme suggestions to the
Comm ssion for our consideration?

A I'mdefinitely willing to review and provide
suggestions. And | think as |long as sone discretion
is left to the Division, there could al ways be
sonet hing el se that could conme up for the Division to
consi der, but that would be on a case-by-case basis.

Q Let's go to slide nunmber 8 -- nunber 9.

Let's go to nunber 9. So you highlighted where it was
crossed before, and then you want us to keep the two
years in there.

Was this discussed with the applicant,
and can you share with the Conmm ssion what -- what did
you guys reach on this one?

A. | don't renmenber. |'mpretty certain we
di scussed al nost everything at sonme level. On sone
subjects, we just saw qui cker consensus, and so we
noved to those subjects. | don't renenber if we
di scussed this one explicitly or not.

Q Then let's go to slide nunmber 10. | want to
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ask you the sane -- the top one, the two years. What
Is going to be the inpact of this two additional years
to the industry?

A Well, I think, if I"'mon the right one, it
woul d be that wells -- okay. This is a |egal argunment
that | think we also covered as part of cross, where
it was our belief that additional CPlI adjustnments, if
wells were already maxed out at the bl anket bond
limt, would not be allowed. |[If that is not the case
or the intent, then it would be a npot point.

Q Okay. Yeah, let's go to slide nunber 12.

So slide nunmber 12, you highlighted your provision on

t he changes. So you strike out "is in conpliance with

federal and state oil and gas | aws and regul ations."
So did Oxy discuss this with OCD, and

was there any consensus on this one?

A. Yes, with OCD and WELC. And | believe we
all agreed to this | anguage, although there has been
testinmony this week and nmyself included that a couple
of these ternms m ght need sone refining.

Q So the lawers will work on that to provide
the Comm ssion with the final ruling?

A. Yes, the lawers wll.

Q | appreciate that. Thank you. Let nme see

If | have nore questions?
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Let's go to slide nunber 20, and | think
"1l be wapping up pretty soon here. So you strike
out the 30 days. And you listen to M. Powell's
testinmony on this. He provided a justification to
keep the 30 days because he said for -- | renmenber he
said that for a well to probably be in a TA status,
t hat be probably 12 nonths, so you don't really need
nore tinme.

What is your response to that?

A. Oh, 1'd say | understand where M. Powel
was going with that. But |I'mnot sure that he can
deci de whether we need nore tinme on a case-by-case
basi s because he's not as aware of the situations that
we're going through with each individual well. 1 do
under stand his perspective, though.

Q So nunber 3, you brought up the
continuously. Don't you believe that this will be a
| oophol e for operators, you know, to nore or |ess
continuously abuse the provision?

A. So | understand the Division' s concern.

They have testified that they have seen wells just
opened up to produce to keep them out of the
definition of inactive.

| think there are always abusers to any

systemin |life. And are there sone people who do
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that? Probably. The Division would have the data on
t hat .

However, | think there's also a catch-22
of if you don't say continuously inactive, then
there's this regulatory uncertainty for the rest of us
who aren't just, you know, putting our wells open for
a day or two to defy the definition, and then do Oxy's
wells fall in an inactive status because they weren't
produci ng enough.

Q Now, would that not be in conflict with the
definition of the beneficial use or, let's say, the
mar gi nal well definition?

A. Potentially. Beneficial use has paraneters
that are pretty well honed on what a well should --
woul d have to not be doing to have to then justify
benefici al use.

Q Slide nunmber 25, so you crossed out the
geol ogi cal evidence, geophysical data and on. You
know, so | do agree with that, but M. Powell provided
a strong justification as to what he believes this
should stay. Do you have any response to that?

A. | don't renenber exactly what he said on
this one, but | think that in general, the Division --
sonetinmes the Division likes the explicit statenents

wthin arule so that it's clear to the regul ated
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party what they have to provide w thout the Division
doi ng nore worK.

| would agree in general. However,
given this provision, | think sonmetinmes sone of these
are not applicable. And so we struck it because we
felt that the Division could handle on a case by case
to say, "What would you like to see for approval of
this," X, Y, Z

But | al so have discussed with the
Division, and they'll love nme for this, that they an
do -- they can and they do do gui dance docunents where
If they see particular situations are com ng up nore
often, they can then issue a guidance docunent to say,
"In this situation, these are the things we want to
see." And | think that specificity would be nore
appropriate there, while still allowi ng the Division
all the discretion it needs in the rule to ask for
what it wants.

Q So | do have only one or two questions.

Only. So let's go to slide nunber 26. Down on the
| ast sentences, you strike all of themout. And there
has been a |l ot of discussion with OCD and al so even
the applicant on this.

So if we are to -- where it is stated,

"An extended tine shall not exceed two additi onal
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years," with regards to all the exceptions that we've

di scussed, | was proposing that instead of "shall," we
just make it "may not." Wbhuld you agree to that?

A. I'"'msorry, Comm ssioner. Can you point to
exactly where you woul d suggest the change? Oh, | can
see.

Q Yeah, right there.

A. Okay. So you would change it to an extended
termshall not --

Q May not.

A. -- may not exceed two additional years upon
which tinme the operator shall.

Yes. Now clarifying question. Are you

meani ng after the first five years is approved?

Q Yes. So here, they're saying that once you
get the two-year extension, no nore, you're done.

A. Mm hmm

Q And so you were saying that you want OCD to
have sonme flexibility. And even for your operations,
especially with CO2 and enhanced recovery. So in order
to nore or |less give some roomhere to have wells to
nore or |ess progress after the two years, we're
suggesting that we put "may not" instead of "shall

not .

A. Yeah, | see what you're saying there. |
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think there would probably have to be sone | anguage
that woul d explain how that would then work,
consistent with those first four points you were

t al ki ng. Li ke, you know, "shall" -- like, let's
pretend that Oxy cane to the Division with a 15-year
program |Is that allowed? Like a 15-year, like wells
would be in TA for a 15 years. Do you see what |'m
sayi ng?

Versus cone to the Division and say,
we're going to conme for a 15-year program and then we
have to revisit. WeIlIl, as the rule stands, it would
not be allowed for sonme of those wells after seven
years.

Okay. |If we made the change, are we
comng to revisit every five years? Are we comng to
revisit every two years to check on that progran? O
Is it just approved as is, unless there's changes?

You see, this is where it gets a little
bit -- and why we wanted the discretion to be left in
full to the Division.

Q Is this sonething that, this one, the
attorneys can really discuss this and provi de sonme
clarity to the Comm ssion on this?

A. A hundred percent. |I'msigning themup for

mor e wor K.
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COW SSI ONER AMPOVAH:  Thank you for your
testinmony. | do not have any further questions.
Thank you.

HEARI NG OFFI CER ORTH: Comm ssi oner Bloomis
on the platform Comm ssi oner Bl oom do have
questions of Ms. Wall ace?

COWM SSI ONER BLOOM  Yes. Hi. Good

nmor ni ng, everyone. M canera is not working. It
tends to -- it's been going in and out the past few
days.

But after sone questions raised by

M. Tremai ne and sone questions from Dr. Anmponmah, |
do not have any further questions. So, M. Wall ace,
t hank you very nuch for your testinony.

THE W TNESS: Thank you. Feel better.

HEARI NG OFFI CER ORTH: Thank you. Chair
Chang, do you have questions?

CHAIR CHANG. | was tenpted, but |I'm going
to maintain nmy streak here and give --

THE W TNESS: So you're going to break your
streak on nme?

CHAI R CHANG. -- everybody their hour for
| unch, unless you want to assign any nore work to
your attorneys.

THE W TNESS: Well, we're probably working
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t hrough lunch, so I don't know.

HEARI NG OFFI CER ORTH: All right. Yeah, we
can still have an hour, even if we leave in a few
mnutes. So if there's no reason not to excuse
Ms. Wal |l ace, why don't we take a |unch hour until
1: 05.

(Lunch Recess from12:04 to 1:05 p.m)

HEARI NG OFFI CER ORTH: M. Rankin, are we
turning to Ms. Montgonery?

M. Tucker.

MR. TUCKER: Hi. Good afternoon, Madam
Hearing O ficer. Aaron Tucker, for the record, and
"1l be exam ning Ms. Montgonery.

HEARI NG OFFI CER ORTH: And she's on the
platform as | understand it?

MR. TUCKER: Yes, she's on the platform

HEARI NG OFFI CER ORTH: Sheila, will you give
her the perm ssions, all the perm ssions.

MR. TUCKER: And if | could please get
perm ssion to share ny screen.

HEARI NG OFFI CER ORTH: Ms. Mont gonery, woul d
you spell your first and |l ast nane for the record.

THE WTNESS: Yes. |It's Kelley Mntgonery,
K-E-L-L-E-Y, last name, MONT-GOME-R-Y.

HEARI NG OFFI CER ORTH: Thank you. And do
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swear or affirmto tell the truth?
THE WTNESS: | do.
HEARI NG OFFI CER ORTH:  Thank you.
Go ahead M. Tucker.
MR. TUCKER: Thank you very nuch.
KELLEY MONTGOMERY,
having first been duly sworn, testified as follows:
DI RECT EXAM NATI ON
BY MR, TUCKER:

Q M. Montgonery, could you pl ease state your
name and your role at Oxy.

A. Sure. It's Kelley Montgonery. |'m enployed
I n Houston, Texas. M current responsibilities are
|"mthe vice president of our air prograns, but |
spent the last 10 years as our regulatory director in
t he Perm an.

Q Thank you. Could you please describe your
educati onal background and pr of essi onal
gual i fi cations.

A. Sure. | have a BS in nechanical engineering
and am a regi stered professional engineer in Texas. |
have been with Oxy for 34 years, and in that tine,
|' ve been a production engi neer and environnent al
engi neer. And then the |atest has been regul atory

director.
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Q Is Oxy Exhibit C a copy of your testinony?

A. Yes, it is.

Q Do you have any changes or clarifications to
your testinony?

A. No, | do not.

Q Let's go to slide 2. Could you pl ease give
us an overview of the current framework for tenporary
abandoned status?

A. Sure. The existing rules for tenporary
abandoned status are really in three bullets, as you
can see here. W have 19.15.25.12, and that's where
the rules give the OCD authority to place wells in
tenporarily abandonnment status, and | may say TA
status as we go on so | don't get tongue-tied, for up
to five years.

And, they also provide discretion to the
Division to extend the status for good cause shown.
Also in that portion of the regulation, they limt the
number of TA'd wells an operator can have, depending
on the size of the operator and nunber of wells they
have.

Second bull et or second portion of the
regul ation is 19.15.25.13, and this tal ks about the
evi dence that an operator needs to submt on the

casing and cenenting, et cetera, when seeking approval
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for TA status.

And finally, we get to 19.15.25.14, and
this identifies the nmechanical integrity that we nust
performin order to seek approval for tenporary
abandonnment status.

Q Thank you. And are you aware of any
deficiencies with the existing process for tenporary
abandoned status?

A. No, |'m not.

Q Let's go on to slide 3. Wat concerns does
Oxy have about WELC s proposed limtations on
extensi ons for tenporary abandonnment ?

A. Sure. So first, I'lIl just orient you a
little bit. These slides are very simlar to
Ms. Wallace's. You have the WELC proposal on the |eft
in red. You have Oxy's nmodification that's shown in
ki nd of the green highlights, and then kind of the
rationale for the reason. So |I'Il pretty nmuch focus
on the rationale.

VWhat we're proposing is to elimnate
portions of the WELC proposal, of the additions here
I n Subsection B, that limt the authority of the
Division to extend the tenporary abandonnent status to
| onger than two years.

So we believe the Division should retain
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full discretion on the length of time that a well may
be eligible for TA. And there's a couple of reasons
for that. W are very heavily involved in enhanced
oil recovery projects. W' ve been very successful
with these projects. And these projects definitely
benefit froman inventory of TA wells, which we'll go
into alittle bit later.

Well, actually, I'Il talk about it now
and |'Il show a graph of it later. W have sone
exanpl es in our Hobbs unit where 49 wells that were
TA' d were converted to either production or injection.
And they have had amazing results.

When you convert these wells, they can
take a long tinme. And there's a variety of factors
for that. W have -- you can get the econoni cs,
you've got the regulatory hurdles to get you all your
approvals for your injection, you've got
I nfrastructure concerns and tinelines, and then just
t he general technol ogy.

Q I'dlike to stay on this slide for just a
little bit |onger. MWELC proposes to require that
ext ensi ons be subject to the adjudicatory proceedi ngs
in 19.15.4. Oxy is opposed to that change, correct?
A. Correct.

Q And can you explain, provide an expl anation
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for why Oxy has concerns with requiring a hearing for
ext ensi on requests?

A. Yes. | think it's logistically inpractical.
When you are | ooking at an extension request, you have
a very -- the timng that it takes to get on the
docket, to put it together, and to get an actual
order, | worry about our conpliance froma Division
st andpoi nt and from an operator standpoint, that
timeframe it takes to get to that point.

Q Thank you. Let's go to slide 4. \What
concerns does Oxy have about WELC-proposed eligibility
restrictions for tenporary abandoned status?

A. Yes. So, Oxy, we propose to elimnate a
portion of the proposed additions in Subsection C
And this section right here that they've added limts
the eligibility of wells to be a TA status to only
those that have been inactive for less than three
years.

We believe the Division should retain
full discretion, as | said earlier, over the wells
which are eligible for TA status. EOR projects,
enhanced oil recovery projects, they frequently
benefit froman inventory of TA wells. And many of
these wells will have been inactive for three years or

nore. And if we allow wells that can pass and do pass
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mechanical integrity testing to be granted TA st at us,
it won't only assist in continued help with our
enhanced recovery, but also it prevents operators from
having to prematurely plug wells or, in Oxy's case,
having to drill new wells for our EOR projects.

Q Let's talk alittle bit nore about enhanced
oil recovery. |I'mgoing to nove to slide 5. How are
wells in tenporary abandoned status utilized in
enhanced recovery projects?

A. So, | can give you sone exanples of how |I've
seen it used. And when | take |like the South Hobbs
unit in particular, when it was on primary and water
fl ood, we were on 40-acre spacing, then we went to --
| mean, excuse ne -- yeah, 40-acre spacing. Then we
went to 80-acre spacing at the initial.

And t hen over tinme, we cone back and
rewor ked these wells to target different zones, to, |
mean, mani pul ate the flood, to work with how -- to
understand how the flood is going. So, we've used
these to turn on and off different portions of the
field.

|'ve even seen projects that |I've worked
on in my past that go down to 10-acre spacing. It
just, it varies as you're working the flood to try to

make t he best of your enhanced oil recovery project.
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Q And what are the tinelines for devel oping
enhanced oil recovery projects?

A. Oh, gosh. So they can take nmany years.
can say just, in particular, the South Hobbs that |
was involved in, we went to hearing in 2012, 2013, and
didn't end up actually putting the -- starting the
flood until maybe around 2014, 2015.

And the logistics of that are your
regul atory approvals and then, of course, your
i nfrastructure changes. There's a |lot of
i nfrastructure changes that are associated with these
type of projects.

Q Thank you. Moving on to slide 6, what
saf eguards exist for wells in tenporary abandonnment
status?

A. Well, we're not proposing to change any of
the existing rules that provide the safeguards. You
have your nmechanical integrity test that these wells
have to denpbnstrate to show that they do no harm and
they have -- in casing integrity.

All we are asking really here is for the
Division to have discretion to tailor the tinmefrane
for a tenporarily abandoned well to the conditions of
a particular circunstance, a particul ar operator, a

particul ar well .
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Q Thank you. 1'mgoing to nove to
Ms. Montgonery's rebuttal testinony. M. Montgonery,
what is Oxy's response to WELC s proposed tine limts
for tenporary abandonnent ?

A. Well, the proposed tineline would give
operators a maxi num of seven years to either return
the wells to beneficial use or to permanently plug the
well and restore and renedi ate the | ocation.

This whole tineframe is just prem sed on
the idea that wells in TA status for |onger than seven
years don't have a beneficial use. But we can
denonstrate that hasn't been the case for Oxy.

Q And can you provide us sonme specific
exanpl es showi ng the value of wells and tenporary
abandonnent for nore than eight years?

A. Yes. Do we want -- yeah. There we go.

That froze up for a second. Can you still hear ne.

Q Yes, we can hear you. Thank you.

A. OK, | apologize. I'mon wfi.

So let ne orient you to this graph here.
On the bottomis tinme, and tinme goes fromthe 2000s
all the way to present day in 2025.

VWhat you see on the left is your oi
production in barrels per day. And that's represented

by the green |ine.
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And then on your right, you're going to
have gas production in MCF per day, and that's
represented by the red |ine.

So what we did here is we | ooked in our
Hobbs unit that is in New Mexico and |I'm nost fam i ar
with. And we took 49 wells. And these are wells that
have been in tenporarily abandoned status for varying
| engths of time. And in the last ten years, you can
see very clearly when we started bringing wells back
on, either to production or injection during that
time. And so you see you go froma very flat or
declining oil to double, triple, quadruple, and nore
the oil production by bringing those wells back
onl i ne.

Q In this graph, do you know how many of the
wells were in tenporary abandoned status for nore than
ei ght years?

A. Yes. So we have 45 percent of those wells,
al nost half, had been in TA status for nore than ei ght
years, and 21 have been in TA status for nmore than ten
years.

Q What woul d have been the consequences if
WELC s proposed rule had been in place for these
wel | s?

A. These wells would have been pl ugged and
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abandoned, we would have | ost the assets and we would
have had waste because we woul d probably not have
produced these wells. W would have had to drill new
wells, and that's a whol e econom ¢ deci si on, whet her
you're going to drill those wells or not.

So there would have definitely been sone
waste or the expenditure to drill new wells to get
this producti on.

Q What does this data denpnstrate about the
time limts and val ue of Division discretion?

A. So it's critical, | think, that we utilize
the strengths of the Division to be able to have
di scretion over TA status of wells. If a well is
properly TA, it denonstrates nechanical integrity and
it has beneficial use, and we can denonstrate that we
have a tineline, that we have a proper use for these,
that they're not at risk for being orphaned, if you
will, then I think that we should allow the Division
to have that discretion.

Q In your opinion, how would WELC s proposed
rule result in waste?

A. wWell, for one, we would be plugging a | ot of

these wells, so then we woul d have to make a deci si on

whet her it was economic or the tineline to drill a new
well. It may not be in sone cases, so you woul d have
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waste. You wouldn't recover the resources that you
can recover in an enhanced oil recovery project.
Q And just to summarize for the conm ssioners,
what i s your recommendation?
A. My recommendation is that we allow the
Di vision to have discretion over tenporarily abandoned
time limts. The current way that it's bei ng handl ed,
t hat an operator proposes and provides the information
that's relevant to this, that the Division needs to
make a decision, and we continue with the current
process. | believe it has worked well.
MR. TUCKER: Thank you, Ms. Montgonery.
|"d like to nove to admit Exhibit C of
Ms. Montgonery's direct and rebuttal testinony as
exhi bits.
HEARI NG OFFI CER ORTH: |'Ill pause for a
monment in the event there are any objections.
Exhibit Cis admtted.
(Admitted: Oxy USA Exhibit C.)
MR. TREMAI NE: Thank you. We'Ill pass the
W t ness.
HEARI NG OFFI CER ORTH: Thank you.
Ms. Fox or Ms. O Gady?
MS. O GRADY: Yes, thank you so nmuch. Just

a short set of questions.
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CROSS- EXAM NATI ON
BY Ms. O GRADY:

Q Good afternoon, Ms. Montgonery. M nane is
Morgan O Grady. |I'man attorney with the Western
Envi ronnmental Law Center for applicants. And | am
going to pull up a slide in just a nonent.

Ms. Montgonery, are you famliar with
applicant's expert Tom Al exander's testinony?

A. | was not able to listen to his testinony,
no.

Q Okay. So you're not famliar with the graph
before us on the screen?

A. 1've never seen it before.

Q This graph shows data denonstrating that
wel l's on average across all operators in New Mexico
within a certain range of tinme, that's identified at
the bottom of the page, it shows that wells on average
tend to not cone back into production after a certain
anount of tine.

And ny question to you is, do you have
any data -- and specifically, do you see on the screen
that 99.5 of the sanple reactivations occurred wthin
ei ght years?

A | nean, | see it witten. Well, | don't see

99. | think |I see 90 plus percent on this
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particular -- are you asking nme if | can see -- oh,
99, there you go, 99 percent of the sanple -- thank
you for that, occurred within eight years. Ckay.

Q And do you agree that the seven years plus
one year of inactivity cone out to eight years of tine
in the proposed rules that a well can remain inactive?

A. In the proposed rul es, yes.

Q Does Oxy have any data that you have
presented testinony on, various wells of Oxy's that
have conme back into production after much | onger
periods of time in association with, for exanple, EOR
projects? Do you have any data on Oxy's reactivations
over tinme?

A. O her than what | just presented.

Q Yes.

A. No, not other than what | just presented.

Q Do you have any reason to dispute that this
data is representative of reactivations across al
wells in New Mexico and all operators?

A. No. | have no idea where the data cane
from so | have no basis for that. | could just tel
you where Oxy -- about our data.

M5. O GRADY: | understand. Okay. |I'l
conclude ny questions there. Thank you so nuch,

Ms. Mont gonery.
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HEARI NG OFFI CER ORTH: Thank you.
M. Tremaine -- or M. Hall.
MR. HALL: Thank you, Madam Hearing Officer.
Just a coupl e questions.
CROSS- EXAM NATI ON
BY MR HALL:

Q H, Ms. Montgonery. M nane is M chael
Hall. |I'man attorney with the Q1| Conservation
Division. N ce to neet you.

A. Nice to neet you, too.

Q Now, | have a couple questions specifically
about Oxy. Are you aware whet her Oxy had an excess of
100 wells that produce |less than 90 barrels of oil
equi valent in fiscal year 20247

A. | think | heard that when you were talking
with Ms. Wal |l ace earlier, but that would be ny only
know edge of that.

Q Do you have any reason to dispute that?

A. No, | don't. | just don't have the data in
front of nme. No.

Q Are you aware of significant downhol e
mechani cal reasons why Oxy would have so many wells
Oproducing so little petrol eunf

A. Well, you know, if you | ooked at the slide

that | showed earlier, the early -- you know, we had
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sone wells in Hobbs that were very, very | ow
producing. | don't know how low. | nean, pretty | ow
And once we started enhanced oil recovery, they just

t ook off.

So there was definitely value in those
well's that had very | ow production that were part of
an enhanced oil recovery project.

Q And so, with those wells in particular,
woul d you assune that there were not downhol e
mechani cal issues, since the project was so
successful ?

A. O they were fixed. Yes, | don't know of
any downhol e nmechanical issues with them

Q If there are no nechanical issues in these
wells that |'ve asked you about earlier, is there a
reason Oxy couldn't produce those for 180 days instead
of , say, 907

A. There could be a very -- several reasons.
Soneti nes you get shut out of a pipeline and you're
trying to keep wells on as you're negotiating pipeline
or as the plant is doing, you know, a turnaround.

That's one that's very commpbn in West
Texas and New Mexico that | know of offhand.

Q Nevertheless, if you were able to double the

producti on days, you woul d expect the production
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val ues of any particular well to increase, isn't that
right?

A. Meaning if the well is on for nore days, it
woul d have nore production?

Q Yes, nma'am

A. Is that kind of what you' re asking? | would
assume so.

Q Okay. Are you aware that Oxy, between those
two OGRIDS, has 45 wells that produce |ess than ten
barrels of oil equivalent in fiscal year 20247

A. No, no, I'mnot famliar with that. |'m not
di sputing it, but I"'mnot famliar.

Q Okay. Thank you. Fair enough.

Are you famliar with the Sand Dunes 34
federal Nunmber 3 well?

A. No, |'m not.

Q I'mgoing to share my screen here. Do you
see that Ms. Montgonery?

A. Yes.

Q Okay. I|I'mgoing to --

A. It says "plug site released,” so this is the
pl ugged wel |, right.

Q Yes ma'am That's my understandi ng.

A. Okay. Yeah.

Q And if I"mnot m staken -- well, you can
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tell me. But it looks like -- can you tell fromthis
production data when it was |ikely plugged?

A. No -- well -- no -- well, | guess there's a
little bit in 2024. Yeah, that was -- there were --
it looks like there m ght have been a bit in 2024,
just from |l ooking at your screen.

Q So it's 2025. But fromthat, it would
ei ther be 2024, after the 16 days of production, or
2025, where there's no production in volume or days.
Correct?

A. That's what it | ooks |ike on screen.

Q I'"lIl just represent to you this is from
OCD s permtting. |It's the well-specific query for
this well we're discussing, which is an Oxy well.

So do you have an explanation or theory
as to why, over those last five years, before the
pl uggi ng, only 72 days of production and only five MCF
over that tinme period from 2021 until the plugging
this year?

A. So, w thout knowi ng the --

MR. TUCKER: 1'd |like to object here. |
think this is alittle outside the scope of
Ms. Montgonery's testinony.

HEARI NG OFFI CER ORTH: M. Hall.

MR. HALL: She specifically pointed out

Page 152

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

specific Oxy wells to kind of go over her theory, and
we're just exploring that a little bit to discuss the
overarchi ng reasons behind Oxy's position with regard
to the rules.

HEARI NG OFFI CER ORTH: All right. So
Ms. Montgonery, if you can answer the question,
great. And if you don't know, that's fine too.

A. Ckay. Well, with respect, ny testinony is
about TA'd wells having the discretion of the Division
to bring themon for good cause, and | showed sone
good cause.

But | ooking specifically at this well, |
don't know the specifics of this particular well or
why the production shows what it does.

Q Would the fact that it's plugged indicate to

you that it was no | onger capable of being economc

for Oxy?
A. Oxy chose to plug this well, so |I'm assun ng
they decided -- well, it could be no beneficial use,

it could be they decided that the well bore had too
many i1ssues. | nean, there's a -- | don't know the
actual reason they plugged this well. But it didn't
have a | ot of production, so obviously we plugged the
wel | for some reason

Q And this is kind of the crux of why I'm
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aski ng about this. And we're tal king about
timefranmes, correct? And we're --
A. For TA'd wells --
For TA'd --
-- and extensions.
For TA'd wells, right?

Yes.

O > O > O

We' re tal king about reasonable tinefranes.
Any reason this well, it took nore than
five years, given those production values, to plug it?

A. | don't have know edge of this well.

Q Now, there's been sone di scussion about --
well, I"'mgoing to pull up M. Rankin's fanpus
statute, if | can. Excuse ne. Well, | don't think
t hat' s wor ki ng.

| think I noticed you' ve watched sone
other testinony in this hearing; is that right,
Ms. Mont gonery?

A. Only Ms. Wall ace's testinony.

Q Okay. Are you famliar with TA bonding in
New Mexi co?

A. No, I"'mnot. | nmean, | know |I've heard of
It because | listened to Ms. Wallace's testinony, but
|"mnot famliar with the rule in particular.

Q Okay. Are you famliar that in the event
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that a conpany or an operator has in excess of 25 TA'd
wells that there's a provision for $1 mllion in
bl anket bondi ng?
A. Not until you just said it, no. | have not
been involved in the bonding with this hearing.
MR. HALL: Fair enough.
"1l pass the witness. Thank you.
HEARI NG OFFI CER ORTH: Thank you.
M. ©Mobore, do you have questions?
MR. MOORE: | have limted questions, Madam
Heari ng Exam ner. Thank you.
CROSS- EXAM NATI ON
BY MR, MOORE:
Q Good afternoon, Ms. Montgonmery. My nane is

Ri chard Moore. | represent the conm ssioner of public
| ands and the State Land Office in this -- in this
proceedi ng. Thank you for your testinony today. [|I'm

going to share ny screen quickly.

So in the applicant's proposed
amendnents to the definitions, expired tenporary
abandonnent or expired tenporary abandonnent status
means the status of a well that is inactive and has
been approved for tenporary abandoned status in
accordance with 19.15.25.13 but no | onger conplies

with 19.15.25.12 through 19.15. 25. 14.
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Do you know, is there a -- does the OCD

in their permtting have a status of inactive for

wel | s?
A. You nean -- so in their permtting, you
said. | nean, what do you nean.
Q | guess is that -- is that a status that OCD

applies to wells?

A. Yes.

Q | guess what |I'masking is, when you | ook up
a well, is "inactive" a category that the well can be

descri bed in?

A. 1'd have to | ook that up. | nmean, we know
when we -- | think we -- now you're going to catch ne
alittle bit. I think -- |I've seen an expired
tenporary abandonnment status. | believe it's called

i nactive. Because we know after a certain anount of
times it'll showit as -- I think -- | believe it's
called inactive. | don't knowif that's exactly what
it's called, but we know when it's been inactive for a
certain amount of tinme after the year or 15 nonths.

Q And do you agree with this definition as
proposed by the applicants for expired tenporary
abandonnent ?

A. So, without |ooking at exactly what the
©19.15.25.13, and 14 are -- | believe this question
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was asked by Ms. Wallace, so | can defer to her
answer. |If she agreed with it, then | agree with her.
| just don't know all the details of sone of the
references. | apol ogi ze.

Q That's all right. Do you think it would be
sufficient to define expired tenporary abandonnent as
the status of a well that has been approved for
t enmpor ary abandonnent status in accordance with the
regul ati ons, but no |onger conplies with those
regul ati ons?

A. Yes.

Q Wthout reference to inactive in the
definition itself?

A. Yes.

MR. MOORE: | believe that is all that |
have for questions. Thank you.
HEARI NG OFFI CER ORTH: Thank you, M. Nbore.
Ms. Nanasi, are you with us?
M. Maxwel |, do you have questions of
Ms. Mont gonery?
MR. MAXVELL: No questions, your Honor.
Thank you.
HEARI NG OFFI CER ORTH: Thank you.
M. Sayer. No.
Al right. M. Suazo.
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MR. SUAZO. No questions from NMOGA, Madam
Hearing O ficer.

HEARI NG OFFI CER ORTH: M. Cl outier.

MR. CLOUTIER | don't have any questions of
Ms. Montgonery, Madam Hearing O ficer.

HEARI NG OFFI CER ORTH: Thank you.

M. Tucker, do you have any redirect?

MR. TUCKER: Just a just a couple questions.

Thank you.
REDI RECT EXAM NATI ON

BY MR TUCKER:

Q M. Mntgonery, you were asked sone
guestions by counsel for WELC regarding a graph
provided -- prepared by M. Alexander. |[Is Oxy the
applicant in this proceedi ng?

A. No, we're not.

Q |Is Oxy proposing to place a cap on the
timeline for tenporary abandonnent status?

A. No, we're not.

Q Is it Oxy's burden to provide data
supporting the rul e change?

A. No. No, it's not.

Q Thank you. Just a couple nore questions?

Counsel for the G| Conservation

Di vi si on asked you sonme questions about a specific
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well. Was that well part of the wells included in the
graph that were returned to production in the Hobbs
area?

A. No. No, it was not.

MR. TUCKER: Thank you. No further
guesti ons.

HEARI NG OFFI CER ORTH: Thank you.

Conm ssi oner Anponah.

COW SSI ONER AMPOVAH:  Yes, | do have a few
guestions. And if we can bring back these slides.

MR. TUCKER: Yes. One nonent.

COW SSI ONER AMPOMAH:  Thank you. Yeah,
let's start fromslide Nunmber 2. Thank you.

EXAM NATI ON

BY COWM SSI ONER AMPOVAH:

Q Yes. So you were asked about if you are
aware of any deficiencies in this existing rule, in
the existing rule, that cause concerns with integrity
of wells in approved TA status.

And | presune you -- | recall that your
response was no; is that correct?

A. That's correct.

Q Now, ny followup question on that w |
be -- I"'mnot sure if you were able to listen to sone

of the OCD w t nesses.

Page 159

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

A. Unfortunately, | was not, so...

Q Based on the witness statenents, they talked
about all the issues that they have with the current
rules. You know, one exanple was they tal ked about 25
percent of the operators have now reported production
for sonme years now.

So, don't you believe that the current
rul es, the proposed rules, will nore or |ess give OCD
the flexibility to nore or less work with these
conpanies to bring theminto conpliance?

A. So if | understand -- I'mtrying to
understand which -- all the proposed rules, or what?
Ki nd of what are we tal ki ng about.

Q Yeah. Let nme et ne expand on that. So
let's say with wells that have not reported production
for several years --

A. So not necessarily TA'd wells, it's just
I nactive wells.

Q Exactly. Exactly.

A. Okay. GCot it.

Q So don't -- go ahead, please.

A. No, no, no, please.

Q Yeah, so ny question on that one is that
even for that sinple exanple that we just went

t hrough, don't you believe that the definition of

Page 160

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

beneficial use and then even TA wells and all of that
will give OCD the opportunity to really go in there
and work with these operators to bring themto
conpliance or nore or less TA the well?

A. So | think Oxy, in general, agrees with a
lot of it, and we've worked with WELC on the proposal.
And | would have to stand by Oxy's red |lines on that
for what we agree with on hel ping the OCD bring these
wells into conpliance.

Q Yeah, let's go to your slide nunber 9.
Yeah. And thanks so much for bringing this slide
because, you know, I'malso a firmbeliever that wells
go t hrough numerous production cycles, you know, the
primary, secondary, and then the tertiary.

You know, Oxy's case, you know, let's

say it will be a great exanmple, but ny question to you
I's, do you have sone ot her exanples of operators that
have gone through these type of cycles over the years?

A. You know, my experience has been with Oxy.
| do not -- and this is a great exanple, and we had it
I n Hobbs, and it's very tinely, but | could say that
we have whol e divisions in our conpany that are
| ooking at different types of enhanced oil recovery
that will be applicable to many different types of

wel | s.
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And so seeing the great response we have
here in sonme of our pilot projects, we wouldn't want
to have to drill a new well or plug the wel
prematurely if we can denonstrate that this well wll
have beneficial use.

And we're not -- you know, we woul d
definitely have to denonstrate that. And that's
sonet hing that we woul d be prepared to do and think we
shoul d be prepared to do.

Q Now, based on all the discussions that we've
had for, let's say, a week now, don't you believe that
your concerns of OCD nonitors having flexibility on TA
wel | adm nistration has been addressed sone way,
somehow?

A. In testinmony that it's been addressed.

Q Yes, especially through the exceptions that
have been proposed?

A. | believe -- | haven't heard all the
testinmony, so | apologize. And so I'll have to just
step back to, you know, just knowi ng that we have --
that the Division has sone flexibility, |ike we have
proposed here and Oxy has proposed in the red |ine.
That's really what |'m asking.

|"mnot trying to avoid the question,

" mjust not exactly sure because | haven't |istened
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to all the different testinony.
But what we've tal ked about here, that's
exactly what we woul d propose as Oxy to give us
sone -- the Division, sone flexibility on that TA' d
wells for good cause.
COW SSI ONER AMPOVAH:  Thank you for your
time. | do not have any questions?
THE W TNESS: Thank you.
HEARI NG OFFI CER ORTH:  Commi ssi oner Bl oom
do you have questions of Ms. Montgonery?
COWM SSI ONER BLOOM  Yes. Thank you, Madam
Hearing O ficer.
EXAM NATI ON
BY COWM SSI ONER BLOOM

Q Good afternoon, Ms. Montgonery. Thank you
for your tinme today.

A. Thank you, Good afternoon.

Q And if we could, could we go back to that
slide again that we were just |ooking at? That'd be
hel pf ul .

COW SSI ONER BLOOM  Thank you, M. Tucker.
| appreciate that.
BY COWM SSI ONER BLOOM
Q Pull up nmy question here. M. Montgonery, |

appreci ate your thoughtful testinony today. | think

Page 163

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

as Dr. Anpomah stated, and | don't think it's |lost on
any of us up here, that these wells can be resources.
And of course Oxy and many ot her operators see wells

in TA status and think resource. And fromthe OCC

| ens, you know, and fromthe |lens of the |land office,
we may al so see resource, and a |ot of tinmes we see a
resource there, but we also see risk, and that weighs
on us. We owe responsibility to the state to ensure

public health and protect the environnent.

And | think there's sonme waste issues in
t he bal ance here, as well, when wells are not produced
for years and years or a very | ow production.

M. Al exander's data shows, | think you
saw what the applicants put up, just a little bit ago,
that 98.5 percent of wells are back in production
after six years. And under this rule, you have eight
years. And so | look at this graph and see oil
production really dip around 2009, 2010. And by 2015,
2016, obviously you'd taken matters -- you' d begun
wor ki ng on this Hobbs EOR project. And right about
seven years, eight years, we see oil production
I ncrease.

Does this speak to sone ability that Oxy
woul d have to be able to work these sorts of wells and

turn them around before ei ght years?
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A. So, you know, Oxy is known for EOR. We're
t he biggest EOR operator in the well. So this is what
we do, and we're very famliar with it. |'mnot sure
all the other statistics take into account EOR, which
is why | really wanted to testify today, to show what
can be done if we use EOR

And so the ability to be able to bring

our case and show when we have definite plans that
we' re wor ki ng through and have that taken into account
and have the Division be able to have sone discretion,
that's really nmy point here with what |'m doing. And
' mnot sure | exactly answered your question. Can
you redirect nme if | did not.

Q No, I think you did just fine. It was --
you know, it was nore of a statenent than a questi on,
really. And | appreciate that. And certainly when
t hink of who's doing EOR in New Mexico's Perm an,
think of Oxy, of course, and see a conpany wth
resources that, you know, takes sone disnally
produci ng wells and turns them around, and all of a
sudden those wells are producing 2,500 barrels a day.
That's significant, and, you know, we have a mandate
to produce value for our |andowners, our
beneficiaries, the school kids in New Mexico, and

wei gh that and wei gh that against risk.
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And, of course, | see a conpany |ike Oxy
and think, you know, this is one of the conpanies I
woul d be, you know, |ess concerned with than many
ot hers that we have. But the point of the val ue of
these wells is not [ost on ne.

So, Ms. Montgonery, thank you for your
time and testinony today. | think we've kept you up
| ate if you're actually in London there.

A. | am Thank you.
COWM SSI ONER BLOOM  Take care.
HEARI NG OFFI CER ORTH: Chair Chang?
CHAIR CHANG. No. No questions.
HEARI NG OFFI CER ORTH: Well, all righty.
Any reason not to excuse Ms. NMNontgonery?

Thank you very nuch, Ms. Montgonery, for
your testinony.

THE W TNESS: Thank you. | appreciate the
opportunity. Have a good eveni ng, everyone.

HEARI NG OFFI CER ORTH: | think we nove to
NMOGA at this point, M. Suazo.

MR. SUAZO. Thank you, Madam Heari ng
Oficer. Let nme pull up sone slides. NMOGA is going
to make its opening statenment and then call its first

W t ness.
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OPENI NG STATEMENT BY MR. SUAZO

Al right. Well, good afternoon,
Comm ssi oners, M. Chair, Madam Hearing O ficer. M
name is Mguel Suazo. | amwith the law firm Beatty &
Wozni ak, joined today by ny coll eague, Jacob Everhart,
and we are energy and natural resources attorneys. W
focus primarily, especially in proceedings |ike this,
on the regulatory side of the energy space.
And it's our honor today to be here representing the
New Mexico G| and Gas Association, which, as |I'm sure
you all know, represents operators, |large and small
who provide the infrastructure to the energy backbone
of New Mexico's oil and gas industry and hel p support
the state's general fund.
Now, NMOGA's nmenbers are commtted to operating
responsi bly, safeguarding the environnment, and keepi ng
New Mexico the national |eader that it is in energy
production, while supporting the public institutions
t hat make our state thrive, institutions that myself
and ny col |l eague have both benefited fromas native
New Mexi cans.
Now, this proceeding is an inportant one. It is one
of the nost significant rul emakings that we've had in
New Mexico in a long tine. And | feel |ike the

applicants that brought this proceeding are
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wel | -intentioned, and the Division, who is supporting
this proceeding has sone very clear concerns that

we' ve been educat ed about as this proceedi ng has gone
forward. We've learned a |ot already at this stage in
this proceedi ng.

However, NMOGA and its nenbers have sone very
significant concerns about what's proposed. And I
think that the crux of the issue is not the what, it's
t he how and the why about the regulations that are
bei ng proposed.

Now, applicants have asked the Conmi ssion to define
beneficial use and marginal wells to expand the
financial assurance requirenents that operators nust
mai ntain to operate in New Mexico. And they have
specifically asked the Conm ssion to authorize

I ncreased financial assurances.

Now, we've heard the Division say that there are
certain issues in this proceeding that they do not

feel they can conpron se on. And one of those things
was Deputy Director Powell said: W want to decrease
the 15 nonth to 13 nonths.

We heard that, understood. Well, fromindustry's
perspective, there are certain areas where we are
willing to work with the parties and the Conmi ssion to

make sure that the rules that are put in place nmake
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sense, not just today, but over the long term But
one of the areas where the industry feels that we are
on solid footing is on the authority of the Conm ssion
and the Division in terns of what they're able to
adopt statutorily.

Now, there's been back and forth in this proceeding.
We're |l ooking forward to you all hearing from our

| egal witnesses and their interpretations. There's
notions in front of the Comm ssion about that
statutory authority. And it's one thing to read the
statute, as sone folks in the proceedi ng have done.
It's another thing to understand the |egal case | aw
behind the interpretation of that statutory authority
by New Mexico's courts.

And we | ook forward to presenting those argunents and
findings to you so that you can nake an i nfornmed
deci si on about what the Comm ssion is and is not able
to do for purposes of addressing the issues that are
so critical to this proceeding.

Now, | think one thing that we've |earned so far is,
you know, it's been presented as an orphan well
crisis. And WELC presented, you know, 60,000 wells
that are going to ostensibly cost billions of dollars.
But | think it's inportant to renmenber that those

costs are going to be net over tine by industry and
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the public and other parties that are stakeholders in
this whole process over a |ong duration.

But | think what's really critical is that OCD s
testinony has really allowed us to focus on what they
are concerned about. And those are, as they dug, high
risk wells and high risk operators. Industry has
heard t hat nessage.

And one of the things that has been brought to the
fore in this proceeding is a report fromthe

| egi sl ative finance commttee. And I'mglad that it
has, because | think there's really inportant
information in that report. And if there's one thing
that this Comm ssion should do, that | urge you to do,
Is to read that report in its entirety. Because the

i nformation and data in there, | think, can be used to
help informthe regulations that this Conm ssion
ultimately adopts and that hopefully industry and
applicants can ultimately live wth.

You know, | think that a | ot of these proposals have
the potential effect to really inpact the smaller
operators nore than sonme of the other operators. And
as sonebody who's worked in New Mexi co econom ¢

devel opnent for years, | can't think of another tine
when a governnment entity woul d pass a rul e that

| npacted New Mexico's small businesses.
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Now, that's not to say that they shouldn't help
protect and steward the environnent and operate in a
responsi bl e manner, but jobs are a premumin a poor
state i ke ours, and I think that should al so be
brought to the fore and consi dered as part and parcel
of the consideration of these rules.

Now, you're going to hear a |ot, and you have heard a
| ot, about whether or not industry was involved in
this process. And as best as | can tell, | think that
the origination of applicants and OCD s assertions
that industry was involved stens back to, | think,
sone statutory negotiations.

Well, this is not a statutory proceeding. This is a
rul emaki ng, and those are two very different
proceedings. And | think that it is fair and it is
accurate that NMOGA and industry were not nade part of
this rul emaki ng proceeding and the lead up to it until
just before it was filed. And so | would ask that the
Comm ssi on appreci ate the perspective of NMOGA, not
that you have to agree with it, but understand where
our nmenbers are comng from that we did not get the

I nput into these rules until just before it was fil ed.
And | think that's unfortunate, because we have

| earned a ot to date, and | think that industry is

getting to the point where we can offer sone inforned
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f eedback about what is being proposed. And that is
where we're going now with the start of our case in
chief. And | amreally excited for you guys to hear
fromour w tnesses.

We have sone of the forenobst experts on the issues
that are before us. And | want to offer them-- you
know, originally comng into this proceeding, we

t hought is going to be nore of a critique of these
rules. And to be sure, we are going to critique these
rules, but our wi tnesses are also going to help inform
t he Comm ssion on how these rules can be made nore
effective, nore practical, and nore neaningful. And
that's inportant, because the only thing worse than a
rule is a bad rule.

And at the end of the day, whatever this Commi ssion
deci des to adopt, it is the regulator, the Division,
and the industry that are going to have to live wth
those rules that are adopted for the long term And
we want to nmake sure that those rul es make the nost
sense from an operational and adm nistrative

st andpoi nt.

Now, you're going to hear fromour first w tness, Dan
Art hur, who has decades of experience across a range
of oil and gas issues. And he's going to touch on the

really critical concerns and provide val uabl e feedback
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that the Comm ssion can use to informthe rules that
it ultimtely adopts.

We're also bringing an actual surety expert, a person
who's actually issued bonds and revi ewed bonds and
lived the life in issuing these financial assurances

t hat operators nmust secure to operate across the
nation. And so we're | ooking forward to hi m hel pi ng
you understand the uni que financial assurance
framework that exists in New Mexico in a well where

t here's non-cancel bonds and al so state and federal

| ssues that nust be contenplated in addition to the

I ssues that the OCD considers every day.

It is our hope that at the end of this, of our case in
chief and at the end of this proceeding, that the
Comm ssion will adopt risk-based and market-sensi bl e
regul ations that industry and the Comm ssion can live
with now and over tine.

And finally, I would like to say that NMOGA consi ders
itself a partner with the Conm ssion and the Division
in this process. W're here to help informyour
deci si ons because we want to have a thriving oil and
gas industry. W look forward to presenting to you
our wi tnesses and our evidence, and we | ook forward to
working with you on a coll aborative solution that w |

make sense for New Mexi co now and over tine.
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Thank you.

HEARI NG OFFI CER ORTH: Thank you.

M. Suazo, we're kind of in an awkward pl ace, an hour
fromlunch break, so it occurs to nme that either your
W t ness could do about half and then we could take a
break, or we can just take a short break now.

MR. SUAZO. He's going to be a | engthy
witness, so | think if you want to take a break now,
t hat nmakes sense.

HEARI NG OFFI CER ORTH: Okay. Let's just
take 10 m nutes now.

(Recess held from2:00 to 2:10 p.m)

HEARI NG OFFI CER ORTH: M. Arthur, would you
spell your first and | ast name for the transcript,
pl ease.

THE WTNESS: Oh, am | here now? Can you
hear nme?

HEARI NG OFFI CER ORTH: And do swear or
affirmto tell the truth?

THE W TNESS: | do.

HEARI NG OFFI CER ORTH: Thank you.

M . Suazo.

MR. SUAZO. Thank you, Madam Heari ng

Oficer.
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DAN ARTHUR,
having first been duly sworn, testified as follows:
DI RECT EXAM NATI ON
BY MR SUAZO

Q M. Arthur, good afternoon. How are you
t oday?

A. Doi ng good.

Q You know, it m ght anuse you to know t hat
when | was review ng your slides, ny three-year-old
wal ked in and junped on ny |ap and thought | was
| ooki ng at the ABCs.

A. Ckay, maybe.

Q So, M. Arthur, thank you for being here
today. If you can please -- let's go to slide 2.
We're going to start with your direct testinony and we
want to talk to you about your role and your purpose
in this proceeding.

Can you pl ease state your nanme and your
role in this rul emaking.

A. My nanme is Dan Arthur. |I'mthe | ead wtness
for NMOGA. And ny purpose here really is giving an
overvi ew of NMOGA's position for this and also to
really kind of set sonme ground basis for the other
experts.

For nyself, | amthe | ead techni cal

Page 175

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

expert. | have testified on nore than 2,500 dockets
across the country, nore than a hundred different
litigation cases fromfederal, state, county,
et cetera, and including the rule for the -- in front
of the Conm ssi on.

|"ma registered professional engineer
in 36 states including the state of New Mexi co,

regi stered professional petroleum engi neer, certified

petrol eum geol ogi st, a bunch of other stuff. | used
to work for the U S. EPA. | was an expert with EPA in
the U C program |'ve done lots of different things

that the slides go over here.

MR, SUAZO. We won't spend tinme on all of
the slides, but just for the Conm ssion's know edge,
he has an extensive background. And | want
M. Arthur to really focus on kind of the scope of
his testinony.

Let's go to slide 8.
BY MR SUAZCO
Q So, M. Arthur, did you file direct
testinony in this case?
A. Yes, | did.
Q What was the scope of your direct testinony?
A. It really cones down to seven general issues

her e. One is the new definition of beneficial
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pur poses or beneficial use and related proposed
presunptions of no beneficial use.

Changes to when wells are to be either
tenmporarily or permanently plugged and abandoned.

Amendnments to New Mexico's existing
tenporarily abandonment program

New definitions of marginal well.

The i ncreased $150, 000 i ndi vi dual
financial assurance requirenents.

Renmoval of the bl anket alternatives, and
ot her financial assurance changes.

Changes to waste prevention
requi renments.

And new requirements for operator
regi stration and change of operator, essentially.

Q Thank you, M. Arthur. And I'd like to
start, at the outset, with your conclusions in this
proceeding. And then we can get into kind of the
justifications and rational e behind those concl usions.

Can you please share with the Comm ssion
t he concl usi ons that you reached and what you reported
at the end of your direct testinony?

A. Yes, sir. And I'll apologize up front. W
have a nunmber of things to go to. These concl usions

are very high level, but as | think a good
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I ntroductory, the applicant's proposals are, in ny
opinion, and this is 45-plus years of experience, are
overly rigid, operationally inpractical, and
econom cal |y disruptive.
The proposals discredit the value of and
di sproportionately inpact marginal wells. A
ri sk-based financial assurance regi nes that reflect
factors such as well-depth conpliance, history,
condition of the well, all that are really a better
bal ance and nmake nore econom ¢ sense and stability.
The Comm ssion can ensure that its rules
remai n both enforceable and align with technical and
econom c realities of nodern oil and gas devel opnent
in the state, you know, preserving the regulatory
discretion that it currently has, maintaining the
five-year term of tenporarily abandonnent and ot her
t hi ngs.

Q Thank you. Let's nove on to the subject of
waste, slide 10. \What are your overarching concerns
with the proposed anmendnents and additions proposed by
applicants and supported by OCD with respect to waste?

A. | have dealt with this issue nmany tinmes over
the | ast several decades and worked with many of the
state oil and gas directors and conpani es and just the

concern with waste and premature pluggi ng of viable
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wel I's that once plugged are | ost forever, when
technology to utilize these wells exists. And there's
so many exanples of wells going on for many years.

The applicant's proposal will either
directly or indirectly result in premature pluggi ng of
ot herwi se potentially economc wells and units, and
it's significantly here -- in nmy opinion, it's the
State of New Mexico's responsibility to protect and
effectively use its natural resources.

Premat ure pluggi ng could nmean that those
resources are lost forever, simlar to what Oxy tal ked
about. Had they plugged those wells that EOR project
may never have occurred.

Q Thank you, M. Arthur. Let's nove on to
slide 11, which goes over the new definition of
beneficial purposes and use and the rel ated
presunptions of no beneficial use.

A. You want to go to the next --

Q Yes, slide 12, please. So let's start with
the applicant's proposal to define beneficial use or
beneficial purpose and create a separate presunption
of no beneficial use provision.

What woul d applicants define benefici al
use or purpose as?

A. So this one is very concerning to nme, but

Page 179

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

beneficial use is an oil or gas well that is being
used in a productive or beneficial manner, such as
production injection or nonitoring, and does not

I ncl ude the use of wells for specul ative purposes.

And this is tough for me as a petrol eum
engi neer. As a petroleum engineer, |'mthe only
engi neer there is that never gets to see what | built.
| don't get to see a building, a bridge, a road, a
street, any of that. W have to use the data that we
have to think about how things are underground.

And when | | ook at beneficial, |I've done
wor k, including working with OCD, BLM others, on best
managenent practices, beneficial use of produced water
and so forth, that idea of what beneficial is, is
t ough.

And t hen specul ative purposes, you know,
this is the oil and gas industry, we do all that we
can, but we still speculate, not using sonme silly
dictionary definition that was proposed by earlier
W tnesses. But we do the best that we can and we
speculate. If we didn't speculate, we'd never have a
dry hole, right? | nean, it's just, we're trying
here. And this isn't waving our arns. This is the
I ndustry doing everything it can. So that term

specul ative really bothers ne.
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Q Thank you. Let's nove on to the next slide
to continue with this issue. Can you tell us what's
reflected on this slide?

A. So, New Mexico has historically extended
beneficial use beyond vol une-based threshol ds or
narrowmy defined productive activities. And
hi storically, OCD has recogni zed the various variety
of beneficial uses, you know, using on-|ease fuel,
equi pmrent power, et cetera.

But many of these functions are
essential to field devel opnent and conpliance and are
not specul ative, even though they m ght seem
specul ati ve.

| nclusion of the term specul ative as a
di squalifying factor, wi thout definition, introduces
so nuch subjectivity and regulatory uncertainty and so
forth. 1t's just very nmuch of an issue and risk of
I ntroduci ng duplicative standards. It is just tough
with enforcenment and nmany t hings.

Q Thanks for that background and insight,

M. Arthur. Let's nove on to slide 14. Can you
explain to the Conm ssion your recommendati on on
beneficial use?

A. Well, | would say do not define benefici al

use, otherwi se reject the exclusion specul ative
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pur poses from any adopted definition. So adopting the
proposed definition would likely result in

m scl assification of viable wells and, in ny opinion,

I ncreased pluggi ng obligations, associated | oss of
production and tax revenue.

| recomend rejecting addi ng the new
defined term of beneficial purposes and benefici al
use. You know, in the event the Conmm ssion proceeds
with this, I would totally reject the specul ative
| anguage.

And we have anot her expert that's com ng
in later that wll be talking a little bit about sone
options for the Conm ssion to consider.

Q Very good. Let's nove on to slide 15, which
is the related new presunption of no beneficial use.
Can you wal k the Comm ssi on through your understandi ng
of that proposal ?

A. This criteria really just, you know,
presunes that a production well is not capable of
beneficial use if triggered during any consecutive
12-nmont h peri od where, you know, |ess than 90 days of
production, less than 90 BOE and a simlar one for
I njection wells.

There's an exenption, you know, period

for wells drilled and conpl eted, but the procedure

Page 182

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

t hat makes presunption rebuttal, this is tough.

Q Let's nove on to slide 16. This sets forth
for the sole application process to refute the
prelimnary determ nation.

How woul d this presunption work
procedurally, and does it create a reasonable and
meani ngful way for operators to rebut that
presunption, in your view?

A. So, you know, in this, you know, a well not
bei ng used for beneficial purposes would have 30 days
to apply for admnistrative review. Thirty days is
tight for any operator, not to nention the D vision
| ooking at this, but application for PD review and
required to include operational and financi al
docunent ati on, you know, forecast denonstration,
current or future production, a lot of informtion
that takes time to get that is -- that may not even
consider all the things that shoul d be.

Q Al right. Let's nove on to the next slide.
What are your recommendations with respect to the
proposed presunption of the no beneficial use
provi si on?

A. So | would say to wholly reject the rigid
90-day criteria. And, again, as | noted earlier, you

know, keeping flexibility and so forth is good.
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If the presunption nust be adopted, you
know, extending it to 12 nonths, three years, five
years. Five years would be aligned with the maxi num
EPA approval period, and that woul d nake nore sense to
me.

If the presunption nust be adopted, |
woul d make sure that we account for docunented
I nffrastructure plans and del ays. You know, we had
di scussi ons about, |ike, you know, why did it take
ei ght years, and you think you're conpletely redoing
an entire oil field wwth water infrastructure, and all
t hese punps and equi pnent and so forth and permtting.
It's a lot. Projected use with defined field
devel opnent plans, nonitoring data, a lot of different
things that just don't happen overnight.

Q And I'mglad you brought that up,
M. Arthur, because | think the next slide deals wth
the risks and potential inpact of ignoring how wells
can be used strategically.

VWhat are the risks and potential inpacts
of ignoring the strategic use of wells within the
| ndustry?

A. So some of the risks that | see is that this
90-day criteria, it's going to disproportionately

| npact small er operators. They're not going to be
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able to nove as fast. W work with a | ot of small
operators, and it takes tine.

It's going to discourage increnenta
devel opnent, possible |oss of |easehold rights or
di sruption of unit agreenents. And it's going to
pronote premature plugging of viable wells, which,
again, is a waste.

But using the 90-day criteria to
determ ne whether a well is capable of beneficial use
| gnores operational value and nonproductive but
regul atory infrastructure-related functions; you know,
| easehol d mai nt enance, reservoir nmanagenment,
environnental conpliance. There's a lot of different
t hi ngs that operators and the OCD need to consider
her e.

Q Let's nove on to slide 19, which discusses
the risks and potential inpact of tinme beneficial use
for production.

VWhat are the risks and potential inpact
of time beneficial use solely to well production?

A. So, production can vary due to narket,
seasonal, infrastructure factors, |ike pipeline
t ake- away capacity, gas plant downtinme. |'mdealing
with a project right now where a gas plant shut down.

150 wells or shut in; wells awaiting re-conpletion,
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refracs, reactivation, artificial |ift systems. |
mean, it's |ike you want an engine right now, with al
the Al stuff going on, it takes forever.

| mean, a well's capacity for beneficial
use to production volunmes is short-sighted and doesn't
account for the conplexities of the oil and gas
i ndustry and operators; particularly with marginal
wel I s and shared infrastructure.

Q And inportantly, is it your understandi ng
that if this 90-day criteria is triggered, the
presunption results in a prelimnary determ nation,
which, if not refuted, becomes a determ nation that a
well is not capable of beneficial use, correct?

A. That is my understanding. |'mnot an
attorney, but that's nmy understandi ng.

Q Fair enough.

Let's nove to slide 20, which deals with
t he proposal to change when wells are to be properly
P&A' d. And this is in 19.15.25.8 NMAC, which sets
forth when pluggi ng and abandonnent obligations are
triggered.

And on the next slide, slide 21, can you
pl ease wal k us through the current framework for when
a well nust be either tenporarily abandoned or

per manent |y plugged?
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A. So, the applicant has proposed shortening
the action deadline from 90 days to 30 days, nodifying
the requirenments to place wells in approved
tenmporarily abandonment within the conpliance w ndow
I nstead of requiring the operator to apply to do so
within the new 30-day tinme frane. And they strike the
wor k "conti nuously” fromthe definition.

Q And is it your understanding that a
determ nation of no beneficial use is one of only
three triggering events that create a | egal obligation
to P&A a wel | ?

A. Again, |I'mnot an attorney, but that's ny
under st andi ng.

Q Let's nove on to slide 22. \What are your
concerns with changes proposed to when wells are to be
tenmporarily or permanently abandoned?

A. So, | plugged a lot of wells and work in
t hat space very actively now But the changes are
contrary to actual tinmelines for plugging abandonnent.

Typically, once a decision is made, it
may take from6 to 18 nonths to get a well plugged,
frominternal review, cost estimating, contractor
mobi | i zation, permtting, scheduling. And a |ot of
that's going to depend on the depths of the well, site

condi ti ons, access.
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Timelines can even extend further, just

| i ke we had the exanple of the OAL in the well head
earlier. But surface access issues, other things.
These tinmefranmes can represent mninmuns. You know,
often there's other requirenents, you know, weat her,
wldlife, floods, fires. | nmean, all sorts of
di fferent things.

Q Thanks, M. Arthur. Let's npve on to slide
23. Did you submt direct testinony on the
applicant's proposed changes to New Mexico's existing

t enporary abandonnment program - -

A 1 did.
Q -- Under 19.15. 257
A | did.

Q And would you like to adopt that here
verbal | y?

A. Yes.

Q Let's nove on to slide 24. Can you briefly
just wal k us through what's on this slide with
approved tenporary abandonnent ?

A. This is, again, just -- you know, the
changes require operators to justify a well's future
use to obtain approval from OCD. It inposes excessive
and burdensonme docunentation requests as part of that

process, and limts the ATA status extensions beyond
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the initial approval period of two years.

Q And next slide, slide 25, which deals with
the 25.13 pertaining to denonstrati ng nmechani cal
Integrity, can you please talk to us a little bit
about that?

A. So, this is significant because it changes
what was once a notice to now a request and requires
cross-references and denonstration operator that the
well wll be used for beneficial use and approved TA
It increases casing requirenents.

Q Okay. And next slide, slide 26, which al so
deals with nechanical integrity. Can you pl ease
explain the significance of this slide?

A. But | apologize, I"'mtrying to go quickly
and at a high level here just to run through these.
But again, what was once a notice is now a request,
requires cross-reference, a denonstration of the
operator that the well be used for beneficial use with
approved TA status and so forth.

Q OCkay. And | think, you know, noving on to
slide 27, 28, | think that, you know, what you're
trying to say here is that these definitional changes
were characterized as clarifications. But do you
consi der these changes to be nmere clarifications?

A. | do not.
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Q Can you please wal k us through that,
starting with slide 28?

A. So, this is adding a new single definition
for expired tenporary abandonnent and expired
temporarily abandonment status as proposed here. And
| think I go through nore detail on the next slide.

Q Okay. Let's nove to the next slide. So you
submtted direct testinony regarding the proposal to
add a definition of beneficial use or purposes and the
related presunptions.

VWhat ot her definitions and rel ated
proposals will pronote waste and will result in
premat ure plugging, into your view?

A. This definition proposal of adding a new
definition for marginal wells and increase their
financi al assurance obligations.

Q And noving on to slide 30, what is the
proposed definition of marginal well?

A. That an oil and gas oil that produces |ess
than 180 days and |l ess than 1,000 barrel oi
equi val ent a year within a particular -- within a
consecutive 12-nonth peri od would be consi dered
mar gi nal .

Q Have you heard testinony in this proceeding

proposing to | ower that amount from 1,000 to 750 or
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maybe even | ower?

A. | haven't been on all the -- watching
everything, but that's my understandi ng based on
readi ng sone of the stuff that has -- reading the
testinony, that that may be a consideration.

Q And was that what was proposed in the LFC
report, do you recall? Wuld you believe it if --

A. Yes, | think it is. | think it is. [''m
hesi tant of saying absolutely w thout seeing that
right here in front of ne.

Q Would lowering that volunme anmount make nore
sense than 1, 000 BOE?

A. It would nake nore sense. But, again, |
truly feel that putting these specific days and
volunes to specifically say what a marginal well is --
across the board, it's a little tough.

Q Okay. And let's nove on to slide 31. What
are your recommendations and concerns with the
definition of marginal well that applicants propose?

A. Based on ny experience, it should not be
defined. But if it is, it nust be grounded in an
operati onal econom c context, considering |easehold
strategy, reservoir managenent needs, cash flow
proj ections, not just abstract threshol ds.

And i f it nust be defined, then the
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definition should incorporate flexibility to allow for
case- by-case econoni c assessnents, as is done in ATA
and ot her areas.

Q Into other states' --

A. Yes --

Q -- marginal issues that better align with
regul atory realities?

A. Yes.

Q Let's nove on to slide 32. What would the
definition of a marginal well be used for and what are
t he proposals by applicants in your you view that are
| nplicated here through this definition?

A. So this deals with a revised financi al
assurance of $150,000 for each marginal well prior to
transfer and nore. But this gets down to the per-well
fi nanci al assurance issue.

Q And would raising these financial assurance
anounts i npact asset transfers and changes of
operators?

A. Absol utely.

Q Can you explain why?

A. So when you have this one tracking it, and
the things that are in here are tough, but assuring
that that's done, assuring that everything is there,

this can becone a chall enge.
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Q Let's nove on to slide 33, still dealing on
with marginal wells. Wat is a nmarginal wel
producing in ternms of volunme and val ue, and why are
t hey inportant to New Mexico?

A I will say that marginally producing wells
i n New Mexico collectively contribute a nmeani ngf ul
share of the national production. Marginally
producing wells represent significant portions of
New Mexico's oil and gas portfolio. Huge |osses,
financial | osses and repercussions, including |ost tax

revenue, could result if this is noved forward wth.

And | will also note, this is
significant, | think, is marginally producing is not
necessarily synonynous with end of life. | know wells

t hat have been produci ng over 100 years.

Q And I think that brings us to, you know,
conparison to sone other states and whet her or not
they define marginal wells. And it's ny understanding
that not all jurisdictions choose to define marginal
well: is that correct?

A. That is correct.

Q How do applicant's proposed definition of
mar gi nal wells conpare to other jurisdictions that did
elect to define the ternf

A. So this is -- you know, you have the table
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here, but, like, if you |look at North Dakota, they,
they have a couple of different definitions.

One, less than ten barrels a day for
wells, you know, under 6,000 feet in depth; |ess than
35 barrels a day for deep wells in the Bakken or the
Three ForKks.

And North Dakota is a little different
because, you know, the first oil well wasn't drilled
in North Dakota till 1956. And, you know, you had the
Bakken cone in later and the Three Forks. So you
have, |like, kind of really two categories of wells in
t he whol e state.

And now, it's very different than
New Mexico with the San Juan and coal, nethane, all of
t hese ot her things.

But there's other ones per state that
have | ooked at this and tried to provide a broader
cat egory.

Q So in your view, are there risks or inpacts
i nherent in adopting a rigid definition of marginal
wel | as proposed by applicants?

A. That's ny opinion.

Q So, based upon all that you' ve touched on
with respect to marginal wells, can you pl ease provide

t he Comm ssion with your concerns with adding a
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definition of marginal wells in New Mexico?

A. So, as noted on the slide, the risk of

premature plugging in marginal wells yet viable, it

just gets anplified by these financial assurance

proposal s.

So if you look at this on an overall

basis, there are serious cost inplications for the

State of New Mexico and operators alike. |If you | ook

at,

you know, sone of the nunbers here and, you know,

what percentage of the wells and what they've

contributed for marginal wells in the state of

New Mexi co.

And then if you | ook at just FY 2024,

i ndustry contributed 49 percent, about $7.4 billion,

into the State of New Mexico general fund.

And if you | ook at the production, you

know, of the marginal well portion of that, it's not

insignificant. This is, you know, over a billion

dol | ars.

for

Q Let's nove on to slide 37, because I'd |ike

you to discuss for the Comm ssion the proposals to

I ncrease financial assurance requirenents for marginal

wel | s. Next sli de. And let's start with slide 38?

A. So, this, 1'd say of significance here, is

t he $150, 000 per well bond and what essentially
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ultimately gets rid of the bl anket bond approach. But
it provides essentially a stacked financial assurance
program for margi nal wells.

Q Let's nove on to the proposed financi al
assurance increases for active wells. Wat are those
proposal s?

A. So the current financial assurance
requi rements for active wells are risk-based, which, |
t hi nk, you know, the OCD, the OCC, states in general
didn't do that for no reason.

So right now, starting at $25, 000 plus
an amount determ ned by depth and offered tier blanket
bondi ng alternatives of $250,000 is only required to
secure 100-plus active wells.

The proposed increases for active wells
financi al assurance requirenents of $150,000 per well
or $250, 000 bl anket bond alternative. So the scope of
active wells financial assurance requirenments change
because applicant's proposal would add new margi nal
wel |l requirenents, expand inactive requirenments to the
scope, and add new grounds to inactive to align with
t he proposed definition of beneficial.

So if you start |looking at this -- and
we've heard a | ot of testinony over the |ast few days

about it, but in ny opinion, it's unworkable and wll
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unnecessarily exponentially increase the bonding
requi rements for wells which post the | east risk that
are nost prevalent in New Mexico and will drive
busi ness and tax revenue out of the state, absolutely.

Q Al right. Nowlet's nove on to the current
financial assurance requirenments for inactive wells.
Can you briefly wal k us through that on slide 407

A. So this shows in red what's proposed, but,
you know, inactive wells and wells in approved and
expired tenporarily abandoned status and so forth.
But this comes back to the $150, 000 per well and
bl anket plugging financial assurance equal to an
average of $150, 000 per well.

Q And then for the next class of wells, which
are active wells, how do applicants propose anendi ng
t hose financial requirenments? Slide 41.

A. Currently, financial assurance for inactive
wells or risk-based. We talked a little bit about
that. But proposed financial assurance for inactive
wells and wells in tenporarily abandonnent status
woul d be $150, 000, with no true bl anket bond
alternative.

So $150, 000 well, average bl anket bond
creates a noving target, really, when you | ook at what

wells are being done, especially over tinme, which in
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turn creates internal conpliance risk

So just like the active well proposals,
the inactive well financial assurance requirenments
are, in my opinion, unworkabl e, unnecessarily
exponentially increase the bonding requirenents for
wel I's, which NMOGA P&A expert is going to tal k about
here a little bit later. But it'll also certainly
drive business out of the state.

Q Let's nove on to slide 42. What is the
expanded scope of inactive wells that are subject to
hei ght ened bondi ng requi rements under applicants
proposal ?

A. So this shows the existing and proposed
| anguage, which | won't read, but it could effectively
al so be expanded to any well which has had no
production or injection for 12 consecutive nonths
because OCD s separately proposals to nodify the
definition of inactive well by adding those new
grounds to align with proposed new definition of
beneficial .

Q And noving on to slide 43, dealing with
proposed financial assurance increases for marginal
wells, and they're tied to the inactive territory,
what are the new requirenents and what are your

concerns with this proposal from applicants?
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A. So the new $150, 000 financi al assurance
requirements for all individually secured marginal
wells would start in 2028. |If the new |less than
15 percent threshold, which is very small for marginal
or inactive wells portfolios, beginning at $150, 000
requi rement applies to every well registered to the
operator, regardless of active, marginal and inactive,
I ncl usion of these requirenents wll exponentially
I ncrease bondi ng.

In rulemaking, this rigid, unrealistic
threshold set by definition, and keeping in mnd the
preval ence of marginal wells in New Mexico, will have
a devastating inpact.

Q Al right. And noving to slide 45, can you
pl ease wal k us through your concerns with this
proposed change to 19. 15. 8. 9A?

A. So, this gets into the -- you know, the note
here addition is, you know, the operator should not
proceed with any proposed drilling or acquisition
until the operator has furnished the required
financi al assurance.

And, again, this is just very difficult,
and i magi ne an operator having a nunber of wells and
trying to manage all this and OCD and trying to nmanage

them managing it and so forth. This is unworkable.
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Q And is it unworkable from like, a timng
perspective? Can you help us understand why it's
probl emati c?

A. | think it's froma -- what you're going to
require through this and many ot her changes is you're
going to have to have nore staff at oil and gas
conpanies, nore staff at the OCD trying to manage what
stuff is going on.

Because that's the other thing that
doesn't happen, is wells aren't typically just a
static thing. W're trying to do different things
wth them consider themfor different things and so
forth.

Q Thank you. Let's nove on to slide 46, which
are other proposed financial assurance changes to
19. 15.8.9F. How do applicants propose to change the
I nconpl ete bl anket financial assurance requirenents?

A. So this one gets a little bit nore
conplicated for ne, and we're going to have anot her
expert that's going to -- you know, a surety expert
that's going to talk about this. But this gets down
to the consuner price index and updating things as we
go along to essentially increase that bonding | evel.

Q And noving on to slide 47 concerning

I nconpl ete financial assurance, what are your concerns

Page 200

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

with these proposed changes?

A. So the proposal would require operators with
i nconpl ete bl anket financial assurance requirenments to
provi de an additional $150, 000 single-well financial
assurance for uncovered wells and renove the bl anket
option.

This is unworkabl e to mandate mat chi ng
new wells with bondi ng coverage w t hout accounting for
acqui sitions and issues updating bonds.

This is another instance of the
applicants elimnating blanket bond alternatives,
which we'll have another expert tal king nore detai
about, but this is concerning.

Q Okay. So overall it sounds like there's an
overarching concern with a one-size-fits-all approach.
You di scussed the $150, 000 i ndi vi dual financi al
assurance. Can you explain why this is problematic
conpared to a risk-based alternative?

A. So, keep in mnd that, you know, as we've
had wi t nesses tal k about the $150, 000 | ooking at data
fromthe OCD, but again, you know, as has al so been
testified, that industry plugs, you know, 95 percent
of the wells. And the current costs seemto be based
of f of extreme plugging wells, extrenely high ones

that aren't typical things.
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And when you |l ook at this, you know,
wel I plugging nay cost $20,000 or |ess for sonme wells.
And even for |onger horizontal wells, you typically
don't plug the horizontal section. And noreover, an
operator doing this, we just plug two wells that were
unconventional horizontal wells in the Texas Perm an,
just across the border, and by the tinme we sold the
tubi ng, cut the casing, sold that, we're able to plug
both those two wells for $4,000.

So, there will always be exceptions.
But, you know, | think that there's a better, nore
tailored way to | ook at this, as opposed to this hard
and fast $150, 000 based on, you know, a few exanpl es.

Q So, you brought up sone other exanples in
other jurisdictions on slide 49. Can you wal k the
Comm ssi on t hrough how t he proposed financi al
assurance changes conpared to sone ot her
jurisdictions?

A. So, again, these are, you know, sone, you
know, ot her states, Utah, North Dakota, Col orado. But
you know, Texas, it's right across the border over
here. So, you know, the railroad Comm ssion naintains
a pure bl anket bondi ng schedul e, you know, $25, 000 for
| ess than 10 wells, $50,000 for 11 to 100, $250, 000

for nore than 100. You know, but, you know, these are
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things that are not simlar to what New Mexi co has
now. But it varies, you know, kind of by state; al
the states aren't the sanme. They' ve chosen to do
things a little different, but they're also all
different.

Q Let's nove on to the next slide, which
di scusses the risks and potential inpacts that could
occur if these changes are adopted. Can you wal k us
t hrough your concerns on that slide?

A. Sure. There's certainly direct operational
I npacts of heightened financial assurance requirenents
on this per-well basis. You know, it's going to be
repeated revisions to bonding instrunents, which is
going to be an ongoing thing, |egal review of
acqui sition docunents for bonding, delays in closing
deal s, hi gher overhead, and so forth.

But it will likely require expanded

I nternal conpliance staffing, as | noted earlier. And
ot her uni ntended consequences, | think, that are going
to flow fromthis, is reduce access to capital for
smal | and m d-size operators, discourage participation
from asset acquisition or farm ng agreenents,
premat ure plugging. But even fromthe snal
operators, you're going to have |large operators that

aren't going to be able to take assets and provide
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themto maybe a smaller operator with | ower overhead
that could really turn those assets into sonething
gr eat .

Q And you' ve experienced changes like this and
their inpacts in other jurisdictions. Can you please,
on slide 51, walk the Conm ssion through some of the
negative effects that have been experienced by other
states as a result of changes such as this?

A. Well, certainly the three that | show here,
you know, in California, you know, inplenented bonding
refornms in, you know, '19 -- or 2020, 2022, led to
significant higher bondi ng obligations per well,
triggered delay of permt approvals, transactions,
contributed to early abandonment of marginal wells and
ultimately a | ot of business | eaving California.

Al aska attenpted the per-well bondi ng
I ncrease in 2019. It was ultimately scal ed back after
I ndustry opposition and concerns about insolvency and
stranded assets. | talked to them extensively about
this.

Col orado did the sane thing, and it's,
you know, led to operator consolidation, divestnent of
mar gi nal assets, increased bondi ng di sputes and, and
frankly, a lot of operators and conpani es that just

refuse to do business in Col orado now.
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Q Now, we told the Conm ssion we're going to
provi de sone recommendati ons throughout your
testinmony. On slide 52, can you please wal k the
Commi ssi on through your recomendati ons?

A. Sure. And these, again, we're limted on
time, so these are very high |l evel recomendati ons,
but these far-reaching, expansive negative inpacts
greatly outweigh the increnental benefit the new
requi rements would provide. In ny opinion, they're
conpl etely unnecessary, considering the |evel of
financi al assurance al ready provided.

New Mexico's current financial assurance
requi renments, you know, as wll be explained, you
know, here |ater, so they'll go into sone of the
details, other experts fromthe NMOGA. But we al so
have the state's reclamation fund and pl aces a
backstop, in addition to existing financial assurance,
as well as the state's existing TA program which is
going to be tal ked again.

But alternatively, | would suggest
engagi ng stakehol ders in technical discussions about
the relative risks associated with pluggi ng and
abandoning a variety of wells, and to better informa
bi gger well instead of this one size fits all on.

And that's one of the things | really
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saw about this, is we tend to be lunping things in
these very, very general categories, you know, this
number, w thout considering where the well is, the age
of the well, you know, what the potential is, and so
forth, and what the new potential technol ogi es and
avail able things are for wells to be of beneficial use
t oday.

Q Thanks, M. Arthur. Can you, noving on to
slide 53, also go over for the Conm ssion your
conclusions for the financial assurance proposal
portion this rul emaki ng?

A. So hopefully ny testinony is providing a
little context for, you know, M. Enerick's
forthcom ng testinony.

|' ve exam ned ot her states' financial
assurances, you know, and | find WELC s proposal woul d
be unnecessarily rigid and just doesn't incorporate a
ri sk- based framework, which is critical.

So for ne and based on ny experience,
t he proposed framework fails to reflect operational
cost variability of well plugging. In ny experience,
a one size fits all just doesn't work. Sone wells can
be plugged very cheaply and not for this huge nunber
that's been provided, and that shouldn't just be

proposed across the board.
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They don't account for the fact that
vertical well sections or horizontal wells don't
necessarily need to be plugged. This proportionally
| npacts small er operators, which I hate. | |love snall
busi ness. | have a small business. And it poses
barriers to routine transactions and transferring
operators to post excessive bondi ng anounts and
triggering -- you know, by triggering blanket bond
requi rements based on margin well percentage that
don't correspond with actual risk.

Q Al right. So let's nove on to the next
I ssues we want the Conm ssion to consider through your
testi nony.

Slide 54, let's discuss the proposed
changes to the waste prevention requirenments under
19. 15.5. 9A and how they will affect financi al
assurance determnations if adopted as proposed by
appl i cants.

And maybe if you could start, you know,
with what the waste prevention requirenents are
presently, that'd be hel pful. And then we can nove on
to the next slide.

A. So froma very basic perspective of where we
are now, it's the state's responsibility, just as it

Is with every oil and gas producing state, to nmanage
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those resources responsibly and not let themgo. |
mean, that's -- you know, if you can.

And what's been proposed, it renoves the
conpliance buffer for small operators and m nor
devi ati ons and adds regul atory cross-references to
other things like flaring and P&A that there's a | ot
of things that happen in the oil industry that aren't
necessarily, you know, nmeant to be bad or violations
or whatever. So they're trying to manage those
properties.

Q OCkay. And on the next slide, what are your
maj or concerns regarding this proposed change?

A. So really, you know, the renmoval of the two
to ten well conpliance buffer for smaller operators
and m nor deviations make it just inpractical and
unrealistic. |1've been the EHS director on a contract
basis for probably 30 different oil and gas conpani es,
and managi ng conpliance can be a chall enge, and
sonetinmes it's very, very mnor things that come up.

But it creates likely risk of good faith
spending. Flaring, technical issues will be treated
| i ke just non-conpliance when they could be just not
significant and sonething that could be addressed very
qui ckly.

Addi ng cross-references enables OCD to
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| ever age those separate and distinct requirenments for
ot her uses not intended when reference rules were
promul gated and unfairly penalizes conpliant operators
I f they acquire non-conpliant entities. And |I've done
a |lot of stuff where |I've hel ped conpani es that have
bought assets that did have non-conpliance, and we
spent tine getting those assets back into conpliance.

Q So, just so | understand, based on what you
said, the rule is already in the existing regulations.
There's no need to cross-reference it for these
pur poses?

A. Right.

Q Let's nove on to slide 57. So what are your
recommendati ons for the Comm ssion with respect to
applicant's proposal to anend the waste prevention
requi rements?

A. | truly believe that they should be
rejected. But, at the very |east, renoval of the two
to ten well conpliance buffer should not be touched.
And the cross-references in the proposal with the
preci se requirenents do that and have a grace peri od.

Q Let's nove on to slide 58, which deals with
19.15.9, the well operator provisions. Can you give
the Comm ssion a brief summary of the changes t hat

applicants propose to OCD s operator registration
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requi renments?
And we can nove on to the next slide as
part of that?

A. This gets into the issue of, you know, any
operator -- person within an operating conpany that,
you know, was nore than 25 percent owner that had
non-conpliance or was with a conpany in non-conpliance
woul d be a probl em and be i npact ed.

Q Okay. Next slide. Do you nean the change
of operator?

A. Yeah. This is a simlar sort of thing on
t he change of operator that, you know, that person
with 25 percent interest. So that's the, | would say,
crux of this.

Q Thank you. And then the final slide, before
we get into the questions, can you please explain
slide 617

A. So adding this additional disclosure and
certification requirenments to operator and change of
operator, affirmative certification conpliance with
all federal and state laws in each state that an
oper at or does busi ness, which NMOGA and | PANM have
jointly chall enged. NMOGA's expert will talk about --
the | egal expert will tal k about that.

But mandatory di scl osure of whet her any

Page 210

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

current or past officer or owmers with nore than

25 percent interest were affiliated with non-conpli ant
operators, is this an annual certification? This is

t ough.

Q Now, from an operational standpoint, let's
say you're a |arger conpany and trying to do business
in New Mexico and you're required to neet these
requi renments, even though you operate in many
different states. Froma practical standpoint, what
are sonme of the challenges that you see?

A. Well, any new operator out of conpliance
wth federal, state law, you know, in any state that
does busi ness, your know, OCD could deny it, change of
operator, if you were trying to nove in.

But it goes through these different
things, and certifications or disclosure, those show
substantial risks that the new operator can't neet
pl uggi ng and abandoni ng requirenents, if that's the
case. So this certainly, you know, may vary by size
of operator and so forth. But probably be, you know,
nore specific to small and m d-size operators.

But this is tough, because if | own
25 percent of an oil conpany and the conpany | have is
a nonth late in submtting production reports, that's

a violation, that's non-conpliance.
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Q Okay. Now let's nove on to slide 63,
dealing with prohibiting transfers of non-conpli ant
wells. What is proposed under subsection E of this
proposal ?

A. It would prohibit the transfer of
non-conpliant wells or facilities, you know, unless
they' re brought into conpliance or a conpliance
schedul e i s approved.

Q Okay. Now, it may seem practical to do
that, but what are the risks and potential inpacts
that you see with this proposal as it's proposed on
slide 647

A. So, I'lIl just say, as | noted earlier, |I've
done a lot of this, but these requirenents are
unwor kabl e, if not inpossible to neet. The proposal
woul d chill executive and investor nmobility by
deterring otherwi se qualified professionals from
serving. Requiring affirmative certification of
conpliance in all states where an operator does
busi ness may seem easy, but it's not.

Tracking the historical and ongoi ng
conpliance status of entities is cunbersone. This
pat chwor k conpl i ance burden where technical violations
in one jurisdiction, you know, such as a del ayed

report or sonething, you know, non-material could

Page 212

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

I nadvertently trigger consequences that ultimately
could drive business away fromthe State of New Mexico
and wor se.

Q Al right. So | think we've noved al ong
pretty speedily, giving the detail in your direct
testi nony.

Let's nove on to slide 65 and 66 so that
you can wal k the Comm ssion through your overarching
recomendations so that the Comm ssion can consi der
that in this rul emaki ng?

A. So, | have seven high | evel recomendations.
First is to reject the definition of beneficial use
and rel ated presunption of no beneficial purposes or
beneficial use.

Then to decline to add the rigid
definition of marginal wells and new margi nal wel
financi al assurance requirenents.

|'d suggest to maintain regulatory
flexibility wherever possible; to preserve the use of
bl anket bonds and avoid stacking requirenents; to
rej ect the use of average per-well bl anket bond
requi rements. Encourage adoption of tiered
I ncentive-based structures. And |imting additional
reporting and certification burdens.

And as we go through these kind of one
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by one in alittle bit nore detail, the Comm ssion
shoul d decline to add the new definition of

"beneficial,"” you know, due to the unintended
consequence it could have with the Conm ssion's state
regulations that utilize the term

If in the event the Comm ssion does nove
forward, the word "specul ative" should be renoved at a
m ni mum and preferably non-production rel ated uses
identified within the definition.

The Comm ssion should also decline to
add WELC s proposed presunption of no beneficial use.
But in the event that the Conmm ssion noves forward, |
woul d say, you know, changing this 90-day to -- or
30-day to 90 days, five years, you know, would be
better and would align with the ATA

Q And let's nove on to your second
recommendati on, slide 68, which deals with the
definition of marginal wells and the marginal wel
financi al assurance requirenents?

A. So, | would recommend rejecting WELC s
proposal to add a new definition of marginal well. |If
a definition nust be adopted, which in nmy opinion
isn't necessary, then a new marginal well definition
and resulting classification nust be grounded in an

oper ati onal and econom c context, not abstract
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t hreshol ds.

Applicants proposed definition of
mar gi nal well sets thresholds that do not align with
reality of how marginal wells operate and their
preval ence in New Mexi co.

It appears the new definition of
mar gi nal wells would also trigger the proposed
hei ght ened $150, 000 per marginal well financi al
assurance requirenment for every well, where operators
have nore than 15 percent inactive or marginal wells.

| al so reconmmend the $150, 000
one-size-fits-all individual well assurance
requi renments be rejected, and that a risk-based
I ndi vi dual well-bonding currently in place be
ret ai ned.

Q Al right. And noving on to your third
recommendati on, which is to maintain regulatory
flexibility, can you wal k us through why that's
I nportant ?

A. So using financial assurance as an exanpl e,
t he Comm ssi on shoul d preserve the discretion and
financial assurance determ ned by allow ng for
ri sk- based bonding | evels and approaches to consi der
operative conpliance history maybe, well conditi on,

asset maturity, denonstrated plugging costs, things
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that actually line up to make those nunbers real, as
opposed to just a flat nunber.

So that flat per-well bonding
requi renment, such as $150, 000 per well, fails to
reflect actual risk or plugging cost variability, and
wi Il unnecessarily burden operators that are with
vi abl e, well-producing wells.

Q Okay. And your fourth recomendati on,
recommendi ng preservation of bl anket bonds, can you
pl ease - -

A. So the Conmm ssion should affirmthat bl anket
financi al assurance satisfies applicable obligations
for covered wells, avoid rules that outright or
effectively elimnate that option, and avoid rules
that require sinultaneous, single-well and bl anket
bonds unless there is denonstrated case-specific basis
to require a vote.

Q Okay. And your fifth recomendation to
reject the use of average per well, blanket bonds.
Can you wal k through that?

A. O the proposal should require bl anket
bondi ng based on -- or should -- the proposal to
requi re bl anket bondi ng based on an average of
$150, 000 per well, introduces target conpliance

standards that are difficult to adm nistrate or audit
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or enforce.

It's going to create confusion and
generate uni ntended consequences for acquisitions,
mergers and internal conpliance. | really think the
Comm ssi on should, instead, the fixed bl anket bondi ng
tiers that align with industry nornms and woul d
sinplify enforcenent.

Q Your sixth recommendation regarding tiered
and incentive-based structures, can you pl ease explain
t hat ?

A. So, New Mexico could adopt a tiered-based
bondi ng structure that provides reduced financi al
assurance obligations for operators who nmaintain, for
I nstance, strong conpliance records, reduce inactive
wel | counts, perhaps actively participate in orphan
wal | reduction efforts.

It's already being used in sone states.
And | agree orphan walls are an issue that we need to
address, but, you know, let's look at this in a
reasonabl e manner.

Q And your final direct recommendati on
limting additional reporting and certifications, can
you pl ease explain that to the Conm ssion?

A. So the proposed new registrati on and

ownership certification requirenents are overly broad,
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| i kel y unworkable in practice and risk di scouraging
executive nmobility and capital investnent. Any
owner shi p- based di sclosure should be limted to
current control parties with material decision-making
authority and based on known verifiable records.
So | know you can -- you know, you can
go to state websites or whatever and | ook to see if
sonebody has conpliance issues or not, but it's not
t hat easy.
Q And that conpletes your direct testinony.
|"d like to nove on to the rebuttal testinmony with the
time we have left, starting with slide 75.
Can you pl ease wal k us through your
overarching concerns with the applicant's application?
A. So, one, analysis of what the |egislative
finance conmmttee report actually states and
recommends, as conpared to the applicant's
characterization, is an issue | have. The applicant's
m scharacteri zed margi nal tenporarily abandoned and
orphan wells as high risk and difficult to manage with
no future benefit.
And third, the applicant's proposals
ignore oil field innovation.
Q Now let's walk through what the | egislative

finance conmttee report actually says and recommends.
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What di screpancies do you see between what the LFC
report says versus what the applicant says it says?

A. Well, this is what | appreciate when you
encourage everyone to read that report fromfront to
back.

But the LFC report recommends a | ower
threshold for | ow producing wells. And the applicants
proposal under the new definition of marginal well,
proposes the report acknow edges the need for
flexibility in assessing future potential of wells.

It confirms the |ack of authority to make margi nal
wel | financial assurance category.

The report confirnms the | ack of
authority to deny well transfers if determ ned the
buyer is unlikely to fulfill plugging, abandonnent and
reclamation obligations. The report recomends a
narrower definition of orphan wells than applied and
recommended by the applicant and agency w tnesses.

And the LFC report narrowy defines a
narrower definition of orphan well underm nes
applicant's reliance on OCD s master orphan well 1ist,
whi ch captures wells beyond those the state has
pursued or obtained plugging authority for.

Q Okay. Next slide, dealing with applicant's

characterization. How did applicants m scharacterize
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mar gi nal, tenporarily abandoned and orphan wells as
high risk and difficult to manage with no future
benefit?

A. Well, marginal inactive wells tend to be | ow
ri sk and can be managed wi t hout environnent al
I ncident. So, tenporarily abandoned wells can be
easily reactivated and | ower risk than active
produci ng wells. They don't have flow punps,
everyt hi ng goi ng on.

Mar gi nal, tenporarily abandoned and
I nactive wells present future benefit beyond
production or injection.

Q And on your next slide, you know, oil field
i nnovati on?

A. So these are just sonme of the things. You
know, we've tal ked about water flooding and EOR, but
CO2 huff-and-puff projects, stinulating existing wells,
carbon capture and sequestration, and so nuch nore.

Q Okay. Now let's talk about sonme of the
| ssues you have with applicant and OCD s position that
current financial assurance requirenments are
| nadequat e.

VWhat other factors do you think were
ignored in their testinony, and how can you | ay that

out for the Conm ssion today?
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A. If you |look at the history and what's
happeni ng, | believe bl anket bonds function as
i ntended. I ndustry can plan, abandon, renediate wells
faster and cheaper than OCD, underm ning applicant's
and agency's reliance on LFC averages.

And that's not to say that industry is
not going to have wells that are going to be super
expensive to plug and renediate, too, but this is in
general. And OCD often wi nds up taking the worst of
t he worst.

Operators should not be held to a
standard or accountable to the public for cost
overruns until OCD s procurenent systemis renedi at ed.
This was noted. You know, and |I'd say across the
board, even throughout different states, but analysis
of reclamation cost clains and existing SLO | ease
surface i nprovenent damaged bond requirenents, you
know, we do a lot of these, but if they can vary
dramatical ly.

The reclamation fund is ignored, and
it's there for a reason. |t should be used. Miltiple
st atew de econom c and policy consequences wll flow
fromthe proposed changes. Financial assurance
I ncreases actually create the risk of premature

plugging. So this is premature plugging of many wells
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that are viable and hold value for the state.

Q OCkay. And noving on to slide 80 with your
recommendati ons for alternatives the Conm ssion m ght
consider. Can you wal k us through sone additional
financi al assurance recomendati ons for the
Conmmi ssi on?

A. So it would encourage a phased or risk-based
assurance -- phased or risk-based assurance increases,
flexibility tied to well risk and operator conpliance
history. So that was one of the things that | saw
really ignored, is, you know, how are we defining the
ri sk of these wells, other than they're not producing
or they're marginal

Refining targeted enforcenent
mechani snms, instead of discarding the tools that they
al ready have. Enhanced reporting or certification for
I nactive wells only, using reclamation fund as
desi gned.

| think there's been bipartisan support
has been shown for relying on proven val ue of reserves
and other things. So there's a lot that should be
consi dered here.

Q Let's nove on to the plugging and
abandonnent analysis in your recomrendation. What

recommendati on and responses would you like to | eave
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the Comm ssion with?

A. So, just to recognize that shortening
conpliance wi ndows and converting periods of
I nactivity into near automatic plugging or fornal
tenporary abandonnment filings renoves operationa
flexibility.

So when you start, you know, sequence,
re-conpl etions, coordinating and gat heri ng,
conpression, all these different things that can cone
into play tend to get ignored. And, you know,
pl uggi ng not tied to actual nechanical or
wal | -specific risks showing a need to plug underm nes,
you know, the act and conservati on mandat es by
forecl osi ng otherw se prudent, near-termreactivation
pass and pad | evel optim zation. So, you know, it's
going to result in plugging viable wells.

Q Okay. And with respect to approved
tenporary abandonnment and the definitional changes
proposed, how woul d those changes affect P&A, starting
with the changes to the approved tenporary abandonnment
definition?

A. | would reject OCD s assertion that the
proposed definition expansion sinply provides clarity.
That fram ng omts practical effect of collapsing

di stinct concepts into a single defined status
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tethered to conpliance.

As witten, the definition would allow
tenmporarily abandonnment exploration to be equated with
br oad non-conpliance and then cascade into plugging
obligations. That's not clarity so nmuch as a
definition driven mandate that automatically converts
routine conpliance | apses into plugging obligations.

So where consistency i s needed across
parts, harnonize reference w thout inporting new
outcone determ native | abel s.

Q GCkay. And then on your next slide, you
di scuss expired tenporary abandonnment. What about
t hose changes to the expired TA definition?

A. Well, OCD, again, suggests that this
amendnent merely codifies an adm nistrative shorthand.
But the phrase "no |onger conplies” is vague and coul d
enconpass anything from m nor reporting delays to
mechani cal integrity questions. So trivial to
significant, this would create an automatic
recl assification of wells based on incidental or
easily correctable issues leading to arbitrary
enf orcenent .

And OCD al ready adm ni strates
tenporarily abandonnment through the code. By tying

expiration to broad non-conpliance, the definition
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woul d function as an overbroad definitional trigger,
which it could automatically force premature plugging
again on wells that remain nmechanically sound and have
future devel opnent potenti al.

Q Okay. Now, on your next slide, you have a
recommendati on with respect to marginal well. Can you
wal k the Conm ssi on through that, please?

A. So, again, adding the definition of marginal
wel |, you know, based on ny experience, you know, the
proposed definition of marginal well would capture
production in productive and viable wells and
m sclassify them So many wells that fall below the
t hreshold there serve critical operational rules, |ike
| ease retention, reservoir managenent, and so forth,
as we've noted.

The LFC report recomends that OCC adopt
a definition of |ow producing wells producing |ess
than 750 BOE annually or about 2 BOE per day. So for
these reasons outlined in ny direct testinony, the
term " marginal" should not be defined due to the
unf oreseen and w despread consequences that nodifying
the term m ght have.

But if the definition nust be assigned,
| believe at |least the LFC report's recomendati on

t hreshol d of | ow produci ng should be adopted if deened
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absol utely necessary. And again, | don't think it's
necessary.

Q Thank you. We're al nost done with your
slides. But slide 85 concerning the tying of waste
prevention requirenents to the beneficial and inactive
well list, were there any notes on how the proposals
were interconnected and related that you want to
hi ghlight for the Comm ssion as it relates to your
overarchi ng concerns with waste?

A. So the OCD reports that change needed to be
consistent with the changes proposed. You know, by
tying this directly to the new presunptions of no
beneficial use, you know, under 19.15.25.9, OCD is
effectively hard-wiring flawed threshol ds and
procedural determ nations into an inactive wel
framewor k. The Comm ssion should reject the proposed
amendnments as drafted.

If an inactive well list is to be
mai nt ai ned, wells should be added only after
case- by-case evaluation of risk and beneficial use,
not automati c consequences of failing arbitrary
production or injection |evels.

At a mnimum the rule should all ow
operators to denonstrate beneficial use before

production vol unes and shoul d preserve OCD s
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di scretion.

So linking conpliance to registration
and financial assurance approvals, operators who fall
even tenporarily out of conpliance with plugging or
flaring requirenents could be barred fromregistering
or transferring wells or fromrel easi ng assurance.

Faced with such uncertainty, and this is
significant when | say uncertainty, nmany operators
w Il choose to plug wells rather than risk regul atory
deadl ocks or conpliance or enforcenent.

Q And that al so pronotes waste, correct?

A. Absol utely.

Q Al right. So what other the proposals
create the risk of waste via premature plugging,
according to slide 86 of your exhibits?

A. So, at a high level here, the expanded
definition of marginal and inactive wells, the
shortened conpliance w ndow under 19.15.25, 90 days to
30 days after 12 nonths, elimnation of risk-based
i ndi vi dual well assurance requirenents and bl anket
bonding alternatives, going to this $150, 000 per well
bond, market realities of the surety industry, and
we'l | have an expert tal k about this, but even having
that industry do this -- and I'"mnot, you know, a

surety expert, but |1've had to get a | ot of bonding
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for a lot of different operators. And then reducing
the current 15-nonth tineframe for a well in

i nactivity to 13-nonth inactivity, those are those
general things that |I'm concerned wth.

Q Okay. And the final slide of your rebuttal.
What are your closing remarks and concl usions for the
Comm ssion, M. Arthur?

A. And |I've been in the regul atory environnent
since the 1980s. 1've devel oped federal regulations.
|"ve helped states with their regulations in a variety
of cases. And, you know, what concerns ne when | | ook
at sonme of this is, the | ongest producing well in
America is in Pennsylvania, you know, if that well was
i n New Mexico, it would have to get plugged.

The first well drilled in Tul sa,
Okl ahoma, was drilled in 1901. It's still produces
today. It's produced over a mllion barrels of oil,
produces about a quarter to half a barrel a day. And
they're able to do that because the guy who owns the
well, it's on his ranch, he wal ks out about 100 yards
every day and flips the punp on for about an hour.

So there's a variety of different things
where every operator isn't the sane, every operator
isn't a shell or Exxon or Oxy. There's a variety of

t hese across the board, and I hope we | ook at that and
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do that.

And | notice | also have heard nmultiple
times the term "bad actors” use. And | 100 percent
agree. | do a lot of expert work for the Securities
and Exchange Comm ssion on fraud cases and so forth.
So |I've worked with the SEC to go after bad actors.
But it's also the responsibility for -- the OCD
al ready has regulations to deal with those bad actors
and could take those into hand with the regul ati ons
t hat they have.

So | would just say don't unnecessarily
puni sh the small|l operators, don't just assune because
you have marginal wells or inactive wells that those
necessarily are risky. They're all not |ike that,
those wells that the OCD expert that was plugging
| ooked at. So they're all very different. They were
drilled in different times, with different rules and
so forth.

And the potential that we have going
forward is significant, just like the exanple that Oxy
had. And we don't have these one-size-fits-al
decline curves that you can do for all the wells in
New Mexi co and apply that across the board. They're
all different. You re-conplete and the curves change.

And so that hol d-back wi ndow can change 50 tines over
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life of a well.
MR. SUAZO. Madam Hearing Officer, we do
have just a handful of surrebuttal slides to go over.

| don's know if you want us to proceed or if you want

us to --

HEARI NG OFFI CER ORTH: | think proceeding is
good.

MR. SUAZO. G ve us just a second to get
t hat up.

BY MR. SUAZCO.

Q Al right. M. Arthur, you had sone
comments and response to the testinony from applicants
and OCD in this proceeding that you wanted to di scuss
in surrebuttal, correct?

A. Yes. So this first one kind of related to a
comment that M. Purvis nmade, you know, about the West
Texas well, the zonmbie well. Qur firmis actually
doi ng work for the | andowner of that zonmbie well.

But the subject well and multiple wells
in that area were plugged back in the 1950s.
Technol ogy was vastly different, regul ati ons were very
different. | worked at EPA, you know, when we
devel oped the Safe Drinking Water Act anmendnments of
the U.S. U C programto devel op what an under ground

source of drinking water is. That didn't happen
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until, you know, the '80s.

You know, so you |l ook at the things that
wer e done here, people plugged wells as was the
i ndustry standard, as nmaybe if a state had a pl uggi ng
regul ation that they would do that by. But they
certainly didn't anticipate, you know, the fracking
boom or injection or all these different things that
coul d happen in the future.

So those subject wells were plugged back
in the '50s. Regulations were very different.
Lumping old historic wells and standards into newer
well -- into, you know, categories with far newer
wel I's and standards is just wong and i nappli cabl e.

So clains that plugging costs have
I ncreased was another thing that M. Purvis noted.
And I'll say that I"'mcurrently vice president of

pl uggi ng operations for CSR Services, which is a

pl uggi ng conpany. | was part of another one in the
m d-continent. But what |'mseeing fromthat is, you
know, pluggers are -- you know, in sone areas, costs

are going up, and sone areas, costs are goi ng down.
But a lot of it depends on the well and if you're
plugging wells in a forest or next to a house or that
Is 100 years old or in a corrosive environnent.

But what | will say is one |arge
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m d- conti nent plugging conpany plugged |ast year, this
woul d have been 2024, about 1,000, 1200 wells at an
average cost of about $10, 000 per well or under that.
Q And on your next slide, you discuss options
that are alternatives to plugging that are avail able
for these types of wells. Can you walk us through
that, please?
A. So this is this is one exanple, but
certainly there's, you know, state and federally
funded pluggi ng reclamati on prograns, industry groups,
you know, private sector incentives.

But, you know, returning production or
to re-conplete wells for inproved production -- so,
for instance, one of the projects that |I've been
wor ki ng on for |ast several years is short radius
hori zontal redevel opnment of wells. So in this one
case, we're taking wells that were initially
di scovered and drilled from about 1905 to about 1925,
where production had fallen, many of them were
tenmporarily abandoned.

We went in with the operator and started
doi ng horizontal re-conpletions. Productions for the
produci ng wells went from about one barrel oil a day
or less to about 20 barrels of oil a day. That's been

mai ntai ned. And as that operator gains noney from
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t hat production, they do another well that they do the
short radius horizontal redevel opnent.

And so far they've done about 50 wells.
And that's been over the last four years. But sone of
these wells had been shut in, you know, we're talking
about six or eight years, | nmean, decades. So this is
significant.

And |I'I1l just say that if you | ook at
short radius horizontals and the way these are being
done, it's significant. But you look at -- and | hate
to go on here, but if you |look at a | ot of reservoirs,
when we | ook at the amount of reserves that we get out
of those wells through primry production, or even
secondary, it's very small.

And noreover, what we sawin this
particular area with this operator, |'m hel ping and
now we're doing this in a nunber of places, but an
operator will go in and frac a well that nmaybe is a
relatively shallow well and think that the frac, you
know, |ike nodern frac, it's going out horizontally,
when, in fact, it's not going that far horizontally,
it's nostly going up, you know, vertically, and
they're m ssing out on all these other reserves away
fromthe well board. And things like the short radius

hori zontals et themget out to that oil that could be
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ot herwi se produced.

And if you didn't do this, those
reserves would be |ost forever. They wouldn't have
known it. Did they have to take a chance to see if
this would work? Yes. |Is that speculative? Not by
my term Maybe by one of the other experts, but
certainly not by ne.

And there's a lot of other -- this is
one exanple of many things that we're seeing,

I ncl udi ng, you know, chem cal additives and so forth,
you know, for unconventional wells that we've seen

t ake production, you know, nore than double, you know,
by just the way they stinmulate a well.

Q Al right. And noving on to your next
slide, which I think you wanted to address sone of
VWELC s technical expert's testinony, M. Al exander.
What woul d you like to note for the Comm ssion with
respect to his testinony?

A. So M. Al exander essentially dismssed the
fracking boom and | thought that was shocking. Wile
M. Al exander was at Sout hwestern Energy, | was a
consultant to Sout hwestern Energy and worked with
them | didn't work directly with him but a | ot of
peopl e around him

But | was able to argue in
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Pennsyl vani a's Suprene Court on a case noting that
hydraulic fracturing had been around since the early
1900s. And it has. But that early hydraulic
fracturing was using -- you know, dropping torpedoes
with nitroglycerinin themto frac a well on it. And
what you got was very near well bore fracking.

And t hen around 2010, when hori zont al
wells were being fracked in areas |ike the Bakken or
the Barnett, they were single-stage frac jobs wth not
the volunes that we use now, not nulti-stage frac,
none of that. The way we do it, the process, the
sand, all that is very different.

But if you | ook at before the fracking

boom we were arguing this thing, and this was papers

publ i shed all over the place, about peak oil. And the
t hought was, is that in the well, we have reached the
poi nt of peak oil. So oil had peaked, we were going

to start on the decline, it was going to run out and
we were going to be out of oil.

And as a result of the fracking boom
that resulted in, you know, the shale revol ution,
whi ch was the biggest oil boomin our history.

So to dismss that or to say, you know,
that there was no fracking boom and then fracking was

t he same, now | can give you even nore exanpl es.

Page 235

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

One, when we started doing the first
well, a horizontal well, attenpting to frac in the
Bakken, we nmet with Halliburton and one of our
clients. And we said we wanted to do a | arge fracking
job on a horizontal well. Halliburton told us it was
technically infeasible and would cost a billion
dollars. A year later, we fracked that well with
Hal | i burton and they nodified, you know, punps and
stuff onsite, and it worked.

So that use of a rigid definition |ike
"specul ative" also in the context is there's no nore
future potential for older conventional wells in
today' s age, you know. Technol ogy is advanci ng at
exponential pace with Al data centers and mcrogrids
and the need for gas. | nean, what |'ve told people
and |'ve seen in nmuch of the press and peopl e doing
things is we need every nol ecule of energy that we can
get .

If the industry didn't take risks and
woul dn't be somewhat specul ative, there wouldn't be an
oil and gas in the well today. There wouldn't.

Assunptions presented are highly

generalized and |lack real well credibility. So

that's -- I'"'mjust trying to say, like, if we're going
to talk about this stuff, let's be honest and dig into
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the details and not use these generalities.

Q Your last slide, M. Arthur. | think you
want to touch on kind of the potential for technol ogy
bui | di ng on what she just said. Can you pl ease
qui ckly go over this slide, surrebuttal testinony?

A. Sure. So, unfortunately the creativity of
the energy industry and technol ogy advancenents are
often overl ooked, just |ike they were for the fracking
boom But as | noted before the fracking boom the
key predictions were the oil production had peaked
and, you know, we're going to have to find sonething
el se. Then curiosity, creativity and technol ogy
advancenents |led to one of the biggest oil and gas
boonms in history.

It's comon for professionals,
especially university types and so forth, to assess
econom cs based on only limted data that primarily
relies on selective history and general data, w thout
consi deri ng how nuch technol ogy has advanced or actual
details.

So failing to account for creative
alternatives to the normthrough things |Iike applying
t echnol ogy advancenents can yield findings that are
sinply m sl eadi ng and short-si ght ed.

MR. SUAZO. All right. M. Arthur, thank
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you so nmuch for your testinony today.

Madam Hearing Officer, that concl udes
our direct rebuttal and surrebuttal. At this time,
NMOGA woul d nmove to admt the direct testinony of
M. Arthur, its Appendix A, M. Arthur's rebuttal
testinmony and its Appendix A. The two denpnstrative
exhi bits used for the sunmary of his direct
exam nation and surrebuttal testinony to the record.

HEARI NG OFFI CER ORTH: "1l pause for a
nonment in the event there are objections.

They're adm tted.

MR. SUAZO:. Thank you.

(Adm tted: NMOGA Arthur Direct
Testi nmony/ Appendi x A, Rebutt al
Testi nony/ Appendi x A.)

HEARI NG OFFI CER ORTH: We will need a break
bef ore public comment. So let's come back at 10 of
4:00.

(Recess held from3:35 to 4:00 p.m)

HEARI NG OFFI CER ORTH: We are on day seven
of the hearing in OCC 24683 regardi ng well plugging
and financial assurance.

We' ve reached anot her public comment
session. We have public commenters in the room and

public commenters online.
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Just a few things about public comrents.
One is, | will ask you to state and spell your first
and last nanme. | will ask you, pursuant to the
Comm ssi on rul es, whether you swear or affirmto tell
the truth.

And | will ask you to keep your oral
comments to three mnutes. |f you have nore to say
than that, please submt your witten public coment
to Sheil a Apodaca, there at the back of the room
Her e-mail address is in the public notice.

Let's see. Doug Meiklejohn, | saw you
cone into the roomfirst. [|f you would join us up
here at the w tness stand.

Well, would you state and spell your
first and | ast nane.

MR. MEI KLEJOHN: Thank you. First nane is
Douglas, DO U- G L-A-S. Last nane is Meiklejohn, M
as in Mary, E-I-K-L-E-J-OH N That's all one word.

HEARI NG OFFI CER ORTH: Thank you. Do you
swear or affirmto tell the truth?

MR. MElI KLEJOHN:  Yes.

HEARI NG OFFI CER ORTH: "1l start your tine.

MR. MEI KLEJOHN: Thank you, Madam Heari ng
O ficer.

Comm ssioners, | ama water quality and
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| and restoration advocate for Conservation Voters
New Mexi co. Conservation Voters urges you to adopt
t he proposed revisions to your regulations governing
t he posting of financial assurances for oil and gas
wel | s.

First, you have a responsibility to
protect the residents of New Mexico and the state's
resources by requiring the posting of adequate
financial assurances by oil and gas operators.

Second, fundamental fairness denmands
that if an entity makes nmoney drilling for oil and
gas in New Mexico, that entity should have to pay any
cl eanup cost required after the drilling is finished.

Third, the current regul ations do not
provide that required protection. In the |ast
approximately five years, about $100 billion in
public noney, in state and federal funds, has been
used to clean up abandoned oil and gas wells.

Mor eover, abandoned wells pose serious
threats to New Mexico's groundwater, which is the
source of drinking water for about 80 percent of the
resi dents of New Mexi co.

For these reasons and the reasons
provi ded by the petitioners and their w tnesses,

Conservation Voters New Mexico urges you to adopt the
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proposed revisions to Section 19.15.8 New Mexi co
Adm ni strative Code.
Thank you for your consideration.
HEARI NG OFFI CER ORTH: Thank you,
M. Mei kl ej ohn.

The other person in the roomis Signa
Larralde. |If you would state and spell your first
and | ast nane.

Ms. Larralde: Sure, nmy first nanme is Signa,
S-1-GN-A Last nane is Larralde, L-A-R-R-A-L-D-E.

HEARI NG OFFI CER ORTH: Thank you.

Do swear or affirmto tell the truth?

Ms. Larralde: | do.

HEARI NG OFFI CER ORTH: |'Il start your tine.

Ms. Larral de: Good afternoon, oil and gas
Comm ssioners. M nane is Signa Larralde. I'ma
retired archaeol ogist. |'m speaking on ny own behal f
in strong support of the proposed bonding rule
changes.

Al t hough New Mexi co has al ready spent
over $100 mlIlion in state and federal public funds
to clean up orphaned and abandoned wells, there are
still over 700 wells to be cleaned up. An additional
4,400 wells are expected to be added to the list in

t he near future.
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Cl eanup costs for existing wells, that's
the current state of wells needing mtigation, are
estimated at $1.6 billion. And that doesn't count to
God only knows how many future wells will be added to
the list if the proposed rule is not adopted. These
figures show why changes in the bonding rules are
necessary.

The public did not |eave the | andscape
in this mess. That was the oil and gas industry. |
have spent considerable tinme in both the Perm an
Basin oil fields and the oil fields of Northwestern
New Mexico. And |I've seen these sites firsthand.
Thi s abandoned industrial waste is not only a health
hazard for rural and tribal comunities and a blight
on the | andscape, it's a huge cost that industry
shoul d bear as the responsible party.

According to a recent statew de poll
nearly nine in ten New Mexi cans agree, as well as the
State Land O fice and the G| and Gas Division. The
responsi ble party, be it a small independent operator
or a large corporation, needs to supply adequate
bonds upfront for plugging every well they intend to
drill, no exceptions. After all, these are the
parties that reap the profits fromoil and gas

extraction.
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| urge you to vote to adopt the stronger
rules on oil and gas bonding in their entirety.
Thank you for the opportunity to coment on this
i nportant rul e change.
HEARI NG OFFI CER ORTH: Thank you,
Ms. Larral de.
As Sheila, can you pull up Julia
VWi ppl e?
Ms. Wi pple, would you state and spell
your first and | ast nane, please.
MS. VWHI PPLE: Julia Wipple, J-UL-I-A
WH-1-P-P-L-E.
MS. FEMALE: Do swear or affirmto tell the
truth?
MS. VHI PPLE: Yes.
HEARI NG OFFI CER ORTH: All right, "Il start
your tinme.
MS. WHI PPLE: Thank you. M nane is Julie
Wi pple, and | grew up in San Di ego, California.
spent 12 years in Sierra Vista, Arizona. And |'ve
lived the last 16 years here in Artesia, New Mexico.
While living in Artesia, ny famly has
enj oyed the natural wonders here in the Southeastern
New Mexico area, to include the Pecos River, Sitting

Bull Falls, and Carl sbad Caverns.
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| earned a bachelor of arts degree in
mul ti ple subjects fromthe University of Redl ands in
California, and |I've taught all ages fromearly
intervention with CARC, to K through 5 classroom
teaching, tutoring all ages, college-level teaching
for seven years.

Here in Artesia, | ran our |ocal Meals
on Wheels program The non-profit programis not
only blessed with financial support fromlocal oil
and gas conpani es, but many enpl oyees spent their
| unch breaks hel ping deliver neals. The Artesia
Meal s on Wheels programruns entirely on donations
and volunteers deliver all the neals. Currently, |
work in real estate.

Al t hough no one in ny famly currently
works in the oil and gas industry, we have al
enj oyed the many benefits of living in this area and
t he support local oil conpanies have given our
community. Four of ny 12 children have benefited
from schol arshi ps in support of educational and
recreational progranms through generous donations from
| ocal oil and gas conpanies. | have one daughter who
graduated from UNMw th zero debt.

The oil and gas noney produced here in

sout hern New Mexi co supports the entire state.
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Overregul ation of the industry will cause the econony
and Artesia to collapse. In the time |I've lived here
|'ve had good friends nove to Texas because the
conpani es they work for have noved their
headquarters. Qur |argest building here in town
nearly enptied when EOG noved their main operations
to Texas.

If the oil and gas industry in
New Mexi co col |l apses due to over regulation, our
smal | city, along with many other rural economes in
sout hern New Mexico wll be devastated. Many wil |
| ose their jobs and inconme even if they aren't
working in the industry. The generous conpanies in
our area sponsor many conmmunity events and give our
cCity great support.

| ask you to consider nme and famlies
| i ke mi ne when you decide on the future and the
regul ations of the oil and gas industry. Thank you
for your tine.

MS. FEMALE: Thank you, Ms. Wi ppl e.

We have Paul ine Hovey. Ms. Hovey, can

you unnute yourself.
M5. HOVEY: Yes. M nanme is Pauline Hovey.

l"'ma citizen --

HEARI NG OFFI CER ORTH: |'m sorry. Hold on
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one second. | have to ask you to spell your first
and | ast nane.

MS. HOVEY: Pauline, P-A-U-L-1-NE. M |ast
name is Hovey, HHOV, as in Victor, E-Y.

HEARI NG OFFI CER ORTH: And you swear or
affirmto tell the truth?

MS. HOVEY: | do.

HEARI NG OFFI CER ORTH: "1l start your tine.

MS5. HOVEY: COkay. Thank you.

So ny nane is Pauline Hovey. I|I'ma
citizen, resident and taxpayer here in New Mexico. |
al so happen to be a Christian who cares for our |and
and our neighbors. And | know that for the nost
part, we New Mexicans are not weal thy people. Mny
of ny fellow New Mexicans live on limted incones,
barely affording to pay their nmonthly bills.

For me, it's unconscionabl e and
unet hical that we, the taxpayers, would bear the
brunt of cleaning up after oil and gas corporations
that profit imensely fromdrilling in our state. |
believe it's absolutely necessary that we require
t hese conpani es not only clean up after thensel ves,
but al so handl e any additional costly nesses and
ensure that their projects will not create any

negati ve consequences, such as pollution and
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envi ronmental hazards to our state. To ne, that's
just commmon sense, not asking for overregul ation, but
that they take up their responsibility.

In the interest of all New Mexicans, |'m
urging you to please nodernize and i ncrease the
bondi ng i nsurance and cl eanup rules to require that
all oil and gas conpani es who do busi ness in our
state step up and be responsible for their actions
that adversely affect our health, our financial
situation, our |and and our natural resources.

Pl ease do not back down on this. Don't
|l et them wal k away from any harm or nesses they
create. Let's increase the bonding insurance and
let's take care of all New Mexico and all of
New Mexi cans. Thank you.

HEARI NG OFFI CER ORTH: Thank you, Ms. Hovey.

Do we have Ava Curtis.

MS. CURTIS: Yes.

HEARI NG OFFI CER ORTH: Hello. Wuld you
spell your first and | ast nane?

M5. CURTIS: So that's going to be A-V-A and
then CGU-RT-1-S.

HEARI NG OFFI CER ORTH: Do swear or affirmto
tell the truth?

MS. CURTIS: | do.
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HEARI NG OFFI CER ORTH: |I'Il start your tine.
M5. CURTIS: Thank you.

Good afternoon, Chair, Conm ssioners.

My nane is Ava Curtis. |'m speaking today on behalf
of nyself as a resident of Al buquerque and on behal f
of the Rio Grande Chapter of the Sierra Club as a
menber in strong support of the proposed bonding rule
changes.

Ri ght now, oil and gas corporations can
drill dozens or even hundreds of wells in New Mexico
whi |l e posting bonds that cover only a fraction of the
cost. The legislative finance commttee found
pl uggi ng to cost an average of over $160, 000 per well
and some costing as nmuch as $700, 000 per well.

Because of the outdated bondi ng rul es,
the public is left paying to plug wells to prevent
themfromreleasing toxins into the air and water.

In the last five years, over $100 nmillion in public
funds, state and federal, have been spent to clean up
abandoned wells. Sinply put, this is not the
responsibility of the New Mexico taxpayers.

We still face up to $1.6 billion in
future cleanup costs. Consider what $1.6 billion
coul d provide for New Mexi cans and for our

comuni ti es.

Page 248

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

These abandoned wells don't just create
financial risks. They're dangerous. The nethane and
toxins leak into the air and into our groundwater,
harm ng wildlife and public health, especially in
rural and tribal communities.

Air quality is critical to our health.
Air pollution harns us all, not just leading to
respiratory problens, but other |ess comonly
associ ated problenms with air pollution, including
neur ol ogi cal di sease.

New Mexi cans deserve safe, clean air,
and we don't deserve to be left with a nassive $1.6
billion cleanup bill when these oil and gas conpanies
make billions of dollars every year.

These rul e updates are a chance to
finally align policy with common sense. Pl ease vote
to adopt stronger bonding neasures. Let's protect
our air, water and wallets and make sure that no one
gets to profit off of New Mexico while |eaving the
t axpayers to clean up their ness. Thank you.

MS. HOVEY: Thank you, Ms. Curtis.

s there anyone el se on the platform who
would like to offer public coment? | see Alicia.
Can you unnute yourself? Alicia. It mght help to

press control-shift-Mto unnute.
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Al right. 1Is there anyone el

se on the

pl atform who would like to offer public comrent

during this session? Qur next session is 9
t onmor r ow nor ni ng
Alicia, let me encourage you t

unnuting and to join us either at 9:00 o' cl

MS. BOVHOFF: | think |I did. All
don't know how. | think I did command-shif
sonet hing. Anyway, | was trying everything
just because |'mhere, |'ve been |istening
and | just wanted to throwin ny two cents.
listening to all the experts, | think that'
all 1 have to offer, is two cents.

HEARI NG OFFI CER ORTH: Hol d on, ho
need to spell your first and | ast nanme for

transcript.

00 a.m

0 work on

ock.

right. |

t-M or

| could

al | day,
Af ter

s really

| d on. |

t he

M5. BOWHOFF: It's Alicia, A-L-1-CI-A And

nmy |last nanme is Bomhoff, B, as in boy, O M

HEARI NG OFFI CER ORTH: Do swear or
tell the truth?

MS. BOVHOFF:  Yes.

HEARI NG OFFI CER ORTH: All right.
you. I'Il start your tine.

M5. BOVHOFF: |I'mlistening to thi

heel s of listening to days of water quality

H O F-F.

affirmto

Thank

s on the
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Comm ssi on testing Zoom neetings, about the
governor's recent decision to let the oil and gas
conpani es dunp fracked water in New Mexico's

wat erways. And |'ve been kind of sick about that
ever since.

And this cones on the heels of that and
contributes to it, especially since, you know, again,
really what we're |looking at is the health of the
residents of the state of New Mexico ultimtely.

And even though M. Wallace [sic] says
that, you know, you can't tell if his well is going
to cost $150, 000 or $1, 000, he does admit that the
oil and gas industry has had the | argest boomin
hi story recently, with all of its drilling and
fracki ng.

And, you know, Biden said no nore fossi
fuel s and yet went ahead and made us the | argest
producer of fossil fuels on the plant. On the
pl anet .

So we are now heating Europe, and Trunp
wants to heat India, and we're cooking ourselves in
the process. And M. Wallace, in spite of this, you
know, wonderful boom this econom c boom doesn't
make any nmention of the environnmental costs of this

boom in fracking and oil production. |It's not hard
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to see that every year it gets hotter and hotter.

And, you know, ny 84-year-old aunt's air

conditioner just broke. It's $6,500 to replace.
Luckily, 1 live in Taos, New Mexico, where | don't
need an air conditioner, and | live off the grid and
sun heats ny house. | don't actually use oil,

although I do use a little bit of propane for ny
st ove.

But, | nmean, we live in a solar state,
and there really is no reason for us to continue
polluting at this rate when New Mexi cans' health is
really at stake. And | think we | earned during
COVI D, you have to put health before wealth. And
j ust because the oil i1ndustry m ght sponsor sone
events, does not outweigh themtaxing people for the
cl eanup that they've already caused that needs to be
done. And what about the future deterioration of our
climate, our water, and the things that we really
rely on to nake our lives beautiful?

And |'m just disgusted with the oil and
gas industry not being held accountable. And, you
know, M. Wallace was kind of convincing. You don't
want to charge people too nmuch and di scourage
business. Well, if they' ve had this giant boom |

think they can afford to clean up after thensel ves.
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O, like what he nentioned in Col orado, go sonmewhere
el se. Keep ruining Texas. |It's already pretty bad.
Nobody car es.

They all want to | eave Texas and cone to
New Mexico. Why? Because New Mexico is still nice.
But if you kind of ruin one state after another,
especially one that could be conpletely solar, it's a
sad, sad thing that's happening. So | just wanted to
add that two cents, and thank you for listening. And
| just am hopeful for a future where we really do go
solar in New Mexico and we do di scourage pollution of
our water and our air.

And, you know, New Mexico's has a | ong

hi story of being a dunping ground for nuch worse

t hi ngs, |ike depleted uranium and nucl ear waste. You
know, | nean, sonebody has got to finally say enough
I's enough and turn this thing around. It's possible.

It's possible.
HEARI NG OFFI CER ORTH: Thank you,
Ms. Bomhof f.

s there anyone else on the platform
who's here to offer public coment? The next session
Is at 9:00 in the norning. |If you have dialed in on
your phone, you can press star 5 to raise your

virtual hand.
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Collin Underation. Let's see here.

MR. UNDERATI ON: Good afternoon.

HEARI NG OFFI CER ORTH: Hello. Wuld you
spell your first and | ast name pl ease.

MR. UNDERATI ON: My first nane is Collin,
C-OL-L-I-N.  And ny |last nane is Underation,
UNDERAT-1-ON.

MS. BOVHOFF: Thank you. Do swear or affirm
to tell the truth?

MR. UNDERATI ON: | do.

MS. BOVHOFF: Al right. 1'Il start your
time.

MR. UNDERATION: All right. | just wanted

to express ny concern for the proposed rul e change.
| worked for a small oil and gas conpany in Sout heast
New Mexico, and while | do support responsible
producing, I'mafraid that these rules are going to
affect the small nmen, the small conpany a whol e | ot
nore than the | arge conpani es.

And | depend on the oil and gas
| ndustry. M fam |y depended on the oil and gas
I ndustry nmy whole life. And | just want to make sure
that the rules are in place for everybody to thrive
in this environnment.

| know that pollution and waste is a big
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| ssue, but we need to make sure that the rules were
put in place don't just drive out the small people
and send all the noney out of state to the |arge
conpani es. That's about all.
HEARI NG OFFI CER ORTH: Thank you,
M. Underati on.
s there anyone else on the platformto
of fer comment at this time? The next session is 9:00
a.m No?
Al right. W will return to the
techni cal case then.
And let's see, M. Arthur, will you join
us at the front of the room here.
Ms. Fox or M. Tisdel.
MR. TISDEL: Yes. Thank you, Madam Heari ng
O ficer.
CROSS- EXAM NATI ON
BY MR. TI SDEL:
Q Hello, M. Arthur. We net earlier, but I'm
Kyle Tisdel. I'mwth the Western Environnental Law
Center, and | represent the applicants in this case?
A. Good to neet you.
Q And thank you for your testinony today.
You filed direct and rebuttal testinony

in this rul emaki ng on behal f of NMOGA, correct?
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A. Correct.

Q Do you have the direct and rebuttal
testinony avail able and with you?

A. Yes.

Q Great. And you're the author of that
testinony, correct?

A. Correct.

Q D d anyone else help you prepare the
testi nony?

A. Yes. | had other people with ny firmthat
assi st ed.

Q Okay. Have you reviewed and are you
famliar with the applicant's proposal and the subject
of this rul emaking?

A. | think so, yes.

Q And have you reviewed the pre-filed direct
and rebuttal testinony that's been filed by other
technical and fact witnesses in this case?

A. Not every single one, but |I've read a bunch
of those.

Q OCkay. And | think I heard you say earlier
that you did listen to sonme of the testinony in the
| ast week or so, but maybe not all of it; is that
correct?

A. Right.
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Q Okay. Let's begin with the expertise that
you're offering in this rulemking. You're the
founder and president and chief engi neer of ALL
Consul ting, and you've been doing that for over 26
years; is that correct?

A. Yeah, 27 years.

Q Geat. And you're a registered professiona
engi neer in 36 states, including New Mexico?

A. Correct.

Q But you don't live in New Mexico; is that
right?

A. | do not.

Q And through your engineering and consulting
practice, you describe being an expert w tness on nore
than 2,500 dockets and nore than 100 |itigation cases;
is that right?

A. Yes.

Q Quite prolific. You nust be very busy. By
nmy |awer math, that's over 100 cases a year for your
time as a consultant. Does that sound about right?

A. It depends. The dockets | refer to are,
| i ke, hearing dockets at various different states. So
some of those can occur in many dockets in a single
day, for instance.

Q How many cases or dockets are you
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participating in right now?

A. Six or seven cases.

Q OCkay. You're not an attorney; is that
correct?

A. Correct.

Q So while you're not offering your expert
| egal opinion, based on your testinony, you are
famliar with New Mexico's G| and Gas Act and
rel evant provisions of the admnistrative code as it
pertains to oil and gas operations in the state; is
that correct?

A. Cenerally. [|'mnot the super expert in
every single detail. But yes, |I'mthe nerdy technical
guy.

Q You did go through those provisions pretty
extensively in your direct and rebuttal testinony as
well as in your summaries so far.

A. So | sure tried to.

Q Throughout your direct and rebuttal
testinony, you referenced the data, statistics and
anal ysis fromvarious sources, including energy
i nformation adm ni stration, the New Mexico |egislative
finance commttee, as well as evidence provi ded by
applicants in their direct, anong other evidence; is

t hat correct?
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A. Yes.

Q Going through your testinony, | didn't see
any independent data or statistical analysis that was
i ncluded; is that correct?

A. Yes.

Q D d you include any independently prepared
tabl es or graphics or calculations in your testinony?

A. | did not.

Q | also didn't see a list of materials that
you relied upon when form ng your opinion in this

case; is that correct?

A. | believe that's correct. Can | take a | ook
her e.
Q Certainly.
CHAI R CHANG. Just for ny benefit, could you
repeat the question? | just mssed it.

MR. TISDEL: Yeah. | asked whether he
| isted any naterials that he relied upon in formng
his opinion in the case.
CHAI R CHANG. Thank you.
A. Yeah, it does not appear that we included
t hat .
Q So your commentary in this case is based on
appl yi ng your general expertise in the field to the

work of others in this case; is that correct?
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A. 1'd say in general, yes.

Q OCkay. Geat. Part 25 NMAC invol ves the
pl uggi ng and abandonnment of wells with the general
idea that after a certain amunt of time, an inactive
wel |l either needs to be plugged or it needs to go into
tenporary abandonnment status; is that about right?

A. Yes.

Q And under current rules, there's no
limtation on the ampunt of time that a well can sit
I n tenporary abandonnent, or TA, status; is that
right?

A. Essentially.

Q Indeed, there are many wells that have not

produced any oil and gas for decades, but they're

still on that tenporary abandonnent list; is that
correct?
A. | would say, yes, that's generally the case

t hr oughout the country.

Q And currently, the terns "beneficial use" or
"beneficial purposes” appear throughout the rules, but
they currently don't have a definition in New Mexico;
Is that right?

A. Correct.

Q And OCD has proposed to define these terns
at what would be 19.15.2.7B(7) NMAC. And that
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proposed definition has been adopted by applicants; is
that right?

A. | don't have all the nunbers nenorized, but
| believe I know what that is.

Q It's just the definition, a proposed
definition of beneficial use and beneficial purposes.

A. | just would like to -- could we pull that
definition up so | can see.

Q I'mnot going to probe into that. [It's just
t he general proposition that a definition doesn't

currently exist, but it's being proposed --

A. Yes.
Q -- in this process, right?
A. Yes.

Q Al right. For purposes of Part 25, OCD has
proposed and applicants have adopted a presunption of
no beneficial use; is that correct?

A. Yes.

Q And that presunption includes a rebutta
presunption that a well is not capable of beneficial
use if in a consecutive 12-nonth period, the well has
not produced for at |east 90 days and has not produced
at least 90 BOE; is that right?

A. | believe so, yes.

Q And | know you said earlier that you didn't
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hear all the testinony, but did you hear the testinony
of OCD Deputy Director Brandon Powell in his
suggestion to drop the days of production threshold
fromthis presunption?

A. | did not hear that testinony.

Q Okay. And so | assune you also didn't hear,
you haven't tal ked to counsel about M. Powell's
description that the days of production criteria could
be easily mani pul ated and that production threshold
al one was sufficient?

A. We did not discuss.

Q Now I'mgoing to go through a few provisions
of your direct and rebuttal. | will quote back to you
where appropriate. I1'mgoing to try to avoid putting
it up on the screen, just to save us all the tine. |If
you want nme to pull it up, I'd be glad to, but |I'm not
trying to parse your specific words. |'mjust using
t hose as general references. GCkay?

A. | tend to prefer seeing it, if that's okay.

Q Sure. |If you need themafter |I'm describing
them just let nme know if that doesn't sound right or
I f you want to actually |ook at the | anguage. Okay?

A. Ckay.

Q Al right. So at page 8 of your direct

testinony you state, and | think you stated earlier
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today as well, that the 90-day criteria are too rigid
and that operators may intentionally shut in wells for
ext ended periods, often exceeding 12 nonths. And then
you list a nunber of reasons why that m ght be the
case. Does that sound right?

A. Yes.

Q Do you still stand by that statenent for
pur poses of the 90-day production criteria?

A. | do.

Q And your testinony, | think | heard you say
earlier today, is that that 90-day period should be
extended to five years; is that right?

A. That woul d be reasonabl e.

Q Okay. Even in light of M. Powell's
description that such criteria at that |evel could be
easi |y mani pul ated by industry and that the production
t hreshol d alone is sufficient?

A. | didn't hear his testinony, so | can't
comment on that.

Q But can you comment on the sort of your
recommendati on of five years versus that
recommendati on that the days of production be dropped
fromthe beneficial use definition?

A. | think | already talked about that in ny

direct testinony that we just tal ked about. But 90
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days is a very short window. | can concur that there
may be experiences where you have wells that you don't
want to maybe extend to that degree. But that's just,
|'d say, an unreasonabl e w ndow.

Q Okay. So focusing just on the 90 BOE
production threshold, that's just 0.25 BOE per day; is
t hat correct?

A | didn't do the math, but that sounds about
right.

Q Okay. And in your direct testinony, you
tal k about sort of stripper wells as being a category

of well that's sort of recognized both in New Mexico

and nationally as a | ow producing well, correct?
A. 1'd say that's reasonable to categorize it
t hat way.

Q And a stripper well produces 10 BOE per day
or less over a 12-nonth period. Does that sound |ike
the right definition?

A. There are nmultiple definitions across the
country, but that's generally one, yes.

Q And the I OGCC tal ks about that definition;
Is that right?

A. They do. And they had a report that cane
out on that. But again, it can vary.

Q So for conparison, a stripper well is
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defined as anything |l ess than essentially 3,650 BOE
over a year. And the rebuttable presunption for no
beneficial use being proposed is just a fraction of
that 90 BOE per year; is that correct?

A It's a portion of it. But | wll also say
that | know viable wells is the exanple that | gave
t hat had been producing even a quarter barrel a year
for 100 years.

Q Okay. And for even a well that's producing
| ess than this very small anpunt, under applicant's
proposal, an operator still has the ability to rebut
t he presunption of no beneficial use and thus avoid
t he plugging of that well; is that correct?

A. Technically, that's avail able.

Q And you've identified even the type of
criteria that could be provided to rebut that
presunption, and that could be provided to OCD
correct?

A. Yes. And that on a nulti-well basis could
be a significant overhead cost to any operator. And,
you know, so with considering that just because it's
| ow producing, it's non-econom c or whatever,
that's -- you know, what's partially driving sone of
this as opposed to, you know, not necessarily com ng

to a specific assunption.
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Q Each drilling permt conmes wth the
expressed obligation that the operator plug and
abandon that well at the end of its life; is that
correct?

A. | believe so, yes.

Q And unfortunately that doesn't al ways
happen, do you agree?

A. Over what tinme franes are we tal king about?
So are we're tal king about current drilling permts?
Are we talking drilling permts that were issued in
1928 when the first well was drilled in the New Mexico
Per m an Basi n.

Q I'mtal king about the general idea that
or phan wel |l s exist.

A. So right now, so the permts right now,
there's orphan wells that exist. But just |ike sone
of the coments that we had about this, the costs of
pl uggi ng that have gone on -- right now, this is -- a
| ot of those wells are old wells that were abandoned
by operators a long tine ago. Just like the exanples
that the OCD gave, the nunber of wells that get -- you
know, it's not just across the board. So there's good
operators, maybe there is bad actors and all that.

But so yes, that does happen.

' mdealing with another litigation case
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ri ght now where there was a bad actor that did exactly
that. But by and large -- again, renenbering that

95 percent of the wells are plugged by private

I ndustry.

Q But you agree that the OCD nmaintains an
orphan well list? So there's a list of wells that
have been abandoned by their operators, correct?

A. There have been, yes.

Q When an operator decl ares bankruptcy or
ot herw se wal ks away from their plugging obligation,
those wells are referred to as stripper wells. Yes?
Excuse me, correct that. Those wells are referred to
as orphan wells, correct?

A. Right, | would generally say that. But I
woul d of fer something within the context of that, that
there are bankruptcies. There are conpanies that go
out of business that lose their well.

| wll also say that in that line, that
doesn't nean that everyone that's decl ared bankruptcy
is a bad actor. Nobody expected the price of oil to
shoot down to minus $47 a barrel during COVID. | went
to work for EPA in the 1980s, when oil went down to $6
a barrel, because | needed a job. But there was a | ot
of bankruptcies and a | ot of those bankruptcies were

bi g conpani es.
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So it does happen and the state has a
fund that helps with that. Those conpani es woul d have
been required to have the bl anket bonds and so forth
with that, too. So it's not like there wasn't a
financi al assurance avail abl e and present.

Q You testified earlier today, | think in your
sunmary, and you said, quote, orphan wells are a
problem Do you recall that?

A. Yes.

Q And you believe that's true nationally and
here in New Mexico; is that correct?

A. You can find a lot of stuff on the internet
where |'ve | ooked at problemwells and so forth. And
orphan wells can be a problem O phan wells, 1"l
tell, they can be an opportunity, too. So they can be
a problem

It really depends on assessing those
wells and | ooking at the risks. So to be able to say,
Is every orphan well a problen? | would say no. So
orphan wells can be a problem but in California and
ot her states, they're converting sonme of those wells.
I n Okl ahoma and M ssouri, converting sonme of themfor
geot hermal energy, for long termbattery storage.

Loui siana just= permtted the first

bi o-oil injection class 5 -- converted an orphan well
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to a class 5 commerci al experinmental well for bio-oi
I njection, which was CO2 sequestrati on.

So there are opportunities, but they can
be a problem Sone of them are purging. Sonme of them
have been there for decades and decades and decades
and they have corroded casing, |like some of the
exanpl es that you saw, yes.

Q And I'mreluctant to conflate different
sections of the proposed rules, but for both the
presunption of no beneficial use as well as the
mar gi nal well definition or the denonstration of
putting a well into tenporary abandonnent status, that
is all the type of information that an operator coul d
provide to OCD, correct, that would either justify
that a well has a beneficial use or justify that a
well should be eligible to be in approved tenporary
abandonnment status? Do you agree?

A. So your question was that an operator could
provide, and -- you know, and so what is -- you know,
what is needed to provide.

So if you're a regul atory agency, and
|"ma former regul ator and worked as an expert with

multiple state oil and gas regul atory agencies and so

forth, you know, if | ask an operator, "Well, you
know, you could provide sonme stuff," as opposed to
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hel pi ng them under st and what we need as a regul ator,
it's kind of two different things.

So, you know -- and noreover, you know,
if you're thinking that you're going to, you know,
re-conplete wells or do an EOR project or whatever, |
mean, sonetines |ike the Oxy exanple, that can take a
|l ong time. So you could provide those things that
you're thinking of, but you may say, well, we're
| ooking at three different things, three different
opportunities to be able to see what these -- you
know, what | ooks appropriate, what |ooks like it wll
be the best option for us, for these wells. And it
may turn out that all three of those things didn't
work and they find sonething el se.

Q But the proposed rules allow an operator to
take that information to OCD, correct?

A. They don't prevent it.

Q Indeed, the proposed rul es encourage an
operator to take that information to OCD, correct?

A. They tal k about a lot of information that
can be provided and so forth, which can be a
chal l enge. But they do allow that.

Q So you did testify that you closely read the
LFC report. Did | hear that earlier today?

A. Yes.
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Q And in the summary of the LFC report, it
identifies that OCD has plugging authority for roughly
700 wells, will likely need to plug an additional 1400
i nactive wells, and that there are nore than 3000
wells at risk of being orphaned. Does that sound
correct?

A. Sounds correct.

Q And you don't dispute those nunbers?

A. No. | don't have the LFC report in front of
me, but that sounds -- fromthe i medi ate nenory, that
sounds. ..

Q So according to the LFC, and as you agree,
the orphan well problemin the state is poised to
become worse; is that correct?

A. | would say that there nay becone nore
orphan wells, and -- unless there are other options
for that. But there could becone an increase in
orphan wells based on what was included in the LFC
report.

But | have not | ooked at all of those
wel s and seen what the viability is and so forth.
And | don't know that they necessarily did either.

Q Okay. The LFC also estimates the state's

current and near future liability for well plugging

and site renmedi ati on at between 700 mllion and 1.6
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billion. Does that sound correct?

A. That's what they estimated.

Q And you don't dispute those estinates?

A. | understand that's what's there. | think
that -- | don't think that they considered everything
t hat they should have when they put those nunbers
t oget her.

Q Do you know the current bal ance of the
state's reclamation fund?

A. | don't -- | didn't -- | haven't
specifically | ooked at that, but I want to say it was
like $46 mllion or sonmething |like that.

Q It's 66 mllion, but -- does that sound
right?

A. Sounds about right.

Q Okay. And are you aware that New Mexico has
received 55 mllion roughly in federal grants through
t he orphaned oil programand is eligible for 111
mllion nore in federal grants?

A | am

Q So even with the federal grants, there's a
massi ve gap between the anmount available in the
Recl amati on Fund and the state's near-term pluggi ng
liability? Wuld you agree that's correct?

A. Based on what the LFC assuned, based on
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relatively high plugging rates that doesn't account
for, for instance, sone of the testinony that |
provi ded that both can be plugged for a | ot |ess,
of t en.

Q But you agree that this gap represents a
maj or financial risk to the state?

A. | don't know that | necessarily do agree
with that, because I think that a |ot of what the
st ates have been getting noney for and that you' ve
seen on pluggi ng have been high-risk, wells that did
have exactly like the exanples that the OCD w t ness
showed, was wells that were in significant disrepair
and problenms. And they're all not |ike that.

Q And you testified earlier today that OCD
t akes on the worst of the worst.

A. They often do. But | would also say that
it -- you know, based on ny experience with the state
pl uggi ng stuff, they cannot do things |like sell pipe,
where an operator can, so they're not allowed to. So
there's different things fromboth well-pluggi ng and
site restoration.

So we just cleaned up another site that

| was involved with that had a zero net cost by
|l etting -- by essentially selling all the surface

equi pnment, tanks and punp jacks and all that kind of
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stuff, to offset the actual restoration costs.

So there's -- you know, is there truly
this massive disparity about the potential of what is
going to be needed versus what is actually there? |
don't know that that work has truly been done.

Q Wien a well becones orphaned, it is the
state that plugs that well. You would agree?

A. Are we talking in all cases? So on federal
| and or in, like, tribal land or just like -- | would
say generally it is, but there's also --

Q Exceptions to the rule.

A. There's al so many exceptions to the rule.
So like, for instance, in the state of Texas, a
| andowner can get partial plugging fromthe state,
|i ke half, half of the estimted plugging costs, and
they would take on the other half and plug the well.

There's, you know, conpanies that are
pl ugging walls for carbon credits. There are all
sorts of different things.

Q Here in New Mexico, orphan wells are plugged
by OCD. Wuld you agree with that?

A. Unless they' re plugged by soneone el se. But
that's their -- OCDis the primry.

Q GCkay. And financial assurance operates,

nore or less, like an insurance policy for the state
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in the event that a well becones orphaned? Wuld you
agree with that?

A. 1'd say that's correct.

Q And financial assurance is required by the
Ol and Gas Act, correct?

A It is.

Q So it's then the cost to the state and not
t he operator that is relevant for the pluggi ng of
or phaned wells? You would agree with that?

A. Well, less the anopunt of financial assurance
that that operator had in place.

Q Sure. And according again to the LFC
report, the average cost to OCD to plug a well is
$163, 000. You would agree with the LFC report that
that's what the LFC report stated?

A. That's what the LFC report stated and base
their nunmbers off of, which is, you know -- you
know -- you know, that's like saying I"mgoing to
build the Enpire State Building, I'"'mgoing to build a
small two room you know, shack, and they're both
going to cost the sane.

Q Okay. But that is the average cost for OCD
for their plugging, right?

A. For the plugging that they've done so far on

problemwell, yes. Which is different than plugging
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costs for wells across the board.

Q And so based -- current blanket plugging
financi al assurance for active wells right now,
currently, is set at a maxi nrum of $250, 000 for
operators of nore than 100 wells, correct?

A. Correct.

Q So based on OCD s average cost to plug, that
woul d amount to |ess than two wells plugged, correct?
A. Based on that plugging cost for problem

mles, that's correct. However, as | noted, many
wells don't cost anywhere near that amount of noney to
plug. So, you know, whether it's OCD or an operator,
you know, all the wells don't cost that much. Ckay.

Q You would agree that a well that's producing
a lot of oil or gas doesn't have much near-termri sk
of becom ng or phaned, right.

A. 1've seen wells that had hi gher production
rates becone orphaned. So, for instance, if you | ook
at the nunber of conpanies that went bankrupt during
the COVID pandemic when oil hit mnus $47 a barrel
there were sonme conpani es that went bankrupt that had
hi gh- produci ng wel | s.

In 1982, | was working for a conpany and
Penn Square Bank went bankrupt and every conpany t hat

had, you know, | oans through them got forced into
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bankr uptcy.
You know, so yeah, can you have hi gher
rate wells that beconme orphaned? Yes.

Q Those woul d be exceptional circunstances,
t hat a hi gh-producing well that an operator would wal k
away from Wuld you agree with that?

A. Simlar exception to the extraordinary
pl uggi ng costs that the LFC report, you know, showed
from based on OCD s averages that don't align with
normal operations. So, they're both | ooking at
extrenes.

Q Okay. But then, you know, just sort of
t hi nki ng about that, your testinony is that a well
that's producing |less than 90 BOE over the year, that
those wells have a ot of utility, right? But that a
well that's like highly producing oil and gas, an
operator would still walk away fromthat, but there's
alittle contradiction there. Wuld you agree?

A. Are you suggesting a well that produces 90
barrels of oil that, you know, an operator woul dn't
have a probl em wal ki ng away from

Q |'m suggesting that there is a presunption
of no beneficial use for a well that produces | ess
than 90 BOE, that there's a -- that presunption is
rebuttabl e, but --
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A. | know a lot of small operators, famly
operators that wells like that are critical to their
future and their livelihood.

Q Okay. In both your direct and rebuttal
testi nony, you advocate for a risk-based bondi ng
approach; is that correct?

A. Yes.

Q There's many ways to quantify a risk. You
woul d agree with that?

A. | do.

Q And in your direct testinony, you offer that
ri sk- based bondi ng shoul d consi der operator conpliance
hi story, well-condition, asset maturity and
denonstrated pluggi ng costs, correct?

A. Those are sone of the things to consider. |
mean, you know, | hel ped the OCD devel op the
ri sk- based data nmanagenent system So the idea of
risk can include a nunber of different things. So you
have to look at that with an experienced eye and
deci de what is nost appropriate, |'d say.

Q Neither you nor any party that you're aware
of have provided any specific framework that would
I ncrease existing financial assurance to account for
t hese enunerated risks?

A. So I'"'mnot aware of that. | wll say that
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the Goundwater Protection Council is nodifying the

ri sk- based data nmanagenent system for idle and orphan
wells to account for sone of these kind of risks,

i ncluding the things in there, and have been working
with different state oil and gas and ot her agencies in
that. But they're just starting that process now.

Q At page 87 of your rebuttal, you are
responding to applicant's financial assurance
recommendati ons. You register concern with any
I ncreases in paperwork or adm nistrative processes,
stating that OCD is already inundated with
docunentation; is that right? Does that sound right?

A. VWhat |ines on page 87.

Q It starts at line 2001 and goes to 2002 on
page 87.

A. Yes.

Q And then on page 13 of your rebuttal, you
state that the Conmm ssion should reject arbitrary
volunetric cutoffs in favor of a case-by-case
assessment that accounts for nmarket conditions,
reservoir characteristics, and long termfield of
devel opnent strategies. Does that sound right?

A. Coul d you ask that again.

Q Yeah. On page 13 of your rebuttal, you

state that the Comm ssion should reject arbitrary
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volumetric cutoffs in favor of a case-by-case
assessnment that accounts for market conditions,
reservoir characteristics, and long termfield
devel opnent strategies.

A. Yes.

Q How do you square your recommendation to
assess the risk by considering operator conpliance
hi story, well-condition, asset maturity and
denmonstrated plugging costs, as well as naking a
case- by-case assessnent that accounts for market
conditions, reservoir characteristics, and long term
field devel opnent strategies, while also avoiding
paperwor k and adm ni strative processes to OCD?

A. So that's an interesting question, and |
think kind of goes to part of what | was talking
about. Because OCD al ready has a | ot going on,

I ndustry has a lot going on. And I think what we're
seeing on an overall perspective is that having a data
managenent systens, Al, whatever, they can help us
with those things.

Because what | did, | got to serve as a
consulting expert to the DOE, DO and EPA for the MERC
program | ooking at well plugging of potentially
uneconom ¢ marginal wells and idle wells.

And what we did and what | hel ped them
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with, is they cane up with -- and | worked with them
as well at the U S. Geological Survey on a programto
actually assess risk based on a lot of those things
that you're tal king about. They also include wells

t hat have had nmechanical failures in the area and so
forth.

So we have a |l ot of data that we don't
necessarily always use. And it can include things
| i ke well depth and production in the area and
mechanical integrity failures and non-conpliance and
all those different things.

And | will say that DOE has cone up with
an app that goes in that direction, but | would say
it's like version 1.0. So there is work in doing
exactly what you're tal king about, but it's -- you
know, if you really look at this effort of where
orphan wells, let's say, or even the inactive idle
mar gi nal wells that have gotten so nmuch attention, al
of this has really happened, | would say, just in the
| ast short few years.

And there also w nds up being a | ot of
m scharacterization, |like we saw with some of the
public coment, in reviewing sone of the liabilities
when a | ot of those wells being plugged are old wells,

you know, with operators |long gone and things were
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very different and there were different rules and
regul ations and so forth.

So | think we've got work to do. |
think that just based on ny discussion with NMOGA,

t hey woul d be very open to working with, you know, OCC
and OCD on trying to devel op and refine things that
made sense there. M guess is that between the
federal governnent, State of New Mexico, DCE, | OGCC,
GWPC, you know, and so forth, and even EDF and WELC
and whatever, that there could be a |ot of really good
stuff happen.

And | would sure rather see us |aunch
sonme great things so that we can control contam nation
and em ssions and all those things in a nore healthy
manner that isn't just, oh, yeah, we're going to run a
bunch of conpani es out of business because they're
small. Like, I'ma big believer in small businesses
and so forth.

Q Yeah. Neither you nor NMOGA has offered any
specific recommendation for how a case-by-case
financi al assurance framework would work; is that
correct?

A. | wasn't asked to do that. | don't know if
NMOGA has done that.

Q You haven't done that before?
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A. | have not done that.

Q Throughout your testinony, you raised
concern that the definition of marginal well and the
presunption of no beneficial use will result in
premature plugging of wells; is that correct?

A. Yes.

Q For exanple, page 4 of your direct, you
state that this approach would di sproportionately
| npact small er operators and those with | arge
portfolios of marginal or inactive wells, potentially
accelerating the premature abandonnment of wells that
remain econom cally viable. Does that sound correct?

A I'mtrying to find that.

Q I'mnot going to hold you to the exact
| anguage, but that's at |line 75.

A. Yes.

Q And at page 13 of your direct, you state
that the 90-day criteria and WELC s proposed
presunption will likely lead to the premature pluggi ng
of viable wells contrary to the Comm ssion and
Division's mandate to prevent waste and protect
correlative rights; is that correct?

A. Yes.

Q And that's sonmething sort of consistently

that you raised in your testinony is this idea of
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premat ure pl uggi ng?
A. | very nuch understand the need to hold
i ndustry accountable to maintain conpliance for OCD to
address bad actors when they have them They have
rul es now that they could be enforcing that | don't
necessarily always see.
But within this, yes, that's an issue.
But we have, | would say, a simlar responsibility to
make sure that we don't do things that create waste.
These resources are critical. They're critical to
New Mexico's future, and so we want themto devel op
responsi bly.
HEARI NG OFFI CER ORTH: M. Tisdel, you have
five m nutes.
MR. TISDEL: Thank you, Madam Heari ng
O ficer.
BY MR, TI SDEL.:
Q At page 113, going into 114 of your
rebuttal, you state that proposed changes risk forcing
premat ure plugging of wells that serve inportant rules
I n | ease managenent, reservoir bal ancing and future
recovery; is that correct?
A. Reservoir managenent or candi dacy for
re-conpletion or refractures. So, yes.

Q And these other purposes of a well, |ease
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managenment, reservoir bal ancing and future recovery,
are consistently raised throughout your testinony as
reasons for not plugging a well that is no | onger
producing; is that correct?

A. Yes. And those are exanples, so not an
exhausted |ist.

Q Sure. | want to talk quickly about |ease
managenment. So | understand this is where a well that
I's either not producing or producing a very snmall
amount, and for purposes of the presunption of no
beneficial use, that would be |less than 0.25 BOE per
day coul d nevertheless hold that |ease or unit, if
there was a unit, to keep that |ease from expiring.
Does that sound right?

A. That's correct. But even a well producing
.25 barrels a day, on an overall |ease production
could be significant. And |'ve seen cases where you
had wells that were holding a | ease, producing a snal
amount of production, so that the operator could get
i nvestors and funding to be able to do a bigger
project |like an EOR project.

Q But even inactive wells, you've stated in
your testinony, could still serve a purpose to hold
that | ease or unit?

A. Yes. As operators look to alternate zones
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or potential re-conpletions or whatever, yes.

Q So that whole | ease or even an entire unit
woul dn't be producing oil or gas. But according to
your testinony, such a well still has a benefici al
use; is that correct?

A. Yes.

Q Can you explain how tying up that |ease or
unit in non-production for perhaps years would serve
OCD s nandate to prevent waste.

A. So once those walls are plugged, let's say,
oftenti mes those resources are | ost forever. So
I magi ne if you have those resources underground and
you have this well that has access that allows you to
do | oggi ng, geophysical |ogging, or perforating, or
testing, or whatever that is, as you're eval uating
perhaps a | ease, an area, a region, basin, or various
different things. Sonetines that can take a long tine
to do. And having that access there can be critical.
|"ve seen it. And once you give up on that well and
you plug it, it's over.

So, yes, sonebody could come in and say,
drill a new well, but now they're having to deal with
nore specul ation than they may have had had they had
access to that well so that they could do, l|ike I

sai d, geophysical |ogging, or sidewal k coring or
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what ever.

MR. TISDEL: OCkay. Thank you, M. Arthur.
| appreciate your testinmony. No further questions.
HEARI NG OFFI CER ORTH: Thank you,

M. Tisdel. Al right. W'IIl break for the night.
Resunme it at 9:00 in the norning with public comrent
and conti nuing exam nation of M. Arthur. Goodnight.

(Proceedi ngs adjourned at 5:00 p.m)
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AFFI RMATI ON OF COWPLETI ON OF TRANSCRI PT

|, Kelli Gallegos, DO HEREBY AFFI RM on
Oct ober 28, 2025, a hearing of the New Mexico Q|
Conservation Comm ssion was taken before nme via video
conference.

| FURTHER AFFIRM that | did report in
st enogr aphi ¢ shorthand the proceedings as set forth
herein, and the foregoing is a true and correct
transcript of the proceedings to the best of ny
ability.

| FURTHER AFFIRM that | am neither enpl oyed
by nor related to any of the parties in this matter
and that | have no interest in the final disposition

of this matter.

: )
Kelli Gall egos
VERI TEXT LEGAL SOLUTI ONS

500 Fourth Street, NW Suite 105
Al buguer que, New Mexico 87102
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wrinkle's 39:12 | 161:11210:11 72:4,11,23 19:22 50:8,12
39:14 257:6 239:17 73:5,5 75:3,9 53:23 55:18
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109:24 111:12
yield 237:23
young 7:4
youth 10:12

y4

z 131:8
zachary 1:24
zero 91:16
244:23 273:23
zilch 89:18,18
zombie 230:17
230:18
zones 141:17
285:25

zoom 251:1
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