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Page 4 |
MADAM CHAIR: Good morning. It's 9:00 on Thursday, |

October 20, here in Porter Hall in SantavFe, New Mexico.

This is a'meéting.of theroil Conservation Commission. I?ém
Jami Bailey, Director of the 0il Consérvation Division éﬁd
Chairman ofOthefCommiséioni To my.right is Scott Daden{A
designée of:the Coﬁmissione? of Public Lands. To my-left:isO
Dr. Robert Bélch;vdesignee of'ﬁhe Secretary-of Minerélé énd.
Natural Resoﬁrces. All thrée Commiésioners are present -
today, éQOtHé?e isxa quérum‘for this hearing. HaveOphé

Commissioners had a chance to read the minutes of the laSt'”'j

meeting?

COMMISSIONER BALCH: I have.

éoMMIsSibNER DAWSON: I have.

MADAM-CﬁAiR:A Do I hear a motion fo adopt the
Commission'minutes of thé last meeting?‘

:COMMiSSIONER:OAWSON: I will motion.

coMMiSSIONERfBALCH: I will second.

MADAM CHAIR Ali those in favor say‘aye
'MADAM CHAIR, COMMISSIONER BALCH, COMMISSIONERO'
DAWSON: Aye.

- MADAM CHAIR: All_thoée opposed?

KNd'response.)“-
MADAM CHAIR: I will sign on behalf of the .
Commission and transfer the minutes to the Commission Clerk.

" (Document sighed and transferred to Ms. Davidsqn.)"
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‘rulemaking concerning the repeal, adoption and amendment of .

B certain‘precedUres'that must be followed according to OCD

“which 1nd1cates that non- technical testimony may be presented

‘.sign—up sheet that we haVeVin the back of the room. I expect
Athat we will be able to listen. to the non technical testimony

_beere we have lunch_today.

Page 5
MADAM CHAIR: First on the docket, final action may

be taken in Case 14161, Whieh was the application of Targa
Midstream Service LP to amend Order.13052. The order for
that hearing has not been tinalired, and so this action will
have to be continued to next'month.

I will'now‘call Casevi4744, which is the applieatien

of the New Mexico 0il Conservation Division, notice of-

rules issued pursuant to the 0il and Gas Act, NMSA 1978,
section 70-2-1 through”70—2f38,

Because this is a rulemaking hearing, there are = -

rulés. Rule 19.15.3.12 indicates that the hearing shall .
begin with a statement from thevCOmmission Chairman

identifying the hearing's nature and subject matter, which T

have just done, andﬂexplainingltne procedures to be fellowed}

Part'of the procedUres are'listed in 19.15.3.11,

by members of the general publlc who wish to present

testimony, and they should 1nd1cate their intention on'the

Technical testimony can be -- or cross-examination

of witnesses shall be done if a'pre—hearing statement has

S &mwxzﬁ i T F
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“been entered that contains the attorney's name, the
~ offer the evidence.
~applicant, which is the Oil;Conservation Division, will

. present its case first, thenfwe-willblisten'to other

' testimony based on the notices of intent. Then there will be

public comment. T believe that;summarizes some of the more

 Conservation Division.

William F. Carr. I'm with. the Santa Fe office of Holland and.

JAppearing With me today are Michael Feldewert ‘and Carol

Page 6

witnesses, and statement of each witness' testimony, their

qualifications, and the approximate time the person will

Brief opening statements_Will-begin the case. The

e e o A R B A S 5

n=brief closing statements, and_if the hearing continues for ’ §

’more than today, we will prov1de an. opportunity each day for

MS. GERHOLT: Gabrielle Gerholt on behalf of the Oil

MADAM CHAIR: And how many witnesses will'you have?

MS. GERHOLT: Two witnesses.

._'MR. CARR: May it'please the"Commission, my name is

Hart I represent the New Mex1co Oll ‘and Gas Assoc1ation

T —

Leach of Concho Resources.
MADAM CHAIR: And how many witnesses will you have?-
MR. CARR: We will have three.

- MS. MUNDS-DRY: Good morning,‘Madam‘Chair,
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‘Page 7

CommisSioners. My name is Ocean Munds—Dry. I'm with the law
flrm of Holland and Hart LLP with. the Santa Fe offlce,;and»
I'm here representlng Lynx Petroleum Consultants, and I»have
no‘w;tneSSes.

_MS; FOSTER: Good morning, Commissioner. My name is
Karin Foeter.’ I represent the Independent Petroleum
Assooiationdof New Mexico. We‘do_not hame any witneeees
today.-

MR. FORT: My name is Patrick Fort. I'm

representing the‘Jalapeno Corporation,_and we have one

.witness. '’

MADAM CHAIR: That's all?
 (No response.)

. MADAM CHAIR: Okay. Do you haVe‘anyQopening

,étatementé-to make?

MSL GERHOLT: Madam Chair, . Commissioners;'i do have

‘an openlng statement however, before I begln w1th my

openlng, I would like to address some prellmlnary matters, if

I may.

‘.To_begin with, one of our witnesses, David Brooks,

hhas:a,slide presentation that was created. . It's of the

-exhibits, so we are not introducing any new exhibits, but for
a flow of presentation, we have a Powerpoint exhibit that we
,would'like_to provide to you. It's been e-mailed to the

‘nattorneys, and we also have copies for the attorney and we
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. that have entered an appearance -- is we seek to amend

ExhibitS“Z and 13 related to Mr. Ezeanyim's testimony, and.

proposed modlflcatlons which . affect compulsory poollng 'The

' D1v1s1on moves that testlmony presented by Jalapeno-A

~ Page 8

can make copies available for the others if they are
interested.
MADAM CHAIR: Okay.
MS.hGERHOLT: ‘May I approach?
: MADAM CHAIR: Yes, you may.’
: MS.hGERHOLT: Madam Chair, the other prelininary'ir

matterSd;Jfand I have e-mailed it to all of the attorneys:

Mr. Ezeanylm has not added any substantlal 1nformatlon “but
has just prov1ded more detailed explanatlon, and we. would o
offerrlt at-th1S‘t1me'1f there is no objection.

.»MADAM CHAIR: Are there any objections?

(No.response.)

MADAM'CHAIR:. They are so.accepted.
(Exhibits OCD 2 and 13 admitted.) .
ﬁuMS. GERﬁOLT: _May I approach?
MADAM CHAIR: Yes you may.
' Mé,iGERHdLT: yMadam Chair,vCommissioners;'the oniy’

other”ff well,»one other preliminary matter is in regards to

Jalapeno Corporation and‘Heyco's pre—hearingnstatements."'

sy

Jalapeno Corporation and Harvey Yates Company have both_“'

o T

Corporatlon and Harvey Yates Company be llmlted to formatlon
’ ’i

]
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"0CD's rule on compulsory pooling which can be found at New:_"

- instruct the DiviSion.to_reduce the compensation to the

compulsory pooling modifications to a portion of the special'

‘rules for horizontal;'”

Division has not;sought that 19.15.13 be modified. We

Page 9
of project areas when there is an existing operating :
agreement and not allow testimony about compulsory poollng

notlflcatlon for the follow1ng reasons:

The compulsory pooling modification directly affecte |

Mexico AdminiStrative'Code_19.15.13. For example, both

Jalapeno‘and'Heyco have submitted a modification that would

driller, the rish taken'to 50'perceht_when drilling a
horizontal in.a'proyen-formation_

OOCD.rule:on compulsory poolihg, specifically in:
19.15u13.8A;'clearly'states that'the charge for risk.islzdo
percent of Well costs.f This proposed modlflcatlon dlrectly“
affects the current rule, Wthh ;s not included in thex‘
notice, and is not;before the_Division‘todayl In addition-_to;'Sf

this modification, Jalapeno and Heyco have proposed other.

‘The”Division,'in‘its proposed amendments at

19. 15 16.15F, has 31mply sought to make clear that the OCD

compulsory poollng rule would apply to horlzontal | Today the'-?

commend Jalapeno and,Heyco'for-adjusting 19.15.13, hoWever;
it'would not_be!logicalvoutgrowth in this hearing to adopt-A‘

modification which sighificantly impacts a_rule‘that the

R e
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Page 10
public was not notified about and that the public has not had

the opportunlty to comment, and further to institute

fver51ons of the United States EPA the DC Court of Appeals :'
'accepts the test for loglcal outgrowth as whether reasonable
'commentary should have antlc;pated that_such a‘requlrement
'Wouldyhe promulgatedyor whether?the'notice;was sufficient or
advised interested'parties that_comment‘directed to the

‘controverted aspect of the finalfrule‘should have been made.

The Division respectfully:requests the Commission

limitrJalapeno and‘Heyco's teétimony'to what was then in'the

'public notice, spec1flcally formatlon of the prOJect areas,‘ -
Wthh .was before the publlc, and'the amendment for the
,,specral-rules for horlzontal:f The compulsory_pooling rule is :

not-part-of.what:the Commission -- what the Division seeks tou

amend_today;'norpwas the public‘notlfieduof‘that._

16 If the Commission‘is interested in;considering-_
117 changes to compulsory poollng, theVCommission Should withhold‘

_from hearlng ev1dence about it today and requlre the DlVlSlon'

to publlsh a new. notlce 1nclud1ng the compulsory poollng rule:

19 15 13
MADAM CHAIR: -Any argument there?, Could‘you'please
state your name for the record°

MR FORT: ‘My'name is«PatriCK"FortQ I‘represent

'Jalapeno Corporatlon, Wthh brlngs us to an 1nterest1ng p01nt

that-she s ralsed, and that is that our problem is that we"

BRI R R s bR s TR AR Mwwamwmwm RO, e
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proration unit allowing for one -- so thislis where this,

- authority to create these project areas:for'hOrizontal wells.
" with thosewinxterms of the limiting the compulsory pooling

Vtofthe'extent'that‘there needs to be hotioe,;we feel that

‘that notice'iS'sufficient in ahd of itself.in_terms of these
modifications, and our modifications go to whether or not:
these rules are going to be lawful.

'72{17,'EquitablerAllocation of Allowableleoduction in Proven

'ﬁool‘v Proratlon unit is defined as belng the area that can
ﬂbe eff1c1ently ‘and economlcally dralned and developed by one

Cwell:

Page 11

believe you do not have the authority to create project areas

under the state law. You have the authority to create a

where the compulsory pooling that we are 1ook1ng at that our
contentlon is -- you don't have the authorlty to do what you
are doing by these rules. You would have-to have statutory

Now, we have tried'to.comeiup with a.way to deal -

to---.tolallow the statute or rules to fit the state law, and

MADAM CHAIR: Do you have a'reSponse:to‘that? '

MS. GERHOLT: The New Mexico Statute on point is

Spacing. If~you,look'at’Paragraph B of that statute,_it

states the‘DiVision may establish proratlon units for each -

OGivendthat this is the-definition,'and given the

”dpractice of the Division over a period of tlmevthe Division

T —
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Page 12

has utlllzed its authority to create -- to create proratlon

units and to create project areas that have not prev1ously

been challenged, the Division is aware that there would be .

need for legislative change, however, the Division is not

seeking to define compulsory pooling as it relates to

horizontals, but merely to state that the current rules that

. we have on compulsory pooling would- apply to horizontal wells’

Vih the_prpject area formation.

.- MADAM CHAIR: What was that citation that you gave

for that:—e,l9.2.12 —-‘concerning the. proration uhits?

. 'MS. GERHOLT: Let's see. 19'21-— there is New

MexicofStatute 72417 rand then we have OCD Rule 19.15. 13 and

then -- and then 19.2.12. One moment, please.

you..

(Pause.)"

' MS. GERHOLT: Madam Chair, I apologize, I don't

:femember.givihg a citation with fegafd_—} with regardfto_the

19.15.

*‘MADAM_CHAIR: I apologize) because I waS‘misquoting

It was 17-2-17B is the one I was looking for.

. MR. YATES: Madam Chair?

'-,MADAM-CHAIR: Yes, sir.
MR YATES I wonder if I may say something.

MADAM 'CHAIR: We have relaxed rules during =

.fulemaking-hearings, it's very clear in our present rules.

'Please give your name.

PAUL BACA PROFESSIONAL COURT REPORTERS

ela2abac-6b2d-42a1 b30a bf1399992026

§

o R




10

11

12
i3
14
15
16
17
18

19

20

21

22

23

24

25

‘Corporation. I want to clarify our position related to

‘proration units and these other units.

it if you made your comment at a later point where it -is more

Page 13
MR. YATES: Harvey Yates, pres1dent of Jalapeno

MR. FQRT; They are called project.areas.

MR;AYAfESQ Project areas. Our opposition, we
understahd=thattif you want to make a project area_into?a,
prorationtunitﬁfof‘a new field afea, that you have the; |
authority.'fwe believe you have the authority to do_that;;
Our problem_is'thatfin imposing project areas‘ovef-existing
proratioﬁ units/‘particularly_where there are existing wells

and applying.thefforced pooling rules to those

circumstaneesfé-
MADAM CHAIR: Mr. Yates, ‘I think we will get into

this paft of‘the testimony for thislcase.‘ I~would‘appreciate‘

applicable te what~is -

MR YATES Yes, ma'am, I will do that. LI‘Ve’gdt'a

questiqn.' If we are not allowed to testlfy related to the.
forced_pbollng mattef as a,w1tness, can we do that as:a N
public -—'as*a”public comment ?
MADAM CHAIR ers. 'Thete is no limit,uas;i‘a
underetand”lt; for that | -
"(DiseaSSion off the record between Comﬁissienefsf).
| MA]‘:)AMA:C'H‘AIR: Actually, this all has t'e':lee "o"ut‘-irAl

the puincr'anyway. " So at thiS‘point we need to speak up}so

R O e
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Page 14 i

BALCH: I'm not sure it's appropriate

to limit testimonyiuntil we have heard it. We can always

choose to eliminate it at some point in time.

MADAM CHAIR:
COMMISSTIONER

MADAM CHAIR:

Commissioner Dawson?

DAWSON: I say at a later time, too.

',At'this time we will overrule the

objection -and hear the testimony'at the appropriate time. .-

MS. GERHOLT:

MADAM CHAIRE_

' MS.. GERHOLT:

MADAM CHAIR: -

MS. GERHOLT: -

So the OCD motion was denied?
Yes, ma'am

Thank you.

jDo you have opening statements?

I do have an opening statement. - I

also have one»more preliminary matter. If you will turn to

- the notebooks prov1ded by the 011 Conservatlon D1v1s1on, ’

you'll see that the first eXhlblt prepared by the OCD 1s

Affidavit of Notloe;

- Saenz of the'Legal Bureau, and if there are no objections;.-

Thls‘was prepared by Theresa Duran = ..

the Division would.request that the evidence be -- that the-

notice be accepted int

MADAM CHAIR: .

o evidence as proper notice to the_'

. proposed amendment was'provided.A

Any objections to admission of Exhibit

1 of the OCD notebook? .

(No objeotion,noted.)

‘MADAM CHAIR:

O S S A ..3 s

The exhibit is accepted.

PAUL BACA PROFESSIONAL COURT REPORTERS
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'Division has, and I'm prepared for an opening statement.

,exceptlons to drilling and productlon requlrements

Page 15
(Exhlblt OCD 1 admltted )

'MS. GERHOLT: Madam Cha1r,»Commissioners, that does

conclude the preliminary matters that the 0il Conservation

MADAM CHAIR: Go ahead.
MR. CARR: No objection.
MR. 'FORT: No- objectlon

MS. GERHOLT: Good. mornlng ‘The 0il Conservation |

Division has applied for an order amending the 0il
Conservation Division Rule 19.15.14.8, permit to drill, and .

»g19.15.16,‘drilling and production. }The Division is seeking

to_amend these provisionsfwhich relate_tO'drilling in order

to better accommodate thevhorizontal,drilling.' The Division

requests these rules be amended for three reasons.

.First current D1v1s1on rules do not adequately

‘address the horlzontal drllllng technology Because of -this,

the DlVlSlon was frequently 1nundated w1th appllcatlons for"

Secondly,,there have been’ ocoa51ons when

~applications for permit to drill, otherwise known as APD,

"have been obtained prior to operator“obtaining all necessary

easements. 'The'Division«recommendS‘that consent for

fcompulsory poollng is - obtalned prlor to APDs belng 1ssued

Flnally, the D1v151on would like to encourage the

development of the oil and .gas reserves in New Mexico. The
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Ezeanyim. Both are with the Engineering»Bureau of the

"ﬁEnglneerlng Bureau, and he'is a LegalkExaminer for the.
‘ D1v151on, w1ll testify. about draftlng each of the amendments

e Hevwlllralso‘explaln why the D1v451on 1s:prop051ng to replace'
fgofhcompleted_interval.

'usexof;standard project areas anazproVide\examples Of
“Standard:proﬁect'areas. Mr. Brooks'QillﬁaisoOdiscuss~.Hf
Jnon;standardOproject areas,Oformationaot:project.areasf and
iho@?the Diuision's propOsal‘requiring{noticefprotects.

:correlatiVe:rights.

‘Division has_proposed-not_to>apply?theOcurrenthpool rules -

ftofamend these rules' He will also explaln the workgroup and.
ﬁthe«process the D1v151on went through to draft the amendment .

';M" Eseanylm w1ll dlscuss the ad&antages and dlsadvantages.ot[
hhorlzontal drllllng and concept of the‘completed 1nterval |

versus produc1ngﬁlnterval.,;“

Page 16

two w1tnesses for the Division are. Dav1d Brooks and Richard.

Diuision. Mr. Brooks, who is an attorney assigned to the
the’current use of producing interval»with the new definition

.Mr.,Brooks will testify toﬂthetDivisionfs'proposedh

’Finally}'Mr. Brookslwill,testify%about_why the -

- 'Mr. Ezeanyim is the chief engineer‘ofﬂthe:‘

e B S O S

Mr.szeanyim»will also discuss why the Division has

T T e P S e st s e e S
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10 - brief'openlng statement.

16 ffnumber of ways to address the new technology of horlzontal

19 ffmay be your flrst meetlng of horlzontal wells . We have had

Page 17 §

1 proposed not to limit horizontal wells by current pool rules,

2 but rather allow the number of horlzontals be governed by --

3 land'allowables. He will also describe for the Commission how

4 _waste can be prevented if these rules are adopted

|

T e

5 . Vj"g-It is- ‘the hope of the Division that after the
6 evldence 1s‘presented the Commlss1oners of the Oll B 1
‘ .
-7 l Conservatlon»wrll adopt the proposed'amendment,“ Thank you ,%
.8 g 'LE;BQ;MAbAM CﬁAIR:' Would you‘call yourffirst.wltness. %
9 ,l Hxi5ng‘CARR{ May it pleasefthe-Commission,{lfhavena § l%

e D

1 MADAM CHAIR Yes._'
12 "”flj MR.. CARR - May it please the Comm1ss1on ﬁFour”or ;

13‘<rf1ve years ago 1t became apparent that rules, the OCD's rules‘

.
o
g
i
O

14 3,that have been developed to govern development of 011 and gas

15 . property w1th vertlcal wells were. really not adequate in-.a.

T e e e

17".gdr1111ng

18,;>7"2:' I thlnk you are lucky, I thlnk for many of you thls .

20 many meetlngs on thlS subject When the agency flrst started

21 ‘looklng*at'the»rules, they asked the NMOGA Regulatory

22:»_Pract1ces Commlttee to take a look at- current rules and try
:23‘,1and“dévéiop certaln recommendatlons thatiyould.modrfy.' %
‘24‘ feklstingfrulesltofaccommodate horisontal;drrlling;;:And §
25: jdur’ing.v'-the‘i‘_last‘seve‘ral,years.w'ev‘haveihad brobabiy§155f.f» : §
. o , . e T , §
o
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12 open to all industry members. The people who worked on. the

Page 18

1 meetings on this subject, and while we have been meeting,

2 there have been technological advances and a number of OCD
3 hearings and orders entered that have continued to reshape'
4 and mold this target we have been chasing.

5 © This year we finished our work and presented to the

R O B

6 Division a‘draft of what we felt.were appropriate_revisions
7  to current rules to'accommodate horizontal technology.

8 'Following that, there was a workgroup formed by the QCb to,.
9 take a lookyat.whatiwe had done and further revise_these

10 rules to address this issue.

11 , " 'The Regulatory Practices Committee meetings were -

13 committee‘represented large companiesvand small coﬁpaniES."
14 = They were members of NMOGA and members of IPA New Mexioo;.and

15 we operated With,relaxed rules in thoSeimeetinge.aé'Well; but:

16 everyone was allowed to participate~ And our attitude from-
17 the beginning was that everybody should be heard, and that'

18 our attitude here today

19 - What,we are going to do is we have three people'who,
20 worked as¢members'of;the workgroup -- Jan Spradlin is-going,_
21 to testify, she is a land person with Concho -- about'the>

22 general development of these rules. And then Chuck
23 Creekmore,vConocoPhillips, who was actually the chair of the.
24 RPC Committee.that developed the rules we.submitted to yon.

25 this summer, he is also going to testify about the formation

3 5 P S

PAUL BACA PROFESSIONAL COURT REPORTERS

e1aZa6ac—6b2d-42a1 -b30a- bf1399992026 .




10

11

f;z

13

14

15 -

16

17
.1»8,
19
“20 E
21'
22
23 -'

24

25

Page 19 %t

of project areas and issues related to that. ' And then
finally wetare‘going to have Ken McQueen, ‘a petroleum
engineer with Williams Exploration and Production, and he is
going to talk about the more technicalvdrilling aspects of
these propesed rulee.',But we are hefe today to support the
recommendatien of the Oil'Conservatioh Division.

| There are-eertain isShee WeAhave already heard

about, but there are other things in the rules that are

really needed if we are going:to.be'able to effectively use-

horizontal technology, so we've got something that we think:

" is important. It doesn't cover all issues. There may be

need for other additional reguiatory’hearings on other issues-;?j
that are related to what's going on today, and there is’
certainly a need for statutory change, but we are here today

as the first step of what. we hope will become an adjustment

in your current rules that will enable_operators in.this_’.
' state to use a new technology that in fact, is more’
'eff1c1ent, reduces waste and truly is in the best 1nterest of

‘conservation;

ZMADAM CHAIR: ?Ms;‘Munds—Dry,'de you haQe an opening?n';
MS. MUNDS-DRY: I do not . | N
MADAM CHATR: Ms L~ea¢h?_
MS. LEACH: No, I do not .
MADAM CHAIR: Mr. Fort?

MR. FORT: I think I've already done mine.

T —— B O N R N
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‘Mr. Brooks has testified in order forOMr; Ezeanyim to then

_present technical information.

" BY MS. GERHOLT:

'MineralsAand Natural Resources Departmeht.

Page 20
MADAM CHAIR: Now, would you please call your first

}witness.

MS. GERHOLT: Yes, Madam Chair. My first witness is

Richard Ezeanyim. Madam Chair, I would like to request

permission to have Mr. Ezeanyim testify briefly to introduce .

the workgroup and set the stage, and'thén recall him after

MADAMACHAIR: Okay.‘HCould ?oﬁ please stand and-be_:
sworn? |
O(WitneSé~sworn.)
| RICMD_ EZEANYIM
(Sworn, testified:as follows:)-

DIRECT EXAMINATION

- Q. Good morning.
A. . Good mofning.
Q; Would yoﬁ please S£éte your7hame'for-thé record?
A. My‘ﬂaméiis Richard-Ezéanyim."

THE WITNESS: I gave you my card.
1~Q. ‘Where -do. you work?

A. I work with the Oil Conservation Division of

Q.. And what position do you hold at the 0OCD?

A.. I'm the chief engineer and chief hearing  examiner.

A A S
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1 - Q.  How long have you been the chief engineer?
2 A Ten and a half years.:
3 Q. How long have you been the chief hearing examiner?
4 A.  Ten and a half years. |
5 - Q. " Would you please tell the(CommiSSionere.aboutryour

6 educatiohal and work experience as it relates to engineers?
L7 H-fw  A. Yes. I got MS degree in petroleum engineering from -
8 ‘-University-of Wyoming, and then master's,ofgbueiness

9 administration . from University of Wyoming. And I have a

10 - third.degree'in'chemical engineering from Texas A & I
'1if-_University, and I have a BS in natural gas from Texas A & I

|12 University.

R O T S s St

13 ;}- "Q. Okay. And while you have been employed by the 011
.14 :_Consebvatlon DlVlSlon, have you had the opportunlty to
1Sf”(test1fy before the 0il Coneervatlon Commleslon?:

16, ,;-A.‘A.-v. : 'Yés_.’ | |

17‘eggjh'Q;h_ And what have you.-- in what cabaolty have you

'18"..prev1ously testlfled before the Commlss1on'> 13:
1.19 ,';'A; "I have testlfled as chlef englneer onr the Oll .

20_t Conservatlon Division in making these, some of the rules they

R R

21 have made. I have testlfled‘several tlmes"before the 3
22_*’Commission on the rules.
23 Q. And did those previous Commissions accept your

24' qﬁalifications as a part of the record?

25.  A.. Yes.

............. g

|

§

5
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Page 22 |

Q. Would you please tell the Commissioners why we are
here today°

A. Let's go back to that first rule there “Actually,
I'm very'Comertable that Ms. Gerholt, my'colleagne, and
Mr. Carr haﬁedintroduced what I wanted to‘say in'the
beginninQ;;;So we ask specifically here to ask the Commission -
tO»adopt;amendments to the 0Oil Conservation'Division'OCD
Rules 19. 15 14 NMAC and 19.15.16 NMAC regardlng horlzontal
well drllllng in New Mexico.

= We are also asklng the Comm1ss1on toi—— before I go

'to”that look at my first point there. Amendments, 1n

capltals, they are in capitals because Of the 1mportance of
thls rule, because.we have been messing w1th thlS already two
and'auhalf-years out we have been mess1ng w1th thlS . .So I
really appre01ate allowing the -- asklng the Comm1ss1on to
adopt these amendments so that the operators and OCD can
operate effic1ently. |

.‘i'Wé_arehalso asking the_Commission toAcertify the»new
rules so adoPted for publication'in,the}New Mexlco.ﬁeglster
as-required by‘statnte. |

hSo;las an:introduction,_like I-Said before,vmy‘

introduotion hasdbeen done by my colleagues;h‘As-you'all

know, this rule has become one of the most valuable and.

emerging3techn01ogies in the o0il and gas-indﬁstry.v.currently .i

OCD  does not~have any adequate rules to address the l

S N AR, AT e e e
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‘but I wantAto‘tell YOu:that 99 percent of the time we have .

~June of this‘year; 'And then, at the same time, wé,reqUiredA

. rule. -

Page 23

horizontal well drilling to employ some procedures for
operators. Sdﬁ as-YOﬁ know now, most of these operators are
here,'they'wan# to develop their property with horiéontél
wells, and there they come to OCD to request if they can-form
a project area or alproration unit, and there is no |
objectlon;~they can go ahead and drill.

Under thé:current rule, if there is no objéctionﬂbyA
any of thelinterestlownérs, then they come into'hearihg;fdfﬁ

OCD to approve the projeét-érea. OCD may approve or deny,

approved-them-in‘thé'préjéct areas to allow drilling to
occur, and'wg'héve.used this procedure ten and a half yeérs

that I have been in OCD.

’vaiké~ébQut~three yeafs-agO/ sometime in 2008, itix;
became'very‘néééssary,that we-develop_a horiZonﬁalvwéll rﬁlel |
And,,like,I>§aia; wé-a£e‘télklng ébéqt it, and_the‘Regulatdryf'?
Practidesfcammittée of the New Mexico. 0il and Gasl
Associatioh; this was‘g01ng to’ develop, ?ou knéw thi3.well{
horlzontal wells,;we allow them.to.develop it.

- Then»the RPC;Vthey produced a tentative draft'in7y'>

OCD. to develop é.hOrizoﬁtal well rule. Therefore OCD formed'

a hérizontal,Well'workgrbﬁp'A—'workgrqup to develop this

"And wevafe'talking about the members'of the

PAUL BACA PROFESSIONAL COURT REPORTERS
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have attorneys, we have geologists, we have drilling -

.apply. Most -of the‘attorneYS'are}landmen, so you have all of -

Page 24

workgroup, and it includes personnel from the -- from the

following: 0il and Gas Industry, 1nclud1ng the majors and

independents, like I seid before, New Mexico State Land
Office, the Bureau of Land Management, and the OCD personnel,
Santa Fe district and Santa Fevoffice.

As you can see, when you want to drill a horizontel
well, there are certain expertise you need to plan that,
therefore, We”decided te have members, have these -- list

them as experts. We have landmen, and most of them here,<wej’

engineers, we have reservoir engineers, we have production
engineers, and we have completion engineers.

If you want to drill. a horizontal well, all of:these;';

those expertise,'they are imbedded ih-planning the horizontal \

well. But if you want to.drill a vertical well, all you need .|

drill the well;and pass it on to the  completion engineer;.

£
- B
is a landman-and geologist and drilling engineer, and we = v,,i_

‘But fer'hérizohtal'wellvaOu reaily need to have all'of,these

'people to be able to plan.that. ‘It's a new technology and

it's --

IAuSe the:word;"ﬁedideted," and ﬁost of them are .
here" Most of you are members that are dedicated, but it is.
good to flag thelr names on that board there, they really

understand the work. They work very consistently. They are
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5" everything. So. I want to congratnlateTthis workgroup because -

6 I'm very proud what you gUys-didl*'

”: 13 . horlzontal wells

“]'15 - be, you know, meaningful . 'Becanse we used a draft that was

16  .developed by the RPC and NMOGA,fand starting with what they

“j18a‘~those, that helped us a lot to develop this rule to one and a

-19.. half months

:21 kind of in a hurry and we decided We arefgoing to be having

. : Page 25
1 very dedicated, and they really -- and I am very proud of

2 them, and most of them are in the group here. As I stated,

3 all of these members are from the industry groups,

4 independents,_majors and minors andfthe land office,-

A O AT R wom—

7 . ' Okay. The first time we'met waS‘June-29, so I

'8 remember'itbvery well,-it was, oh I'm going to start this-

9 ° project. On June 29 we met._ And.when we met, first of all,

['10°  what we decided to do is, in ‘any rule we develop, it must

ll]b prevent waste; must proteCt»correlative,rights and must meet

12 the needs and requlrements of the operator in developlng the

14 ‘ " Once we accompliehed those_three; then a draft could ‘i'

17 "have.develeped -~ and I‘Commend'NMOGA‘fbr coming up with-"

20, So we first talked about: time lihes because we are

.22 these meetings_every_week, allvday,'moining and afternoon.' “;-

23 ' Then -- and.we_used thoee{;the tentative draft from é

24 ﬁMOGA and went through it.ene'by?dnef. Aftef every meeting §

'25' then we eome to some censensnsmen'that'that we have for 'h ” §'
’ |
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Page 26

And then Mr. Brooks, who is our drafter sitting down

_ here, we go to the office and write what we reached at and we

. put it to all the members of the group. The intent of this

was for everybody;to read it and then get ready for the next

meeting. At the next meeting we look at what we did at this

first meeting, come to a consensus -before we proceed.. .

So,. like I said, to continue, and there were few,

veryffew additions. On August 3 we were'able"totcome up with

" the draft, and by August 10 we came out with the final draft

that'had been going on through the process ‘to be able to

present 1t to. them
And I'm happy to report and state that on August 10,

when,ne-came out with the flnal draftithat-the consensus

*reached among all the members of the workgroup and the rule

‘we are 901ng to present today, flnally, I belleve, the rule‘

w1ll prevent waste and protect correlatlve rlghts, and we are .%

901ng*to present it to the Commission as tlme_goes on.

-Qli_ Mr. Ezeanyim, was the Powerpointvoreated by you or

under your direction?

AL Yes, I created the'Powerpoint{.

'VMS. GERHOLT: OCD moves Exhibit 2 into the record at

'this‘time.

MADAM CHAIR: ‘Any objection?

' MR. CARR: No objection.

TR

IS e T

PAUL BACA PROFESSIONAL COURT REPORTERS

- el 32a6a0-6b2d-42a1 -b30a-bf1399992026




10

11

12
13

14

15

16"

17

18

19

20

21

22

23

24

25

questions?

, call_David’deoks-as its next witness.

BY MS. GERHOLT:"

Page 27
MR. FORT: No objection. %

(Exhibit 2 admitﬁed.)

Ms} GERHOLT: I pass the witness.

‘MADAM CHAIR: Any cross—examinationé
 '(N§'response.)

MADAM CHAIR: Commissioners, do you have any

COMMISSIONER DAWSON: I have no questions.
--_MADAM:CHAiR: You are excused to come.later.' 

MR. EZEANYIM: Thank you.

v:V.MSf GERHOLT: Madam Chéir, the Division would now

:vv vMADAM.CHAIR: Would you ﬁleéSe standzanalbe"éWofﬁ.
v_‘(Witﬁesé-sWorn.f | | |
DAVID BROOKS'

- (Swofn, testifiedbas'follOWS;)lﬁ

DIRECT EXAMiNATION

Q. QOod_morning; ’Woﬁld you pléase‘stéééAybur‘ﬁamé;for
thejrécofd?'T | | o
“A; l David Brooks.
' Q!..‘And where do you work, Mr. Broqks?
.A."wlim employed by the Néw.Me#i¢6 Qi1;Conéér§a£ion:
Division.‘ |

Q. .And how long have you worked for the Division?

PAUL BACA PROFESSIONAL COURT REPORTERS_
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A. Like Mr. Ezeanyim, ten and a half years. z
Q. And inAWhat position are you currently employed?
A. I'mtassistant'general counsel and legal.exaﬁinernf
Q.. _How“iong have yOu‘been_legal examiner?
A. I became that in'2006;
Q; Okay. InAthe course of your employment with the._ﬁ

Division, have youvhad an opportunity to testify befOre‘the
0il ConserVation.Division Comﬁission?

A. | I have. |

Q. . And would you . please tell thlS Commission about your _i
quallflcatlon and experlence related to’ oil and gas law°

A Yes; ma'am.' I have,been 1nvolved in 01l_and gas law'_g
most_of’my life,deven before I went to»lau school. I _.i' 5':"3

assisted my father who was in the oil business, running land -

‘titles in the county clerk's offices in Midland andfsome{of

the surrounding towns in West‘Texas.: I received a'Jb-degree'
from University~of Texas at AuStin in 1973. Then afterga>j;;'
brief clerkshiptI'WOrked_forithe Midland firm.ofvStubbeman;O
McRae,“éealy! Laughlin and Browder, which I believe”uas,‘at

least atvthat'time,vhad a very high reputation in the'Oil_andd

gas law practlce

And from there I moved to Dallas and worked for the
firm,of Akrn, Gump, Strauss, Hauer.and Field in the_Dallas

office. And, after that, I was employed by another firm‘t

_doing 0il ‘and gas work in Dallas, Texas. And I spentdlZ"

R
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years.on the Bench. After that I moved to Durango, Colorado,
where I worked for Thomas P. Dugan -- not to be confused with
Thomas A. Dugan - Thomas P. Dﬁgaﬁ is a well-known.01l andOgas
lawyer in the San Juan Basin érea.';And then I came to 0il
Conservation.Commission iﬁ 2QOlvand3ha§e been there sincé
then.

Q. 'iApprokimately how manyOYears have you been in the
field of oil and'gas?' | | |

‘A, FWell, excluding the 12 years on the Bench, from 1973

‘until the>present, it's 38 yéars,,take out’' 12, that makes

26.
Q. Okay.
MS. GERHOLT: Madam Chéi?,AComﬁissioners, the
Division would.mbvé David ——OMfOOBrooks_as an expert as it

relates to oil and gas law, land’mattgrs[_and 0il and gas

-regulations.

MADAM CHAIR: Any objection?
(No»obiéctiéns.) -
JMADAM-CHAIR: He is so aamittedi
MS. GERHOLT:v;May-I apprbach‘the witness? Ifm
afraid he dOesn't haﬁe‘the éxﬁibits‘before‘him.
 MADAM CHATR Yes‘}. |
'inAer_ Broqks;‘if'I.§§u1d dfaw your éttention to
Exhibit 3? .Woﬁld‘yoﬁOtaké'a”mément'to review that?

A, Yes. -
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Page 30 |
Q. - What is Exhibit 3°? s

A. Exhibit 3 appears to be that portion of our

recommended rule amendments that relates to or is part of

-'OPart 14 of the oil and gas regulatlons that is 19.15.14 of

"the New Mexico Administrative Code.

Q. All right. And were you'invblved in developing that
proposed amendment?
A. Yes, I was.

Q. If I could now draw your attention to Exhibit Number

- 4. What is Exhibit Number 4?

A. Exhibit Number 4 is:the propOSed -~ the Division's

fproposed amendments to Part: 16 of the 011 and gas
’Oregulatlons, 19.15. 16 of the New Mex1co Admlnlstratlve

Code.

Q. Were you involved in deVelopingfﬁhat'proposed
”amenament? | |
A, Yes.
. Q. ‘Could'yog please desCfibeif@ﬁithe.Comﬁissionersbwhat

VYOur role was in the develbpment;of*theSeOtWO amendments? .

_‘_Af Well, Richard Ezeanyim and I were co-chairs of the

‘committee that -- the workgrbup -rfI'm_SOrry;‘Iawas under the

impression I would'have_a‘complete:¢Xhibit'notebook before

. me.

Q. I was, too. IvapologiZeu'LLét.mé take this and you

‘may have mine.
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' the,reason'l made that comment. -I'm‘sorry, what was theb

hquestion you asked me?
che development of these amendments.

'workgroup“commlttee. I was also the pr1nc1pal drafter
'7attentlon to Amendment '19. 15.14. 8, whlch:would'beﬁthepf;rSt~~
fslldevof your presentatlon.

_;proposed amendment is and why the D1v1s1on has proposed 1t°
.,OCD rules that requlres an appllcatlon for permlt to drlll
'horlzontal wells, in fact, it's really de51gned for vertlcal
,'wells;'

- of an.applioation for permit'to_drlll a requlrement that an

~,and before commenc1ng drllllng operatlons must have the

- : Page 31
A. 'Okay. Thank you.

Q.  You are welcome.

R AR R R AR e O Soek

A. Ipmay‘haVe to refer to portions'of the rUle} that's

R T o

e

YHYQJ_ :Please tell the Commissioners what yQur_role was in

T R e

*fﬁA.lﬁ Well I was co-chair w1th Rlchard Ezeanylm of the

‘“.Qfﬁ' All rlght " Very 900d And- 1f I could now draw your .

S S

'1gA.j - Yes, ma'am.

_fo, Would}you please tell the Commission.what'the
A -»Well Sectlon 8A of 19.15. 14 1s the prov131on of: the .

for prlor to drllllng.a well. ThlS proposed‘amendment:——-and;

e

thlS proposed amendment let’me~say, 1s not spec1flc to

e A e

The proposed amendment is - to add to the requlrements

TR

TR

operator who applles - before applylng for a permlt to drlll
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perm1551on of at least one owner at the proposed bottom hole

location of these wells. The owner in thls case referring .

not to-the'éurface,owner, but to the owner of the’minerai'
interest who has the-right to drill at that location.
Q. Is'that'cohsent now part of the current rule?

‘A.' It isjnot réquired by any OCD rule. Of course‘it;s
prObablyﬂa‘common¥iawrtréspaSS to énterAwithoutOthatOf
permission;'bUtlitﬂs:not reduiréd by any OCD rﬁlei”.

Q. 'Dées the'OCD currently require certifiqationlin
regards to fhié?_’ | | N

A.'O We do.

0. AndOwhatiis that certification, and where can it be
fdund?
‘A; That certification is on Form‘C-ioé, which is a

locétion plétvfhat'ig requifed'to be filéd.withrahA
aﬁplication for‘permit to drill. | |

|  Q{ 'Aﬁa doesbphiS'proposal, 19.15;14;éA;‘codify:thét
ceftificatién? | | | |

A. In effect it does. It's in different language. 1I

interject at this pbint'to explain a little bit of thé .

history abqut it. We had an operator five or six years ago,

I don't remember exactlY} who started,drilling“a well --

“obtained a permit to drill and started drilling a well,
,Without having a lease on the land in question, without'O

- having any authorization from anyone who did.have‘aﬂleasé on
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o | | Page33 |
the land in question, on the theory that because that land %“
was’within a spacing.unitv and therefore, subject to belng '..é. ‘
pooled with land on which they did have a lease, that that '_ El?.
gave him avrlght to enter and drlll/ whlch is probably not iﬁ '?Ce
accordance with commoﬁ‘law. | : k% h

Anyway, therelwae_a motion -- there was an »gl l
application to require ﬁheﬁ'to cease and desist which was - »‘eé-.'
brought before ue,eandvras>a.iesuit of that situation, v-u:% t
Mr., Pressmeyer said-he!didn't want to see.that happen . %J -
anymore, andebecause‘qf the blanket rulemaking proceeding; he - §  o
requested me -to bfepare eeceftificetion ahd put it on the - 'j,f
form that»wouldvheve to be filedlby fhe operator. The foim, f:3 
'however) has noereguletofy_Standieg,‘eo it really canltAbebAi' %tV'
'enfOfced as'an Oberequiremeht,.whereas; the new proposedl _f'fif:'
rule will be. 1, | | | ‘e;‘é :

Q. All fight!f Yeﬁ'eay fﬁieiproposellislfbr verticel_lu {iﬂ
wells. - Is there'a‘sepafaee*section‘thatvaddresses‘conseﬁt'""; iy
reéuirements fer hb%izontals? e .'; A
A. Yes. . There are separate issues with regard to - ° % .
horizontal welie, and accordlngly, we proposed a separaﬁe, _ '%«ei
requlrement for horlzontal wells ' .§' 
Q:..'And what,ls that separate proposal? } é -
A. That iS"SubseetionvA‘ef Section 15, which is.the‘new -iA'l
horizontal wellszséeCialiprVision in 19.15.16, New-Mekiee - i;*
Administrative Code. ;
o , "%.
|
A
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_ unit may be owned by one. -- a_spac1ng~unit-may be owned by

~has a technical‘meaning<as being a.section; a quarter—quarter.

. survey, and the land might be d1v1ded dlfferently than that.

important. We require the consent of one owner of each

Page 34 :

Q. And what does that section require for consent?

A. It provides that, in the case of a horizontal, the .

. Operator‘must have the comnsent of an owner who has the right

to drill, that is,. the lessee or owner of.‘the unleased

‘mineral interest, in each tract that the horizontal well

penetrates, and that he must have that consent before

:_applying -- or before the‘Division‘canvapprove an application -§

for permit to drill.

Q. Why was the term "tract" chosen?.

A. Weli, there was several termsathat were batted

'about. Clearly "unlt" is not approprlate because the

ownership of the unit may be d1v1ded and some parts of the.

" one person, some parte by another:-'éo'at some point the word -

"éubdivision"IWas'suggested,-h0weVer, the word "subdivisioﬁ"“’
'section, quarter sectlon, et cetera, of the public land.

"Tract" is a generlc term so . that if we requlre the

owner of each tract, however, the tract -as conflgured, each -

owner whose land is entered -- no, that's not right; We

don't require the consent of each owner. That's very

tract. You don't have tofhave the consent of every owner,

but before you can enter -a tract, you have to'have the

esstEriten R S s R
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consent of at least one owner of that tract. I'm using the

- term "owner" in a sense that that's a person who has the

fight to drill.
| Q. Why one?

A, Bécause of the legal prihcipalOof_co—tenahcy, which
étates that if two or more peopié own the same tract of land,

any one of them has the right to use that~tract subject to a

duty to adcountlfor its profits.
o Q. - Okay. Mr. Brooks, if I could[how?draw your

tattention to the proposed 19.15.16.7‘defihition. The

Division has propbééd several new definiﬁiéns; has it not?
Ai It has. |
Q. All right. And if I could.noQOaféw your_attention
pbKIS§ecifically to your Slide Numbef;S;i_OO

A. Okay.

Q. The first‘definition that the Division has suggested )

-is "completed interval," is it not?

" A. Yes, ma'am..

i Q.  Why has the Division proposed the‘term "completed:

© interval"?

A. The term "completed ihtervai"jis“intendéd to define

that portion of a horizontal wellbore_that=will draw
-hydrocarbons -from the formation,_and,,thereféré, should be
Jlocated within the set -- the reqﬁired sétbacks from any

f édjoining tract or any adjoining spacing:unit tract.
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: morefthan‘one formation, so wherever 1t enters the top of the

'produc1ng 1nterval°

| , | Page 36
Q. Is completed interval used in the current OCD g
rule?' é
A. No. :Thie is a new term. ' - i

Q. What is the term in the current rule? -

"A. | in the current,rule we have -- wevuee the-term
"producing.interval." Producing interval is defined as the.
entireAportionvof,the wellbore from the'f-iwhere the‘-d o %
wellbore'ef producing interval is the portion of,thetweilbore

beginning where the wellbore penetrates the top of the pool,
whioh}‘loosely Speaking, we would say the top of the

formation,_although we know that we have“pools that'cover

geologlc formatlon that is defined as the pool and 1t goes to

'the‘termlnus of the well.

ng_',M "BrOOks,~if’I could interrupt:you_and draw your

attentlon to’ EXhlblt 5

'A.”' EXhlblt 5 that's the deflnltlon of completed

. interval.

'Qg‘_<No£.actually --

‘”A.- Okay : Oh‘pit's numbered 6. Okay::.Aﬁyway,_I‘khow
what you re talklng about Sorry. |

'Q,' Would thlS sllde, that is SliderNumber'G but Exhibitz‘l

Number»S ‘a531st you in descrlblng completed 1nterval versus

A.  Yeah. I prepared this slide for that purpose.
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Page 37 “§
1 Q. Would you please walk the Commission through this’ %
2 slide? | A §
3 A. If I‘could nake.this pointer work. Fortunatelyd %
d4 there is no oneqslttlng at the ‘table across from me, SO no
5 ~one is at'jeopardy.‘ I drew thlS slide to 1llustrate thezr
-6 difference:between"completed.1nterval as'deflned»ln'the,
' 7 "'proposed.rule;;and.ﬁroducing interyal as'defined in‘the :
8 exlsting‘rule;landtalso to illustrate theAreasons why'we‘uant:vé
9 to usevthe,different*conceptsl | -ié
10 | -l'wouldinote:that‘so farjasTthe aCtualdtechnlcal;tt' 157

“ 11 laspects.ofhtheedefinition’of completed interval,;other;‘ V

l,lé "witnessesTWlll;addressithat,,but'this ls to showﬁthe_‘frl"} "
.13. difference,i}lhetoroducing.interval begins right here;,:fou;f ‘§
14 'see, thls isjthe'fornation ﬁépf This is the vertical:portlon '%1
15 of:thelwell:ilWhere_the well intersects.the’formationjtop:ls"‘%A

| rlé‘x'the beéinniné of~the‘producing interual as'currently deflned;
17. And of course, the produ01ng interval goes ‘all the way to.

;>lé the term1nus~ I have 1llustrated that w1th a yellow llne at;. -
lé 1 the bottom that's labeled "produ01ng 1nterval | dli )
120 _‘ Because, under.current rules,»the entlre producrné _fléh

1‘21 interval :1n order for the well to be at a standard locatlon'fvl

“22 and not redulre an. exceptlon under our‘rules,_the-well~must »§'
.23 be ;- the produclng 1nterval must be entlrely w1th1n the . h %

setbacks ; As you'can see,_I placed the setback lrne»here;lso. é'

25 I haveldrawn'a picture’of a uell‘that,is‘not at a standardl %;
, - L : ' ' A v ‘ %
§
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location under the requirements of the present rule.

The completed interval is defined basically as that

portion that is -- of the hole that is open to the formation.

What I have drawn here is a case toll completion with an

- intermediate casing string located at where the black marks

are there. The production casing string, which is

"perforated, that goes on through to the terminus of the well:

The completed interval, asAI'interpret'ity begins, in that

scenario, at the casing shoe of the cemented and unperforated ?

‘intermediate string, and so that is the portion of the well

that is open to the formation.

And, in this particular well, since that location is' |

within the setbacks, the entire completed interval

illustrated by the blue linedat‘the bottom is within the

setbacks,hand, therefore,fWhile this Well requires a

non-standard location approval nnder;the‘existing rules, it

would

not under the'proposed'rule.' The'reasoning being is

’that 1t's not necessary for the protectlon of correlative

rights because th1s portlon of the well is behind pipe and

Q.

A.

do at

Q.

.w;ll not be drawing hydrocarbons from the formatlon.

Mr. Brooks, do you have a certaln famlllarlty with

non- standard locatlons°

A great deal, yes, ma'am. That's'the'main thing'I'
the OCD.

aAnd do you believe that if the proposal of completed
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- 'basically this scenario exists, that is, there is a portion

~ behind pipe or is planned to be behind pipe is the source of
“attention to Slide Number_7.
is the definition for horizontal Wells.' Why has the Division

: 1nc1uded thlS def1n1t10n°

of course wOuldvsaVe paperwork for“bothithe Division and for

Page 39

interval is adopted that there will be a decrease in the

number of non-standard location requests?
A. I think there will be a very large one since the

horizontal wells have become so popular, wells in which
of the well Within_the; quote, producing interval that is.

probably somewhere between a_fourth and a half of the total
number of non-standard location applications we receive.

Q. Okay. Mr. Brooks, if I could now draw your

A. Okay. Thank you.

0. The second definition that the Division has proposed

A. May I go back to say one further thlng about this?
Q. You may.

A. The reduction of*nonfstandardtlocation applications'

;the operators, and I thlnk that 1t's unnecessary paperwork

for the reasons I stated however, 1t haS’another advantage

'see,'ln order ---in this. slide, the yellow hatched zone is

the area where the -- where the operators expect to produce

hydrocarbons.' That is a different-and-Smalier geologic zone

g
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definition of horizontal well. Why has the Division included

‘directional well, however, it's a special case of a

fdireétiohal well, and it is -- the committée believed that we

Page 40

from the formation. The formation is up top is up here at --

the,top of the péy‘zqne is right here. Of.course, an example

of that is the Bone Spring Formation, whichxmost-of the

dévelopment Sseems .to be in the Avalon Shale seCtion right

- now, and that is not usually the top of the Bone.Spring [T}

- that there 'is an interval in between thére. 

"If the operator does not haVe to moVe,hiS'well over

. here:to the setback, then you can use that afea within the
"setback to bulld a curve so that when he gets-—- when the
- well gets to 1ts horizontal locatlon, 1t 1s just beyond the

'Setbackﬁ and that will prevent waste, because,.if the

opérator had to locate his well'over‘here, then the portlon

4Qf'the:land_within the setback that iSrused to build the
‘curve‘would not be available for prOductioq;“whereas, it is

 under this.

Q. - Very good. Thank you for pointing thatbout,
A;  Okay. .You had asked me to refer to Exhibit 7.

Q. ~ To Slide 7, yes. The Division has proposed the

this definition?
. A. There is no -- there is no definition for horizontal
wéils in the present group. We have a definition for

directional wells. A horizontal well, of course, is a
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need to have some rules that are specific to horizontal wells
in order to distinguish between horizontal wells and other
directional wells, we needed the definition.of horizontal
well. |

Q. This definition includes that multiple laterals from

‘a4 common wellbore in the same or different target zones would

be considered one well. 1Is that correct?’
Af That's what it says.
Q. Why?
A. ”'ThieOis juet,a matter of clarification, but it could

be treated either way, but in order to avoid the possibility

" of argUihgvabout whether it -- whether it's one way or the
"other, we just decided it was this way. And I would add that
T it w111 make our data proce851ng people happy to treat it

»thls way

Q. Thank you "If I could now draw your attention to

Sllde Number 8.

Aﬂun-Yes,'ma'am.

Q!»‘.Slide ﬁumber 8 is the'definitienJOf'pfoject area, is vi
it not?; o | | |

A. , it is;

. Q;_t Is thls a new definition for project area°

A. It 1s-a‘somewhat, I would'say, sllghtly modlfled
defiditioﬁ?d o

O.;; Could you piease explain this'slightvmodification .
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._prOJect area had to be w1th1n one sectlon The commlttee 2

B Page 42 |
and why it's been proposed? ' DR
3
A. ~Okay. . |
Q. = There are two aspects to the deflnltlon of pro;ect"

e S IR

area, and I w1ll deal with them separately The first ---
number oneiln ——'Paragraph 1 in Subsection K of Section”iG}
one thingithat a:projeCt area>can'be is:one or more~completefy‘b
contiguous spacingtundts.f:That's exactly the same as thej{‘f

' present rule:v:The;parenthetical in'one,section or in more
than onehsectionuis'added forhciarification ‘The present
rule does not" say that does ‘not 1nclude that language,.

v however,zlt doesn't 5; 1t also doesn't 1nclude any 11m1t1ng

zlanguage that would in any way suggest it had to be -- that a. 'ii

‘thought>1t should be-allowed to be in more than one sectionV

fand felt that because there was some oppos1tlon to that
'perhaps that we should clarlfy and put that in expressly

Number two, allow certaln types of unlts that ex1st

under the presentflaw‘or other»admlnlstratlve reglmes to;be“’
'treated themselves as a part1c1pat1ng area. . That is the B
=4same -- that portlon of the deflnltlon is the same as the

' ex1st1ng rule except that we have added an approved state

R

bexploratoryvunlt Wthh was not 1ncluded in the deflnltlon

Q.- If I can now_draw youraattention to,Slide»Number_9.f:

'Ifyyou could{Vpleasehdescribe for the'Commissioners‘standard.c

projectharea;'

A O T R

SEERR PR SRS Wmmmmmwﬁ .
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" something to the effect that project areas have come before

.was'project areas that'someone'wants to compulsory pocol,

ppeople who might be affected by a project area -- by_the

drill, so it would be filed with OCD if it's on state or

Page 43 g

A. Before I do so, I would like to make some
preliminary points about the project area.

Q; You may. |

A. Mr. Ezeanyim made a statement which I don't want to
say was incorrect because I just want to distinguish what he

is,talkihg about from what I'm talking about. He said

the Division for approval, andtthey -- their hearings, andv"""é

they may or may not be approved. What he was talking about.

because the only time we are called upor to approve projeCtep:' .

areas under the present rules is when someone seeks to

-compulsory pool them.

There is no procedure for D1v181on approval of

project areas, nor 1s there any procedure for notice to

designation of a project area...The present rule provides

that a project area is an area>designéted on a form C-102.

Eorm C-102 would_be filed,with the application for permit‘to_ ?

privete land. It would be filedeith'the BUreeu of Land

Managemeﬁt if the well is to be located on federal land.
The only notice requirement incorporated with that -
is that notice must be given to-the state land Office if any

part of the project'area is etete land. As I said, there is
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1 no requirement that the project area‘be approved or
[2_ffdisapproved'by OCD. Of course OCD approves the APD so one

-f3vf'could imply that ‘is an approval process for the prOJect area.

h4;'7However, the rule, the present rule does not set any

75j‘"standards by which the d1str1ct offlce 1n approv1ng that APD

.6 " should or could approve or dlsapprove of,the project area,

B I S ey

;7 .fwhich,kof course, leads to the -- to'a.legal problem if one

T

M8];fwere to interpret the present ruledaspaIIOWing approval or

»A9fjidisapproval of proposed project areas.

S

10 0 'That~is,3there is no standard set‘by‘the rule, and .
[1l;ghas.we all know, it's a fundamental pr1nc1pal of
"127t[adm1n1strat1ve law that when an agency such as the Commission

13 ]or D1v181on delegates the authorlty to an offlcer, such as -

143pvthe dlStrlCt superv1sor, to approve or;dlsapprove something,

lef'they must have at least sOmelstandard‘prescribed, otherwise

oA

,16uﬁ.igls gohsidered a, quote, standardleSS_delegation of

17'ffauth0rity. And the standard does.not have to be very

.ié’?fSpecific; but there is a requirement. =~

’hl9,:h; s Okay .We‘haveznotppropQSed.a‘Division approval of

4726*fapr03ect areas.. We have, hoWeverp—¥;'ff~‘ o

"21' gf*;-Q;v; Mr. Brooks[ if»I‘could‘interrupt7YOn for justda-p

'22“ moment .

23 . A Yes, ma'am.

'24f‘:; Q. I believe we will be‘diSCnssing that when we 'get to-

25!f‘the,formation of project areas.

O T S S

[y
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‘what a standard project area is.

-iof‘standard and non-standard project areas is. A

' non-standard project area requires -- has,a.notice'

. requirement; a standard project area does not. Now, as the
.project area is any project under KKl)f5 And you remember we
‘go back to K, the definition of project area, K(1), is that
.type'ofvproject area that is one or more eemplete spacing
seme:other kind of unit.

:area 1f it is rectangular in shape The'definition is more

”'thatts, in effect . what 1t is.

. Slide Number 10, which is Exhibit Number 6.

'tthat’a non-standard project area, which you also asked me

_tabout;fis any projectharea which is a nen—standard project

" Page 45

A. That's correct.

Q.. If we could get with letting the Commission know

A. _Yes, ma'am.
- Q. Okay.
"“A. I wanted to first explain, though, what the purpose

rule --'as the proposed amendments are written, a standard

units'aebopposed to being that type ef'prejeet.area that isa"
-Okay. A K(i)’project'area isfahstanéard broject
compllcated than that but if you ple your way through it,
Q;' 'Very good. And if I could draW'yQurhattention to .

‘A.  Right. "Yeah, thank you. And I-would just.interject

area.
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1 Q. Very good. | ‘
2 A. ‘Exhibit Numher 6 -- this is Slide-Number 10, right?
3 :Q} Yes.» | —
4 A | Exhibit Number 6 is a series of examples of project

5. areas that are standard project areas. It does not exhaust
6 the possibilities, but all under the definition as written,
7 all of the project areas depicted on Exhibit Number 6 would

8 be standardkproject areas.

9 Q... Mr »Brooks, if I could draw your attention
10 spe01flcally to Sectlon -~ I believe that's Sectlon 23.

11 - A I belleve it is. They are a llttle hard to read

12 here, hut.i think that's correct.

13 Q. Waé thishproject area configuration meant.to be:a
14 standard projéct aréa?‘.

15 . A, NotAbYOme. vYoﬁ know, I'm in a little awkward

16 - sitaation heré bécause:I_drafted -- what I endéd up  drafting

17 in this onéabartiCular respect was not~what’I exactiy

i8 | intended to draft, ahd I can't speak‘for'the qémmittea

19 because this‘waé not.diécuased specifically}_

20 l, o Whéﬁ I wrote the definition of‘stahdard projact'

21 area Qa‘and‘go-back to SlidefNﬁmber 9 for a ﬁiﬂute, in the

22 liSted Items~l; 2, and 3 in Slide Number 9;VI-went to

23 _cOnsiderable pains to define what'typeAhf'projéct-area within

24 a singlé:section‘—— within or consisting of a single section

25 wéuld‘beﬁstandardf. And the definition was written to exclude
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,wénted‘to go with my-original-intention, which let me stress.

Page 47

a project area con31st1ng of three quarter-quarter sections
because I was‘concerned that.—— about the installation of ‘the .é
fourth quafter sectlon in the line.

However, the éommlttee wanted larger project areas,

and we discussed quite a bit about how to allow larger

project areas, multi-section project areas, so we came up

with L(4) on Slide Number 9. And L(4) says that a

combination of two. or more otherwise standard project areas,. |

if the,result«isjsubStantially'in the form'of a rectangle,

it's a project area-.

Well, one 40-acre spacing unit is a standard pfoject ,?,

area. Two 40-acre spacing units in a line is a standard

' project area. So ‘under L(4), if you combine two spacing B

units wiﬁh'oné spaqing ﬁnit,,you get_three spacing units aﬁd 5:2
it's in the form @f”afrectangle, therefore, gnder L(4), it's

a sténdard project'afea, even though it's specifically

written out of{L(2) énd23. . ;. . ‘i_;Afﬁ,'.i;

Q. Okay. Do you have any alternative‘language that YOﬁ_ |

A.  Well, we could add as a proviso, if the Commissidn:

that I cannot say that my original intention was the

consensus of the committee, because I have to assume that the

committee reachéd a consensus on what I actually wrote‘father

than what I intended to ‘write.
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But if the Commission were to dispose or were

disposed to adopt what I intended to write, they could simply

add a proviso somewhere in L', I thlnk 1t would be at the end
of L(4), prov1ded that a project area con51st1ng of three
40-acre, more or 1ess, spac1n§ units within a single sectlon(
and excluding a fourth section*adjacént thereto would be a
non-standard -- would not be a étandard‘project area.

I say "and ekcluding" because .there are places where

three project areas --.where three sections in a line, where

~ there is not a fourth -- where there is three 40-acre units

irregularity of the séotion;

Q. Thank you, Mr.'Brooks. If I could now draw your

‘attention to Slide 11, which is Exhibit 7.

A. Yes, ma'am.
Q. Is that -- why is that a non- standard pro;ect area?*°
A. Well, clearly it's not ;n the form of a rectangle.

Q. Okay. "And if I oouldvdraw your attention to Slide -

12, Exhibit 8.

A. ;Likéwise, that‘ié.not a‘reotangle;_
Q}' And if i'canbnow.draw your attention‘to Slide 13'——-
A; _ Yes}»mafam. o |

' Q. - Wthh 1s the fornatlon.of a prOJect area whlch

can be found at 19 15 16 15

A .'nght.

PAUL BACA PROFESSIONAL COURT REPORTERS

ela2abac-6b2d-42a1 b30a bf1399992026 .

P SR 7

‘and not a fourth 40—acrehunit in that section because of the - | .-




11

[,
13
14 -
16”_4
18‘:‘4:
S19
20"
21

22

23

24

25

| . Page 49
Q. Would you please tell the Commission why the

Division has proposed this amendment?

A.  Okay. 1If you will look at,—j_Weli, the short answer

to this, and then I will get to this -- the short answer to

“your question is that to provide a notice requirement to

affected offsetting owners and operators as a prerequisite to
forming a non-standard project area.‘-That's'the principal

intent. Now, the long answer, Subdivision 1 of 16.15G is

-~."the -- that's the procedure for formiﬁg_a;standard project

area under the present rule. I don't believe ‘there are even

4.any words changed.

Subdivision 2 requires noticé'tq offsetting owners '

“and operators if you are forming a;non—Sténdard'project area.

If'the_non—standard project area would be a rectangle, except
for the exclusion of one spading;ﬁnit;jandrl don't have a

picture.of one:like that, but thét's a;fairiy:easy thing to -

. see, then you only_have to'notifyfthé owners or operators of

ﬂthat_spacing unit.

a project area that is configuredilikeithe Qnés on Slides 11

and 12, you would haVe to give notice to the affected -
_’perSons} which would be either the operatbr‘or the applicant
himself is the operator, and mineral inﬁereSE owners or

'.working interest. owners in all‘of thé'adjoining units,

spacing units.

o SO = =
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If, on the other hand, you'hajéifFfYOu are-proposihg“;‘
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Q. Okay. And you mentioned previously that there was a

specific notification requirement to the Commissioner of
Public Lands. Is that correct?

A. That is correct. And the notioe to the‘Commissioner
of Public Lands appiies even if you're proposihg a‘standard
project area as it does in the present ralerA’.

. Q. Very good;
A, yOh; I forgot to add one other:thing, Gk4) is a

specific provision that was added at the request of Linda

that was a repreSentative at the committeeﬂ:hIt provides that

if3a project,area includes a park, a.stateieXpioratory

_‘uhit -~ well that's not quite right If itrincludes -- if'
it is partlally w1th1n and partlally w1thout partlally

~outside of a state-exploratory unit, then notice to the state

land office -- a separate notice to the state'land office ---

no, I'm sorry. It's not a notice. The consent.of the state

1and offlce is requlred for that type of" prOJect area. Their’

concern belng that they felt that if the proposed project

area is partly within a state exploratory unlt ~then the

operator should first go to the state land offlce and go

‘through thevprocedure'to get the unit‘eXpahded in order to‘

include that projectrarea.

Q. Mr. Brooks, based on your education and training in

- 01l and gas law, and given these proposed amendments for -

.project areas, standard project areas, non-standard and

R A R O A TR
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- to have those tracts include only those tracts in which they
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formation of prOJect areas, do you believe that correlative

rlghts would be protected'>
A. Well, I think they would be better.protected thah | é

they are under the present law. I see very little , -;

p0551b111ty for gerrymanderlng with rectangular prOJect

areas, so I think, in most cases, they would be protected

Are-they>fully;protected? Well, they woﬁld'more -- there

would be morefprotection provided if you requiredfnotice of

that didn't'meet‘some much tighter requirements. But I think
that in the main they will be protected since the operators

will not-be'able to cohfigure the'project'areas specifically

have ownership or ownership interests.

Q. These proposed amendments would protect correlative

rights better than the current rule?

A.  They would_protect them better.than'the_cﬁrrent»

" rule, andVI,think:they would protect ﬁhehfﬁefy'well;e-'

Q. Very-good. If I could now draw your:attention to
Slide 14.
~A. | Yes, ha;em.e

Q. . Slide 14.
“A. 14, okay. Yes.
Q. Veryfgood. The Division has proposed ah amendment

for unorthodox locations, correct?

PAUL BACA PROFESSIONAL COURT REPORTERS
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1 A. To the provision as to what constitutes an

2 unorthédox lodétioh in the case of horizontal wells.

3 Q. Why did the Division propose this amendment?

4 A. Weli, this is a kind éf a technical amendment. IE 

5 is intended to apply to-horizontal wells, an existing
6 provision that épplies,:by its terms,.appiies only to
7  vertical wells,_Which:allows a well thaf strays up to 50 feet
8 ‘from its'inteﬁdéd-lécation, and, in the’process,-crosses a_Q
9 setback line-to.be nevertheless considered to be in. the

10 standard lodation.:v
11 Q. If I can now dr’aW your attention tcia-vSlide 15, |
12 A Yes, ‘maam.

13 Q.  The-next'§rop§séd amendment is for alloWables‘fofl
‘14 project . areas of multlple proratlon unlts ~Is that correét?

15 A That is correct

16 Q.‘ What is‘the present‘rule?'

17 :A. ' The presehﬁ,rule is that a project aréa_gets_an

18 alloﬁable,equél’tqlﬁhéfsum of tﬁe allowables for the..

19 spacing -- a projeét,area consi%ting of more than one<spacihg‘
20 _'unit gets an alloWable'equal td the sum of the allowables for - |
21 the spécing Uhits or préfation units included in tﬁe project
22 area. | | .

23 Q. And‘dbés‘this current perosal'clérify or change

24 anything? | | |

25 *A. It clarifies. It does not change anything because
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there is actually an order that ‘the Comm1ss1on has issued in

a particular case which follows the same -- which reaches the

‘same result as the proposed rule. The proposed rule is

designed to deal with a-situation that the present rule does
not expressly deal with, that is, where there is an exiéting
vertical well on one of mofe bf_the Spacing units that are
included in the project afea, what  this rule provides is
that,-in that case -- unless.the,ownérs'of the wells

otherWisé agree —--thét the ——_thét théAallowable for the
horizontal well will be computed by muitiplying the number Of:
spacing unitshtimes,the per—unit’allowable as provided inOthe.‘f
preéent rule and then dedﬁcting the entife production of-thaﬁ
horizontal -- of that-vertical well sdithat'the vertical well,

is not adversely affected ‘as to its allowable by bringing in

"horizontals.

Q. All fight. Mr; Brooks, if I can draw your atténtion:
to the 1as£ statement, fThe-projgct aféé.of the'allowables
shall be.computed by_deduqting'aétual production fromOtHe .
existing wgllbore" -~ |

A.. Yes, ma'am.

Q. » —;'is actuai.prodﬁcti&n'what was meant to be -- what
you meant to have there?

A. Well, yes,_With-a quaIifiéatiOn; It really'shoﬁld'“>
be fhe.actual prodUctién or thé.éppropriaté unit éllowablé}

thchever -- the applicable.unit-allowable, whichever is
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less. Because I did not intend, and I do not -- in this case

I'm reasonably sure the committee did not intend to.allow a

well that was overproducing‘contrary'to:OCD regulations to
continue to overproduce and thereby redueerthe allowable for

a project area in which it was -- in which it was placed. I

‘wrote the .actual production because assuming that the actual

production was less than the allowable —— less than or equal

f’to the'allowable; But as written,. literally it could be .

interpreted to allow a vertical well that was overproducing

_to‘continue'to-overproduce, and that was not my intent, .and

I'chonfident that was not the committee's ihtent.‘

Q. So the Division is not seeklng to allow for a well

'that has an allowable of 40, but-ls:actually producing 42

barrels a day --

AL Right; _ o
: OQ.»I -~ to be sanctioned?.
“A. I would be inclined -- we haVefnot filed a formal

hrequest to change our proposal, but I'would be inclined to

‘recommend to the Commission that whererwe'say, if a project

area includes -- the maximum allowable‘FjiI'm not sure

hwhich'—— anyway,_where it saysiactﬁalrbroddctidh, it's_the
négt to'the'last line onASlideels,'eomputed.by deducting the
-aetual production of the existing»wellbore, I would recommend
-that the Comm1351on -- I would personally recommend that the

Commission add a parenthesis after wellbore and say, "But not

T,
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correlative rights be protected?

_do everythlng they can do.

more than the applicable unit allowable for that well."
Q. Okay. Mr. Brooks, do you believe, given the

explanation of actual production['and’not wanting to sanction

an operator who is producing more than their allowable, but

otherwlse, do you believe if this amendment is adopted, would
'A. T would think so because the existing well gets to

AQ..”vVery good.‘ Now, the proposal before the  Commission

today has a significant section on special rules for

".fA‘ :fThat's'correct.
Q.,_;Okayl. If I could --

That's 19.15.16.15.

>

Q. Yes, it is.
A

_That's the largest group of changes to the rule, to

_the -- that are proposed

'Q.ii And if we could walk through that step by step

beglnnlng with 16 15B, .well dedlcatlon and acreage plat

Al;, And I belleve we don't begln w1th 16 154 because we -
have already discussed that.
Q. That is correct.

.A. ' That had to do with the consent -- with the owners'

consent requirement.

Q. - “Yes. Drawing your attention to well dedication

TR
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1 acreage plat, why has this proposal been  made? .
2 - Al Well,_the dietrict offices brought this to our
3 attention.: Iithihk thie can -- we need to.go back to a>prior,
4 exhibit to -5~hOf it's'prohably here. Yes, Slide 17Awill<" z
5 . give us a chancehto'see the reasons; | ‘}
6 Q. slide 17 is Exhibit 9. What is this slide showing
7 - us? . . §
8 A. This shows a project area that inciudes«spacihér :

9 units that the well does not penetrate. Now, I picked. this"

10 . out of a numberdof_ekamples of existing project aréeas that

11't'have.beenfdeeignated." The rule says -- the existing rule
12 says that'a_project.area may consist of -one or more spacing
13 units. It does not say that all of the spacing units -- that

14;;.the well'to.which,the project area is dedicated has to.
'15iflpehettate'ail of;thesé‘Spaeing units. ' This one dees:nOt.

16 : ) Thieveneeis‘a etrangevene hecause I havexabsolutely
17._'no idea why the operator designated the partlcular prOJect
184t area they did for this well. It came tevmy attenthn ‘only
19 because the'LQeation of the well istactually'outsideﬂthe

20 . project_area,”ahdftherefote,_non—etandard, and required a

21  non- standard locatlon approval But as I interpret' -

22 'ﬂnon standard locatlon approval, certainly that approval
23‘f‘process doestnot involve approval.of project areas,‘SOdI wa57
24 »Anot concernedSWith why they may have desighated}thefproject

25 area. That's'a digression, though.'
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,iSjwhat spacing units apply td that well for proration

purposes, and that is basically going to be under the’

‘that data, what unit does'the well_penetraté, because that -
"will control the proratioh -- the allowable for that'well.l.

 But they also need to,qapture the outer boundaries of the

Page 57 ;

The'impqrtant point 1is that there are -- there are,
under present rules, and there will continue to be undef-the
proposed rulés if adoptéd as proposed, pfoject areas that
include spacing'unité.that the well to which they are

dedicated does not penetrate( The district office needs to

capture some data in order that the Division can do what it

needs to do. Oné of the data elements théy need to capture

proposed rule.

Q. Okay;

A. I wi11 intérjeétAét this point;‘there is a minor- -
change in the proration prbvisién théﬁ I neglectéd to:
discuss, but I,dbn't‘want;tb.digress on.ﬁo_that now.

Q.. All righté 1ThankAyQu..

A. They:neéd'4¢ thézDiVision‘office needs to capture

prpject area because:the éuter bpundaries of the project area’
will éontrol the setbacké,.détermine whether the lodation is
sﬁaﬁdard or nét -- and my mind:has gone blank now. Thére is
another reason why-wé neéd to have that information, but -
certainly that is iﬁf6rmation thaf we need for setback -

purposes.
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'.exploratory unit or entire participating area in a federal-

'exploratory-unit.may.be a project area{."
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Normally in a case 11ke this -- the purpose of Form
C-102 is to show everything graphically so that the district
office can see it as'cpposed to'jnst having a description.

In order to show -- in this exhibit you can easily show

graphically both the outer limits of -the project area and the.

‘spacing units penetrated by the well because the project area

is small, but not all project areas are small. And we have

already been over the definition, and we know an entire state i

'Scme peoplermay have aeeigned-their onnblarge
pfcject areas. We’hac cne filedain the Aztec district
fecently where they wanted a prcject atea”of 4,000 acres.’ In
order to map a large nroject area; YOn have to use a scale"e.
which makes the portion of the C-102 that shows the units

penetrated by the well and actual locaticn of the well not

very readable, if at all. Coneeqnently,‘to make sure the
district office gets the data they need in the form that they

can use it, we introduced 19.15.1éB to require that two .

C-102s be filed if there are unite,in the project area in-

addition to those thatuthe.well‘penetfatee.

_Q.V Ver? good. - o

VA.- Did you want to go back to the change in the
proratlon rule that I neglected to dlscuss° |

Q. Give me one moment .
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A. Okay.

0. . Mr. Brooks, are you'referring_to Slide 157?

A. Yes, ma'am. |

Q.. Are you'talking.about traversés}or developed?

'A. Yes, ma'am. | |

Q. ‘Pleaéeidiscuss that with‘thé:Cémﬁission. %

AT "I said that the defini;ion'F—‘ﬁhat how you.compute 3
 thé alloWable uﬁder the proposed .rule is;the éame as it is | %
-under the present‘rule, except with the'élarification about 1

_ . : , i
Mexistihg wells, thaﬁ's.actually not éorféct.‘ The present %
Zrulé says that tﬂe allowable,fof a pfojéét'area will be the j

: !

sum of the allowables for: those unité3thét the horizontal

‘well traverses or develops.

Traverses, I would assume, means the same thing as

‘penetrates, which is the word we have used in the new rule;

but we recommehdvdéleting the Wdrdh_ﬂor~devéléped." The

réason being is because there is no clear, unambiguous way

"you can determine that, that you would“Have to have technical
- testimony in every case -to determine what spacing units a

- horizontal well‘develops, in additionbto those that ‘it

traverses or penetrates. And this cOmmittee specifically
addressed this in the consensus we have reached.
Q. Are you ready to move forward?

“A. I'm ready to move forward.

Q. Slide 187
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. AL Yes, ma'am.

Q. All right. Is this proposal-similar~to the present

rule?

Afn ‘Yeehi basically it is, with the excebtien that we
hew use the a#ea -~ the completed interval coneept instead of
.thév;f the producing interval conceptias.designed.

Q. kaayfv Is there any other commehts-that you would

like -to make to the Commission about this?

AL ‘Well, .C(4) provides a surface,locatioh may be

;outs1de ‘the setbacks and out31de the prOJect area. This‘is
'somethlng that frequently they want. to do, I think, prlmarlly N
‘because the BLM and other surface owners want to mlnlmlze the

.1ndustry s footprlnt_and therefore‘llke for them to use

existing well pads, but whatever the reason, we' interpret - the.

preSent;rule~as allowihg that. This provisioh'would simply -

~ make it express.

th <_Okay, thsnk you.' Drawing your attentibhfnow to
?S11de S N

AL 19,

Q;i '--'19, existing and subsequent wells'in the project

-areas, what is the provision in the present rule?

" 'A.° I believe there isn't any.

Q. . Oh. :Is that why using subsequent. wells in'project

“areas in this provision was injected?

"A. It is. Now, there is an existing'order_Which I
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drafted, and Mr. Pressmeyer, of course, signed it, so I can't

call it my order, but there is an existing order which

provides much the same thing as this proposed rule, but there

is not a rulef
Q. Okay. -Could you please walk the
this proposal?

A. - Yes.-'This proposal provides two

~Part 1 is one that .is covered in existing
an existing well in a. spacing unit or any

is proposed‘fof a new horizontal, if that

well is a vertical well dedicated to only

it remains dedicated to that spacing unit.

Commission through -

-things; Number 1,

law. If there is
project:area that
-- if:that existingh E
ohe'epacing uhit;

It does not

become dedicated to the project area, therefore, there is no

requirement‘that”the"operator consolidate

the ownership of .

‘therintereet in that well with the portiohs‘of.the project

areauoutside«of:that.well spacing unit. And that w111 .make

‘the owners of that well very happy because they would

continue to recelve the same interest in productlon that they

were accustomed tonreceiving and that they contemplated

paying for the well the working interest

owners.

It also prov1des that 1f there is an ex1st1ng

horizontal well that is in a spacing unlt

other-than the.

proposed spacihgeunit,‘thathexisting‘horizontal_Well[

likeWise; will remain dedicated to its existing'project,area

and not have to be rededicated to the new project area.
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Q. Okay. And what about new wells in that project.

area®?

A. Okay;_ That'is the subject of 16.15.2, ano this was
extensively discussed at the committee, and it was brought to
our attention -- it-was-—— I wish my memory was refreshed on :
this. I have;probably.been over.everything in the joint
operating -- in'the AAPL form, joint operating agreement at
one time or another infny career, but' I don't remember it. .

It:was.brought t0<nyoattention_that the standard
olform ofVAAPL'operatinghagreement, which of course can be
_modified, souit's'nottnecessarily every joint operating.f

agreement that;e%ists;'bUt the standard»form of joint‘

operating agreement:provides that no subsequent well will be

by‘the jOlnt operatlng agreement to the same formation 'in

whlch there is.an ex1st1ng produ01ng well unless it conforms.

to the ex1st1ng;spacrng_pattern. ‘And that'ssa‘llttle
troubling to7nevin this Context because I'm not snre how‘you~;'§

apply that to horizontal well issues( but'regardless ofrthaty

‘no well will be drilled to a formation in which there is an

_ex1st1ng produc1ng well w1thout the consent of all worklng

interest owners,- However, that doesn't necessarily mean- that
there is not an. issue of'drllllng subsequent wells in a °
project area because there is some of our project areas are

compulsory-pooledﬁ_which-means.that'there are working -

SNBSS e T R et B s R
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- agreement," we said that because we didn't want to impose on

" AAPL form in a specific respect, so their own contractual =} -

f‘rights are preserved, but subject,to'that. And we have an.

oonly be drilled pursuant to-a joint operating agreement or
" consent of all- the working;interest'owners br.pursuant to~OCD .

© order?

Page 63

interest owners in those project areas who are not parties to
a joint operating agreement.

So what we have done is baéicaliy adopt this
provision of the operating agreement by rule. We said,

"Subject to the terms of any applidabie.joint operating

T e I e T 5o A 37

parties to a joint operating agreement some kind of provision.

that they didn't agree to. And'they may have modified the

OCD rule that saysrthat-é subsequent well cannot be drilled
in. the project area withoutithe_consent of all the working
interest owners or by order of the.OCD.

Q. So in ‘some -- a new well in this project area can

A.  Yeah, that's right.

A A NI 50

Q. And if these provisiQns_aré:adoptedy would -
correlative rights be protectea? |

A, I believe.they'WOuld._ | ':',- :' . | .

Q; -Why do YOuubélieVe thét?-i ‘

A. Well, the working‘intereSt'owners'retain all the

rights they have under the joint operating agreement, and

what we have done is, by ru1e;‘effectively provided that if a

R T T e R e M T T
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joint operating agreement is compulsory pooled then the

people who are -- the pooled partles w1ll have the advantage

of the same consent requlrement that_exlsts‘under the -
standard'form of operating agreement torthe.project, to the
on : o
Q. 'If I can now draw your attentlon‘tolslide Number 20.
A Yes, ma'am.

Q. And Slide Number 20 is 16.15E, pooled rule, is it

A. That's correct.

QQ}n What is the current rule and what this application”

to horizontal does.

. A.. Okay. This provision, the title doesn't. give you a

Very'fair_clue«as to what it's about;-"What this provision is o

about*is - is rules, whether they be statew1de or- spec1al

‘pool’ orders, that limit the number of wells that may be

81multaneously produced from a pool w1th1n a partlcular

,spac1ng unlt or ‘a particular portlon ofia'spac1ng unit.

This proposal says that such rules do not apply to a

:horizontal well -The effect of that prov1s1on is that the
foperator can drill as many horlzontal wells within a spa01ng

unit 1n any configuration in which they choose to do, which

1s a con81derable change in present law And that was
spec1f1cally requested by the 1ndustry 1n thelr proposed

draft that we started from, and we strongly urged all the-
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industry representatives in the committee --

Q. Mr. Brooks, if I could ask you for a moment, could

_you please talk to us about simultaneous dedication

exception?
A.f_iokay,l Simultaneous dedication»exception'is the word

we use for the administrative order that the OCD issues when

an operator petitions to produce more wells from a spacing
uniﬁﬂiﬁ a particular pool than the applicable statewide pool

rules allow.

Q. ' Okay. And how -- is there a correlation between

..simnltaneousfdedication exception and this proposal to not:

appIYECnrrent pool rules?

AL .Yes; there is. What has happened in the horizontal'

,well development is that the horizontal well the ways.in
. which operators have thought it appropriate from a technical
:.standp01nt to develop spacing units by horizontal wells do.

"not jibe.very well with existing limitations on‘the number of

wells:which'Were*designed for vertical wells. And, as a

_result,'the'OCDdhas had a very largeHVanme of simultaneous

dedication exceptions filed to deal with these sitnations.

"Iﬁwonld note, for example, I have been legal

examiner since 06. I have had more s1multaneous dedication

exceptionsvfiled-this year than in all of the years I have -
workedbfor'theAOCD previously combined.

Q. " And how often are those opposed?
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' betweenpex1st1ng:well,denSLty rules designed for vertlcalv

wells and-horizohtalpwell development programs. All of these

.don't have a'lot_of problems in the northeast, but in-the'g

northwest( and they are all about gas'units. In the

'anybody.isdgoing to wantvto deal with any kind of'well;»

Page 66 |
A. I don't recall that any of them have been opposed.

Q. Mr. Brooks, if I could draw your attention to Slide

21 which is supposed to be Exhibit Number 10.

A, Yes, ma'am.
_Q.‘- Are you familiar with this slide?
A Yes. This. is another one I drew.

Q. .AndAcould‘YOu please explain what you have
illustratedhin this slide ahd then go on to Slide 22, whioh -
is Exhibit.l;,.and then Slide 23, which is Exhibit 12. | |

»A.l Okay.' Yes, ma'am. Slides 21 through 23 are slldes"r:'

that I. produced 1n order to show where problems have arlsen ;v!

‘are based on the northeast -- northwest --.I'm sorry. T

southeast we have.oil units, 40-acre oil units and they allow

four. wells per unit} so that's probably as much density as

We had 81m11ar problems w1th deep gas in the

southeast at the tlme when there was 1nterest in deep gas. 1n’

the southeast -There doesn't seem to be any interest in deep

- gas in the‘southeast at this particular point in time..

But, the first slide, Number 21 here, is;based'ohb

the Basin'Fruitland‘Coal, which, incidentally, are
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320-acre units, and they provide that there can be two wells
2
“under these rules you can-have only'one horizontal well that;m,§
-second horlzontal well because 1t's not allowed under that
. exceptlon
shows the effect of these rules if there is no ex1st1ng wells

. in the unit. The south half- shows the- effect if there is onej

ex1st1ng vertlcal well in the unlt existing vertical well

we are talking notAabOut.the ManCOs Mesaverde, but about the'

bas1cally the sameAf— I th1nk .they are 1dent1cal but I'm not

'absolutely certaln, so I sald ba81cally the same rules as‘<-"

Page 67

substantially the same as the deep gas rules for Southeast

New Mexico. And those rules provide for a 320-acre unit, and-

the north half and the south half here are separate units, so |

I haven't drawn a line between them, but they provide for

in the unit, but they must be in different quarter sections.fmz

The resultdof»this is, . for.a 320-acre gas unit,

goes all the way across the section without a simultaneous.

dedication exception. That's why I've drawn an X through the-“f

The south half shows the effect -- the north half

belng the southeast_quarter; the horizontal well has to stop

at the line dividing‘the'Quarterusectionsfbecause if it went ..

I I I KB

over into that quarter,sectionp you would have two wells in

the southeast quarter;

2

And then going on.to Slide Number 22, in this case

other large pools 1n Northwest New Mexico which are spaced on
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among the three -- among these, the Basin Dakota, the Blanco

Mesaverde and Basin Mancos, in each of these cases, the

applicable rules provide‘for 3207aore units, so once again

these are two separate units described here being the north

half and south half.

In each of the units, the. operator is allowed four

wells. -Those wells, however, must be located no more than

Aone well in.a quarter-quarter sectionftand‘no more than two
fhwells'in a quarter section. ‘Here.Ifm'showing the effect on
. horizontal well development‘iflyOu‘have,one existing well in
;éudh a unit. Up here it's in the northwestvnortheast that

;prevents you from drilling. 'Youvcould drill-a horizontal all~ f
'the way across, but then it would be ankward to get 1t into

. the northeast northeast .up here, so this kind of<1nd1cates a. .

pattern that you could use.
. Down here it's_even_more problematic because, .if you

want to go all the way acrossjhere/iYoujve got to omit this

1 quarter-quarter section from your'horisontal development

Okay. 'Slide 23 shows s1m11arly the effect on. the

horizontal development plan if you had: two ex1st1ng well

units. Under the rules of the Basin‘Dakota, Blanco Mesaverde |
© and Basin Mancos Pools, in that case,-as you can see, you can.

Aonly drill'two horizontals, andhthey have to be configured in‘
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lldeally like to configure them to produce hydrocarbons in

existing well den31ty rules are designed for vertloal wells.

- alternative to doing what we propose would be necessary to
develop new pool rules and new statewide.rﬁlesobasically that
- would be tailored to the demands of horizontal well

-development.'

<in'this well development pattern touproEeCt-correlative'

. adopted, that operators will need to seek as many

‘simultaneous dedication exceptions from the Division?

Adedications exceptions I have received, I believe, if this.

»amendment is adopted, we will receive fewer to none.

Page 69

partlcular ways - whlch may not be the way the operator would"

those units.

Basically I would say about these rules that the

They‘don't work well with horizontal wells,-end.the

The industry does not regard these>as_necessary; and

Iﬁm'hotfa technical witness. I cannot say-‘what is necessary

righhsOand prevent.waste, however, Mr. Ezeathm'oan.
Q: . Do you havefcertain-experiehce Withlsimultaneous_'
oedioetion eXceptions?

:A._:_I_do.. |

Q.  Based on that, do you believe if this"provision is
'A.  Based on my experience with the simultaneous

Q. -Okay. TIf'I could'now"draw-yoﬁr attention to Slide

24[‘ Slide 24 rs'again 15.16F of the'speoial rules for

mewmwmmmwmwwg

SR s
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horizontal wells and it's entitled "Compulsory Poollng " is

it not?

A,

Q.

That is correct.

And thls amendment says that the current. compulsory

pooling rules will. -- poollng rule will apply to horizontals

A.,’
Q.
A. .

.Q‘

in project areas, correct?

‘Correct.
- What is the current OCD compulsory poollng rule°
That's found in 19.15.13.

All rlght.5»Very-g00d. And are you familiar with

the current rule?

A

Q.

A,

Q'.

A.

I am. I drafted a large part of it.

Okay. ‘Very good. . Does the'Division'have'statutory

-.authorlty for compulsory pooling? -

It does

-bit about that author1ty°

Well T thlnk that's very important because it has a

tremendousvlmpact on what we are'doing here.and also on what_

we're

rHeyco,

_there

not d01ng here ' The gentleman from -- representlng
of course, has addressed some. of those issues.

Subdivision F.of proposed 19.15.16.15 ‘is a very

 limited provision. . It is only intended_to make certain
_'procedural proyisions} I call them procedural,fbutfbasically

‘are two'major ones that we are importing into any
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project area. This says those provisions w1ll basically

_even any project areas ‘are subject to compulsory poollng

-because that's when the appllcatlons are filed, but at every

'pool_progect’areas cons1st1ng of more than one spac1ng ‘unit.

n
Page 71 |

compulsory poollng proceeding that involves the pooling of a

apply just.as they,do'in any compulsory pooling case.
One is that the provision of 19.15.13 that

establishes a presumption that a 200 percent risk penalty is -

appropriate for an-operator to recover out of a pooled
party's interest, it's only a presumption subject to
rebuttal.

| Thevotherhprovision is.the one that provldes.thatﬁui

after a unit is pooled, an operator may propose additionall_

wells to be drilled on the spacing established by that uniti
without the necessity of another hearingybefore'the'OCD'

unless a hearing'is specifically requested by'somebody."v

It was not the intention of the committee, and it =~
was certainly not mine in drafting 19.15.13 to commit the

Commission or the Division to the proposition that. all or

recognlze that that is. ‘an extremely 1mportant 1ssue because
we are dally‘e—-almost daily f— I may be exaggeratlng becausep

mOst of -them come in 30 days before the intended hearihgfli.

T B T

hearing docket we - have numerous appllcatlons to compulsory

The- dlfflculty with address1ng that in th1s proposed{

rule is that the’ OCD‘s authorlty to compulsory pool was set -

S AR O AR SRS S s
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before the Supreme Court of New Mexico, the 0il Conservation

" the last examiner hearing I presided over, and Mr. Carr was -

have Mr. Carr against me at these hearings, and the only.

- Mr. Carr on your side.“ 'And I think I'm in the latter

. we prescribe the rule as to what circumstanceS'we'would and

sWOuld not pool, compulsory pool prOJect areas that included

‘the Court or Court of Appeals or DlStrlCt Court or- somebody 3

-.mlght conclude that we had exceeded our statutory authorlty

_ because I don't thinkjit'would have to be raised.in an appeal

B - Page 72 ||
forth in the statutes. And in a case that I have |

considerable reason to remember because I was counsel in it

Commission was chastened for adopting rules which I think the.
Commission thought was fillihg in gaps in its statutory
authority, and the Supreme Court coucluded it was exceeding
its statutory authority.. And we attempted_to prescribe a
rule -- I guess Mrr-Carr isllooking at me because he wasvoh‘

the other side, and Mr. Kellahin -- Mr. Tom Kellahin was in

not .

And Mr. Kellahin said that, "You know, usually I

thing worse than having Mr. Carr’against you is having

situation.

MR. CARR:" That's why Mr. Kellahin_needs to retire.

A. Okay.‘ Back to my -- back to my subject matter. If

5k A S RS

more ‘than one standard spa01ng unlt we would run the risk of

And it seems quite likely.that*that issue would be raised;

T
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‘with a result in a particular compulsory pooling case and

’_appealed from that case. That's not necessarily true, but I
committee, however, there are many present who can say if

“: they don't agree, that the appropriate'course for the
case—by¥case basis --. we continue to address them on a

" case-by-case basis until we can get‘some clarification from

fthe legislature. And we believe that the Division and the
fOil and Gas Industry should seek an appropriate modification

.of»the~Qil and Gas Act to define our authority.so we can then:

that everybody will understand.

- -Conservation Divisien has the authorityito_establish and

-compulsory pool non- standard spa01ng units?
'versustil Conservation Commission, the_Supreme Court held

~spacing units.

issue could probably be raised by a party who was unhappy

think there is a substantial possibility of it.

So we believed, and I think I speak for the

Division is to continue to address these issues on a

proceed to apply that‘authority or not-on a uniform basis -
Q. Mr. Brooks, if I may interrupt you for one moment. -

- A, You may.
Q. . Has it been established in'case.law that the 0il
A. Yes, 1t has. 1In the case of Rutter and Wilbanks

that the -- ‘that the Commission can feree pool non-standard:

. : Page 73
. from the -- from the rulemaking proceeding. I think that

B N AN ST S
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Now, we actually knew, without the benefit of Rutter

and Wilbanks, that the Commission can force pool non-standard

‘spacing units because the statute says so.v’What Rutter and
fWilbaﬁks:clarifiea is the Commission can establish a
‘ noh-étgnd;rd spacing unit in a parﬁiculériéase that is
4differeﬁﬁ_froﬁva standard spacing unit for.that pool, and-

then proceed to force pool that‘non—standard spacing unit.

Thatvwasn't necessarily clear from‘thévstatute, but that is’

. very CIear fromfRutter and Wilbanks because that's exactly

what happened.

'HOWéverP'Rutter and Wilbanks does not- provide us

authofity to compulsory pool non-standard spacing unitS’is[

’becéuée,vwhile they did not say there was any.limitation on

their power to do that, the caveat which every lawyer

 recognizes in interpreting judicial decisions is the Court's

_writevonfthe particﬁlar.facts of the case.

. Sometimes the Court will say, ﬁWe-limit our_décision

‘toOthenfacts of this case." Rutter.and WilbankS"Qpiﬁion
'dqesn{t say that; it speaks in broad'terms. OHowever, it was

a decision”based on a specific set of facts, and the specific:

set of facts in that case was that you had ah-irregUIar

section, and the proposéd non-standard units were ohly

‘Slightiy larger than -- than a standard'uniﬁ‘would bé,»and

lésSithap,double»the size ofba-standafd‘unit, so -- and I

R R R T AW e ST M T
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Page 75

would add, also, it had nothing to do with horlzontal wells,

horizontal wells existed in 1975.

Q. Mr. Brooks, glven the issues you just talked to the

 Commission about, is that why the proposal has just been to

subject. I”think, you know, an argument that seems to me

: quite plausible isithat we would have the(authority to -

14

say that the compulsory pool rule is appllcable9
A. . That is.
Q. Okay. -

'A.  There is one thing I would like to add on this

compulsory pool a;spacing-unit for one horizontal well. And’
the reason that argument seems very plausible to me is

because the'statute[cSection 70-2-17 of the[New Mexico~

'fStatutes, says ‘that the .Division or the Commission can

'compulsory pool a Spacing or proration, and it“defines'a

21

22

spa01ng or proratlon unit as’ the area that can eff1c1ently
and economlcally be dralned by one well. And 1f -- say a
160-acre,‘1f’the-D1v1s1on and Commission concluded on

appropriate ev1dence that a le0-acre north half north half

-‘prOJect area could be eff1c1ently and economlcally dralned by

23

24

one horlzontalfwell "and therefore it dubbed it a-

‘non-standard spacing'unit, it seems to me it,would'be

doing -- or ifthinkfit's a plausible argument it'would‘bes»

25

doing exactly'what,the,legislature authorized'itﬂto‘do)h‘
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A. I believe it's very necessary. Let me add about the
-current .rule. .There:is‘a statute -- 19 point ---17-2-18 of

the New Mexico Statutes that requires an operator to
- more necessary to consolldate ownershlp in the progect area

'spac1ng unlts in Wthh there_may be different ownership; I

think you are_creating a legal nightmare,'becauser one, there

 New Mexico about what rules apply as to who owns the

productlon from that well ‘ There 1s<a case 1n_Texas; but

Page 76 3

although using terminology a little different from what we
have used in the past»to deal with a situation that didn't
exist when the original terminology was designed. However,

that's just one opinion, and we can look at the others.

Q. If I can now draw your attention to Slide 25.
A. Yes, ma'am.
Q. Slide 25 is 16.15H, consolidation of project areas, .

what does the.current rule require?
A. There is no current rule specifically applicable to
project areas.

Q. Is consolidation of project areas necessary?

consolidate ownership'in,a»spacing unit. I think it's even

because if you drlll a horlzontal well that crosses multlple-A

is no -- there is no-legal authority in Texas -- I mean in

0

that case is not very satisfactory because it says you have

‘to prove what_part of:the production comes from each separateh

tract. R o o - _ S T §
%
|
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1 There is also a principle in law called confusion of

2 goods, Wthh suggests that if a person commlngles

-8 consolidate ownership, and we should not allow an operator to

10 - ownership by either voluntary or compulsory pooling, which is
‘11 what 19.15.16.15H proposed.
12 :; - Q. Okay. Very good. Mf;'Broka, if I could have you

13 turn to your personal OCD rulebook.

.14_ | ~A. -Yes, ma'am. Firstvone_I'have had since I worked for
15 the OCD. ‘ . R o )
‘16 Q.  Very good. I'm still on my first. If could I draw -

‘| 18 14, unitized areas.

19_t oAl Okay. 19.15.20.14?

‘20_v: . Q. . Yes, sir. o

‘éi o a.Af Okay. Yes,:ﬁa‘ami

22H Q. This rule says that contigueﬁs developea proration
231 .unlts may be combined to create a unltlzed area, ‘correct? .
24 - A. - It does say that |

25"- . ‘Q, Is a prOJect area diffefent,than.a ﬁﬁitized area?

Page 77 |

3,. undistinguishable personal property in his possession, and hev'f“’

4 cannot show what part of it belongs to each person, then he

5 - is liable to each person for the whole amount. And under

S

O N o A

6 these circumstances, I believe that it would be extremely'

7”"imprudent for any operator'to drill a well and not

‘9 preduce a well unless and until they have consolidated

17 ' YOurtattention to Rule 19.15.20, and specifically Paragraph

o A

e Bt e

T TR,

‘%
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"from.'
"firstfof»all, this rule talks about contiguons development

rthlnk it's pretty obvious it's talking about secondary or
ttertiary reoovery or some such procedure, because,'for.that

qurpose, youIWOuld be combining contiguous development

junitsjnbut it's just as likely, perhaps more likely that it

19.15.15.

‘rule, first, and then what's its purpose?

Page 78 _ ,

A. Well, it's different from what this rule comes

Q.. Okay. How is that?

. A Well, a project area for a horizontal-well -- well,

proration.units. And although this rule ig very short it

o A M S e

doesn't give me much clue as to what 1t's talklng about. I

proration units.

'_A project area may include_developed proration

would be'all or a part of undeveloped proration units because
you are dealing w1th horlzontal wells 1n primary development
in those cases.

:Q. ‘ Okay. If I could now have you turn: to Rule

. A. . Very familiar with. that part of the. rules.

B R R S S P A

Q. ~Okay. And Paragraph 11, B as-in boy, 2
‘.. A.  Yes, ma'am.
;~:Q;:5'What is the purpose of this ‘rule -- or what is this

Nt P

' Well, B(2) -- B -- 11B is a rule --.

MADAM CHAIR: 11.15?
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e1a2a6ao—6b2d-42a1 -b30a-bf1399992026




10

11

12

13

14

15

16

17

18

19

20
21
22

23

24

25

11B(1) -authorizes the district office in certain

11BK2)gauthori2es the director in certain eifcumstanees to-

_we do 1s admlnlstratlve, but somehow in OCD we" have developed

the concept~that an order entered without a hearing is

. that's what B(Z),does,‘it authorizes ‘the director in'a N

" limited category of cases to issue non-standard. spacing unit

o : Page 79
MS. GERHOLT: 15.11B, non-standard spacing unit.

MADAM CHAIR: Okay. Thank you.
A. 11B is the rule about non-standard spacing units.
You will note, to explain what 11B(1) is, I have to first --

no, 11B(2) is, I need to first explain what 11B(1l) is.
circnmstances to approve non-standard proration units.
approve non-standard spacing units without hearing. 1In other
words, it is-a procedure for administrative;e-VWhat we called

adminiStrative’apprOVal in the OCD policies. Somewhat of a

misnomer because we are an administrative agency, everything
administrative as distinguished from a hearing order. So

approvals administratively._

QY E'Okay. ‘During your time here wifh'the;Oil‘

. Conservation Division, do you know if there have been any

non<Standard spaeing'unitsvthat have gone beYond the bounds
of alsingle section?

A. Yeah. I'm aware of several. The ones I have seen-

have been projectfareas for horizontal'welle.v I'm also aware’

that there havevbeen.a.number of dthers-issned'prior to the
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aware of any specific ones. I mentioned both of those
concepts to you becausejI‘think'itﬂs clear that. prior

CommissiOns, both the'—?xthe last administration in

order, in fact the power ex1sts, whatever the reasons are

J not’for-exerc1s1ngAit to.establish spacing units to include

;.today, a progect area may cross- sectionalize, correct?f

Page 80

time I was here dealing with Situations in Northwest New
Mexico where there'isvsmall or strangely-configured .
sections.‘ |

O. OSo at some -- some exceptions are based on the
strange size of the'subdivision?

A. ,,There‘are a lot;of those in the northWest.-

Q. - -And areithereie%ceptions for other reasons?5”That

youireuaWare of. |

A. -Otherfthan‘to‘configurelparticular sectionsh:

boundaries;'and'for horizontal'wells, no, I guess Ifm not

connection w1th horizontal wells,-and both our Commissionsf"'w

-»before that g01ng on back to. the 19SOs have assumed that this'j

prov1s1on that you'01ted 15 llB does not -- B(2) does not.

llmlt what the Commiss1on or the DlVlSlon ‘can do by hearing
portions of more than one section
Q. . In the definition of prOJect area that is proposed

A.“' Thatgis-correctﬁn

0. Why haspthathdefinition offproject area beeni

tproposed_to‘eXplicitlyfallow;the projectAareas tov

PAUL BACA PROFESSIONAL COURT REPORTERS
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cross-sectionalize when there is this administrative
procedure for non-standard spacing units?

A. I don't see that one has anything in particular to

~do with the other, becauseII think it's clear to me that this

administrative -- that this administrative provision by its

terms and as it has been interpreted throughout the

Commission's history is not a limitation on the Commission's

power,'on the Division's'powef'to establish spacing units

that’cross—sectionalize.
: Now, as to why thlS prov181on is 1ncluded like I
say, it has been the. 1nterpretation of the present rule that’

such sections were -- that such.prOJect.areas were permitted.

‘fThe,present rule does not say they're not. And the other

freaSon-Why the committee adopted it is_because the industry

thinks that that it is abppOpriate,'and I. believe that is --

I'm»not a technical withess,'but I believe that's influenced

by‘thegfact that the technology;iSfrapidly chahging, and

‘while a mile-long horizontalfmay be -- seems to me what‘many*
"people are doing right now, 1t looks llkely that longer

horizontals are g01ng to become 1ncreas1ngly economic and

have Certain advantages. Ahd they,further.reduce -= the

. longer your horizontal, thegfurther reduction you have in the

industry's surface footprint,’and of course;, a portion of

~ your drilling cost isfto get down to where you do your turn,- .

andAyougwould~want to*get‘the most banghfot.the buck by
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and experience, would the project area cross-sectionalize the

_ However) its term is very familiar to oil and gas lawyers.
Williams and Meyers, in their treatise on oil and gas, deals

.with'this to some extent because they poiht out first that

‘pooiihg and unitization are essentially=thegseme.thing. . They
‘tbeth:involﬁe either by agreement between owners or. by
eexeieise of the sovereign power that separately—QWhea tracts
‘!ofiland Qill be combiﬁed suchﬂthat_inetead‘ef each person
:héving'the right to use tﬂeir'dwﬁ'trect foi oil‘and gas
‘:exploratlon, the combined. tract can be used”—— 011 and gas
;exploratlon and development a comblned tract can be used and
: some k;nd of proportlonate eccounting:cah be ﬁédelto various

_ owners. That's what pooling is, and that's whatvunitization

Page 82 |
drilling horizontal as long as it's economlcally practical to
do. it..

Q. . All right. Mr. Brooks, based upon your education

exploratory unit?

A;,” I don't think so.
Q. Why?
'A't Not as I interpret the term.. The term "exploratory

unit” is not used in any OCD rule that I'm aware of.

from a legal point of view‘invterms*bfiland ownefship,

And then Williams end;Meyers goes on to say, but

there is a .distinction that is generally observed in the

:
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induétry;'and of course this was written before we had
horizontal wells, so again, it's not specifio,- So there is a

distinotion that is usually observed in the industry that

_poolin§ is the process of putting together the acreage needed
to drill one wéll. Unitization, on the other -hand, is the
-prooeesjofrplanning the development of the field or pool.
Thereforel it'would seem to me that estahlishihg a project

'area,for'one.well is a matter of pooling, and, therefore, not

a matter of 'unitization, as those terms are generally used by

‘hoil‘end gae'lawyers.

';;Q{" Flnally, Mr. Brooks, have Exhibits'3 ~through- 12

"whlch were 1ncorporated 1nto your sllde show elther been".

: prepared by”you or under your direction?

R, Yes.

: MS.” GERHOLT: Madam Chair, the OCD would move

.gExhlblt 3 through 12 into ev1dence

MADAM CHAIR: Any objectlohs?
KNo,objeot;on.) |
;MADAM CHAIR;. They>are'admit£ed{
::f(Exhibits OoCD 3 through-12 admitted{)
B MS;'GERHOLT; No further questions.of'Mrr Brooks. I
oass the w1tness
| MADAM CHAIR ThlS is a logical place to stop I
thlnk we all need a 15-minute break andzthen'we-can have theA

people who-signed up to make some non-technical testimony

PAUL BACA PROFESSIONAL COURT REPORTERS

e1a2a6ac-6b2d-42a1-b30a-bf1399992026




10

11

12

13

14
15
16
17
18

19

20

21

22

23
24

25

after lﬁnch if we --

'tlme,‘I cannot go.

Page 84

begin their presentation. So Mr. Brooks can be excused until

MR. BROOKS: .ﬁo you know what time you will be
convening after lunch? | |

MADAM:CHAIR: .Let's.see, when we areAthrough'with
all the nehatechhical discussions. o

JMR.hBROOKsi Well, Madam'Chairman, with feSpect; not .

meaning to be_preshmptuous in any way, I have a meeting which .

I am fully prepared not to go to because my first. duty is to
this proceeding, but if you set a specific time, say'lzoo,‘I
can behhere‘at that time. I can still go to my meeting and"

be here at that tlme, whereas, if T -don't have a.speeificj

MADAM:CHAIﬁ;: At the risk of having an hour_an&'a
half worth of iunch,'wefll reconvene at 1:00.

Mk.tBRboKS:- Thank you for the consideratioh; Madam
Chairman. | | | |

~MADAM CHAIR:. Sure. So'let's take a_15—minutej
break,‘ahd then we can_have non-technical testimony.-'

| (Reeess taken.) |

'MADAM CHAiR:'HWe_are_baek in'eession previding an
opporthnit?lfor persons who siQhed»up to present. - |
non—techhicallteetiﬁony; I will ask each one of YOu'to come.
forwafd and state YOur name so that the court repofter‘canﬁhe-

sure and hear what you have to say and what your name is.'l

s
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The first person on this liet_is Rachel Jankowitz?

MS. JANKOWITZ: _Janiq'qwitz.

MADAM CHAIR: Do you ca;e'to be sworn or not sWorn?'

MS. JANKOWITZ:. Not uniess it's necessary.

MADAM CHAIR: :Itfejﬁot_necessary.

MS. JANKOWITZ: Aithoggh, if you don't mind, I will
sit here so everyone can heef ﬁe:’

MADAM CHAIR: That will be fine.
(NON-TECHNICAL TESTIMON&) | |

MS..JANKOWITZ!- Iim_Raehel Jankowitz,'
J—a-n—k—o—wei—t—z;..I‘m'anhabitat.specialist with the
Depertmenteof Game‘ehd Fish}gandil'll'keep it brief. The_
Department of Game and Fieheie netuéoing_to delve into the
realm of protecting.eofreiatiﬁe‘rights. We jﬁSt would likev
to make a general statement:iﬁngvor of any actions:thet,the N

Commission can take that would facilitate directional

drilling, horizontal drilling in the state.

Horizontal drilling has the potential to be
protective of wildlife and wildlife habitat. 0il and gas

development impaets wildlife_habitat through'habitat loss,

‘habitat degradatlon and habltat fragmentatlon The mechahism -

and the magnitude. of the 1mpact vary by species, but probably
the most predominant speéiesfin'the state that are affected -
would be big game in'the.Saﬁ-Juan Basin and special status’

species in the Permian Basin.
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Directional drilling has the potential -- or

horizontal drilling has the potential to reduce the amount of

surface.impact per ‘resource that can be recovered. It also

has the potential to facilitate the-probability reducing of

‘those surface impacts.

And in that way directional --

horizontal drilling itself is not necessarily protective of

habitat, but it gives tools to the surface owner which they"

wildlife and habitat.

can use in furthering their mission and considering our

In the case of the‘Fire_Service of BLM, we

-natural resource values,

MADAM CHAIR:

1witness_by‘OCD?:

MS. GERHOLT:

- MADAM CHAIR:

'MADAM CHAIR:

- So that's all I have to say

facknowledge their efforts tQOmanage for multiple simultaneous
'ahd'in the ‘case of private surface
fowners to preserve their.property Valﬁes and pass that

_ prOpertyion<to their decedentsVin'an'unimpaired condition.

Are there ahY>questions of this

No questions.

COMMISSIONER BALCH:-

-Commissioner Balch?

No questions.

" You may be excused Scott Hall?

MR. HALL: No comment. T just signed the sign-up

'sheet.

MADAM CHAIR: -

Wellﬁ

'We did'have‘the signfup.sheet,

‘also.  Did anyone'sign the sign?up‘sheet that meant to be on
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'belieVé)'Madam Chair, and we could,dall Mr.'Scbtt on behalf

of LYnxyj

the non-technical sheet?
(No response.)

MADAM CHAIR: All right. This is it then. At the

risk of an hour and a half, I already committed to 1:00 to

récénvene. So we will continue this'after lunch.

‘(Lunch'recess was taken at approximately 11:30 a.m.,

land-the,heéring was reconvened.at 1;00‘p.m;.as_follows:)"

MADAM CHAIR: It's 1:00.  We are reconvening. The

request Has been made that we take witnésSes‘out,of order
because of travel arrangements, sd.theicrOés—examination‘of.‘
'M:}_Brdéks will be delayed, and we-will allow those Witne$ses'

who are under severe time constraints for'their_travel‘~

arrangements to go ahead and prepare their testimony and.
deliver their testimony to the Commission at this time. So
ére -- who would fall under those travel constraints?

‘MS. MUNDS-DRY: We would fallxunder'that criteria, I

MADAM CHAIR: Yes.

- . (Witness sworn.)
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Page 88 |
LARRY RAY SCOTT §

(Sworn, testified as follows:)
DIRECT EXAMINATION °
BY MS. MUNDS-DRY:
Q. | Thank}you. Would you pleaserstate your full name

for the record? .

rAff_ﬂLarry'Ray Scott.

Q. :rAnd,tMr}hScott, where do you reside?

A;=M'I{m:in Hohbs, New. Mexico. -

Q;h‘;ﬁyywhom are you employed?

A;‘ iLynx Petroleum Coneultants‘Incorborated;

Q.: And what do you do for Lynx°
:Al't‘l currently serve as pre51dent

Q.t'JAS'president, what are‘some.of thehduties_that you

have-foriLynx?

A;f'*Well 1in a company as small as mine,’pretty muoh-'

'every hat that 1s worn I have the opportunlty to wear, and

that's all the way from land to . regulatory, to completlon‘

englneerlng, to drllllng englneerlng, to land. acqulsltlon

Q;t- And have you prev1ously testlfled before the
Commiesion? | |
..A,h ron'multipie occasions. -
dQ;J-‘Andhi.don't belieye you,have testified.before'

Commission Dawson and Commissioner Balch. If you could give |

us a brief -- and we don't need to go into detail’because
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1 your testimony'today,;as>1 underetand, is not very technical,
2 but just give a historyiof your background.

3 A. Bachelor of sclence degree, engineering degree from
4 Universit?_of Texas. .I was employed out of college by Conoco
5 and transferred to;Hobbs in the early 80s from where I -

6 formed, with two partnere, Lynx Petroleum. That company is_
7 tstill in bnsinessL has been forr30 years, independent.

‘8 -produoer, ekclusiveiy looatedAin‘Lea and Eddy Counties, Newrg-

9 Mexico, and we are just coming up on our 30-year anniversary. '

10 - MS. MUNDS—DRY{ .Madam-Chair, I don't plan on-”
11 - qualifying Mr.. Scott as an expert in anythlng technical justlx

12  because of the nature of his comments. I just dldn't wantlg‘

T — T PSS

113 you‘to think»I wes ekipbing a step.

14 . Q; And, Mr.QScott; oecause_we also nare two

”iS_f Commissioners thattweren't'involved in that case, I would
16_ appreciete it if'yon'oonld-give ns a short'summary of‘the
17 ‘oases‘that you had;beforerthe Commission that really -
A,l8" predicatelyour-conmentS'here‘today; iijou could give:ue a
19 snmmary of the caSesvyontwere involved in just lastiyear.~ 
20° ~A. I owned end_nad multiple partners under the eouth e
21:' half'of a section in:ﬁestern Eddy County, New Mexico.;l

22  Another operetor_0wned,an'interest in the north half of thati_

23 section,and offeredua'horizontal north south well‘that»I_did‘

24 not feel was in the best 1nterest of my company and. my -

25 partners for geologlcal reasons.
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'testimony, was vacated where'it remains today.

'appeal was heard. The geological evidence that we presehted
of that well,*and that new:iuformation based on that drilling
that the operator that sought the compulsory poollng

_appl;catlon hadn't proved thatcthey were protectlng

' chance to review the proposed:sets,of horizontal rules beforer -

hthe.Commission>today?x

Page 90

That case was, the compulsory pooling order was

§

granted by the original examinexr. We appealed that rullng
and came up to the full Commission who heard our case again. _E

That compulsory pooling order, on the basis of that

Q. And, Mr. Scott, if youlrecall, the order that the
Commission's decision to deny that compulsory pooling

application was based on what?

A. Well, the operator that pooled us up commenced the
drllling of his well immediately'upon the issuance of the

order and had it completed and'producing by the time'myA

at the initial hearing was substahtially verified by'the"

geological information that wasldeveloped during the drilling

S S TS S

is 'what actually, I think, carried the day for our case,f

Q. The during Commissioner's"decision, they determlned.

correlative rights?
A. That is correct.
Q. Based on that hlstory and your experlence w1th -—p

w1th compulsory poollng and horlzontal wells, have you "had a.

D B R bR o

e
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A. Yes, I have. I have reviewed them at some length

and have aeveloped the opinion that the application of the-

' compulsory pooling statutes to horizontal project areas

‘consisting of multiple standard ororation units in the

situation where the -- where the proposed well owner does not

own an interest in each 40-acre tract may be inappropriate.

+- And I would like to' develop -- well, what I would like tovdo

is offer two hypothetical cases, one of which is very close’

to my heart, as an example of the -- of:the.impacts both on
preventing waste and protecting'correlative rights.

Q. And} Mr. Scott, if I'oould-interrupt you for just'a

“moment, for the record, . are your comments primarily focused

on whet's been proposed as 19.15;16;15)vSubsections A and F?
;A;f 'Thet.wouid be correct. o

"”;Q; - Okay. 'And please go aheaa and;illnstrate ——:yon had

two-soenarios that you said yon Qefe'goinélho give us..

"A. Okay. In Case 1, Operator 1 owns an 1nterest in the

‘nofth,half_of a section. Operator 2 owns an interest in the

south half of the section,. and, in fact, has a completed

morrow producer not -- just a producing'nell.

Operator- 1 has proposed’s.horisontal weil, north ﬁo
south.ecross that section cove;ing rouéhly_a mile at a |
standerd project area. Operator 2 has identified behind-pipe

reserves in the First Bone SprianOSand,:a Second Bone

7Springs Carve, and the Second Bone Springs Sand._ Operator
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project area consisting of four standard proration units.

1's target'is the Second Bone Springs Sand.
3Now;'this brings up a couple of issues. The first
is, Operatdr 1, upon Operator 2 not wahting to participate,

offers tb compulsory pool Operator 2 up to -- to form a

Operétof‘zﬁat this point is required to engége counsel énd_
travel to Santa Fe to defend his deveiopment decisions oﬁ
acréage énd.miherai ieases that he owns that Operator 1 has
no iﬁteres£ in.' I éan't imagine thét this . does notbspeakito

correlative rights.

Now, let me presume that Operator 2 is unsuccessful

with his defense of his minerals and the pooling order is.
granted. Thatspooling order will cover the Boﬁe‘Springs(
Fofmation(?which, in Eastern Eddy Couhty, is apprbximatély

3,000 vertical feet of section. Operator 1l's térget is’ the

Second Bone Springs Sand, and all he will develop with a

horizontal well is approximately 100 feet of vertical

interval as a result of that horizontal well being drilled.

Operator'2, if he wants to try to protect'his Bone
Springs mineral leases, is forced, and,\under the terms of

his joint Qperating,agreemént; has to have 100 percent

approVal) usually, to plug back out of an economic,Morrow

well to attempt to recover his Bone Springs reserves.

‘-'Now, this speaks not only to corrélativé rights) but -

to prevention of waste as that Morrow gas well is unlikely to
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no wellbore in the section in question. Again, Operator 1
south half. There is substantlal ev1dence from offset

‘ north of the sectlon in questlon, and there are two prodnoing

Page 93

ever be as productive down the road as it was when they were
producing it. And, lastly, the ——'the pooling order that - .
awards that‘3,600;feet of vertical section to Operator 1‘wlll:
now debth segregate the minerals under Operator 2's
previonsly clean lease and may have significant impacts down~_
the road with regara to any development in deeper horizons.‘:-
As a small company, given the'uncertain nature'of_-—f
of many of the ' formations that we attempt to‘drill to:andl

complete in, the availability of back-up zones in the event

-of primary targets"are -? are not productive is an important .

factor.' So the value of my -- of . that -- of Operator 2'
acreage in the south half has been substantlally dlmlnlshed
by the awardlng of that compulsory poollng order.

Let me -- let me offer as an example another case,

and this would be one very close to my heart in that there is.
owns the north half ‘Operator 2 and.hiS'partners-own the"

wellbores,'spec1f1cally; there are -two dry holes_lmmedrately'

Bone Sprlngs wells offsettlng the south half of that sectlon

both to the west ‘and the southeast. The avallable

information, the available geological information indicates

 that the south half'of that section is substantially more

prospeotive'than'the north half.
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“basis, Operator 2's correlative rights are being impacted .

ultlmately solve the problem,.but if ——_1f compulsory‘poollng
to formvhorlzontal.prOJect areas is -- is allowed, then it

needs to be more in the form of ‘unitization where

become a factor, geological considerations with regard to’

ubpay, quality, thickness becomes‘a»factor; The vertical

Opetator 1's proposal to drill a north south
horizontal well is not acceptable to Operator 2 because he
believes, on the best evidence that he has, that a bettef
proration unit or project area.would:be‘east to west across
his own acreage. 1In this'instance;‘and hecause.compulsory

pooling only provides for allocation on a straight-acreage

because, in his opinion, he is being forced to combine more -
prospective acreage with less.

Atvthe end of the.day, if compulsory pooling is‘

allowed to form project areas -- and I recognize that this is-

La statutory llmltatlon that needs ‘to be changed in order to"

compensation for existing wellbores and behind-pipe reserves .

extents of that pooled acreage ‘in a unitization 51tuatlon

'typlcally are deflned Very closely by log section data and do‘”

fnot 1nclude the entire 1nterval or. formatlon of Bone Sprlngs

And lastly, the -- the poollng orders have the
potentlal to. s1gn1f1cantly 1mpact ex1st1ng joint operating

agreements, as in th;s last case, Operator 2 had an ex1st1ng:'

 JOA with all of its partners that covered the interval in

R T W:\ww s S R
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' opinion that aggressive operators in Southeast New Mexico are

correlative rights, but rather as a. pure acreage acquisition

- strategy.

the people s property that is belng taken, and'that's all I

'have to say.

‘that the statute does limit what_theJCommission and Division

.can consider from allocation --

for Mr. Scott. I pass the witness.

Page‘ 95

question.

I'm not here advocating in any form or fashion that

'compulsory pooling should not be allowed for horizontal

projects. What I am advocating is that some of these
ramifications that may have long-term effects be taken more
into consideration than they currently are.” I am of the
utilizing the existing rules and regulations not to protect
" The pendulum needs to come back a little bit toward

Q. You qualified your opinion, as you understand it,

-~ A. From my understandingh'underithe current laws and

_:statutes;~there are no other‘options,.end that's really what

needs to be modified.
MS. MUNDS-DRY: Thank you. I have nothing further.
MS.'GERHOLT: May I ‘have one moment please°
CROSS EXAMINATION
BY MS. GERHOLT:

Q. Would you agree that_currentlylthe Division is --°

e A A o

PAUL BACA PROFESSIONAL COURT REPORTERS

e1a2abac-6b2d-42a1-b30a-bf1399992026

S A TS

I I S A O A it

gt

BB o

A Mo S AT

N
)



24

10
11
13 '
-
16
17
18

19.

20

21
22

23 .

25

. witness?

Page 96 -

the best way for the Division to weigh these factors is
thfough hearings?

A. vGabrielle,’I'm of the opinion that any policy that

requires-constant'adjudication before an.Examiner is probably

bad policy.
0. - Okay.

MS. GERHOLT: I have no other guestions for this

witness..

MADAM CHAIR: Are there other questions.of'this

- (No responee.)
‘MADAM CHAIR:f Commissioner Dawson?-O‘
j'COMMISSIONER DAWSON: I have-no questioﬁsi
EMADAM CHAIR: Commissioner Balohé .
'O'ACOMMISSIONER_ BALCl—I: I have no_qges_tions.“ '
MADAM CHAIR: I don't, eitﬁef.flyou;may be excﬁsed;
MS. MUNDS-DRY: I have one-more‘questlon( if I may.

REDIRECT EXAMINATION

 BY MS. MUNDS-DRY:

s Qﬂ,  Mr. Scott whether compulsory poollng is allowed for

horlzontal well prOJect areas or not, wouldn't‘you agree, in- |

whatever factors are . used, wouldn't youvagree that each case

should. be decided on a case-by-case basie:depending on the

71fact;of that particular case?

A,A.v~'I think_the technology is aVailable - allocating.

SRR A P A TR RS o R AR R RO RSB R A
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production on a stralght acreage basis in a vertical well is

an artifact of. not belng able to get there any other way, but .

the technology is available to evaluate these formatlons both
from offset data and as the well is being- drllled that
actually develops a 31gn1f1cant 1mprovement in the predlctlved
product1v1ty of that well. And I am of the op;nlon that
the -- that the,best available technology should be-applied_
when it's available. | |

MS. MUNDé—DRY: Thank you, Mr. Scott. .I have.
nothing further.- |

MADAM CHAIRA Are there -- you may be excused. -

"MR.,SCOIT;i Thank you very much. |

MADAM CHAIR: = Are there other witnesses under this

severe time restraint, also?

MS){RQWLANﬁr Arlene Rowland.
'MADAM CHAIR: And your attorney?

MS. ROWLANDfI I don't have one. Do I need one? .

'Mr.‘Fort offered;to;step_in for me if I needed one.

MADAM CHAiR; Otherwise it's non—teohnicaib
testimony('oorrect?,
:MS.ABADAQ rLet‘s see the statute for'tulemakingh
rules. o o
| (Dlscu851on between the Comm1s51on and Counsel )..f:
MADAM CHAIR Counsel says she needs to'have an -

attorney..

SR
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duties have you had?

. years.

iARLENE ROWLAND
(Sworn( testified as.follows:)
DIRECT EXAMINATION
BY MR. FORT:
Q. Would you please state your name for the record?

Arlene Rowland;

>

Q. And where are you employed?.

A I work'foruHarvey E. Yates Company, commoniy known
as Heyco. | | |

Q; What do'you_do there?

“A. I'm the‘yice ?reSident

Q. And how long have you worked there?

A. Thlrty four years

Q.  And during those 34 years, what different types of

" A. My background, my education is I have a bachelor's
from New Mexico State University in accouhting.h I'ma CPA.
I have worked in the.acoouhting department and managed the

Roswell office for Harvey Yates_Company for about the last 151'

O S o B S OB e e——— T — T — —

Q. Okay. ‘And‘as part of your. duties there at Heyco,
are you involved with -- are you knowledgeable about drilling'
practices?

A. Yes, sir.

Q. Okay. - Have yoﬁ --. the focus of this is these

T B e I
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horizontal well rules today. What experlence has Heyco had
regardlng horizontal wells that have - that you all have
either joined in with or that you'have beenrforced into? You
are just going to have to give me the specifics on those.

A.  Okay. Sorry. Let me say,‘first'of all[.that I am

not a geologist, and I am not'an-engineer, and so I don't

: hold myselfvout as an -expert on the drilling.of horizontal
“wells. But what I would like to do today is give our

:experience in horizontals and how we think the impact of the

proposed rules can be on the~developmentfin Southeastern New .

Mexico, which is where Heyco has its'leasehold.

First of'all I'm not a lawyer,,elther, and -- but I
don't believe that the legislature has authorlzed the
Commission to allow for compulsory poollng to form project .
areas,:whlch is what is being proposed under these horlzontal
rules; Wthh 1ncludes acreage commltted to jOlnt development

through a joint'operatingfagreement;containing'already—

-drilled vertlcal wells which penetrate the target formatlon

Before it expands its horlzontal drllllng rules to

allow for compulsory poollng of acreage of-cross—spac1ng

‘ units,:the Commission should be mindful;of the title of the

compulsory pooling statute, which-iS'Section 72-17, Equitable
Allocation of Allowable Production Pooling and Spacing.

' Any'change"in.the'COmmiSSion's:rule'should ensure

' that theyrprovide for an equitable'allOCation of allowablel

e
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- production, much like the gentleman that preceded me was

statute what constitutes an equitable allocation of

"ipractical.to do so affords the owner of each'property in a

- . pool the'opportunity to produce his just-and‘equitable share

. 5of'the:oilland gas or both in the pool being an amount so far
‘as"can be practically determined and so far as such can be
‘QpractiCallyrobtained mithout waste, substantially in the
-proportion that the quantity of the recoverable oil or gas or

both under such. property bears to the total recoverable oil

_‘just and equitable share of the reservoir-energy."

‘necessary to prevent waste and promote conservation while.

}which an operator which lacks sufficient,acreage to meet'the.
‘minimum'amount of acreage required by the”spacing rules to
:form a spac1ng unit for a well to combine its acreage with

that of'other owners. But the poollng statute only prov1des

Page 100

speaking to. The legislature has provided'in the pooling

T

production
And this is from the wording of . the statutes, "The

rules, regulations or orders of the Division so far as is

or.gas.or'both in the pool, and, for this'purpose, to.use his

The compulsory pooling statute'is an extraordinary

exercise of police power by the state Wthh is deemed

- protecting correlative rights. It prov1des.a:procedure in

for compulsory pooling of acreage for’ the purpose of forming

a spacing unit or proration unit for_aiwell.; -
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The statute repeatedly refers to the pooling of

~lands to form a unit and directs the Division to pool all or

any part of such lands or interest or both in the spacing of
proration unit as a unit. It says nothing about combining

lands for project areas which may cross multiple spacing

‘units.

'”"Because this statute requires that production be

‘allocated based'upon the amount of surface acreage each

separately owned tract contrlbutes to the. un1t it provides

an opportunlty for operators, Wthh own relatlvely poor

_geologlc prospects, to combine their acreage for development

- with geologlcally'superior tracts.

'7,An‘importantvprovision of the pooling statute also

_,requires.the Division to adopt a plan of development'egreed

to by working interest owners so long as it has the effect of

Apreventing waste and is fair to royalty owners of the pool.

‘Heyco believes that under this provisionfwhere

,working interest owners have already agreed_to_a,JOA'Which'

‘fincludes-the target zone of a proposed project aree of a

horizontal-well;pthatjthe Division'has no'authority¢to'force

~ pool-acreage to form a project area which embraces -acreage

previously committed to joint development, which is adequate

"to form a spacing unit or multiple spacing units.or well in.

the'target'formation; In those circumstances the joint plan

of development:must'be adopted by the provision,uﬁder the

MR o RNPORARRPAI SRS e
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- zone which preventS'waSte and is fair to royalty owners, the
.Division may.not issde an order for compulsory pooling
without ebtaining:the consent of the working interest owners

.'required to amend the'terms of the agreement.. in the absence'f
'the percentage of ownershlp requlred to amend the operating
agreement, the Dlvls;on,may consider compulsory poollng-w1th,
the consent df"twb:Or more'parties owning 75 percent or more

' operating agreement."

‘that, after we haddenetsome research on BLM rules at 80

Page 102

pooling statute if it is fair to the royalty owners and
prevents waste.
Heyco'believeS”that to be consistent with authority

granted by the poollng statute, the amended rule needs to

make two changes;‘ Under 19 15.16A, flrst in Subsectlon A(1),
the rule should;include the follow1ng language»ln‘front of

the or at the end of the subsection and say, "And in which

each tract is not dedlcated to an ex1st1ng operatlng

agreement or:communltlzed~agreement covering a proposed
geologic interval."

Second,.in'Subsection A(2), the rule should‘specify.d

that, "If an existing operating agreement .or communitization -

agreement is in‘place_wnich_covers any portion of the target -

of language in the ex1st1ng operatlng ‘agreement which sets

of the working interest“dwnership governed by an existing:

Now;‘that is not a magic number. It's a number

PAUL BACA PROFESSIONAL COURT REPORTERS
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»percent, Nevada at 62.5, dlfferent states had different

"Nor may.a project area be designated which includes acreage

frequire two or more partieS'owning 75 percent or more of the .
. working interest ownership governed by anAexisting'operating_

'agreement. Additionally, the forced pool interest may be

' circumstances, and we'feel'that,the‘rule should address them

Page 103

percentages, that's just Heyco's recommendation.
A similar-change'would_be made to section
19.15.16.15G (4) to address the-issue where a project area

involves acreage already committed to a JOA. so that it reads,

dedicated to an existing~operating or communitization

agreement which prevents.waste-and is fair to royalty owners

Without obtaining thevconsent of.the.Working interest owners,
again required to amend the terms of the agreement. In the.

absence of language‘in-theﬁexisting JOA, the Division may

limited to the common source of supply for“the prbject'area,

proposed."

So. the horizontal target formations with substantial .i'
thickness, which in‘SoutheaStern‘New Mexico is the Delaware.

Mountain Group, the Bone Sprlngs and Wolfcamp,dare composed

e R SR

of numerous potentlal common sources of supply often totally
separated from the oompletlon and the'horlzontal drllled -
lateral.

" Mr. Scott just spoke.to‘that'in two of his

so as not to award the party requesting a forced pool order

O Y O o DT S 0
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1 the 3,000 or so of potential feet of pay to produce ;

2'4.approximately 10 percent of the formation.
3 :H ‘ : A‘final issue that should be addressed in the
'4_‘]amended rule is the charge for rlsk associated with the
5 _.compulsory pooling order. Thejpooling.statute does not o :i'
6 _'mandate a risk charge,.but proVides_that the Division mayv
.7"Ainclude a charge for the_risk»involyed in»the drilling of

-8 . such a well, which charge shall not exceed 200 percent.

T T T

9 v . In New Mexico the”compensation~for risk was
1105['orlglnally set at ‘100 percent for development wells where it
'li'{iwas thought to be less rlsk and 200 percent for Wildcat
-121;‘wells. As demonstrated by the.success‘rate of horizontal
I3l7ywells drilled within'the-last_five.years, these wells are
14:- being drilled into zones'that have-been penetrated by a

15 ”‘number of wells and where seismic testlng ‘and petrophys1cal
A16?z logs have revealed the‘extent of produc1ng zones w1th hlgh

.l7rjfdegrees of certainty, the geologlc rlsk being taken by an-

‘18 _Woperator drllllng a horlzontal well in most cases, is ‘much
lél vlower than that of a Wlldcat-well. Consequently, the reward.
20h._for taking such a ‘risk should be adjusted downward

2l'-df o . And even though I understand from the testlmony thlS
22 morning that we are not really talk;ng about the compulsory
23';cpooling regulations, we,do‘think'that'these need to be

>24, 'addressed in COngruency with:the]horizontal_rules that are. .

25 being proposed because these horizontal rules can't =--

..
b
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expanding the standard proration unittlanguage, and how that

is -- is dealt with in the compulsory pooling statutes go

_hand in hand.

Finally, to ensure that property rlghts are not

infringed upon, the Commission could make it clear that any

amendments to its rules only operate prospectively and do not

- -affect any APDs that have already been-granted'by the
”Divieioﬁ or any compulsory pooling cases filed prior to the

 date that this amendment is -- rule is enacted, if it is.

Q: ~ Do you have any other thing thatjyeu would want to

- add about specific- cases that you haveebeeh involved with in

horizontal wells?

dAf We are also a non-operator andjhaye éxperienced.the-

' same situation that Mr. Scott talked abéﬁtvwhere the

_geologlc -- the superior geologlcal acreage that ‘was proved

w1th the horlzontal drllllng was encroached on, and we thlnk

-ethat these rules that -- that are-—e.as*they:are written

today, do not protect an operator or'propérty owner's rights.

- We also have seen a problem with the no limit on the

_.spacing. We are a participant in a Vertieal'well operated --

we are a non-operator -- operated by another'company that has ' |

proposed a horizontal well through the same spaciﬁg unit. We

felt we had to participate in drilling the horizental well

because our geologist said that there is no way that this

" horizontal well will not impact the vertical well, it was in

PAUL BACA PROFESSIONAL COURT REPORTERS
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'production from that well, and they drilled the horizontal

came out the wellbore in our vertical.well.

BY MS. GERHOLT:

" the  footnote Conseérvation Division Rule 19.15.13, compulsory

pooling, correct?

Page 106

the same producing formation, that it will not impact the

well. We did participate. They fracked the well, and sand

~ So I think that -- and while I'm not here to propose

any wording adjustments to that rule, I think that there is

'some -problems in having no spacing limits. - -

Q. - JDo youvhave anything further?
A, Noj sir."
'MR. FORT: 'i_will pass the witnesa;

MADAM CHAIR:“:Any questions?

VMS GERHOLT : _Yes. Thank you.

CROSS EXAMINATION

Q. - Ms:. Rowland, oﬁe of the'modificationsvthat*Heyco has

proposed and which you spoke of today was 1n regards to

drlller rlsk correct?

- A. Yes.O
Q;'A Allocation of driller risk?
A;.O.Yeé; o

Q. . And as you're aware, driller risk is discussed in

‘A, Yes.

Q}"'And it's notlspeCifically addressed in the

e
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1 amendments that afe.presently before the Commission, is it?

2 A. No.
3 Q. Okay.
4 ‘ A.  But you do have a -- a 13 -- whichever number that

5 we did add that says that compulsory pooling.will-be allowed,

T e

6 and so I think, if -- if we are going to change the terms of-

-7 and add additienalvlanguage on proration units where they no

8 longer fit under the- rules as they are today, which are what .

: 9 the compulsory rules are written to address, that yoﬁ heve to
10 h,address.the compulsory rules at'the-same-time or yoh don't
11 heVe an equitable system_working. |

12 - Q.. Giveh the concern Heyco has about the compﬁisoryf,

13 pooling rule,‘has.Heypq considered filing an application for

SR I e T

14 rulemaking'and'making’emendments to the compulsory pooling‘

15 - rule?
16 A. .No, I have not. _ . . o = §
17 Q. Okay. ~ One of the other things that yeu'mentioned

18  that had come'ﬁp several times today is New Mexico~Statute -

A S

19. 72-17 aboﬁt the equitable allocation of allowable’production. 

20 . 'A., Yes.

21 ,.'Q' And agaln, w1th1n that statute we find the
22 definition of the proratlon unlt being an area that can be

23.  efficiently and economically drained and developed by one . . .-

24 well. .

25 As you are‘——hI.should-ask it this way: You are

R
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“as an attorney, it seemé to be SaYing'that_whatever

~compulsory pooling authbrity thé‘Division currently has will

Page 108

aware that currently the State of New Mex1co has a proration

rate that have more than one well,-correct?

PAUL BACA PROFESSIONAL COURT REPORTERS

A. Yes, that they have to shére ailOwéble'on. ‘ ?_
Q.  The stafe already allows'fdr proration units with 'i.
more than one well even.though it -- | ; i
MS. GERHOLT: I will end_it there. Thank you. No ?
- further questions. | :'é.
MADAM CHAIR: Any other queétions of this witness? 12'.
MR. FELDEWERT: If-i méyﬂ"Michael Feldewert on : ;
behalf of New Mexico Gas Assoc1atlon . I have é couple of  v§'“
questions.’ ';j
| CROSS-EXAMINATION N
‘BY MR FELDEWERT : | | - " :
Q. Ms. Rowland; I was -- I'm looking at the language in é ‘
thé rule that addresses at"léast what,YOuiseem to be §£ 
.concerned ébout,here; the;compuléofy-poglihg rule. In ' ;;.
Subsection 16.15F, I don't. k'ng‘:wi if you have that in front of
You.,'- | | | |  §aZ
'AA. I don't;‘.I'm softy;“ %l
Q. 'So the section deéling with special rules for:.  §;
horizontal wells, 19:15.16.1$FAas'in:Ffank.“'- ; P
| . A. Okay. - | . é
;Q. _Néw} my qﬁestion'ié,Aas I read that, at ieast Eo me - ;:
_ : . '_§
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‘apply to horlzontal wells just as it would to vertical wells.
vzret, when I looked at your language~that you have proposed in
~your pre-hearing statementﬁ it seems to me that you are‘
;trying to.limit the compulsory pooling authority to

. circumstances where there is not a joint operating agreement

in effect for the area at issue.

In other words, you séem to be saying that, look, if

;fmyou have a joint operating agreementAin effect for the
_’project area, that you are asking‘the.DiviSion'tO»say now

‘that they should not allow pooling.

A. I don't believe the'state -- and this is an "I

Abelieveﬁ‘—— does hear compulsory-pooling_—— that they don't

give compulsory pooling hearings where there is a JOA. If

there is'a JOA and someone does not want to.participate in

the next well, then they are just non- consent partles
The -- the D1v181on is not asked to rule and -- on compulsory
-poollng on subsequent wells in a;JQA, and a subsequent ‘well

f.Would be what we are talking about.

. Q. But it seems to me, if I'mlreading your - language

that'you have proposed, particularly-the'proyision dealing

‘with Subpart»lSA(2), where it says, "A party seeking to
fjcreate a project area could obtain a compulsory pooling order
‘Afrom the D1v1s10n," you seem to be addlng language that would

Qrequlre the Comm1ss1on now to say that we are not going to

allow pooling to oCcur where there is a JOA involved. ‘That's

"PAUL BACA PROFESSIONAL COURT REPORTERS
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how I read your language. Am I reading it wrong?
A, i will teil you my -- or Mr. Feldewert -- sorry --
that mhat we are trying to propose is a methodology for the
Division to be able to affect an-opportunityvfor 0il and gas
producers to'make a bigger than proration unit as it now

stands, but without breaking the JOAs that are'currently in

spiacef

. And, again, this was just our suggestion,,and there

. is nothing magic about it, but trying to_get at 1east.as.many

of 'the people{iny01Ved in that JOA to agree'before_it‘could
beghroken.fi | | g
"thi: bkay

A'A.‘f Because that's what it's doing is breaklng the JOA

by comblnlng acreage covered by an ex1st1ng JOA w1th another

‘well_proposal.

Q. ~I,know'it's-a matter of policy, but-»I<mean, your

fsuggestion wouid be, as I read it, that they add language now.

to prevent them from pooling lands if there 1s a JOA

-1nvolved Is 1t just as likely that another approach to it
-would be .to address these issues on a case by case ba31s or
fto cons1der certain amendments to propose compulsory pooling
,rules at“some_future.date? Isn't. that another way to get to

© your issue?

A, 3Well, one way to get to my issue. Two would be just

to use the unitization rules withha feW'modifications, and

grss AR
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" then you wouldn't -~ we wouldn't have all of the addltlonal
" horizontal rule language.
Q. I‘understend that. Might be another way to get to

it perhaps on a case-by-case basis, they could examine it?
A. If -- you know, I will defer to what Mr. Scott said
right before me because I thought he said it very well. He

said;'"I'm not so sure that any rules that require the

" Division to be mediating all the time is such a good idea."

- Q. I guess‘ouriconcern'is it doesn't seem to make a lot

ofvsense to have‘the Commission say now. in this forum that
'they are not 901ng to allow compulsory poollng any tlme that

_there is a JOA‘1nvolvedJ' Then I guess we just have an area

of dlsagreement
A. Okay
.vMR;,FELDEWERT: " Thank  you. -

. MADAM CHAIR: .Are there any other,questions of this

‘witness?

_ -MRL FORT;tZI'doAhave a couple. yihjustvwantyto'
’-follow up. |

' MADAM CHAIR: | Well, youv will redirect after the

Comm1551oners | | |

-MR\‘.- FORT: That will be fine.
MADAM CHAIR: Commissioner Dawson? . -
COMMISSIONER DAWSON: I have no questions.

COMMISSIONER BALCH:. I have no questions.
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MADAM CHAIR:

BY MADAM CHAIR:

MADAM CHAIR: -
MS. ROWLAND:
MADAM CHATR:

areas where development of a pool has already been

other than acreage.

- MS. ROWLAND:"

MADAM CHAIR:

1

if_the Statutory Unitization Act --

- instead of compulsory pooling of

do.

EXAMINATION

Yes.

is in effect,

‘Unitization Act-and'ite'requirements --

Yes}

project areas where there --

MS. ROWLAND:

'bYes..

it can cover extended-

‘Page 112

: Wogld you support use of the Statutory

‘And I will say that in talkingfuﬂ

with a lawyer concerning those unitization rules -- because

that was the way we first went,

,'don't really have a- development

and we -- he(thought_there
‘would have to be modifications to that rule because what we

what we are proposing on..

some of these horizontals is -- is not -2 we don't already -

forward.

MADAM CHAIR:

.*Thahk:you.

just a couple of questions.

PAUL BACA PROFESSIONAL COURT REPORTERS
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MR. FORT: Yes.
REDIRECT EXAMINATION
BY MR. FORT:
Q. In reference to 19.15.16.15F as ip.Frank, compulsory

- pooling where these rules are applied to horizontal wells and
. compulsory pool project areas, is. that the basis for which

'JYOu*brOught in -- even though the rules éren‘tisubject to it,

we are modifying this rule bytadding'iﬁ thiS‘provision the

,‘horizontal wells and compulser pooled projéct areas?

" A. When I read these proposed rules, that's how I read

it.

. Q. ~ Okay. And so that's why . you brought up about the

‘risk for drilling, the penalty'risk?O

A. Yes.

Q. There was -- now, in a spacing unit, you are allowed

btoldfill up to, I believe, fbur'wells,'not two?_‘

A. Yes.
. Q.. What's the purposéupfvthosé drilling_ﬁofe than one
well? |
- A. If you are-not.finding-thét YOﬁ‘ate dréining'a

‘fesefvoir, that you are gettlng as much of a productlon as 1t

- can be and it's still an_economlc'opportunlty, then drlll a

second well, infield wells, even, you know, five spots.

Q. So that's why you do. that to get up to your

_allowable for that°
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"centract between all of the werking'interest ownere that have

- agreed to participate in your well, and they have come to

;et eetera, you have a contract in place,;and to break that

'eentract and have someone else come inwthat is»not under

Page 114

~A.. We have found -- and this is just one

»circﬁmstance -- that we had a 40 that had a fault that was

‘_right on the edge on one side, and we drilled two in order to

get the reserves.

,Q,_ And as to your -- when you were —-von

‘cross-examination you referred several times to you didn't

_want to seée the JOA broken up. Why do you not want to see

the JOA broken up by these compulsory horizontal wells?
“.A." .Really, two reasons. -I personally and.my company

wduld{like to -- whenever you put tbgeﬁher a JOA, it's a

different.agreements on how they are going"to handle it, even

in ‘'some circumstances what their interests are going to be,

thelr plan of development that they have put together through .

1thls “JOA is not good business.

ZVMR.'FORT: I have.no fufthef'qgestiens.
MADAM CHAIR: You may be ekcuéed.O |
MS. ROWLAND: Thank you. o
MADAM ‘CHAIR: Mr. Carr?
:-_MR. OARR: " May itrplease the'éommission, our

engineering witness is teaching a class tomorrow morning at

'Uhiversity of Tulsa,faﬁd so, with your~permiSSion, I would
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the new proposed rules in practice'would allow'operators to

.Mr.'McQueen has:prepared three slides that show how that
WOrks“just‘as-an explanation that. shows how'the new rules

_ wlll»pro&ide:this hew flexibility,'and-that Was the only

- have to probably try-and shoot him a c1051ng because .my

Page 115 i

like to go ‘out of order and call Ken McQueen at this time.
(Wltness sworn. )

~MR. éARR: May it please the‘Commission. At the
concluslon of the RPC effort and then at the conclusion of
the workgroup, NMOGA provided copies of the oroposed rules,
and*we had conference calls, and in'those‘calls certain
particular issues were raised, and the wltnesses we have
calledmtodayAaddressed,certain particular fairly narrow
issues. | |

One»of'thevissues that was raised was whether or not

actually maximize horizontal wells, the completed interval

w1th1n the produc1ng area of their. project area ~ And so

reason.for calling him.' It would have probably made more.

sense after the Division's technical presentatlon, but I'd

S A

technlcal w1tness would be 1n Oklahoma, SO w1th that we

would.like to call Mr. McQueen. -

R Y AP
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0il Conservation Commission?.

KENLEY HAYWOOD McQUEEN, JR.
»(Suorn”,testified as foilowsif
| FTDIRECTr EXAMINATION B
BY MR. CARR:

v.Q;: Would'you:state your name for the record,'please;:

>

_MYﬁfull'name is Kénley Haywood McQueen, Junior. -

;And, Mr. McQueen, where do you reside?

> o

I reside;intTulsa, Oklahoma.

BY{whom_éro'you'employed?

> o

i"Company.'>1‘

Q. What is your position with Williams?
A, - Ixamfthejdirectorffor the San Juan Région.

Q.© Have you previously teStified-before'the~New Mexioo_-

A, I have. .-

'OQ; ‘ﬁas:the'ﬁémborshib'of the Commiséion‘ohouged:since,.
you.iastrtostifiéq?ﬂ' | | |

-:A} B it-uas;

fQ;:- Could you rev1ow for the- Comm1551oners your
educatlonal background and your work exper1ence°.

uviA.; ‘I~roce1vod>ajBS;1n petroloum englneerlug fromrthé'

UnivorsityhoffTuIsa:in:i982.A I went to WOrk.forOAmeradorHoéo

in. 1982 in Tuiéa),was there for 13 years. :Moved;employment

" to Vintage Pétroleum, was there for eight years. And then in

B R e R e
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2002 I went to work for my current employer, Williams E&P.

Each of those positions had increasing responsibility with

‘the vears. In addition,  I'm an adjunct professor since 2002

at the University of Tulsa,'Petroleum Engineering
Department.
Q. And since you graduated-in 1982, have you always

been employed in an engineering position?

“A. That's correct;m
Q. Is NMOGA Exh;hitaNﬁmber.4‘a‘eopy of. your resume?
A. That's.correct; |
Q. . Are you familiar w1th the appllcatlon filed in thls

case on behalf of’ the New Mex1co 011 Conservatlon D1v1510n9'7
A. I am.

Q. Are you familiar with the proposed revisions to the ||

- Division's rules?

A. Yes..
‘Q. Were you a member of the OCD 1ndustry workgroup that

worked on the preparatlon of the graph that is now before the

‘Commission?

A. I was.

MR. CARR:"Weitender Mr. McQueen &s an expert in.

- petroleum engineering.

MADAM CHAIR: Any objection.
(Nb objectioh.)

MADAM CHAIR: He is so admitted..
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Q. Could you brlefly summarize for the Commission what
is the focus of your testlmony here today?

A After the rules workgroup finished its draft, it was

_provided to NMOGA for its members to review and comment.

_There were questions concerning'how a horizontal well could

be completed and produced. 1In particular, operators wanted

‘-to be able to complete horizontal uells_so that lt could
;produce the entire lehgth of the:producing area. 'And my
s teStimony addresses these issues and also .outlines some of
-_the'—— the issues that we have had.with drilling horizontal

‘'wells under the current rules..

Q. Is. your exhibit -- your presentatlon contalned

w§w1th1n four slides?

A.  That's correct.
'Q. . "And you have them bothfin”Powerpoint and hard
copiee? ‘ | | '
| A. That's correct.
Q. Letls go to your'flret ellde; and.l‘Would_aek you to

fldentlfy what it shows in view of that --

-~ A. I thought it would be helpful to look at the

'limitations of the current,horlzontal rules, and basically

what I have displayed herevarehtuofhorizontal4wellbore tracts

»luith different‘radius of.curvee.t'In'drilling'horizontal‘

wells, we describe the curve ‘in degrees per hundred feet and

I have 1nd1cated what some - typlcal examples are here in thlS
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horizontal well. From the standpoint of getting casing to
"example, my preference is to utilize a ten degree per hundred

. this is a‘relatiVely long radius curve, the X distance here

for that curwe is 572 feet as shown here»in this X and this

© would decreaee my turn distance here;lthe Xs,rto 358 feet.
gBut' agaln,_the horizontal drllllng has many double edged
’swords, and to decrease that  curve makes it much more

}:difficult‘to get casing to the bottom_of my[hole.

problems in trying to exercise a horizontal drilling program

"in Northwest New Mexico. The first oflthoee was the

Page 119

table and what the respective X values are.
And the X is ba51cally the vertical: and horizontal
component that is required to make the corner when we drill a
bottomL we prefer lower degree, lower angle wells. For
foot turn when we go into the lateral section, but because

X. I could shorten that distance up-quite“a‘bit if I went to

something.as steep as 16 degrees‘per hundred:feet, but that

So our problem was that -- we actually.had'two

definition'ofvthe prodncing interval, ‘and the producing

'1nterva1 is currently defined as a portlon of the dlrectlonal

well 1n31de a pool s vertical 11m1ts between its penetratlon

point and 1ts terminus, and the problem lnithat.deflnltlon is

the penetration point, because, as Mr. Brooks indicated

earlier,'the penetration point is where a directional well

penetrates the top of the pool from which it is- intended to
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produce. And I have indicated that penetration point'here as

what I'm also ‘calling the top of the formation. Strictly

speaking, that would be the. top of the pool

But the problem with this deflnltlon is that without - |}

employing rellef,through NSL, I bas1cally lose thlS'X

distance from-the’length of horizontal lateral that I might

be able to drlll 1n the spac1ng unit. For example, in

Northwest New Mex1co most of our spac1ng units. are 320 acres

with 660 foot setbacks, so that bas1ca11y gives me.a target

. area,

feet.

a producing area within the proration unit of 3,960

If‘Iim,drilling a 10'degree curve, I'm losing 572;feet

from what mlght potentlally be drilled horlzontally in that

spacing unlt. That accounts for almost 14 percent of the

total.

lateral’dlstance.that_I_would have available to drill

in that spacing unit. .

Q.

Under the current rule, the vertical portion of this

4well‘would be«required.to be within the well's,prodncing.area

unless you get*a‘non—standafdtlocation‘approwed.by‘the'

Division?.

A.

_undef

feet in from‘theruter bounds. Is that correct?

R

That is correct. And the producing area, again

thehcurrent fule; is defined as that inner rectangle.

‘that is-sethback from the spacing unit.

- 8o if yon:have 330 setback for a verticaliwellkall

the-way'around your project area, you'would have to be 330

R s
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A.  That's correct)
Q. Okay.
A. So in Southeéstern New Mexico where we are spaced or

40-acre tracts and there's a 330 foot setback, my'producing

area there is basically a 660 foot square in the middle of

that spacing unit. .In Northwest New Mexico where we have the

320s with 660 éetbacks,Aﬁy producing area target -is 1320 by
3960.
© Q. Regardlessrdf the size of the spacing unit, without

a non-standard lodatioﬁ approVal, you lose- a significant

" portion of what couldvbe'YOﬁr horizontal well within the

produéing area'ﬁnder<the»¢urrent rules?

_'Ai g That's;cérréét;ignd if I utilizexthe teh'fooﬁ or--—
excusekme - the_lO:ng?ééﬂpér 100 curve here, that eqﬁates”
to”about 14 percént‘of,ﬁhéipotential latéral lghgﬁh in the
producing area-tﬁat.woﬁid'ﬁé loét;

Q. Let's' go to yéui next slide.
A, Uﬁderlthe'propdsed rules, these'réétricﬁions afe

removed, and I have a nuch more liberal way that.i'can drill

‘my lateral. Under the hew rules we no longer use the

penetration point as'the béginhing or the top of1the

formation. Instead, we introduce a new concept,called the

:4complétion,interval, and the completion interval_is this

length of the_hbriibntél lateral such that the -- the

completion intervalAbégins where the lateral is isolated.

Page 121 ||
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So there are two common practices of isolating

laterals currently available;to the,industry. The first of

those

is isolation With cement‘ and the second which I will

show on the next slide, is isolation with slow patches So

by isolating my production cas1ng around the curve and to the

point

of my setback, then I can effectively utilize the

entire completion interval equivalent to the -area that's in

my producing area, thereby I can get the maximum length of

lateral laid in my-spacing unitf:

The additional enhancement that the new rules allow

for me is the ability to drill a rat hole, and the rat hole

setback. And the reason that I need to drill beyond the

setback at the terminus end is that my logging equipment‘is

is that section of lateral that is drilled beyond the

_‘typically 120 feet minimum in-length, and I need to get that

‘entire length of 1ogging tool past the setback so that I can

properly measure and quantify the petrophys1cal properties

associated with the 1atera1 distance

' So by usingncement to iSolate this rat hole, it

- effectively eliminates any drainage within the setback into

the lateral portion of thevhole;

o

If we take this -- and now we are looking at the

side view of the well? -

‘A

Q.

Yes.

If we put this on a project area, the vertical

o T e A T
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‘interﬁal;.and you've got the Setbacks,shown,- When you're
v‘talkingfabout the completed~interval; are you talking about

'the open portion of thehwellbore;»or"youphaVe-ihdicatedv

setbacks. Bas1cally each one of these perforatlons is .going
_to be a site from which a hydraullc fracture is initiated,
land the purpose of thls-cement_up~to*thebsetback is to

; providefisolation of this producing lateral‘from owners who

Page 123

portlon of the well could be from the progect area, but
outs1de the producing area'—-
"A. That's correct.

Q. ‘7— of the well? And so the lines that show the

boundaries of the completed,lnterval those could coincide

'with:say the 330 foot setback all?the way around on the

pro;ect area, SO you could have the horlzontal portlon of
your well open and produc1ng across the entire produc1ng .area
w1th1n the project area'>

"A{ﬂ That's absolutely correctl

,th{ " Now, when I look at.thisj you've got a"completed

perforations. How do -- what controls here?

A - The completed interval is-the'distance between the .

may ‘be on the other side of the wellbore

: ‘Q; I think the rule talks about the completed area

beiug isolated by 1mpermeable remains or'somethlng like that,

:lS that what those vert1ca1 11nes are that are labeled

'setback°

T RN ARINRI I R S TS S N RS i mmunj
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A.. . The blue is basically the cement isolation that is
placedvbetween the drilled hole and the casing.that is ran in
the‘well. .fhe setback is the point‘that I cannot cross in my
stimulation activity. So I_can perf and stimulate anywhere
in~thls1coopleted area as long as it's betWeen‘the_two.
setbackS'that.are applicable to that spacing unit,

fQﬂ'l'And are those both sides, the ends of_that sealed

off with ah'impermeable barrier?

A.  That's correct. And in this case°it would be
: cement,,‘
;Q;‘“ Let's go to the next sllde
-A:T The'next sllde actually shows completlon.technlques

in horlzontal wells that are falrly recent, although they are

'rece1v1ng qulte wide-spread appllcatlons 1n the Bakken Play
. in North Dakota, and'rather than cementlng the;ca81ng'1n

jplace, the casing,is ran with external packerskattached'to

the casing, and these external packers, when'ran, are of

'dlameter such that. they will sllde into the drllled hole

And then ‘upon exposure to formatlon flulds these packers

-swell=to the drilled diameter of the hole and‘essentially

isolate each of these sections from thelother

And the reason multlple swell packers are used in

this type of appllcatlon is- that between the swell packers,

that can be open‘for.stimulation and'thentsUbsequently

PAUL BACA PROFESSIONAL COURT_ REPORTERS
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stimulated as we move up the lateral. And then the last
swell'packer has to be in place at or inside the setbeck, and
the eame‘is true oﬁ_the terminus end of the drilled welliso
thap the'rat hole is not in,communicationAwithvthe oompieted
interval, and_fhat's the reason for these‘swell‘peckersbhere.”
Each of these swell packers are in place to allow for stage
stimulation that will take place.

| ‘:This swell packer is in place to isolateﬂthevlateral.
from the{rest of the Wellbore in the setback area. | |

,Q,-. What about the swell packers_that are.juet_to‘the.

left_ofd;his”Vertioal line? .

A, This 'is not required, nor is this required;‘butﬁ

‘those -are put. in place from our safety perspective to provide

additional isolation and well control for the stimulation.

Q. Mr. McQueeh, were you present for the.testimony this
morning? ' | |

" A. ppI wes.

'Q;.V Dld you hear Mr. Ezeanyim's preSentapioﬁ’inOWhich.he

outllned the beneflts of horizontal drilling? .

A Yes.
Q. Do you agree with those benefits?
A. Yes. And, in fact,vthe new rules make ‘it possible

for operators like Williams E&P to move forward with their'
horlzontal development programs w1thout belng burdened w1th a

lot of paperwork and Comm1581on hearlngs, Wthh 1s currently
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the case with the existing rules. And we feel like the

revised rules really brings the New Mexico Oil and Gas
Industry into the zist century as far as addressing'the
current technology that's being emplOyed;to exploit‘oil and
gas and horizontalj&ellbotee. | |

QL Are you finding horizontal development of_these

areas you're working on in the San Juan Basin to be more

‘efficient than a vertical development?

A. Yes, we do.: In;fact, the single biggeet advance for‘
natnral‘gas‘driliing‘and-hofizonta; drilling in particular is
in shales. 'And that ie‘what we are currently-pnrsning.in';
Nofthwest New MexicofiS'being actiVely pursued in othet |

basins, Barnett in the Ft. Worth Basin, and the Marcellus in

" Pennsylvania, but the reality is, without horizontal drilling'

and withoutvfracture'stimulation, these plays would not be -

economically Viable; So - those two enhancements in

technology, which have really come to fruition in the last

five years or so, have opened up a whole new avenue of making

previously uneconomic resources now economic to pursue for

~operators..

Q. By doing that:.niiifyou be:recoveriné-reservee"that
otherwise would be left in the ground and wasted7 o

A. That's absolutely the truth _and, in fact, ntiiizing
Qertical wellbore technology in the shale plays for natural

gas production is just not .economically feasible because we
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the best interest of consérvation and prevention of waste and

- the protection of correlative.rights?
_you reviewed them and you can confirm their accuracy?

- time I move the admissiQnOof the New Mexico O0il and Gas

Association Exhibits 4 and 5;'7
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cannot deliver the amount of gas that's required to cover our

capital investment, so this horizontal.technology really

makes it possible to access gas reserves which previously
were uneconomic to pursue.

Q. . If the rules before the Division are adopted, in

. your opinion, would they: facilitate and encourage horizontal

development of this sort?
A. I believe they would, yes.

Q. Do you believe approval of the proposal would be in

A. . Absolutely.

Q. - Were Exhibits 4 and 5. either prepared.by you or have

A. They were prepared.by me, yes.

'MR. CARR: May it‘pieasevthe Commissionf'at»this

MADAM CHAIR: Any objeéctions?
(No objection.)
MADAM CHAIR: They are so admitted.

(Exhibits NMOGA 4 and. 5. admitted.) -

:MR. CARR: . That concludes my direct of Mr. McQueen.

MADAM CHAIR: Do you have cross?
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',reconvene'ét 20 after.

Page 128 E
CROSS-EXAMINATION
.BY MS. GERHOLT: |
Q. I have a siﬁple‘qﬁestion. Is ydur Slide Number 3 in
‘that -- bring that back-up 7-‘coﬁpleted interal cement,
‘ithat's.an'example of a completed_interval that's been case
ceﬁented and perforated? |

e o T T T e

A.' Correct.
MS. GERHOLT: Thank yéu.. fhat's my only question.
.MADAM CHAIR: Any other quéstiQnS?
(No response.) | o | |
MADAM CHAIR: Commissioner Dawson?

COMMISSIONER DAWSON: I have no questions.

O A A A T SO S

. MADAM CHAIR:"Commissionér Baléh?_

COMMISSIONER BALCH: I have no questions.

SRR

'MADAM CHAIR: I don't, either.
MR. McQUEEN: Thank you.

MR. CARR: .Thank yOu, and I<appreciate'being able to -

go out‘of-turn. It breaks up other people s. flow,Obut I
wouldn't have had a witness.
MADAM CHAIR: Can we now réturn.to questioning of

Mr. Brooks?

'MR. BROOKS: Your Honor, may I request a five-minute.

- MADAM CHAIR: 'Let's'take.a five-minute break. We'll

USRI
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(Recess taken.)
| MADAM CHAIR: Back on .the record. 1 believe Qé were
at the point where we were going to cross- examlne"Mr Brooks.
‘. MS. GERHOLT: That is correct Madam Chair.
_MADAMvCHAIR: Mr._Carr, do you havevany questions?
MR. CARR: I have no questione of Mr: Brooks.
./ MS. MUNDS-DRY: I have no questions for’Mr. Brooks .
-‘MR. BROOKS: I'm surprised. |
‘MR.. FORT:i I have some questious;
'. CROSS- EXAMINATION
BY‘MkTOFQRT; |

j'Q;,_'Mr, Brooks, in terms of, as I understand it:»your'

Ekhibit Number 2, I'm looklng at ‘what was the handout this

mornlng that you had up on the wall

";AQ:. IS‘thlS-the sllde, the second sllde, Number 2?
S 0. Yes, sir. Thank you.
' fOA}”" Yes, sir.

Q.. And this applies to vertical wells? -
-A. - "That's correct.

ij; 7,Qkay. "Now, Slide Number 4, you said, applied to

horizoutal'wells; Obviously that‘s -

fjA, ' That's also correct.
"Q. ‘oOkay. Now, in terms_of-f--there'isttwo.Ways to
- makef;; to file an application. One:ie, aé»jou said, to get

the consent of at least one lessee or owner of unleased
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mineral interest in each tract?
A. -Right.
Q. So if you have four tracts, you haveAtorhave:an
'interest in.each one?
- Yes, sir;
Q. Now,;can.that interest -- is there any sizehtO»that
interest'that you have to have? |
A.  No.
';;Ql ~ So YOu oan haue one percent in each of thehfour'
: tracts?. | |
| A{ - Right."It.has to be’a working intereet;;;
Q. Okay:. A onevpercent working intereSt?.
A. it can‘be‘of any size. |
.VQ. | Okay. Okay.' But as I understand it, if'you can't

.get an- 1nterest in those four tracts that are ad301ned to.

:each other,vthat you can come in, and even though.you don't

have an 1nterest -- you may have an interest in one of them,

but the other three you don't, you can come 1n and get a

j'compulsory-poollng,order?

A. 'Youfcanjapply for a oompulsory'pooiing'orderr
. Qi u ng'ean apoiyvfor one, okay. Is this fulé'Q-_is”
this rule,any:different than whatfs'happening today?
Ar“ No, that is, so far -- no, Ivhaveuto-withdraw that

because I don't know exactly what is happening today.}pWe

have-enoountered situations where people have applied for

PAUL BACA PROFESSIONAL COURT REPORTERS

- ela2abac-6b2d-42a1 b30a bf1399992026




S I I N SN E BN BB D S E aE NN R EE .

‘10

11 -

12

13

14

15

16

17

18

19 .

20

21 -
22

23
24

25 .

Page 131

APDs and even have drilled wells where they -- there were

spacing unitsbpenetrated‘by those wells in which they did not .

own an interest.

Q. And you heard the testimony of Mr. Scott?:
A.. I did hear the testimony of Mr. Scott. I believe -

the facts of that case were -- I have some familiarity with

- that case, and I believe the facts of that case were, . when

the well was initially’proposed, the operator did not have an

interest in one of the tracts or perhaps two of the tracts

that were included'in'thatjspacing unit, however, the .

operator did acquire some.interest in those tracts I thlnk
before the they,drilledithe well. I know that they Q-OIfm
certain that they do nowiown_an interest in all of‘the
spacing units in'there{

Q. But this -- this rule as it's presently proposed

‘doesn't prevent'anybodyhfrom doing to Mr. Scott what happened .|

to him. prev1ously'>

A. It does not prevent anybody from applylng to the

D1v181on for a- compulsory poollng order without ownlng an

1nterest in one or more tracts.

Q. Okay. So he would be -- his position is, you have
violated’my=correlativebrights?
A.- I understand that‘is his position; yes.

Q. Now, and I apprec1ate your candor thlS mornlng when

i,we talked about the problem ‘And the problem as I understand

R o RO NS o el
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1 it is that project area is not a statutory term?
2 A. That is correct. It is not.
3 Q. And that is the -- and in some cases we are actually -

4 V'overlaying or pooling on ﬁop of a joint operating agreement?
5 . | A. .Well, I have to be ﬁrecise about ﬁeanings. There is
6 one ﬁhing that is entirély.clear, I think, from the statutes.
7 ’If'thé‘OCD is requested to pool an area, and that area is

8 "éubject to a joint opefatingfagreement to which all of the

9 working interest owners are pérties, the entire area that the

10{'iOCD'is being asked to force pbol, the OCD cannot force pool

‘11 '»tHat area, but there may be -- but if they are asked to force-

12 pool a‘project area comprising four spacing units, it's

13 entirely possible that there might be one spacing unit among

14 . those four and which was covered by a joint operating

15 - agreement'to which allvworking interest owners who owned

16 interests in that spacingj—-'that‘40—acre spacing unit were

17- parties.

8 - Q. Okay. Butlthe problém hinges on the statute allows

19 'yoﬁ>to have the -- talking-abou; a spacing ﬁnit or a

2d vpfération unit, but it dQes_nbt define project area in terms
21 - of you can have poolihgifor greater'areas_than a épacing‘unit,
22 or a L |

25- }I'A.-' The statﬁte,‘no,‘does'nét define the term project

24 - area. It does not usé.the ﬁérm.-

25 . Q. Okay. And you mentibﬁéd;é case this morning, but
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" A. I mentioned two

" Wilbanks versus Oil Conse

Q. I do recall thét.

lost.——
A. In Marbob.

Q. In Marbob you lo

fines --

A. Well) the statut

‘the real specifics of tha

Page 133

" not by name, but I belleve it's Marbob versus the OCC.

cases. I mentioned Rutter and

rvation Commission, and I mentioned

‘ Marbob versus 0il Conservation Commission. .

And in that case the Commission

st, and that was a question as to

‘_.whéther or not you had authority when there was a specific

‘statute that said only'the‘AG could,'I guess;'enforce

e said that ——;withoutngoing into

t Case,'you are correct, the Court

“said -- the Court held that the Oil‘Conservatioh»Commission's

_rule-which was adopted in that case, one provision of it

violated the statutory provision.

Q. Okay; And here

‘covers project area. Is

~ A, That is subject

Q.. Okay. Is there

'Mexico statutes?

"A.  There is_not.
.Q. Let's talk about
apiéce, A, B c, and D.

A.. Yes, sir..

we don't even have a statute that

that correct?.

‘to argument, sir.

a definition‘of project area in New

my four spac1ng unlts, 40 acres
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Q. And in A we have a vertical well, and there is a

joint operating agreement for it, in that 40—acre tract in A.

A" By way of clarification, you mean joint‘operating

agreement to which all the working interest oWners of that

‘tract are parties?

Q." Yes. I'm sorry, yes, sir. Thank:you‘.‘l And then we

have one who -- and it's a proposed operator‘that'has an

intereet in D.

'A..  And that proposed operator is not a party to the

joint operating?

:J:Q;fv Correctj he is not a party. And now we have -- C

and<B-we are not going to worry about, but he doesn't have an

'interest'in C, B, or A.

At rCorrect.

Q.'v How many horizontal wells can D dfill or”epply for
and drill in those four 40-acre tracts? |
. gAE-;_You are assuming, I.suppose, that the, humbef ehe,

the rule 'is adopted, number two, the Commissioh‘has grented

the coﬁpulsory pooling inhthose four 40-acre traets --

. Q. Yes.

A. -- to form a non—standard‘project'area? As many as

- 'he wants to.

Q; - So it's unlimited?
tA. That is correct, sir..
Q. Now, how many -- okay. So how many additional
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-understanding,;eo_l will say -- I will try tq'be specific. -
-Ih.anytﬁhit ih'which there :is a working 44‘in’any,bf the four

~units in which there is a working interest owner who is not a’

Page 135 |

vertical wells can be drilled without perm1s51on of the
owners of the_project area in that 40-acre -- those fQur 40
actes? | |

A. Without_permission of the ownersOof,Unit A that you
said_was.subject to a JOA? |

Q.‘ 'Ne-——-yeah,'they -- yes. Without owners3QfOthe
projectbarea‘-- I'm sorry, not -- not under'the-joiht
operatihg agreeweht.

' Yeah. There is some uncertainty - in my -

?arty teythat joint operating agreement,. they -= that worklng.
interest owner can drill up to four wells in. that ‘40-acre
unit. .InlUnit A where you said all intefeSts,were subject- to
theijoint opefating.agreement - |

Q.. 'fesg» |

AA;'hO;—_lf“we_assume that there is ah‘exietihg preducing

well in the subject formation, and that the joint'operating;

agreement contains the standard provision on subsequent wells -
as feuhd in the AAPL form --

Q. -Okay.

"A. :-- then no one could drill an additional well on

Unit-A,'initial_verticalvwell on Unit A without the

permission of all the working interest owners who are parties

R
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to that joint operating agreement.
Q. Okay. ' So yoﬁ are saying that they can still drill
up to three more wells in Unit A or -- Spacing Unit A, or can |

the -project area operetor prevent them from doing that?

A.. I don't think the project area -- the pfoject area
operator can prevent them from doing that, no. But as:long
as they are -- well, you ask an interesting question because
I hadn't -- when_one_undertakes to write a rule, there are

many consequences of the languege that are adopted, and it's

not possible to think of all of them, and this is one I did-

not think of .
Q.  Okay.
A. Because we"have adopted by rule a provision that you

have to have the consent of all working interest owners, and

“in the hypothetical'ybuTve'presented,'the partyﬂdesirihgvto'

'drill a vertical weil, an addltlonal vertlcal well on A under

the terms of the operatlng agreement, they would only have to

‘have the consent of the other worklng 1nterest owners in Unltf;?

A. But the way the rule is written, I can see, quite
arguably -- and I don‘t heve‘that particular proposed

languege in front'dfimef'but.it would seem arguable that

parties wishing to drill another vertical well in A would
- have to have the conSehtfof all working interest owners in .

-the -project area; fIf‘YOu,wish me to look at the specific

language and tell you what I think it means, I will do so.

R S o N R NN VM A A
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‘_f9' . A. Right.

10 .fO Q. -- would not theirOCorrelativeAfights be interfered
O.li _‘With? ' |
iiz.;.qhv;A. Well, they might be._;Offéoupse, there is another

'|'13  remedy available to them because they will. -- the rule .

‘175"' v Q. Okéy But at the éame time, they Stlll have to come

‘19 A A That's correct.

20" . MR. FORT: Just one moment .
>'21f»t h: (Pause.)

‘22" Q. Underathe current rules that ‘we currently have that

o : Page 137
1 0. Yeah. Why don't we do that. I'm not familiar with
2 the section site.
3 ‘A I'm not that'familiar-with it I can find it

4 instantly. It's in 19.i6.15, I'm sure. I believe that the
5 language is ambiguous on that point.

6 Q. Now, if it was;requiréd to get the working interest

R N Ry TR

7~ owners of the project area's consent, and the JOA folks were

8 denied a subsequent vertical well --

14 . provision also says, with the permission‘—— or by order of
15 the Commission or Division,_sdrthey could apply to the

16 Division for permission to drill.

18  here to do something they had a. rlght to do before°-

23 if we again go back tofmy-examplé'of;the four 40-acre tracts,

‘24 A}‘B, C, and D, that A qah bé:force pooled'as a.result of a

- 25 filing of an application by the ihterest‘owner in D for

SRR by

.......... TTE
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1 'creeting a project area of A, B, C, and D?
2 | ‘MS. GERHOLT: Excuse me. Which current rule are you
3 refeffiﬁg'to? | |
4 MR. FORT: The current rule that applies today.
5'_ MS. GERHOLT: The permitting rule or'compulsory_
6 ,peoling.rule. |
7;, | "MR. FORT: I believe, theeeompﬁleory-pooling rule.
-8 - A. d:I don't think I can answer~thatdquestion'because the
9 'ffulesh beth‘the present rule and,the-proposed"rule,'de not
10 . address in what situation 'a pro;ect area can be compulsory
11 pooled _
12V:. Q,:_ Okay. But. that was whaﬁ Was'done with Mr. Scott?
13‘- »1A:‘  Yes. That has been done in>a number ef cases.
14 Q * okay.
15ed"ﬁdL-A;dV'But it's not ——'it ie,cuﬁrent pracfice;Abuﬁ there is
'iGZN'ﬁbthiné in the rule that purperte £6 either edthorize or
17 e‘prehibit.that -- that praCtice; |
18 ‘7:QQ: Okay. Fine. Thank you.
19 - - - | MR. FORT: I.have‘no further questions..
20.;fA MADAM CHAIR: Any othef qpestions?d
21 3.kNo response. ) -
,22.. MADAM CHAIR: .Commissioner Dawson?
23 - EXAYMIN»AVTIv’ON |
24 . BY COMMISSIONER DAWSON
25 | .COMMISQIONER DAWSON: On your Slide 3, eah you turn.d

T R
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- that or to get those approved?

‘nqticed‘on the west side, those two, I guess those are

Atracts[ two 40Aacré tracts? 'Is that‘whatuthOSe.are?

tract. They should be square, but I didn't draw: them quite:

‘square.

diagram where the wellbores were, and while that would be
considered a project area, there is no'wellbore'within that -
.projedt area.

Roﬁvthe western part of that?

.zthatJSfcorrect. : o D ' |

;Woﬁldn}t‘be épproved, would it, if it waSzprésénted like o |

x_that?"

Page 139

to Slide 3? I suppose the project you are reférring to

e

C-102;'that also requires two APDs for two separate APDs for
MR. BROOKS: Madam Chairman, Commissiénér Dawson,
that's not my understanding. I would think it requires one

APD with two C-102s attached.

COMMISSIONER DAWSON: The reason I asked is I
~ MR. BROOKS Each of the rectangles isva 40-acre

COMMISSIONER DAWSON: - I was a little confused on the

gt

MR. BROOKS: Yeah, this is the wellbore:

 ‘COMMISSIONER DAWSON: Yeah, but there is no wellbore

MR. BROOKS: Madam Chairman, CommisSiQner‘Dawson,

COMMISSIONER DAWSON: - So would-that-ledZ, that

A MR. BROOKS: Madam Chair, Commissioner Dawson, my

E S
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1 understanding and belief is that it would be, and, in fact,

2 this is a C- 102 for an APD that was approved

3 '.' 'COMMISSIONER DAWSON I just thought maybe they

f%

-4 needed the wellbore depicting -- to traverse those two traots
5 to be apprOved; |

6 Mﬁ. BROOKS:‘ Madam Chair, Commissioner Dawson, my

7 understanding is that»the rule allows an operator to include
8 spaciné'units in- the project area that the wellbore_does;not.
9 penetrate; ,It allows it by'default because . it doesn't_' |
10 prohlblt 1t 1n the sense there is nothing in the rule that §
11 - I'm aware»of,that’says. However, I think it's pretty clear_bbf%
i2 that'theArule;Aas the present rule, not the'proposed,fbut_the"é
13 Presebt rule'Waé‘intended to allow.some, at least some o ﬁ

14 spacing units that the wellbore did not penetrate to be

15 included in the project area. The reason I say'that is.
16 because of.the proration provision which refers to spacing

17 units, ‘quote, traversed or developed.

18 ~','f ' Now,»i would be interested to hear the argument by
19 -which_they would say.these spacing units are developed»by

20 this well. vHoWever,_this is just a matter of trying to

21 construe what the rule wae‘intended_to say.
22 - COMMISSIONER DAWSON: That's all the questions I
23 have. . Thanks.

24 - MR. BROOKS: Thank you, sir.

25 " - MADAM CHAIR: Commissioner Balch?
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- serious problem for the Division'that we do not address in

‘Thank you.

. Page 141 |
EXAMINATION |

BY COMMISSIONER BALCH:

COMMISSIONER BALCH: I have a question. .As a
hearing examiner, -what Qould be the impact of not |
specifically addressing compﬁlsory pdoling in Subsection
16.15F in the horizontal rule, or would there be any impaét?‘
Would it default to that anyway?

MR.»BROOKS; Madam Chair, Commissioner Balbh, I'm -

not entirely sure what your question is. I do think it is a

whatlciréumstances we can_compulsbry pool préject areas
because we had éb many applicatioﬁs for that. However, I do
not frankly see how weAcéﬁ address it iﬁ view of the
uncértainty in how theistatﬁﬁe'shouldvbevinterpreted andvhow:
we can address it otherwise and as best ‘'we can on a. o
céée-by-case'basis because any‘rule we might adopt is
vﬁlnefabie to the possibiliﬁy'of being chéllenged in couft'
unless and until»ouf'sta§Utofy.authcrity is clarified.'_ |

"COMMISSIONER BALCH{ .That addresses my concern.

" EXAMINATION
BY MADAM' CHAIR:

MADAM CHAIR: I'm concerned about project areas -

masquerading as exploratory units. As Commissioner Dawson .
: : , - B

asked, the dedication ——'acreage dedication plat of the C-102

R e
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is confined to acreage dedicated to one well. The OCD may

not have a definition about exploratory unit, but it deals

-with exploratory units on a very regular basis and does not

create conflict with definitions of eXploratory units that
are put out by BLM or the state land offlce

MR. BROOKS: 'Okay. Madam- Chalrman, I'm trying to

~figure out exactly how_tO»respond'because I'm trying to

figure out exactly what you are asking.ﬁe. The BLM, of

course, has regulations that prescribe the creation of

- federal exploratory units. Thé state land”office also, I

assume) has regulations, though I haven't specifically read
them, on that subject. We, as the OCD, approved status
exploratory units. In practioe our approval,has been

ehtirely perfunctory, and we have relied upon the state land

'yoffice-tO'approve those -- to give theirbpreliminaryy

approval, which then, if,it'S'given; in'the_absence of

opposition;'which is almost a -given because really no notice

is required to anybody who might oppose, we also approve.

On private lands in New Mexico, I believe that

explOratory unitization would be'entirely a matter of
Vcontract "I can see that if a person is putting together a
Aunlt for the purpose of drllllng a program of horlzontal
fywells w1th1n a pool, that that would be w1th1n the terms and’

fmeanlng that -- that the phrase as- used in oil and gas law an.

exercise of exploratory unltlzatlon,;and if 1t involved
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federal'or state lands, then there would be a procedure that

they would be required by the state or the Unlted States as

proprletor to follow, which would be separate from and in

addition to whatever procedure they would be requlred by the

'state of New Mexico as sovereign represented by the OCD to

follow
7If'they are laying.out an area to drillﬂa“single

horigOntal well, then I would think that:the_definition.of

. that.unit, that whatever kind of unit they would need to

dedioatefto that well and how it was to be ‘configured would

_ be an;appropriate matter for the OCD to prescribe rules on

under.its power to prescribe the spacing of wells and to

oreate"Spacing and proration units. I do not know if that

.answers your question.

MADAM CHAIR: It does, in quite a few'ways

{Although I notice that on orders that are 1ssued by the 0CD
~concern1ng approvals of exploratory unlts; a flndlng is made.
I.that all of the proposed unit acreage appears to. beA-
-;prospectlve for recovery of gas or oil from the target'

yformationfunderithe concept - proposed by the;applicant.

MR. BROOKS : I am familiar ‘With "_'that‘ fact.
MADAM CHAIR: You should be. Wthh explalns in some

ways that a state exploratory unit must be justlfled as belng

MR. BROOKS: Correct..
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consolldatlon requlrement that we propose in 16. 15H because

_produce that well so he's got to either get all of those

A : Page 144
" MADAM CHAIR: Where a project area does not even

have that requirement.
MR. BROOKS: And that is true, and, yeah. Well,.you

haven't askedAme a question. It does not have that

requirement(.thatFS correct.

‘=‘MADAM_CHAIR: But.you agree with that?

‘MR. BROOKS: I agree that it does not have that -

reqﬁireﬁent~ﬁnder the existing or the proposed .rules.

h MADAM*CHAIR:. And with'no limitation on the'size ot
a project'area byﬂan operatorvwhozmay or may;hot'have'anyh- "
rights;Withiniall -- all quarterequarters or sﬁbdi&isions
w1th1n that project area, what's to prevent LYnx from |
des1gnat1ng on his C-102 a project area that covers 15, OOO
acresofor'one horizontal well?

‘hi MR;{BROOKS: I belleve nothlng is except the--
he 1s g01ng to have to consolidate ownershlp before he can

15,000 acres to be consolidated'by voluntary agreement of the

owners,. or- else he's got to conv1nce the D1v1s10n for ‘some

reason that ‘a 15 000- acre un1t is an approprlate non- standard

'spa01ng unit. to create for that well. - S 2 §

' MADAM CHAIR: So under H, the operator of a .

,-horizontalkWell.has to get signed off by one_owner”of‘any,

interest; but‘does,that apply to the project area,:or_does
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that apply simply to the well acreage --

MR. BROOKS: - 16.

MADAM CHAIR: -- under that proration unit?

MR. BROOKS: I'm sorry. I'm sorry I interrﬁpfed :
you. | |

MADAMVCHAIR&» That's all right.

MR. BROOKS;'AMadam'Cﬁair, 16.15A applies only tputhe
spacing uﬁits'penetrated ahd‘poses a requirement that must be:,%i
met-beforevdrilling.  16.15H applies to the entire spacing'i
unit --.I'm éofry ——'té the entiré:prpject aréa and imboSeé'é 

requirement that must be met before producingvfrom the well.

Section 16.15A only requires one owner per tract. Section

16.15H“re§uires cénsplidation of the entire wdrking intefest'
ownership. | |
MADAM CHAIR: .Of the entire project area?
"MR. BROOKS: Correct.
MADAM CHAIR That clarifies quite a bit. - Thank y&u‘ ;
very mﬁch. I have no other questlons Is there redifeét?> 
. . -REDIRECT EXAMINATION |
BY MS. GERHOLT:
Q. 1Mr.'Brook$;fthefevhas been>a lot of discussion of
compulsbry pooling‘today. o
A. Yes,vma'amm*

Q. And dfawiﬁg”your attention back to 19.15.16.15F as

in Frank ---
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.compulsory pooling rule that the Division has and‘only
‘provision the Division»haS<in'that?rule with regard to’

compulsory pooling.

. construction of the compuléory”pooling statute because he

has -- he has urged me several timeé and read to me from the

shall pool; And I grant that'tha; provisionvis in the

statute, and Mr. Carr_haS~already whipped me once with the

Page 146 |

A Yes, ma'am.

Q. -- was that proposed because the current procedural
rule that the New Mekico 0il Conséfvation Division has is
19.15.137? |

A. Well, the.currenpa——'19,15.13vis the current

Qf Okay. And_this"isn't ---this new provision, 16;15F,

is not stating that in fact the 0il Conservation Division in

every instance would compulsory pool the project area°

A. - Well, I don't understand,lt that way. Now, that -- :

I have a little bit of a diSdgreement with Mr. Carr about

the ---who was supporting‘me on these rules -- about the

statute the provision that says, if A, B, C, the Commission

mandatory nature of shall‘in'the statutes, however, I would

- point out that there is-also another .case which says that the %-:”

Commission not only is -not required to, but cannot compulsory

" pool any area unless it finds that:doing so-will prevent

- waste and protect correlatiVe rights, so I_believe there is

some discretion for the Commission.’
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Q. So what would be -- what 1s most important is that

the Division Examiner or the Commission would have to find

’ thét it Was preventing wasté.and protecting correlative
A'fights? |

OA: I believe that it must fiﬁd that, éna if it goes to.;
:the Cbmmission and the Commission makes an érder and'ﬁhey do

"not»so find, then the compulsory'pOOling order is invalid.

~MS. GERHOLT: I have no:furfher,quesfioné.

MADAM CHAiR .The Witness‘may'be e#cused;

MR. BROOKS: I Suspect-Mr::Carr,.affér that tirade,
has-somevquestions. | |

MR. CARR: Do you mind.ifii juSt»ask a couple of

statements Mr. Brooks just made .

* MADAM CHAIR: Go ahead.

CROSS-EXAMINATION

' BY MR. CARR:

'Q. Could you give me the .cite of the-case that you

. ‘cited that said you don't have to --

A. I do notlhave it-here, sir, but I will be happy to .

e- mall it to you when I get back upstalrs

Q. Is it a New Mex1co case?‘
A. It ié, sir.
.4Q; " You indicated that when the'Division didn't find

that their order’prevented waste and prdtect correlative
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rights, it should be set aside?
A. - That's what I said, sir.
Q.: Would that apply to orders 6f the CQmmiSSion asA:
well? . |
A; “Well, I specified in a cbmpulsory Ordef'of:the
_Commission.
'Q. : WouldAit apply to other orders of thé Com@ission?
.'A.‘  i’think, Mr. Carr, you are asking-mé~£oiéommenf bn a 

pendingvcése,in'which you are counsel, and. I believe that
would be 1nappropr1ate
| ’Q(".So be it. But I would llke the transcrlbt

| ‘A‘MAbAM CHAIR: You may be excused. |

- MR. BROOKS: Thank you, Madam Chair.

MADAM CHAIR: Ms. Gerholt, do you have any further -

witpessés? 
R _MS; GERHOLT: Yes, Your Honor, the.Diviéion would
nOw?CAii Riéhérd Ezéanyiﬁ’back.to thé'standJ‘ﬁ" o
‘ RICHARD EZEANYIM
.”(PfeviQusly sworﬁ, testified_as:follows:> 

- REDIRECT EXAMINATION

BY MS. GERHOLT:

Q. : Good afternoon.
A. Good afternoon.
0. - Would you please tell the Commissi¢niwhat a

horizontal-well is?

o R R
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| “Page 149 |
A. By definition, but before I begin, I wanted to

ciarify for the operétors,lduring Mr. Brboks' testimony, we
are clear on allowableé, we do not allow operators?who é#ceed
the alldwables to- continue bﬁsinesé. That's pr1nc1pally my
job. How do we protect correlatlve rlghts if you are
contihuoUsly oilﬁproducing? So we do not. And I hope,ypuj
have not.corrupt -- So I want to make sure that nobody‘hEré'
corrupt héfe; _My‘jobnis to make sure all that - B
Q.-_-Well,‘thank_you for that cautionary statement;

Would yoﬁ pléasé tell ‘us what a horizontal well is?

A. _ Yeah; 'We have.to start with the definition bf'a4 "
hqriantai Qeilf"and‘that’way_we will_begin to iméginé-in‘
whatfﬁefsay'léter how it appliesito what I'ﬁ going'tO'séy;iﬁ
my téstimény; | -

‘,‘A hgfigontal well is. a directional well. Théy_mayf“

have two or more laterals as long as it extends 100 feet into

B R SO S

the formation. . I'm taking my time to explain‘this becaﬁséf*

I'm‘going to invoke this in some of my testimony_héreﬂ_.So"as

long as it extends 100 feet into the target zone and has
laterals, thét‘ié a horizontal well,

A hofiZontal Weil,that'has.multiple 1aterals.fromb

one wellbore is,defined as one well, and that's why I have.
that underlined. We tell you why I underline that when we go |
fbrwardeith oﬁr presentation today, but that,is‘phe>2?

definitidn of a horizontal well.

FREREC A
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you know, look and look at thshadvantages, and one of them is

of thin oil-rim reservoirs. that a vertlcal well would not

‘through'a‘horizontal‘well. 'And you ¢an also drain a deep

| Page 150 |
Q. Okay. What are the advantages of horizontal wells?

A. Well, I mean,‘multipls advantages, but there are

several of them that we have that I think most people here,

that they're.nsed in a naturally fractured»reservoir, you
should have one, to.interSeot those fractures and then drain
the reservoir. That's‘a very good view point.

Okay. The multiple laterals they are talking about,n
I'm going to show you,examples,‘they drain different pools;

what‘we call sources of-Supply;T,It'is'used in the‘drainage

really do anythlng Sotlf'you'can position your horlzontal

well through a very thin oilY"reser&oir, you can drain that

shale reservoir with horizontal wells. I think that was

mentioned.

- Okay. This is interesting. - We can use horizontal

wells to rscoVer hydrocarbonsrunder huildings. You know, we
might be here -- yon go.to a hsaring‘and somebody is drilling»ze
two miles below and recoverlng hydrocarbons That's |
interesting. Under roads, hlghways, hospitals, airports,yh
cities. So you put-your wellbore somewhere else and drainl
under the obstructions,_surface’obstructions. That is why,
you nse'horizontal'nells.-' |

"It reduces surfaoe'impacts} that's what I'm saying,
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and therefore it .is environmentally friendly. You know, I'm

going to show you examples. it_preserves endangered species

~habitats. 'We have a lot of Sand Dune Lizards and the Lesser

Prairie Chickens. So we can allow this drilling while we are
getting some hydrocarbons from-them.

And technically horizontal wells can.produce

‘anYWhere from 15 to 20 times .as much as one vertical well. -

And an important idea that I think I use them -- enhanced oil

"“recovery‘method, not porous -- what I mean by enhanced
wrreoovéry by fragmentation is that you can recover more of the
. original oil in place with horizontal wells than vertical

'Wells;

~There are just -- there is a number of advantages

for having horizontal.wélls,.and if'yon have the advantages

" in our mind, then we can begin to understand why we need

VthlS

‘Now why don't we go to the disadvantages of

. horizontal‘wells. I just saiditwo,vI think. You can drain

-only one pay zone at a timen Well. 1f I have two pay zones,

I drill two laterals. - So that's not really, you know, a.

‘disadvantage. I just need to drill two laterals.

‘fNow, of course, we know it costs more to drill a
horizontal well ‘than vertical ‘well, but I think in the 80s or
90s, the cost was as much_as'siifto.one. Now, you have gone

down to three -- two to three times as one compared to a
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.maybe:l.S. I'm expecting that,to'happen'in the near future

'herel' So if-I look at all the. disadvantages, they are not

'really disadvantages I also have-some simplified examples

any scale -{-I mentioned before the disadvantages that -- of
ythe_area-because you come in and you are draining,from
Qsomewhere else and drilling one. mile underneath this is just

to indicate why, you know, horizontal wells are very

dig the" well But if I need-to do'that I might drill.a lot

- Page 152

vertical well. But more recent we find out that it's not

going to be much different from draining a vertical well,

so that'the'cost issue is not really going to be a problem

of it to demonstrate the way I'm seeing most of them, the way
they're constructed.

'On this slide you can see -- this is not drawn to

important espeCially in this case.
Okay - Here this one I'm talking about, you see the
oil field over,here, this is the oil field we are talking

aboUt‘i I canialign‘this horizontal well east and west, and

of vertical wells to be able to drain that area. So this

will allow herizontal’use for draining that.

And this is a simplified -- or say you can drill
laterals; these are laterals might be in'differentbpools.
They might be in different zones. vRemember we said we can be

in_different pools. You see this -j'this,is,j—tthis is a

‘Jdual lateral. You can drill in any formation ybn want and
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‘operator wants to do. I know that they do everything.

is it_impoftantR'
that replaqed thé producing interval. And I'm proud of the

in- reduc1ng a lot of NSL appllcatlons
jmeans-thatfportion of a wellbore or lateral thét ié,fone,_

: demonstration again. I'm going to show that as we go--‘

. : . Page 153
then try to strike all the target zones. '

-But if T want to drill with a vertical well, I'm
going to have.£o~drill a lot of them to do it exéctly what
these two laterals is going to do. This is to indicatg those
two lateralsj-wé drain maybe, you.know, ten -

OkayL This is just to show that you‘can have theﬁ,
the lateraié'drilled in different directions. -And the same
thing thét}IOﬁentibned before. And then this-is é triple’

lateral, ybulknow, a triple lateral. It depends on what the

Q;;5'Mr}‘E2eanyim, what is a completed interval‘and why

A. I think that's a very,good question. We can talk

about completed interval. As you can see, it is new term .

committee for coming up with this term and how you can use it

to protect'correlative rights. It helped me a 1ot 1n my job
- But, of,course, deflnlng completed interval, it
caséd}vcemented and perfpratéd; I'm shOwing,fhatlin the

furtherl - It's an open hole. 1It's a completed interval.

It'sxisolated by a packer or other non-permeable means .

' In view of this concept, why is it-impOrtant'to have
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- are trying. to see is the first one is cased, cemented and " -

'spacing bonndary,sand then we have our setbacks. _Okayﬂ I

Page 154 |

completed interval? The committee designed this first to
principally to protect correlative rights. Because as you

are geing to see before, I think we are moving to that, is

for this interyal,'if this is a completed interval, this
completed intervai would apply to all laterals, tno, three,
four 1aterals,1alllw0uld apply. -
Itvallows the.eperator te design and plan their~
horizontal'wells;. Ifdyou remember Mr. McQueen, they wéfe_‘

talking aboutrusing?the curve, so if yoﬁ have this coﬁpleted_»'y

interval, thatts how,youhdo your curve to hit your target}}’
So With_the cnrrent rule, and they will do thatL‘H
because we will:;-'that.would help me reduce the numbéé‘dﬁaff
NSL applicatiohs, ‘And we are geing to see that as-we'gqii.f
through some df the diaérams that demonstrate what comnietedz"h
intervals are. |

This is close to what you are seeing. Here what we

perforated;'aHeredIiwant to point out the spacing, the .

use here the target-zone -- it might be a -- but a targetAsh
zone, which isn3tfthat:hard; We are puttlng it in the target
zene, and I want to demonstrate my completed 1nterval Under
this scenarlo presented here, when the -- the way 1t's:eased[ 4%
I cemented_td»the setback here. The completed interval:mnst'

lie within the setback.  You are talking about all setbacks
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'fand that the'packer‘on‘the-fight to protect the other

operator from draining or -~ from draining the other

‘to'—— if the case is not cemented, nothing is preventing you
from draining somebody over here if you have your perforation_:é

" over here like we currently have in our rule.

~ talking about, it's all the way around for gas, specifically;

for oil it's better.

Page 155 |
330, we have got setback 660. ' :

As long as we can go do a setback, you are -~ if any

of those perforations outside the setback because of how yon‘

" design your well, then you might be looking for no

‘correlative rights there. So this is for the case of a well

that is cased or cemented.
Now, for the case that is cemented -- I mean this

case was not cemented. I know,you described about it in the

morning. You can see the cpmpleted'interval is isolated by a ‘Eu

- packer. So as long as there is a packer on my left side for

the operator for drilling unit which is outside the setback,

operator, I use within these packers.for that‘location. But
if you don't have any of the -- if you have any of the -
perforatlons out31de the packer, again that would be another:

case because_your casing is not cemented, and it's .supposed -

;So that'sTWhy:thisuéompletedﬂinterVal'isvvery

important in protecting correlative rights. And what I'm

Létis.say that an operath wanted to-drill.a
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completion. You drill a pad and.then come up and complete

© it. Because you have -- and you don't want to spend money on

your -- you want your well to produce to continue.

You have to start from the_boundary of your

setbacks. That's a completed interval right here. There are

"no perforations. So -- and once you are -- this is a

completed interval. Anything from -- you start from this,

" now you've got that, because I know operators can drill wells
- and produce through open hole, you know, and that's one
indication of the completed interval is an,open’hole. That's

" an open hole.

Let's go to this -- this is a cartoon that was drawn
by Mr. Brooks, and he talked about it' but I think I am going

to demonstrate what it is. What I'm trylng to point out here

-that Brooks didn't thlS is where the curve -- now under the

’LCurrent rule, whether you flt here or“not,'and,thls is your

prodﬁcing,interval, you have to come in for non-standard

i application. But now, with the proposed rule, I have a

-O cas1ng here as we deflned by completed 1nterval then your

cas1ng here, your completed interval starts from the
beglnnlhg of casing to the end of thejsetback here, somewhere
here in the terminus. | |

| ‘So in- that caseL this ié'whéré ¥f if we -- if we

adopt>this rule, which we are asking the Commission to do,

T s
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they won't have to -- it dcoesn't need any -- what we do, if

the rule is.adopted, they won't havevto get notice of

: application‘and:because the producing interval is the behind

the setback;v.

.ThlS ‘is one of the most 1mportant aspect‘of the
rules‘is the completed interval. And why is that'> Because I
am,adamaht ih>trying to protect correlative-rights._ We want

to-proteotrcorrelative rights. We want to talk about

.correlativeArights. My job here as mandated by the oil and

_ gas"industry.to'prOtect correlative rights and prevent waste,

so_we,have»to;comport.
I told you in the mornlng that before we started

developlng,these rules, that's we have at the back of our.

_minds,‘isfto prevent waste, protect correlative“rights, and

allow these operators to exploit their mlnerals, and I thlnk

:w1th thlS rule we.- are able to do both

Q,l Mr. Ezeanylm, do the'current'limitations'on the

fnumber of’ wells produc1ng within a spac1ng unit- apply to

‘horlzontal wells°

A: - No.
Q. Why not?

AA; That's'a good guestion. If.we"look?at:the exhibit.

that - was generated - I am very proud of thlS Comm1851on -

bthls 1s one of the most 1mportant prov1s1ons It took almost

a month, almost‘a month and a half to get to come.up w1th.
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this languagé‘of to be able to réach a canensus.
Sé WithogtAreading;'what this provision saYs, iﬁ's
sayihg tﬁaﬁgthis rulelwill not apply to hérizontal wellé,Oand‘
-- you know, rules. And we startedeorking on it. And after ‘q
I had some idéa éf_my own I shared with everybody, Ivéamé to

the conclusion that the best language we have in thisOruIe,

we are-notigoing to impose any limitations on the horizontal

wells.
I told you before that a working well may produce’lS

to 20 times as compared to the vertical well. At the.

'beginnihgiwe-éay'thét one vertical well or 15 vertical wells,

and théseiarercompletiOns, what are we going to'say,.each

‘stage of completion, is that a vertical well?

'So'as:far as horizontal‘wells.afe»céncerned, whether-'
it's inappﬁopriaté,_and I will tell ybu why we can'ensure'

this, because; we put in a well, and these are- horizontal

~wells. wa)’Maybe you have to .-- maybe5YOu‘have to.hireOtwo'

or thfeé mqre:té_come in here, to coﬁe in here'foAgrant'
simultanéous dedicétion. Yoﬁ come to work and use that time
most éfficiéﬁt}*bééauée I think 99 percent of the time we
approve‘them: |
-Sé;ﬁhy‘aré we doing then imposing limitations'of
such‘a.fule énd“theh.granting -~ and the operator, and you
opérators hé?e-to.come here, go té hearing,vand ﬁhen»get this »g

approved. . Aﬁd,you'have to-hire 10 more peoplél Zo_more, |

....................... . e
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people to get thlS approved and I want to show you why it's

inappropriate for horizontal wells.

And now, before I get out of this, I know David
mentioned -- I want to mention rule, and he said, horizontal
wells, this‘applies.-.If_you have'a pool order that is in' - .
effect, and if you can give this rule, it also applieslto the
rule order. So I want be able tolbe, you know, to understand
this. I'm really talklng about what happened with these,.
some of these thlngs, and that would be my next slide.

So we look at the- horlzontal wells Let's take 1t
one by one;“ Limits to the number of .wells per spac1ng unlt

they are not approprlate for horlzontal wells for a number of

reasons thatI have been talklng about.

A horlzontal well can have multlple laterals in any
direction. A horizontal,well we already defined it." The:
lateral can be drllled into the dlfferent sources of supply
The laterals may have several stages of. completlon Take
those four bullets, how many wells are there. How manyfwells
are there? When I~say well, you know, horizontal wells have
multiple laterals, they have different sources of supply.
They have differentVStages'oflcompletion It ls hard for.me
to call it e—.even though we say 1t's a horizontal well but
it's hard for me to oall it one well, so I don't want . to use
the'word one, Ifwantfto use the wordvhorizontal well.

Okay. -Now,'a horizontal well will drain -- that’

TR R o A RS e R T st

R R

PAUL BACA PROFESSIONAL COURT REPORTERS

' e1a2363c>6b2d-4231 b30a bf1399992026



10

11

|13

12

114 3
15
16
17

|18

19

20

21

22
23

24

25

R e R T e A R R e

Page 160 |

bullet says, "A horizontal well has as much potential to
drain an offset acreage as many vertical wells."' That is
true. If you drill many vertical weils, and you drill-a
horizontal well, all of them have‘the'same setback
requirements that are no different.ﬂ.So you‘say, a horizohtal
well will drain --a Vertical’well will also drain if you
drill a lot of them.

~ We talk about production factor of a horizontal

“wells can be enhanced as much.lS to 20 times or even more

compared to a verticalvwelli . And. horizontal wells are very

different technology, performanee ahd cost. Well, of course.
They are all different. So we eah‘t put a vertical well with . |
a horizontal well.

And I think operators in thisjreem will not

-necessarily to out and drillfasVertiCai,well if it's not

going . to be economic.. I really beiieve-it.' I would say 95

percent of the time. Let's say you want to spend 10 mllllon

-to drill the laterals, and;you.re-hot even going to break

even.' I don't see,how_yeu éo aboﬁt driliihg that well
beeause you think somehody is goihg to-hreak'even.

| Due process will be'appiiedl And.my last bullet
there | You come in to th1s hearlng,’you come in to the
D1v181on and tell all the commlttees ——_well let me question
before I develop from there.:f

I have»getten*anY.complaints from operators saying
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that somebody is draining me because of setback requirements,
because I did setback requirements, Iidid‘it early on in the

provision, I did all of this before. When I came in I was

trying‘to ﬁodify, and some of you knew this rule in effect
v'ainoe 1945, éo 50 years, I haven'tigotten.any complaints
. about somebody coming to see what I oould do because'somebody
. is drainingrme because of these'aotbackvreqoirementé that
'E:donitfwork.'>I think they.havé'boen'worklngvfor 76 yéars, and

‘I promise you that, I do that.

-UQiii*Would you please explain'for'thé;Commission how
waste ia.preﬁeﬁted_and corrélative rights protected if these
ameﬁdments are-adopted? B

a. That's the crux of the whole rﬁlo! The process

alloWs opérators to explore theirfmiherals.: I . talked about

1thé\$etback requirements.. Setbacklrequirements~have been in
plaoevfor 76 years, and have recommended -- unless anybody

r.oomplain right now.

. “We -- we have developed.this”oompleted interval that

‘vwé_comé up with that. That will go-a long way to protect
4correlatiVe'ri§hts In additioh, 1t's g01ng to go a long way
 1n.allow1ng operators to de81gn thelr technology to de51gn
'thelr horlzontal wellsw In addltlon; 1t's 901ng to. allow me
.not to have to use the non- standard appllcatlon '~ Because

levery time we get this, I meany you guys apply for them, and
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'gas 011 ratlo limitations. I take them by the bullhorn, if
.. don't want: any operator to operate overjthelallowable‘or
.operator that -- please come to OCD and-ask for'an increase.
"~ allows you'to.do‘that.
'prevent waste and protect correlatlve rlghts and gas-oil
_have*tonshow you~that? Do we show you that draft do you

have gas car, do you have black hole,gno -- you have -- S0

you depend on it to. be able to develop the allowable that way

that the - make sure that: every party get thelr share I
‘thlnk that's what the leglslature is asklng us to do, and'we

.are_try;ng to carry it on.

produce  one day -- that is very, very important, and that is

Page 162

Now, let's go back to our allowable and how it gets

into preventing waste. And that -- that comment I made

before, we want to enforce o0il allowable. We want to enforce

. : |
anybody 1s rough with thls now,. I will mess you up.  But I %

end‘up w1th ‘this now, I have done that a long_time. So we

If geology in that and everybody-——-everything isfright it

But going back to allowable and: how it.is.goingvto

ratlo, you see, 1t.depends on very«dlfferenty——'is depends on

what is looked at. Is there a whole plan in there. Do: we

you properly use it to control the - productlon of that

Everyone will get their<piecejof the pie. And_

that}s why whenever I said about the interval and make sure

. You cannotvproduce'one day allowable,:you cannot

SR G T s st st B e . 7 R
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'provision:isitoo subjective. We call them the examination,

~what is' the gas price, and'What is then subjective, even if

in that unit. .
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based on engineering determination. If the-oil price today
is $100 a barrel, you still -- that will still apply. 1If
it's $104a barrel,'that still applies because it's‘based on

engineer. That's not subjective.

} Now, -why don't we go to gas reservoirs, 1 Qould like
to talk about gas reservoirs. Gas reserv01rs,.they;afe not
affectednby’accelerated prodnction,'and that is done in the
minds ofvf—‘and let me go back and talk about howvgas
reserﬁoits have been prorated.

"When I came in 2002 I studied gas exploratlon in New
Mex1co and I dlscovered that all are marglnal unlts " Some of

them are not marglnal, but -- the process of determlnlng.the

I'm,sellingﬂgasfat-slso, I mlght come back and say 1 really

need,toii— if I can convince the'Comm1s51on, I get to. put 1t,

 And that's why that note is getting in thefe,'to -

SRR M

because:itrs not based on'any'engineering It's based
sub]ectlvely on what the size that the DlVlSlon or on the
status, and then the Comm1ss1on then app01nts what 1s, you3

know, allowable Slnce I'm here ten and a half years, 1t

'_hasn't been done

'So as we know now that those gas'units are marginal,

and there is no -- if there is no gas reservoirs are not --
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fixed in some number. I hate subjective things.

as we have our ultimate recovery which could be handled: by

Page 164 |
then if you apply the concept of setbacks -- drill one well,

drill 100 wells, we see that happening already, and that is
what we are trylng.to do, what we are trying to do here_is
make sure that it's never -- |

What I won't'allow to have is if some of them 1s
left uncollected it's a finite commodity. Once 1t'sﬁgone;
it's gone..ASo ‘we get as much as we can. So we do this-ihf
the area_oflcompletion, ih thatvgas reservoir, I have'One”.5
Well,'twodwellsl three'wells, lOQ'wells, I can~stillUbroduce
my estimated cltimate.recovery from that gas reserVoir;UW

-Well, okay. I say already, we got the gas prlce is
high, you khow, and then I sald well, it's okay. I knowcc.
that.I;m'not getting anything down there, and thefayerage,in_
the market,:it;s a lot of gas. I haven't seen any'%— hoj |

money because what they‘have been doing'has been subjectivej

"So in that case I'm trying to lay the groundwork

here'to'telljyou why We_have'done these things. >So‘as long B

allowables, if youehave the ambition to protect:gas-oil ratio
units,'setback requlreﬁents, because everybody agrees thatu_‘
Would‘preVeht_waste‘and protect correlative rights:- »

| And if'we’haVerthatdsetback, and most of the_units

are marginal, and I don't see any -- we can producerthe

cltimate'recovery in- that reservoir. But if you ---you
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pfoducevit for one month or two months or something, that's
it, that's not correlative.

- So I want to make it'cleaf to the Commission that

this has been one of the most contentious provisions in the

rules. I know that because Qe‘already knew, that we have

talked about it and not'allowing,'and well, this is most

contentious. Maybe the people in-this room who have changed 

their mind, but I'm not going‘to be changing my mind. I'm

not going to.be changing my mind. ‘I still believe no

limitation on the horizontal;wellsl as far as I'm concerned,

isvthe;way_to go.
I will do that if_youiwént me to demonstrate that.
Of course, I'm not perfect. vaanything happens, I have to

change it, well, we say I'm not perfect. What I'm trying to

say that, we are not supposed to have this as far as this is
~concerned.  I'm trying to hang onfjust because of work I get

from everybody, even from my own'folks, from eVerybody that

said, We11) allowing these people to drlll without llmltatlon
will déstroy, and it's not<g01ng to. It's not going to. 'I
want to make it clear, it's not goihg to happen.. It's going
to pre&ent waste and:pro;ectjéorrélative rights and processi

the way they want to using the very, very advanced

_technology.

" Q. Mr. Ezeanyim/ was‘this;Powerpoint created by you and

under your direction? -
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Yes, I did the Powerpoint.

MS. GERHOLT: Madam Chair, OCD_would move Ekhibit

MADAM CHAIR: Any objections?
(No objection.)
MADAM CHAIR: So admitted. .

(Exhibit OCD 13 admitted.)

MS. GERHOLT: I have no. further questions for this

MADAM CHAIR: Do you have‘questiohs of this witness?
MR.. CARR: No, I do not.

MS. MUNDS-DRY: I have ‘no questlons for Mr.

MR. FORT: I don't have any questions, either.

COMMISSIONER DAWSON: I have no questions.

COMMISSIONER BALCH: I also have no questions. .
MADAM CHAIR: I do.-

MR. EZEANYIM: I knew YOﬁ‘wouid;_MadamL I knewryou

EXAMINATION -
CHAIR:

MADAM CHAIR: I would just like to be sure' that I

truly understand that. there 1s ‘no notlce requlred for a

project area, that a prOJect area bears no. relatlonshlp to a

‘proration unit or acreage ‘that cdntributeS'tO»productiOn from
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1 the well. '

2 : . MR. EZEANYIM: Yeah.

3 o MADAM CHAIR: That there are no limits oh the size

4 of the project areas?

5 © - MR. EZEANYIM: Uh-huh.

6 o § . MADAM CHAIR: That there are no criteria for .

7 :approval or denial of non-standard project areas? .

8 '. S MR EZEANYIM: Uh-huh. |

9. . : : MADAM CHAIR: There has always beeh the‘question on §
10 -reservoir‘damage for producing too much too fasth | §

_ : : |

11 - MR. EZEANYIM: Yes.

12'i' o 'h‘MADAM CHAIR: Would you slowly eXplain.to me_why

13 Vthere'would not be reservoir damage with an:unlimited number |
14h jof'wells;producing? |

15 A’MRT'EZEANYIM: OCkay. That's a good‘question. I
'1é;h teil you ~¥VI tell you that that was vety oohtentioush And

17 "1n New Mex1co we have, most of the pools we have that are

18 actually not that good and most of those have,very,.very low

19“'permeab111ty and low porosity.

20 - s':. So '1f there -- given that these‘arejgas_well»from

B S

21[ theaihitial -- I mean, primary and theh we'have‘gas5carbs.

22 :-Now; we do allowables, espec1ally in the case -that was

23 -issUed,'soﬁe of these, we have some confllct in that it

24 . 'doeSn't teally_matter. The rate of production doesn't teally

25 matter.
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But the production skills that you mlght employ that

mlght decrease, for example, in the situation where‘they have
very low porosity and low permeability, if you produce~at'a
low rate, you allow gas to come out. I don't want todget
gas, and;that.gas will - because really, we.donjt want gas
in the‘oil, }What I want to employ is to employ‘a'produCtion
scheme that:will give me more oil than gas.

“So that's'what I want to do,.and that's.whybwe are
here. It's a goodfquestion. But iflit's —-bif_it's‘seen:
fromvthat'that has_gas carbs, then the rate of’production

will'matterﬂ Infthat case, we are.not going to increase_your

. rate of’production - You are going to have. to produce your

alloWable,‘and those allowables, I have told you that I have
looked at as long as you - produce the unit at that allowable,j
and that's why I made the. comment 1n1t1ally when I was asked
a questlon,'I sald I hope nobody is -- because I“don't:want

your'—— your. consent to be -- to be, you know, we are friends

' here, but 1f you are overproducing, and they are. not supposed .

to, and they are drawing that well down very,fast, well, we

are goingAtoblose the ultimate recovery and OCD will not

. stand. by and allow you to do that.

. MADAM CHAIR: That s all my'questions.' Do'you have

;redlrect on. those two questlons'>

MS. ‘GERHOLT.:  No, Madam Chair, I do not. -

~"MADAM CHAIR: Then:this witness may be excused.

R
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"MS. GERHOLT: Thank you. The OCD has no further

witnesses..

 MADAM CHAIR: Mr. Carr, do you have witnesses?

MR. CARR: May it pleaée the Commission, we have.twd
additionai witnesses. The next witness NMOGA would like to
present will‘be,preSented by Carol Leach, and it's ——jand_

then the second, the next witness will be presented by Mr.

Feldewert .
- (Witness sworn.)’

~ JAN' PRESTON SPRADLIN

'3(Sworn, testified as follows:)

DIRECT EXAMINATION

'BY MS. LEACH:

Q.. State your name for the record, please. -

.? _

41;My‘name is'Jan Prest§n~Sprad1in.
Q;fi‘Ahdfwhére'dq yoqudfk?
A. I wbik.for anCho Reéources Inc., also knpwn;aé CCG
Opefatiné'LLC; . .
| Q. - And how long have you done that?
:A{'; I‘ﬁave been there —f:will be seven years in
Januaryi |

Q. And what do you do for them?

"A. I{m'g;seniof landman.
Q. '-Whétfdoeé thétfmean?
A. I do all their oil contracts. I work in the New

TR
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they're drillable, make sure that we're in line with the

;Concho'started in 2004 when they purchased -- acquired all
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Mexico'aSSet team. I put well projects together, make sure

state rules and regulatiohs.

Q. You have other experience in working as a landman

o M SR

before Concho?
Al Yes. I worked 18 yearsifor a company called Maralo

out of Midland and Houston, and prlor to that I worked for

Wainoco 0il and Gas, Texas Natlonal Exploratlon. I have been
in the business 30 years.

VQ._'zHave you testified_before the OCD?

:A. Yes, I have;

Q. - Were your Qualificatiohs aecepted as an expert
petroleam landman? |

"A. Yes, they Were.

MS. LEACH: At this time I would move aeceptance of

Ms. Spradlln as an expert in petroleum landman 1ssues

| - MADAM CHAIR Any‘objectlon?. |

" MS. GERHOLT: No objection.

'MADAM CHAIR: She is so accepted.

Q. - Would you tell us a little‘bit about Concho or COG:

‘Operatlng°

A. ' Concho started back in 1997 but this iteration of

of -- most of the~assets of Maralo-Inc;-in Midland, and'frbm'

"~ that time; we went public in 2007. We have grownOthrough the

T SRR A
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drill bit and multiple acquisitions, and we now have over --

we're

'in New Mexico and Texas.
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drilling, at this point we have over 30 wells running

And we havé‘an average daily

proauction of 61,000 BOE per day here in our area. We are

“the number one oil producer according to thevrecords last

year in the state of New Mexico.

Q.

>

Q.
A

Q.

What?

Are horizontal wells;important to Concho?

Are horizontal wells important to. Concho?

Very.

.and,Richard Ezeanyim when they'deSCribed the.task force and

Were you here during the testimony of David Brooks

other work leading up t0~this_app1ication? -

A

Q.

.

Q.
A

since

case,

‘to --

Yes.

Were you part of that

Yes, I was.

i started work.ét Concho-. -
t_case where our drilling permi;
" the Commission, Which is kﬁowﬁ
and I became Veryfiﬁterested in‘horizontal wélls,'how
‘there were no rules. ffheré Wefelﬁo processes in

dealihg with the ruies;

And at that time NMOGA had a committee, the

Would you describe iti

I was a member of the

process?

fof:ﬁé[ bleaseél‘
Regulaﬁpry.Practices Committee
Ana'then iﬁ 2008, we had a
waé»éanceied by a ruling from

as'the Chesapeake Black Hawk
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Regulatory Practices Committee, and they had started the

process of looking at horizontal, how to drlll horlzontal

‘wells and the various processes for that. And-throughvthe

years we have come to some agreement. Then there were

disagreements; permitting was a major one, when you could

" permit, who could, how, and we ‘just went through these
various and worked out through our industry'differeht ways of

- _how to handle this and how we should go_forward'in the

rulemaking.which was very -- everybody was very interested

“'and feitglikebit was necessary to go forward with. looking at
.new horizontal rules.

©."Q.. - Are you here as a representative of Concho’ Resources’

to testify about the proposed rule changes? -

' A.h Yes, I am.

Q. - Why?
.A."'Weli you need to have -- we need'to set forth
'guldellnes that all parties are —-'know how to go -- to

.protect everybody s correlatlve rlghts, to get‘wells drilled,

incréase revenue for the state, increase company revenues,

'\also.v,And as it stands right_now, the'rule'¥+,it'depends

.on"_—-there is no set rule, so wev—— we need toAhaye that

structure to be able to proceed w1th our well program

Q. " Do you thlnk the adoption of the proposed rule

» changes will improve the process that you are g01ng through o

~now: w1th almost everythlng in that hearlng --
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A. Yes, I do. f
Q. = -- other exception?
A. I feel like that it will because the various.

district. offices will have the same rules, everybody will be
on the:same'page and know what to do.

Q!~ Let's look at a couple of the specific Sections of
the proposed rule, and first I draw your attention to. part
19.1S;l4;8B,’and that's really sort of two partS‘offthe rules

here);so;thatls the first part, Part 14. And then'wlthin

Part 14, then the 8B sectlon has underlined language
And the way I read 1t it says "An operator shall

not flle an appllcatlon for permit to drlll nor commence

the consent of at least one lessee or owner of an unleased

%
|
drilling'Operations until the operator has either recelved %,
é
i
%

mlneralilnterest at the proposed bottom hole location,:or

obtained_a'compulsory pooling order." What does that mean to

Syou? .- -

1;ALJ It baSically means that I havelto go outfand:
approach anybody that I do not have under a contract already

in the project area, whether it be four 40s, or s1x 40s, or

'then,5ifysomebody doesn't want. to join, that's thelr rlght

but'I'also‘can then take them to compulsory_poollng.

-JQ; ~ So when you mentioned compulsory pooling, does this

proposed language change in any way affect the current rules

%
§
three 40s, and I need to get a party to join with’us And g
|
1
4
|
i
|
§
i
N
]

SRt
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anywhere you are 901ng to traverse a horlzontal

'horiZontal1WellsQ‘ And, -on Page 6, if you'would.readathat‘tob'

fpermlt to. drlll nor commence drllllng of a horlzontal or

'will.beflocated,for,htwo,'ohtain.a'compulsory'poolingborder

R R R

or process for obtalnlng compulsory pooling orders?
© A. ° Not in my -~ the way I read the rules, the~way_it
stands rlght_now.' |
Q No? .
A}'p.No{
Qﬁfd Sohnow thisvbasically talks in termslof hayingv.':

consent“fromjan owner‘ofdthe_bottom hole location,,andfthat

would:primarily be for a vertical well, is that correct?s SR

A.u\»That,Would gofwith vertical wells, as well ‘as

'Q;" Okay And then from that, let me get you to look atf
Part 19 15 16 15A that's the second rule or the second rule»'
part, and then 1t's in there.ls the draft as part%ofgthe O‘

prehearing statement, but that's in the specialfrulestn”x3:

us, please
A}V' Okay A'"Directional and horizontal welvaOnsent"

requirement An operator shall not file an appllcatlon for:

dlrect;onalvwell<untllvthe operator:has elther; one,yrece;vedl_

the_consent'of'at'least,one lessee or owner of'anvunleased__'
mineral'interest'in each tract in the target pool or :

formation:in which any part of the“Wellys'cgmpleted interval

from‘the Division."

Srpestwessss TR AR s
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5 traversed in that completed'interval, or I would have to go

8 certainly'would have'hotice-of'what you are proposing to.
9 do?
| 10 ' Ater‘kight.
11 - 'CQ.y If you hatho'goito'compulsory pooling, you WOuld -

18 describes the project area: Isn't that right?

Page 175 ‘

1 Q. And what does that mean?
2 A. It means that I cannot get an application to drill,
3 file for a permit, unless I have either -- I have to have

-4  consent of.at'least one party under each spacing unit being

6 to compulsory poollng

7 Q. ~ So if you have to have consent  of somebody, they '

12 give notice of your proposal for compulsory pooling?

l3 : A.. That‘s correct' | -

14 - 'Qﬁf And you would have to do one or -- you would have to
15 do: onefor the other of ‘these before you even asked for an .
16. appllcatlon for permlt to drlll and the appllcatlon for

17 permlt to drill would<also;conta1n with the C-102 that

19 ~ A. . That's true.

20. Q. .So the fact 1s that people involved in the progect

21 area are going to have notlce through the regular processes'> N -

22 / A.. Yes, and in*any process we do prior to -- I mean,

23. even going for a -- we send out a proposal stating where our
24 well is going to be)'a“plat‘of the area, what's going to bef

25 included, an AFE, I mean, it is -- we have a very strict

N SR
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requiring'notice'of‘every proposed project area, in effect

28 East, with the bottom,.you,know, surface locatlon in A,

. prairie chickens and lizards.

Page 176 |

process that we go through in saylng when the well is planned

to be drilled, et cetera.

Q. So basically When,Mr.-Brooké was testifying and said 5‘

perhaps you could protect corrélative rights better by

thathis going to happén under ﬁhe4rule as it exists now,
isn't it? |

.AJ Right, because it alwayé,-— horizontals, it states
that Qe are going to bevdrilling a well at a legal location,

let s just say south half south half of Sectlon 14, 16 South

bottom hole in D. I mean, that's -- that's a typical --
because you don't know a spebific call because of surface

issues you might have that arex?—ZWe have caves and karst and .|

T3Q, So you have a preﬁtyfgood ideé,‘just‘nbt_thé exact
location -- o | |

,'AT Uh-huh.

'Q.~ ~- where the surface 1ocationv—; okay. If I could
géﬁ'you to look at Part H oﬁ_thét‘same Séétion and ask»you to
feadrthat, please.‘

A. Okay. "Consolidation]of'prqject area. If a
horizontal well’is,dedicated,tq a pfojéct(area in which there
is.ﬁére thanAoﬁe‘owner ofOéﬁy‘inEerést in‘thé mineralOestétei'

the operator of the horizontal well.shall cause the project

..... — S ARt |
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Page 177 |

area to be consolidated by wvoluntary agreement for compulsory

poollng or -- or for compulsory poollng before the Division

' may approve a request for form C-104 for the horlzontal

v'well."

Q. Will you tell us your understanding of that section
of the provision language?
A. I can't produce until I have either one of those,

either or.

SQ. And this is everybody, not. just one?
B A. It's everybody.
Q. So it's one interest holder\before’You can get an

- APD, but everybody before you getAbaSically}an‘allowablelthat

lets you produce?

. A. That's correct.

Q. Okay. And is that a substantialvchange,from the

current practice?

“A. ' Not in my mind or what I have aeen“from our
practices.
Q._ Does the language you just read in any way propose a - |

thange to the compulsory pooling rules?‘

A. No.

' :Q... Are the compulsory pooling'rules‘in'aﬂcompletely_

- dlfferent part of the OCD rules? -

"A.  They're in NMAC.

Q. Right, but are'they in_Partj13,inStead of the parts

RO
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Page 178

1. we are talking abouté

2 ' .Ah . They are not a part of this.
3’_. “:Q.' Right.' Thank you. Do you know~lf the”;e'if‘the

4 ‘compulsory poollng rules allow partles to challenge the 200
5 _percent risk penalty assoc1ated with bas1cally an’ operator

6 whojgoes forward with a well? |

7 »:,A;; :I:know'when they -- that's givenlin‘the’—¥ when you-

8 have a forced poollng hearlng

Y A

9 U.MQ;" So somebody can bas1cally challenge that°‘

B

10 fvx,;'A;~*f¥es,

11 “f~‘Q3f' Do’ you thlnk the proposed rule changes w1ll help

12 prevent waste°

'13"‘: VfA? T think they do.

rlékyil Q;~f And why do you think that°

V15k y;‘,”Aﬁf‘ Because if you have guldellnes, people tend to
16<fffollow; When you follow rules,iyou-tend.-—*it just.gives-

175,'everybody equal rlghts under ‘that, and " everybody w1ll be able'

18 "to produce thelr.mlnerals - They have a rlght to get thelr

N

19,bdminerals developed'

20 _' anQ{ g Do “you thlnk the proposed changes protect

|

y
|
|

21 '1correlat1ve rlghts7_'

o e

22 0 A.', " Yes.

23 o Q.;, Do yOu want ‘to tell us why you'think that?

.24 lfiif;A::, Well, the setbacks, T think 'in‘having~looked'at:

o

25 ’thls when we lost our case on the Black Hawk Well in*essence7

e o T

I S RN R
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1 we were trespass1ng without having joinder of somebody under
2 each of those tracts and not owning in that tract, so I feel
3 like it -- it wasn't intentional, but it -- it is trespass,

4 and-so ‘the new rules will keep that from happening5vand‘it
5 aleo keeps-the small,persen, gives them the same rightsves
6 the larger‘coﬁpehy. | |

7 . Q. In Concho's_experience, is Concho able to produce‘
8 -with‘horizohtal.wellsdin places'otherwise you would. not be’
9 able to.produce in? |

10 {‘.A. hOkayI Repeat.the question. My eers are‘blugged;

11 Q. ‘In Concho's experience, have you been able to, with

12 the usevof‘horizontal'wells,:be ablevto produce oil that

13  otherwise would be left in --
14 . A. | Definitely.. We are seeing it in a lot of places.

15 . Q. So basically encouraging horizontal wells would .

116 - prevent waste?

17 - ',‘A'v ,Yes, ahd‘it“s reviving old, because_ef.the.hewi

18 techﬁoibgy, ?ounare'fevivihg old fields and then gettiné more
19 tvreserves from old flelds that have kind of slowed down.

20 : QL. So ba51cally you are telling me that flelds that

21 wereipercelved to bevmature fields and decllnlng have been-

22 "rejuvehated with»the-development of the horizontal wells? .

23 - A. That is correct.
24 - - MSs. LEACH:“Thank you. ‘T have novfufther'

25 quuestions.

I A A R s it s
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BY MR.

.Q..

wells,

A
'Q.’
horlzontal well dedlcated to a prOJect area, I guess that -
comes |
A;
Q.
_interest, I'm sﬁre'that;saevefyone, if you-have to deai-with;
It’says, "The operator'ofhthe horizontal well,shallhcause the
vprdjéct area to.be Consdlidatad by.voluntary agreemehtvfor
combﬁlsory pooiihg." Is that a typo in there° Is that a'——
AL |
ﬁeetings it shéuld say,'"Qr;compulsory pooling." It's

‘voluntary or compulsory.

Q.

‘A,

'Page180 g

MADAM CHAIR: Any cross-examination?
' MS. GERHOLT: No questionsf
MADAM CHAIR: _Anybody'else?
MR. FORT: I hava one question.
MADAM CHAIR: Mr; Fort.: |
OROSS—EXAMINATION
FORT :
You mentiohedtabout theiépécial rules fot horizontal
consolidatiohjof theaprojett area.
'Uh—huh |

When I read through that it says if you've got a

under the C—102?'-
Uh-huh.

And that»theie is more than one owner of an

It is. ' From what I remember from our various

So, in other words, you can force somebody to do

something when they said»no?

I don't --
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I _ Page 181
Q. Well, if they didn't consent --
A. But there are ——.I'm.sorry; but we have been in
contentions things also. |
Q. Sure.
A. There are times thét,;you knowi you're not -- thereO

are some parties you are never going to agree with.

Q.  Sure.

A. ’ And we 511 needhto.have-a;-e whether I'm the
contentious party or you're.the contentious party, there

needs to be a way to protect all*the other people, too.

Q._ Okay. So you -- but you can get a right in their
partlcular tract, let's.say you ve.got -- my example that I
gave, to Mr. Brooks -~ you ve got A, B C, and D»V4O—acre.

tracts each, no one in A wants to glve the owner of the

mineral interest in D who.wants to propose a-horizontal well,

'they‘donit want to'do anything,'so you get to foroe them to

join your project area?

A.  -Well, if A is the last 40, you can drlll you can --

by -- by you not wantlng -- the way the rules, the current -

: not the current rules, but the proposed rules,.that 40 in D,

he doesn't have to jdin,.if he wants to be_stranded, if

“'that's'—— that would be your‘right.'.

Q;‘ So you would leavehit out there and have three
4082 | |

A. You Can»haveAthree'4Os;~ But the way the rule says;
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eta2abac-6b2d-42a1- b30a bf1 399992026




-) - -

6 . Q; Okay. But whether it was C or B, in between,Ayou
7 ° know, if they don't want to, A does -- all I'm asking is, you
. 8 ~roan force that mineral owner to come uhdersthis compulsory

9 .| pooling order for this horizontal well?

‘10 - A.- - Yes.
11 . Q. Okay.
A12f_5*__ A. But you are going to have to go to hearlng You can

.15 - my point in the first place

,116';.':~ A. That's the whole point.
17:f . Q. - Nothing has changed?
:r8 o ”'A;~' Nothing has changed.
19 p 'Q. Weiare foroing people who don;t‘ﬁantfto belong‘to it

20 r‘into'it'where they have no interest?-g

21 ._ A.  But that happens on whether you are drllllng a

',24'_:r Q. But that's‘a spacing unlt,tnot a'horlzontal project

'25.  unit area?

Page 182
1 _we cannot strand -- or that's my understandlng -- we will not
2 ‘strand a 40, but if you choose to be.stranded, I don't see

3  why we would not be given a project area of three 40s because
4 - that would be your choice as a mineral owneér not to join that

5 project area.

13 - ’do it rlght now.

14ivp‘. Q. Right, because nothlng that has changed°v That was .

st i T rrr—— Te—

22h Morrow, or 320, and you have a 160 and another party has a

23 160 and you mlght not want to drlll a Morrow
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Page 183

But it's spacing -- a project area is only made up

of spacing units.

_ but still youAare'forcing ﬁeople'to-join.thet project area

_;foruthe:hOrizontal drilling? | |

.-_.'A.
’Qb
A

- and you mlght not‘be granted compulsoryipoolihgvto make that

‘happeu,.so L o |

9.

A. Then 1t wouldn't keep up -Q the party who wanted it

away from drilling thelr well. They just,—— you wouldn't be
Vpart”of-that we;l. AYou wouldn't be part”ofrthat unit; It
ooesh}t prohibit.you 5; | ‘ |

Q. |
»CommiesiOnKS'choice_to'make'that deeisién?'f’

A.

"I understand that. I understand that.

Q.
A. -So it -- it's --
Q. So we are unitizing the spacing unite[.if you will,
by -- | |
AA; It's a voluntarily'agreement;th'wouldn;t_put it in
‘yunitization, .
-uQ. - Okay.> I may have used the wrongvchoice of wordsf

tvi don't'4-
You can’ get a compulsory poollng order°

nght ' nght. And then you can;present‘your case

‘Sure, but you still have the- rlght9.

But he doesn't have a choice; it becomes the

' :That's correct.

' MADAM CHAIR: Commissioner Dawson?
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, Page 184 |
COMMISSIONER DAWSON: I have no questions. |

MADAM CHAIR: Commissioner Balch? -
COMMISSIONER ﬁALCH: I have none.
MADAM CHAIR: I don't, either. ‘This witness may be
excused. ”
'MR.]FELDEWERT; Please the'Commiééioh, We'il call
our néxtOwitneés,'Mr._Chuck Créekmbre.
MADAM CHAIR:' Shall we take a tenrmiﬁuté brgak'
first? o
(Réceés:pakeﬁ.j
”,MADAM‘CHAIR: Back on the reéord., Mf,‘FéldeWeft;'
c511:y0u£ firstiWitness. |
o MR. FEﬁbEWERT: Yes.
(Witness”sﬁorﬁ.)O
. CHUCK CREEKMORE
KSWérn, testified as féliéwézx'
DIRECT EXAMINATION
BY MR. FELbEwERT:j" | |
Q. Mr. Oreekmoré, would &ou please.ﬁellfﬁhe CQmmission g
by whom you are emploYed and in what capaéity?— |
A. | I'm éhployed‘by ConocoPhillips, and i{m a.stéff
1andmén_withbtheﬁ, énd I currently preside.iﬁ the»Séﬁ Juan
Basin in ﬁhe;Farmington'office. |
| Q:: ‘Have youzpréviduély testified Seforéiﬁhe.oil_

Conservation Division?

2R e
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A. Yes, I have. '

Q. And were your credentials as a petroleum landman
accepted and made a matter of record?

A. Yesr they were;n

Q; | How long have'you_been involved in the oii and gas
industry in New Mexioo?

A. Well, offfand"oh;for probably 20 years. I
administered_——‘i;haVe WOrked'for Oxyvfrom 19 -- well,ACity.j

Service and then Oxy from. 1981 to 1995. And for about eight

and a halfryears I admihistered all their field-wide units

and their numerous units down in the southwest part of the

state. And then five years after that I was -- I
administered -- or I was'manager of the division order'for'
Oxy. I also put together the -- drafted the contract and

coordlnated sign up for the West Bravo Dome Unit which Oxy:
operated

And then with Williams, I worked for Williams six.

years after that-fromn95it0»20022 and I worked oh a couple of - -

projects in the San Juan Basin on that with them. And then I

have been employed-for,a littleiover four years working

"strictly in the San Juan Basin for»ConocoPhillips;

Q. ~Does NMOGA's Exhibit Number 2 contain an accurate
copy of your resume?
A Yes.

VQ._ And are you familiar with the horizontal rule

R B S WS
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Page 186
revisions that have been proposed by the 0il Conservatlon .
Divlsion? .
A. Yes, I have;
Q. In fact, were-you involved’in the process in coming

- up with those proposed rules?

A. When I first came to the San Juan Basin a little
over four years ago, Allen Alexander, he was a landman with

ConocoPhillips, and Liz Bush,'who was a -- she was a

..regulatory engineer with Oxy, were co-chairs of the

iRegulatory Practices Subcommittee that dealt with these

rules, and they -- they worked on them for a couple of years,gféfb

- and then I took over approXimately;tWO Years ago. as chair of

the’subcommittee_finalizing:the_agreement.
Part of the,delay, as yon heard today in the
testimony, is there are some differences between the,

southeast part of the state and northwest part of the state,

fand we worked very dlllgently trylng to find .a set of rules

that would meet the needs of both the southeast and

northwest.- And'we,also explored all of the existing state’

irules that were in place ‘and trled to 1ncorporate what we

‘_felt like were the- best rules and the most approprlate rules

for New Mexico from what other-states had already done and

from problems that we were encountering in the state of New

Mexico both from the southeast'and the northwest.

Q. I think you mentioned, or maybe you didn't, that you'

T~
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- were actually chair of the committee for NMOGA?
A. Of the subcommittee, yes.
Q.. - You were then asked to»serve‘on_the;werkgroup?
A. Yes. Once the subcommittee completed its work, we

-iAgave.it to the Regulatory PracticesOCommittee; and then the
- Regulatory Practices Committee approved it, and then we
submitted -- well, all through the .process we submitted it to

the .BLM. In fact, I have taken:it_te the Aztec office to --

-x'justftotget'feedback'so that we -- we, were'—¥ our process

today.

| 16

17 .

:18_f little over two years?
19
20
21
‘22f:.an expert w1tness in petroleum land matters |
23f,' . _

25

of the workgroup. You were one ofithose?

“would be acceptable. And then we had an opportunlty to work
‘with the OCD, Mr. Brooks and Mr. Ezeanylm, ‘to further develop

~rand come up with the set.of'rules'that you'haVe before you

Q. There was a slide Mr. Ezeanyim presented of members

A; Yes, I was.

Q. I think you said you had been involved in this for a

. A.O Four yearsf
Q. Four years, okay. ‘Even before I was chairman.

MR. FELDEWERT: Let meithenﬁtender Mr. Creekmore as

"MADAM CHAIR: " Any objectlon'>
MS. GERHOLT: No objection.

. (No objection.)

.............. e
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apologize, I didn't realize until I got over here that I

:up on that one for some reason.

you click it a couple of times, perhaps? ,There;we go.

Number 3) what's been marked as NMOGAPS,Exhlblt Number 3?

eddress‘here today? .

_ Page 188
MADAM CHAIR: So admitted.

Q. Mr. Creekmore, what aspects of the rules would you

“like to briefly address with the Commission here today?

A. ‘Actually, I brought a set of slideeL a set of

- exhibits,; and I was asked to prepare two exhibits. I

T‘hedn}t numbered-my exhibits, so starting with the coversheet

as Page 1, I will refer to the exhibits. ™ I hope yours have
been numbered, but I apologize. But let's see --
Q.- Now,-let me --

‘A. hThosevare not showing up. Thevblue:is not showing .
' 'MR. FELDEWERT: You probably have to Clle it. ‘Can

A. - There we go.

Q. ) Before you start, before we run through the.'

eXhibits! first off, are you referrlng to NMOGA's Exhibit

A. ° Yes, sir.

‘Q--, Seeondly, what's the general topichwevarelgoing to

‘A, ..Actuaily, I'm just going te.go through‘theaexhibits

_;fromANumber 4, on -- or ekhibits that weOheve had that
,_éctually Allen Alexander prepared three and'a-halfl four

years ago that we were trying té'édcomplish erm the very

'PAUL BACA PROFESSIONAL COURT REPORTERS

e1a2abac-6b2d-42a1-b30a-bf1399992026




10

11
12 .
13

14 .

15

16
17
18
19
20 -

22

23

24"

25

it's been addreseed adequately. I just_prepared-ib before I
"knew_what'the_ether testimony would be, and I think,it‘e‘beeh‘
addressedaaefto what a non-standard PA is and also -- the.

- standard project.area, which is ——‘ahd_these are_primarily in |}

}addressed.‘:‘

Page 189

'beginning, and now that we are here, I'm trying to show that

I believe that theSe rules have accomplished'What industry

:was trying to do in this whole process.

So I'm going to confirm what is here today and-”

. discuss in'a,few,areas some distinct problems that we have

had in the northwést that these rules now address and will
allow us to broduce reservoirs in a systematic way‘that we're
being prohibibed from doing right now because based oh~the_
existihg rulésim f_u: |

'And'much‘éf”this has already been touched on today,'

but ‘I just-wanted to reiterate how positive we are'thatfweb

can finallyvdo'some things that we haven’t been able to do in

- the past.

. Q. Why don’t you turn to NMOGA EXhlblt Number 3 .ana I

_belleve what - we have up on the screen -- .

"A. Is Page 2 Number 2.
'Q; -5.a sllde, Wthh is Page Number 2 in NMOGA
exhibiteu

AL :Yes. ‘This is just a hon—standarvaA, and I think

the‘southeast—type situations. So Exhibit»3:has already been
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11 fa01ng w1th developlng our drill blocks on a -- w1th vertlcal"

Page 190 |

1 Q. - So let me stop you there. This would be a standard -
2 project area?
3 A. That‘would»be a standard project area on 40-acre

4 spacing, bnt mostpof our.spacing in the northwest is on a 320 -
'5 with some on 160, so I_wasbjust prepared to come today in

6 case I needed'toﬂdisouss it, so I would really like to-nove :
7 to Slide Number 4.

8 . Q. Okay.

9 A. And thlS was - prepared as I said. by Allen

10 . Alexander, and to show part of the problems that we were’

12 _'wells with a parent and three infill wells where -- and these_vg
13 ellipticals are just 1llustrat1ve of what a dralnage pattern'u'

14 may look like. And we felt 11ke we weren't adequately

15 - draining-our ex1st1ng reservoirs.
16 -Also, many of these wells: were drllled 50 and 60

17 years ago, and are qulte old The drilling techniques have

18 improved 1mmense1y,‘so 1f you move.to.Slide 4,_what we are e
19 trylng to do 1s -~ is oompletely drain the reservoir and

20 capture -- prevent the waste of a lot of the oil that wasn't

21 . previously produced or may not have even been able to be

22 produced by these vertical wells, so we have had -- oops - -
.23- okay. There we go,

24 - We propOSe several lateral re-entries, and::

25 - ourrently, as Mr. Brooks'showed today on the simultaneous

M N T N O R SR
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" rules, if this were-a prOJectnarea, we could go across and be

.place and -- and oil.

- adequate. If they were adequate for the vertical wells, they

 of the allowableS‘that Mr. Brooks testlfled to earller today_

Page 191 ;

dedications, weiwould be -- this is a drill block, and you

have the setbacks here, we would be prevented from going

aoross that half section.line. We could not drill this

completely. If the englneers felt like we should go to the

-extent of the setback up there, we could not do that. We’_'

would have -- we would be foreclosed from going into the

" northeast quarter of: thlS section. And now, with the new

much more effective in the drainage and capture of the gas in

And I might'also,get_into right now, we felt like, - - J|

on the eXisting Spacing rules, that the setbacks were

were adequate for ‘a horizontal well to protect the

correlative rights‘end,prevent-waSte'outside‘of the drill

block. .And, of course, in the southeast it's more -- the

-~ protection was basedfon the ekisting allowables and multiples

~Q.'. I think you mentloned thlS, but it mlght be worth --

the way you have-the elllpses drawn here, that's just for

. illustration purposes°

A Illustratlon only - As I said, these -- I saw these,

and I thought, "Wait a second. This is what we were

'proposihg’three and a<half}jfourvyears ago.' We are almost

there. 'Why don't I use what we were hoping to accomplish '

N o R S S A PO A O
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1 A to -- to show you today that I hope we have accompllshed what §

2 ‘we set out to do as an industry with NMOGA at the outset.
3 Q. So the draining patterns could fall the other way.

4 A. Yes. Yes. This is just fof illustration purposes

5‘"'only, but show1ng you what we are trying to‘accomplish.

3»»_. Q. Okay. What's the next slide?
VA A, The next slide is where -- oops, that's not -- the
.;85: one that -- the next slide is Number 6.. Is that not showing

T

9 up? That's 5. Go one more. Go back. - Go one more.

.10':j v The next slide -- ekay;"Qnefslide is omitted, but
‘| 11 . the next -- the Slide 6 which somehow 'i5 not showing up is --.
12 ' is just where this is a new drill and not -- this was an

13 example of a lateral re-entry where you'are using a wellbore

14 ' that was.formerly a vertical production, and the next slide

4 15 was just»to show that'you can do thefsamefthing with a new
16 -driil so ba31ca11y the same- slide.
_17f‘5] Q. So if I look at the- NMOGA EXhlblt Number 3, it's the:

18 'Zsixth-page in of the exhibits before;'*

lé-.e A. Yeah.-eFor some reason that'stnet‘showing up on
26:‘vmy ;;A o

'élv:i - é., And the only'differenee Wasiyeu were‘showing ~- in
f22af’this_one you can‘ase %evthis ie-an'eXisting development

23 pattern which you use an‘existing wellbore?

.24:' . A. Yes.

2Se ‘ Q. This next'exhibit would’be'if'that wellbore was a
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Youjagainbto go across that half section line, which now you
: personally'eXperienced most of this where you have one well
per -- per 160, and if you had one well up here in the -
‘northeast quarter, you couldn't goeacrdsshthis_half‘section

: line: You couldn't adequately drain What the engineers were

trylng to -- what they felt would be a. good way to more

effectlvely draln the reservoir.

. as future_drllls?,'

',systematic-way.
little bit different, right?

vcomplicated.when you go across three drill blocks . And we

Page 193

new drill?

A. Yes, would be a new drill.

- Q. Okay. All right. Then we can go to Page 7 of
NMOGA's Exhibit Number 3.

.A. Andvthen here is another.new'drill which would allow

would have to stop at because of -ffFruitlandiCoal is where I

'Q.VV Okay. :
CA. And then .
.Q.,‘ So those slides 1llustrate the beneflts of the

horlzontal wellbores to current development patterns as well

Al . Yes.;lAnd how to -- how to keep}from leaving your

preduct in the_groundrand'trying to‘develep'it_all_in_a
Q;"‘Okayi.nAnd the_next'slide showenus something a

A. The next slide is when things get kind of
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have heard some interesting discussions here'today, and this

is when youbQ—_the_subsequent vertical well I'1ll address in

~just a mihute; but this is where you have nine wells or --

let's see. iOkay -- nine wells, and yeu fully develop exceptv
for theqsogth'Half.of the north half and-the'south_helf of |
the northeast ip this section, and you decide to pﬁt a

horizentei ie.this well and go across threeff—-three existing
spacing units, and your project area weuldubebthis erea riéht

here that wbuld allow you to, within the confines dfsthatiand

,withinxthe'setbaekS'that we have discussed{'drill'this:

horizontal across that acreage.

And the compllcatlon is you have three JOAs - coverlng_

the east half the west half, and the east half,'so what

V.happens in thlssinstance, I would imagine you‘would_try'to

get a JOA-coVering just-the horizontal,sbut_what’about,the

JOAs that cover the existing wells, the existing vertical

wells? - Weiiu'due to the investments and equities,in"each-ef
Arthese Qells; yop.may not be able to cembine.all of those:

- JOAs. So,eeeh one of those JOAs would still have to stand oﬁ
-their own teceuse'of the complexities of the;investment‘in 

”-those weils_end'oWnershipS‘in those wells. -

w”eHoWever; everybody would have an undivided interest

in this horizontel well, and you would probably have a

separate JQA'there, and one of those threeeeperators'will

'_probably~eperatefyour horizontal well.
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“operating agreementeihthey are still operating under their

~existing operating~;4

other things -that hey“not -- that may-pfeﬁent you from

Page 195 §
Q. If T may stop you there. To put this in ‘ |

perspective, if I ledk_at the proposed rules and go to |

special rules fof horizontal wells, which is the OCD's 3

Exhibit Number 4, there is a Section 16.;5D, as in dog, under §

these special rules.for horizontal wells. : ' f'._ %f
A, Yes. | §

Q. And the title of that is, "Existing and Subsequent. .
Wells in Project:Arees." Now, does this -- is this a -

depiction of. what the current rule as drafted will allow-to

occur?
A, Yee. o
Q. Okay.

A. And‘the?eXisting wells are still there under-their

Q.'. So 1n other words; under the prov151ons of the
rules, the JOA for these existing wells would still stay 1n;
place? |

A. . Yes. _AeOit seys, fThey'are.hetfpeft1of:the neQO"'V
project-afea-unlese~otherwi3e agreea to by all wofkings~;f

interest owners- 1n the new prOJect area. ~ And, as I said,

-that may be 1deal but 1t may not be -- you may not be’ableﬁ-"i

to do that basedsqn,your,ex1stlng 1nyestments, and you'

sometimes get inteOinventory adjustments and all SQ?fs of
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doesn'

using

-JOA. -

Q.

‘allows

in a c

already in place?

A.

-and a

0.
A.

well,

‘Operat

horizo

to dri

working interest owners have to agree so that that well

in the

mean,

t interfere with‘Your.horizohtal well, your investment _ag
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-- from conforming all of the project area into the new x

So, Mr. Creekmore, in my simplé world, what this

to occur is additional development without changing

the JOAs for the.existing wells, correct?

That's my understanding, yes.

Without changing the operators of those existing

- Correct..
"But it-allows for additional horizontal development

ircumstance'wherebwe havejJOAs and wells and'operaﬁors

And that -- thaﬁ'¢o§ef8va-gréét‘deal of our acreage
the northwest where We'ha?é these -large spacing are&s
lot of existing'wells;l

Anythihé else oﬁ-ﬁhis slide?O

Well,.and-thenOyou have the subsequent vertical -- O ,;
the horiz&htal Qéll-has tb have’production so that"
or C doesn{t'comé'in-ahd say,~"Weli,'i like the way thé
ntal wés perfed, and-I'like_what it's done, and.I want‘

11 a well on tép of‘yQu;"‘and'thisO-- under D(2), all

horizontal well. The protection goes both wayé. I

it keeps}you~from;spending'that mohey and then havingOvr
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.voluntary agreement or compulsory poollng " And I think Ms.

somebody drill a well right on top of you.
Q. Is there anything more‘about‘this slide?
“A. I don't believe so. .

,Q.' In reviewing these rules, did you -- and I know we

‘have already talked about one ofithem -- did you happen to

notice there was one additional typo‘that.you saw?

A. Yeah, I think there were a couple. And as many

times as I've read it, I just ‘discovered them yesterday. So

:under 19.15.16.15G, formation of project areas, under 1 in
. the laSt'part of that sentence“Where it:reads, "or delivering - :

.a copy thereof to the New Mex1co State Land Offlce if,

1nstead "in: the proposed prOJect" >f I mean, "if the proposed
prOJect area includes state lands,' rnstead of "in," I think'
is what was meant in that sentence

Q; - And the second typo°_is':

Aﬁ The second typo I thlnk was - talked about earller,

and it's in H on that same page under the same prov151on,

'1next to the last llne, it says, "Area to be consolidated by

Spradlln alluded to that, but I. thlnk those typos need to be

'corrected.. .

Q. okay.

- A. - And then I was also reading_yesterday, there is a.
'practrcal problem that_e—vthat uhere under_the same Rule

;19.15.16.15B, where a project area can be a participating
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'plate, one of the progect area. Well, if the participating

. federal units are available, and I don't know‘thatiyouAcan'
‘read them if you put them on a 'small plat, anyway. So I

‘would hope that we could incorporate those by reference

" talks about on the C-102.

’and'acreage plat it,says a C-102, ene'of which shali ~depict
Athe outer boundarles of ‘the project area, and ‘the progect

area, some of them are an entire township, so{I don't know

- be helpful lf we could do somethlng like" that

Page 198 |

area in a federal unit, and you are supposed to submit two

area can be a project area, that's'pretty voluminous, and I

would hope that we can just refer to it by reference because

it -- it is available, the participating areas in those

e S oo ST SIS

and ---
~ MADAM CHAIR: What section-are you talking about?

' MR. CREEKMORE: In B, under 19.15.16.15, where it

© MADAM CHAIR: Okay.
'MR. CREEKMORE: It talks about -- I think -- I think

that's the one. I'm sorry. »An'agreage plat, well dedication

é
%

thatta plat On an 8 1/2 by 11, I.don't know that_you’could
even read it- being that small, 4so I Was-hdping.we could

inCorporate»those It's a small thlng, but 1t would probably

‘:'Q. Then on another topic, just briefly here.
A, Okay.
'Q;. There's been- some concern expressed that these rules

1 A NPl

Y R

'wxfm'mm

o i USRS
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don't prov1de for or expressly provide for notice for the
creation of, I guess, standard project areas. Do youAhave
any commernts' on that?

A. Well, When.you say notice, if you have agreement by

all the parties and all the parties have worked it out;_l

don't knoW’that notice is actually necessary unless you went
to a compulsory pooling hearing, and then notlce would be
necessaryu‘,But 1f.4- I think it would be redundant to
require.netiee«ifﬂall your parties had agreed to a'jOInt'
operating'agreeﬁent because you-have already.been in
communicatien‘with eaeh other. |

‘0. I know Mr. Brooks alluded to this. We have two

“types of project areas. We have standard project areas and

non-standard project areas. Now, I would suspect the

non4standard»preject areas, you do have to provide notice,

‘correct?

A.~»'Yes;Ayou do.

o Q... . And w1th respect to standard prOJect areas, you are

'.g01ng to have to have. an agreement by all the partlestn

inVolved, or'you are going to have to go through the hotice
process required by compulsory pooling?
AL Yes.

“Q..,jThere_was also some concern that these preject‘areas_

Adidn*t bear a relationship to spacing or proration units.

What's yOur,eomments on that?
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- Page 200 |
A. Well, T think if you look at the definition in -- I

thihk it incorporates, except for the larger areas-likevthe-_
participating area in a federal unit, and it anticipates'tﬁei
projéct afea.beiﬁg é,spacing Qnit or a combination of spacing i
units, and sb‘by'itS‘véiy nature it is comprised of spaciné‘l
units, and ih ﬁhe fdrm of a recténgle; just like thlS spaCing
unit would be -- to enable you to drill this horizontal well 'é.
this spa01ngfunit wquld be -- I mean this project area -- f
pardon me ejﬂthiS'prjéct”area Would.be comprised éf'thrée: -

spacing units. ’

Q. Thereforéprr} Creekmore, wouid_this projeét areé ;
for this hdriéontaliwell;'for example, that would'bé théfareapzf
that the partiés Would~anticipate would be drained by ihé:’ E
single wellbore,_cbrredt? | | |

A. Of pdrtion'of'it, yes. I mean,.it-—— this 6ne‘woﬁidi
be limited to just that éorridor that. -- that~it'sv—f'wheréas
the VerticaiAwélisf~iﬁ'wou1d.be draining the others.: But".'_v'i.inf.;”"':i
you go back.téimyipreVious'examples,'those spécing‘uﬁits.—e3I_
mean thoSe;brojéct areas were all on aiSpacing ﬁnit, éO'theYi
were one aﬁd the same.. | |

Q. Currently the way the Divisioﬁ rules afe set fbrth,
a-spacing uﬁit in'éwproject'area.is an area_thét is.
anticipated.to bé draihéd by a single well, correct? .

A. ‘Of.f—.well-{+ |

Q. In-theory. .

s RO

SRR
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~yes. It gets a little complicated, and that's why you get

'committee, do the rules that the DlVlSlon is prop051ng here‘

_ Page 201
‘A. In theory. 1In the southeast I think that would be

more appropriate. Here you are allowed four wells, but in'

lieu of the four wells or the’two.wells, you are substituting =

that with a horizontal well which enables you to drain it,

into the difficulty with horizontals and vertical rules.
‘Q. But -—»but invterms.of‘the relationship between a
project area and spaoing unit proration unit, essentiallyA
it's areas of land that are expected.to be drained‘by'the.
wellbore, correct?
A. Yes. By ‘the wells‘that‘were'permitted by the order;A
establishing that bbol,i?es; | |

Q.. Okay{A Then let me ask you, having worked on this

today, has 1t been 51milar to what the committee agreed upon

A N A I P TERD T T

‘and determined tO'be in the best interest of conservation  and

prevention of waste, having looked at all the other rules-andw§

taking into account provisions in other states and issues

that were presented biihorizontal drilling in this state? -

“A. Yes.r

Q. And is it‘yourlobiniondthat the'adoptiOn_of this new . ;
rule was in the‘best-interest of conservation and prevention-
ofbwaste and proteotion‘of oorrelative-rights?‘

A. Yes.' | .

Q. ‘Were NMOGA's Exhibits 2:and 3 prepared by you or

R R
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compiled under your direction or supervision?

A.

Page 202 : |

Yes.

MR. FELDEWERT: I would move the admission of

NMOGA's Exhibits 2 and 3.

0.

'MADAM CHAIR: Any obje¢£ion?
MS. GERHOLT: No‘Objection.‘
MADAM CHAIR: Be;admittgd?'—
(Exhibits NMOGA 2 and 30admittéd.).
| MADAM CHAIR: Mr. Fort?

CROSS-EXAMINATION °

- BY MR. FORT:

Yes, Mr.'Creekmore[-on this, the slide that's up

lthere; as T understood it, yoﬁ haVevinitially three'joint

operating agreements, and then they came in and created a

A.

Q.

Q
AL
| Q

A

~fourth joint operating agreement for that horizontal well?

Yes.
' So there is no cbmpuiséry pqoling'here?
No. . |

Yéu've»gqt a lot of happyvéampers?

I think-that would bé‘ggnéfally the case.
Okay . ‘Thaﬁk.you. o -
MADAM CHAIR: Any other questions?

(No respdhsé.) - V

MADAM CHAIR: Commissioner Dawédné“

- COMMISSIONER DAWSON: I have no'queStionsf
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MADAM CHAIR: CommissionerwBalch?
COMMISSIONER BALCH:- No'qaestipns.
MADAM CHAIR: I do not, elther

MR. CREEKMORE : _All right.. Thank. you.

' MADAM CHAIR: Do you have any other witnesses; Mr.

.Feldewért?

MR. FELDEWERT: We do not.
MADAM CHAIR: That leaves Mr. Fort.

'MR. FORT: Yes.

_MADAM CHAIR: I would 1iké to stop about 5:00 today.

Ts that approprlate for the amount of testlmony that you

mdrning?a

_MR? YATES: We would be»able'to-cbntinue..VI'm so

“itired‘this‘evening that I'probably'cQuldn't:go-beyond.S;

MADAM CHAIR: Would you rather that we continue the

.hearlng at this point?

’-,MR.'YATES: That would be m? preference.
MADAM CHAIR: And continua at 9 o'clock?
ME.‘YATES: That would be my prefarenbe.
:MADAM CHAIR: We need tbicontinﬁetuntil tomorrow,

anyway, because of open deliberations for -- for thé

rulemaking,- so whytdon't we call it a day_and.reconvene at

>9500’tomorrow'morningt

'(Recessed at 4:30 p.m.)
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