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IN THE MATTER OF THE HEARING CALLED 
BY THE OIL CONSERVATION DIVISION TO 
DISCUSS THE POSSIBLE AMENDMENTS TO 
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THROUGHOUT THE RULES INCLUDING 
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CASE NO. 1 2 , 1 1 9 
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COMMISSION HEARING 

BEFORE: LORI WROTENBERY, CHAIRMAN 
JAMI BAILEY, COMMISSIONER 
ROBERT LEE, COMMISSIONER 

A p r i l 22nd, 1999 
Santa Fe, New Mexico 

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

Conservation Commission, LORI WROTENBERY, Chairman, on 

Thursday, A p r i l 22nd, 1999, at the New Mexico Energy, 

Minerals and Natural Resources Department, Po r t e r 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. 

* * * 

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



2 

I N D E X 

A p r i l 22nd, 1999 
Commission Hearing 
CASE NO. 12,119 

PAGE 

DOCUMENTS SUBMITTED/EXHIBITS 3 

APPEARANCES 3 

PRESENTATION BY MR. FOPPIANO 12 
STATEMENT BY MR. KELLAHIN 23 
STATEMENT BY MR. PEARSON 26 
STATEMENT BY MR. CARR 27 
STATEMENT BY MR. GRAY 30 
OPEN DISCUSSION 30 

YATES WITNESS: 

DAVID PEARSON (Encrineer) 
D i r e c t Examination by Mr. Carr 49 
Examination by Commissioner Lee 70 

STATEMENT BY MR. GRAY 75 

REPORTER'S CERTIFICATE 85 

* * * 

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



3 

D O C U M E N T S S U B M I T T E D 

I d e n t i f i e d 

NMOGA D r a f t 6 

* * * 

Yates E x h i b i t s I d e n t i f i e d Admitted 

E x h i b i t 1 52 69 
E x h i b i t 2 55 69 
E x h i b i t 3 57 69 

E x h i b i t 4 61 69 
E x h i b i t 5 62 69 
E x h i b i t 6 67 69 

* * * 

A P P E A R A N C E S 

FOR THE COMMISSION: 

LYN S. HEBERT 
Deputy General Counsel 
Energy, Minerals and Natural Resources Department 
2040 South Pacheco 
Santa Fe, New Mexico 87505 

FOR YATES PETROLEUM CORPORATION 
and LOUIS J. MAZZULLO: 

CAMPBELL, CARR, BERGE and SHERIDAN, P.A. 
Suite 1 - 110 N. Guadalupe 
P.O. Box 2208 
Santa Fe, New Mexico 87504-2208 
By: WILLIAM F. CARR 

* * * 

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

9:04 a.m.: 

CHAIRMAN WROTENBERY: We've got t h r e e d i f f e r e n t 

packages of rule-making proposals t h a t we've got i n d r a f t 

form here your notebooks. One r e l a t e s t o the Commission's 

r u l e s on spacing, the D i v i s i o n ' s r u l e s on spacing, Rule 

104. We had also — That's Case 12,119. 

When we issued the docket we had also included 

under t h a t case number possible amendments t o the n o t i c e 

requirements of the r u l e s . I'm announcing today t h a t we 

have separated t h a t p a r t i c u l a r p a r t of the r u l e out, the 

n o t i c e requirements, and have docketed t h a t under a 

d i f f e r e n t case number. I t w i l l be Case 12,177, the p a r t s 

of the rule-making r e l a t e d t o n o t i c e requirements. 

And then we also have Case 12,169, and t h i s i s 

the A p p l i c a t i o n of the O i l Conservation D i v i s i o n t o amend 

and/or adopt t a x i n c e n t i v e r u l e s t o implement the various 

t a x i n c e n t i v e s t h a t were enacted by the L e g i s l a t u r e t h i s 

past session and signed by the Governor, j u s t a couple of 

weeks ago, most of them were signed by the Governor. House 

B i l l 11 had been signed by the Governor back i n March 

already. 

So we've got three d i f f e r e n t cases t o take up 

today. I am a t t h i s p o i n t -- Un f o r t u n a t e l y , Rand C a r r o l l 

c ouldn't be here today, the D i v i s i o n ' s a t t o r n e y . He has 

STEVEN T. BRENNER, CCR 
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been i l l t h i s week and couldn't make i t . But I've t a l k e d 

w i t h him, I've t a l k e d w i t h Lyn a l i t t l e b i t . And i t ' s 

l o o k i n g l i k e the way t h a t we're going t o be proceeding w i t h 

these r u l e s w i l l be l i k e t h i s : We'll have a working 

session today t o review where we stand r i g h t now on the 

proposals. We w i l l hear r e p o r t s from New Mexico O i l and 

Gas A s s o c i a t i o n on t h e i r review of the spacing proposal and 

the n o t i c e proposal. They have not had a chance t o 

f o r m a l l y review the i n c e n t i v e proposals, but w e ' l l k i n d of 

t a l k about where we stand on t h a t i n a l i t t l e b i t . Then 

w e ' l l hear from anybody else who's i n t e r e s t e d i n commenting 

on these pending proposals. 

I t ' s l o o k i n g l i k e we need t o proceed as q u i c k l y 

as p o s s i b l e on the i n c e n t i v e proposals, because one of 

those i s already i n e f f e c t . The new-well i n c e n t i v e had an 

emergency clause i n i t , so i t became e f f e c t i v e when i t was 

signed by the Governor the week before l a s t . And the 

others w i l l go i n t o e f f e c t on June 19th. We hope t o get 

the implementing r u l e s i n place as soon as p o s s i b l e so t h a t 

the i n d u s t r y can take advantage of those i n c e n t i v e s j u s t as 

soon as p o s s i b l e . 

That means i f a t a l l p o s s i b l e , we would l i k e t o 

move along and plan t o adopt those r u l e s a t the next 

Commission meeting i n May, which i s going t o be — May 

17th? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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MS. DAVIDSON: 19th. 

CHAIRMAN WROTENBERY: 19th. Wednesday, May 19th. 

I t h i n k t h a t w e ' l l be able t o do t h a t . We've got a d r a f t 

t o look over today. We know t h a t there's some changes t h a t 

s t i l l need t o be made i n t h i s d r a f t . But f o r the most p a r t 

what we're doing here i s c o d i f y i n g the requirements of the 

-- the p r o v i s i o n s of the s t a t u t e . So we don't t h i n k t h e r e 

are going t o be a l o t of p o l i c y issues t o address, and we 

t h i n k we can move along p r e t t y q u i c k l y , go ahead and — 

a f t e r the discussion today. 

And then we have a c t u a l l y -- Fred, we have a 

meeting scheduled next week w i t h Frank Gray and Dick 

P o l l a r d and whoever else might want t o p a r t i c i p a t e i n t h a t 

d i s c u s s i o n , t o go over the i n c e n t i v e proposals. I b e l i e v e 

they're t r y i n g t o set t h a t up f o r next Friday i f I 

understand c o r r e c t l y . And so we would l i k e t o go ahead and 

have t h i s meeting today, t h a t meeting next week, and get a 

proposed r u l e set t o p u b l i s h w i t h the docket s h o r t l y , so 

t h a t we w i l l have i t ready t o go a t the next Commission 

meeting i n May. 

Now, Rule 104, I t h i n k what we're a n t i c i p a t i n g 

anyway -- and Commissioners, maybe a f t e r the dis c u s s i o n 

today y o u ' l l have a b e t t e r sense of what you t h i n k the 

t i m e t a b l e should be, but what we're a n t i c i p a t i n g on t h a t i s 

t h a t we w i l l l i s t e n t o what NMOGA and other f o l k s have t o 

STEVEN T. BRENNER, CCR 
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say here today, t a l k about the proposal among ourselves. 

And then what I'm a n t i c i p a t i n g happening i s , the 

D i v i s i o n w i l l develop a d r a f t proposal t o c i r c u l a t e and 

a c t u a l l y send out w i t h the docket, so t h a t we would plan t o 

take comment on t h a t proposal at the next Commission 

meeting. We wouldn't plan t o act at t h a t Commission 

meeting, a t the May meeting, but we would p l a n t o take 

p u b l i c comment on the proposed changes t o 104 a t the next 

Commission Meeting. 

And then determine when t o close the comment 

p e r i o d . We may leave the record open f o r some p e r i o d of 

time a f t e r t h a t meeting t o allow f o r any a d d i t i o n a l w r i t t e n 

comment t h a t people might want t o submit. Then we would 

p l a n t o come back and, i f everything goes w e l l , adopt what 

changes we decide t o adopt a t the Commission's meeting i n 

June. And t h a t w i l l be June -- What date, Florene? 

MS. DAVIDSON: 17th. 

CHAIRMAN WROTENBERY: June 17th, okay. 

And then f i n a l l y on the n o t i c e r u l e s , we see t h a t 

f o l l o w i n g probably a month behind the spacing r u l e s . Since 

Rand had been out a l l week and Lyn has been doing some work 

f o r other c l i e n t s t h i s week, I have t o say the D i v i s i o n has 

not had as f u l l an op p o r t u n i t y as we would l i k e t o have t o 

review the n o t i c e proposals at t h i s stage. 

So we'd l i k e t o go ahead and have the di s c u s s i o n 
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today, and then meet i n t e r n a l l y and have whatever other 

meetings we might need t o have w i t h people who are 

i n t e r e s t e d i n t h i s rule-making proposal before we put 

together a proposed r u l e . And I'm t h i n k i n g t h a t the n o t i c e 

r u l e s w i l l f o l l o w a month behind the spacing r u l e s . We'll 

probably set those out so t h a t we take p u b l i c comment on 

those r u l e s a t the June meeting, and then plan f o r 

adoption, i f everything goes smoothly, i n J u l y . 

That's g e n e r a l l y the time frame t h a t we're 

t h i n k i n g o f . Things may happen t o a f f e c t t h a t , but I j u s t 

k i n d of wanted t o t e l l you what we a n t i c i p a t e happening a t 

t h i s p o i n t . 

Any questions or comments? 

COMMISSIONER LEE: No. 

CHAIRMAN WROTENBERY: Okay. I n t h a t case, why 

don't we go ahead and c a l l up Case 12,119. This i s the 

matter of the hearing c a l l e d by the O i l Conservation 

D i v i s i o n t o discuss possible amendments t o Rule 104 

p e r t a i n i n g t o w e l l spacing. And I ' d j u s t ask anybody, 

r e a l l y , t h a t wants t o p a r t i c i p a t e i n t h i s d i s c u s s i o n t o 

come on up t o the t a b l e s here. I t h i n k probably Tom i s 

going t o take the lead, i t looks l i k e and... 

MR. KELLAHIN: Madame Chairman, members of the 

Commission, my name i s Tom K e l l a h i n . I'm a Santa Fe 

at t o r n e y w i t h K e l l a h i n and K e l l a h i n . Mr. Foppiano, Rick 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Foppiano, of OXY USA, Inc., he and I are the co-chairmen of 

the Regulatory Practices Committee f o r the New Mexico O i l 

and Gas Asso c i a t i o n . We've been authorized by the 

Committee t o make you the p r e s e n t a t i o n of both 104 and the 

n o t i c e r u l e s . 

We're here a s s i s t e d today by Mr. Carr of the 

Campbell, Carr, Berge and Sheridan law f i r m , p a r t i c u l a r l y 

w i t h regards t o the n o t i c e issue and h i s experience on 

l o c a t i o n cases. 

Mr. Alan Alexander of B u r l i n g t o n i s here from the 

northwest t o t a l k about issues t h a t may give you f a c t 

s i t u a t i o n s t o describe the impact of some of the t h i n g s 

we're doing. 

We have Mr. Fred Hansen, who i s the D i r e c t o r of 

the O i l and Gas Association, and he's here on behalf of the 

c o l l e c t i v e membership t o show you and t o support what we're 

proposing and suggesting w i t h the various r u l e s . So w i t h 

your permission, Mr. Foppiano and I propose t o s i t a t the 

t a b l e here and lead you through an o u t l i n e of the issues we 

addressed and how we have come t o some consensus on 

suppor t i n g various proposed changes. 

You may remember t h a t a t the January 12th meeting 

of the Commission, we had Mr. Stogner make a p r e s e n t a t i o n 

on Rule 104. We asked your permission and obtained your 

permission t o continue the case t o today's hearing and give 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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the A s s o c i a t i o n the o p p o r t u n i t y t o take Mr. Stogner•s work 

product and t o provide you a f i r s t working d r a f t of how you 

might approach r e v i s i o n s t o the n o t i c e r u l e s , using Mr. 

Stogner's ideas and suggestions as the jumping-off p o i n t 

f o r those changes. 

CHAIRMAN WROTENBERY: Sounds good. 

Mr. Carr? 

MR. CARR: May i t please the Commission, my name 

i s W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, 

Carr, Berge and Sheridan, as Mr. K e l l a h i n p o i n t e d out. I 

am here today representing two p a r t i c u l a r c l i e n t s . 

Yates Petroleum Corporation would l i k e t o c a l l 

Dave Pearson, who i s a petroleum engineer f o r Yates, who 

w i l l review w i t h you what we view t o be the impact of 

a u t h o r i z a t i o n of a second w e l l on a 320-acre gas spacing 

u n i t . We have a b r i e f p r e s e n t a t i o n on t h a t p o i n t . 

I also want you t o know t h a t I represent Louis J. 

Mazzullo. Mr. Mazzullo i s a consultant g e o l o g i s t , and as 

you may r e c a l l , he wrote the l e t t e r t o the Commission 

expressing h i s concerns about some of the r u l e changes. 

CHAIRMAN WROTENBERY: Yeah, we've got t h a t l e t t e r 

i n our notebooks. 

MR. CARR: Mr. Mazzullo contacted me yesterday, 

and he asked me t o appear and advise the Commission t h a t 

although he had r a i s e d a number of issues t h a t he thought 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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were worth c o n s i d e r a t i o n i f the proposed r u l e were 

developed, he wanted i t understood t h a t he was not i n 

op p o s i t i o n t o the amendments t h a t were under c o n s i d e r a t i o n 

t o Rule 104, and he asked me t o advise you of t h a t . 

CHAIRMAN WROTENBERY: Thank you. 

Mike, would you come on up, please? 

MR. GRAY: This Mike? 

CHAIRMAN WROTENBERY: Mike Stogner. Yes, please. 

MR. GRAY: Let me introduce myself. I'm Mike 

Gray, and I'm a landman w i t h Nearburg Producing Company out 

of Midland — 

CHAIRMAN WROTENBERY: Uh-huh. 

MR. GRAY: And a f t e r a l l these d i s t i n g u i s h e d 

gentlemen have said t h e i r piece, I ' d l i k e t o make a few 

comments. 

CHAIRMAN WROTENBERY: Sounds great. Thank you. 

I was j u s t asking Lyn i f we needed t o swear 

everybody i n . I'm not sure i t ' s necessary f o r t h i s k i n d of 

work session. But j u s t t o cover a l l the bases, why don't 

we go ahead, and anybody who plans on pre s e n t i n g any 

testimony here today, would you please stand, and Steve 

w i l l swear you in? 

(Thereupon, the witnesses were sworn.) 

CHAIRMAN WROTENBERY: Thank you. That way we're 

j u s t covered. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Mike, would you please come on up and s i t up 

here? You d i d n ' t q u i t e make i t f a r enough. 

MR. FOPPIANO: For reference, L o r i , I've put a 

copy of NMOGA's comments on the rule-making on the t a b l e 

r i g h t here f o r anybody t h a t doesn't have copies of them. 

CHAIRMAN WROTENBERY: Oh, okay, gr e a t . I don't 

know i f everybody heard, but i f there's anybody t h a t 

doesn't have a copy of NMOGA's comments there's some 

a v a i l a b l e here. 

MR. FOPPIANO: Good morning members of the 

Commission, Florene, Lyn, Steve. My name i s Rick Foppiano, 

I'm a petroleum engineer, I work f o r OXY USA i n Houston, 

and I'm here representing NMOGA. As Tom mentioned, I am 

co-chairman of NMOGA's Regulatory P r a c t i c e s Committee. 

I n a d d i t i o n t o t h a t , I have 15 years' experience 

— a c t u a l l y over 15 years' experience, handling r e g u l a t o r y 

matters i n various states where my company operates. I'm a 

member of the Rule 104 work group, along w i t h Mike Stogner 

and others who are here today. And my comments t h i s 

morning, j u s t by way of process, are going t o be focused on 

the sections of Rule 104 t h a t deal w i t h the spacing and the 

w e l l - f o o t a g e requirements, and t h a t ' s s p e c i f i c a l l y Parts B 

and C of Rule 104. 

Rule 104 i s a r a t h e r large r u l e , and i t deals — 

i n a d d i t i o n t o d e a l i n g w i t h the requirements f o r spacing 

STEVEN T. BRENNER, CCR 
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and d e n s i t y of w e l l s , i t also deals w i t h the process of 

ob t a i n i n g exceptions and some other matters. And we have, 

f o r a t l e a s t NMOGA's purposes, t r i e d t o push those over 

i n t o the n o t i c e p a r t s of the work group t h a t was handling 

those issues. 

So I j u s t wanted t o mention t h a t my comments are 

p r e t t y much focused on Parts B and C, and Tom K e l l a h i n 

r e a l l y i s going t o p i c k up on the process of o b t a i n i n g 

exceptions t o Rule 104 footage requirements. 

As Tom mentioned, i n January, on the 14th, the 

Rule 104 work group issued i t s f i n a l r e p o r t . Mike Stogner 

made t h a t r e p o r t , which I have t o commend Mike on h i s 

p r e p a r a t i o n of t h i s m a t e r i a l . I t was an e x c e l l e n t 

reference m a t e r i a l , and q u i t e a b i t of work obviously went 

i n t o i t , and a very good piece of m a t e r i a l t h a t he put 

together. 

And i n the f i n a l r e p o r t , the group issued 

suggestions t o make some changes t o Rule 104, and they were 

r a t h e r important and s i g n i f i c a n t changes. And a f t e r t h a t , 

NMOGA decided t o take those changes and work through our 

Regulatory Prac t i c e s Committee t o f i r s t understand what the 

changes were, t h e i r impact, and then t o t r y t o f i n d out 

where as an i n d u s t r y , or at l e a s t w i t h i n NMOGA, we were 

w i t h a consensus p o s i t i o n w i t h respect t o these changes. 

And so I'm here today t o r e p o r t on where we are 

STEVEN T. BRENNER, CCR 
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w i t h t h i s p o s i t i o n . We have a consensus p o s i t i o n on these 

changes, and w i t h your permission I ' d l i k e t o j u s t go 

through where we are as t o our p o s i t i o n on these i n d i v i d u a l 

changes i n Parts B and C of Rule 104. 

We're pleased t o support the f o l l o w i n g changes t o 

the statewide spacing requirements i n Rule 104: 

Changing the end-boundary setbacks on 3 2 0-acre 

deep gas w e l l s i n southeast New Mexico from 1650 f e e t t o 

660 f e e t . 

Shortening the i n t e r i o r setbacks f o r 3 2 0-acre 

deep gas w e l l s , and 160-acre gas w e l l s i n southeast New 

Mexico from 330 t o 10 f e e t . 

Reorganizing Parts B and C i n t o requirements f o r 

o i l w e l l s and gas w e l l s . 

A l l o w i n g a second w e l l t o be d r i l l e d on the 

opposite quarter s e c t i o n f o r 320-acre deep gas w e l l s i n 

southeast New Mexico, provided n o t i c e i s given t o 

o f f s e t t i n g operators. 

And l e t me j u s t mention t h a t t h i s n o t i c e 

requirement should be considered only as a temporary 

measure over a l i m i t e d time frame — say two years -- and 

r e a l l y i s a t o o l t o give the D i v i s i o n and i n d u s t r y a l i t t l e 

i n f o r m a t i o n about -- i f there are any unforeseen problems 

t h a t might a r i s e w i t h t h i s p a r t i c u l a r r u l e . 

Also, we support changing the setbacks on 160-
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acre gas w e l l s i n northwest New Mexico from 790 t o 660. 

We also appreciate the o p p o r t u n i t y , as was 

contained i n the f i n a l r e p o r t , t o comment on a proposal t o 

reduce the setbacks on o i l - w e l l spacing on 40-acre o i l 

w e l l s from 330 f e e t t o 220 f e e t . Quite f r a n k l y , we 

discussed the change, and no one i n our A s s o c i a t i o n had 

str o n g desires t o see t h a t change, and so NMOGA a t t h i s 

time i s not recommending any change t o t h a t setback 

requirement. 

Regarding implementation of the changes, we also 

have a few suggestions t o address some concerns t h a t came 

up through our discussions. 

One, because there are some previous memos t h a t 

were issued by B i l l LeMay t h a t set out some very s t r i c t 

l i m i t a t i o n s on when i n f i l l d r i l l i n g w i l l be allowed i n 

nonprorated pools, as t o what k i n d of evidence i s r e q u i r e d 

and when i t w i l l be granted, obviously t h a t would be no 

longer a p p l i c a b l e i f these changes were made t o Rule 104. 

So we would urge t h a t the D i v i s i o n r e s c i n d those p r i o r 

memos t o avoid any c o n f l i c t t h a t might be set up by having 

those memos continued. 

We would also suggest t h a t the D i v i s i o n consider 

docketing a hearing a f t e r whatever a p p r o p r i a t e changes are 

made t o Rule 104 t h a t provides an o p p o r t u n i t y t o a d j u s t the 

setback l i m i t s i n pools w i t h s p e c i a l pool r u l e s t h a t 
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c o n t a i n d e f i n e d setback l i m i t s . That's a mouthful. Let me 

j u s t give you an example. 

My company operates the Burton Flat-Morrow Gas 

Pool, and i t has s p e c i a l f i e l d r u l e s of 32 0-acre spacing 

and 660 setbacks from the side boundary and 1980 setbacks 

from the end boundary. A l l i t r e a l l y d i d was adopt Rule 

104 a t the time. And as a r e s u l t of t h a t , because those 

setbacks are defined i n the s p e c i a l pool r u l e s , subsequent 

changes t o Rule 104 don't a f f e c t the spacing as set out i n 

those s p e c i a l pool r u l e s . 

So we t h i n k i t would be prudent t o provide an 

o p p o r t u n i t y f o r those kinds of pools t o have t h e i r pool 

r u l e s changed t o make them c o n s i s t e n t w i t h statewide r u l e s 

again. And there might also be some pool r u l e s t h a t have 

s p e c i a l pool r u l e s t h a t don't need t o be changed. And so 

i t seems l i k e the best way t o do t h a t might be t o docket a 

hearing and allow f o r those t o be changed back t o the 

statewide, provided no operator shows up and p r o t e s t s or 

has a problem w i t h i t . 

We would also suggest t h a t the D i v i s i o n provide 

some process f o r a p a r t y t h a t i s adversely impacted by a 

p e n a l t y t h a t was assessed by the D i v i s i o n i n a v a l i d order 

pursuant t o a contested case, t o have such order reviewed 

i n l i g h t of new Rule 104 requirements. And I suspect t h a t 

t h e r e w i l l be very few, i f any, of those kinds of cases 

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 

17 

because th e r e are very few p e n a l t i e s issued, and then of 

those p e n a l t i e s issued there's very few t h a t a c t u a l l y have 

an impact on the production. So... 

But i f a p a r t y f e e l s l i k e he's -- now t h a t the 

r u l e s have changed, i t ' s u n f a i r f o r t h a t p e n a l t y t o 

continue, c e r t a i n l y a process should be provided where he 

could seek some review of t h a t r u l e i n l i g h t of the new 104 

requirements. 

NMOGA believes t h a t these changes s i g n i f i c a n t l y 

s t r e a mline the r u l e s by e l i m i n a t i n g unnecessary 

a p p l i c a t i o n s f o r unorthodox l o c a t i o n s . With the emergence 

of h i g h - r e s o l u t i o n 3-D seismic and the need t o d r i l l and 

e x p l o i t smaller and smaller r e s e r v o i r s , the time has r e a l l y 

come t o expand the orthodox d r i l l i n g window. 

To give you an example, under the c u r r e n t r u l e s , 

owners i n a 3 2 0-acre spacing u n i t have only 2 0 acres of 

l e g a l l o c a t i o n area t o d r i l l — t o l o c a t e a w e l l . And w i t h 

these changes i n the setbacks, i f they're adopted, then 

t h a t expands t o 80 acres. But we're s t i l l only l o o k i n g a t 

2 5 percent of the t o t a l area being the l e g a l area. The 

r e s t of the area i s s t i l l a no-man's land between the l e g a l 

l o c a t i o n window and the boundaries of the p r o r a t i o n u n i t . 

But t h a t ' s a s i g n i f i c a n t increase and one t h a t we b e l i e v e 

would e l i m i n a t e a l o t of unnecessary a p p l i c a t i o n s . 

For example, the i n f o r m a t i o n compiled by the 
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D i v i s i o n i n d i c a t e s t h a t during 1997 and 1998, 580 

a p p l i c a t i o n s f o r unorthodox l o c a t i o n s were f i l e d , but 

o b j e c t i o n s were only received i n fo u r percent of the cases. 

And I t h i n k c l e a r l y t h a t argues t h a t the time has come t o 

change the r u l e s , because they're obviously doing n o t h i n g 

more than r e q u i r i n g a l o t of f i l i n g s and a l o t of 

exceptions t h a t are r o u t i n e l y approved. 

So l e t me j u s t speak a l i t t l e b i t also about how 

NMOGA a r r i v e d a t i t s p o s i t i o n on these important changes. 

As I mentioned, i t ' s a consensus p o s i t i o n , meaning t h a t i t 

enjoys the support of the Regulatory P r a c t i c e s Committee 

and, indeed, the membership of the A s s o c i a t i o n . 

We s t a r t e d working on g e t t i n g i n p u t on these 

changes when the Rule 104 work group was formed i n l a t e 

1997. We have monthly meetings of our Regulatory P r a c t i c e s 

Committee, and the Rule 104 changes have been on our agenda 

ever since then. 

A d d i t i o n a l l y , every — when a proposal was made, 

NMOGA went through an extensive e f f o r t t o s o l i c i t i n p u t 

w i t h i n i t s membership by the sending out of a survey, 

p o s t i n g of the proposal on i t s website, and c l e a r l y i t ' s 

been i n the minutes, which are posted on the website also. 

The i n t e n t has been along t o get as many 

concerns, as much i n p u t as pos s i b l e , as e a r l y as po s s i b l e , 

so t h a t i t could be addressed when we got t o t h i s stage. 
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So I wanted t o mention t h a t , and t h a t we d i d as much e f f o r t 

as we could t h i n k of t o t r y t o get broad i n p u t . 

And i n f a c t , Mr. Mazzullo's l e t t e r was provided 

us by the D i v i s i o n so we could take t h a t i n t o account i n 

our discussions of these 104 changes, and we d i d . That was 

provided t o everyone i n our Committee, and we reviewed Mr. 

Mazzullo's assertions i n h i s l e t t e r . 

The proposal t h a t you see before you, t h a t we 

communicated i n a l e t t e r t o you, I guess, almost about 

t h r e e weeks ago, i s the consensus approach. I t has been 

reached through t h a t consensus-building process, and I j u s t 

want t o make sure t h a t you are aware of t h a t . 

Let me close by thanking the D i v i s i o n and the 

Commission personnel f o r t h e i r leadership i n t h i s area. 

And i n p a r t i c u l a r , I ' d l i k e t o thank Mike Stogner f o r h i s 

leadership on the Rule 104 work group and the e x c e l l e n t 

research and work he's done on the m a t e r i a l s and — not 

only i n preparing the book, but also he went through a l o t 

of e f f o r t t o come over and meet w i t h us and walk us through 

the proposal and help us understand, t o make sure t h a t we 

knew what we were t a l k i n g about. And t h a t ' s always good 

when you're g e t t i n g t o t h i s k i n d of stage. 

These changes, i f adopted, w i l l create new 

d r i l l i n g o p p o r t u n i t i e s i n New Mexico. T h e y ' l l a l l o w 

a d d i t i o n a l reserves t o be produced t h a t aren't being 
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produced, and they s t i l l p r o t e c t c o r r e l a t i v e r i g h t s . So we 

urge t h e i r adoption, we support them, and I ' l l be happy t o 

answer any questions t h a t you might have. 

CHAIRMAN WROTENBERY: Any questions? 

COMMISSIONER BAILEY: No, I r e a l l y don't have 

any. 

COMMISSIONER LEE: No. 

CHAIRMAN WROTENBERY: I had a couple of 

questions. One r e l a t e s t o the proposal on the second w e l l 

on a 32 0 on the southeast. What the consensus view from 

NMOGA i s , i s t h a t f o r a couple of years, anyway, we should 

r e q u i r e t h a t the operator give n o t i c e t o o f f s e t operators 

of the property and provide, I guess, an o p p o r t u n i t y f o r 

hearing f o r any o f f s e t operator who does p r o t e s t . I know 

th e r e was a l o t of discussion on t h i s p a r t i c u l a r p o i n t , 

both w i t h i n the D i v i s i o n and w i t h i n your o r g a n i z a t i o n . 

That i s one a l t e r n a t i v e . 

I know from t a l k i n g w i t h Mr. Stogner t h a t t h e r e 

are other p o s s i b l e a l t e r n a t i v e s t o consider, one of which 

would be t o b a s i c a l l y leave i t up t o operators i n a 

p a r t i c u l a r pool who have a concern w i t h a second w e l l on 

320s i n t h a t pool t o come i n and ask f o r s p e c i a l pool r u l e s 

t o address t h a t concern. 

MR. FOPPIANO: Uh-huh. 

CHAIRMAN WROTENBERY: What do you see as the 
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advantages of those various a l t e r n a t i v e s ? And t h e r e may be 

other a l t e r n a t i v e s too, I don't know. 

MR. FOPPIANO: Obviously the advantage of t h a t 

approach of changing the pool r u l e s was t h a t i t l e v e l s the 

p l a y i n g f i e l d f o r everyone. And i f i t ' s pursuant t o — and 

I wouldn't suggest t h a t you do i t j u s t f o r one hearing, but 

maybe a f t e r — i f there are a couple of p r o t e s t s i n one 

p a r t i c u l a r area and the evidence seems p r e t t y s t r o n g t h a t 

t h e r e are some questions about the second w e l l or some 

i n e q u i t i e s t h a t might be created by the second w e l l , then 

i t c e r t a i n l y might be prudent t o i n i t i a t e a review of the 

pool r u l e s t o determine under what c o n d i t i o n s a second w e l l 

should be d r i l l e d , i f at a l l . 

On the other hand, there might be a couple of 

cases where the p r o t e s t i s r e a l l y nothing more than 

somebody i s wor r i e d about a demand they might get t o 

f u r t h e r develop an o f f s e t lease i f the a p p l i c a n t d r i l l s h i s 

i n f i l l w e l l . And so i t ' s not so much an argument over 

c o r r e l a t i v e r i g h t s or waste; i t ' s more of a — w e l l , one 

guy wants t o d r i l l a w e l l and somebody r e a l l y doesn't want 

t o d r i l l w e l l s . 

And so I t h i n k t h a t ' s what the advantage of t h i s 

two-year p e r i o d might provide, i s t o see where the p r o t e s t s 

are. And perhaps dur i n g t h a t two-year p e r i o d i f several 

p r o t e s t s are o c c u r r i n g i n the same area and the D i v i s i o n , 
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a f t e r reviewing t h a t i n f o r m a t i o n , t h i n k s t h e r e might be 

some p o t e n t i a l f o r abuse, then i t might be prudent t o 

docket a f i e l d r u l e s hearing or docket a hearing t o set up 

some s p e c i a l pool r u l e s f o r t h a t area. 

And t h a t c e r t a i n l y might be a b e t t e r c a l l t h a t 

would be made by the D i v i s i o n than would be made by, j u s t 

say, an operator i n the f i e l d . Because my concern would be 

-- i s t h a t , i f t h a t was i n i t i a t e d almost a u t o m a t i c a l l y , a 

review of the pool r u l e s or s e t t i n g up pool r u l e s , then 

t h a t might work t o the advantage of a p r o t e s t a n t , who would 

r e a l l y want t o t r y t o — i f he's t r y i n g t o shut the 

a p p l i c a n t down on d r i l l i n g a second w e l l , i t j u s t gives — 

might give him another t o o l , because he might be able t o 

i n i t i a t e a pool-review hearing where i t r e a l l y i s n ' t 

necessary. 

So I t h i n k i t ' s always w i t h i n the D i v i s i o n ' s c a l l 

t o do t h a t and c e r t a i n l y might be prudent i n some cases, 

but i t depends on what evidence you get through the n o t i c e 

and o p p o r t u n i t y f o r hearing process. 

So I guess I can see advantages t o both, and 

maybe a combination of both might be a way t o do i t . But 

c e r t a i n l y you could do both. 

MR. KELLAHIN: May I respond — 

CHAIRMAN WROTENBERY: Yes, c e r t a i n l y . 

MR. KELLAHIN: — from a s l i g h t l y d i f f e r e n t 
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perspective? 

CHAIRMAN WROTENBERY: Uh-huh. 

MR. KELLAHIN: H i s t o r i c a l l y , the D i v i s i o n has 

always a f f o r d e d the operators i n a pool the o p p o r t u n i t y t o 

come forward and adopt s p e c i a l pool r u l e s and t o amend 

those r u l e s , and t h a t has been h i s t o r i c a l l y the method of 

approach t o s o l v i n g any k i n d of increased-density w e l l -

l o c a t i o n issue. 

You might wonder why you don't see those. You 

can look f o r the l a s t t en years, and there are not many. 

Two examples come t o recent mind, was the e x t r a o r d i n a r y 

e f f o r t made by B u r l i n g t o n t o change the Blanco-Mesaverde 

Pool r u l e s t o increase w e l l d ensity. I t was a huge, huge 

e f f o r t . And there are not many companies t h a t have the 

resources of B u r l i n g t o n t o go through the process of 

f i n d i n g a l l the i n t e r e s t owners i n the pool, t o send out 

some 3500 n o t i c e s , t o spend $20,000 and $30,000 on postage 

t o send n o t i c e s , and t o develop an e n t i r e r e s e r v o i r study 

t h a t shows the necessity f o r such a change i n a pool t h a t 

has 5000 w e l l s and several hundred thousand acres of 

pro p e r t y . 

You don't even see i t done on the small pools, 

because i n southeastern New Mexico many operators say i t ' s 

j u s t too hard. There's a need t o change the r u l e , and so 

what they do i s , they do i t on a w e l l - b y - w e l l basis. 
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T h e y ' l l ask Mr. Stogner or the D i v i s i o n f o r a w e l l - l o c a t i o n 

exception, and the o f f s e t t i n g people can respond more 

q u i c k l y on a s i t e - s p e c i f i c w e l l - b y - w e l l example w i t h i n a 

p o o l , r a t h e r than devote the resources t o the enormous 

e f f o r t t o study the e n t i r e pool. 

For example, Mr. Carr presented a case r e c e n t l y 

f o r Yates t h a t i s an example of t h i s . I t ' s Case 12,037, 

Mr. Ashley was the Examiner l a s t month, i t was the North 

Shoe Bar-Atoka Gas Pool. I t had t o do w i t h t h i s very t o p i c 

of having a second w e l l i n a 320. 

Mr. Carr f i l e d an a p p l i c a t i o n i n the a l t e r n a t i v e . 

He says, Let's change the e n t i r e pool r u l e s f o r everybody, 

or grant simultaneous d e d i c a t i o n and an exception f o r the 

s p e c i f i c s of Yates' issue i n the west h a l f of a s e c t i o n — 

or east h a l f of a s e c t i o n . 

The pool operators knew about i t . They s a i d , We 

don't want t o change the whole pool r u l e , we don't want t o 

deal w i t h i t , but we w i l l look a t Yates' s p e c i f i c , unique 

need. And everybody around Yates says, This i s okay. I t ' s 

okay because of the unique circumstances. We can handle 

t h a t . They can have t h a t second w e l l , i t ' s not h u r t i n g me, 

l e t them do i t . 

And so what we see w i t h the idea of a generalized 

second w e l l i n 320 gas i s an o p p o r t u n i t y t o expedite the 

process so t h a t you can have the second w e l l a t your 
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o p t i o n , and y e t you a f f o r d the o p p o r t u n i t y t o the immediate 

o f f s e t s t o r e g i s t e r an o b j e c t i o n saying, Wait, i t ' s unique 

here, i t ' s not appropriate, we have an odd r e s e r v o i r where 

two w e l l s u p s t r u c t u r e w i l l take r e s e r v o i r energy from us 

and we might be prematurely watered out. I n a w a t e r - d r i v e 

r e s e r v o i r , we might be adversely a f f e c t e d i f you have two 

straws i n the container, and we don't — Let us review 

t h a t . 

And then the D i v i s i o n has the o p t i o n of saying, 

Okay, I ' l l see i t on a case-by-case basis. Or, w a i t a 

minute, time out, l e t ' s i n v i t e everybody i n t h i s pool here 

and l e t ' s t a l k about t h i s . 

That's the only way we could f i g u r e out how t o go 

forward w i t h a very important change and then make the 

change. We are unable t o devote the time and energy t o 

f i n d those unique pools f o r which t h i s doesn't work, or t o 

b u i l d t e c h n i c a l cases t o show you i n the 80 or the 90 

percent of the pools t h i s i s okay. 

And t h i s i s a generalized matter of p o l i c y , we 

t h i n k , p r o c e d u r a l l y . I t works, i t w i l l a f f o r d p r o t e c t i o n 

t o c o r r e l a t i v e r i g h t s t o f i n d those examples where i t ' s 

harmful and y e t a f f o r d the wonderful o p p o r t u n i t y t o have 

the second w e l l , recognizing as we thought we would have 

huge debate i n the i n d u s t r y on a second w e l l — holy cow, 

t h a t ' s a b i g change — v i r t u a l l y no debate once th e r e was 
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consensus t h a t t h e r e needed t o be a temporary p e r i o d t o 

provide some n o t i c e t o address unique o p p o r t u n i t y . 

And t h a t ' s how we got here today. We thought — 

Mr. Foppiano and I thought we were walking i n t o a committee 

hearing w i t h a l o t of angry people saying, We should not be 

doing t h i s , t h i s i s too huge. I t d i d n ' t happen. I n f a c t , 

i t s t i l l hasn't happened as of today. This t h i n g has been 

wid e l y c i r c u l a t e d i n the i n d u s t r y . I t ' s w e l l known about 

anybody t h a t cared t o look a t t h e i r website, t h a t cared t o 

be i n v o l v e d i n the process. The Ass o c i a t i o n i s huge. We 

i n v i t e everybody t o play and p a r t i c i p a t e . There's been no 

op p o s i t i o n . 

CHAIRMAN WROTENBERY: Thank you. 

MR. PEARSON: Could I make a b r i e f comment on 

behalf of Yates Petroleum? 

CHAIRMAN WROTENBERY: C e r t a i n l y . 

MR. PEARSON: We would support the procedure as 

brought f o r t h by NMOGA. As f a r as some of the dis c u s s i o n 

we had w i t h NMOGA, we were not i n complete agreement, but 

we agreed t o stand by the consensus t h a t NMOGA has brought 

f o r t h . 

The primary focus f o r us, the b e n e f i t -- a lar g e 

p a r t of the b e n e f i t t h a t we f e e l would be der i v e d from t h i s 

would come from s t r e a m l i n i n g the process i n a l l o w i n g 

operators t o proceed i n a p r e d i c t a b l e amount of time t o 
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continue development, prudent development, on the p r o r a t i o n 

u n i t where a second w e l l could be j u s t i f i e d . 

As Mr. K e l l a h i n j u s t e l o q u ently made reference t o 

the p o o l - r u l e s issue, when you open t h i n g s up f o r s p e c i a l 

pool r u l e s i t tends t o create an enormous amount of 

u n c e r t a i n t y , and people w i l l r e a c t . And our experience has 

been t h a t i t ' s almost impossible t o get a p o o l - r u l e s change 

because of t h a t u n c e r t a i n t y . Even i f t h e r e i s n ' t an 

obvious harm t h a t ' s derived from the p o o l - r u l e s changes 

today, the change i n the r u l e s f o r an e n t i r e p o o l , 

g e n e r a l l y people tend t o oppose t h a t . 

I n the two s p e c i f i c cases Mr. K e l l a h i n has 

referenced, one of the reasons we chose not t o pursue the 

a l t e r n a t i v e was because we received an o b j e c t i o n t o t h i s 

p o o l - r u l e s change, whereas a l l the operators t h a t were 

immediately o f f s e t , were impacted by i t , were w i l l i n g t o 

allo w us t o proceed w i t h a unique case i n one p r o r a t i o n 

u n i t . 

And based on t h a t experience, we t h i n k t h a t the 

process would be a l o t smoother i f we can deal w i t h t h i s on 

a case-by-case basis and gather some data t o see how many 

o b j e c t i o n s t h e r e a c t u a l l y are t o a d d i t i o n a l w e l l s on a 

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

CHAIRMAN WROTENBERY: Mr. Carr? 

MR. CARR: I might also add t h a t I t h i n k t h a t 
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du r i n g t h i s two-year p e r i o d of time i t would be i n t e r e s t i n g 

t o see what the ob j e c t i o n s a c t u a l l y are, because we're 

going t o present — make a b r i e f p r e s e n t a t i o n , Yates i s 

going t o i n a few minutes, i s going t o take a selec t e d , 

p a r t i c u l a r s i t u a t i o n and show you what we b e l i e v e , and t h a t 

i s by changing the r u l e s there's a tremendous p o t e n t i a l f o r 

a d d i t i o n a l d r i l l i n g and development and recovery of 

reserves i n New Mexico. 

And when you -- i f you should accept a n o t i c e and 

an o p p o r t u n i t y f o r o b j e c t i o n as a p a r t of t h i s new r u l e ­

making, the question, r e a l l y , t h a t f o l l o w s t h a t i s , t o what 

can you object? 

CHAIRMAN WROTENBERY: That was my next question. 

MR. CARR: Because the f a c t i s , i f a w e l l can be 

j u s t i f i e d as necessary t o recover a d d i t i o n a l reserves, j u s t 

because you o f f s e t and don't want t o develop your acreage 

shouldn't be a reason — i t shouldn't be a reason t o say 

no, and i t shouldn't be a reason t o penalize. 

But because t h i s i s , as Mike i n d i c a t e d , s o r t of a 

r a d i c a l change — t h a t ' s how he described i t i n January — 

I t h i n k t h e r e was a l i t t l e u n c e r t a i n t y on a l o t of — j u s t 

t o s i g n o f f wholeheartedly, by some of the people t h a t were 

i n v o l v e d i n t h i s process. And t h a t ' s why they, as I 

understand i t , were asking f o r an o p p o r t u n i t y f o r n o t i c e 

and an o p p o r t u n i t y t o be heard. And t h a t was the basis f o r 

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 

29 

t h a t . 

Now, as t o the infamous case t h a t my f r i e n d 

K e l l a h i n c i t e s , i t was my idea t o j u s t change the pool 

r u l e s . I have never i n my l i f e done anything i n my l i f e as 

po o r l y conceived, I guess. 

(Laughter) 

MR. KELLAHIN: I've got some examples. 

(Laughter) 

MR. CARR: I would note i n response t o t h a t , t h a t 

I do appreciate the f a c t t h a t he was placed under oath and 

I was not. 

(Laughter) 

MR. CARR: But i t d i d generate a tremendous 

amount of op p o s i t i o n , and i t took us, i f y o u ' l l look a t the 

docket, about s i x months t o negotiate our way through t h a t . 

We learned a l o t less about r e s e r v o i r engineering i n t h a t 

case than we d i d about diplomacy, because we had t o back 

out of the hole we dug. 

And i t ' s a d i f f i c u l t t h i n g , n o t i c e , and you see 

t h a t u n c e r t a i n t y t h a t I t h i n k i s the source of t h i s request 

f o r a two-year p e r i o d w i t h n o t i c e . That same k i n d of 

concern, I t h i n k , would be a problem w i t h p o o l - r u l e cases. 

CHAIRMAN WROTENBERY: Thank you. 

Anybody else want t o weigh i n on t h i s question 

about what process t o f o l l o w f o r the second w e l l on a 320? 

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 

MR. GRAY: I would say, I hope i f t h e r e i s a 

hearing, i f NMOGA's suggestion i s accepted, t h a t the 

Commission i s more i n c l i n e d t o grant the w e l l than 

d i s i n c l i n e d . I t h i n k — Otherwise, i t w i l l be very s i m i l a r 

t o the s i t u a t i o n we have now, where we're -- ev e r y t h i n g i s 

a d o g f i g h t t o get another w e l l d r i l l e d i n a 320 i f the 

Commission i s not more or less i n c l i n e d t o gra n t the w e l l 

r a t h e r than the exception. 

MR. KELLAHIN: May I share w i t h you some of the 

reasoning i n the LeMay memos — 

CHAIRMAN WROTENBERY: Please. 

MR. KELLAHIN: — f o r i n c l u d i n g a d d i t i o n a l wells? 

CHAIRMAN WROTENBERY: Uh-huh. 

COMMISSIONER BAILEY: Could I get copies of 

those? 

MR. KELLAHIN: We have them. Let us d i s t r i b u t e 

those, Mr. Foppiano's copies. 

MR. FOPPIANO: The infamous LeMay memos. 

MR. KELLAHIN: They served a u s e f u l purpose, and 

l e t me describe the background. Back i n the 1980s, and i n 

f a c t now, there are a great many nonprorated gas pools. 

And a s i n g l e w e l l i n a spacing u n i t produces a t capacity. 

I t was becoming more common f o r an operator t o ask f o r a 

second w e l l , and get i t , and a l l of a sudden have two w e l l s 

t o be produced a t capacity. 
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And the senior engineer on the D i v i s i o n a t t h a t 

time, Mr. Vic Lyon, who was an expert i n p r o r a t i o n i n g , 

suggested t h a t having m u l t i p l e w e l l s i n a s i n g l e - w e l l 

nonprorated spacing u n i t circumvented spacing. The 

presumption was t h a t a s i n g l e w e l l would d r a i n the 32 0, and 

because th e r e was no allowable, t h e r e f o r e two straws had an 

advantage over the o f f s e t s . That was the pe r c e p t i o n . And 

so they issued the memo. 

And we asked, what does i t mean when you ask us 

t o present c l e a r and convincing evidence of compelling need 

f o r a second well? What i n the world i s t h a t ? And we 

asked Mr. LeMay and Mr. Lyon t o e x p l a i n t h a t , and they s a i d 

i t was t h i s : 

I t was a spacing u n i t i n which the o r i g i n a l w e l l 

could not p r o t e c t your spacing u n i t from o f f s e t t i n g 

p r o d u c t i o n a d j o i n i n g you, and t h e r e f o r e you needed the 

second w e l l t o p r o t e c t y o u r s e l f from o f f s e t t i n g drainage, 

because the f i r s t w e l l was e i t h e r too f a r removed from the 

com p e t i t i o n , was i n a d i f f e r e n t Morrow s t r i n g e r from the 

pool. Morrow o f t e n has the three zones. I f you're 

completed i n the A and the o f f s e t s south of you are i n the 

B and C and you're g e t t i n g drained and you can't get t h e r e , 

they give you a second w e l l . 

Very unique. There are probably not t h r e e or 

fou r cases l i k e t h a t , t h a t we've ever been able t o prove. 
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The hurdle was much too high. We got i n t o the NMOGA 

meetings, and everybody unanimously agreed the hurdle i s 

much too high. 

Then along came the Yates case, and the hurdle 

disappeared. The Yates case has nothing t o do w i t h waste. 

There's nothing i n t h a t record t h a t says a second w e l l i s 

going t o increase u l t i m a t e recovery. I t simply says t h a t 

i t w i l l not impair c o r r e l a t i v e r i g h t s because the o f f s e t s 

saw the unique s t r u c t u r e and r e l a t i o n s h i p g e o l o g i c a l l y , 

p e r m e a b i l i t y b a r r i e r s and a l l t h a t s t u f f , and says, You can 

have two, i f you want t o spend the money on two, and d i d , 

i t doesn't h u r t me. So i t ' s not even a waste case. 

And so we got t o the Committee hearings, and 

everybody says, Take the hurdle down. Everybody says, 

Let's e i t h e r have i t automatic, the second w e l l , or create 

a temporary n o t i c e p e r i o d . There was no one i n t h a t room 

t h a t says, Let's not do t h i s . 

MR. FOPPIANO: Could I add j u s t a l i t t l e b i t of 

observation? 

I n Mike's r e p o r t t h a t he made i n January, I t h i n k 

he o f f e r e d what I thought was some of the best testimony 

about the need f o r the second w e l l , and t h a t of a l l the 

hearings and a p p l i c a t i o n s t h a t Mike has seen — which I 

t h i n k he sees most, i f not a l l , of them -- were exceptions 

t o Rule 104, he said he saw very l i t t l e evidence of a w e l l 
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capable of d r a i n i n g 320 acres, and i n f a c t i t appeared t o 

him t h a t most gas w e l l s i n southeast New Mexico drained f a r 

less than 320 acres. And t h a t ' s c e r t a i n l y been our 

experience. 

And so i n terms of working t o adversely impact 

someone's c o r r e l a t i v e r i g h t s , I t h i n k t h a t ' s going t o be a 

very r a r e case t h a t might occur w i t h the second w e l l . I n 

f a c t , I t h i n k the j u s t i f i c a t i o n f o r the second w e l l i s most 

o f t e n going t o be the prevention of waste; i t ' s going t o 

recover reserves t h a t aren't otherwise going t o be 

recoverable. 

However, I guess t h i s -- I could see a p a r t y 

o b j e c t i n g i f t h e r e was some r e s e r v o i r out th e r e where i t ' s 

very c o m p e t i t i v e , very permeable, very homogeneous, and a 

second w e l l does nothing more than accelerate the 

recov e r i e s on t h a t 320-acre u n i t , and the o f f s e t p a r t y 

f e e l s l i k e t h a t a c c e l e r a t i o n i s going t o adversely impact 

t h e i r c o r r e l a t i v e r i g h t s , I can see an o b j e c t i o n . 

And h o p e f u l l y t h a t o b j e c t i o n process w i l l b r i n g 

f o r t h i n f o r m a t i o n about t h a t p a r t i c u l a r r e s e r v o i r t h a t 

might, a f t e r two years, or i t might i n the i n t e r i m give 

pause t o the Commission t o say, Well, maybe we need t o look 

a t the e n t i r e pool here, because of the unique 

circumstances here. But c e r t a i n l y i n a vast m a j o r i t y of 

the cases, t h i s i s going t o be a prevention-of-waste 
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mechanism, t o d r i l l a second w e l l . 

COMMISSIONER LEE: Did you con s u l t w i t h the IPANM 

on t h i s issue? 

MR. FOPPIANO: A c t u a l l y , IPANM i s represented 

here. I w i l l s t a t e t h a t a l o t of our members are the same 

as IPAA members and IPANM members, and we 1ve heard no 

ob j e c t i o n s from any of the common i n t e r e s t s , but I 

be l i e v e — 

CHAIRMAN WROTENBERY: Tom, are you — 

MR. NANCE: We're not t a k i n g any p o s i t i o n a t a l l . 

I'm here s t r i c t l y as an observer a t t h i s p o i n t . But we 

c e r t a i n l y have no ob j e c t i o n s . 

MR. HANSEN: And you have had -- You have copies 

of --

MR. NANCE: Oh, yes. Oh, yes, we've c i r c u l a t e d 

copies of t h i s throughout our board of d i r e c t o r s , t o our 

board of d i r e c t o r s and our sponsors, and have had no 

obj e c t i o n s . 

CHAIRMAN WROTENBERY: Thank you. 

MR. FOPPIANO: To f o l l o w up, Dr. Lee, we have 

v i s i t e d also w i t h the BLM t o see i f they had any concerns. 

P r i m a r i l y one of our concerns was decreasing the setbacks. 

I s t h a t going t o t r i g g e r some automatic demand? And the 

BLM had no concerns i n t h a t area. 

CHAIRMAN WROTENBERY: I t h i n k you've also v i s i t e d 
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w i t h the s t a f f a t the Land O f f i c e as well? 

MR. FOPPIANO: I have t a l k e d w i t h an engineer a t 

the State Land O f f i c e , who i s reviewing the r u l e s and — I t 

was j u s t h i s o p i n i o n , but he i n d i c a t e d t h a t he thought i f 

i t helped i n d u s t r y and caused more w e l l s t o be d r i l l e d , he 

thought i t was probably a p r e t t y good idea. But he also 

q u a l i f i e d t h a t i n s t a t i n g t h a t t h a t wasn't the o f f i c i a l 

State Land O f f i c e p o s i t i o n ; t h a t was h i s o p i n i o n . 

CHAIRMAN WROTENBERY: I had one follo w - u p 

question on the question of n o t i c e of a second w e l l . Can 

you help us k i n d of f i g u r e out how t o w r i t e t h a t p a r t of 

the r u l e ? And the p a r t I'm concerned about i s j u s t , what 

are the standards t h a t apply i f somebody does p r o t e s t and 

i t goes t o hearing? How do you determine who wins? I t 

ki n d of gets back t o the question — 

MR. KELLAHIN: I f you t u r n t o page 8 of the 

d r a f t , the NMOGA d r a f t , y o u ' l l f i n d under sub (b) i s our 

e f f o r t t o w r i t e t h i s . The f i r s t p a r t i s t h a t we're d e a l i n g 

only w i t h the 320 gas pools. This does not h i n g about 

changing 104.P, which l i m i t s you t o a s i n g l e w e l l i n a 

spacing u n i t i n a nonprorated gas pool. 

So i t might help t o e d i t t h i s d r a f t t o be more 

s p e c i f i c about 640s and a l i m i t of one w e l l f o r those, and 

t o put a note under the 160 pools and say, You get one and 

t h a t ' s i t , u n t i l we change t h i s r u l e . 
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So we're focusing only on the o p t i o n a l second 

w e l l . ( i ) of (b) makes i t very s p e c i f i c t h a t t h a t second 

w e l l has got t o be i n the opposite 160 from the parent 

w e l l . And then ( i i ) i s an e f f o r t t o put the burden on the 

a p p l i c a n t and avoid a d m i n i s t r a t i v e a t t e n t i o n by the 

D i v i s i o n . 

So i t ' s go t o l i k e t h i s , t h a t i f OXY t h i n k s they 

want an i n f i l l w e l l , before they f i l e the APD they n o t i f y 

every operator t h a t i s around the 160 where the i n f i l l w e l l 

i s t o go. That's t h e i r n o t i c e l i s t . Those w i l l be the 

a f f e c t e d p a r t i e s . They w i l l send c e r t i f i e d m a i l n o t i c e , 

they w i l l send them a copy of the proposed APD and the 

p l a t , and then they w i l l w a i t 20 days. 

When the 20-day pe r i o d i s up, they w i l l f i l e 

t h e i r APD w i t h the D i s t r i c t Supervisor, and they w i l l 

a t t a c h t o t h a t APD a c e r t i f i c a t e saying t h a t I've got 

waivers from my o f f s e t s or c e r t i f y i n g t h a t the 2 0-day 

p e r i o d has expired and no o b j e c t i o n s were received. The 

D i s t r i c t Supervisor looks at i t , he says, I've got the 

sworn a f f i d a v i t , they meet the requirement, i t ' s an i n f i l l 

w e l l , you approve the APD, and l i f e goes on. 

I f the a p p l i c a n t gets an o b j e c t i o n , then the 

a p p l i c a n t has a choice of throwing i t i n the garbage or 

f i l i n g f o r a hearing. And he goes t o the hearing and he 

meets the same standard t h a t we have h i s t o r i c a l l y a p p l i e d , 
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and t h a t i s a c o r r e l a t i v e - r i g h t s / w a s t e - p r e v e n t i o n issue, 

and you deal w i t h i t w i t h i n the s t a t u t o r y concepts of those 

items, and you do what Mr. Foppiano sai d could happen: You 

show t h a t you're going t o be drained by the i n f i l l w e l l , 

t h a t i t ' s unnecessary, whatever i t i s . 

And we develop them on a case-by-case, and l e t ' s 

see i f we do one of them, none of them or a bunch of them. 

And i n t h a t p e r i o d i f we f i n d t h i s i s not a b i g problem, 

then you terminate the n o t i c e t h i n g and l i f e goes on. I f 

i t says, We've b i t o f f a huge problem here, what are we 

doing? then you have a procedural s a f e t y net t o say, Time 

out, we need t o t h i n k about t h i s again, or, We've 

i d e n t i f i e d those pools t h a t r e q u i r e p a r t i c u l a r a t t e n t i o n , 

and then you can go t o the next step, deal w i t h i t one by 

one, deal w i t h i t on a pool basis, you use your r e g u l a t o r y 

a u t h o r i t y and say, Wait, time out, l e t ' s get everybody i n 

here, l e t ' s t a l k about what we're doing. And you take i t 

through the process. 

Yes, ma'am? 

COMMISSIONER BAILEY: Should the a d j o i n i n g 

p r o p e r t y be unleased — 

MR. KELLAHIN: A l l r i g h t . 

COMMISSIONER BAILEY: — then t h e r e would be no 

n o t i c e t o the mineral owner? 

MR. KELLAHIN: That's r i g h t . Now, t h a t ' s a 
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judgment f o r you t o make. The i n d u s t r y ' s d r a f t makes the 

argument t h a t i t i s an o f f s e t operator who has put h i s 

money i n the ground, who has a c t i v e l y exercised h i s 

c o r r e l a t i v e - r i g h t o p p o r t u n i t y , and has made a commitment t o 

prod u c t i o n . 

COMMISSIONER BAILEY: But there's s t i l l 

p r o t e c t i o n f o r drainage from unleased lands, then? 

MR. KELLAHIN: The p r o t e c t i o n f o r the unleased 

land i s f o r t h a t owner t o a f f o r d themselves of the 

op p o r t u n i t y t o p r o t e c t themselves and go get a wel l b o r e . 

So i f those owners don't act, they're going t o get drained 

anyway and lose the o p p o r t u n i t y f o r c o r r e l a t i v e r i g h t s . 

I f you disagree w i t h the i n d u s t r y p o s i t i o n , then 

y o u ' l l need t o add a n o t i c e p r o v i s i o n t h a t adds n o t i c e t o 

the o f f s e t t i n g lessees and, i n the absence of a lessee, the 

mineral owner around the 160, and t h a t ' s a p o l i c y judgment 

t h a t y o u ' l l need t o make. We have not suggested i t here 

f o r the reasons I've j u s t described. 

MR. FOPPIANO: May I add something, a comment 

based on your question? 

This process was a consensus process t h a t was 

deri v e d mainly t o gather i n f o r m a t i o n and t o give n o t i c e t o 

those p a r t i e s operating w e l l s o f f s e t t i n g the a p p l i c a n t ' s 

i n f i l l w e l l . 

And i f the n o t i c e was expanded t o include lessees 
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and unleased mineral i n t e r e s t owners, the cost of such can 

be such t h a t i t would present a b i g disadvantage t o several 

operators and areas, because we could be t a l k i n g about a 

very l a r g e area t o t r y t o go get the n o t i c e requirements — 

or the p a r t i e s i d e n t i f i e d f o r n o t i c e . And I suspect, j u s t 

from my l i s t e n i n g t o the discussion, t h a t t h a t was the only 

reason t h a t the p a r t i e s were able t o come t o a consensus, 

was, we were able t o create a n o t i c e process t h a t r e a l l y 

d e a l t more w i t h an i n f o r m a t i o n a l g a t h e r i n g type of t h i n g , 

r a t h e r than t r y i n g t o give the k i n d of n o t i c e t h a t you'd 

see f o r an NSL. And i f we d i d go t o the NSL-type n o t i c e , 

i n d u s t r y would probably diverge on t h i s p o s i t i o n , and we 

wouldn't have a consensus p o s i t i o n anymore. 

So we only support t h i s , there's only a 

consensus, because the n o t i c e i s l i m i t e d t o j u s t the o f f s e t 

operators. And I t h i n k everyone shares the same o p i n i o n , 

t h a t i f a p a r t y does not a v a i l themselves of the d r i l l i n g 

of a w e l l , then how f a r should the agency t o go t o p r o t e c t 

h i s c o r r e l a t i v e r i g h t s when he's not even got a w e l l out 

there? And so when we get t o the second w e l l , t h a t ' s how 

we j u s t i f y the n o t i c e t o the o f f s e t operators only. 

COMMISSIONER BAILEY: However, when t h e r e i s no 

operator out t h e r e , when i t i s unleased s t a t e lands, then 

the p o t e n t i a l f o r drainage from s t a t e lands i s a major 

concern t o us. 
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MR. KELLAHIN: Wouldn't your immediate response 

be t o n o t i c e your lessee and make a drainage demand l e t t e r 

t o him --

COMMISSIONER BAILEY: That's what I'm saying. We 

may not have a lessee i n t h a t area. 

MR. KELLAHIN: Then you would have a wonderful 

o p p o r t u n i t y t o e x t r a c t a bonus and put i t up f o r lease and 

you'd make a l o t of money. 

COMMISSIONER BAILEY: As soon as i t ' s n o t i c e d . 

MR. GRAY: May — This i s an issue t h a t I was 

going t o discuss, and t h a t I w i l l l a t e r , because i t ' s a 

s l i g h t l y u n r e l a t e d issue, r e l a t e d t o the new r u l e . 

But w i t h regard t o n o t i c e , there's an i n t e r n a l 

n o t i c e question as w e l l as an e x t e r n a l n o t i c e question t o 

the u n i t , and i n the cases of compulsory p o o l i n g orders the 

w e l l s t h a t are d r i l l e d outside the bounds of an ope r a t i n g 

agreement, w i t h respect t o the d r i l l i n g of the second w e l l , 

and i t ' s something t h a t I was going t o b r i n g up l a t e r . 

I n the event the i n i t i a l w e l l was d r i l l e d under a 

penal t y and t h a t a p a r t y has not p a r t i c i p a t e d and i s 

s u f f e r i n g the t y p i c a l 200-percent penalty f o r not 

p a r t i c i p a t i n g i n a pool u n i t , obviously some n o t i c e must be 

given t o t h a t person f o r the second w e l l , and some 

p r o v i s i o n w i l l need t o be — e i t h e r a hearing or a new r u l e 

r e l a t e d t o compulsory poo l i n g v i s - a - v i s the r i g h t s of the 
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p a r t i e s t h a t d r i l l e d the i n i t i a l w e l l or t h a t e l e c t e d not 

t o p a r t i c i p a t e . 

MR. KELLAHIN: May I respond t o Mr. Gray? 

Mr. Gray r a i s e s an issue about the second w e l l . 

The f i r s t answer i s , i f he's got a j o i n t o p e r a t i n g 

agreement f o r the f i r s t w e l l , i t i s going t o s p e c i f i c as t o 

t h a t spacing u n i t . I t w i l l have an A r t i c l e VI i n i t t h a t 

has subsequent-operation language i n i t . And so i f a 

second w e l l i s proposed, then you have t o propose i t t o a l l 

your working i n t e r e s t owners. There's a c o n t r a c t u a l 

s o l u t i o n . 

For f o r c e - p o o l i n g cases, i t i s the general b e l i e f 

t h a t the f o r c e - p o o l i n g order would be w e l l b o r e - s p e c i f i c . 

So i f you had a pool i n g order f o r the parent w e l l , and 

someone i n the spacing u n i t , even the nonoperator, wants 

the i n f i l l w e l l , they w i l l have t o go through the same type 

of process you do as a pred i c a t e f o r f o r c e - p o o l i n g . That 

i s t o n o t i f y everybody i n the spacing u n i t t h a t you want a 

second w e l l and come i n and get your o r i g i n a l p o o l i n g order 

m o d i f i e d , supplemented or a l t e r e d t o provide f o r the second 

w e l l . 

And i n doing so, the D i v i s i o n can address whether 

or not there's an u n f a i r advantage f o r the owners going 

nonconsent i n the f i r s t , consent i n the second, t a k i n g t h a t 

p r o d u c t i o n r i s k - f r e e . And the Examiners obviously would 

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 

42 

have the a u t h o r i t y t o say, Hey, here's an e q u i t a b l e 

s o l u t i o n , the p a r t i e s debate i t , you come t o s o l u t i o n , and 

you go on. 

So I t h i n k the mechanism i s i n place t o address 

Mr. Gray's concern on both t o p i c s . 

CHAIRMAN WROTENBERY: Mr. Gray, do you want t o 

f o l l o w up on tha t ? 

MR. GRAY: Yeah, I don't t h i n k the mechanism — 

Yes, th e r e i s a mechanism i n place which -- and I'm not --

honestl y — I know Mr. K e l l a h i n and Mr. Carr are a l o t more 

f a m i l i a r w i t h the r u l e s , but I would surmise t h a t under the 

cu r r e n t s i t u a t i o n where a p a r t y i s pooled and i s s u f f e r i n g 

a 200-percent penalty under the p o o l i n g , he's pooled as t o 

the 320, not as t o a couple of 160s w i t h i n t h a t 320, t h a t 

under the c u r r e n t s i t u a t i o n and under the assumption of the 

cu r r e n t r u l e s t h a t the w e l l i s d r a i n i n g the 320, t h a t t h a t 

p a r t y would s u f f e r the f u l l 200-percent p e n a l t y u n t i l t h a t 

f i r s t w e l l paid out. 

Under the r u l e s as proposed, the nonconsenting 

p a r t y , or t h i s p a r t y s u f f e r i n g the penalty, could propose a 

second w e l l and, under the r u l e s proposed, could propose a 

second w e l l as close as — w e l l , i f the f i r s t w e l l i s 

d r i l l e d 10 f e e t from the c e n t e r l i n e of the s e c t i o n , the 

pa r t y having not p a r t i c i p a t e d i n the f i r s t w e l l could 

propose a w e l l 10 f e e t from the c e n t e r l i n e on the other 
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s i d e , i n the other q u a r t e r - q u a r t e r , i n the other h a l f 

s e c t i o n , or quarter s e c t i o n , and d r i l l a w e l l 20 f e e t from 

you, and pool you, p o s s i b l y , i f you're going t o have t o 

have a hearing i n every case. 

MR. KELLAHIN: Well, here's the p r o t e c t i o n f o r 

Mr. Gray's example: I f you take an aggressive example l i k e 

he's described, i f there's not unanimous agreement f o r the 

second w e l l i n the pool spacing u n i t , what's your recourse? 

You come t o the D i v i s i o n f o r a modified p o o l i n g r u l e . And 

i f you're so aggressive as t o propose a second w e l l 2 0 f e e t 

from the f i r s t , don't you t h i n k i t begs the Examiner t o 

say, No, i t ' s an unnecessary w e l l , what i n the world are 

you doing? I t ' s s t u p i d , go away. 

Or you can say, I w i l l not l e t you b e n e f i t by 

d r i l l i n g an i n f i l l w e l l and avoiding the p e n a l t y by 

d e p l e t i n g the production from the f i r s t w e l l . What's an 

obvious answer? You r e q u i r e the production from the second 

w e l l t o be a p p l i e d t o pay o f f the penalty on the f i r s t . 

There's some nice s o l u t i o n s , and w e ' l l have t o work through 

them on a case-by-case basis. 

But t o suggest t h a t we should postpone the i n f i l l 

w e l l f o r those unusual s i t u a t i o n s where you have a p o o l i n g 

order and a need f o r a second w e l l because we're a f r a i d we 

can't answer t h a t question, seems t o be not s o l v i n g the 

problem. 
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MR. GRAY: I would — and I r e a l i z e t h i s very-

l a t e i n the game, and I apologize f o r b r i n g i n g t h i s up now, 

because we j u s t thought of i t two days ago, but the -- i t 

would seem t o me t h a t i n conjunction w i t h the new proposed 

r u l e regarding spacing, t h a t perhaps a c o n s i d e r a t i o n should 

be made f o r new r u l e s regarding p o o l i n g . 

MR. KELLAHIN: Mr. Gray, w i t h a l l due respect — 

and h i s question wasn't new t o the Committee. We debated 

t h i s on several occasions before the Committee. We had Mr. 

Pearce t h e r e , a former Commission a t t o r n e y , and Mr. Carr 

and myself and others t h a t do t h i s f r e q u e n t l y , and we d i d 

not see i t t o be an obstacle t h a t d i d n ' t have a s o l u t i o n . 

CHAIRMAN WROTENBERY: Mr. Carr? 

MR. CARR: Trying t o go back a l i t t l e b i t , back 

t o where I was a few minutes ago, we might propose t h i s , or 

advance the D i v i s i o n Committee proposal. I n January, I 

mean, the r e was a r e c o g n i t i o n i t was a major change. And I 

t h i n k the k i n d of questions t h a t are being r a i s e d by 

Nearburg are important questions. And I t h i n k what i t may 

r e q u i r e i s working through the process. I mean, i t ' s l i k e 

t r y i n g t o enact a s t a t u t e and a t the same time a n t i c i p a t e 

how i t would be i n t e r p r e t e d . And I t h i n k t h a t ' s a major 

f u n c t i o n of the D i v i s i o n hearing process. 

CHAIRMAN WROTENBERY: Uh-huh. 

MR. CARR: And I t h i n k when you look a t p o o l i n g 
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orders, g e n e r a l l y you pool c e r t a i n acreage f o r the d r i l l i n g 

of a w e l l and a s p e c i f i c l o c a t i o n or a w e l l a t a standard 

l o c a t i o n . And so yes, i t pools a l l the lands, but 

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

You get i n t o i t , you're going t o have t o evaluate 

whether somebody i s t r y i n g t o take advantage of the guy who 

went out and developed the property by crowding or by j u s t , 

because of the data, proposing a second w e l l --

CHAIRMAN WROTENBERY: Uh-huh. 

MR. CARR: — and the o p t i o n of l e a v i n g the 

pena l t y i n place, 200 percent on the f i r s t w e l l , 50 percent 

p e n a l t y or no penalty on the second, you have the o p t i o n of 

combining the production t o pay o f f the r i s k from both 

w e l l s , t o pay o f f the r i s k penalty i n the f i r s t w e l l before 

you go forward, and a l o t of those t h i n g s are j u s t 

impossible t o a n t i c i p a t e up f r o n t . 

But the concerns are r e a l , the concerns are 

l e g i t i m a t e . And i t seems t o me -- and I don't t h i n k 

Nearburg's saying don't do i t , but I t h i n k t hey're making 

an important comment, and t h a t i s t h a t t h e r e are going t o 

be some t h i n g s t h a t pop up t h a t we r e a l l y can't a n t i c i p a t e . 

I mean, l i k e the question of n o t i c e and how i t r e l a t e s t o a 

s t a t e lease d i f f e r e n t l y . From what Commissioner B a i l e y 

says, i t may be t h a t i t i s a b s o l u t e l y e s s e n t i a l t h a t n o t i c e 

be given t o the government agency in v o l v e d so t h a t they're 
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c e r t a i n they don't have unleased minerals t h a t are going t o 

be drained. 

And I t h i n k b a s i c a l l y as we thrashed through a l l 

of t h i s , the consensus was, what's being proposed i s good. 

What's being proposed i s , i n f a c t , a r e g u l a t o r y , non-tax 

i n c e n t i v e t h a t can r e a l l y give t h i s i n d u s t r y a shot i n the 

arm. 

And I t h i n k t h a t was the o v e r r i d i n g concern, 

where people weren't — t o the f a c t there could be some 

f a l l o u t , t here could be some t h i n g s , you know, t h a t we 

r e a l l y couldn't a n t i c i p a t e . I t h i n k you see i t here i n 

Nearburg's comments, you see i t i n the Commissioner's 

comment. We saw i t i n the Committee j u s t being h e s i t a n t t o 

j u s t completely jump i n t o the pool w i t h o u t a p e r i o d of 

ev a l u a t i o n . 

CHAIRMAN WROTENBERY: Thank you. 

MR. GRAY: I might add, please don't 

misunderstand. We are i n favor of the r u l e change. 

CHAIRMAN WROTENBERY: Thank you. 

MR. GRAY: And the — but I do t h i n k — and we 

got a l i t t l e b i t f u r t h e r than I wanted t o go i n t h a t 

d i s c u s s i o n , but there probably should be some 

co n s i d e r a t i o n , there must be some c o n s i d e r a t i o n f o r n o t i c e s 

t o the nonoperating-agreement-governed p a r t i e s w i t h i n the 

u n i t . 
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CHAIRMAN WROTENBERY: Mr. Foppiano? 

MR. FOPPIANO: Being an engineer, I might have a 

l i t t l e d i f f e r e n t perspective on t h i s issue of the p o o l i n g , 

but i t seems l i k e t o me t h a t the p a r t i e s t h a t -- I'm so r r y , 

Mark? 

MR. GRAY: Mike. 

MR. FOPPIANO: Mike. — t h a t Mike i s r e f e r r i n g 

t o w i l l get n o t i c e , because the second w e l l i s e i t h e r 

d r i l l e d pursuant t o a JOA, and an AFE i s sent out, p a r t i e s 

have an o p p o r t u n i t y t o e l e c t under the JOA, or i t ' s d r i l l e d 

pursuant t o a modified p o o l i n g order, which n o t i c e goes out 

and there's an o p p o r t u n i t y f o r hearing on t h a t proposal. 

So the problem t h a t he describes a c t u a l l y occurs 

today when a fo r c e - p o o l i n g order i s issued f o r Wolfcamp-

Strawn-Atoka-Morrow. The w e l l i s d r i l l e d t o the Morrow, 

completed i n the Morrow, and the operator wants t o go d r i l l 

a second w e l l , i n the other 160 or i n the same 160, f o r one 

of the other horizons. And I mean, t h a t same issue about 

those p a r t i e s t h a t e l ected on the f i r s t w e l l , what about 

n o t i c e on the second well? 

And i t seems l i k e i t s t i l l comes back t o , since 

the p o o l i n g order i s f o r t h a t w e l l , he gets the -- i f 

there's a second w e l l out t h e r e , then a m o d i f i c a t i o n of the 

p o o l i n g order w i l l be re q u i r e d , and t h a t would take care of 

the n o t i c e issue t h a t Mike i s r e f e r r i n g t o . 
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Otherwise, i t ' s d r i l l e d pursuant t o a JOA, and 

a l l those p a r t i e s are g i v i n g — t h e i r r i g h t s are governed 

under t h a t JOA anyway, the r i g h t t o e l e c t or not e l e c t . 

CHAIRMAN WROTENBERY: I appreciate a l l of your 

comments on t h a t p a r t i c u l a r issue. I know you a l l thought 

about t h i s issue before, but t h i s i s a new one on me so 

i t ' s something t h a t I need t o give some more c o n s i d e r a t i o n 

t o . I appreciate you r a i s i n g t h a t issue. 

Any other questions of Mr. K e l l a h i n or Mr. 

Foppiano a t t h i s point? 

Mr. Gray, d i d you want t o go ahead and make your 

comments? 

MR. GRAY: I t h i n k I've p r e t t y much s a i d what I 

needed t o say. 

CHAIRMAN WROTENBERY: Have you? Okay. Okay. 

Mr. Carr, d i d you... 

MR. CARR: Now, I never play by the r u l e s , you 

know, and I r e a l l y would l i k e t o go ahead and put t h i s on 

as a more formal p r e s e n t a t i o n , and the o v e r r i d i n g reason 

i s , t h a t ' s how we prepared i t . 

CHAIRMAN WROTENBERY: Okay, t h a t ' s g r e a t . 

MR. CARR: But we can stop and discuss any p o i n t 

as we go. 

CHAIRMAN WROTENBERY: Okay. 

MR. CARR: A l l r i g h t . 
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CHAIRMAN WROTENBERY: That sounds good. 

MR. CARR: At t h i s time I would l i k e t o c a l l 

David Pearson. Dave i s a petroleum engineer f o r Yates 

Petroleum Corporation, and Dave and I have s u c c e s s f u l l y 

s l i p p e d through the LeMay memo twice i n the l a s t s i x 

months. T e l l you a l i t t l e b i t about t h e . . . 

CHAIRMAN WROTENBERY: Please go ahead. 

DAVID PEARSON. 

the witness h e r e i n , 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. CARR: 

Q. Would you s t a t e your f u l l name f o r the record, 

please? 

A. David Pearson. 

Q. And Mr. Pearson, where do you reside? 

A. I n A r t e s i a , New Mexico. 

Q. By whom are you employed? 

A. Yates Petroleum. 

Q. Have you pr e v i o u s l y t e s t i f i e d before the New 

Mexico O i l Conservation Commission? 

A. No, I have not. 

Q. Could you b r i e f l y review your educational 

background f o r the Commission? 

A. Yes, I have a BS, bachelor of science, i n 
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petroleum engineering from Texas Tech U n i v e r s i t y . 

Q. And when was your degree received? 

A. 1990. 

Q. And since t h a t time, f o r whom have you worked? 

A. I worked f o r seven years f o r Exxon Corporation i n 

Midland, Texas, and f o r a year i n Dallas f o r the Scotia 

Group, a c o n s u l t i n g f i r m , and f o r the l a s t year and a h a l f 

f o r Yates Petroleum i n A r t e s i a , New Mexico. 

Q. And a t a l l times since graduation, have you been 

employed as a petroleum engineer? 

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

Q. Are you f a m i l i a r w i t h the proposed amendments t o 

O i l Conservation D i v i s i o n Rule 104? 

A. Yes, I am. 

Q. And has Yates p a r t i c i p a t e d i n the New Mexico O i l 

and Gas Ass o c i a t i o n Regulatory P r a c t i c e s Committee meeting 

when amendments t o these r u l e s were discussed and 

considered? 

A. Yes, we have. 

Q. Did you per s o n a l l y attend the meeting where Mr. 

Stogner made a d d i t i o n a l presentations t o the group? 

A. Yes, I d i d . 

Q. Have you reviewed these r u l e s and proposals and 

evaluated how these proposed r u l e s would impact development 

of gsa reserves i n southeastern New Mexico? 
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A. Yes, I have. 

Q. Are you prepared t o share the r e s u l t s of t h a t 

work w i t h the Commission? 

A. Yes. 

MR. CARR: At t h i s time I would l i k e t o tender 

Mr. Pearson as an expert i n petroleum engineering, only 

because we'd l i k e t o get i t done. 

CHAIRMAN WROTENBERY: He i s so accepted. 

Q. (By Mr. Carr) Would you b r i e f l y summarize the 

purpose of Yates' p r e s e n t a t i o n i n t h i s proceeding? 

A. Yates — The purpose of our p r e s e n t a t i o n i s t o 

t r y t o present evidence r e l a t i v e t o two s p e c i f i c sets of 

co n d i t i o n s where today we f e e l l i k e the r u l e s , and 

s p e c i f i c a l l y the two LeMay memos, s i g n i f i c a n t l y hinder our 

a b i l i t y t o pr u d e n t l y develop the leases f o r which we're 

operator and responsible t h e r e f o r , both t o the State, 

f e d e r a l lands and fee owners, f o r development. 

We are p a r t i c u l a r l y concerned w i t h the i n f i l l 

w e l l - s p a c i n g issues. We are i n support and have 

p a r t i c i p a t e d i n the development of a consensus through 

NMOGA both on the spacing and the n o t i c e r u l e s , and we 

support the request, s p e c i f i c a l l y are i n t e r e s t e d i n 

supporting the request t h a t the n o t i c e requirement be 

reviewed a f t e r a per i o d of time, t h a t we get a sense of how 

many p r o t e s t s t h e r e are and t h i n g s of t h a t s o r t . 
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Q. Does Yates Petroleum Corporation support an 

amendment t o Rule 104 t o authorize a second w e l l on each 

320-acre gas-spacing and p r o r a t i o n u n i t ? 

A. Yes. 

Q. Have you prepared e x h i b i t s f o r p r e s e n t a t i o n i n 

t h i s case? 

A. Yes, I have. 

Q. Let's f i r s t go t o the Burton F l a t s , and t h i s i s 

the pool t h a t Mr. Foppiano discussed. And I might j u s t 

note we're going t o t a l k about a p o r t i o n of t h i s r e s e r v o i r 

as an example. 

And I might also p o i n t out t h a t because of the 

LeMay memo, we have found a r e l a t i v e l y l i m i t e d number of 

examples we can b r i n g and c i t e t o you, because t h e r e are 

not many areas where there are spacing u n i t s — i n t h i s 

case, three -- next t o each other, where i n f a c t an i n f i l l 

w e l l has been d r i l l e d on a 3 2 0-acre gas u n i t . 

Mr. Pearson, would you i d e n t i f y what has been 

marked as Yates E x h i b i t Number 1? 

A. Yes, Yates E x h i b i t Number 1 i s a base map showing 

the p e n e t r a t i o n s t o the Morrow depth i n the area of 

Township 2 0 South, Range 2 9 East. I t shows a n i n e - s e c t i o n 

area — there's not a convenient way t o summarize t h a t , but 

centered on Section 17. I n t h a t area there's r e l a t i v e l y 

f u l l development, or s i x of the section s , anyway, are f u l l y 
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developed w i t h 32 0-acre p r o r a t i o n u n i t s . Two are not 

completely developed. 

I've drawn s o r t of a reference frame i n the 

center t o draw your a t t e n t i o n t o the approximately 1000-

acre area, or the three p r o r a t i o n u n i t s , t h a t do, i n f a c t , 

have i n f i l l w e l l s d r i l l e d on them. As Mr. Carr made 

reference t o , i t ' s d i f f i c u l t t o l o c a t e s p e c i f i c examples i n 

New Mexico r i g h t now where there are p r o r a t i o n u n i t s w i t h 

second w e l l s . There are a number of cases where t h e r e are 

w e l l s t h a t are o f f s e t from each other by 2600 f e e t , roughly 

the e q u i v a l e n t of what we're t a l k i n g about. This i s — 

Q. What do you have here? Three standup spacing 

u n i t s ? 

A. There are three standup spacing u n i t s , t h a t ' s 

c o r r e c t , and i t ' s a mix of f e d e r a l and fee land. 

The e x h i b i t shows each of the w e l l s w i t h the name 

of the o r i g i n a l operator, and the names — There are 

several r e s e r v o i r s here, and so the names have changed on 

the w e l l s or on the lease name as you come from the deepest 

r e s e r v o i r i n the Morrow, the Atoka, up i n t o the Strawn, the 

Delaware, and the r e w i l l be another e x h i b i t where t h e r e 

could be some confusion from t h a t . So what I've done i s , 

I've l a b eled each of the w e l l s t h a t are of s p e c i f i c 

i n t e r e s t i n the lower l e f t - h a n d corner, j u s t w i t h a 

reference number. The reference number i s i n the sequence 
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i n which the w e l l s were d r i l l e d , the f i r s t w e l l being 

d r i l l e d i n 1974 and the l a s t w e l l being d r i l l e d and coming 

on pr o d u c t i o n i n 1984. 

Q. As these spacing u n i t s were developed -- Run 

through i t . Where were the o r i g i n a l w e l l s d r i l l e d ? 

A. Okay, there are three standup spacing u n i t s . The 

other t h i n g t h a t y o u ' l l note t h a t I've annotated by hand on 

the base map i s , i n the lower r i g h t - h a n d corner below each 

w e l l , i s the date a t which the w e l l was d r i l l e d or came on 

pro d u c t i o n . 

The three o r i g i n a l 320-acre w e l l s on the spacing 

u n i t s were i n the northern p a r t of each -- no r t h e r n h a l f of 

each spacing u n i t or the northern quarter of each spacing 

u n i t , and they're Wells Number 1, Number 2 and Number 3. 

One was operated by Texas O i l and Gas, now Marathon. One 

was operated by Yates Petroleum. And the other one was 

o r i g i n a l l y operated i n Section 16 — excuse me, i n the west 

h a l f of Section 16. I t ' s now labeled as J.C. Williamson, 

but i t was o r i g i n a l l y operated by Marathon or TXO and has 

since been sold t o J.C. Williamson. 

Q. So a t the end of 1976 we had t h r e e standup 

spacing u n i t s dedicated t o s i n g l e gas w e l l s i n the n o r t h 

h a l f of each of those spacing u n i t s ? 

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

Q. And then what happened? 
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A. Beginning i n 1984, a f t e r about 90 percent of the 

gas reserves i n the northern w e l l s had been produced, t h e r e 

were i n f i l l w e l l s d r i l l e d i n the southern h a l f of each of 

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

Q. So the f i r s t one was i n 1982? 

A. I'm s o r r y , 1982. 

Q. And t h a t ' s the — ? 

A. The w e l l labeled Number 4, which i s i n the west 

h a l f — the southern quarter s e c t i o n of the west h a l f of 

Section 16. 

Q. A l l r i g h t . Let's go t o E x h i b i t Number 2, and I ' d 

ask you t o e x p l a i n what t h i s i s . You might i d e n t i f y a l l 

the subparts of the e x h i b i t . 

A. Okay. E x h i b i t Number 2 i s intended t o go w i t h 

the f i r s t e x h i b i t , and what i t i s i s a p r o d u c t i o n p l o t f o r 

each of the s i x w e l l s of i n t e r e s t w i t h i n the frame of 

reference. 

The production i s p l o t t e d i n s o r t of an unusual 

f a s h i o n , j u s t t o make the d i s p l a y more compact and easier 

t o evaluate. The production i s the annual p r o d u c t i o n i n 

BCF, annual gas production of each of the w e l l s i n BCF on a 

common time a x i s so t h a t you can see the sequence of events 

i n terms of development and the production r a t e s when they 

came on production. 

And over on the f a r l e f t - h a n d side of the t a b l e 
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y o u ' l l see reference numbers f o r each of the w e l l s . On the 

f a r r i g h t - h a n d side, the bar i s the cumulative p r o d u c t i o n 

f o r each of the w e l l s . And the bar graphs i n the center of 

the t a b l e are the amount of gas produced each year. Just 

f o r reference, the top w e l l t h e r e , the TXO Yates Federal 

Number 3, produced approximately a BCF a year i n t h a t f i r s t 

b i g year production i n 1975. 

Q. A l l r i g h t . Now, what does t h i s show us? 

A. What t h i s shows us -- B a s i c a l l y , i t shows two 

t h i n g s . There are — three t h i n g s . 

The primary f u n c t i o n of the p l o t i s t o show you 

t h a t t h e r e were a d d i t i o n a l w e l l s d r i l l e d i n the southern 

h a l f of each of these p r o r a t i o n u n i t s , and each of those 

w e l l s came on production at r a t e s t h a t were e q u i v a l e n t t o 

the i n i t i a l p roduction of the i n i t i a l w e l l s i n the 

p r o r a t i o n u n i t , i . e . , the l i k e l i h o o d t h a t t h e r e was good 

pressure communication between these w e l l s on 160-acre 

spacing i s very low. 

S p e c i f i c a l l y r e l e v a n t t o t h a t i s the f a c t t h a t 

a l l of the t h r e e o r i g i n a l w e l l s were producing a t r a t e s 

t h a t were less than f i v e percent of t h e i r i n i t i a l 

p r o d u c t i o n r a t e a t the time t h a t two of the t h r e e i n f i l l 

w e l l s were d r i l l e d , and those w e l l s produced a t e q u i v a l e n t 

i n i t i a l p r oduction r a t e s t o the o r i g i n a l w e l l s . I had t o 

come a t t h i s from a s o r t of roundabout way, because t h e r e 
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are several operators here, and we d i d n ' t have access t o 

a c t u a l pressure data i n a l l of the w e l l s , which would be 

the b e t t e r way of showing t h i s case. 

Q. I s i t f a i r t o say t h a t b a s i c a l l y the t h r e e 

o r i g i n a l w e l l s on the spacing u n i t s had produced most of 

the p r o d u c t i o n a v a i l a b l e t o them before i n f i l l w e l l s were 

d r i l l e d on t h i s spacing u n i t ? 

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

Q. The i n f i l l w e l l s came on and, a t l e a s t i n two of 

the cases, produced a t ra t e s which were comparable t o the 

o r i g i n a l wells? 

A. That's c o r r e c t . That would be the primary p o i n t 

of t he e x h i b i t . 

Q. Now, when we look a t the pages behind t h a t f i r s t 

page, those are j u s t i n d i v i d u a l w e l l p l o t s from D w i g h t ' s 

t h a t would support the bar graphs on — 

A. That's c o r r e c t , we included them and attached 

them j u s t t o show the t r a d i t i o n a l way, p r e s e n t i n g the data 

too. 

Q. Okay, l e t ' s go t o E x h i b i t Number 3. W i l l you 

review t h a t , please? 

A. E x h i b i t Number 3 i s a summary of the f i r s t two 

e x h i b i t s . The f u n c t i o n of t h i s e x h i b i t i s t o demonstrate 

t o you the a d d i t i o n a l recovery derived i n t h i s low-

c o n t i n u i t y case from p u t t i n g a second w e l l or an i n f i l l 
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w e l l on the p r o r a t i o n u n i t . 

The top p a r t of the e x h i b i t summarizes and 

presents the t o t a l f o r the o r i g i n a l w e l l s on the 320-acre 

p r o r a t i o n u n i t . There were three w e l l s t h a t were d r i l l e d . 

The reference number i s over i n the l e f t - h a n d column, the 

w e l l name i s i n the center column, and the cumulative gas 

p r o d u c t i o n — which, f o r those three w e l l s , i s , i n f a c t , 

the t o t a l or u l t i m a t e recovery of the w e l l s as they've a l l 

been recompleted t o other zones -- t h a t p r o d u c t i o n , t o t a l 

p r o d u c t i o n from the o r i g i n a l w e l l s was about 5.1 BCF. 

The second p o r t i o n of the t a b l e summarizes the 

p r o d u c t i o n t o date from the i n f i l l w e l l s d r i l l e d on the 

320-acre u n i t s , and the format i s the same. The l e f t - h a n d 

column i s the reference number t o E x h i b i t Number 1. And 

the t o t a l p r oduction from the i n f i l l w e l l s i s a c t u a l l y 

somewhat higher than the production from the o r i g i n a l 

w e l l s . I t ' s about 5.7 BCF. One of those w e l l s , the Yates 

B.C. Williamson, i s s t i l l under production today, although 

t h a t 3.2 BCF number represents probably 95 percent of the 

reserves t h a t w i l l come from t h a t w e l l u l t i m a t e l y . 

The r a t i o of the a d d i t i o n a l recovery from the 

i n f i l l w e l l s t o the i n i t i a l recovery from a s i n g l e w e l l on 

the 320-acre u n i t i s about 1.1 t o 1. And the primary p o i n t 

of the e x h i b i t would be t o h i g h l i g h t t h a t the reserves t h a t 

would be wasted i f we were not allowed t o d r i l l a second 
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w e l l on these p r o r a t i o n u n i t s are a c t u a l l y g r e a t e r than the 

reserves t h a t were developed by the o r i g i n a l w e l l s i n the 

p r o r a t i o n u n i t s . 

Q. Could you give us your o p i n i o n as t o the reason 

f o r the high recoveries from the second w e l l s on each of 

these u n i t s ? 

A. Yes, s p e c i f i c a l l y i t ' s r e l a t e d t o the low 

c o n t i n u i t y . I can speak from the pressure data t h a t we 

have f o r the Yates w e l l s , and we operate several w e l l s i n 

the area. I t ' s r e l a t e d t o the low c o n t i n u i t y , and although 

I'm not a g e o l o g i s t I've been advised by our g e o l o g i s t t h a t 

the s t r a t i g r a p h i c complexity i n t h i s area i s very h i g h , and 

i n d i v i d u a l sands are d i f f i c u l t t o c o r r e l a t e on 320-acre 

spacing, which i s not uncommon i n the Morrow. 

Q. Because of t h i s low-sand c o n t i n u i t y i n the 

Morrow, would t h a t also apply, probably, t o the Atoka as 

wel l ? 

A. I b e l i e v e so. I t ' s d i f f i c u l t — We're g e t t i n g 

f a r enough south t h a t we're g e t t i n g i n t o an area where i t ' s 

somewhat d i f f i c u l t t o generalize about the Atoka. 

Q. Because of t h i s low c o n t i n u i t y , then, the second 

w e l l i s not, i n e f f e c t , competing w i t h the f i r s t w e l l f o r 

the same reserves; i s n ' t t h a t f a i r t o say? 

A. That's c o r r e c t , and t h a t would be the primary 

p o i n t I ' d have you take away from E x h i b i t Number 2. 
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Q. What conclusions have you reached from t h i s 

i n f o r m a t i o n on Burton Flats? 

A. The primary conclusion I would reach i s t h a t i t 

i s necessary i n t h i s s p e c i f i c area, and based on my 

experience i n a f a i r l y large number of Morrow p r o r a t i o n 

u n i t s , t o put a second w e l l i n t h a t p r o r a t i o n u n i t t o 

e f f e c t i v e l y d r a i n a l l of the reserves t h a t are under t h a t 

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

Q. You're f a m i l i a r w i t h the D i v i s i o n memoranda t h a t 

l i m i t the development of these spacing u n i t s a t t h i s time 

w i t h a second w e l l , unless there are showings of 

ex t r a o r d i n a r y impact on c o r r e l a t i v e r i g h t s ; i s t h a t 

c o r r e c t ? 

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

Q. Mr. Pearson, based on your understanding of t h a t 

memo, would any of these i n f i l l w e l l s on the t h r e e spacing 

u n i t s you've j u s t discussed be able t o meet the t e s t set by 

t h a t memo? 

A. No. I n f a c t , I have p a r t i c u l a r experience w i t h 

the memo, as we have r e c e n t l y contested two cases, 

s u c c e s s f u l l y contested two cases r e l a t e d t o those problems. 

There i s not enough data a v a i l a b l e from the o f f s e t 

operators t o show co n c l u s i v e l y t h a t t here would be — f o r 

us t o b u i l d a conclusive case t h a t we were s u f f e r i n g harm, 

which i s one of the two c r i t e r i a under the LeMay memo, from 
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not being able t o d r i l l a second w e l l on the p r o r a t i o n u n i t 

i n a t i m e l y f a s hion. I t would r e q u i r e the o f f s e t operators 

t o g i v e us t h e i r — some pressure data, which they may or 

may not have acquired, and i t serves -- The standard t h a t 

was set under the LeMay memo not only r e q u i r e s you t o show 

t h a t you are not harming someone else's c o r r e l a t i v e r i g h t s 

but t h a t your r i g h t s are, indeed, being harmed too. And as 

a p r a c t i c a l matter, i t ' s very d i f f i c u l t t o have access t o 

a l l the data t h a t you need t o show t h a t . 

Q. I s i t your opinion t h a t those memos would 

e f f e c t i v e l y preclude the d r i l l i n g of a second w e l l on these 

u n i t s u n t i l a f t e r the f i r s t has been plugged and abandoned? 

A. Yes, t h a t ' s c o r r e c t . 

Q. Let's now go t o the next set of e x h i b i t s , 

E x h i b i t s 4 through 6, which r e l a t e t o Yates' recent e f f o r t s 

i n the L i t t l e Box Canyon. I s t h i s i n v o l v e d i n case i t was 

brought before the D i v i s i o n and you were granted an 

exception t o the LeMay memo? 

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

Q. Okay, l e t ' s go, and would you f i r s t e x p l a i n what 

has been marked as Yates E x h i b i t Number 4? 

A. Yates E x h i b i t Number 4 i s s i m i l a r t o the previous 

base-map e x h i b i t . I t i s a base map showing the f i v e 

Morrow-depth penetrations i n the area, Township 21 South, 

Range 22 East. On t h i s one i t shows s p e c i f i c a l l y Section 7 
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and Section 18. And I've labeled i t i n the same fa s h i o n . 

There are three w e l l s t h a t are of p a r t i c u l a r 

relevance here. There are two Morrow sands t h a t were 

developed. There's a lower Morrow sand. I t was developed 

by the thr e e w e l l s t h a t are labeled Number 1, Number 2 and 

Number 3. That sand has an a c t i v e water d r i v e . 

The w e l l s t o the east of those t h r e e , which are 

not l a b e l e d , were developed t o the shallower Cisco Canyon 

carbonate r e s e r v o i r and t o an upper Morrow sand. They d i d 

not encounter the lower Morrow sand t h a t has the water 

d r i v e . 

Q. Let's go now t o E x h i b i t Number 5. Would you 

review t h a t ? 

A. E x h i b i t Number 5 are two of the t h r e e p r o d u c t i o n 

p l o t s f o r the w e l l s i n the area. The f i r s t one i s labeled 

Well Number 1 i n the upper right-hand corner. I t ' s the 

prod u c t i o n p l o t f o r the Yates Mescal Federal Number 1. 

I t ' s important t o note t h a t a l l three of these w e l l s were 

operated by Yates, and we were able t o p r e v a i l i n our 

attempt t o overcome the LeMay memos, because we had a very 

complete production h i s t o r y and pressure h i s t o r y on these 

w e l l s . 

I r o n i c a l l y , the Yates Mescal Federal Number 1 and 

the Yates L i t t l e Box Canyon Number — i t ' s l a b e l e d on the 

map, Number 5 — were d r i l l e d w i t h i n a few months of each 
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other. 

The Yates L i t t l e Box Canyon Number 5 was not 

allowed t o come on production because of p i p e l i n e 

c o n s t r a i n t s i n the area a t the time, and t h e r e was a s e r i e s 

of hearings — I'm not f a m i l i a r w i t h a l l the s p e c i f i c s — 

t h a t were r e l a t e d t o the marginal w e l l , and i t was d u r i n g 

the mid-Eighties when there was a collapse i n the market 

demand. And so the Yates L i t t l e Box Canyon Number 5 was 

used as a monitor w e l l i n the r e s e r v o i r f o r t h r e e or fo u r 

years and was not allowed t o come on pro d u c t i o n u n t i l 1986. 

So we have a production h i s t o r y where we — t r u e 

p r o d u c t i o n i n Mescal Federal Number 1, the r e was a d e c l i n e 

i n pressure. There were pressures measured i n Mescal Fed 

Number 1 and the L i t t l e Box Canyon Number 5 simultaneously 

a t several p o i n t s t h a t showed a pressure d e c l i n e and very 

good c o n t i n u i t y between those two w e l l s , d u r i n g a p e r i o d of 

time when the L i t t l e Box Canyon Number 5 was not producing. 

But the E x h i b i t s — E x h i b i t Number 2, t o go back 

t o — 

Q. E x h i b i t Number 5. 

A. Or excuse me, E x h i b i t Number 5, are the two 

prod u c t i o n p l o t s , the Mescal Federal Number 1 and the 

L i t t l e Box Canyon Number 5, which i s labeled as Well 2. 

The names, again, have changed out here. There was a u n i t 

t h a t was di s s o l v e d , and so the lease name t h a t ' s c a r r i e d on 
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the D w i g h t ' s p l o t i s somewhat d i f f e r e n t than what's c a r r i e d 

on the mapping. 

Q. Mr. Pearson, l e t ' s take a look a t E x h i b i t Number 

4, and I would ask you t o simply e x p l a i n what i t was you 

were attempting t o achieve when you sought a u t h o r i z a t i o n t o 

produce two w e l l s on t h a t 3 2 0-acre spacing u n i t . And you 

may want t o also r e f e r t o the data i n E x h i b i t 6 as you do. 

A. As I've p r e v i o u s l y made reference t o , t h e r e was 

an a c t i v e water d r i v e . The sand of i n t e r e s t proceeds t o 

the south some distance, and there i s an a q u i f e r t h a t ' s 

approximately ten times the size of the gas r e s e r v o i r here. 

The contact w i t h the a q u i f e r a c t u a l l y occurred i n the sand, 

which i s about 50 f e e t t h i c k i n Mescal Federal Number 1, 

the i n i t i a l w e l l brought on production i n the area. We 

began t o produce the w e l l i n 1982 and produced roughly 1.8 

BCF of gas out of the Morrow i n t h a t w e l l before i t watered 

out, as you can see on the production p l o t s i n E x h i b i t 

Number 5. 

Subsequent t o the recompletion of the — or 

s h o r t l y before the recompletion and watering out of Mescal 

Fed Number 1, the L i t t l e Box Canyon w e l l was brought on 

p r o d u c t i o n , and we observed the continued movement of the 

a q u i f e r up t o an encroachment on the p e r f o r a t i o n s on the 

L i t t l e Box Canyon Number 5. 

I n 1998 we began t o study the area and see i f 
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th e r e was o p p o r t u n i t i e s f o r a d d i t i o n a l recovery, and i t 

became apparent t o us t h a t there probably were. As a 

consequence of some modeling and a d d i t i o n a l geologic study, 

we i d e n t i f i e d t h a t the sand probably continued t o the n o r t h 

of the L i t t l e Box 5 l o c a t i o n , and there was an adequate 

l o c a t i o n a v a i l a b l e . However, we could not d r i l l and 

produce a second w e l l on t h a t p r o r a t i o n u n i t w i t h o u t — 

because — or wi t h o u t c o n f r o n t i n g the LeMay memos. 

The o b j e c t i v e of p u t t i n g a second w e l l on the 

p r o r a t i o n u n i t was t w o f o l d . F i r s t one was the obvious one, 

i . e . , move f a r t h e r u p s t r u c t u r e and get away from the water 

contact. 

The need f o r simultaneous d e d i c a t i o n , or a second 

w e l l on the p r o r a t i o n u n i t , came from c o n t r o l l i n g the 

i n f l u x of the a q u i f e r . A common procedure i n management of 

gas w e l l s on a c t i v e a q u i f e r s i s t o t r y t o dewater the 

a q u i f e r and lower the abandonment pressure on the r e s i d u a l 

s a t u r a t i o n of the gas i n the a q u i f e r . I t ' s f a i r l y uncommon 

i n New Mexico because we j u s t don't have t h a t many water-

d r i v e r e s e r v o i r s . I t ' s very common on the Gulf Coast of 

Texas and Louisiana, where they have a l o t of gas on water-

d r i v e r e s e r v o i r s . 

And because we had — i t was c o n t r o l l e d by one 

operator, we had a very d e t a i l e d pressure h i s t o r y and were 

able t o co n s t r u c t a case t h a t showed Examiner Stogner t h a t 
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we would, i n f a c t , lose reserves i f we were not allowed t o 

produce both w e l l s under t h a t p r o r a t i o n u n i t . 

Q. I n t h a t p r o r a t i o n u n i t , by producing both w e l l s 

c o n c u r r e n t l y i n t h i s 320-acre spacing u n i t , i n f a c t , you 

were able t o produce the northernmost w e l l by c o n t i n u i n g t o 

produce the southernmost w e l l a t the same time; i s t h a t 

r i g h t ? 

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

Q. And what you were able t o achieve by being able 

t o implement these development and oper a t i o n techniques was 

t o increase the u l t i m a t e recovery from t h i s spacing u n i t ? 

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

Q. I n Burton F l a t , the example showed reserves t h a t 

were delayed by a r u l e t h a t allows only one w e l l on a 

spacing u n i t , and the LeMay memos, cor r e c t ? 

A. Correct. 

Q. Does t h i s case show you t h a t there are 

circumstances where t h a t memo and t h i s r u l e a c t u a l l y caused 

a waste of reserves, reserves t h a t cannot l a t e r be 

recovered? 

A. That's c o r r e c t . I f you d i d n ' t produce both w e l l s 

under t h i s p r o r a t i o n u n i t simultaneously, you would not be 

able t o recover approximately 500 t o 600 m i l l i o n cubic f e e t 

of gas t h a t would be recovered otherwise by the new updip 

w e l l . 
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Q. And E x h i b i t 6 i s the summary of the i n f o r m a t i o n 

on t h i s spacing u n i t ? 

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

Q. And what does i t -- What conclusion can you 

reach? 

A. The conclusion t h a t you can reach i s t h a t there's 

a t o t a l of about 1.5 BCF of reserves, a d d i t i o n a l reserves, 

t h a t were developed on t h i s p r o r a t i o n u n i t as a f u n c t i o n of 

having a second w e l l on the p r o r a t i o n u n i t . 

Q. I s 1.5 BCF a commercial Morrow well? 

A. Yes. 

Q. I f these p r o p e r t i e s had not been under the 

c o n t r o l of one operator, would you have had the data 

necessary t o b r i n g t h i s case t o the OCD? 

A. No. 

Q. I f you had not been able t o get the exception t o 

t h i s memo, would those 1.5 BCF gas reserves have been 

wasted? 

A. They would have been, because the second w e l l 

would not have been economic t o d r i l l , based simply on the 

reserves. Based on the a d d i t i o n a l distance or hei g h t we 

could gain above the presence of the water l e v e l from the 

a q u i f e r i n f l u x i n the L i t t l e Box Canyon Number 5, we d i d n ' t 

t h i n k t h a t the reserves would be economic t o j u s t i f y 

d r i l l i n g a w e l l . 
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Q. I t should be apparent. Summarize Yates 1 

recommendation concerning the LeMay memos. 

A. Yates would l i k e t o see the LeMay memos e i t h e r 

withdrawn or superseded by t h i s r u l i n g g r a n t i n g an i n f i l l 

w e l l on a p r o r a t i o n u n i t . We have considerable experience 

i n a number of places where we f e e l l i k e t h i s would allow 

us t o d r i l l r e l a t i v e l y l o w - r i s k w e l l s t h a t cannot be 

developed today because of the standards, the h i g h standard 

or the hurdle t h a t 1 s set by the LeMay memos. 

Q. And what i s Yates 1 recommendation concerning the 

proposed amendment t o Rule 104 t o autho r i z e a second w e l l 

on each 320-acre gas-spacing u n i t ? 

A. We would l i k e t o see t h a t adopted as soon as 

po s s i b l e . 

Q. Who would b e n e f i t , i n your o p i n i o n , from the 

adoption of t h i s r u l e ? 

A. I r o n i c a l l y , the two most s i g n i f i c a n t 

b e n e f i c i a r i e s would be the r o y a l t y owners, and probably the 

— " i r o n i c a l l y " maybe i s not the r i g h t word, but the two 

most s i g n i f i c a n t b e n e f i c i a r i e s would be the r o y a l t y owners 

and the s e r v i c e i n d u s t r i e s i n the s t a t e . 

You know, i t ' s an economic d e c i s i o n f o r the 

operator as t o whether they put a second w e l l on a 

p r o r a t i o n u n i t , but the r o y a l t y i n t e r e s t owner doesn't bear 

any r i s k i n terms of g e t t i n g an i n f i l l w e l l on a p r o r a t i o n 
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u n i t . 

Obviously, the operators, i f the w e l l s were 

successful, would also be b e n e f i c i a r i e s . But the obvious 

-- or the l o w - r i s k b e n e f i c i a r i e s are the companies t h a t 

c o n s t r u c t the wellbores and the completions and the r o y a l t y 

owners who don't have t o ou t l a y — you don't see any o u t l a y 

of money as a f u n c t i o n of d r i l l i n g a second w e l l . 

Q. I n your opinion, w i l l amendment of Rule 104 t o 

aut h o r i z e a second w e l l on each 320-acre spacing u n i t 

r e s u l t i n the recovery of o i l and — or gas t h a t otherwise 

would be l e f t i n the ground? 

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

Q. Were E x h i b i t s 1 through 6 prepared by you? 

A. Yes. 

MR. CARR: At t h i s time, may i t please the 

Commission, we'd move the admission i n t o evidence of 

E x h i b i t s 1 through 6. 

CHAIRMAN WROTENBERY: We'll i n c l u d e E x h i b i t s 1 

through 6 i n the record. 

MR. CARR: And t h a t concludes my examination of 

Mr. Pearson. 

CHAIRMAN WROTENBERY: Thank you, Mr. Carr, Mr. 

Pearson. 

Any questions, Commissioners? 

COMMISSIONER BAILEY: No. 
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COMMISSIONER LEE: Ms. Chairman. 

EXAMINATION 

BY COMMISSIONER LEE: 

Q. I n every w e l l you cease the p r o d u c t i o n , i t ' s 

because of the water, the water production i s too much? 

A. I'm so r r y , which area are you r e f e r r i n g to? 

Q. Most of the w e l l s you cease p r o d u c t i o n , i t ' s 

because the water production i s too much, r i g h t ? 

A. Not i n the Burton F l a t s area. I n the Burton 

F l a t s area, the w e l l s are a l l v o l u m e t r i c and produce 

b a s i c a l l y j u s t condensed water, and we saw pressure 

d e p l e t i o n and r a t e s go away. The L i t t l e Box Canyon area, 

we d i d cease production because the water — we ceased 

pr o d u c t i o n because the water production loaded — 

Q. Not because of pressure depletion? 

A. There was some pressure d e p l e t i o n as w e l l . I t ' s 

a combined d r i v e mechanism. The a q u i f e r i s about 10 or 12 

times the s i z e of the gas r e s e r v o i r , so i t ' s not a very 

stro n g — I mean, i t ' s a moderate- t o low-strength type of 

a q u i f e r . 

Q. What's the p i p e l i n e pressure on the surface? 

A. P i p e l i n e pressure i n the L i t t l e Box Canyon area 

i s about -- w e l l , i t was running — a t the time t h a t these 

w e l l s were i n — There's been some a d d i t i o n a l development 

i n the area, so the pressure has changed. At the time 
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these w e l l s were produced, the pressure was about 450 

pounds, and we had i n s t a l l e d compression on the two 

producing w e l l s there t o have t h e i r f l o w i n g - t u b i n g pressure 

reduced t o about 8 0 pounds. The c u r r e n t pressure i s about 

920 pounds. There's been some new produc t i o n brought --

Q. You f r e e - f l o w your gas i n t o the p i p e l i n e ? 

A. No, they f l o w through compression. 

Q. Compression. 

A. Yeah. And the — 

Q. I s i t possible you produce i t too f a s t ? 

A. I t i s possib l e . The ra t e s — I t ' s u n l i k e l y . We 

have done some c r i t i c a l - r a t e c a l c u l a t i o n s . That was p a r t 

of the testimony t h a t was entered as a p o r t i o n of g e t t i n g 

permission t o fo r c e the p i p e l i n e t o take the gas from the 

L i t t l e Box Canyon Number 5, and we showed t h a t we were 

producing below what were c a l c u l a t e d t o be the c r i t i c a l 

r a t e s . 

Q. What drawdown do you have? 

A. About 2 00 pounds. 

Q. O r i g i n a l pressure? 

A. From o r i g i n a l , and even today, the w e l l s are not 

produced a t a f u l l open choke, they're produced because 

i t -- The L i t t l e Box Canyon Morrow sands are somewhat 

unusual. They're about 22- t o 24-percent p o r o s i t y , and 

depending on which w e l l , there are cores i n some of the new 
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w e l l s t h a t have been done — 

Q. I thought you said i t ' s by compression, your gas 

i s by compressor. Then why do you leave the choke down? 

A. Because the way we were r e s t r i c t i n g the 

pro d u c t i o n r a t e i n t o the compressor, was the p o i n t I was 

d r i v i n g a t , the w e l l s were capable of d e l i v e r i n g very high 

volumes. The CAOFs on the w e l l s would be 3 5 or 4 0 m i l l i o n 

a day, and i t was i m p r a c t i c a l t o pay f o r compression, you 

know, obviously, t o compress 20 m i l l i o n a day, and the 

w e l l s were produced a t ra t e s between 3 and 5 m i l l i o n cubic 

f e e t a day, and the choice — I t ' s j u s t an o p e r a t i o n a l 

matter. We were running l i n e heaters on them, and you 

could take the pressure drop. 

Once the pressure was depleted, they were on 

compression. They were not on compression f o r t h e i r f u l l 

l i f e . I n the e a r l y stages where there were l i m i t a t i o n s on 

the volume t h a t could be d e l i v e r e d i n t o the p i p e l i n e , the 

w e l l s were produced under chokes. And a t no p o i n t d u r i n g 

the l i f e d i d the production r a t e s exceed about 5 m i l l i o n 

cubic f e e t a day. 

Q. I s t h i s w e l l f r a c t u r e d ? 

A. No. 

Q. No f r a c t u r e . They why — You know there's an 

a q u i f e r t h e r e . Why are you doing the compression? 

A. The compression was not i n s t a l l e d u n t i l the 
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r e s e r v o i r pressure became low enough t h a t we were not able 

t o continue t o d e l i v e r the r a t e s . Once the w e l l s t a r t e d 

l o a d i n g up, we added the compression t o help i t l i f t the 

water. I t produced — I f y o u ' l l look a t the second e x h i b i t 

i n E x h i b i t 5, you can see the l i f e h i s t o r y , where there's 

been a great deal of water from the w e l l . 

Q. The f i r s t — E x h i b i t 1, the one, two, t h r e e , 

f o u r , f i v e , s i x , can you roughly t e l l me what's the 

pressure, i n i t i a l pressure? 

A. The i n i t i a l pressure was about 4 000 p . s . i . 

Q. 4000. That's one? That's f o r one? 

A. For each of the w e l l s . I don't have a pressure 

measurement on those w e l l s , I'm j u s t e s t i m a t i n g from the — 

Q. D i f f e r e n t time, a l l have one, 4000 p.s.i.? 

A. I don't know. My conclusion t h a t they would a l l 

have the same i n i t i a l pressure i s drawn by the r e l a t i v e l y 

s i m i l a r r a t e s a t which they produced when they were brought 

on pro d u c t i o n . Part of the d i f f i c u l t y t h a t we're d e a l i n g 

w i t h , w i t h the LeMay memos i s , i f the o f f s e t — i f you 

don't operate a l l of the w e l l s , you don't n e c e s s a r i l y have 

access t o t h a t pressure data. The State doesn't r e q u i r e 

you t o r e p o r t accurate pressure data i n New Mexico, and — 

Q. I'm w i t h you. 

A. Okay. The number I'm quoting was measured i n our 

w e l l s , and i s roughly what the gr a d i e n t would be i n t h a t 
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area. 

The abandonment pressure i n our w e l l s was about 

1200 pounds. The sand q u a l i t y here i s nowhere near what i t 

i s a t L i t t l e Box Canyon. I f we succeed i n dewatering the 

a q u i f e r t h e r e , we expect t o abandon t h a t a t about 500 or 

600 pounds. 

COMMISSIONER LEE: Thank you, I have no 

questions. 

CHAIRMAN WROTENBERY: Thanks. Anything else? 

Thank you, Mr. Pearson. 

Mr. Carr — 

MR. CARR: Thank you very much, t h a t concludes 

our — 

CHAIRMAN WROTENBERY: — d i d you — Anything else 

you wanted t o --

MR. CARR: No. 

CHAIRMAN WROTENBERY: — t o present? We could 

swear you i n . 

MR. KELLAHIN: Please do. 

MR. FOPPIANO: Tom has a yearbook he wants t o 

p u l l out. 

(Laughter) 

MR. CARR: You understand t h a t i n the past Mr. 

K e l l a h i n has o f f e r e d our high school yearbook, and I would 

j u s t l i k e t o go on record as s t a t i n g t h a t I d i d have h a i r 
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a t t h a t time — 

(Laughter) 

MR. CARR: — but t h a t i f he ever t r i e s i t again, 

I've got some r e b u t t a l out of t h a t yearbook. 

(Laughter) 

MR. CARR: Thank you. 

CHAIRMAN WROTENBERY: I s the r e anybody else t h a t 

wanted t o make a comment or present some i n f o r m a t i o n on --

MR. GRAY: Yes, I'm — I hate t o go back t o t h a t 

o l d issue. 

CHAIRMAN WROTENBERY: Well, come on up. 

MR. GRAY: Okay. And I'm Mike Gray w i t h Nearburg 

Producing Company. 

And having had a l i t t l e b i t more time t o t h i n k 

about t h i s w h i l e the other testimony was going on, i t ' s my 

understanding t h a t the Commission's proposed r u l e would not 

r e q u i r e hearing; i s t h a t correct? For a second w e l l i n a 

320? 

CHAIRMAN WROTENBERY: I t wouldn't r e q u i r e a 

hearing i n a l l cases. I mean, what we're t h i n k i n g about 

now i s a l l o w i n g the o p t i o n a l second w e l l . But the issue 

i s , do we r e q u i r e any notice? I f so, t o whom? I f we do 

inc l u d e a n o t i c e p r o v i s i o n i n the r u l e , as Mr. K e l l a h i n 

l a i d i t out, what NMOGA i s suggesting, i t would be the 

operator t h a t would provide the n o t i c e , and i f somebody d i d 
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o b j e c t , then the operator would have t o decide, I guess, 

whether t o proceed or t o come i n and ask f o r a hearing. I f 

somebody d i d o b j e c t then, yes, the only way t o go forward 

w i t h g e t t i n g approval of the second w e l l would be t o go t o 

hearing. 

MR. GRAY: Okay. And then b a r r i n g o b j e c t i o n , i f 

t h e r e i s no o b j e c t i o n , the l o c a t i o n could be 

a d m i n i s t r a t i v e l y approved by the D i s t r i c t O f f i c e ? 

CHAIRMAN WROTENBERY: Yes, the operator would 

submit evidence t h a t they had, i n f a c t , given whatever 

n o t i c e we u l t i m a t e l y decide i s r e q u i r e d i f we go t h a t way, 

and then we've got t h a t i n f o r m a t i o n . Then yes, i t would 

j u s t be handled a t the D i s t r i c t l e v e l . 

MR. GRAY: Okay. And then i n the case t h a t I 

questioned where you have the i n i t i a l w e l l w i t h a 

n o n p a r t i c i p a t i n g p a r t y under a po o l i n g p e n a l t y , the 

l o c a t i o n , now, t h a t ' s proposed p o s s i b l y by t h a t p a r t y i s 

now a l e g a l l o c a t i o n , approved by the D i s t r i c t O f f i c e , and 

I wonder -- I t would seem t o me t h a t i t ' s e i t h e r uncommon 

or unheard of f o r the Commission t o d i s a l l o w the p o o l i n g of 

a w e l l a t a l e g a l l o c a t i o n h i s t o r i c a l l y , or penalize the 

person t h a t i s p u t t i n g up the r i s k money f o r t h a t w e l l , 

which could be the person t h a t d i d not p a r t i c i p a t e i n the 

i n i t i a l w e l l . 

CHAIRMAN WROTENBERY: And here — t h i s i s one — 
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Like I mentioned e a r l i e r , I'm going t o have t o t h i n k t h i s 

one through. I don't know, Mike, can you help us out on 

t h i s one, or Tom, i f you want t o . . . 

MR. KELLAHIN: Let me see i f I can phrase the 

question — 

CHAIRMAN WROTENBERY: Okay. 

MR. KELLAHIN: — and then Mr. Stogner can f i x i t 

a f t e r I mess i t up. 

Right now, you can f i l e an APD. 

CHAIRMAN WROTENBERY: Uh-huh. 

MR. KELLAHIN: I f i t ' s a standard l o c a t i o n , you 

can get i t approved. That doesn't get you the w e l l 

d r i l l e d . You have t o , independently of t h a t process, 

c o n s o l i d a t e your i n t e r e s t , e i t h e r v o l u n t a r i l y or w i t h a 

po o l i n g order. 

I e n v i s i o n the same system f o r the i n f i l l w e l l . 

The o p t i o n a l second w e l l gets p e r m i t t e d , there's no 

op p o s i t i o n , you get a u t h o r i z a t i o n t o d r i l l the i n f i l l w e l l . 

But you can't d r i l l i t yet u n t i l you have the unanimous 

agreement of your i n t e r e s t owners pursuant t o c o n t r a c t . Or 

you come back i n and get a poo l i n g order f o r the second 

w e l l or amend the po o l i n g order f o r the f i r s t w e l l t o add 

i n the second w e l l . 

And i n t h a t second process, then, you can come 

and oppose Yates, or whoever i t i s , and say, Despite the 
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f a c t you have an approved APD, t h i s i s not a necessary 

w e l l . I t ' s too close together, i t ' s r a t e a c c e l e r a t i o n , we 

don't want i t . And you have a hearing process t o resolve 

t h a t d i s p u t e . 

MR. GRAY: But i n the instances — even i f — i n 

the instances where a l l p a r t i e s are i n agreement t o d r i l l 

the w e l l , i t gets d r i l l e d whether i t ' s unnecessary or not. 

MR. KELLAHIN: Sure. So what's your question? 

MR. GRAY: So the — My question i s , w i l l the 

Commission make a determination t h a t a w e l l d r i l l e d a t a 

l e g a l l o c a t i o n as a second w e l l on a 32 0, under a l l of the 

r u l e s and pr o v i s i o n s of the new r u l e s , approved by the 

D i s t r i c t O f f i c e , i s i t l i k e l y t h a t they w i l l d i s a l l o w the 

d r i l l i n g of t h a t well? 

MR. KELLAHIN: Only i f you have f a i l e d t o 

cons o l i d a t e the i n t e r e s t owners on a v o l u n t a r y basis f o r 

the d r i l l i n g of t h a t w e l l . I t becomes your choice on how 

you i n v e s t your money, and the r e g u l a t o r s are not inv o l v e d . 

I s t h a t a problem? 

MR. GRAY: Well, they're involved i n the f i r s t 

i nstance — 

MR. KELLAHIN: I n what way? 

MR. GRAY: — when the f i r s t w e l l i s d r i l l e d , and 

Party A e l e c t s not t o p a r t i c i p a t e i n the w e l l --

MR. KELLAHIN: A l l r i g h t , you're confusing me. 
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MR. GRAY: Yeah. 

MR. KELLAHIN: Are you g i v i n g me a h y p o t h e t i c a l 

t h a t i n v o l v e s an instance of compulsory pooling? 

MR. GRAY: Yes, a h y p o t h e t i c a l . A w e l l i s 

d r i l l e d , and Party A e l e c t s — w i t h a 50-percent 

i n t e r e s t --

MR. KELLAHIN: Okay. 

MR. GRAY: — e l e c t s not t o p a r t i c i p a t e i n t h a t 

w e l l . 

MR. KELLAHIN: Okay. Here's your p r o t e c t i o n : 

Your p r o t e c t i o n i s not worrying about g e t t i n g the second — 

the i n f i l l w e l l APD approved or not. We see t h a t a l l the 

time. Both you and Yates and others w i l l go out and get an 

approved APD before — 

MR. GRAY: Correct. 

MR. KELLAHIN: — they s t a r t the p o o l i n g process. 

MR. GRAY: Correct, I'm not concerned about t h a t . 

MR. KELLAHIN: Well, so you shouldn't be about 

the i n f i l l w e l l , because you already know t h a t t h a t APD 

doesn't mean a t h i n g t o you u n t i l you get a f o r c e - p o o l i n g 

order t h a t l i n k s a l l the i n t e r e s t s together. 

MR. GRAY: I agree. 

MR. KELLAHIN: A l l r i g h t . So i f you have an 

i n f i l l w e l l t h a t ' s even pe r m i t t e d , you have t o come modify 

the o r i g i n a l p o o l i n g order. And i t ' s a t t h a t p o i n t Mr. 
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Stogner can say, I don't care i f you've got an approved 

APD, you're not going t o do t h i s ; i t ' s w a s t e f u l , v i o l a t e s 

c o r r e l a t i v e r i g h t s , you're t a k i n g advantage of the f a c t you 

went nonconsent on the parent w e l l , you cannot do t h a t . 

MR. GRAY: Okay, what — Okay, i n the instance, 

then, t h a t the p a r t y t h a t p a r t i c i p a t e d and paid f o r the 

i n i t i a l w e l l sees a need t o d r i l l another w e l l i n the 

same — t h a t would d r a i n the same r e s e r v o i r — 

MR. KELLAHIN: Uh-huh. 

MR. GRAY: — i n t h a t instance, then, the p a r t y 

having not p a r t i c i p a t e d i n the f i r s t w e l l would simply have 

the absolute r i g h t t o p a r t i c i p a t e i n the second w e l l . 

MR. KELLAHIN: Same po o l i n g scenario t h a t you've 

learned over the years, i s , i f you t h i n k i t ' s a necessary 

w e l l , you propose i t , you s t i l l have t o come before the 

D i v i s i o n , amend your p o o l i n g order and t e s t your proof. 

And i f the opponents being pooled say, Wait a minute, you 

know, t h i s i s not necessary, we're r i g h t back t o the same 

page and the same issues, then you win or lose based upon 

the evidence. 

MR. GRAY: Right. I n your experience, how many 

times has the Commission not allowed a w e l l t o be d r i l l e d 

under a p o o l i n g order a t a l e g a l l o c a t i o n ? 

MR. KELLAHIN: This i s a new process, and so 

t h a t ' s not the t o p i c . You know, you've asked me a question 
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t h a t doesn't respond t o the issue. I f the question i s 

whether you d r i l l the second w e l l i n the i n f i l l s i t u a t i o n , 

you can r a i s e t h a t w i t h i n the context of the p o o l i n g order 

as a necessary a c t i v i t y . 

MR. GRAY: Yes. 

MR. KELLAHIN: I t ' s a new t o p i c . 

MR. GRAY: Okay, so i t w i l l — Everything w i l l be 

precedent, or a new precedent, i n t h a t regard, b a r r i n g any 

changes of the r u l e s regarding p o o l i n g orders? 

MR. KELLAHIN: Well, sure. 

MR. GRAY: Okay. 

MR. KELLAHIN: I n what way — 

CHAIRMAN WROTENBERY: You may t i l l , you know, 

t h i n k about t h i s more and maybe f o l l o w through w i t h Tom and 

Rick and Fred a l i t t l e b i t on t h a t p a r t i c u l a r issue. 

C e r t a i n l y I ' l l be, the same w i t h Mike and the s t a f f , t r y t o 

k i n d of work out some of these scenarios t h a t might come up 

and — 

MR. GRAY: A l l r i g h t . 

CHAIRMAN WROTENBERY: — make sure I understand 

them f u l l y , t h i s p a r t i c u l a r issue and how i t plays — 

MR. GRAY: Thank you. 

CHAIRMAN WROTENBERY: — out under the new r u l e s 

t h a t — Thank you. Oh, I'm sorry? 

MR. FOPPIANO: I was j u s t going t o make one 
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comment. 

CHAIRMAN WROTENBERY: Yes. 

MR. FOPPIANO: We have discussed t h i s issue of 

the f o r c e - p o o l i n g orders --

CHAIRMAN WROTENBERY: Uh-huh. 

MR. FOPPIANO: — and as I mentioned, i t comes up 

r i g h t now i n the context of subsequent operations i n other 

formations t h a t have already been pooled --

CHAIRMAN WROTENBERY: Uh-huh. 

MR. FOPPIANO: — and I t h i n k i t should not 

a f f e c t what we're doing here, but u l t i m a t e l y , p a r t i c u l a r l y 

a f t e r t h i s change i s made, I t h i n k i t would be — i t ' s 

probably t i m e l y t o have a discussion t o look a t f o r c e -

p o o l i n g again and look p a r t i c u l a r l y a t the subsequent-well 

issues, because others of us who have operated i n other 

s t a t e s have gone through the p o o l i n g by the we l l b o r e and 

po o l i n g by the u n i t , I've el e c t e d on the f i r s t w e l l , do I 

get a second e l e c t i o n on the second well? 

I t ' s a b i g issue, and p a r t i c u l a r l y i n the context 

of j u s t subsequent w e l l operations, be they an i n f i l l w e l l , 

be they a w e l l d r i l l e d t o another horizon t h a t was 

penetrate by the f i r s t w e l l , the problem or the issue i s 

s t i l l t h e r e . And i t may w e l l be t i m e l y t o have a look a t 

the compulsory-pooling law and see i f some changes need t o 

be made and the orders t h a t are issued i n the compulsory 
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p o o l i n g procedure. 

CHAIRMAN WROTENBERY: Thanks, Mr. Foppiano. 

MR. GRAY: Thank you. 

CHAIRMAN WROTENBERY: Thank you. You d i d a nice 

jo b of cross-examining Mr. K e l l a h i n . 

(Laughter) 

MR. KELLAHIN: I ' l l send you a b i l l f o r i t . 

MR. GRAY: And I as w e l l . Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. Gray. 

MR. KELLAHIN: I've known Mike f o r a l o t of 

years, and we have nice debates, so i t ' s — i t was a l l done 

i n f r i e n d s h i p . 

CHAIRMAN WROTENBERY: Mike, d i d you have anything 

you wanted t o add t o t h i s discussion today? 

MR. STOGNER: No. 

CHAIRMAN WROTENBERY: Okay. I don't t h i n k 

there's anything else from anybody. I'm l o o k i n g around. 

I t seems l i k e — Oh, Alan, d i d you — Okay. 

MR. ALEXANDER: No, I d i d not. 

CHAIRMAN WROTENBERY: Okay. Fred? Okay, thanks. 

Where do we go from here? I'm t h i n k i n g t h a t what 

the O i l Conservation D i v i s i o n s t a f f w i l l do w i l l be t o get 

together s h o r t l y a f t e r t h i s meeting, sometime e a r l y next 

week, probably, and review the i n f o r m a t i o n t h a t we have 

received today and put together a proposal i n c o r p o r a t i n g 
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probably the bulk of the recommendations t h a t we've got 

here today. 

I'm s t i l l not sure what our proposal w i l l look 

l i k e on the n o t i c e issue, on the second w e l l on 320s. 

That's something w e ' l l need t o explore and decide how we 

want t o lay i t out i n a proposed r u l e . And then we w i l l 

send t h a t — p u b l i s h t h a t d r a f t and send i t out w i t h the 

docket and plan t o schedule t h i s matter f o r the 

Commission's hearing i n May and take testimony, f o r m a l l y 

take testimony on t h a t proposal. 

I'm not going r e a l l y asking f o r any a c t i o n on the 

p a r t of the Commission today, but I j u s t guess I want t o 

know i f the Commission f e e l s comfortable w i t h t h a t 

approach. 

COMMISSIONER BAILEY: Uh-huh. 

COMMISSIONER LEE: (Nods) 

CHAIRMAN WROTENBERY: Okay, good. Then I t h i n k 

t h a t w i l l take care of the discussion on Rule 104 today. 

Why don't we take a ten-minute break here before 

we come back and t a l k about n o t i c e and also i n c e n t i v e s ? 

Okay, thank you. 

(Thereupon, these proceedings were concluded a t 

10:50 a.m.) 

* * * 
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