
Page i 

NEW MEXICO OIL CONSERVATION COMMISSION 

COMMISSION HEARING 

SANTA FE , NEW MEXICO 

Hearing Date SEPTEMBER 28, 1995 

ILLEGIBLE 

h• 

0< 

i 0 
/ 

it Gil 

T i m e : 9:00 A.M. 

NAME v REPRESENTING LOCATION 

. J V 

y i 

i * -

////• 



1 

STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
COMMISSION FOR THE PURPOSE OF 
CONSIDERING: CASE NO. 11,351 

HEARING CALLED BY THE OIL 
CONSERVATION DIVISION TO 
AMEND RULE 104 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

COMMISSION HEARING 

ORIGINAL 
BEFORE: WILLIAM J. LEMAY, CHAIRMAN 

WILLIAM WEISS, COMMISSIONER 
JAMI BAILEY, COMMISSIONER 

September 28th, 1995 

Santa Fe, New Mexico 

This matter came on f o r hearing before the O i l 

Conservation Commission on Thursday, September 28th, 1995, 

at the New Mexico Energy, Minerals and Nat u r a l Resources 

Department, Porter H a l l , 2 04 0 South Pacheco, Santa Fe, New 

Mexico, Steven T. Brenner, C e r t i f i e d Court Reporter No. 7 

f o r the State of New Mexico. 

•k ~k -k 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



2 

I N D E X 

September 28th, 1995 
Commission Hearing 
CASE NO. 11,351 

PAGE 

EXHIBITS 3 

APPEARANCES 3 

NMOGA WITNESSES: 

J.W. "BILL" HAWKINS (Engineer) 
D i r e c t Examination by Mr. K e l l a h i n 14 
Examination by Commissioner Bailey 24 
Examination by Commissioner Weiss 27 
Examination by Chairman LeMay 28 

JERRY W. HOOVER (Engineer) 
D i r e c t Examination by Mr. K e l l a h i n 33 
Examination by Commissioner Weiss 41 
Examination by Chairman LeMay 44 

REPORTER'S CERTIFICATE 7 3 

* * * 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



3 

E X H I B I T S 

NMOGA I d e n t i f i e d Admitted 

E x h i b i t 
E x h i b i t 
E x h i b i t 

1 
2 
3 

V, 
7, 14, 

6 
39 
33 

E x h i b i t 
E x h i b i t 

4 
5 

7, 
V, 

19 
37 

* * * 

A P P E A R A N C E S 

FOR THE COMMISSION: 

CAROL LEACH 
General Counsel 
Energy, Minerals and Natural Resources Department 
2 04 0 South Pacheco 
Santa Fe, New Mexico 87505 

FOR THE OIL CONSERVATION DIVISION: 

RAND L. CARROLL 
Attorne y a t Law 
Legal Counsel t o the D i v i s i o n 
2 04 0 South Pacheco 
Santa Fe, New Mexico 87505 

FOR THE NEW MEXICO OIL AND GAS ASSOCIATION: 

KELLAHIN & KELLAHIN 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
By: W. THOMAS KELLAHIN 

* 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

4 

WHEREUPON, t h e f o l l o w i n g p r o c e e d i n g s were had a t 

9:12 a.m.: 

CHAIRMAN LEMAY: And we s h a l l c a l l Case 11,351, 

w h i c h was t h e m a t t e r c a l l e d by t h e O i l C o n s e r v a t i o n 

D i v i s i o n t o amend Rule 104 of t h e General Rules and 

R e g u l a t i o n s . 

I ' d l i k e a t t h i s t i m e t o c a l l f o r appearances i n 

Case Number 11,351. 

MR. CARROLL: Rand C a r r o l l on b e h a l f o f t h e New 

Mexico O i l C o n s e r v a t i o n D i v i s i o n . 

CHAIRMAN LEMAY: Thank you, Mr. C a r r o l l . 

MR. KELLAHIN: Mr. Chairman, I'm Tom K e l l a h i n o f 

t h e Santa Fe law f i r m o f K e l l a h i n and K e l l a h i n , a p p e a r i n g 

t h i s morning on b e h a l f o f t h e New Mexico O i l and Gas 

A s s o c i a t i o n . 

I have t h r e e w i t n e s s e s I ' d l i k e t o be sworn. 

CHAIRMAN LEMAY: Thank you. How many w i t n e s s e s 

do you have, Mr. C a r r o l l ? 

MR. CARROLL: I have no w i t n e s s e s . 

CHAIRMAN LEMAY: No wit n e s s e s ? 

Are t h e r e any o t h e r appearances i n Case 11,351? 

W i l l t h ose w i t n e s s e s t h a t w i l l be g i v i n g 

t e s t i m o n y p l e a s e s t a n d and r a i s e your r i g h t hand? 

(Thereupon, t h e w i t n e s s e s were sv/orn.) 

CHAIRMAN LEMAY: Mr. K e l l a h i n , you may b e g i n . 
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MR. KELLAHIN: Thank you, Mr. Chairman. 

CHAIRMAN LEMAY: I m i g h t , f o r c l a r i f i c a t i o n , 

i n d i c a t e t h a t Rule 104 was d i s c u s s e d a t t h e l a s t Commission 

h e a r i n g , and -- W e l l , I guess you mi g h t go i n t o t h e 

background i n f o r m a t i o n t o i n f o r m t h e Commission and a l s o 

t h e p e o p l e i n t h e audience what t r a n s p i r e d c o n c e r n i n g t h i s , 

Mr. K e l l a h i n , f o r i n t r o d u c t i o n . 

MR. KELLAHIN: Mr. Chairman, on August 1 0 t h o f 

1995, t h e Commission commenced a p u b l i c h e a r i n g t o c o n s i d e r 

104. And as p a r t o f t h a t process, t h e i n d u s t r y made a 

p r e s e n t a t i o n t o you. Those p r e s e n t e r s , I ' d l i k e t o have 

them i d e n t i f y themselves f o r you so you know t h a t t h e y ' r e 

back b e f o r e you today. 

Mr. Alexander, would you i d e n t i f y y o u r s e l f and 

e x p l a i n what you do? 

MR. ALEXANDER: Yes, I'm Al a n Alexander. I work 

on t h e NMOGA Committee f o r t h i s Rule 104 amendment. I'm 

employed by M e r i d i a n O i l , I n c . , i n t h e Farmi n g t o n , New 

Mexico, o f f i c e , and I have been a d d r e s s i n g s p a c i n g and 

set b a c k concerns d u r i n g t h i s p r o cess. 

MR. KELLAHIN: The n e x t p a r t y t h a t p a r t i c i p a t e d , 

Mr. Chairman, was B i l l Hawkins o f Amoco P r o d u c t i o n i n 

Denver. I ' d l i k e him t o i n t r o d u c e h i m s e l f and e x p l a i n h i s 

i n v o l v e m e n t i n t h e process. 

MR. HAWKINS: B i l l Hawkins w i t h Amoco. I'm i n 
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our r e g u l a t o r y a f f a i r s group, a petroleum engineer, and 

I've been working on r e g u l a t o r y a f f a i r s matters f o r New 

Mexico since about 1988. I p a r t i c i p a t e d on t h i s NMOGA 

Committee i n reviewing the proposed r u l e changes. I d i d 

not make any testimony a t the l a s t hearing on t h i s issue, 

but I d i d help w i t h the Committee i n e s t a b l i s h i n g these 

proposed r u l e s . 

MR. KELLAHIN: And then next, Mr. Chairman, J e r r y 

Hoover of Conoco i n Midland. I ' d l i k e him t o i d e n t i f y 

h i mself and e x p l a i n h i s p a r t i c i p a t i o n i n the process. 

MR. HOOVER: I'm Jerry Hoover of Conoco i n 

Midland. I've been working w i t h New Mexico r e g u l a t o r y 

a f f a i r s f o r the l a s t 20 years. I most r e c e n t l y have been 

p a r t i c i p a t i n g w i t h the NMOGA task for c e t h a t ' s been looking 

at the Rule 104. 

MR. KELLAHIN: Let me take a moment, Mr. 

Chairman, and describe f o r you how the e x h i b i t book i s 

organized. 

Behind E x h i b i t Tab Number 1 i s the p r e - f i l e d 

summary t h a t I prepared and submitted t o the Commission on 

Monday. I n a d d i t i o n , behind t h a t same tab i s our 

Committee's work product, which represents Rule 104 w i t h 

recommended changes. 

Those changes i n terms of t h i s format are 

i d e n t i f i e d whereby the shaded area, the r e d - l i n e n o t a t i o n . 

STEVEN T. BRENNER, CCR 
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i s a proposed a d d i t i o n . I f t h e r e ' s a s t r i k e - t h r o u g h , i t 

r e p r e s e n t s a proposed d e l e t i o n . 

I n a d d i t i o n , b e h i n d Tab Number 1 i s an e x h i b i t 

t a b w h e r e i n , f u r t h e r d i s c u s s i n g t h e proposed changes, we 

have found a change, and t h a t i s shown on page 9 and i t ' s 

i d e n t i f i e d as a replacement page. And so w e ' l l t a l k about 

t h a t i n a moment. But t h e purpose o f E x h i b i t 2 i s t o show 

a replacement page f o r t h e d r a f t t h a t was c i r c u l a t e d t o t h e 

Commission on Monday. 

And t h e n b e h i n d Tab Number 3 i s i l l u s t r a t i o n s so 

t h a t we can h e l p you v i s u a l i z e some o f t h e components o f 

t h e s p a c i n g r u l e s t h a t we're about t o d i s c u s s . 

Beyond t h a t , t h e n , i s some a d d i t i o n a l schematics 

and i l l u s t r a t i o n s , a g a i n t o t r y t o v i s u a l i z e what our 

o b j e c t i v e i s and how we have proposed some suggested 

s o l u t i o n s . 

And t h e n f i n a l l y , b e h i n d E x h i b i t Tab Number 5 i s 

a g a i n a n o t h e r way t o approach t h e same t o p i c . 

Y o u ' l l r e c a l l back on August 1 0 t h , when t h e 

Commission f i r s t e n t e r t a i n e d a v i s i t o f Rule 104, t h e 

D i v i s i o n s t a f f had p r e s e n t e d t o you -- t h r o u g h Mr. Jim 

Morrow, I b e l i e v e i t was -- t h e concept t o expand t h e 

a b i l i t y o f t h e D i v i s i o n t o a d m i n i s t r a t i v e l y approve 

u n o r t h o d o x w e l l l o c a t i o n s . 

You may remember from t h e February i n d u s t r y 

STEVEN T. BRENNER, CCR 
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p r e s e n t a t i o n , one of the concerns of the i n d u s t r y was t o 

minimize the expense and avoid the delay of Commission 

hearings and D i v i s i o n hearings, p a r t i c u l a r l y on nonstandard 

l o c a t i o n s f o r which there was no o b j e c t i o n . 

A number of those cases appear on the Examiner 

dockets, because there i s l i m i t e d d i s c r e t i o n f o r them t o 

a d m i n i s t r a t i v e l y approve l o c a t i o n s t h a t are sought based 

upon geologic reasons. 

When you heard t h i s case i n August, then, the 

D i v i s i o n presented you w i t h a broadened scope t o t h e i r 

a d m i n i s t r a t i v e process, whereby any a p p l i c a n t could seek an 

unorthodox l o c a t i o n i n h i s spacing u n i t a t any l o c a t i o n f o r 

geologic reasons. 

I n a d d i t i o n , there was discussion about 

m o d i f i c a t i o n of the n o t i c e requirements. One of the 

problems we deal w i t h before the D i v i s i o n i s n o t i c e . The 

hearing r u l e s f o r n o t i c e on unorthodox l o c a t i o n r e q u i r e s us 

t o n o t i f y those operators towards whom the w e l l encroaches. 

I f t h e r e i s no operator, then you n o t i f y those a d j o i n i n g 

lessees or unleased mineral owners. 

The question i s , how broad a scope do you have t o 

t h a t notice? 

The c u r r e n t a d m i n i s t r a t i v e r u l e r e q u i r e s you t o 

n o t i f y everyone around the spacing u n i t , even i f you're 

moving away from i t . And i n 23 years of doing t h i s , I have 

STEVEN T. BRENNER, CCR 
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yet t o see someone object t o being moved away from. We 

t h i n k i t ' s an unnecessary burden. 

Those are the two themes. We discussed those 

back i n August. We're back t o show you the work product of 

the i n d u s t r y Committee which re-examined those issues. We 

are not asking f o r anything d i f f e r e n t than the concepts 

i n i t i a t e d by D i v i s i o n s t a f f , which were t o r e l a x the 

a d m i n i s t r a t i v e approval r u l e s , broaden t h e i r scope, and 

e s t a b l i s h the means by which a l l t h i s t e c h n i c a l data can 

flow t o the Examiner f o r an a d m i n i s t r a t i v e approval 

process, r a t h e r than r e q u i r e t h a t expert t o appear and 

b r i n g the same evidence t o a p u b l i c hearing on the Examiner 

docket. 

I n addressing those issues, then, we have 

proposed some r u l e s changes f o r you, and they have been 

summarized i n the summary sheet. 

The process t h a t we went through i s t h a t t h i s 

group of experts prepared r u l e changes, and we d i s t r i b u t e d 

those t o the i n d u s t r y . The only comments we received back 

were w i t h regards t o the deep gas w e l l s i n southeastern New 

Mexico t h a t are spaced upon 320 acres. There was concern 

by operators down there, t h a t they wanted some automatic 

setbacks f o r deep gas when those a p p l i c a t i o n s were f i l e d 

a d m i n i s t r a t i v e l y , so t h a t they could r e l y on the D i v i s i o n 

t o set f o r hearing any request t h a t encroached upon a 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

10 

c e r t a i n minimum setback. 

For example, i n 320 gas pools, the standard w e l l 

r i g h t now i s 660 from the side boundary and 1980 from the 

end boundary. 

The proposal by those members of the A s s o c i a t i o n 

i n those pools were t h a t i f there's an a d m i n i s t r a t i v e 

request f o r geologic reasons t h a t ' s c l o s e r than 660 out of 

any corner, then t h a t becomes too close, and they want t h a t 

t o go t o hearing. 

There are no other operators f o r any other pool 

t h a t wanted t o l i m i t the Examiner's d i s c r e t i o n , then, when 

he processes one of these cases a d m i n i s t r a t i v e l y . They 

were comfortable w i t h and were w i l l i n g t o r e l y upon the 

process where they get c e r t i f i e d mailed n o t i c e of those 

a d m i n i s t r a t i v e a p p l i c a t i o n s . And w i t h t h a t guarantee of 

n o t i c e , then, they could p r o t e c t themselves by f i l i n g a 

t i m e l y o b j e c t i o n and t a k i n g t h a t a d m i n i s t r a t i v e case t o a 

hearing. 

So t h a t was the general process we used. We have 

p o l l e d the i n d u s t r y and have determined t h e i r comments as 

t o our proposals, and t h a t was the one comment we received 

back, the general t o p i c . 

What we're suggesting t o you today i s t h a t you 

consider our work product as a proposed r u l e change, you 

l e t us present our case today and leave the record open f o r 

STEVEN T. BRENNER, CCR 
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an a d d i t i o n a l 30-day period so a d d i t i o n a l w r i t t e n comments 

might be supplied t o you, and we w i l l once again p o l l our 

membership t o see i f there i s someone who has not y e t 

responded t o some issue t h a t we're discussing. 

But I t h i n k , as f a r as we can determine, there i s 

widespread agreement i n the i n d u s t r y as t o the d r a f t we're 

about t o discuss. 

You may r e c a l l back on August 10th, one of the 

items we s t r u g g l e d w i t h was the D i v i s i o n ' s proposal t o 

r e l a x an i n t e r i o r l i m i t . You may remember t h a t i n the San 

Juan Basin there's an i n t e r i o r setback i n a spacing u n i t so 

t h a t you have t o be 130 f e e t o f f an i n t e r i o r q u a r t e r -

q u a r t e r l i n e . 

The D i v i s i o n has recommended, and the i n d u s t r y 

supports, reducing t h a t t o 10 f e e t . That i s c o n s i s t e n t 

w i t h what i s done w i t h the coal gas spacing r u l e s i n the 

San Juan Basin, and i t i s our p o s i t i o n i t ' s appropriate i n 

the San Juan Basin. 

At the August 10th hearing, the Commission 

Chairman quizzed us about the s u i t a b i l i t y of r e l a x i n g the 

r u l e i n southeastern New Mexico. We have re-examined t h a t 

issue based upon h i s comments, and we be l i e v e i t i s not 

ap p r o p r i a t e t o change the r u l e i n southeastern New Mexico 

and r e l a x t h a t i n t e r i o r dimension. I t h i n k i t ' s a 330 

setback, i f I'm not mistaken. But the concept of a 10-foot 

STEVEN T. BRENNER, CCR 
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setback i n southeastern New Mexico i s not our p o s i t i o n . We 

withdraw any suggestion t h a t you do t h a t . 

I t a l k e d about the deep gas spacing f o r an 

automatic d e f a u l t setback f o r a d m i n i s t r a t i v e a p p l i c a t i o n s . 

We very much appreciate, and the i n d u s t r y e n t h u s i a s t i c a l l y 

supports a d m i n i s t r a t i v e a p p l i c a t i o n s f o r geologic reasons 

and t o allow the d i s c r e t i o n of the Examiner t o act on those 

a p p l i c a t i o n s . 

We t h i n k i t ' s appropriate i n the circumstance, we 

see no reason t o e s t a b l i s h s t r i c t c r i t e r i a . For more than 

40 years t h i s i n d u s t r y has r e l i e d upon the experience and 

ex p e r t i s e of a well-informed D i v i s i o n s t a f f who has the 

t a l e n t and the a b i l i t y t o judge these matters, and we would 

l i k e t o have them have the f l e x i b i l i t y t o process these 

a d m i n i s t r a t i v e l y and avoid the hearings. 

L a s t l y , we have str u g g l e d w i t h the n o t i c e issue. 

I t ' s easy t o describe the o b j e c t i v e ; i t i s d i f f i c u l t t o 

execute on paper. We have some i l l u s t r a t i o n s which we1 re 

going t o present t o you, t o show you what we t h i n k i s the 

answer, and w e ' l l defer t o you as t o a f i n a l s o l u t i o n . But 

we t h i n k we have approached a s o l u t i o n where only those 

operators and i n t e r e s t owners towards whom you're 

encroaching get n o t i c e , and those are the p a r t i e s t h a t 

obj e c t . 

Here's what we1 re t r y i n g t o solve. I had one of 

STEVEN T. BRENNER, CCR 
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these kinds of cases a few weeks ago f o r Nearburg Producing 

Company, and we were o b l i g a t e d t o n o t i f y everybody around 

us because there were unleased acreage around the spacing 

u n i t . There was no operator and no spacing u n i t . We were 

d e a l i n g w i t h a rectangular-shaped spacing u n i t . I t was an 

80-acre spacing u n i t . O f f s e t t i n g us, you couldn't decide 

which way the 80 acres was o r i e n t e d . And so we chose t o 

o r i e n t both d i r e c t i o n s . 

I n doing so, we picked up a d d i t i o n a l owners. I 

had 160 people we n o t i f i e d , h a l f of which came back. Not 

one o b j e c t i o n . I t cost $500 i n postage. I t seems t o be an 

unnecessary burden t o go t o t h a t excess i n terms of 

n o t i f i c a t i o n when i t means nothing t o the process. 

So t h a t ' s what we1 re t r y i n g t o do, i s t o avoid 

unnecessary n o t i f i c a t i o n . And i n doing so, we have 

provided some i l l u s t r a t i o n s t o you t o help you v i s u a l i z e 

what i s hard t o describe v e r b a l l y . 

I ' d l i k e t o present the p a r t i e s t h a t p a r t i c i p a t e d 

i n the Committee i n the f o l l o w i n g order: 

I'm going t o ask Mr. Hawkins t o help us 

understand the San Juan Basin. He's a petroleum engineer 

t h a t has extensive experience i n the San Juan Basin. 

I'm going t o ask Mr. Alexander, who's a landman 

i n t h a t same area, t o comment on the San Juan Basin. 

And then f i n a l l y , I ' l l ask Mr. Hoover t o comment 
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as an engineer w i t h h i s experience i n southeastern New 

Mexico, so y o u ' l l have a quick t a s t e of the two d i f f e r e n t 

areas. 

I don't propose t o have a lengthy p r e s e n t a t i o n . 

I'm simply p r o v i d i n g an op p o r t u n i t y f o r you t o ask some 

questions f o r c l a r i f i c a t i o n so t h a t you can understand your 

way through our p o i n t of view. 

And w i t h your permission, Mr. Chairman, then, 

I ' l l ask Mr. Hawkins t o come forward. 

CHAIRMAN LEMAY: Please do. 

J.W. "BILL" HAWKINS, 

the witness herein, a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hawkins, l e t me have you t u r n t o the e x h i b i t 

book and l e t ' s look at E x h i b i t Tab Number 3. 

A. Okay. 

Q. And i f y o u ' l l look at the f i r s t d i s p l a y , i t says 

"Current", and then the second d i s p l a y says "Proposed". I f 

y o u ' l l note the caption, we a l l know how t o s p e l l "Rio 

A r r i b a " . When the two " r ' s " are together, i t looked l i k e 

an "m" t o somebody, but we r e a l l y do know the counties of 

New Mexico. 

Mr. Hawkins, l e t ' s take a moment so t h a t 
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everybody u n d e r s t a n d where we are now and have you e x p l a i n 

f o r t h e San Juan Basin what i s i d e n t i f i e d as c u r r e n t 

s t a n d a r d w e l l l o c a t i o n s . 

A. Okay, t h e f i r s t p i c t u r e you have h e r e , marked 

" C u r r e n t " , shows t h e two t y p e s o f s p a c i n g u n i t s t h a t we 

g e n e r a l l y have i n t h e San Juan Bas i n . We've g o t a 160-acre 

s p a c i n g u n i t shown up here i n t h e n o r t h w e s t , and t h e n v/e 

have a 320-acre s p a c i n g o r p r o r a t i o n u n i t shown on t h e ea s t 

h a l f . 

And i n s i d e t hose s p a c i n g u n i t s , v/e1 ve shown 

t h r o u g h t h i s hashed marker what t h e c u r r e n t r e q u i r e m e n t s 

a r e f o r l o c a t i n g w e l l s . 

And j u s t t o d e s c r i b e those q u i c k l y , t h e y r e q u i r e 

a 7 9 0 - f o o t setback from t h e boundary o f t h e s p a c i n g u n i t 

and a 1 3 0 - f o o t setback from t h e i n t e r i o r q u a r t e r - q u a r t e r . 

I f you go t o t h e 320-acre s p a c i n g u n i t , i t ' s 

i d e n t i c a l on each o f t h e q u a r t e r s e c t i o n s . And I guess 

t h a t , you know, p r e t t y much d e s c r i b e s t h e way we handle i t 

c u r r e n t l y . 

Q. Now, those are s p e c i f i c t o t h e San Juan B a s i n , 

are t h e y not? 

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

Q. You g e t down i n s o u t h e a s t e r n New Mexico, and 

you've g o t d i f f e r e n t setbacks? 

A. That's r i g h t . 
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Q. A l l r i g h t . Let's deal w i t h the San Juan Basin 

then. 

A. A l l r i g h t . 

Q. Let's look at the proposal now as the Committee 

has recommended, and i n f a c t as the D i v i s i o n has 

recommended, changes i n the San Juan Basin. 

A. Okay. I f we t u r n t o the page t o the e x h i b i t 

marked "Proposed", y o u ' l l see t h a t f o r those same spacing 

u n i t s we have r e t a i n e d t h a t same setback of 790 f e e t from 

the e x t e r i o r boundaries of the spacing u n i t . So we're not 

proposing any change here t h a t would allow us t o move 

cl o s e r t o another spacing u n i t o f f s e t t i n g us. 

But we are recommending a change of the i n t e r i o r 

setback from the qua r t e r - q u a r t e r l i n e , from the 130-foot 

t h a t c u r r e n t l y e x i s t s t o 10 f o o t . And the reason f o r t h i s 

i s t o open up the l e g a l d r i l l i n g window w i t h i n t h i s quarter 

s e c t i o n t o allow us a l i t t l e more f l e x i b i l i t y t o l o c a t e our 

w e l l s and not encroach on anybody else, any other e x t e r i o r 

spacing u n i t . 

The 10-foot setback would s t i l l r e q u i r e the w e l l 

t o obviously be located i n one of the 40s, so t h a t i t would 

be easy t o i d e n t i f y which u n i t are you i n and keep us --

You know, i n the event there's any k i n d of d i f f e r e n c e s i n 

ownership w i t h i n those 4 0s or whatnot, i t ' s r e a l obvious 

t h a t you're on somebody's c e r t a i n t r a c t of land and not 
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r i g h t on the boundary. 

But i t does allow the operators a l i t t l e more 

f l e x i b i l i t y t o locate w e l l s , and i n the San Juan Basin I 

t h i n k y o u ' l l recognize t h a t the biggest drawback we have t o 

development i s the extreme topography t h a t we have i n a l o t 

of the canyons i n t h a t area. There's a l o t of 

ar c h e o l o g i c a l concerns t h a t r e q u i r e w e l l s t o be moved 

around. And f o r the most p a r t t h i s would j u s t provide a 

l i t t l e more f l e x i b i l i t y t o operators t o be able t o move 

around those o b s t r u c t i o n s and s t i l l not have t o come i n and 

request a l o c a t i o n exception. 

Q. Now, t h i s would be f o r standard l o c a t i o n s , now, 

i f the Commission adopts the change, and so you would 

simply permit your w e l l i n the usual fashion and not have 

t o o b t a i n an a d m i n i s t r a t i v e or a hearing order f o r a w e l l 

w i t h i n t h i s expanded standard window? 

A. That's r i g h t . 

Q. Describe f o r us what i s your experience -- what 

your p o s i t i o n and then your experience w i t h regards t o 

expanding the op p o r t u n i t y t o have geologic-based unorthodox 

l o c a t i o n s approved a d m i n i s t r a t i v e l y . How does t h a t impact 

the San Juan Basin, and what i s your p o s i t i o n ? 

A. You know, the expansion we're asking f o r there i s 

f o r the a d m i n i s t r a t i v e hearing f o r geologic concerns t h a t 

an operator may need t o move h i s w e l l i n order t o recover 
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the resources under a spacing u n i t f o r some geologic 

reason. 

I n the San Juan Basin, t h a t ' s a r e a l l y -- a rare 

occasion. We've got a f a i r l y blanket-type sands t h a t are 

not going t o see a s i g n i f i c a n t change i n recovery, whether 

you put i t i n the center of the spacing u n i t or l o c a t e i t 

somewhere else. So I wouldn't expect t h a t the geologic 

reason f o r a d m i n i s t r a t i v e l o c a t i o n exception would be used 

very much i n the northwest pools. 

Q. I n s o f a r as the pools i n the northwest are 

concerned, do you see any reason f o r an automatic setback 

which would r e q u i r e a hearing f o r geologic reasons? 

A. No, I r e a l l y don't. I t h i n k — I t h i n k f o r one, 

t h a t the occasions would be very r a r e , t h a t the l o c a t i o n 

exception would be f o r a geologic reason. For the most 

p a r t , they're going t o be topographic or f o r a r c h e o l o g i c a l 

concerns. 

I f there was some -- I mean, where I can see a 

p o t e n t i a l f o r t h a t i s maybe i n the F r u i t l a n d Coal where we 

have t h i s high-pressure envelope t h a t cuts through -- I 

mean, i t k i n d of d i v i d e s p a r t of the F r u i t l a n d Coal i n t o a 

high-pressure area w i t h t y p i c a l l y b e t t e r production and 

b e t t e r r ecoveries, and a low-pressure area. And there have 

been a few cases where operators have asked f o r , f o r 

geologic reasons, the a b i l i t y t o move t h a t w e l l i n t o t h a t 
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h i g h - p r e s s u r e envelope. 

Those c o u l d even -- c o u l d s t i l l be h a n d l e d 

a d m i n i s t r a t i v e l y , b u t t h e r e would be, o b v i o u s l y , n o t i c e t o 

t h e o f f s e t o p e r a t o r t h r o u g h c e r t i f i e d m a i l , and t h a t 

o p e r a t o r -- t h e o f f s e t o p e r a t o r s would have t h e o p p o r t u n i t y 

t o o b j e c t t o t h a t . 

So I don't see t h e need f o r any t y p e o f a b u f f e r 

s e t b a c k f o r t hose k i n d o f c o n d i t i o n s , and I do t h i n k t h e 

a d m i n i s t r a t i v e approach i s r e a s o n a b l e f o r t h o s e c o n d i t i o n s 

as w e l l . 

Q. L e t me ask you t o t u r n t o E x h i b i t Tab Number 5. 

W e l l , I ' v e gone t o o f a r . L e t ' s go t o E x h i b i t Tab Number 4. 

A. Okay. 

Q. And perhaps t h e second page o f t h a t may be a way 

t o i l l u s t r a t e t h i s . The t o p i c I want t o d i s c u s s w i t h you 

i s what you and t h e o t h e r Committee members d i d w i t h 

r e g a r d s t o r e f i n i n g t h e n o t i c e r u l e s . 

A. Okay. 

Q. Give us a summary, and here's perhaps an 

i l l u s t r a t i o n t h a t serves t o p o i n t t h a t example. Summarize 

f o r us what you were t r y i n g t o a c c o m p l i s h . 

A. The c u r r e n t r u l e s r e q u i r e , when you ask f o r a 

l o c a t i o n e x c e p t i o n , t h a t you n o t i f y a l l of t h e o f f s e t 

o p e r a t o r s c o m p l e t e l y s u r r o u n d i n g t h e s p a c i n g u n i t . 

And as Mr. K e l l a h i n e x p l a i n e d a l i t t l e e a r l i e r , 
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you know, t y p i c a l l y when you have your l o c a t i o n exception, 

you're moving towards some spacing u n i t s and you're moving 

away from others. And i t ' s almost a given t h a t the people 

t h a t you're moving away from r e a l l y could care less t h a t 

you're moving away from them. They're c e r t a i n l y not going 

t o o b j e c t t h a t you're v i o l a t i n g t h e i r c o r r e l a t i v e r i g h t s t o 

get t h e i r f a i r share. 

So what v/e' re t r y i n g t o do i s change the r u l e s 

t h a t would allow an operator t o only n o t i f y those p a r t i e s 

t h a t the w e l l i s being moved towards t h a t might p o t e n t i a l l y 

have some concern about p r o t e c t i o n of t h e i r c o r r e l a t i v e 

r i g h t s . 

We've got two e x h i b i t s here. The f i r s t e x h i b i t 

j u s t k i n d of explains what we do today, and i t does show 

a l l of the -- I f you look at the f i r s t page here, t h a t ' s 

got a blue hashed mark, shows the spacing u n i t t h a t we're 

i n . 

And then surrounding t h a t are the owners or the 

operators of the spacing u n i t s t h a t would be n o t i f i e d f o r 

the l o c a t i o n exception. 

And as you can see, some of these owners -- and 

we're not even showing the ones completely t o the south, 

but c e r t a i n l y some of these owners are not being crowded i n 

any way by the change i n t h i s w e l l l o c a t i o n . 

Of p a r t i c u l a r i n t e r e s t , I t h i n k , i s the black 
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cross-hatched areas t h a t are undeveloped where no operator 

has been yet declared, and n o t i c e would be given t o a l l of 

the lessees or unleased mineral owners w i t h i n those 320-

acre areas. 

What we're t r y i n g t o do i s hone i n on who are the 

p a r t i e s t h a t are r e a l l y going t o be affected? So i f we 

t u r n the page t o the second page, our proposal would l i m i t 

t h a t same n o t i f i c a t i o n f o r t h a t same type of a wellbore t o 

the areas t h a t are shown i n green and red and blue 

Crosshatch. 

And the way t h a t t h a t i s done i n the northwest 

would be t o draw a c i r c l e around the proposed w e l l l o c a t i o n 

w i t h a ra d i u s of 790 f e e t , which i s the — c u r r e n t l y the 

minimum setback f o r a standard l o c a t i o n . And where t h a t 

c i r c l e crosses i n t o the other spacing u n i t s , we would 

i d e n t i f y , you know, which are the p a r t i e s t h a t are -- would 

r e q u i r e n o t i f i c a t i o n . 

I f t h a t spacing u n i t i s developed and an operator 

has been declared, as i n the northern setback here i n 

Section 2, then t h a t operator would be the p a r t y t h a t gets 

n o t i f i e d . 

I f the spacing u n i t has not yet been developed, 

such as the west h a l f of Section 1, which i s the cornering 

diagonal o f f s e t , or the north h a l f of Section 12, then 

we're going t o n o t i f y the lessee or the unleased mineral 
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owner t h a t g e t s c u t by t h a t 7 9 0 - f o o t c i r c l e . And y o u ' l l 

see t h a t even i n t h e c o r n e r i n g area where t h e c i r c l e d i d 

n o t c u t , t h a t l e a s e s t i l l i s c o n t i g u o u s t o t h i s s p a c i n g 

u n i t , and we're recommending t h a t t h a t p a r t y g e t 

n o t i f i c a t i o n as w e l l . 

But we would l i m i t i t t o j u s t t h o s e i m m e d i a t e l y 

o f f s e t l e a s e s t h a t are c o n t i g u o u s when t h e p r o p e r t y i s 

undeveloped. 

Q. When t h e Commission reads t h e e x a c t language o f 

our proposed Rule 104, i n your o p i n i o n , does i t execute 

what you've j u s t d e s c r i b e d ? 

A. I t h i n k i t does. We had a d i f f i c u l t t i m e coming 

up w i t h t h e b e s t w o r d i n g t h a t might d e s c r i b e t h a t , b u t I 

t h i n k we've done a f a i r l y good j o b a t i t , and i t s h o u l d be 

c l e a r t o most people t h a t are r e a d i n g t h a t r u l e . 

Q. I s t h e r e a r a t i o n a l e or a concept t o t i e t h e 

l e n g t h o f t h e r a d i u s back t o something o f r e l e v a n c e w i t h 

r e g a r d s t o w e l l l o c a t i o n s ? 

A. W e l l , we t h i n k t h a t t h e 7 9 0 - f o o t s e t b a c k , which 

i s t h e minimum setback f o r a s t a n d a r d l o c a t i o n , i s 

s a t i s f a c t o r y t o d e f i n e those p a r t i e s t h a t a re b e i n g 

encroached upon. 

And so t h a t -- We t i e d back t o t h a t r a d i u s t o use 

as a t o o l t o i d e n t i f y who g e t s n o t i f i c a t i o n . 

Q. And as you move t o d i f f e r e n t p o o l s i n d i f f e r e n t 
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p a r t s o f t h e s t a t e , t h e n , t h e r a d i u s would change t o 

r e f l e c t t h e d i s t a n c e r e q u i r e d f o r a s t a n d a r d w e l l minimum 

i n t h a t p o ol? 

A. That's r i g h t . So i f you move t o t h e s o u t h e a s t 

and you have a d i f f e r e n t setback t h a n 790 f e e t , t h a t ' s t h e 

measure you would use t o i d e n t i f y who g e t s n o t i f i c a t i o n i n 

th o s e p o o l s . 

Q. And i n a l l i n s t a n c e s you would always n o t i f y t h e 

a d j o i n i n g s p a c i n g u n i t i f i t had a sp a c i n g u n i t and a 

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

A. That's c o r r e c t . I f i t ' s developed, t h e n you 

i d e n t i f y who t h e o p e r a t o r i s and you n o t i f y them j u s t l i k e 

we do t o d a y . 

The o n l y t h i n g we're d o i n g i s , we're t r y i n g t o 

e l i m i n a t e p r i m a r i l y t hose p a r t i e s t h a t we're moving away 

from and t h e n more c l e a r l y d e f i n e who are t h e p a r t i e s when 

i t ' s undeveloped t h a t r e a l l y r e q u i r e n o t i f i c a t i o n on t h i s . 

Q. Do you and your company s u p p o r t t h e proposed Rule 

104 changes t h a t v/e1 r e s u b m i t t i n g t o t h e Commission? 

A. Yes, we do. 

MR. KELLAHIN: That concludes my q u e s t i o n s o f Mr. 

Hawkins. 

CHAIRMAN LEMAY: Any a d d i t i o n a l q u e s t i o n s o f Mr. 

Hawkins? 

Commissioner B a i l e y ? 
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EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. T h i s n o t i f i c a t i o n would a p p l y t o l o c a t i o n s f o r 

o i l and gas w e l l s ? 

A. Yes. Now, we're t a l k i n g -- The p a r t t h a t I ' v e 

t e s t i f i e d t o i s i n t h e n o r t h w e s t , and we're p r i m a r i l y gas 

w e l l s t h e r e . There are some o i l w e l l s i n t h e G a l l u p P o o l . 

But i t would be f o r a l l w e l l s , e i t h e r o i l o r gas, t h a t 

y o u ' r e a s k i n g f o r some l o c a t i o n e x c e p t i o n t o t h e -- e i t h e r 

f i e l d r u l e o r g e n e r a l r u l e . 

Q. I'm z e r o i n g i n on t h e o i l w e l l s — 

A. Okay. 

Q. -- because t h e r e are some. 

Are t h e r e a re 40-acre s p a c i n g u n i t s f o r o i l w e l l s 

i n t h e n o r t h w e s t ? 

A. T y p i c a l l y , we're l o o k i n g a t an 80-acre o i l w e l l 

s p a c i n g u n i t i n t h e G a l l u p . I don't b e l i e v e t h e r e a r e any 

4 0s, b u t t h e r e c o u l d be. 

Q. I f t h e r e a re 40-acre s p a c i n g u n i t s i n t h e 

n o r t h w e s t , how would t h a t impact t h i s r a d i u s i f we have 10-

f o o t o f f s e t s from i n t e r i o r l i n e s ? 

A. W e l l , i f we -- The 1 0 - f o o t o f f s e t f o r t h e 

i n t e r i o r l i n e s p r o b a b l y would n o t come i n t o p l a y on th o s e 

40- o r 80-acre spa c i n g u n i t s . Those are g o i n g t o be 

l o c a t e d w i t h i n -- They p r o b a b l y have a 3 3 0 - f o o t setback 
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requirement or something of t h a t nature f o r those o i l 

w e l l s . 

The 10-foot setback t h a t we're l o o k i n g at here i s 

s t r i c t l y f o r gas w e l l s i n the San Juan Basin. 

Q. But i f a gas w e l l i s recompleted t o an o i l 

w e l l — 

A. Right. 

Q. -- the we have a gas w e l l who was p e r m i t t e d w i t h 

a 10-foot i n t e r i o r o f f s e t --

A. That's r i g h t . 

Q. -- t h a t ' s now become an o i l w e l l i n a nonstandard 

l o c a t i o n , crowding three other p o t e n t i a l lessees. 

A. Uh-huh. 

Q. Do we have a problem w i t h n o t i f i c a t i o n i f our 

ra d i u s i s only 10 feet? 

A. I don't — You know, I don't r e a l l y e n v i s i o n t h a t 

i t would be a s i g n i f i c a n t problem, and the reason I say i s 

t h a t i n the northwest pools, we -- as again I would say, 

we're p r i m a r i l y gas pools. There i s one zone t h a t has some 

w e l l s t h a t are c l a s s i f i e d as o i l , because they produce at a 

lower GOR. The production i s f a i r l y l i m i t e d . I wouldn't 

even say i t ' s a f a i r l y s i g n i f i c a n t pool out of the e n t i r e 

San Juan Basin. 

The other t h i n g t h a t I t h i n k would prevent t h a t 

from being a s i g n i f i c a n t problem i s t h a t since the primary 
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product t h a t ' s being developed i n the San Juan Basin i s 

gas, most of the leases t h a t are given there are given on a 

160-acre spacing or l a r g e r . I t ' s p r e t t y r a r e t h a t you have 

i t broken down i n t o a 40-acre lease, a c t u a l l y , f o r those 

pools i n the northwest. 

So the most l i k e l y c o n d i t i o n i s t h a t i f you d i d 

have a w e l l t h a t you recompleted i n t o the Gallup and i t was 

o i l and i t happened t o be 10 f o o t o f f , you would ask f o r a 

l o c a t i o n exception, you would n o t i f y the o f f s e t operator. 

T y p i c a l l y , i t ' s going t o be the same operator t h a t owns 

t h i s w e l l , because the leases are u s u a l l y of a lar g e enough 

s i z e . But i n the event t h a t there was some other operator 

t h e r e , they would s t i l l get n o t i f i c a t i o n and have the 

o p p o r t u n i t y t o ob j e c t t o t h a t . So I r e a l l y wouldn't 

e n v i s i o n t h a t being a s i g n i f i c a n t problem i n the northwest 

pools. 

Q. My concern i s the size of the radius of the 

n o t i f i c a t i o n . Does i t s h r i n k down t o 10 feet? 

A. No, I wouldn't t h i n k . We're t a l k i n g about 

crowding the e x t e r i o r boundary, and i f you were i n a 40-

acre pool and the minimum setback was, say, 330 f e e t , or 

660 f e e t or whatever t h a t number happened t o be f o r t h a t 

p o o l , t h a t would be the radius t h a t you would use t o 

i d e n t i f y who gets n o t i f i c a t i o n . 

The 10-foot i s only the minimum setback i n the 
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gas pools. I t ' s not the same setback f o r the o i l pool, so 

you wouldn't even consider using t h a t f o r n o t i f y i n g a 

l o c a t i o n exception i n the Gallup Pool. You would use the 

minimum setback f o r the Gallup Pool. 

Q. Except f o r recompleted w e l l s , r i g h t ? 

A. Well, no, even f o r a recompleted w e l l , i f you 

took a Mesaverde or a Dakota w e l l and you recompleted i t t o 

the Gallup, and i f you're not i n a l e g a l l o c a t i o n f o r the 

Gallup then you would n o t i f y the owners t h a t you're moving 

towards and you would use the minimum setback f o r the 

Gallup Pool t o e s t a b l i s h the radius t o i d e n t i f y the n o t i c e . 

So I don't t h i n k the 10 f o o t would even come i n t o 

play i n t h a t . That's j u s t one of the i n t e r i o r boundaries 

f o r the gas pools. 

COMMISSIONER BAILEY: Okay, t h a t ' s a l l I have. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Does -- I don't know about the s i t u a t i o n i n the 

northeast, I don't have a great deal of experience t h e r e . 

But some places, when they survey t h i n g s f o r r i g h t - o f - w a y s , 

f o r power l i n e s and fences and ditches and roads, they put 

them a l l on -- you know, on l e g a l --

A. Right. 

Q. -- se c t i o n l i n e s . And then, when you s t a r t 
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c r o w d i n g i t down t o 10 f e e t , i s t h a t g o i n g t o r a i s e a 

problem h e r e , your 1 0 - f o o t setbacks? 

A. I don't t h i n k i t w i l l . R i g h t now, we have a 10-

f o o t s e t b a c k f o r t h e F r u i t l a n d Coal Po o l . So, you know, 

however we're d e a l i n g w i t h t hose t y p e o f i s s u e s t h e r e , we 

would c o n t i n u e t o d e a l w i t h them i n t h e same f a s h i o n f o r 

t h e o t h e r p o o l s i n t h e n o r t h w e s t . 

COMMISSIONER WEISS: We have no e x p e r i e n c e w i t h 

t h a t ? 

CHAIRMAN LEMAY: Yeah, we haven't had any problem 

t o d a t e w i t h t h a t 1 0 - f o o t setback i n t h e n o r t h w e s t . 

COMMISSIONER WEISS: That's t h e o n l y q u e s t i o n I 

had. Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Hawkins, I've g o t some t h r e s h o l d q u e s t i o n s 

h e r e . 

I t seems l i k e what you're s a y i n g i s , r a t h e r --

le a s e s v e r s u s p r o r a t i o n u n i t , you're t a l k i n g about 

n o t i f i c a t i o n t o le s s e e , t o o p e r a t o r s t h a t a re d i r e c t l y 

o f f s e t t i n g a proposed -- W e l l , l e t ' s l o o k a t page 2. I t 

v / i l l be e a s i e r t o e x p l a i n E x h i b i t 4. 

You're t a l k i n g t h e r e about n o t i f i c a t i o n t o t h e 

s o u t h h a l f o f S e c t i o n 2. What would happen i f t h a t 

p r o r a t i o n u n i t o r another p r o r a t i o n u n i t t h a t was formed 
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would encompass t h e east h a l f o f S e c t i o n 2? The o p e r a t o r 

i n t h e n o r t h e a s t c o r n e r would n o t be n o t i f i e d ? 

A. I'm n o t sure i f I'm f o l l o w i n g what you're s a y i n g . 

I f t h e — 

Q. You have an e s t a b l i s h e d p r o r a t i o n u n i t t h e r e , t h e 

s o u t h h a l f , I understand t h a t . That would be a p r o r a t i o n 

u n i t f o r t h e same f o r m a t i o n t h a t t h i s t a r g e t w e l l was --

t h a t t h i s w e l l was --

A. R i g h t . 

Q. -- t a r g e t e d f o r . 

A. Okay. 

Q. So t h e r e would be v e r y l i t t l e chance o f h a v i n g 

t h e n o r t h e a s t q u a r t e r o f S e c t i o n 2 be p a r t o f an o f f s e t t i n g 

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

A. I f t h a t s p a c i n g u n i t had been e s t a b l i s h e d as an 

e a s t - h a l f s p a c i n g u n i t i n S e c t i o n 2, t h e n an o p e r a t o r would 

have been d e s i g n a t e d f o r t h a t e a s t - h a l f s p a c i n g u n i t , and 

t h a t o p e r a t o r would g e t n o t i f i c a t i o n . 

Q. But you're t a l k i n g about what s p a c i n g u n i t i s 

a l r e a d y e s t a b l i s h e d ? 

A. That's r i g h t . 

Q. Okay, so --

A. I f t h e r e ' s a w e l l d r i l l e d and i t ' s p r o d u c i n g from 

t h e same p o o l and t h e n t h e r e ' s been a s p a c i n g u n i t 

e s t a b l i s h e d , we would i d e n t i f y who t h a t o p e r a t o r i s and 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

30 

n o t i f y them, regardless of -- You know, as long as i t ' s 

contiguous and you're moving towards them. 

Q. So t h a t would take care of the o f f s e t p r o r a t i o n 

u n i t s t h a t have been established? 

A. Right — 

Q. I t ' s where you -- Let's assume --

A. -- the undeveloped. 

Q. -- t h a t we don't have a problem i n no n - u n i t i z e d 

areas. I mean, so much of the San Juan Basin i s u n i t i z e d , 

where you u n i t i z e the -- the r o y a l t y ' s taken care of, 

you're operating w i t h i n a u n i t , you have r u l e s p r o t e c t i n g 

c o r r e l a t i v e r i g h t s by the -- by v i r t u e of i t s being 

u n i t i z e d . 

A. Right. 

Q. So i n non-unitized areas where you're n o t i f y i n g 

only the lessee or lessor, where there hasn't been a 

p r o r a t i o n u n i t established, i t ' s not u n i t i z e d , i s there any 

p r o t e c t i o n f o r those lessors t h a t would be i n an o f f s e t t i n g 

p r o r a t i o n u n i t but would not be i n the 4 0 acres d i r e c t l y 

a ffected? 

A. Well, i n the example t h a t we've shown here, there 

r e a l l y would not be. Those people would not get any 

n o t i f i c a t i o n . The j u s t i f i c a t i o n f o r t h a t , I t h i n k , i s t h a t 

there's been no one -- no w e l l t h a t ' s been d r i l l e d y e t . 

There's nobody there t h a t ' s been e s t a b l i s h e d as an operator 
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f o r t h a t land t r a c t . There's no w e l l t h a t would be 

adversely a f f e c t e d as of yet by t h i s l o c a t i o n . Yet we 

would s t i l l a t l e a s t give n o t i c e t o the p a r t i e s t h a t were 

immediately o f f s e t . 

But you're c o r r e c t , there are owners of leases or 

mineral owners out, then, i n a p o t e n t i a l spacing u n i t t h a t 

are not g e t t i n g n o t i f i c a t i o n . 

Q. The other question t h a t comes up a l l the time 

would be the p r o t e c t i o n of r i g h t s of r o y a l t y owners. Are 

you assuming t h a t the operator, by v i r t u e of t h e i r l e g a l 

document, t h e i r lease, w i t h whoever might have owned the 

land, the mineral owners or i n e f f e c t -- o f f s e t operating 

o v e r r i d i n g r o y a l t y i n t e r e s t owners, t h a t those i n t e r e s t s 

would be pro t e c t e d by the operator? I s t h a t the 

assumption? 

A. Yeah, and t h a t ' s the r u l e , and t h a t ' s as i t 

p r e s e n t l y e x i s t s today. And when the operator has been 

declared and a spacing u n i t i s developed, then t h a t p a r t y 

i s deemed t o have the r e s p o n s i b i l i t y f o r p r o t e c t i o n of 

drainage and p r o t e c t i o n of c o r r e l a t i v e r i g h t s f o r a l l of 

the p a r t i e s i n t h a t spacing u n i t . 

The other t h i n g t h a t we do when i t ' s undeveloped 

i s , i f there are leases out there, then we n o t i f y the 

lessee. And again by v i r t u e of t h a t c o n t r a c t w i t h the 

mineral ov/ner, he assumes -- the lessee assumes the 
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r e s p o n s i b i l i t y f o r p r o t e c t i o n o f c o r r e l a t i v e r i g h t s t h e r e . 

So we're n o t r e a l l y p r o p o s i n g t h a t we change t h e 

t y p e o f owner t h a t we n o t i f y , b u t t h e number o f t h e owners, 

you know, w i t h i n t h e s u r r o u n d i n g area t h a t a c t u a l l y g e t t h e 

n o t i f i c a t i o n . 

I t ' s always been t h a t we n o t i f y t h e o p e r a t o r . I f 

t h e r e ' s no w e l l , we n o t i f y t h e owner o f t h e l e a s e . I f 

t h e r e ' s no owner o f t h e lea s e , t h e n we n o t i f y t h e unleased 

m i n e r a l owner. 

But t h e p o i n t i s , how many o f tho s e p e o p l e 

a c t u a l l y need t o g e t t h e n o t i c e , I guess, i s t h e q u e s t i o n . 

Q. Yeah, I t h i n k t h a t ' s t h e t h r e s h o l d . O b v i o u s l y 

when you're moving away from someone, l o g i c seems t o 

d i c t a t e t h a t you wouldn't have t o n o t i f y t h o s e p e o p l e . But 

how many people you have t o n o t i f y as you're moving t o w a r d 

someone mi g h t be a de b a t a b l e i s s u e . 

A. R i g h t , t h a t ' s r i g h t . 

CHAIRMAN LEMAY: Any more q u e s t i o n s ? That's a l l 

I have. Thank you, Mr. Hawkins. 

MR. KELLAHIN: We're g o i n g t o go r i g h t t o t h e 

s o u t h e a s t e r n New Mexico. Mr. Alexander endorses and 

s u p p o r t s Mr. Hawkins' responses and c o n c l u s i o n s , so t o save 

you some t i m e , l e t me go s t r a i g h t t o t h e s o u t h e a s t e r n p a r t 

o f t h e s t a t e . 

C a l l Mr. J e r r y Hoover. 
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JERRY W. HOOVER, 

the witness herein, a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hoover, l e t ' s deal w i t h the t o p i c under 

di s c u s s i o n as i t applies t o southeastern New Mexico, and 

deal f i r s t of a l l w i t h the i n t e r i o r setback. 

You can confirm f o r me t h a t the o r i g i n a l 

suggestion t h a t we re l a x the i n t e r i o r setback i n 

southeastern New Mexico t o the 10 f o o t r a i s e s the kinds of 

issues t h a t Commissioner Bailey was de s c r i b i n g , t h a t are of 

importance as t o those r e s e r v o i r s , and t h a t would be too 

aggressive a l o c a t i o n exception, would i t not? 

A. As a general r u l e , t h a t ' s c o r r e c t . That concept 

was o r i g i n a l l y proposed s t r i c t l y out of concern f o r gas; 

but r e a l i z i n g the p o t e n t i a l problem t h a t i t might create 

w i t h o i l completions, we concur w i t h your ideas on t h a t . 

Q. Let's go, then, t o the f i r s t t o p i c I want t o 

p o i n t your a t t e n t i o n t o . Let's look a t E x h i b i t Number 3, 

and t h e r e are a set of s i m i l a r d i s p l a y s where we have a 

cu r r e n t and a proposed setback f o r standard w e l l s as i t 

a p p l i e s t o Lea, Chaves and Eddy and Roosevelt Counties. 

Here v/e' re dealing w i t h the e x i s t i n g r u l e s on the f i r s t 

page. Quickly show us what we t y p i c a l l y have f o r the gas 
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w e l l l o c a t i o n s i n southeastern New Mexico. 

A. A l l r i g h t . This i s the t h i r d sheet under E x h i b i t 

2 [ s i c ] , as the r u l e s c u r r e n t l y allow, we have the example 

again of a 160 and 320 t r a c t . As you can see, t y p i c a l l y , 

on the square p r o r a t i o n u n i t , the 160, i t ' s a 660 setback 

a l l the way around the u n i t , 330 i n t e r i o r setback from a l l 

q u a r t e r - q u a r t e r l i n e s . 

The only d i f f e r e n c e i n the 320 i s t h a t you have 

an end setback from the long ends of the p r o r a t i o n u n i t of 

1980 c u r r e n t l y . 

And you can see t h i s provides us w i t h some p r e t t y 

small windows. Although we cannot claim the t e r r a i n 

problems t h a t northwest has, we have other, a d d i t i o n a l 

problems which give us a great deal of d i f f i c u l t y i n t r y i n g 

t o l o c a t e w e l l s w i t h i n such a small framework. 

The southeast has been so f u l l y developed i n many 

areas, we have so many pools t o deal w i t h i n t h a t t h i c k 

s e c t i o n down there, we're covered up w i t h p i p e l i n e s and 

l o c a t i o n s and roads and power l i n e s , and i t ' s o f t e n very 

d i f f i c u l t t o loc a t e a standard l o c a t i o n w i t h i n these small 

windows. 

Q. Let's go t o the proposal, then, i f y o u ' l l look at 

the i l l u s t r a t i o n f o r proposed Rule 104, the 160-acre gas 

spacing does not change; t h a t remains the same? 

A. That's c o r r e c t . 
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Q. And when we l o o k a t t h e 320 gas s p a c i n g as t o t h e 

end l i n e , i s t h a t t h e o n l y dimension you're s e e k i n g t h e 

change f o r ? 

A. That's t h e o n l y t h i n g we're s u g g e s t i n g , i s t h a t 

we have a s l i g h t r e l a x a t i o n of t h e 320 p r o r a t i o n u n i t s t o 

g i v e us a l i t t l e more l a t i t u d e t o f i n d a s t a n d a r d l o c a t i o n . 

I n a d d i t i o n t o t h e s u r f a c e problems, w h i c h are 

j u s t as r e a l f o r us i n f l a t c o u n t r y as i t i s i n n o r t h w e s t 

i n t h e canyons, a l s o , t h i s i s an age o f new d i s c o v e r i e s 

w i t h 3-D s e i s m i c o f s m a l l s t r u c t u r e s , v e r y s m a l l new l i t t l e 

p o o l s t h a t are v e r y d i f f i c u l t t o space w i t h i n . 

Q. The recommendation i s from t h e i n d u s t r y committee 

t o r e l a x t h e 1980 setback t o a 1650 setback? 

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

Q. A l l r i g h t . L e t ' s go t o t h e concept of r e l a x i n g 

t h e a d m i n i s t r a t i v e r u l e so t h a t you can t a k e u n o r t h o d o x 

w e l l l o c a t i o n s t o t h e D i v i s i o n w i t h an a d m i n i s t r a t i v e 

p r o c e s s f o r g e o l o g i c reasons. 

I s t h e r e s u p p o r t i n your p a r t o f New Mexico among 

t h e o p e r a t o r s f o r a v o i d i n g t h e h e a r i n g p rocess f o r t h o s e 

k i n d s o f cases? 

A. I t h i n k t h e r e ' s a g r e a t d e a l of s u p p o r t f r o m a l l 

o f t h e i n d u s t r y , people t h a t I work w i t h . 

Q. I n terms of d e a l i n g w i t h your r e s e r v o i r s down 

t h e r e , do you see any p a r t i c u l a r need t o have an a u t o m a t i c 
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se t b a c k so t h a t a d m i n i s t r a t i v e r e q u e s t s f o r g e o l o g i c 

reasons w i t h i n a c e r t a i n minimum d i s t a n c e o f a boundary 

have g o t t o go t o a h e a r i n g r e g a r d l e s s o f t h e r e g u e s t ? 

A. No, I do n o t . We t y p i c a l l y p r e s e n t our b e s t 

s c i e n c e and t e c h n i c a l d ata t o b o t h t h e Commission and t o 

o f f s e t p a r t i e s , and t h e r e are ample o p p o r t u n i t i e s , we f e e l , 

f o r t h e D i v i s i o n and/or t h e o f f s e t p a r t i e s t h a t a re 

a f f e c t e d t o b r i n g t h i s t o a h e a r i n g i f i t l o o k s l i k e i t i s 

needed. 

Q. I n c i r c u l a t i n g t h i s concept t o t h e o t h e r 

o p e r a t o r s , were t h e r e some o p e r a t o r s t h a t r e q u e s t e d an 

a u t o m a t i c setback i n s o f a r as t h e deep 320 gas s p a c i n g was 

concerned? 

A. There were some concerns expressed from some of 

t h e p a r t i e s w i t h t h a t p a r t i c u l a r concept, j u s t i n t h e 320-

ac r e deep gas u n i t s , and i n o r d e r t o p r o v i d e some e x t r a 

means o f p r o t e c t i o n i n those s p e c i f i c cases i n th o s e 

s p e c i f i c p o o l s , we have agreed t o ask f o r t h e minimum 

se t b a c k . 

Q. And t h a t concept i s i n t h e d r a f t t h e Commission 

has b e f o r e i t , i s i t not? 

A. Yes, i t i s . 

Q. L e t ' s t u r n t o t h a t , so t h a t t h e y can see how t h a t 

was i n t e g r a t e d i n t o t h e p r o p o s a l . I t h i n k i f y o u ' l l t u r n 

t o -- i s i t page 10? No, wrong page. 
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A. Eight. 

Q. Page 8. Page 8, and i t ' s subparagraph (3) i n the 

center of page 8. That paragraph ( 3 ) , then, i s a s p e c i a l 

l i m i t a t i o n f o r southeastern New Mexico, f o r these deep gas 

pools, and i t provides an automatic 660 setback, and i f 

you're i n t h a t range then you've got t o go t o a hearing? 

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

Q. A l l r i g h t . Let's t u r n now t o the l a s t d i s p l a y s 

i n the book, and l e t ' s look at E x h i b i t 5 and t a l k about the 

n o t i c e issue. 

Mr. Hawkins, I t h i n k , has set the stage f o r the 

concept i n terms of p r o v i d i n g appropriate n o t i c e t o those 

p a r t i e s being encroached upon. Does t h a t concept and 

o b j e c t i v e s u i t s i t u a t i o n s i n southeastern New Mexico? 

A. We f e e l l i k e i t does. We have some d i f f e r e n t 

circumstances t o deal w i t h . T y p i c a l l y i n the northwest, 

the setback i s equal around the spacing u n i t s . I n 

southeast, t h a t ' s not t y p i c a l l y the case. 

Q. Explain y o u r s e l f . I n a 320 gas pool i n the San 

Juan Basin, 790 i s the dimension a l l the way around? 

A. That's c o r r e c t , a l l the way around the — the 

e x t e r i o r boundary. 

Q. I n southeastern New Mexico, you deal w i t h two 

d i f f e r e n t footage setbacks? 

A. That's c o r r e c t , the standard r u l e as i t i s now, 
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which we j u s t discussed w i t h the diagrams, i s a 660 from 

the side boundary and a 1980 from the end boundary. There 

may be some pools which have some d i f f e r e n c e s from t h a t , 

but t h a t ' s what the general r u l e s are. 

Q. A l l r i g h t . And so because you're d e a l i n g w i t h a 

r e c t a n g l e which has two d i f f e r e n t setback dimensions f o r 

standard w e l l l o c a t i o n s , how do you propose t o apply the 

proposed n o t i c e r u l e t o your area of New Mexico? 

A. What seemed l o g i c a l t o us i s t o -- again, as they 

d i d i n the northwest, t o take the minimum setbacks toward 

which we are encroaching. 

For example, the f i r s t p l a t t h a t you're l o o k i n g 

at under E x h i b i t 5 here i s an example of t h a t , a 320-acre 

p r o r a t i o n u n i t i n the white. We've j u s t given a 

h y p o t h e t i c a l grouping of o f f s e t spacing u n i t s , o f f s e t 

lessees, o f f s e t mineral owners. 

And t h i s f i r s t example i s unorthodox only t o the 

r i g h t side or the east side of the u n i t . I f we change the 

end l i n e distance t o 1650, which we're proposing, t h i s 

l o c a t i o n would be standard t o the n o r t h . So we're saying 

t h a t i t seems l o g i c a l t o us t o use t h a t side boundary, 

because those are the only p a r t i e s towards which we are 

encroaching. 

We have also conceded t h a t even though t h i s 

r a d i u s does not cut a corner, or t h a t green t r a c t , we're 
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conceding t h a t t h a t person should be n o t i f i e d , because 

the r e i s a -- t e c h n i c a l l y , a very s l i g h t encroachment i n 

t h a t d i r e c t i o n . 

Q. Okay. When we deal w i t h an encroachment i n two 

d i r e c t i o n s , we have two d i f f e r e n t p o t e n t i a l radiuses f o r 

the n o t i c e c i r c l e ? 

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

Q. And i f y o u ' l l t u r n t o Case B, which i s the second 

d i s p l a y behind E x h i b i t 5, l e t ' s i l l u s t r a t e how t o make the 

no t i c e work w i t h an encroachment i n two dimensions. 

A. A l l r i g h t , t h i s i s the same base p l a t . We have 

simply located our w e l l i n a p o s i t i o n which encroaches both 

i n the e a s t e r l y and the northern d i r e c t i o n , a t 400 from the 

east and 1330 from the n o r t h . 

And i n a case l i k e t h i s we're suggesting t h a t we 

use the l a r g e r setback from the end boundary, because 

t h a t ' s -- we're encroaching -- and use t h a t as our radius 

f o r n o t i f i c a t i o n . You can see we've marked, then, w i t h the 

a s t e r i s k and the legend there, which p a r t y i s e i t h e r cut by 

t h a t radius or would be involved i n the n o t i f i c a t i o n 

process. 

Q. When the Commission looks a t E x h i b i t 2, which i s 

a r e v i s i o n t o page 9, and i t ' s i d e n t i f i e d as a "Replacement 

Page", i f t h e y ' l l add t h a t i n t o the proposed r u l e , as they 

read through t h a t , v / i l l t h a t r u l e accomplish what you're 
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j u s t described i n these two i l l u s t r a t i o n s ? 

A. I believe t h a t ' s c o r r e c t . I t h i n k we've reworded 

t h a t -- those subdivisions under 4 there, t o b e t t e r 

describe what we have g r a p h i c a l l y shown you i n E x h i b i t 5. 

Q. I s there a l o g i c t o using the setback dimensions 

as the r a d i u s of n o t i f i c a t i o n t o lessees and unleased 

mineral owners i n southeastern New Mexico? 

A. We believe there i s . A f t e r a l l , these minimum 

setbacks provided by the general r u l e s and by the various 

pool r u l e s , t h e i r whole purpose i s t o deal w i t h 

encroachment on p a r t i e s i n those d i r e c t i o n s , and so we f e e l 

l i k e i t ' s very l o g i c a l t o use those minimum setbacks as the 

c o n d i t i o n s of n o t i f i c a t i o n when we v i o l a t e those setbacks 

w i t h an unorthodox l o c a t i o n . 

Q. I f the Commission should e l e c t t o increase the 

radiuses, at some p o i n t by increasing the r a d i u s you would 

be o b l i g a t e d t o n o t i f y i n t e r e s t owners i n a d i r e c t i o n from 

which the w e l l i s moving away? 

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

Q. I n a l l instances here, you propose t o n o t i f y an 

o f f s e t t i n g operator i n a spacing u n i t t h a t ' s c u r r e n t l y 

dedicated, whether he's an a d j o i n i n g or a diagonal? 

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

Q. And you're again attempting t o deal, as Mr. 

Hawkins was, w i t h the concept of p a r t i c u l a r l y the 320 
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s p a c i n g i n an a d j o i n i n g s e c t i o n where t h e r e i s no s p a c i n g 

u n i t , t h e n you have t h e dilemma o f which way t h a t 

o r i e n t a t i o n i s f i n a l l y committed? 

A. Yes. 

Q. Under t h e c u r r e n t r u l e s , you're i n a s i t u a t i o n 

where you would have t o n o t i f y t h r e e - f o u r t h s o f a s e c t i o n 

because i t ' s n o t y e t been d e d i c a t e d ? 

A. That's p r o b a b l y t h e assumption we'd have t o make. 

MR. KELLAHIN: A l l r i g h t . That concludes my 

q u e s t i o n s o f Mr. Hoover. 

CHAIRMAN LEMAY: Commissioner B a i l e y ? 

COMMISSIONER BAILEY: No, no q u e s t i o n s . 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yeah, I t h i n k you e x p l a i n e d i t , b u t t e l l me 

a g a i n --

A. Okay. 

Q. -- why you d i d n ' t use -- L e t me see. Yeah, on 

E x h i b i t --

A. — Three? 

Q. -- Three, i n your Rule 104 f o r Eddy County, e t 

c e t e r a ? 

A. Yes. 

Q. And t h e s t a n d a r d -- The r u l e t o d a y i s 1650 from 
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the n o r t h or south of these up-and-down u n i t s ; i s t h a t 

c o r r e c t ? 

A. The r u l e today i s 1980. 

Q. 1980? 

A. Yes. 

Q. Well, how cone we don't j u s t make them 660 a l l 

the way around from the e x t e r i o r boundary? I mean, who --

You s a i d something -- The operators don't l i k e t h a t f o r 

some reason, and t h a t ' s not c l e a r t o me why they don't. 

A. Well, the 660 automatic setback was j u s t a k i n d 

of an automatic t r i g g e r i n case f o r some reason the process 

f a l l s down. We don't believe i t ' s going t o , the 

n o t i f i c a t i o n process. 

They j u s t wanted some at l e a s t minimum boundary 

under which, you know, i t would a u t o m a t i c a l l y have t o go t o 

hearing. 

Now, you're t a l k i n g about s e t t i n g 660 f o r a 

standard l o c a t i o n a l l the way around? 

Q. Yes, t h a t would give you a much bigger window. 

A. Well, i t would. I t ' s also k i n d of hard t o d r i l l 

a 660 o f f of one end and claim t h a t you're d r a i n i n g a 320 

p r o r a t i o n u n i t t h a t way. More l i k e l y , you're d r a i n i n g h a l f 

of yours and h a l f of somebody else's, i f you r e a l l y --

Q. That's the — 

A. -- go t h a t f a r . 
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Q. That's t h e argument. 

A. I doubt v e r y seldom t h a t we've ever asked f o r 

a n y t h i n g l i k e t h a t . I c a n ' t remember. 

MR. KELLAHIN: Commissioner Weiss, you've p u t 

y our f i n g e r r i g h t on t h e o b j e c t i v e . The r e g u l a t o r s many 

ye a r s ago made t h e c h o i c e , t h a t i n 320 gas p o o l s , because 

t h e p r e s u m p t i o n i s t h a t t h e y c o u l d d r a i n i n 320, i t was 

i n a p p r o p r i a t e , t h e n , t o l e t them have a 660 l o c a t i o n as a 

s t a n d a r d l o c a t i o n , because i t upset t h e d r a i n a g e p a t t e r n . 

And so t h e y f o r c e d them t o a more c e n t r a l i z e d p o s i t i o n i n 

t h e s e c t i o n . 

COMMISSIONER WEISS: But t h a t ' s d r i v e n by 

i n d u s t r y , I would t h i n k . 

MR. KELLAHIN: That was d r i v e n by r e g u l a t i o n i n 

o r d e r t o keep a l l these c o r n e r shots from coming t o g e t h e r 

i n a Morrow channel. 

THE WITNESS: And we're o n l y a s k i n g f o r a minor 

r e l a x a t i o n o f t h a t t o h e l p us w i t h t h e extreme s u r f a c e 

l o c a t i o n problems we've g o t now, as much as a n y t h i n g . 

Q. (By Commissioner Weiss) Yeah, I don't see why 

you d i d n ' t ask f o r 660 from a l l t h e b o u n d a r i e s m y s e l f . 

A. I t h i n k from a r e s e r v o i r e n g i n e e r i n g s t a n d p o i n t , 

t h a t ' s p r o b a b l y n o t d e s i r a b l e . 

Q. That's n o t s e l l a b l e t o t h e o f f s e t o p e r a t o r s ; i s 

t h a t c o r r e c t ? 
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A. That's r i g h t . 

COMMISSIONER WEISS: That was ray q u e s t i o n . Thank 

you. I t h o u g h t t h a t ' s what you s a i d . That's a l l . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. L e t ' s see, Mr. Hoover, I ' v e g o t a c o u p l e 

q u e s t i o n s . I guess t h e -- You're n o t recommending t h e 

d e f a u l t setback f o r o i l under any cir c u m s t a n c e s ? 

A. No, I t h i n k t h a t d e c i s i o n was somewhat a r r i v e d a t 

i n d i s c u s s i o n w i t h your s t a f f , t h a t t h e y d i d n o t 

p a r t i c u l a r l y recommend one and so we are n o t e i t h e r . We 

f e e l l i k e — 

Q. L e t me e x p l o r e a number of p o s s i b i l i t i e s . I can 

c e r t a i n l y see examples w i t h 3-D s e i s m i c where you need t o 

d r i l l t h e c r e s t o f t h a t s e i s m i c --

A. Yes. 

Q. -- because t h a t ' s t h e purpose o f g o i n g 3-D. You 

m i g h t have missed some o i l . 

A. R i g h t . 

Q. I don't see any problems c o r r e l a t i v e - r i g h t s w i s e 

or any o t h e r ways, i f i t ' s u n i t i z e d or i f you have w o r k i n g -

i n t e r e s t u n i t s . I'm t a l k i n g about extreme encroachment. 

A. Uh-huh. 

Q. Extreme example, f i v e f e e t from t h e le a s e l i n e . 

A. Yes. 
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Q. I don't see a problem, c o r r e l a t i v e - r i g h t s w i s e 

where you're t a l k i n g about the p o s s i b i l i t y of another w e l l 

i n a p r o r a t i o n u n i t t o get a d d i t i o n a l drainage. We've seen 

40-acre spacing, sometimes. Operators come t o us and say, 

we'd l i k e another w e l l i n there because we're l o o k i n g a t 

maybe some o i l t h a t was l e f t , and then you get a waste 

issue. And you gene r a l l y don't have a problem w i t h t h a t , 

because i n the l a t t e r stages of r e s e r v o i r development --

A. Yes. 

Q. -- you're t r y i n g t o get every p o s s i b l e drop of 

o i l , and you need a l l the f l e x i b i l i t y t h a t you have. 

I do see a problem i n t h i s concept i n j u s t p l a i n 

closeology, and not -- We see i t a l o t i n the Strawn where 

someone doesn't want t o take enough r i s k t o take the 

standard setback, so they want t o crowd as close as 

pos s i b l e t o t h e i r discovery w e l l or t o a very good w e l l . 

A good example would be corner shots i n a channel 

sand. You have fo u r w e l l s j u s t c l u s t e r e d r i g h t together, 

d r a i n i n g what amounts t o a p r e t t y p r o l i f i c p a r t of the 

r e s e r v o i r . But because you are c l u s t e r i n g w e l l s , you're 

r e a l l y not d r a i n i n g the f u l l r e s e r v o i r . The next person 

t h a t has t o d r i l l has a l a r g e r stepout; he's going the 

other side of your -- away from where you crowded. And 

there i s a problem w i t h t h a t type of t h i n g . We've 

discussed t h a t many times. 
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So when you're looking at one size f i t s a l l , i t ' s 

very d i f f i c u l t t o say one size does f i t a l l . I t f i t s a l o t 

of the s i t u a t i o n s t h a t you need. I t doesn't f i t what might 

be considered j u s t a r i s k - a v e r s i o n s t r a t e g y on the p a r t of 

an operator t o r u l e s r i s k , t h e r e f o r e apply 

a d m i n i s t r a t i v e l y . 

And be l i e v e me, v/e1 ve seen a l o t of smoke i n the 

g e o l o g i c a l area where we've see isopach maps, 3-D seismic 

t h a t you see a buildup i n an area, t h e r e f o r e l e t ' s crowd i t 

50 f e e t from the lease l i n e . Not a s t r u c t u r a l play, but 

ge o l o g i c a l j u s t i f i c a t i o n t o , t o my way of t h i n k i n g , reduce 

r i s k . I n those s i t u a t i o n s there's a problem. 

MR. KELLAHIN: Let me respond, Mr. Chairman. 

That's why you're the D i r e c t o r , Mr. Chairman, because you 

are the expert, and these r e g u l a t o r y orders t h a t come t o 

your desk e i t h e r through the hearing process or the 

a d m i n i s t r a t i v e process are a l l signed by you. And i f you 

sense i n your management of the i n d u s t r y and the r e g u l a t i o n 

of our a c t i v i t i e s t h a t t h a t ' s taken place, then you deny 

the a p p l i c a t i o n . And I t h i n k t h a t ' s your best s o l u t i o n , 

r a t h e r than f o r c i n g us t o go t o a hearing process, as 

opposed t o an a d m i n i s t r a t i v e process. 

CHAIRMAN LEMAY: Well, denying an a p p l i c a t i o n , 

Counsel, always has the hearing-process o p t i o n connected t o 

i t . 
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MR. KELLAHIN: I n e i t h e r c o n t e x t . 

CHAIRMAN LEMAY: Yes. 

THE WITNESS: R i g h t . 

Q. (By Chairman LeMay) The o t h e r p o i n t , though — 

and t h i s may be a m a t t e r o f i n t e g r i t y -- wo u l d n ' t t h i s i n 

essence d e s t r o y s p a c i n g r u l e s i n a l l f i e l d s ? 

A. I would c e r t a i n l y agree w i t h t h e p o t e n t i a l 

p r oblem t h a t you're t a l k i n g about, c l u s t e r i n g w e l l s . 

T hat's a p o t e n t i a l problem. 

But i n n o t p u t t i n g an a u t o m a t i c setback t o go t o 

h e a r i n g , we're n o t s u g g e s t i n g t h a t t h a t ' s what we would 

l i k e t o see. We s t i l l must go t h r o u g h t h e j u s t i f i c a t i o n 

p r o c e s s f o r t h a t . Not o n l y t h e D i v i s i o n , b u t a l l t h e 

i n v o l v e d p a r t i e s around t h a t , would have t h e i r o p p o r t u n i t y 

t o o b j e c t , t o t u r n i t down. 

We're s i m p l y s u g g e s t i n g t h a t t h e n o t i f i c a t i o n 

p r o cess i s s u f f i c i e n t t o keep everybody i n f o r m e d o f such an 

a t t e m p t o f t h a t , where i t can be br o u g h t t o l i g h t . 

Q. I c o u l d v i s u a l i z e even w i t h t h e 3-D s e i s m i c --

And agreed, i t may n o t be our i s s u e . But i f you're g o i n g 

t o go f i v e f e e t from a l i n e t o t r y and c a p t u r e t h e t o p o f a 

s t r u c t u r e , t h a t o f f s e t o p e r a t o r has r o y a l t y owners t h a t a re 

d i f f e r e n t , how i s t h a t p r o t e c t e d s h o r t o f compensatory 

r o y a l t y o r some d e a l l i k e t h a t ? 

MR. KELLAHIN: T h i s process i s t h e same. T h e y ' l l 
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g e t n o t i c e i n e i t h e r way, and the y can o b j e c t , and i t i s 

d e a l t w i t h i n t h a t f a s h i o n . Or even i n t h e absence o f 

o b j e c t i o n , your or your s t a f f can r e c o g n i z e t h a t i s an 

unu s u a l c i r c u m s t a n c e t h a t you v/on 11 approve, and you s i m p l y 

say no. 

CHAIRMAN LEMAY: G e n e r a l l y we don't have 

knowledge o f d i f f e r e n t r o y a l t y owners. We do i f i t ' s 

f e d e r a l , s t a t e , s t a t e f e e . But d i f f e r e n t r o y a l t y owners 

and t h e same o v e r r i d i n g r o y a l t y owners, we don't have those 

k i n d o f r e c o r d s . 

MR. KELLAHIN: We address i t a l l t h e t i m e when 

we're asked by t h e agency, what happens i f ? And t h e y 

r e p e a t e d l y ask us what happens t o t h e l a n d o f f i c e , t h e BLM. 

And t h a t i n f o r m a t i o n i s p r o v i d e d upon r e q u e s t . 

CHAIRMAN LEMAY: O v e r r i d i n g r o y a l t y i n t e r e s t 

owners? 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: So you f e e l t h e c o r r e l a t i v e -

r i g h t s i s s u e , b o t h from a r o y a l t y and w o r k i n g i n t e r e s t 

p o i n t o f view, i s ad e q u a t e l y t a k e n care o f by v i r t u e o f 

your l e a s e agreements, I assume? 

MR. KELLAHIN: And by t h e e x i s t i n g p r o c e d u r e , and 

a l l we're s e e k i n g i s t o move these c a t e g o r y o f cases t o an 

a d m i n i s t r a t i v e p r ocess. The n o t i c e i s s u e s a r e ha n d l e d t h e 

same way. 
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CHAIRMAN LEMAY: Okay, any o t h e r q u e s t i o n s ? 

Okay, t h a n k you, Mr. Hoover. 

I guess t h a t ' s a l l you have. I have some 

q u e s t i o n s . Maybe t h e y would be d i r e c t e d a t you, Counsel, 

because I -- T h i s i s j u s t a more i n f o r m a l n a t u r e . I t h i n k 

r u l e - m a k i n g needs t o be i n f o r m a l . But you made some 

s t a t e m e n t s . I ' d j u s t l i k e some c l a r i f i c a t i o n on them i f I 

can. 

MR. KELLAHIN: W e l l , l e t me suggest a process f o r 

you. Making r u l e s i s i n c r e d i b l y d i f f i c u l t . I f i n d i t t o 

be t h e h a r d e s t t h i n g I'm i n v o l v e d i n d o i n g . You know, i t ' s 

l i k e making f i n e wine. You don't stomp t h e grapes and e a t 

th e j u i c e ; i t ' s g o t t o go t h r o u g h an ageing p r o c e s s . 

And my s u g g e s t i o n i s , l e t us have t h e o p p o r t u n i t y 

t o p r e s e n t t h i s r u l e t o you, perhaps have t h e Commission 

g i v e us some g e n e r a l guidance on where you want i t t o go. 

W e ' l l be happy t o d r a f t a f i n i s h e d p r o d u c t f o r you, even i f 

we d i s a g r e e w i t h you, and t h e n we can c i r c u l a t e t h a t f o r 

comment t o t h e i n d u s t r y and h o p e f u l l y f i n d a r u l e t h a t i s 

w e l l s e r v i n g . 

CHAIRMAN LEMAY: W e l l , some o f my q u e s t i o n s 

r e a l l y i n v o l v e e l a b o r a t i o n o f some t h i n g s you s a i d . So --

MR. KELLAHIN: I w i l l do my b e s t , Mr. Chairman. 

CHAIRMAN LEMAY: — i f you can e l a b o r a t e , I ' d 

a p p r e c i a t e i t . 
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You mentioned t h a t these r u l e changes were 

d i s t r i b u t e d t o i n d u s t r y or i n d u s t r y was p o l l e d . 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: Could you expand how much — 

what was done i n terms of g e t t i n g these out t o i n d u s t r y and 

how many people were contacted? 

MR. KELLAHIN: I t h i n k Ruth Andrews i s -- Are you 

here? Ruth's here. 

The process was, when we f i r s t saw the 104, t h a t 

was d i s t r i b u t e d t o the Regulatory Practices Committee of 

the A s s o c i a t i o n . Ruth can t e l l us how wide a membership 

t h a t i s and how b i g the Association i s . But i t was widely 

d i s t r i b u t e d . 

I n a d d i t i o n , I prepared and c i r c u l a t e d a 

ques t i o n n a i r e i n terms of t o p i c s , which include a l l the 

ones we're discussing, t o the i n d u s t r y . And i n response t o 

t h a t there were questionnaires t h a t were retu r n e d t o us. 

From t h a t i n f o r m a t i o n , then, we have taken i t t o 

t h i s t e c h n i c a l committee and t r i e d t o simply e d i t these 

concepts, none of which are new, and have a l l been 

addressed i n t e r n a l l y by s t a f f f o r a long time. Notice and 

how t o handle a d m i n i s t r a t i v e geologic cases. 

What we plan t o do i s , a f t e r the meeting today, 

we v / i l l once again p o l l the membership of the Ass o c i a t i o n 

f o r a l l those t h a t are involved i n t h i s process, and get a 
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f i n a l suggestion on t h e i r comments. 

Ruth, how b i g i s the membership of the Committee? 

MS. ANDREWS: We have about 3 00 members of our 

Committee, representing 250 companies. 

CHAIRMAN LEMAY: Well, might I suggest something 

else? This p a r t i c u l a r r u l e d r a f t you have here was not 

submitted i n i t s form t o your membership? 

MR. KELLAHIN: No, s i r , not as the way i t ' s 

e d i t e d r i g h t now. 

CHAIRMAN LEMAY: Recognizing there are some 

independents t o your group, but -- IPA of New Mexico d i d n ' t 

n e c e s s a r i l y have a corresponding d i s t r i b u t i o n or anything 

t o t h e i r membership? 

i f not a s u b s t a n t i a l p o r t i o n of t h e i r membership, i s also 

members of NMOGA. S p e c i f i c a l l y , Randy Patterson w i t h Yates 

and Raye M i l l e r w i t h Marbob helped us w i t h reviewing t h i s 

d r a f t and provided the suggestions about the d e f a u l t 

setback f o r the 320 pools i n southeastern New Mexico. 

MR. KELLAHIN: As I understand i t , a great many, 

MS. ANDREWS: Chairman LeMay •— 

CHAIRMAN LEMAY: Yes? 

MS. ANDREWS : t h e i r p resident, Kevin McCord, 

i s also a NMOGA member --

CHAIRMAN LEMAY: Yes . 

MS. ANDREWS: so he c e r t a i n l y had the 
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i n f o r m a t i o n t h a t we d i s t r i b u t e d . I have no awareness of 

whether — 

CHAIRMAN LEMAY: Yeah, Commissioner Weiss? 

COMMISSIONER WEISS: Out of the 300 people t h a t 

you p o l l e d , how many re p l i e d ? 

MS. ANDREWS: Many of the r e p l i e s went t o Tom, 

some went t o me. I would say at l e a s t 50, which i s a very 

strong r e p l y r a t e f o r our as s o c i a t i o n . 

MR. KELLAHIN: There were no diss e n t s . 

MS. ANDREWS: F i f t y d i f f e r e n t companies. 

MR. KELLAHIN: There were no dissents on the 

basic concepts. 

CHAIRMAN LEMAY: How about r o y a l t y owner 

representation? How many r o y a l t y owners do you have i n 

your association? 

MS. ANDREWS: I have no idea. We don't determine 

our membership by r o y a l t y owners. 

CHAIRMAN LEMAY: Thank you, Ruth. 

We have a docket m a i l i n g l i s t too. A suggestion 

would be, we take your markup d r a f t , we do submit i t out t o 

the general docket m a i l i n g l i s t w i t h the comments and b r i n g 

i t back on the November 9th hearing, w i t h the idea t h a t any 

a d d i t i o n a l comments could be heard then, but o u t l i n i n g some 

c r i t i c a l t h r e s h o l d issues. 

Let me go over those w i t h you, because I t h i n k 
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the t h r e s h o l d issues as I've see them -- and I welcome 

f e l l o w Commissioner comment, dissent, support, whatever, on 

these t h r e s h o l d issues, are, number one, by i n s t i t u t i n g the 

encroachment concept r a t h e r than o f f s e t , you're going t o 

o f f s e t mineral owners, leasehold owners, and not p o t e n t i a l 

owners, i n an o f f s e t t i n g p r o r a t i o n u n i t . 

I don't t h i n k -- I've not heard of any 

controversy moving away from someone, t h e r e f o r e they should 

be n o t i f i e d . That -- I mean, unless I hear someone i s 

complaining about not being n o t i f i e d when people move away 

from you -- I t h i n k you're r i g h t on t h a t one. 

But I can see some problems on someone being 

encroached upon and not being n o t i f i e d because they would 

be p a r t of an o f f s e t t i n g p r o r a t i o n u n i t , and I know i t ' s a 

hassle, because you've got t o n o t i f y a l o t of people. I t 

could be a c o r r e l a t i v e - r i g h t s issue there. 

MR. KELLAHIN: Here's the response. The pa r t y 

w i t h the 40-acre t r a c t up i n the remote area of a f u t u r e 

p o t e n t i a l spacing u n i t has only r i g h t s t o share i n 

product i o n i n s o f a r as t h a t lease i s concerned --

CHAIRMAN LEMAY: Right. 

MR. KELLAHIN: -- and i t doesn't t r i g g e r any 

c o n t r a c t u a l or c o r r e l a t i v e r i g h t s u n t i l i t i s consolidated 

i n t o a spacing u n i t . 

And so I don't see t h a t there i s a v i o l a t i o n of 
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p a r t i c u l a r l y those p a r t i e s i n an opposite 160 i n the 320. 

I t h i n k i t ' s h i g h l y remote from a l e g a l p o i n t of view. 

CHAIRMAN LEMAY: That may be a l e g a l argument. 

I'm j u s t t r y i n g t o look a t i t i n terms of — maybe 

t h r e s h o l d -- t r y i n g t o c r y s t a l l i z e the t h r e s h o l d issues, 

where there may be some debate involved. I t h i n k t h a t 

could be one, not moving away, but moving toward a 

p o t e n t i a l i n t e r e s t owner i n an o f f s e t t i n g p r o r a t i o n u n i t 

t h a t wouldn't be n o t i f i e d . 

COMMISSIONER WEISS: That's not a u n i t . 

CHAIRMAN LEMAY: I t ' s not a u n i t y e t , no, i t ' s 

not a u n i t y e t . And you may be r i g h t . I t may be a l e g a l 

q u e s t i o n ; maybe i t ' s j u s t something t h a t i s n ' t a b i g issue. 

MR. KELLAHIN: As a p r a c t i c a l matter, l i k e i n the 

Nearburg case, I've sent out 160 of them, and there's 

nobody t h a t c a l l e d except t o t e l l me t h e i r address was 

wrong and the next n o t i c e needs t o be changed. 

CHAIRMAN LEMAY: Maybe t h a t ' s not an issue. 

COMMISSIONER WEISS: That's a f a c t . 

CHAIRMAN LEMAY: Seeing ghosts here. 

I t h i n k a more important issue, p o s s i b l y , would 

be the d e f a u l t setback on o i l where you're t a l k i n g about 

j u s t no -- no l i m i t whatever, and t h i s may be a r b i t r a r y . 

I f you have a d e f a u l t setback, what would t h a t be? 

Inc r e a s i n g the options t h a t ' s necessary i n an ageing o i l 
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basin, I would f u l l y agree w i t h . 

But going r i g h t t o t h a t lease l i n e , two, t h r e e , 

f i v e f e e t , on an a d m i n i s t r a t i v e order t h a t we could -- we 

could r e j e c t — There's no doubt we could r e j e c t i t here. 

That's one a l t e r n a t i v e . 

Another a l t e r n a t i v e might be, j u s t so the r i g h t 

s i g n a l i s sent t o i n d u s t r y -- not the s i g n a l t h a t says, 

Hey, you guys can d r i l l anywhere you want i n t h a t p r o r a t i o n 

u n i t , we don't have spacing r u l e s . That's the wrong s i g n a l 

t o send. I t h i n k you can t h i n k about a d i f f e r e n t d e f a u l t 

than we c u r r e n t l y have, whether i t ' s h a l f the e x i s t i n g 

distance t h a t would not r e q u i r e a hearing, whether i t be 

100 f e e t . You know, the concept i s open on d e f a u l t 

setback, and I t h i n k t h a t ' s a pressing issue t h a t needs 

more discussion. 

The f a c t t h a t you're not g e t t i n g the d e f a u l t 

setback puts the burden of proof on — I mean, i t puts the 

r e s p o n s i b i l i t y on us t o pick up those s i t u a t i o n s where 

operators want t o play closeology. 

They want t o reduce r i s k , they want t o use t h e i r 

science t o -- And, r e a l l y , what we're t r y i n g t o do i s 

p r o t e c t them from themselves. I f they use t h a t and they 

want t o f l o o d the f i e l d l a t e r on, i t becomes a waste issue, 

because you don't have those w e l l s i n any k i n d of equal 

spacing t o have an i n j e c t i o n p a t t e r n , we have t o d r i l l a 
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whole bunch of new w e l l s . 

I n a sense i t ' s almost p r o t e c t i n g them from 

themselves by r e q u i r i n g the d e f a u l t setbacks, because 

otherwise — We a l l know what happened when t h i s i n d u s t r y 

began. We had -- Without p r o r a t i o n u n i t s , we had d e r r i c k s 

next t o each other. No one -- I mean, they d i d n ' t want t o 

have any r i s k s , so they j u s t d r i l l e d those w e l l s r i g h t next 

t o each other, and there was a b i g waste issue. 

And i n a sense t h i s can send a s i g n a l as a waste 

issue by not having at l e a s t a d e f a u l t -- We've had c l a s s i c 

examples where, whether i t ' s f o r topography or f o r geologic 

reasons, they said, Well, we can't d r i l l t h a t f a r away. 

And we show them on the p r o r a t i o n u n i t , Well, you 

can d r i l l way over here. I mean, g e t t i n g away from t h i s 

good w e l l . And you don't have a topography problem, you 

don't have an a r c h e o l o g i c a l problem, you don't have a 

geologic problem. 

Well, w e ' l l d r i l l the orthodox. You know, 

We'll -- We've seen t h a t . 

And r a t h e r than, i n a very p r a c t i c a l sense, 

engage i n some gamesmanship w i t h i n d u s t r y concerning what 

i s a v a l i d closeology play, versus a v a l i d reason f o r 

moving t h a t l o c a t i o n , you might t h i n k about some minimum 

setback distances there so we j u s t don't keep p l a y i n g games 

i n the r e g u l a t o r y arena. 
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MR. KELLAHIN: Well, I would argue t o the 

con t r a r y . I t h i n k you've got your r e g u l a t o r y gun pointed 

a t the wrong problem. A l l we're asking f o r now i s nothing 

d i f f e r e n t as t o t h a t issue. We're simply saying t h a t these 

are exceptions. 

The pool r u l e s r e q u i r e a c e r t a i n setback, and 

t h a t ' s the standard. I f you want t o achieve an unorthodox 

l o c a t i o n , you e i t h e r have a d m i n i s t r a t i v e process or a 

hearing process, a l l of which have the same n o t i c e 

o b l i g a t i o n s , a l l of which have the same r e g u l a t o r y 

o b l i g a t i o n s on you and your s t a f f . What you're simply 

doing i s g i v i n g us the f l e x i b i l i t y as t o form and not as t o 

substance. And so i f your r e g u l a t o r y concern i s the corner 

shoot and a l l the complexities involved i n t h a t , t h a t ' s 

j u s t what we have now. 

CHAIRMAN LEMAY: Well, there's a l i t t l e 

d i f f e r e n c e , Counselor, now. I would say t h a t now, t o get a 

hearing approved f o r a corner shot -- Let's face i t , i t 

takes some money. They've got t o come t o Santa Fe, they 

have t o h i r e you or someone else f o r you, they have t o get 

an e x t r a witness. 

Many operators would take the chance on g e t t i n g 

something by an a d m i n i s t r a t i v e a p p l i c a t i o n , but i f they 

have t o come t o Santa Fe and spend some money f o r t h a t 

corner shot, they probably w i l l back away from i t . 
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So we're t a l k i n g about what happens i n the r e a l 

world i n terms of a s i g n a l sent t o i n d u s t r y . I'm s t i l l 

concerned t h a t the s i g n a l we send t o i n d u s t r y w i t h o u t any 

v a l i d pool r u l e s or pool r u l e s t h a t aren't v a l i d because 

you get an exception t o them — I t h i n k t h a t ' s the wrong 

s i g n a l t o send and t h a t the o b l i g a t i o n f o r us has t o be t o 

pi c k out a l l these things t h a t come i n t h a t have 

a l t e r n a t i v e s . 

I mean, i t ' s a f u n c t i o n of our time, i t ' s a 

f u n c t i o n of what we have t o process i n order t o p r o t e c t 

c o r r e l a t i v e r i g h t s and prevent waste. And t h e r e f o r e , I 

t h i n k i t ' s v a l i d t o consider r e l a x i n g the setbacks short of 

hearing. But I j u s t want you t o discuss t h a t a l i t t l e 

more, t h a t ' s a l l . I'm r a i s i n g i t as an issue. 

MR. KELLAHIN: Well, we've discussed i t at 

i n c r e d i b l e length. The problem i s , we're going t o need 

feedback from the s t a f f , because your s t a f f knows the l e v e l 

at which they're being asked f o r exceptions. I don't know 

what t h e i r p o s i t i o n i s , but I assume t h a t they have a 

p r i n t o u t , a forum, a way t o determine what they've been 

doing and how aggressive they've been asked t o grant 

exceptions. And i f they would p a r t i c i p a t e w i t h us, we 

might be able t o suggest some minimums. 

But among the i n d u s t r y we haven't been able t o 

handle t h a t because i t ' s too complicated, and what we 
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t h o u g h t we v/ere t r y i n g t o achieve i s what we asked you back 

i n February, and t h a t i s , save us t h e expense o f a 

r e g u l a t o r y h e a r i n g process, which accomplishes n o t h i n g more 

t h a n making them spend some money. And I a p p r e c i a t e h a v i n g 

t h e income. I ' ve g o t two k i d s i n c o l l e g e , and here today 

I'm w o r k i n g f o r f r e e t o do away w i t h a r u l e t h a t makes me 

money; I ' v e l o s t my mind. 

CHAIRMAN LEMAY: W e l l , y o u ' l l — Y o u ' l l have t o 

i n c r e a s e t a x e s , and we've g o t t o process a l l t h o s e 

a p p l i c a t i o n s --

MR. KELLAHIN: And I don't share i n t h o s e e i t h e r . 

CHAIRMAN LEMAY: -- c o r n e r s h o t s . 

MR. KELLAHIN: I don't share i n any o f t h a t , Mr. 

Chairman. 

Anyway, w e ' l l be happy t o l o o k a t t h e d e f a u l t , 

b u t we've s t r u g g l e d w i t h i t and t h e d e f a u l t s e t b a c k was 

more t h a n we c o u l d handle w i t h o u t a s s i s t a n c e f r o m your 

s t a f f t o l e t us know how many of our i n d u s t r y members are 

pu s h i n g them around on g e t t i n g t o o a g g r e s s i v e w i t h t h a t 

r e q u e s t . 

CHAIRMAN LEMAY: Reco g n i z i n g t h a t we have 

i n s t i t u t e d a l o t o f measures, one o f 'which i s an o r d e r here 

we're g o i n g t o be s i g h i n g t o b r i n g t h e a d m i n i s t r a t i v e 

p r o c e s s i n p l a c e o f t h e h e a r i n g process, i n many, many 

cases, by opening t h e i s s u e we've a l s o opened some o t h e r 
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c r i t i c a l i s s u e s here, i n b o t h commingling and i n unorthodox 

l o c a t i o n s t h a t we're a d d r e s s i n g . 

We wanted i n i t i a l l y t o g i v e some r e l i e f t o 

i n d u s t r y , which we have done by g o i n g t h r o u g h t h e 

a d m i n i s t r a t i v e process. But you've r a i s e d a l o t o f o t h e r 

i s s u e s by r e d o i n g t h e r u l e i n many, many d i f f e r e n t ways 

t h a t I t h i n k needs t o be d i s c u s s e d more, and we need t o a t 

l e a s t l o o k a t these q u e s t i o n s because t h e y do i n v o l v e 

c o r r e l a t i v e r i g h t s and th e y do i n v o l v e waste. They don't 

a l l i n v o l v e j u s t e f f i c i e n c i e s . 

We agree w i t h you t h a t t h e r e are e f f i c i e n c i e s and 

t h e r e are economies by g o i n g t h e no n - h e a r i n g r o u t e , by 

h a v i n g -- And we're more t h a n w i l l i n g t o work w i t h you i n 

t h i s area. 

But when we have r u l e changes t h a t t r u l y do 

a f f e c t c o r r e l a t i v e r i g h t s and do have some waste i s s u e s 

a s s o c i a t e d w i t h them, I t h i n k we need t o t a k e a l i t t l e more 

t i m e w i t h them. 

And what I ' d l i k e t o do w i t h t h i s i s b r i n g i t 

back November 9 t h and -- I ' l l open i t up f o r my f e l l o w 

Commissioners, i f t h e y have some t h r e s h o l d q u e s t i o n s t h a t 

t h e y see i n t h i s , d i f f e r e n t t h a n I do. 

Commissioner Weiss? 

COMMISSIONER WEISS: W e l l , I — I t ' s my 

o b s e r v a t i o n t h a t you sho u l d p u t t h e w e l l s where t h e o i l i s . 
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I'm s y m p a t h e t i c t o you, Mr... 

CHAIRMAN LEMAY: Okay. Commissioner B a i l e y ? 

COMMISSIONER BAILEY: Land O f f i c e does i s s u e 40-

acre l e a s e s i n t h e n o r t h w e s t . One o f my major concerns i s 

r e c o m p l e t i o n o f these gas w e l l s t h a t a re 10 f e e t o f f l e a s e 

l i n e s . I would see t h a t as a g g r e s s i v e encroachment on 

o t h e r l e s s e e s . 

MR. KELLAHIN: May I respond? 

COMMISSIONER BAILEY: Sure. 

MR. KELLAHIN: As I und e r s t a n d t h e r u l e as 

e x i s t i n g now and as proposed, t h e r e c o m p l e t i o n t r i g g e r s a 

new a c t i o n by t h e agency, and t h a t would be an 

a d m i n i s t r a t i v e a p p l i c a t i o n t o approve t h e r e c o m p l e t i o n . 

I t ' s a t an unorthodox l o c a t i o n . We're p r o p o s i n g t h a t t h a t 

a l s o does what I t h i n k i t does now, i t t r i g g e r s 

n o t i f i c a t i o n a g a i n t o those people t h a t you're e n c r o a c h i n g 

on. 

The normal s o l u t i o n i n those c i r c u m s t a n c e s i s t o 

a l l o w t h e w e l l t o produce, s u b j e c t t o p r o d u c t i o n p e n a l t i e s 

t h a t a re agre e a b l e t o t h e o f f s e t s , e i t h e r t h r o u g h a h e a r i n g 

p r o c e s s o r by p r i v a t e n e g o t i a t i o n . So I t h i n k your concern 

i s c u r r e n t l y addressed, because n o t i c e i s r e q u i r e d . 

I d o n ' t have any problem w i t h expanding t h a t 

n o t i c e t o make i t c l e a r t h a t t h e Land O f f i c e ought t o 

r e c e i v e n o t i c e i n those c i r c u m s t a n c e s . I t h i n k t h a t ' s an 
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e d i t i n g t h i n g we can do. 

But t o suggest t h a t we s h o u l d n ' t have t h e 1 0 - f o o t 

s e t b a c k , because o f t h a t problem, may be s o l v e d i n an o t h e r 

way: t o l e t t h a t e x i s t i n g w e l l b o r e have some c o n t i n u e d l i f e 

b u t t o g i v e those o f f s e t s t h e n o t i c e I t h i n k t h e y g e t now, 

make i t c l e a r t h e Land O f f i c e g e t s i t . You c a l l us or 

c o n t a c t t h e D i v i s i o n and say, We've g o t a problem w i t h 

t h i s , my f r i e n d s , and t h e agency and t h e D i v i s i o n a t t e n d s 

t o i t . And perhaps t h a t h e l p s you address t h a t concern. 

But t h e r e ' s r e a l v a l u e i n t h e n o r t h w e s t t o 

r e c o m p l e t i n g those w e l l b o r e s r a t h e r t h a n new d r i l l s . And 

o c c a s i o n a l l y i t happens where you have an o i l zone t h a t 

g e t s encroached upon because o f t h e e x i s t i n g w e l l b o r e . And 

I t h i n k t h e r e ' s a way t o address your concern and y e t l e t 

us u t i l i z e t h a t w e l l b o r e . 

CHAIRMAN LEMAY: Okay. I s t h e r e a n y t h i n g e l s e i n 

t h i s case? Anybody e l s e have any s t a t e m e n t s , comments t o 

make a t t h i s time? 

My i n t e n t i s t o leave t h e r e c o r d open u n t i l 

November 9 t h , a t which t i m e -- w r i t t e n comments can be 

r e c e i v e d — a t which t i m e we can send o u t , and p l a n t o , 

your f i n a l d r a f t o f what you've proposed f o r comment, 

because our m a i l i n g l i s t may be d i f f e r e n t t h a n y o u r s , and I 

t h i n k i t g e t s w i d e r exposure. 

And p l e a s e a d v e r t i s e yours any way you want, so 
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we can get some i n d u s t r y coverage on i t . Because normally, 

as you w e l l know, our process has been f o r me t o appoint a 

committee and have t h a t committee t o be balanced --

independents, majors, stakeholders, environmental community 

-- have them b r i n g back a d r a f t document which i s then sent 

out t o i n d u s t r y , comments are received, and we hold the 

hearing. 

This has been handled s l i g h t l y d i f f e r e n t . Not t o 

say you haven't done a wonderful job. I commend you on 

what you've done. My concern i s t h a t the exposure might 

not have been as much as we n i g h t need t o get. Therefore, 

I t h i n k t h i s p o l i c y of sending i t out on our docket, 

l e a v i n g the record open u n t i l November 9th and b r i n g i n g i t 

back then f o r a d d i t i o n a l testimony, I t h i n k , w i l l s a t i s f y 

t h a t concern. 

MR. KELLAHIN: Mr. Chairman, one l a s t comment on 

t h a t issue. You can take comfort i n the f a c t t h a t you have 

had t h i s on the docket i n t h a t fashion. The August 10th 

docket had the D i v i s i o n ' s suggested r u l e change attached t o 

i t . 

We came t o t h a t hearing. I t ' s on the docket 

again, as a generalized r u l e change f o r 104, very broad i n 

scope. And you can see who's here t o t a l k : same people 

t h a t were here before. 

CHAIRMAN LEMAY: Counselor, I would u n d e r l i n e 
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"broad i n scope". We bro u g h t t h a t here f o r a q u i c k k i l l on 

a d m i n i s t r a t i v e a p p r o v a l on a h e a r i n g p r o c e s s . That was our 

i n t e n t , because i n t h e February h e a r i n g t h a t ' s what we 

hear d o u t t h e r e . You wanted a d m i n i s t r a t i v e a p p r o v a l f o r 

t h o s e i t e m s t h a t you've been coming t o h e a r i n g . We had 

t h a t . That was n o t c o n t r o v e r s i a l . 

What you're p r o p o s i n g here i s q u i t e a b i t 

d i f f e r e n t t h a n we proposed t h e n . 

MR. KELLAHIN: The August 10th do c k e t d i d n o t 

have t h e D i v i s i o n d i s c u s s i o n about r e l a x i n g t h e g e o l o g i c -
! ! 

based a d m i n i s t r a t i v e r u l e . 

CHAIRMAN LEMAY: The August docket? 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: My r e c o l l e c t i o n o f t h e August 

d o c k e t was j u s t t h a t -- b r i n g i n g i t i n f o r a d m i n i s t r a t i v e 

a p p r o v a l , n o t a d d r e s s i n g setbacks, n o t a d d r e s s i n g some of 

t h e t h i n g s you've brought up here. 

MR. KELLAHIN: The b i g g e s t i s s u e , though, i s one 

whi c h t h e r e ' s no disagreement. I t ' s r e l a x i n g t h e g e o l o g i c 

r u l e s so we can have a d m i n i s t r a t i v e p r o c e s s i n g . 

CHAIRMAN LEMAY: We s e t a d m i n i s t r a t i v e 

a d m i n i s t r a t i v e a p p r o v a l f o r g e o l o g i c and t o p o g r a p h i c 

reasons. 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: Yes. 
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MR. KELLAHIN: And a l l we have done i s address 

t h e n o t i c e problem. What e l s e i s new? 

CHAIRMAN LEMAY: W e l l , I t h i n k you've addressed 

more. You're addressed d i f f e r e n t c r i t e r i a , you've 

addressed t h e r a d i u s , you've addressed t h e i s s u e o f n o t 

everyone i n a p r o r a t i o n u n i t , p o t e n t i a l p r o r a t i o n u n i t , 

you've addressed t h e n o t i c e r e q u i r e m e n t , yes. 

MR. KELLAHIN: Those are a l l n o t i c e q u e s t i o n s , 

a r e t h e y n o t , Mr. Chairman? 

CHAIRMAN LEMAY: W e l l , t h e y ' r e n o t i c e , b u t I view 

t h e d i f f e r e n t setbacks as something q u i t e a b i t d i f f e r e n t 

t h a n j u s t t a k i n g t h e g e o l o g i c -- t h e a d m i n i s t r a t i v e 

p r o c e s s . 

You've d e f i n e d i t a l o t f u r t h e r t h a n we i n t e n d e d 

i t t o be d e f i n e d , and I t h i n k f o r t h a t reason you're 

opening up d i f f e r e n t i s s u e s t h a n we i n i t i a l l y -- I mean, 

you c o u l d i n t e r p r e t t h a t d i f f e r e n t ways. You can say 

b r o a d l y " g e o l o g i c reasons", yeah. I mean, you've addressed 

g e o l o g i c reasons. But you've d e f i n e d them t o a g r e a t e r 

e x t e n t t h a n we d i d , and I t h i n k you've r e a l l y e n l a r g e d t h e 

i s s u e . 

MR. KELLAHIN: I d i s a g r e e w i t h you, Mr. Chairman. 

I d o n ' t see a n y t h i n g i n what Mr. Morrow p r e s e n t e d back on 

August 1 0 t h when he s a i d t h a t you can come t o t h e D i v i s i o n 

f o r a g e o l o g i c e x c e p t i o n and n o t be compelled t o go t h r o u g h 
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t h e h e a r i n g process. We d i d n ' t t o u c h t h a t r u l e . 

CHAIRMAN LEMAY: Nor d i d t h a t r u l e address 

a n y t h i n g i n t h e way of d e f a u l t s e t b a c k s , i f t h e y even 

e x i s t . I t h i n k t h a t q u e s t i o n was always t h e r e . You can 

g e t an e x c e p t i o n f o r g e o l o g i c reasons. But can you do i t 

r i g h t up t o t h e lease l i n e ? I s t h e r e a n o t h e r d e f a u l t 

s e t b a c k t h a t ' s d i f f e r e n t t h a n t h e sp a c i n g r u l e where maybe 

you d o n ' t have t o even submit a g e o l o g i c a p p l i c a t i o n ? 

I mean, t h e r e ' s a l o t o f t h i n g s i n t h e r e 

s p e c i f i c a l l y t h a t weren't covered t h i s j u s t t h e broad 

announcement. 

MR. KELLAHIN: Mr. Morrow b r o u g h t i t t o you 

w i t h o u t a d e f a u l t setback, and we have s i m p l y r e p e a t e d 

t h a t . We have examined d e f a u l t setback and as an i n d u s t r y 

do n o t want t h e d e f a u l t setbacks, w i t h t h e e x c e p t i o n o f t h e 

deep gas. 

And so v/e t h i n k we have s i m p l y responded t o what 

t h e agency had i n i t i a t e d , and we have n o t c r e a t e d a n y t h i n g 

new f o r you on t h a t i t e m . The o n l y i t e m t h a t we have 

addressed i s t h e n o t i c e i s s u e . 

CHAIRMAN LEMAY: W e l l , do you see any harm i n 

g e t t i n g w i d e r coverage and --

MR. KELLAHIN: Oh, a b s o l u t e l y n o t . 

CHAIRMAN LEMAY: Okay. I mean, t h a t ' s what we're 

p l a n n i n g t o do. I don't know — I f t h e r e ' s any o b j e c t i o n 
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t o t h a t , l e t me hear i t . I mean, d i d you i n us sen d i n g o u t 

what you have r i g h t here --

MR. KELLAHIN: No, s i r , a b s o l u t e l y n o t . I have 

no disagreement --

CHAIRMAN LEMAY: — t h e n b r i n g i n g i t back f o r any 

a d d i t i o n a l t e s t i m o n y on t h e 9 t h of November? 
i 

MR. KELLAHIN: We're p l e a s e d t o do t h a t . 

CHAIRMAN LEMAY: Okay. 

MR. KELLAHIN: I t would h e l p us, Mr. Chairman, i f 

th e Commission would do something u n u s u a l . You do n ' t have 

t o w r i t e t h e r u l e f o r us, b u t i f you would c o l l e c t i v e l y 

g i v e us some guidance i n t e r n s o f p o l i c y and p r a c t i c e , i f 

y o u ' l l t e l l us what you want us t o do i n terms o f these 

i s s u e s , i t h e l p s my d r a f t s p e o p l e u n d e r s t a n d what t h e y ' r e 

d e a l i n g w i t h . 

CHAIRMAN LEMAY: T h i s i s r u l e - m a k i n g , so l e t me 

ge t r e a l i n f o r m a l on t h i s . I b r o u g h t i t up b e f o r e -- The 

t y p e o f t h i n g s we see, t h e r e ' s no problem i f i t ' s u n i t i z e d , 

t h e r e ' s no problem i f you're t a l k i n g about t h e end o f t h e 

l i f e o f a r e s e r v o i r . You want t o c a p t u r e some o i l t h a t 

h a s n ' t been d r i l l e d , i n your e s t i m a t i o n . You go t o t h a t 

p o i n t where, l i k e B i l l says, where t h e r e ' s some o i l . You 

want t o d r i l l where t h e r e ' s some o i l . 

We do have a problem, and maybe we can handle i t 

w i t h p o l i c y , maybe we can i s s u e a p o l i c y t h a t says, t h i s 
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r e l a x i n g t h e r u l e does n o t mean t h a t we w i l l honor c o r n e r 

s h o t , t h a t we w i l l honor s c i e n t i f i c a l l y p r e p a r e d , q u o t e , 

i s o p a c h maps t h a t do n o t h i n g more t h a n reduce r i s k where 

you have an o r t h o d o x l o c a t i o n t o d r i l l . That's a 

p o s s i b i l i t y . 

I mean, what I d i d i s r a i s e an i s s u e , a problem, 

w i t h our r e g u l a t o r y agency i n h a n d l i n g t h e s e t h i n g s . I t 

may be t h a t we can handle them by r e j e c t i o n , b u t I don't 

t h i n k we can handle -- There, a g a i n , as a m a t t e r o f t i m e , 

by s e n d i n g t h e wrong s i g n a l , hundreds o f a p p l i c a t i o n s t o --

because t h e s i g n a l i s o ut t h e r e t h a t , Hey, t h e OCD w i l l l e t 

you d r i l l anywhere you want i n t h a t s p a c i n g u n i t . 

MR. KELLAHIN: You're d o i n g what I'm a s k i n g , and 

t h a t i s f o r t h e Commission t o decide i f t h e D i v i s i o n s h o u l d 

h a n d l e your concerns w i t h g u i d e l i n e s , memorandums, p o l i c y 

d e c i s i o n s , o r whether t h i s Commission wants t h e D i v i s i o n t o 

have us w r i t e i t i n a r u l e . 

CHAIRMAN LEMAY: That's t h e q u e s t i o n t h a t ' s o u t 

t h e r e . 

MR. KELLAHIN: And i f y o u ' l l d e c i d e i t — I 

c a n ' t , I ' v e a l r e a d y g o t my answer and I'm n o t on t h e 

Commission. The Commission needs t o de c i d e t h a t as a 

m a t t e r o f p o l i c y , how you want t o o r c h e s t r a t e and c o n s t r u c t 

t h e management o f t h i s problem. And i f you t e l l us t h a t 

much, t h e n we know what our t a s k i s . 
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CHAIRMAN LEMAY: W e l l , am I h e a r i n g f r o m you t h a t 

your i d e a i s , i n d u s t r y ' s p r e f e r e n c e i s f o r us t o handle i t 

as a p o l i c y m a t t e r and not w r i t e i t i n t h e r u l e s ? I 

u n d e r s t a n d t h a t ' s --

MR. KELLAHIN: Yes. 

CHAIRMAN LEMAY: — k i n d o f what we've heard so 

f a r . 

MR. KELLAHIN: What we have done i s g i v e n you our 

b e s t e f f o r t t h a t ' s t h e c o l l e c t i v e e f f o r t o f s e v e r a l groups 

and hundreds o f hours. We've done as w e l l as we can do 

w i t h o u t some guidance. 

I f y o u ' l l t e l l us, i t has t o be i n a r u l e , 

p e o p l e , and t h a t we want a u t o m a t i c setbacks so t h a t we can 

show t h e i n d u s t r y we won't e x e r c i s e d i s c r e t i o n v / i t h i n t h ose 

a u t o m a t i c s e t b a c k s , you need t o t e l l me as a Commission so 

we can s t r u g g l e w i t h t h e setb a c k s . 

CHAIRMAN LEMAY: W e l l , l e t ' s l o o k a t t h e 

a u t o m a t i c s e t b a c k s . I d i d n ' t say v/e w o u l d n ' t do 

d i s c r e t i o n . We would say those cases w i l l have t o come t o 

h e a r i n g , which might d i s c o u r a g e t h e c o r n e r - s h o t a p p l i c a n t s , 

t h a t ' s a l l . 

I mean, we're n o t s a y i n g t h a t you c o u l d n ' t d r i l l 

50 f e e t f r o m a lease l i n e or 20 f e e t , b u t you may have t o 

undergo a d d i t i o n a l expense, you may b e n e f i t by t h i s , 

because what we're t r y i n g t o do i s d i s c o u r a g e t h o s e cases, 
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n o t -- And i f t h e s c i e n c e i s sound enough, I t h i n k many 

t i m e s t h e y ' l l come t o h e a r i n g . 

I f i t ' s n o t sound, t h e y w i l l -- W e l l , I can d r i l l 

t h e o r t h o d o x l o c a t i o n . We've seen t h a t happen. I'm g i v i n g 

you examples o f what s t a f f has seen and v/e've t a l k e d about, 

and I'm g i v i n g t h a t t o you now because I'm r a i s i n g t h e 

i s s u e . Those are t h e two i s s u e s : 

A u t o m a t i c d e f a u l t s t h a t can s t i l l be -- you can 

s t i l l g e t i t , b u t you've g o t t o come t o h e a r i n g on a 

d i f f e r e n t d e f a u l t s p a c i n g . 

Or, as a p o l i c y c a l l from us, t h e s p a c i n g u n i t i s 

wide open f o r a d m i n i s t r a t i v e a p p r o v a l , b u t we handle t h i s 

t h i n g i n p o l i c y papers. 

MR. KELLAHIN: I und e r s t a n d e x a c t l y what you're 

s a y i n g , t h a t ' s a Commission d e c i s i o n . You need t o make t h e 

d e c i s i o n and t e l l us what t o do. 

CHAIRMAN LEMAY: We can do t h a t . I a l s o l i k e 

i n d u s t r y i n p u t on t h a t . 

MR. KELLAHIN: Our i n p u t i s , we v e r y much want 

you t o adopt t h e r u l e we propose today and t h a t , i f you 

want s e t b a c k s , t h a t y o u ' l l do i t by memorandum or i s s u i n g 

g u i d e l i n e s f o r a p p r o v a l t o your s t a f f on how t o process 

t h e s e and t o keep i t out o f t h e r u l e . 

CHAIRMAN LEMAY: And i f we were t o adopt a 

d e f a u l t setback t h a t you have t o come t o h e a r i n g , what 
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footage would t h a t be? 

MR. KELLAHIN: I f you ask us t o work on t h a t i n 

terms of g u i d e l i n e s , w e ' l l be happy t o work on i t . 

CHAIRMAN LEMAY: I would l i k e t h a t , I r e a l l y 

v/ould. I t gives us another o p t i o n . 

MR. KELLAHIN: Okay. 

CHAIRMAN LEMAY: I'm not saying t h a t we'd adopt 

i t , but i t v/ould give us an op t i o n . Okay? 

MR. KELLAHIN: We'll need some i n i t i a t i o n from 

D i v i s i o n s t a f f t o give us a database t o t e l l us what 

they're doing i n terms of a statewide handling of those 

issues. I do not have a v a i l a b l e t o me how the s t a f f has 

handled t h e i r NSLs, and I v/ould assume, so t h a t I don't 

have t o look a t every one of your NSL f i l e s , i t ' s on a 

database somewhere, you can show me how you've handled them 

so t h a t v/e can i d e n t i f y a pool, a r e s e r v o i r or a place i n 

New Mexico where the corner shots are a problem. 

CHAIRMAN LEMAY: Okay. Well, they can do t h a t , 

they can go over some a p p l i c a t i o n s t h a t have been -- I 

mean, I c e r t a i n l y encourage you t o t a l k v/ith s t a f f . 

But you've come up v/ith a 1650 versus a 1980 

setback. Obviously i t could have been 1500 of 1320 or -- I 

mean, we're t a l k i n g about an a r b i t r a r y number. I j u s t want 

an a r b i t r a r y number from you, something t h a t i n d u s t r y can 

agree on. I don't t h i n k you're going t o come up w i t h a 
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s c i e n t i f i c number. But you mi g h t k i c k t h a t around and come 

up v / i t h an a r b i t r a r y number t h a t we a t l e a s t know i s 

somewhat o f an i n d u s t r y consensus f o r an o p t i o n , t h a t ' s 

a l l . 

MR. KELLAHIN: A l l r i g h t , s i r . Thank you. 

CHAIRMAN LEMAY: A n y t h i n g e l s e i n t h e case? 

I t s h a l l be c o n t i n u e d , t h e r e c o r d s h a l l be open 

u n t i l November 9 t h . 

Thank you v e r y much. You d i d do a good j o b . We 

a p p r e c i a t e t h a t . 

(Thereupon, these p r o c e e d i n g s were concluded a t 

10:45 a.m.) 

* * * 
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