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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

APPLICATION OF MCELVAIN OIL AND GAS 
PROPERTIES, INC., FOR COMPULSORY 
POOLING, RIO ARRIBA COUNTY, NEW MEXICO 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: MARK ASHLEY, Hearing Examiner g 
f 

C" 

June 1st, 2 000 TJ, 

Santa Fe, New Mexico ~< 
on 
CD 

This matter came on f o r hearing before the New 

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

Examiner, on Thursday, June 1st, 2 000, a t the New Mexico 

Energy, Minerals and Natural Resources Department, Porter 

H a l l , 2 040 South Paeheco, 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. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:57 a.m.: 

EXAMINER ASHLEY: The D i v i s i o n c a l l s Case 12,412. 

MS. HEBERT: A p p l i c a t i o n of McElvain O i l and Gas 

Pr o p e r t i e s , I n c . , f o r compulsory p o o l i n g , Rio A r r i b a 

County, New Mexico. 

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

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

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

Berge and Sheridan. We represent McElvain O i l and Gas 

Pr o p e r t i e s , I n c . , i n t h i s matter, and I have two witnesses. 

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

W i l l the witnesses please r i s e t o be sworn in? 

(Thereupon, the witnesses were sworn.) 

EXAMINER ASHLEY: Mr. Carr? 

MONA L. BINION, 

the witness he r e i n , a f t e r having been f i r s t d u l y sworn upon 

her 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 please s t a t e your f u l l name f o r the 

record? 

A. Mona Binion. 

Q. How do you s p e l l your l a s t name? 

A. B-i-n-i-o-n. 
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Q. Ms. Bini o n , where do you reside? 

A. L i t t l e t o n , Colorado. 

Q. By whom are you employed? 

A. McElvain O i l and Gas P r o p e r t i e s , I nc. 

Q. And what i s your p o s i t i o n w i t h McElvain? 

A. Land manager. 

Q. Have you p r e v i o u s l y t e s t i f i e d before t h i s 

D i v i s i o n ? 

A. No, I have not. 

Q. Would you summarize f o r Mr. Ashley your 

educational background? 

A. I have an associate of a r t s degree i n business. 

I'm a c e r t i f i e d p r o f e s s i o n a l landman. I've been 

continuously employed by o i l and gas f i r m s , and I have 

performed o i l and gas p r o f e s s i o n a l land services f o r 

domestic o i l and gas land operations since August of 197 0, 

f o r the l a s t 3 0 years. 

Q. How long have you been employed by McElvain? 

A. One month. 

Q. Before McElvain, f o r whom d i d you work? 

A. Tom Brown, Incorporated, f o r 14 years. 

Q. And as a landman i n — 

A. As a land manager. 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case on behalf of McElvain? 

STEVEN T. BRENNER, CCR 
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A. Yes. 

Q. And are you f a m i l i a r w i t h the s t a t u s of the lands 

i n the subject area? 

A. Yes, I am. 

MR. CARR: Mr. Ashley, we tender Ms. B i n i o n as an 

expert witness i n petroleum land matters. 

EXAMINER ASHLEY: Ms. Binion i s so q u a l i f i e d . 

Q. (By Mr. Carr) Would you b r i e f l y summarize f o r 

Mr. Ashley what i t i s t h a t McElvain seeks w i t h t h i s 

A p p l i c a t i o n ? 

A. McElvain seeks an order p o o l i n g a l l the minerals 

from the base of the Pic t u r e d C l i f f s f o r mation t o the base 

of the Mesaverde formation under the south h a l f of Section 

10, Township 2 5 North, Range 2 West, t o be dedicated t o the 

McElvain Badger Com 10-1 w e l l , t o be d r i l l e d a t a standard 

l o c a t i o n i n the northeast quarter of the southeast q u a r t e r 

of s a i d Section 10. 

Q. O r i g i n a l l y when t h i s w e l l was proposed, we were 

t a l k i n g about p o o l i n g everything t o the base of the Dakota; 

i s t h a t c o r r e c t ? 

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

Q. And a t the request of an owner, we have 

co n t r a c t e d the A p p l i c a t i o n back t o base of P i c t u r e d C l i f f s , 

down t o the basse of the Mesaverde? 

A. That's c o r r e c t . 
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Q. The w e l l i s going t o be d r i l l e d t o t e s t t he 

Mesaverde; i s t h a t r i g h t ? 

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

Q. Let's go t o what has been marked as McElvain 

E x h i b i t Number 1, and I ' d ask you t o i d e n t i f y t h a t and 

review i t f o r Mr. Ashley. 

A. E x h i b i t Number 1 i s j u s t a d e p i c t i o n of the 

l o c a t i o n of the Badger Com 10-1 w e l l , and the yel l o w 

h i g h l i g h t e d area i s the proposed d r i l l s i t e spacing u n i t 

f o r t h a t w e l l . 

Q. And t h a t w e l l i s i n the northeast of the 

southwest of 10; i s t h a t correct? 

A. Of Section 10, t h a t ' s c o r r e c t . 

Q. What i s the primary o b j e c t i v e i n the we l l ? 

A. Mesaverde formation and Blanco Mesaverde. 

Q. Okay.. Let's go t o E x h i b i t Number 2. W i l l you 

i d e n t i f y and review the i n f o r m a t i o n on t h a t e x h i b i t f o r Mr. 

Ashley? 

A. E x h i b i t Number 2 i s a land p l a t of the south h a l f 

of Section 10. I t shows the working i n t e r e s t owners f o r 

each of the fou r t r a c t s t h a t are broken up t o d i v i d e up the 

mineral ownership and the working i n t e r e s t ownership of the 

south h a l f of Section 10, from the base of the P i c t u r e d 

C l i f f s down t o the base of the Mesaverde. 

Q. What percentage of the working i n t e r e s t has 
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v o l u n t a r i l y been committed t o t h i s well? 

A. 91 2/3 percent of the working i n t e r e s t owners i n 

the south h a l f of Section 10 have been committed 

v o l u n t a r i l y t o t h i s w e l l . 

Q. What working i n t e r e s t owner remains uncommitted 

t o the w e l l ? 

A. NMO Operating Company i s the only working 

i n t e r e s t owner, w i t h a percentage of 8.3333 percent, who 

remains uncommitted. 

Q. I n the past, McElvain has had t o pool NMO 

Operating Company and other w e l l s i n t h i s area, has i t not? 

A. Yes, we have had t o for c e pool NMO on numerous 

occasions i n t h i s area f o r various operations proposed by 

McElvain. 

Q. Ms. Binion, could you review b r i e f l y the e f f o r t s 

you have made t o ob t a i n the v o l u n t a r y p a r t i c i p a t i o n of a l l 

i n t e r e s t owners i n t h i s well? 

A. The e f f o r t s began on February 2 2nd, where a US 

Postal m a i l c e r t i f i e d proposal was sent out t o a l l working 

i n t e r e s t owners i n the south h a l f of Section 10. Beyond 

t h a t , various follow-up phone conversations have been made 

t o encourage commitment v o l u n t a r i l y , t o answer questions 

and t o provide a d d i t i o n a l i n f o r m a t i o n , and fo l l o w - u p 

w r i t t e n correspondence has been sent by e i t h e r t e l e f a x or 

n o n c e r t i f i e d m a i l t o various owners, and a l l working 
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i n t e r e s t owners, w i t h the exception of NMO, have 

v o l u n t a r i l y committed t h e i r i n t e r e s t toward the d r i l l i n g of 

t h i s w e l l . 

Q. I n t h i s p a r t i c u l a r A p p l i c a t i o n we're als o seeking 

the p o o l i n g of c e r t a i n r o y a l t y i n t e r e s 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. And those r o y a l t y i n t e r e s t owners are going t o be 

non-cost-bearing i n t e r e s t owners, and t h e r e f o r e t h e r e was 

no need t o t r y and work out some s o r t of a f i n a n c i a l 

arrangement t o commit t h e i r i n t e r e s t ; i s n ' t t h a t c o r r e c t ? 

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

Q. I t ' s j u s t a f a c t o r t h a t i t ' s an o l d lease form 

and i t doesn't provide f o r pooling? 

A. That's r i g h t . 

Q. I n your op i n i o n , have you made a g o o d - f a i t h 

e f f o r t t o o b t a i n the v o l u n t a r y p a r t i c i p a t i o n of a l l 

i n t e r e s t owners i n t h i s well? 

A. Yes, we have. 

Q. I s E x h i b i t Number 3 a copy of the February 22nd 

l e t t e r by which you o r i g i n a l l y proposed the w e l l t o NMO 

Operating? 

A. Yes, i t i s . 

Q. I s E x h i b i t Number 5 — Well, f i r s t l e t ' s go t o 

E x h i b i t Number 4. I s t h i s a copy of the j o i n t o p e r a t i n g 

agreement f o r t h i s well? 

STEVEN T. BRENNER, CCR 
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A. Yes, i t i s . 

Q. Has t h i s been executed by other i n t e r e s t owners 

i n t h i s property? 

A. I t ' s been executed by a l l working i n t e r e s t owners 

i n t h i s p r o p e r t y , w i t h the exception of NMO. 

Q. And t h i s contains the COPAS accounting procedures 

as an attachment t o the JOA? 

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

Q. Does i t provide f o r e s c a l a t i o n of overhead and 

a d m i n i s t r a t i v e costs f o r the well? 

A. I t provides f o r e s c a l a t i o n and/or any adjustments 

by v i r t u e of COPAS g u i d e l i n e s . 

Q. And our engineering witness i s going t o review 

those costs; i s t h a t r i g h t ? 

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

Q. And do you request t h a t the costs as reviewed by 

t h a t witness be escalated or adjusted i n accordance w i t h 

the p r o v i s i o n s of t h i s COPAS form? 

A. We do request, yes. 

Q. I s E x h i b i t Number 5 a copy of an a f f i d a v i t 

c o n f i r m i n g t h a t n o t i c e of t h i s A p p l i c a t i o n and today's 

hearing has been provided t o a l l r o y a l t y i n t e r e s t owners 

and NMO Operating i n accordance w i t h OCD rul e s ? 

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

Q. And so we have n o t i f i e d a l l working i n t e r e s t 
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owners i n the property t h a t w i l l be subject t o pooling? 

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

Q. And a l l the r o y a l t y i n t e r e s t owners who do not 

have p o o l i n g p r o v i s i o n s i n t h e i r leases? 

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

Q. Were E x h i b i t s 1 through 5 e i t h e r prepared by you 

or compiled a t your d i r e c t i o n ? 

A. That's c o r r e c t , they have. 

MR. CARR: At t h i s time, Mr. Ashley, we would 

move the admission i n t o evidence of McElvain E x h i b i t s 1 

through 5. 

EXAMINER ASHLEY: E x h i b i t s 1 through 5 w i l l be 

admitted as evidence a t t h i s time. 

MR. CARR: And t h i s concludes my d i r e c t 

examination of Ms. Binion. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Ms. Bini o n , are there other w e l l s i n the 

immediate area t h a t McElvain has d r i l l e d t h a t NMO have not 

p a r t i c i p a t e d i n , or v o l u n t a r i l y ? 

A. Yes, we have several i n t h i s immediate v i c i n i t y . 

Q. Can you give me an idea, l i k e on E x h i b i t 1, where 

some of these are? 

A. I s the Elk Com 1 — the n o r t h h a l f ? The n o r t h 

h a l f of Section 10, i n the same s e c t i o n , t h e r e were — two 

STEVEN T. BRENNER, CCR 
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w e l l s d r i l l e d i n the nor t h h a l f , one well? — t h a t NMO has 

not p a r t i c i p a t e d i n . 

We have — Section 4 i n the same township and 

range, t h e r e are two w e l l s , Cougar Com, t h a t have NMO a 

n o n p a r t i c i p a t i n g i n t e r e s t owner t h a t has been force-pooled.. 

The Howard Federal? I n Section 15, we have 

proposed a recompletion of a Mesaverde f o r m a t i o n i n an 

e x i s t i n g borehole and had force pooled NMO Operating. I t ' s ; 

the Howard Federal 14-15? 15-14, excuse me. 

Are there any others you can t h i n k of? 

MR. CARR: That's f i n e . 

Q. (By Examiner Ashley) What was NMO's reason f o r 

not wanting t o v o l u n t a r i l y j o i n ? 

A. I t ' s my understanding t h e i r economic a n a l y s i s of 

the proposed operation does not j u s t i f y the cost of 

p a r t i c i p a t i n g . 

EXAMINER ASHLEY: Thank you, I have no t h i n g 

f u r t h e r . 

MR. CARR: At t h i s time we c a l l John Steuble. 

JOHN STEUBLE. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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 s t a t e your name f o r the 

STEVEN T. BRENNER, CCR 
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record, please? 

A. My name i s John Steuble. 

Q. Where do you reside? 

A. Denver, Colorado. 

Q. By whom are you employed? 

A. McElvain O i l and Gas Pr o p e r t i e s . 

Q. And what i s your p o s i t i o n w i t h McElvain? 

A. I'm the engineering manager. 

Q. Have you p r e v i o u s l y t e s t i f i e d as an expert before 

t h i s D i v i s i o n and had your c r e d e n t i a l s as an expert i n 

petroleum engineering accepted and made a matter of record? 

A. Yes, I have. 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n i n t h i s 

case? 

A. Yes, I am. 

Q. Have you made an engineering study of the area 

which i s the subject of t h i s A p p l i c a t i o n ? 

A. Yes. 

Q. And 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 Examiner? 

A. Yes, I am. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER ASHLEY: They are. 

Q. (By Mr. Carr) Mr. Steuble, l e t ' s go t o what has 

STEVEN T. BRENNER, CCR 
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been marked f o r i d e n t i f i c a t i o n as McElvain E x h i b i t Number 

6. I ' d ask you t o f i r s t i d e n t i f y i t and then review i t f o r 

Mr. Ashley. 

A. E x h i b i t Number 6 i s a p l o t of the v a r i o u s 

Mesaverde w e l l s i n the area around the Badger Com 10-1. 

What t h i s shows i s the reported i n i t i a l p o t e n t i a l or IP of 

the w e l l and the cumulative production through the end of 

February of 2 000. 

What we want t o use i t f o r i s t o show the 

variance w i t h i n the Mesaverde formation from w e l l b o r e t o 

we l l b o r e . 

Q. What you're d r i l l i n g here i s a s o r t of a step-out 

Mesaverde w e l l from w e l l s you've r e c e n t l y developed — or 

acreage you've r e c e n t l y developed i n the area; i s t h a t 

c o r r e c t ? 

A. That"s c o r r e c t , yes. 

Q. And you've been r e q u i r e d t o b r i n g p o o l i n g 

a p p l i c a t i o n s t o the D i v i s i o n f o r the w e l l s which are shown 

n o r t h of the proposed Badger Com 10 Number 1? 

A. Yes, I b e l i e v e on every one. 

Q. And i n each of those cases you've held t o come t o 

the D i v i s i o n and seek a penalty because, of the high 

v a r i a t i o n i n the performance of the w e l l s you've d r i l l e d t o 

date? 

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

STEVEN T. BRENNER, CCR 
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Q. Are you prepared t o make a recommendation t o the 

Examiner as t o the r i s k penalty which should be assessed i n 

t h i s case? 

A. Yes, I am. 

Q. And what i s that? 

A. Two hundred percent. 

Q. Do you bel i e v e there i s a chance a t the proposed 

l o c a t i o n you could d r i l l a Mesaverde w e l l t h a t , i n f a c t , 

would not be a commercial success? 

A. Yes, we do. As you n o t i c e t o the south and 

southwest, there have been no Mesaverde w e l l s d r i l l e d down 

t h e r e , and t h i s i s a stepout t h a t we are t a k i n g a 

r e l a t i v e l y high r i s k on. 

Q. Let's go t o McElvain E x h i b i t Number 7. Would you 

i d e n t i f y and review t h a t , please? 

A. E x h i b i t Number 7 i s our AFE t h a t we have sent out 

t o our working i n t e r e s t owners and what we estimate the 

costs w i l l be t o d r i l l and complete the w e l l . 

The dryhole costs, i f t h e r e were no completions, 

i s $301,830. The completed w e l l cost w i l l be $630,210. 

Q. Are these costs i n l i n e w i t h what you've a c t u a l l y 

i n c u r r e d i n d r i l l i n g other Mesaverde w e l l s i n the area? 

A. Yes, they are. 

Q. Have you made an estimate of the overhead and 

a d m i n i s t r a t i v e costs t o be i n c u r r e d w h i l e d r i l l i n g the w e l l 
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and also w h i l e producing i t , i f i t i s successful? 

A. Yes, I have. 

Q. And what are those f i g u r e s ? 

A. The d r i l l i n g r a t e , which would be c o n s i s t e n t w i t h 

other w e l l s i n the area, i s $5484.67, and the producing 

r a t e i s $584.47. 

This w i l l be adjusted downward s l i g h t l y , 

according t o the COPAS adjustment e f f e c t i v e i n A p r i l . When 

we d i d t h i s , we were doing i t i n February-March, so we had 

those r a t e s . 

Q. And you do request t h a t the order provide t h a t 

these f i g u r e s not only be adjusted f o r the A p r i l 

adjustment, but i n the f u t u r e be adjusted i n accordance 

w i t h COPAS procedures? 

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

Q. Does McElvain O i l and Gas P r o p e r t i e s , I n c . , seek 

t o be designed operator of the proposed w e l l ? 

A. Yes, we do. 

Q. I n your opinion, w i l l g r a n t i n g t h i s A p p l i c a t i o n 

be i n the best i n t e r e s t of conservation, the pr e v e n t i o n of 

waste and the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes. 

Q. Were E x h i b i t s 6 and 7 prepared by you or compiled 

at your d i r e c t i o n ? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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MR. CARR: At t h i s time, Mr. Ashley, we move the 

admission i n t o evidence of McElvain E x h i b i t s 6 and 7. 

EXAMINER ASHLEY: E x h i b i t s 6 and 7 w i l l be 

admitted as evidence. 

MR. CARR: And t h a t concludes my d i r e c t 

examination of Mr. Steuble. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Mr. Steuble, was the w e l l i n the n o r t h h a l f of 

Section 10 d r i l l e d under a compulsory p o o l i n g order, on 

E x h i b i t 6? 

A. North h a l f of 10? Yes, I b e l i e v e i t was. 

Q. Do you have an order number? 

EXAMINER ASHLEY: Or Mr. Carr, do you have an 

order number f o r that? 

MR. CARR: I don't have the order number, but 

I ' l l be happy t o provide the order numbers f o r the recent 

p o o l i n g cases i n t h i s area. There have probably been f i v e 

or s i x of them i n the l a s t year, a l l of them i n v o l v i n g 

b a s i c a l l y the same p a r t i e s , and I can provide those order 

numbers. 

EXAMINER ASHLEY: Okay, thank you. 

I have nothing f u r t h e r , thank you. 

MR. CARR: That concludes our p r e s e n t a t i o n i n 

t h i s case. 
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EXAMINER ASHLEY: There being nothing f u r t h e r i n 

t h i s case, Case 12,412 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

9:15 a . m . ) 

* * * 

« eoRipkie - ••-.-•i' pr.-.- «... 
fee Examiner ;•-<:•; . . of Case v-: /^j.<L._» 
heard by me,on A- ^K^oOO, 

, / / ? — • - f ~ ' — 
/ / j ': j i 

Oil Conwrvcrtion-DivijuoR 
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