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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY 
THE OIL CONSERVATION DIVISION FOR THE 
PURPOSE OF CONSIDERING: 

APPLICATION OF XERIC OIL AND GAS 
CORPORATION FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO 

CASE NO. 1 2 , 0 8 8 

ORIGINAL 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING Co 

BEFORE: MARK ASHLEY, Hearing Examiner -c-

November 19th, 1998 

Santa Fe, New Mexico 
cn 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , MARK ASHLEY, Hearing 

Examiner, on Thursday, November 19th, 1998, a t the New 

Mexico Energy, Minerals and Natural Resources Department, 

Porter H a l l , 2040 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. 

* * * 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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I N D E X 

November 19th, 1998 
Examiner Hearing 
CASE NO. 12,088 

PAGE 

REPORTER'S CERTIFICATE 10 

* * * 

E X H I B I T S 

Appli c a n t ' s I d e n t i f i e d Admitted 

E x h i b i t 1 3 7 

* * * 

A P P E A R A N C E S 

FOR THE DIVISION: 

RAND L. CARROLL 
Attorney 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 APPLICANT: 

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

* * * 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:05 a.m.: 

EXAMINER ASHLEY: At t h i s time the D i v i s i o n c a l l s 

Case 12,088. 

MR. CARROLL: A p p l i c a t i o n of Xeric O i l and Gas 

Corporation f o r compulsory po o l i n g , Lea County, New Mexico. 

EXAMINER ASHLEY: C a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the Applicant. 

EXAMINER ASHLEY: Any a d d i t i o n a l appearances? 

Mr. Kellahin? 

MR. KELLAHIN: Mr. Examiner, w i t h your 

permission, I ' d l i k e t o present t h i s case pursuant t o the 

D i v i s i o n Rule 1207.A.(2), I bel i e v e i s the number. I t has 

t o do w i t h presenting compulsory p o o l i n g cases t o you when 

i t ' s known t o the Applicant t h a t the p a r t i e s , d e s p i t e t h e i r 

best e f f o r t , cannot be located. We are allowed the 

op p o r t u n i t y under t h a t procedure t o submit the testimony of 

the expert witnesses by a f f i d a v i t . 

And t h a t i s what I have done, and t h a t ' s what 

you're seeing when you look a t E x h i b i t 1. 

This case i s v i r t u a l l y i d e n t i c a l t o the case I 

presented t o Examiner Stogner back on June 26th of 1997. 

I t ' s Case 11,802. I neglected t o b r i n g t h a t order w i t h me 

STEVEN T. BRENNER, CCR 
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t h i s morning, and I w i l l provide i t t o you f o l l o w i n g the 

hearing. 

MR. CARROLL: What's the order number? 

MR. KELLAHIN: I've f o r g o t t e n the order number, 

Mr. C a r r o l l . I w i l l give t h a t t o you a f t e r the hearing. 

But i n Case 11,802, you w i l l see t h i s proceeding 

u t i l i z e d f o r the d r i l l i n g of the Xeric Carter 19 Number 1 

w e l l . I t was and i s an o i l w e l l on 40-acre spacing, and 

i t ' s p r o d uctive from the Abo formation. 

I t may be h e l p f u l t o t u r n through E x h i b i t 1 u n t i l 

we f i n d the p l a t which i s the f o u r t h page back. The Carter 

Number 2 w e l l t h a t i s the subject of t h i s case in v o l v e s a 

w e l l i n the northwest quarter of the — I'm s o r r y , the 

northwest quarter of the southwest quarter of 19. You can 

see t h a t the Carter 1 i s down i n the southeast of the 

southwest of 19. 

When you look through the a f f i d a v i t , you w i l l 

f i n d t h a t i t ' s organized so t h a t you have the land 

testimony from Ms. Lisa Snelson, who has gone through her 

chronology t o show you the i d e n t i t y of the p a r t i e s t o be 

pooled. They appear a t the bottom of the chronology. 

There are f o u r i n d i v i d u a l s , or h e i r s of deceased 

i n d i v i d u a l s , and you can see t h e i r percentages. 

Then when you t u r n t o the second page — I'm 

so r r y , you're going t o have t o t u r n t o the page f o l l o w i n g 

STEVEN T. BRENNER, CCR 
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the p l a t I described. I t w i l l show the percentages, the 

p a r t i e s . 

And then f o l l o w i n g t h a t , f o r E x h i b i t C, i s a 

four-page document i n which she has shown you how she 

discovered who these people were, here attempts t o contact 

them and the r e s u l t s . I n each instance, her attempt i s 

b u i l t upon her attempts back i n June of 1997 f o r the f i r s t 

w e l l , and she's gone back, then, and she's used a CD ROM 

computer program t o look f o r telephone l i s t i n g s i n phone 

d i r e c t o r i e s t o update her search. 

Despite updating her search on a l l f o u r of these 

i n d i v i d u a l s or h e i r s of these i n d i v i d u a l s , she s t i l l i s 

unsuccessful i n i d e n t i f y i n g t h e i r l o c a t i o n . 

When we look a t the other documents t o which the 

witnesses have provided an a f f i d a v i t , y o u ' l l see the 

a f f i d a v i t of Randy H a l l . Mr. H a l l i s a petroleum 

g e o l o g i s t . With the assistance of other personnel i n the 

company, he has gone through the other pieces t o the 

procedure, and he's i d e n t i f i e d f o r your h i s recommendation 

t h a t the overhead r a t e s would be $4 000 a month w h i l e 

d r i l l i n g and $400 a month producing, and they're c o n s i s t e n t 

w i t h the l a s t order. Y o u ' l l f i n d t h a t he has au t h e n t i c a t e d 

and v e r i f i e d h i s AFE f o r an approximate cost of j u s t under 

$400,000. 

I n a d d i t i o n , he's gone through and described h i s 

STEVEN T. BRENNER, CCR 
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op i n i o n about the maximum r i s k f a c t o r penalty. And you can 

begin t o see t h a t n a r r a t i v e a t the bottom of page 2, under 

subparagraph 7-2, he t a l k s about the r i s k s associated w i t h 

the w e l l . 

I wish t o b r i n g i t t o your a t t e n t i o n t h a t t h i s 

w e l l , the Carter 19-2, has i n f a c t now been d r i l l e d , and I 

w i l l remind you t h a t i t i s the D i v i s i o n ' s p r a c t i c e not t o 

award the maximum penalty f o r a w e l l t h a t has been d r i l l e d . 

I n a s s o c i a t i o n w i t h t h a t r i s k , though, whatever 

l e v e l of r i s k you att a c h t o apply as a pen a l t y , Mr. H a l l 

describes f o r you the f a c t t h a t he t h i n k s t h i s w e l l i s 

uneconomic. His conclusion i s t h a t they have opened the 

w e l l i n the Abo, i t produces at a d a i l y r a t e of 

approximately 20 b a r r e l s of o i l a day, but u n f o r t u n a t e l y 

t h a t comes accompanied by the production of 100 b a r r e l s of 

water. 

He says under c u r r e n t o i l p r i c e s , water-disposal 

costs and t h i s r a t e of production, the zone appears t o be 

uneconomic. 

So when you decide t o assess r i s k , we recognize 

t h a t i t may be less than the 2 00 percent, but you need t o 

also know t h a t t h i s zone i s uneconomic and may not 

u l t i m a t e l y pay out even i t s cost, despite any a d d i t i o n a l 

p e nalty. 

The one t h i n g I see t h a t Mr. H a l l has not done 

STEVEN T. BRENNER, CCR 
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f o r you, s i r , i s t o give you an economic spreadsheet so 

t h a t you could v e r i f y h i s conclusions about the economics 

of t h i s wellbore. And I've asked him t o do t h a t , and w i t h 

your permission, then, a f t e r the hearing I would supplement 

the record w i t h t h a t spreadsheet so t h a t you can see what 

he saw when he got t o h i s conclusion. 

EXAMINER ASHLEY: Okay. 

MR. KELLAHIN: I t h i n k we've organized the 

a f f i d a v i t t o cover a l l the issues set f o r t h i n t h i s 

procedure, and w i t h t h a t explanation and your permission, I 

would move the i n t r o d u c t i o n of E x h i b i t Number 1. 

EXAMINER ASHLEY: E x h i b i t Number 1 w i l l be 

admitted as evidence. 

MR. KELLAHIN: That concludes my p r e s e n t a t i o n . 

I ' l l do my best t o answer questions, should you have them. 

EXAMINER ASHLEY: Did I hear you say t h a t the 

Carter 19 Well Number 2 has already been d r i l l e d ? 

MR. KELLAHIN: Yes, s i r , i t has. 

EXAMINER ASHLEY: Okay. 

MR. CARROLL: When was i t d r i l l e d ? 

MR. KELLAHIN: Mr. C a r r o l l , I cannot t e l l you 

t h a t , but I c e r t a i n l y can f i n d out. And i t would show up 

on the economic spreadsheet when we compare pr o d u c t i o n t o 

p r i c i n g , and I should have t h a t i n the t a b l e i f y o u ' l l l e t 

me submit t h a t a f t e r the hearing. 

STEVEN T. BRENNER, CCR 
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MR. CARROLL: What were those p r o d u c t i o n f i g u r e s 

you mentioned? 

MR. KELLAHIN: Curr e n t l y they're producing 2 0 

b a r r e l s of o i l out of the Abo, and t h a t ' s associated w i t h 

100 b a r r e l s of water. 

MR. CARROLL: What are water d i s p o s a l costs? Any 

idea? 

MR. KELLAHIN: That's why I've asked him t o give 

us the spreadsheet, because he's l e f t out some d e t a i l s t h a t 

are of importance. 

MR. CARROLL: Then you have f r a c t i o n s here. 

Let's see, they look l i k e about 3 percent, 3 percent, 1.5 

and 1.5, approximately? 

MR. KELLAHIN: That's a close approximation, 

w i t h o u t a c a l c u l a t o r , Mr. Examiner. 

MR. CARROLL: About 9 percent t o t a l . 

That's a l l I have. 

EXAMINER ASHLEY: Mr. K e l l a h i n , can you provide a 

rough d r a f t order? 

MR. KELLAHIN: Yes, s i r , I ' d be happy t o do t h a t . 

EXAMINER ASHLEY: I n a couple weeks? 

MR. KELLAHIN: Yes, s i r . 

EXAMINER ASHLEY: Okay. 

MR. CARROLL: And how soon w i l l t h a t economic — 

MR. KELLAHIN: Hopefully by e a r l y i n the week, 

STEVEN T. BRENNER, CCR 
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Mr. C a r r o l l , I should have t h a t . I asked them t o do t h a t 

e a r l i e r i n the week, and they're preparing i t . 

EXAMINER ASHLEY: Anything else i n t h i s case? 

MR. KELLAHIN: No, s i r . 

EXAMINER ASHLEY: Case 12,088 w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded a t 

9:15 a.m.) 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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STATE OF NEW MEXICO ) 
) ss. 

COUNTY OF SANTA FE ) 

I , Steven T. Brenner, C e r t i f i e d Court Reporter 

and Notary P u b l i c , HEREBY CERTIFY t h a t the foregoing 
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