STATE OF NEW MEXI CO
ENERGY, M NERALS, AND NATURAL RESOURCES DEPARTMENT
O L CONSERVATI ON DI VI SI ON

I N THE MATTER OF THE HEARI NG
CALLED BY THE O L CONSERVATI ON
DI VI SION FOR THE PURPOSE OF
CONSI DERI NG:

© 00 N oo o b~ W N P

N R N N R R N N =
o A W N P O © 0O N O 0o &~ W N +—» O

Case Nos. 24683
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Pecos Hall, Wendell Chino Buil ding
1220 South Saint Francis Drive
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TANNI S FOX, ESQUI RE (by vi deoconference)
Western Environmental Law Center

409 East Pal ace Avenue, #2

Santa Fe, NM 87501,

fox@vest ernl aw. org,

(505) 629-0732

MORGAN O GRADY, ESQUI RE (by vi deoconference)
Western Environmental Law Center

409 East Pal ace Avenue, #2

Santa Fe, NM, 87501

ogrady@vest ernl aw. org
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Western Environmental Law Center
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APPEARANCES (Cont'd)

ON BEHALF OF APPLI CANT WESTERN ENVI RONMVENTAL LAW
CENTER:

MATTHEW NYKI EL, ESQUI RE (by vi deoconference)

Western Environmental Law Center

224 West Rai nbow Boul evard, #247

Sal i da, CO 81201

nyki el @west ernl aw. org

(720) 778-1902

ON BEHALF OF NEW MEXI CO ENERGY, M NERALS, AND NATURAL

RESOURCES DEPARTMENT O L CONSERVATI ON DI VI SI ON:
JESSE TREMAI NE, ESQUI RE (by vi deoconference)
New Mexico Energy, Mnerals, and Natural
Resour ces Depart nent
1220 South St. Francis Drive
Santa Fe, NM 87505,
j essek. tremai ne@mmrd. nm gov

(505) 231-9312
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M CHAEL HALL, ESQUI RE (by vi deoconference)
New Mexi co Entergy, M nerals, and Natural
Resour ces Depart nent

1220 South St. Francis Drive

Santa Fe, NM 87505

m chael . hal | @mmrd. nm gov

(505) 476-3310

ON BEHALF OF NEW MEXI CO O L CONSERVATI ON COVWM SS| ON:

ZACHARY SHANDLER, ESQUI RE (by vi deoconference)
New Mexi co Departnent of Justice

408 Galisteo Street

Santa Fe, NM 87501

zshandl er @ndoj . gov

(520) 270-9049
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APPEARANCES (Cont'd)

ON BEHALF OF APPLI CANT NEW MEXI CO O L AND GAS
ASSOCI ATI ON:

M GUEL SUAZO, ESQUI RE (by videoconference)

Beatty and Wbzni ak, P.C.

500 Don Gaspar Avenue

Santa Fe, NM 87505

msuazo@wener gyl aw. com

(505) 946-2090

JACOB EVERHART, ESQUI RE (by videoconference)
Beatty and Wozni ak, P.C.

1675 Broadway, Suite 600

Denver, CO 80202

j everhart @wener gyl aw. com

(303) 407-4492

ON BEHALF OF APPLI CANT | NDEPENDENT PETROLEUM
ASSOCI ATI ON OF NEW NMEXI CO:
ANDREW CLOUTI ER, ESQUI RE ( by vi deoconference)
Hi nkl e Shanor LLP
PO. Box 10
Roswel |, NM 88202
acl outier @i nklelawfirmcom

(575) 622-6510
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APPEARANCES (Cont'd)
ON BEHALF OF APPLI CANT | NDEPENDENT PETROLEUM
ASSOCI ATI ON OF NEW MEXI CO:

ANN TRI PP, ESQUI RE (by videoconference)
Hi nkl e Shanor LLP

P. O. Box 10

Roswel |, NM 88202
atripp@inklelawfirmcom

(575) 622-6510

ON BEHALF OF APPLI CANT OXY USA, | NCORPORATED:
ADAM RANKI N, ESQUI RE (by videoconference)
Hol | and & Hart LLP
P.O. Box 2208
Santa Fe, NM 87504
agranki n@ol |l andhart.com

(505) 954-7294

AARON TUCKER, ESQUI RE (by videoconference)
Hol | and & Hart LLP

555 17th Stret, Suite 3200

Denver, CO 80202

abtucker @ol | andhart.com

(303) 295-8369
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APPEARANCES (Cont'd)

ON BEHALF OF APPLI CANT EOG Resources, Inc.:

JENNI FER BRADFUTE, ESQUI RE (by vi deoconference)
Bradf ute Sayer P.C.

P. O. Box 90233

Al buquer que, NM 87199

j enni fer @radfutelaw. com

(505) 264- 8740

ON BEHALF OF APPLI CANT NEW ENERGY ECONOMY:

MARI EL NANASI, ESQUI RE (by vi deoconference)
Law Of fi ces of Nanasi & Haas

1433 Seville Road

Santa Fe, NM 87505

mManasi @ewener gyeconomny. org

(505) 469- 4060

ON BEHALF OF APPLI CANT NEW MEXI CO STATE LAND OFFI CE
AND COWM SSI ONER OF PUBLI C LANDS :

Rl CHARD MOORE, ESQUI RE (by vi deoconference)
New Mexico State Land Office

310 O d Santa Fe Trai

Santa Fe, NM 87501

r noor e@nsl o. gov

(505) 827-5752
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APPEARANCES (Cont'd)

ALSO PRESENT:

Al bert Chang, Director (by videoconference)
Felicia Oth, OCC Hearing O ficer (by

vi deoconf erence)

W I Iiam Anpomah, OCC Council (by videoconference)
Greg Bloom Conm ssioner (by videoconference)
Sheil a Apodaca, Conmm ssion Clerk, (by

vi deoconf erence)

Audrey Cuyl er, Public attendee (by

vi deoconf er ence)

Cal der Ezzell, | PANM w tness (by videoconference)
Cl ayton Sporich, NMOGA w t ness (by

vi deoconf er ence)

Madai Corral, EMNRD (by vi deoconference)

Dan Arthur, NMOGA wi tness (by videoconference)
Dani el Timmons, Public attendee (by

vi deoconf er ence)

Loren Di ede, OCD w tness (by videoconference)
Dougl as Emerick, NMOGA wi tness (by

vi deoconf erence)

Est her Jam son, Public attendee (by

vi deoconf er ence)

Phillip Goetze, EMNRD (by videoconference)
Brittany Hall, EMNRD (by videoconference)
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APPEARANCES (Cont'd)
ALSO PRESENT:
Joan Brown, Franciscan Sister (by
vi deoconf erence)
Julie Best, Public attendee (by vi deoconference)
Kyrie Buffa, Public attendee (by videoconference)
Larry Scott, New Mexico State Senator (by
vi deoconf erence)
Li z Kuehn, Public attendee (by videoconference)
M chel i na Paul ek, Public attendee (by
vi deoconf er ence)
Ni cholas G I nore, Public attendee (by
vi deoconf erence)
Ccean Munds-Dry, Public attendee (by
vi deoconf er ence)
Rachael Ketchl edge, Public attendee (by
vi deoconf erence)
CGerasi nos Razat os, EMNRD (by vi deoconference)
Robert Arscott, |PANM wi tness (by
vi deoconf er ence)
Rosa Ronmero, OCD w tness (by videoconference)
Benjam n Shelton, Public attendee (by
vi deoconf er ence)

Cory Smth, Public attendee (by videoconference)
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APPEARANCES (Cont'd)
ALSO PRESENT:
Gabri el Wade, Public attendee (by

vi deoconf erence)

Tiffany Wal |l ace, OXY witness (by videoconference)

Yarithza Pena, Public attendee (by
vi deoconf er ence)
Ni chol as Maxwel |, Sunshine Audit | nspect

vi deoconf erence)

or (by
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PROCEEDI N
THE CHAI R:
20t h, |

a.m on COctober cal

Conservati on Comm ssion to order.

Noting the tinme at 9:00

the neeting of the GOl

G S

Commi ssi on Cl erk,

could we please have the roll, please?

MS. APODACA: Yes. Good norning. Rol
call of the Conmm ssion. Comm ssioner Amponmah?

DR. AMPOVAH: Present.

MS5. APODACA: Conm ssi oner Bl oonf?

MR. BLOOM  Present.

MS. APODACA: Conmm ssion Chair Chang.

THE CHAIR: May | have a notion to
approve the agenda for this neeting, please.

MR. BLOOM | so nove.

DR. AMPOVAH: | second.

THE CHAIR: Thank you very nmuch. Any

opposed?

Sept enber

THE CHAI R Pr esent .

M5. APODACA: Okay. Full comm ssion.

(No response.)

Wt hout opposition, so ordered.

May | have a notion to approve the

18th and 19th neeting m nutes pl ease?
MR. BLOOM | so nove.

MS. APODACA: Comm ssi oner, the nm nutes
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haven't been distributed yet. They' re not conplete.
So I'"'masking if we could table those until the next
neeti ng?

THE CHAIR: Fair enough.

MR. BLOOM | nove to table.

THE CHAIR: Thank you.

DR. AMPOVAH: | second.

THE CHAIR: Any opposition?

(No response.)

W t hout opposition, it is tabled.

Wth that, | will turn it over to our
hearing officer for the case pending in front of the
Conmi ssi on, Case Nunber 24683. Thank you.

THE HEARI NG EXAM NER: Thank you,
M. Chair.

Good nmorning. My name is Felicia Oth,
hearing officer appointed by the New Mexico O
Conservation Comm ssion to conduct a hearing in the
matter of proposed anmendnents to sections 19.15. 2,
19.15.5, 19.15.8, 19.15.9, and 19.15.25 of the New
Mexi co Adm ni strative Code, docketed by the comm ssion
adm ni strator as Case Nunber 24683.

The petition for these proposed
amendnment s was brought by Applicants Western

Envi ronmental Law Center, Citizens Caring for the

Page 17

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

Future, Conservation Voters New Mexico Education Fund,
Dine C. A R E, Earthworks, Naeva, New Mexico Interfaith
Power & Light, San Juan Citizens Alliance, Sierra

Cl ub, and WI dEarth Guardi ans.

There are a nunber of parties in the
matter, and |I'I1l ask for appearances shortly. The
hearing will be conducted pursuant to the Commi ssion's
rul emaki ng rules. Those are set out in 19.15.3 of the
New Mexico Adm ni strative Code.

Anong ot her things, that means that
testinmony is taken under oath and subject to
cross-exam nation by the conm ssioners and ot her
parties. We'I|l be proceeding this week, next week,
and the follow ng week as necessary through technical
testi nony and al so public comrent.

WIIl be a |lot of opportunities for
public coment, which is non-technical. You need not
reserve a spot in advance, but it is helpful and
certainly puts you at the front of the line for each
public coment session.

Today's public coment session is at 4
p.m Every subsequent day of hearing, we will invite
public comment at nine and at four. For the public
comment sessions at 4 p.m on October 20th, 21st,

27t h, and Novenber 3rd, there will be an interpreter
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avai l able to interpret between Spanish and Engli sh,
and English and Spani sh.

Al l docunents related to the rul emaking
can be found on the Conm ssion's website. You go to
OCD i magi ng webpage and type in Case File Nunmber
24683. You will find everything.

The nost hel pful docunent, | woul d say,
at this point, in ternms of understanding how we'll be
proceedi ng through the matter is a docunent titled

"Hearing Scheduling Order,"” which was filed | ast week
following a pre-hearing conference with all of the
parti es.

In there you'll see the order of
presentation. W begin with the Applicants first, of
course, and proceed fromthere, the order of
cross-exam nation, and on the final page of the order
Is a hel pful sheet show ng exactly what order the
w tnesses will be going in and how long their
anticipated testinmony will be.

There may be changes to this order
based on travel constraints, other scheduling
constraints, but this is nostly how we'll be
proceedi ng through the technical testinony.

M. Chair, there was a notion to

dismss filed and responses to that notion fromthe
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Applicants. The notion was filed by NMOGA and | PANM
It was responded to by the Applicants and the
Di vi si on.

The novants requested a witten
recommendation fromne to you, which | believe you
just received this nmorning. And we should take that
up before we proceed to opening statenments and the
Applicants' first witness. Wat I'd like to do though
I's ask counsel for their appearances and then turn the
fl oor over to you to consider that notion.

So for the Applicants, Ms. Fox, if you
woul d start us off, please.

M5. FOX: Thank you, Madam Heari ng
O ficer, Conmm ssioners. M nane is Tannis Fox. |'ma
| awyer with Western Environnental Law Center, and wth
me today is Kyle Tisdel, Mirgan O Grady, and Matt
Nyki el .

THE HEARI NG EXAM NER: Thank you very
much.

For the Division, M. Trenni ne?

MR. TREMAI NE: Good norning, Madam
Hearing O ficer and Comm ssioners. M nanme is Jesse
Tremaine. Wth me is Mchael Hall for the Division.

THE HEARI NG EXAM NER:  Thank you. For
OXY.
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MR. RANKIN: Good norning, Madam
Hearing O ficer. Good norning, Conm ssioners. My it
pl ease the Conm ssi on, Adam Rankin, with Santa O fice
of Holland & Hart, appearing on behalf of OXY USA,
| ncorporated. Wth me, in our Denver office today, is
my partner Aaron Tucker as well.

THE HEARI NG EXAM NER:  Thank you.

For | ndependent Petrol eum Associ ati on
of New Mexi co?

MR. CLOUTIER  Good norning, Madam
Hearing O ficer and nmenbers of the Comm ssion. Andrew
Cloutier. And with nme is Ann Tripp of Hi nkle Shanor
on behalf of the |Independent Petrol eum Associ ati on of
New Mexi co.

THE HEARI NG EXAM NER: Thank you very
much.

For the New Mexico Ol and Gas
Associ ati on.

MR. SUAZO. Good norning, Madam Hearing
O ficer, Conmm ssioners, M. Chair. M guel Suazo, with
the law firm Beatty and Wozni ak, appearing today on
behal f of the New Mexico G| and Gas Association. |1'm
j oined today by ny coll| eague Jacob Everhart.

THE HEARI NG EXAM NER:  Thank you.

For EOG Resources.

Page 21

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

MS. BRADFUTE: Good norning, Madam
Hearing O ficer and nenbers of the Conmm ssion.
Jenni fer Bradfute, with Bradfute Sayer P.C., on behalf
of EOG Resources, |ncorporated.

THE HEARI NG EXAM NER: Thank you.

Let's see, for New Energy Econony?

M5. NANASI: Good norning, Madam
Hearing O ficer and Comm ssion. M nane is Mari el
Nanasi on behal f of New Energy Econony.

THE HEARI NG EXAM NER:  Ckay.

For the State Land Ofice. OCh, | see
M . Moore online.

Sheila, would you unnmute him pl ease?

M5. APODACA: Okay. He can unnute
hi msel f now.

MR. MOORE: Good norning, Madam Hearing
Exam ner. Richard Mdore on behal f of the Conm ssioner
of Public Lands and New Mexico State Land Office.

THE HEARI NG EXAM NER: Thank you very
much.

And M. Maxwell, are you with us
per haps on the platfornf

MR. MAXVELL: Good norning, Your Honor.
This is N cholas Ray Maxwell from Lea County, New

Mexi co. Can you hear ne?
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THE HEARI NG EXAM NER: Very clearly.
Thank you, M. Maxwell.

MR. MAXVELL: Thank you.

THE HEARI NG EXAM NER: | believe that
Is all of the fol ks we have appearances from And of
course, M. Shandler, the Conm ssion counsel, is on
the far end of the dais here.

So, M. Chair, unless someone has
another prelimnary matter to identify, | believe it's
time to take up the notion.

THE CHAIR: Thank you. And | believe
all comm ssioners have received a witten
recommendation, so | guess I'll open the floor to
comm ssioners to see if they have any thoughts on the
noment. Dr. Anponah?

DR. AMPOVAH: Not at this tine,

M. Chair.

THE HEARI NG EXAM NER: Thank you.

MR. BLOOM M. Chair, Madam Heari ng
O ficer, thank you for your witten reconmendati on.
M. Chair, in |looking at these matters over the
weekend, before | saw this, my position |lined up
pretty much in parallel with the recommendati on we
received fromM. Oth.

THE CHAIR: Fair enough. M. Oth or
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Comi ssi on Counsel, | wanted to ask for

whet her it m ght be possible to take the matter under

advi sement and revisit it at the end of

since there --

be -- or the issues raised by this notions may be

It is possible that objections may

assuaged through the proceedings. So if

advi ce on that

M . Shandl er.

t hat NMOGA and | PANM can certainly continue to press

t heir argunents.

fromthe other

to deli berate on at the end. But | defer to

M . Shandl er.

fromeither one?
THE HEARI NG EXAM NER: |

| did note in ny witten

side, and it's all for the Conm ssion

MR. SHANDLER: M. Chair,

to take it under advisenent, that is an

the other comm ssioners if we were to take the notion

under advi senent and to revisit

proceedi ngs?

THE CHAIR: |Is there any

MR. BLOOM M. Chair, |

considered this, this possibility, but i

makes sense.

| woul d not oppose it.

DR. AMPOVAH. M. Chair,

opposed to that. Thank you.

And of course, we'll have argunents

it at the end of the

advi ce on

t he hearing

| may get

woul d defer to

reconmendat i on

I f you want
option.

concerns from

hadn' t

t certainly

| ' m not
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THE CHAIR: Well in that case, | wll
invite a notion to take the notion to dism ss under
advi senment and to revisit at the end of the hearing.

MR. BLOOM M. Chair, | so nove.

DR. AMPOMAH: M. Chair, | second.

THE CHAIR: Thank you very nmuch. Any
obj ecti ons?

(No response.)

No objections. So taken under
advi senment. Thank you.

THE HEARI NG EXAM NER:  Thank you,

M. Chair. Anything at all fromthe parties before we
go to Ms. Fox for her oral argunent?

MR. SUAZO. Just one thing.

THE HEARI NG EXAM NER: Ms. Nanhasi? |'m
sorry.

MS. NANASI : Madam Hearing O ficer,
Mari el Nanasi on behalf of New Energy Econony, and |'d
li ke to be excused for certain portions of the hearing
and hope that | will still be able to cross-exani nee
and file briefs in the matter regardl ess.

THE HEARI NG EXAM NER:  Yes. If you're
here when | call on you to cross-exam ne a particul ar
W tness, you may certainly cross-exam ne. That would

be your opportunity.
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MS5. NANASI: Ckay.

THE HEARI NG EXAM NER:  And certainly,
as far as |I'm concerned, brief filing is fine.

Anyt hing else? | heard anot her voice.

MR. SUAZO. Yes. Madam Heari ng
O ficer, just one thing to note for the Conm ssion.
NMOGA and | PANM have fil ed exceptions to the
recommendati ons, so those should be on file, and |
just wanted to nmake a note of that. W appreciate the
Comm ssion taking the tinme to consider the notion
t hr oughout the proceeding. | just wanted to note that
because that just cane through a couple of m nutes
ago.

THE HEARI NG EXAM NER: Ri ght. Thank
you. Yes, we're all doing this in real tinme, so thank
you for noting that. Anything el se?

(No response.)

Al right. W're going to turn to
Ms. Fox's opening statenment. As | indicated to all
parties |ast week, you will have an opportunity to
of fer your opening statenent this norning if you woul d
like or to wait until your own presentation. But
we'll start with the Applicants, M. Fox.

M5. FOX: Thank you, Madam Heari ng

of ficer, nenbers of the Comm ssion. My nanme is Tannis
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Fox, and I'"'ma |awer with Western Environnental Law
Center representing Applicants, which is a diverse
coalition of nine nonprofit organizations.

The central purpose of Applicants'
proposals is to prevent the proliferation of orphan
wells in our state. Although New Mexico does not have
a formal definition for "orphan well,” it is generally
understood to nean a well that is non-producing,
unpl ugged, and with no solvent responsible party to
plug or renediate. The liability thus falls to the
St ate.

Unpl ugged wells can emt air
pol | utants, including nethane, a potent greenhouse gas
driving climte change, and hazardous air pollutants
known or suspected to cause cancer, reproductive
di seases, and birth defects. Leaki ng wells can al so
pol | ute ground and surface water.

Communities likely to be exposed to
pol lutants from unplugged wells include historically
mar gi nal i zed groups, including communities in the
nort hwest of New Mexico. Living in proximty to wells
Is associated with a range of negative health
out comes.

This sumrer, the New Mexico Legislative

Fi nance Commttee issued a report on orphan wells.
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This is Applicants' Exhibit 4.

(Applicant Exhibit 4 was marked for

i dentification and received into

evi dence.)

LFC found that the State "faces
significant and growing financial liabilities for oil
and gas well cleanup." According to LFC, OCD has
pl uggi ng authority for approximately 700 wells. The
State will likely need to plug an additional 1400
i nactive wells, and there are nore than 3,000 | ow
produci ng wells at risk of being orphaned.

LFC estimates the state's current and
near future liability for plugging and renediation is
between 700 mllion and 1.6 billion dollars. As of
this April, the State's reclamation fund held $66.7
mllion. That's an enornous, |ikely insurnmountable
delta between the State's potential liability and the
State's resources to take on that liability.

But this is not a liability that should
be thrust upon the State. This is a liability that
shoul d be borne by industry. Presently, however, the
State, its taxpayers, and our comrunities bear the
wei ght of the orphan well problem because of | ax
| egi sl ative and regulatory controls. Applicants’

petition ains to strengthen the State's rules to
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prevent the catastrophic liability LFC forecasts.
LFC s findings and policy
prescriptions, which include recomendati ons for
rul emaki ng, are consistent with Applicants' findings
and policy prescriptions put forth in our proposals.
LFC is not the only agency to sound the alarm So too
is the State Land Ofice and the O | Conservation
Di vision. New Mexico State agenci es understand that
orphan wells pose a substantial risk to the State and
our communities and that regulatory action is needed
and i s needed now.
Since filing our petition in June 2024,
Applicants have anmended it twice, first to incorporate
proposals offered by OCD, second to incorporate
proposal s negoti ated anong OXY USA, Inc., OCD, and

Applicants. Applicants' final proposed amendnents are

Exhi bit 72.

(Applicant Exhibit 72 was marked for

i dentification and received into

evi dence.)

OCD s proposed anendnents in its
hearing statenment mrror Applicants'. The State Land

Comm ssi oner "strongly supports the whole of the
petition." And OXY doesn't oppose sonme of Applicants’

significant proposals, including those for financial
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assurance for active and inactive wells, establishing

presunptions of no beneficial use, and strengthening

operator registration and well transfer requi

rements.

Unfortunately, NMOGA and | PANM woul d

not cone to the negotiating table, although Applicants

tried mghtily to get themthere. And, in their

hundreds of pages of testinmony, their w tnesses fail

to acknowl edge the crisis our state faces, |et al one

of fer constructive regulatory solutions. But
mai ntai ning the status quo is not acceptable.

The next several days, you w |

| hear

from Applicants' experts. Thomas Al exander wl | be up

to bat first. M. Al exander spent 35 years working

for oil and gas conpanies, including four small

operators, where he focused on field operations and

engi neering, including drilling, conpletion,

production, and reserve evaluation. After retiring

from Sout hwestern Energy, where he was a vice

presi dent overseeing the health, safety, envi

ronnment

di vision, M. Al exander began consulting al nost ten

years ago.

Next, you will hear from Dwayne Purvis.

M. Purvis has worked as a petrol eum reservoi

r

engi neer for 30 years, working across the U.S. and

internationally. He's a registered professional
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engi neer in Texas and founded his consulting firmover
ten years ago. M. Purvis devel oped significant data
eval uati ng New Mexico's oil and gas operations and the
| npacts of Applicants' proposals.

Next, you will from Peter Morgan.
M. Mirgan is a | awer who received his J.D. and
Master's of Science from Stanford. He worked for the
Sierra Club for many years, focusing on cleanup of
fossil fuel extraction before co-founding the Center
for Asset Retirenment Accountability, whose m ssion is
to address the national problem of unplugged wells.

Batting cleanup is Adam Peltz.
M. Peltz also is an attorney. He works for the
Envi ronment al Defense Fund on the environnmental
I npacts of oil and gas devel opment. He is engaged in
| egi sl ative or rul emaking activities on financi al
assurance, idle well managenent, and well transfers in
a nunber of states and serves on a National Acadeny of
Sci ence study on orphan well plugging. EDF also
devel ops substantial data evaluating the State's oil
and gas operations and the inpacts of Applicants'
proposal s.

The orphan well problemis a national
one. New Mexico is not alone, and many oil and gas

states are working to find solutions. This is a
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conplex problemrequiring multiple policy
prescri ptions.

Applicants propose a three-pronged
strategy. First, Applicants propose increasing
financial assurance for high-risk wells. Second,
Applicants propose rules to protect against high-risk
well transfers. And third, Applicants propose
strengthening rules to prevent inactive wells, with no
future use, fromlingering indefinitely in inactive
st at us.

"1l discuss each briefly beginning
with financial assurance. |It's no secret that New
Mexi co's financial assurance requirenents, both in
statute and rule, are woefully inadequate. |In 2021,
the State Land Office estimited the total cost of
decomm ssioning oil and gas infrastructure could be
north of $22 billion, while financial assurance held
by the State pal ed by conpari son.

VWil e the conmm ssion has no authority
to change the Ol and Gas Act, it has authority to
change its rules. The Act authorizes the Comm ssion
to "establish categories of financial assurance after
notice and hearing." Applicants propose establishing
new cat egori es of financial assurance based on the

ri sk of wells being orphaned.
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Applicants first propose, in 19.15.8
NMAC, a new category of high-risk/|ow produci ng wel
called "marginal wells.”™ This proposal originated
wth OCD, based on their field experience, and has
been data tested by Applicants' experts.

Marginal wells are wells that produce
| ess than a thousand BOE and | ess than 180 days duri ng
a 12-nonth period. That's 2.7 BOE per day. It's well
established that | ow producing wells are at higher
ri sk, as LFC found.

Appl i cants propose one-well financi al
assurance in the anount of $150,000 for each marginal
well. Under the Act, financial assurance categories
must include "one-well plugging financial assurance in
amounts determ ned sufficient to reasonably pay the
cost of plugging the wells covered by the financial
assurance. "

The relevant cost for financial
assurance is the cost to OCDto plug; it is not the
cost to industry because, if a well is orphaned it
falls on OCD to plug. $150,000 approxi mates an anount
sufficient to reasonably pay the cost of plugging the
wells. OCD s average cost to plug a well is $163, 000.
VWile there will always be variation in actual

pl uggi ng costs, it's reasonable to use a figure cl ose
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to the average cost.

According to M. Purvis' data, narginal
well's conprise 2200 wells in the state, representing
3.7 percent of the well population and just .045
percent of total production. That's |ess than one
hal f of 1 percent of total production. That data is
reflected in Applicants' Exhibit 40.

(Applicant Exhibit 40 was marked for

i dentification and received into

evi dence.)

VWile marginal wells represent de
m nims anmount of production for the State, they
represent a trenendous potential liability for the
State. Applicants adopted another FA proposal from
OCD for marginal and inactive wells. This proposal is
directed at the operator |evel, recognizing that a
risky portfolio -- that is a portfolio that carries a
| ot of high-risk wells -- has the potential to unload
dozens or even hundreds of wells to the State.

Wtness the State's settlenent with
Ri dgeway Arizona Q1| Corporation when Ri dgeway

couldn't neet its plugging responsibilities for 299

wells, leaving the State to take on the $30 nmillion
liability. In return, Ridgeway gives install nent
paynents to the State, paynents that wll take
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literally decades to conplete, assum ng a conpany that
can't pay for its wells now wi |l even be operating
decades from now.

Applicants propose an operator wth 15
percent or nore of its wells in marginal and/or
| nactive status post a one-well financial assurance of
$150,000 for all its wells. According to M. Purvis'
data and Applicants' Exhibit 52, this category
represents only 2.3 percent of production in the
St at e.

(Applicant Exhibit 52 was marked for

I dentification and received into

evi dence.)

Again, while this category reflects a
de mnim s anmount of production for the State, it
represents a trenendous liability for the State.

Finally, Applicants propose one-wel |
assurance of $150,000 for all wells in inactive
status, including wells in approved and expired
t enmporary abandonment status. Inactive wells
represent the highest risk because they are no | onger
produci ng or generating any revenue.

I n New Mexi co, these wells, inactive
wel I's, have a shockingly high degree of

non- conpli ance. According to data from Environnent al
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Def ense Fund, in Applicants' Exhibit 7, there are
approxi mately 3700 wells on OCD s inactive well |ist;
nore than 3200, or over 85 percent, are out of
conpliance with this Comm ssion's rul es.

(Applicant Exhibit 7 was marked for

I dentification and received into

evi dence.)

I ncreasing financial assurance for
these wells would not only protect the State agai nst
or phaning but will also give operators incentive to
plug or put the well back into productive use.

NMOGA and | PANM wi t nesses cl ai m t hat
t hese new categories are not authorized under the Act
because bl anket bonding is capped at $250, 000. But
t hese new categories are not for blanket bonding, and
the cap does not apply. These new categories are
fully within the Commi ssion's authority to "establish
cat egories of financial assurance.”

Applicants next propose provisions in
19.15.9 NMAC to better protect the State at the point
of operator registration and well transfer. Well
transfer, in particular, is a critical point in the
life of a well, as LFC has recogni zed.

Low- produci ng wells are often

transferred and sold down the value chain to
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I ncreasingly less well-capitalized operators who are
nore likely to walk away fromtheir obligations and
| eave the State holding the plugging and site

remedi ation responsibilities.

Applicants' final proposals for
operator registration and well transfer were
negoti ated with OXY and OCD and are in Applicants
Exhibit 72. The negoti ated provisions are highlighted
in yellow. Applicants propose to give OCD authority
to deny operator registrations and well transfers if
an operator is subject to a forfeiture demand, has
forfeited financial assurance, or has unresol ved
orders from another state or federal agency.

These cat egories of non-conpliance are
targeted, easily identifiable by operators, and
represent violations that increase the |ikelihood of
or phaning. OCD denial is not mandatory, as industry
W tnesses inply, but is discretionary.

Applicants al so propose that operators
taki ng on new wells submt a plugging and abandonnent
pl an, denonstrating that the operator has the
financial ability to nmeet the Conmm ssion's pluggi ng
and abandonnment requirenments. Any prudent operator
shoul d be able to nake this denonstration, a

denonstration that adds one nore | ayer of protection
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agai nst wel |l s being orphaned.

NMOGA and | PANM wi t nesses cl ai mt hese
proposal s are outside OCD s authority. But OCD
exercises authority to deny registration and wel |
transfer on various bases. This additional authority
falls squarely within the Comm ssion's existing
aut hority.

Applicants' third set of proposals, in
19. 15. 25 NMAC, hel ps prevent wells remaining in
I nactive status indefinitely. The current rules allow
i nactive wells to go into TA status with no show ng of
future use and then allow a well to remain in TA
i ndefinitely with periodic reviews but with no show ng
of future use.

EDF data show that, if an inactive wel
is going to be reactivated, 99.5 percent of the tine,
It will be reactivated in eight years. After that,
only one half of 1 percent of inactive wells are
reactivated, yet wells linger in inactive status in
New Mexico for years, even decades.

Currently, over 30 percent of inactive
wel | s have been inactive nore than eight years. There
are a hundred wells that have been inactive for nore
than 25. This data is in Applicants' Exhibits 8 and
13.
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(Applicant Exhibit 8 and Applicant

Exhi bit 13 were marked for

i dentification and received into

evi dence.)

Applicants propose requiring operators
to denonstrate that a well has future beneficial use
to be placed in tenporary abandonnent status. If a
well has no future use, it should be plugged. Many
states require such a showing. And consistent with
the data, Applicants propose that, after eight years
of inactivity, a well nust be plugged or put back to
use.

Finally, there are wells that, while
nom nally active, are barely linping al ong, avoiding
the inevitability of plugging and increasing the risk
of being orphaned. Applicants adopted anot her OCD
proposal establishing rebuttable presunptions of no
beneficial use for such wells.

Operators have full opportunity to
denonstrate these wells do have use. These are wells
that are producing less than 90 BOE in | ess than 90
days during a 12-nonth period. That's just .25 BOE
per day.

Looki ng at Applicants' Exhibit 40, only

2.9 percent of the State's active wells, or 1700
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well's, would be presuned to have no beneficial use,
accounting for .003 percent of production in the
state. According to M. Alexander, this proposal is
"hi ghly conservative."

An abundance of data substanti ates
Appl i cants' proposal, data that is not seriously
rebutted by industry. And while industry w tnesses
have no end to objections to the proposed anendnents,
their objections are not backed up with the quantity
and quality of data proffered by Applicants.

Finally, all Applicant organizations
W sh to extend our sincere appreciation to the
Commi ssion, Hearing Oficer, and Counsel for the
substantial time and effort this rulemaking will take.
And with that, as we agreed upon during the hearing
conference, Applicants call their first w tness.

THE HEARI NG EXAM NER: Thank you.

Woul d you pl ease state and spell your
first and | ast name? For --

MS. FOX: M. Al exander?

THE HEARI NG EXAM NER:  Yes.
M. Al exander.

MS. FOX: |Is he going to -- ah, yes.
' m sorry.

MR. CLOUTI ER: Madam Hearing O ficer,
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can we -- this is Andrew Cloutier. Can we just note
one thing? As a courtesy to M. Al exander, the other
parti es have agreed to defer opening, if they want to
do it early in the case, until after M. Al exander has
testified because he apparently has a limted
schedule. So | wanted to be clear to the Comm ssion
and for the record that parties are not waiVving
opening early in the proceeding.

THE HEARI NG EXAM NER: Thank you. |
had forgotten to nention that.

MR. CLOUTIER: Thank you.

THE HEARI NG EXAM NER:  Thank you.

MR. ALEXANDER: Tom Al exander, T-O-M
A-L-E-X-A-N-D-E-R.  And | appreciate defernent of
t hose openi ng statenents.

THE HEARI NG EXAM NER:  Thank you.

MR. ALEXANDER: | amon a tight
schedul e.
VWHEREUPOQN,

THOVAS ALEXANDER

call ed as a witness and having been first duly sworn
to tell the truth, the whole truth, and not hi ng but
the truth, was exam ned and testified as foll ows:

THE HEARI NG EXAM NER:  Thank you very

much.
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Ms. Fox?

M5. FOX: Thank you, Madam Heari ng
Oficer. | amjust going to bring up M. Al exander's
Power Point, | hope. There it is.

THE W TNESS: There it is.

M5. FOX: Who knew? Okay. Hold on one
second. Gkay. And it works.

DI RECT EXAM NATI ON
BY M5. FOX

M5. FOX: Please state your nane?

THE W TNESS: Tom Al exander.

M5. FOX: Did you submt direct
testinony in this matter, Applicants' Exhibit 3?

(Applicant Exhibit 3 was marked for

i dentification and received into

evi dence.)

THE W TNESS: Yes.

M5. FOX: Is it accurate, to the best
of your know edge, and do you adopt it?

THE W TNESS: Yes and yes.

M5. FOX: What is your current
enpl oynent ?

THE W TNESS: After working in the oil
and gas industry for over 35 years, | started my own

consulting firmin 2016, Al exander Engi neering, Inc.
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where | focus on oil and gas operations.

M5. FOX: What is your educational
background?

THE W TNESS: | earned a Bachel or of
Arts degree in psychol ogy from Wake Forest University,
foll owed by a Bachel or and Master of Science degrees
i n mning engineering from South Dakota School of
M nes and Technol ogy.

M5. FOX: Please summari ze your work
experience?

THE W TNESS: After serving six years,
over six years in the Air Force, | began ny career in
oil and gas with Schl unberger O fshore Services in
1981, running open-hol e | oggi ng operations and then
foll owed by a year sales and interpretation services.

Fol | owi ng Schl unberger, | worked for at
| east four small operators: Altair Energy in the East
Texas Basi n; Habersham Energy in the Denver-Jul esburg
Basi n; Revere Corporation in the Arkoma Basin, in the
Ar kansas section; and OXY Petroleumin Arkoma Basin in
Okl ahoma. In all four of these conpanies, | focused
primarily on field operations and engi neering to
i nclude drilling, conpletion, production, and reserve
eval uati on.

In 1999 | went to work for Sout hwestern
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Energy as a consultant and then a year later full-tine
as a staff production and conpl eti on engi neer until |
was pronoted to team | ead for our federal shale

expl orati on and devel opnent efforts.

Afterwards, | was pronoted to general
manager SWN Canada to | ead our exploration in New
Brunswi ck, Canada and returned from Canada to a vice
presi dency, managi ng our health, safety, environnent
division. And | retired in April of 2016.

M5. FOX: What is your experience
wor ki ng i n New Mexico?

THE W TNESS: As a consultant to the
Envi ronnment al Defense Fund, | served as an expert
before this Comm ssion during the nethane waste rule
hearing in 2021 and before the Environnental
| mprovenent Board during the ozone precursor rule
hearing in 2022.

M5. FOX: And what is your experience
determ ni ng when to plug inactive and unproductive oi
and gas wells and renediating well sites?

THE W TNESS: In one word, extensive.
| was repeatedly involved in the process of plugging
and abandonnment wells in the East Texas Basin, WI cox
Basin in M ssissippi and Loui siana, Hardeman Basin of

Texas, the D-J Basin in Colorado and the Arkoma Basin
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I n Arkansas and Okl ahoma for over 27 years of ny 35
total years in oil and gas.

M5. FOX: Is Applicants' Exhibit 2 an
accurate copy of your resune?

(Applicant Exhibit 2 was marked for

i dentification and received into

evi dence.)

THE W TNESS: It is, yes.

M5. FOX: Are current oil and gas
regul ati ons, nationally and in New Mexico, generally
adequate to ensure appropriate and tinmely plugging of
oil and gas wells?

THE W TNESS: No. The problens in New
Mexi co and other jurisdictions across the country face
are well docunented and have been problens for sone
time now |If the regulations had been adequate and
foll owed properly and enforced, there would not be as
many as 800, 000 wells nationally that are orphan.

It's just that sinple.

Consider the typical lifecycle of a
well, wells, or field. The initial conpletion results
In a econom c venture, followed by devel opnent and
adequate production. Wth time, the production
natural ly declines, reservoir pressures decline, and

profitability falls to a point where many operators
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may el ect, for a variety of reasons, to sell to
anot her operator. All too often, though, the

pur chasi ng operator is smaller and |less financially
capabl e of handling the unstate.

This cycle repeats itself until, too
often, the set of wells is operated by soneone who has
nowhere near the financial wherewithal to finalize
operations and plug an abandoned well, wells, or field
and renedi ate the sites. So the state regul ator w nds
up with the entire ness in their lap to handle, as the
operator's either wal ked off or gone bankrupt.

Add to this, all too often, state
regul ati ons governing financial assurance have not
been updated for years and kept pace with costs and
are conpl etely inadequate to cover the cost of
decomm ssioning wells or entire fields and renedi ati ng
sites.

My position on this set of problens is
straightforward. No one really has the right to
operate, be it oil, gas, or other. Also, certainly no
one has the right to operate an oil or gas property,
knowi ng full well, soneday, they m ght be stuck with
final disposition or the State m ght be stuck with a
final disposition of that well.

If a well's net incone isn't sufficient
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to prudently operate, protect health, safety,
envi ronnent, plus be able to pay for reasonable
financi al assurance and final distribution,
di sposition, that well should not continue to be
oper at ed, peri od.

The settlenment -- and as an exanpl e,
the settl ement between the State of New Mexico and
Ri dgeway Arizona Q1| Corporation is a prinme exanple of
t he i nadequacy of New Mexico's current financial
assurance regulations. It becane clear to OCD that
Ri dgeway was not able to fund projected liabilities
for abandonnment and renedi ati on of al nost 300 wel | s.

So in a settlenent, the State agreed to
plug 299 non-producing wells while the conpany agreed
to reinburse the State 30,000 a nonth until the bil
is repaid. At a potential cost to P&A these wells and
remedi ate in excess of 30 mllion, repaying woul d take
nore than 83 years. \What's the likelihood that a
conpany that cannot plug and abandon and renedi ate the
wells today is even going to be around ei ght decades
from now?

New Mexi co's Legislative Finance
Commttee recently found, and | will quote this,
"t housands of inactive and | ow producing wells at risk

of being orphaned,"” and concludes, and |I quote, "In
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New Mexi co, the goal should be to structure policies
that notivate operators to plug wells before they
become OCD' s responsibility and | everage the

I ndustry's capacity to do the work faster and likely
at a lower cost."” | fully agree.

It's inperative to enact newrules to
give the State the regulatory tools necessary to
prudently manage New Mexico's portfolio of oil and gas
properties. In nmy opinion, and having worked for over
three decades of oil and gas conpanies, big and
little, the proposed rules go a | ong way toward
acconplishing this goal.

M5. FOX: What is the general purpose
of Applicants' proposals to anend the Comm ssion's
rul es?

THE WTNESS: Clearly and
overwhel m ngly, the purpose here is to protect the
State against the operators nost at risk of orphaning
their wells. These proposals focus on operators
operating at the very margins, wells that are
producing so little that they can't be paying in
sufficient quantities to fund the future liabilities

for P&A and site renedi ati on.

Now, these proposals will not totally
guard agai nst orphan well -- orphan wells, but they're
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designed to protect the State, its taxpayers in
surroundi ng conmunities, and the environnment agai nst
the nost serious risks, while all ow ng operators of
all sizes, including small operators who operate
prudently and responsibly, to continue to do so
profitably.

Regardi ng the financial assurance, it's
w dely recogni zed that financial assurance prograns
across the country are insufficient, and Mexico -- New
Mexi co IS no exception.

In LFC s June 25 report, LFC recognized
New Mexico's financial assurance requirenents are
| nadequate, finding that "the gap between act ual
plugin costs and the required financial assurance
weakens the incentive. It weakens the incentive for
operators to plug their own wells, especially ol der
wells, low value wells where cl eanup costs could
| i kely be higher. And as a result, operators are nore
likely to wal k away fromthose wells, leaving OCD to
manage the problem ™

They found OCD has a plugging authority
currently for about 700 wells on state and private
|l ands. OCD will |ikely need to plug an additional
1400 inactive wells, and there are nore than 3, 000

| ow- production wells at risk. That's a total of 5100
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wel | s.

And | quote fromLFC. "It would be
prudent for the state to reduce its future liability
for orphan wells, which could be acconplished through
a variety of mechanisns including revising its
financial assurance systemto incentivize operators to
plug wells before they beconme fully inactive."

Al so, LFC found, in the past 20 years,
OCD has plugged about a thousand orphan wells. That's
about 5 percent of all wells plugged, and that's just
too many. Industry argues and will continue to argue
t hat sonme operators won't be able to conply with the
addi ti onal bonding requirenents but shoul d nonet hel ess
be allowed to continue to operate as is. And in ny
opi nion, high-risk operators have no busi ness
remai ning in business if they cannot pay for adequate
financial assurance. |If they can't pay for that, they
may often not be able to pay to finance P&A and site
restoration.

Currently there are about 3700 wells on
the inactive list in OCD, and about 3200, over 85
percent, are out of conpliance. That's outrageous and
unacceptable. They're out of conpliance by virtue of
being i nactive too long and not going in TA -- TA or

return to production, or they have not reviewed
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renewed TA st at us.

We propose requiring an operator
denonstrate an active well -- an inactive well has
future beneficial use prior to being placed in TA
status. That's not now required in New Mexico, but
many states do require that.

We al so propose that wells shouldn't be
allowed to linger indefinitely in TA status, as the
Conmmi ssion rules now allow. After TA status year
after year, a well becones less likely to becone
useful. W propose that, after eight years of
I nactivity, a well nust be -- be plugged or
reactivated. And the data fromthe New Mexico
| nactive well supports this, and I'll go over this in
alittle bit nore detail |ater.

Third, we propose OCD s proposal to
identify wells that are technically active but in
reality no | onger have real beneficial use. |If the
production of a well hasn't been for at |east 90 days
i n consecutive 12 nonths and 90 BOE, it is presuned to
have no beneficial use. These wells conprise 2.9
percent of the total well count in New Mexico or
approximately 1700 wells, and as stated earlier, only
. 003 percent of the production in the state.

Let's be abundantly clear about this
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too, and I'll say it nore than once. The operator in
t hese proposals has the full opportunity to rebut the
presunption of and denonstrate the well has use. It's
not an automati c.

M5. FOX: Before we discuss specific
proposal s, can you pl ease give Conm ssion nenbers
background on devel opnment of Applicants' proposal s?

THE W TNESS: Sure. | began worKking
with Applicants in the sumer of 2023, and we were
wor ki ng on devel oping the proposals. And the counsel
met with OCD staff and the State Land Office to
di scuss the proposals, and | was part of sone of those
meet i ngs.

Just prior to filing, we reached out or
Applicants' counsel reached out to NMOGA and | PANM to
| et them know we'd be filing a rul emaki ng application
and that we would really sincerely like to work wth
I ndustry follow ng that.

After the filing, our counsel worked to
nmeet with industry and OCD counsel, and they schedul ed
four nmeetings in October of 2024, a year ago. But
just before the neetings, industry counsel said they
could only attend one neeting. | attended that
neeting and there was not a substantial negotiation

what soever.
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During the second neeting, one industry
| awyer attended. OCD said that they woul d be working
on alternate proposals, and they provided that to the
parties In February of '25. OCD adopted sone of our
proposals and offered their owmm. OCD invited al
parties to neet, and that's in Exhibit 5, our
proposal s wi th OCD

(Applicant Exhibit 5 was marked for

i dentification and received into

evi dence.)

We agreed to nmeet NMOGA, and | PANM did
not. Applicants' counsel and their experts, including
myself, met with OCD a nunber of tines, and these
negoti ations resulted in us adopting sone of OCD s
proposal s.

One industry partner, OXY, did respond
to our requests and net with themin the summer of '24
and this past sumer, and | participated in those
| atter neetings. And we reached agreenent on certain
items proposed by OXY, and | appreciated their --
their willingness to sit down. Regrettably NMOGA and
| PANM di d not.

And as a result of this work between
Applicants, OCD, and the State Land O fice, we and OCD

have proposed the sane rules to the Conmm ssion, and
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the State Land Office supports those proposals.

M5. FOX: We'll now turn to Applicants'
specific proposals, and I'll start your Power Poi nt,
begi nning with definitions in 19.15.2 NMAC. Ckay.
Let's see. My PowerPoint is noving on iy screen but
not here.

MR. BLOOM Do it in view You can't
do it in presentation node.

M5. FOX: Onh, okay.

MR. BLOOM You have to do it -- go

>

FOX: View and then what? Qutline
Vi ew?

BLOOM No, do --

FOX: Huh. Wbrked the other day.
BLOOM That's Teans.

» D D D

FOX: There we go. Is that
wor ki ng? No.
MR. BLOOM It's not scrolling through.
MS. FOX: Madam Hearing O ficer, should
we take a five-mnute break so | can resolve this?
Actually practiced this | ast week, and it worked.
THE HEARI NG EXAM NER:  All right.
That's good. Let's take five m nutes.

M5. FOX: Thank you.
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(O f the record.)

THE HEARI NG EXAM NER: Let's go back
fromthe break, please. M. Fox, you were 15 m nutes
into M. Alexander's testinony; if you would conti nue,
pl ease.

MS5. FOX: Thank you, Madanme Heari ng
O ficer, and apologies for the technical difficulties
whi ch have been resol ved.

BY M5. FOX

M5. FOX: We'll now turn to Applicants
specific proposals and | really will start your
Power Point. Beginning with 191.5.2 NMAC, Applicants
proposed to conbine the current definitions for
"approved tenporary abandonnent” at 19.15.2.7(A)(13)
NMAC, and "tenporary abandonnent™ or "tenporarily
abandoned status" at 19.15.2.7(T)(3) NMAC. What do
Appl i cants propose?

THE W TNESS: Thank you. We do propose
to revise the definition of "approved tenporary
abandonnent” and to include "tenporary abandonnent”
and "tenporary abandonnment status," and also to delete
the current definition for the l[atter two terns, as
shown in the PowerPoint Slide 2.

M5. FOX: \What's the basis of this

proposal ?
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THE WTNESS: Well, the terns "approved

t enporary abandonnent,"” "tenporary abandonnent," and

“tenporarily abandonnent status" are used

I nt erchangeabl y t hroughout Conm ssion's rules and

refer to wells that are authorized to be in tenporary

abandonment, and that authorization has not expired.
Al so, the current definition, which we

propose to strike for "tenporary abandonnent” and

"tenporarily abandonnent status,"” which neans the
status of a well that is inactive, is really not
entirely accurate. Let's be clear, tenporary
abandonnent does not equal inactive, so it's --

t enmporary abandonnment is a subset, so we just don't
think that that definition is accurate.

M5. FOX: Applicants al so propose a new
definition for "expired tenporary abandonnment"” and
"expired tenporary abandonnent status" at 19.15.2. 7(E)
(8) NMAC; correct?

THE W TNESS: Yes. That proposal is
shown on the bottom of Slide 2.

M5. FOX: What's the basis for this
definition?

THE W TNESS: So these terns are going

to be used in the financial assurance provisions,

which require increased financial assurance for
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i nactive wells, including inactive wells that were
approved TA but did not renew TA statuses required by
Commi ssion rules. These wells are therefore out of
conpliance wth Conm ssion rul es.

M5. FOX: Applicants propose a
definition for "beneficial purposes" and "benefici al
use" at 19.15.2.7(B)(7) NMAC, correct?

THE W TNESS: Yes. Correct. Slide 3.
Yep. Next slide.

M5. FOX: \What's the basis for this
definition?

THE WTNESS: Well, the Conm ssion's
rules use these ternms, which are inportant, but
there's no definition whatsoever. So we propose using
the term "beneficial use" in a new provision and
creating presunptions of no beneficial use that, if
not rebutted, require an operator to plug an abandoned
wel | .

The proposed definition is consistent
with the current definition of "inactive well." |
woul d point out this definition says, "Means an oil
and gas well that is being used in a productive or
beneficial manner, such as" -- and that's going to be
an inmportant point |ater on -- "production, injection,

or nonitoring."
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If a well is inactive and is being used
for specul ative purposes, that is based on a guess and
not on information, that well should be plugged. And
we include that in the latter part of this definition.
This does not include the use of a well for those
specul ati ve purposes.

M5. FOX: We're going to turn to Part
25, governing plugging of wells. Before we discuss
Applicants' specific proposals, can you di scuss why

it's inportant to tinmely plug and abandon unproductive

wel | s?

THE W TNESS: Yeah. |'Il bring up
about five points here. In ny years of operating and
then finally as the vice president for vice -- of

heal t h, safety, environnent at Sout hwestern Energy,
|"d place public safety at the top of the |ist.

Well sites really are a form of
attractive nui sance and can -- or can pose a public
risk. And abandoned well sites can pose an even
greater risk because they're often not well maintained
or nonitored regularly, and in many ways are an
accident waiting to happen.

Al so, many well sites, and this would
be the second point, |eaks at the surface. They're

going to have well head or various pieces of surface
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equi pnent that, while small | eaks may only be the
| ssue, they'd still pose a fire and expl osi on hazard.
You know, over time, equipnment corrodes and increases
the possibility of |eaks.

A third reason are | eaks downhol e.
Unatt ended, non-productive wells pose risks for public
heal th and environnment, often wells that becone
unpr oductive or very old and have been nmanaged with
ol der technol ogy and operating techni ques. And as
wel |l s age, there are distinct possibilities that |eaks
in the casing, plug failures, cenment sheath failures
w || occur that endangers groundwater and the air.
And it can becone especially problematic if the well
produces fluids with corrosive el enents such as H2S or
CQ2.

In LFC s report, they recogni ze these
findings, saying, "GOl and gas wells, by design, tap
I nto subsurface reservoirs that are often nore than a
m |l e deep. When an active production ceases, the
wel I s can becone pat hways for hazardous substances to
escape, including gases |ike nethane and hydrogen
sulfide and fluids |Iike produced water and resi dual
hydrocarbon. Those | eaking gases and fluids can
contam nate the groundwater, endanger nearby hones,

and i npede future devel opnent of oil and gas
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resources.”

A fourth issue is regulatory
conpliance. Currently, in New Mexico, there are
t housands of inactive wells out of conpliance. And
fifth, closely tied to that, is financial
responsibility. Timely plugging wells is part of
managi ng oil and gas wells prudently at the end of
their lifecycle. And to neglect to do that does then
| ead to significant future costs for plugging and
envi ronnental restoration.

MS. FOX: OCD maintains a |list of
i nactive wells; correct?

THE WTNESS: It's on its website, and
it's updated daily.

M5. FOX: Can you give the Comm ssion a
snapshot of information froma recent review of OCD s
I nactive well list?

THE WTNESS: So this is our Exhibit 7.
And this was taken a point in tinme, July the 3rd,
2025. The inactive well |ist shown here is the data.
There's a total of 3765 inactive wells. 419 wells are
I n approved TA -- approved TA status; 155 were in
expired TA status. That | eaves a whopping 3, 234
i nactive wells that are out of conpliance.

So only a small percentage of inactive
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wells were in approved tenporary status, while the
vast majority of the wells were out of conpliance,
sone al nost 86 percent.

This al so shows that many operators
avoid plugging wells on a tinely basis. As LFC had
put it, virtually all wells on the inactive list are
eligible for enforcenent action. In ny opinion, this
I's indefensible. And | can tell you, in ny old
conmpany, Sout hwestern Energy, behaving |ike this,
heads woul d have roll ed.

And this is a bar graph. You'll see,
across the x-axis, we've got mninmumtine inactive,
and on the -- on the y-axis, the nunber of wells on
the list neeting this criteria of inactive wells.

|"d just like to point out a couple of
timeframes here that are inportant. W started out
time zero, basically with 3765 wells. And then, as we
march forward, this eight-plus years, there's stil
1156, or 31 percent of the wells on the |ist have been
active for eight-plus years. And in the tinme period
of ten years, alnost 900 wells are inactive. And
under the current rules, operators don't have to nake
any show ng that these wells have any future utility.

M5. FOX: Does non-conpliance get worse

over tinme as inactive wells renmain inactive?
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THE W TNESS: Yes, it does. Here's
anot her graph. This is Exhibit 10.

(Applicant Exhibit 10 was marked for

I dentification and received into

evi dence.)

And you'll see the kind of the olive
green or out of conpliance. You know, in the first
nine or ten years, you'll see, you know, a fair anpunt
of the dark green and blue that are ACO in place and
I n approved TA status. But once you get to that ten-
year point, alnost everything is out of conpliance.

s there any sound justification why
t hese inactive wells should not be plugged and
abandoned? And again, |I'll say the longer a well is
Il nactive, dependent upon the operator's financi al
health, the greater the risk of becom ng orphaned, and
that | eaves communities and the state to westle with
t he consequences.

M5. FOX: Are the nunbers of expired TA
wel l's increasing over tinme?

THE WTNESS: This is our Exhibit 11 --
11.

(Applicant Exhibit 11 was marked for

i dentification and received into

evi dence.)
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And the answer is, unfortunately, yes.
You'll see the kind of olive-green curve there; that's
expired TA wells. Back in 1990, they were in the
range of about 50, and then in 2021, it's peaked out
at about 304.

The positive -- |'d say positive --
it's an increasing trend is -- is concerning. And I
t hi nk, you know, any kind of an upper trend in -- is
di sturbing. Instead of renewing the TA status and
renewi ng the projection -- protections and saf eguards,
nore and nore operators are just sinmply not obeying
the rules, and hey allow their wells to |inger out of
conpliance in in expired status.

M5. FOX: Under current rules, what
denonstration nust an operator naeke to place an
i nactive well into tenporary abandonnment instead of
pl uggi ng and abandoning the well?

THE W TNESS: Well essentially not --
under the current rules, if the well has not produced
for a year, operator has 90 days to either plug the
well or place it in TA. But for TA, the operator
doesn't have to make any showi ng that the inactive
well will be turned to -- returned to beneficial use
or provide a reason why the inactive well should not

be P&A.
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This is done on the Form C-103. It's a
mul ti purpose form one page. You know, the top half
of this thing is just purely admnistrative: the
well, the operator, the depth, et cetera. And then
there's a bl ock there: "Wat do you want to do?" "W
want to T&A the wel | ."

And then there's a -- a blank area
where the operator puts in their procedure for T&A ing
the well. There's no request for even a nopdest --
nodest justification for T&A. And this can be done
every five years over and over and over. There's no
time limt.

And again, the current rules require no
showi ng that a well wll ever be put into production
or other beneficial use or why these inactive wells
shoul d not be plugged and abandoned.

M5. FOX: And M. Alexander, did you
review various C-103 fornms and put together an exhibit
for Applicants, Applicants' Exhibit 127

(Applicant Exhibit 12 was marked for

I dentification and received into

evi dence.)

THE WTNESS: | did. | took about 30
wells or -- or C-103 forns at random And one of the

things that's interesting on those forns is that,
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whil e the procedure for plugging is that, in al nost
all cases, the operators are placing a cast iron
bri dge plug and dunping cenment on the top of it and
| eaving the well that way.

M5. FOX: Turning to Applicants’
specific proposals for 19.15.25 NMAC, what anmendnents
do Applicants propose for Subsection 8?

THE W TNESS: Okay, there's a couple of
things here I'd like to point out. First, we clarify
t he application nust be nmade to the Division to place
it in tenporary abandonnent.

The second point | would make here is
that that tineframe would be reduced from 90 days to
30 days. Keep in mnd, these -- this well has been
i nactive for at least a -- a year nost |likely. So
what ' s anot her 30 days?

And then finally, in Item Nunber B3, we
proposed to delete the word "continuously."” Now
according to OCD, the operators gane the systemin the
sense of -- just take for exanple, January 1st of any
given year, you place a well in inactive status. Two,
three nonths later, that operator may open the well up
or say they do and burp up a barrel of oil or
sonething like that and then shut it back in. And

what they're essentially doing there is resetting this
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I nactive status tinme clock over and over and over
agai n.

M5. FOX: What is Applicants' proposal
to establish presunptions for no beneficial use?

THE W TNESS: Here are four provisions
that we'll talk about in depth. OCD initially
proposed establishing the rebuttal presunptions of no
beneficial use, and we adopted them |In the yell ow
hi ghl i ght there are changes from our proposal that we
negoti ated w th OXY.

MS5. FOX: VWhat is the basis for this
proposal ?

THE W TNESS: Okay. Starting with
Subsection A, the well is -- a key word here --
prelimnarily determ ned by OCD to have no benefici al
use, if, in a consecutive 12-nonth period, it has not
produced at | east 90 days and nade at |east 90 BOE
Now, that's about a quarter of a barrel per day, which
in alnost all circumstances is not econom c.

A point of conparison, in the recent
report by the LFC, deened that wells at or below 2 --
2 BOE per day are problematic and observed that, with
this |l evel of production, the average well is plugged
and abandoned. W -- OCD s proposed presunption,

which is rebuttable, is nore than rational or

Page 66

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

reasonabl e.

Now, M. Purvis, an expert on our team
made an anal ysis of all the marginal wells, and | used
his Exhibit 40 here. And if you'll take a |ook at the
bottom -- you noved it.

M5. FOX: | noved it back.

THE W TNESS: Okay. Take a |ook at the
bottom | eft-hand corner. Those wells are in purple.
That would be the wells that are in this
classification of 90 BOE, 90 days, 12 consecutive
nonths. And that represents a neager anount of the
total wells that the state has: about 2.9 percent of
our active wells, or 1700 wells. And again, |'ve said
before, that's .003 percent of the production in the
state. The proposal targets the |owest producing
well's and i s nodest.

| would also say | believe OCD shoul d
have the authority to scrutinize wells that are
operating at the edge of solvency, to protect the
State fromtaking on nore or fromwells. LFC also
recogni zes that, and | quote: "Potential liability
for extrenely | ow producing wells -- wells greatly
exceeds the potential tax considerations. Wile wells
can conti nue producing very low quantities for

extended periods of tinme, the financial risk those
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wells pose to the State far exceeds the -- the
potential tax revenues."

Goi ng back now to Subsection B, a
simlar approach is taken for injection wells or
saltwater disposal wells, in that over a consecutive
12-nonth period, OCD adm nistrative reviewis
triggered when injection occurs |ess than 90 days and
| ess than a hundred barrels.

Subsection C -- and the rebuttal
presunption doesn't apply here, by the way -- but
wel s that have been drilled and conpleted for |ess
than 18 nonths and wells that have been conpl eted but
have not produced for less than 18 nonths -- it's not
unconmon, and we experienced this in the Fayetteville
Shale, so I"'mwell aware of this sort of thing.

You're drilling on pads. [It's not
unconmon to bring arig in and drill 6, 8, 10 wells at
a time back-to-back-to-back and then nove out, wait
for the infrastructure to get there, and you cone in
and conpl ete that sanme set of wells
back-to-back-to-back. So this is a reasonable
provi sion, | believe.

And finally, Subsection D sets forth
the adm ni strative procedures to determ ne no

beneficial use. First, OCD would give the operator
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notice of its prelimnary determ nation that a well
does not have beneficial use and given the opportunity
to denonstrate otherw se.

The changes negotiated with OXY don't
require operators to provide all the listed
I nformation but give OCD discretion to request
i nformation so as to ease the burden on operators. |
think that the types of information that are requested
are appropriate for the determ nation.

M5. FOX: Moving to Applicants'
proposal s for tenporary abandonnent, what amendnments
do Applicants propose to 19.15.25.12, which has been
renunbered to 19.15. 25.13?

THE W TNESS: 1In general, we
essentially propose two changes. First, to be
approved for TA, the operator nust denonstrate that an
I nactive well will be used for a beneficial purpose in
the future. As already discussed, this denonstration
Is currently not required. But if an inactive well
has no future root -- use, what good reason is there
that that well shouldn't be plugged?

To denonstrate beneficial use -- and
it's in the body of this text here -- an operator
woul d provide rel evant data, analysis, and reasoning

for OCD to use and assess whether the well is likely
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to be put in future use or whether it should be P&A' d
because the operator can't make an adequate show ng.

The proposal includes a list of common
techni cal and econom c data and adm nistrative
i nformation that any operator should have and easily
use to justify investnment now or in the future in this
project. And it -- it should be there. |It's easy to
Identify. |1've done it a hundred tines in ny career.

M5. FOX: What is the second change?

THE W TNESS: The second change i s,
under current rules, as |I've said before, you can go
into TAin five-year increnents and there's no end to
it. We propose a different tinmeframe. We propose
that the well may be inactive for a total of about
ei ght years: one year in inactivity, and then you got
the two or three nonths there to apply for TA; an
initial termof five years; and then a second term
after a second approval of two years.

M5. FOX: What is the basis for these
ti mefranmes?

THE W TNESS: Let's go back to this bar
chart. Critical time periods are, one, after well has
been inactive for six years. A hearing would be
requi red before OCD. Now, at that point, in siXx

years, you've got a very few wells that are going to
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ever reactivate, maybe one and a half percent. And
then at the eight-year point only .5 percent of wells
that are inactive typically are reactivated.

This data denonstrates that the chance
of wells going back into use after eight years is
al nost non-existent. There will be exceptions of
course. We think that this is a reasonable tinefrane
based on New Mexico dat a.

And under the proposal to extend the TA
status for an additional two years, the operator nmnust
provide the sane information that he did the first
time, plus explain the -- why the well was not put
i nto beneficial use at had been -- as it had been
proposed initially, and have a health and safety pl an.
And that's basically just a -- a beefed-up expl anation
of the nmechanical integrity of the well.

That said, |I've got sone principles
that I1'lIl point out here. |'ve read industry's
testinony regarding cutoff date and had di scussi ons
with OXY on this point. And | understand their
concerns that a devel opnent of a limted nunber of
projects, types of projects, could legitimtely extend
beyond ei ght years.

| woul d say though, any extension,

however it's worded, beyond eight years, woul d: one,
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need to be limted in scope; two -- say for an EOR --
two, limted in time; three, subject to periodic OCD
review, based on, four, solid engineering, technical,
and econoni c information; and five, not based on
guesswork or hunches or waiting for sone w dget to
cone down the road 20 years from now.

Unfortunately, no one in the industry
have -- that have conpl ai ned about the eight-year
deadl i ne have attenpted to craft a serious alternate
proposal. So, barring that, we think this is a good
proposal .

M5. FOX: What do Applicants propose by
way of an inplenentation schedule for the new TA
requi renments?

THE W TNESS: There are three set --
three categories here: one, inactive wells that are
not in approved or expired TA status; two wells in
approved TA; and three, wells in expired TA

Wl |l s that have been inactive for |ess
than three years and are not in approved TA status are
eligible to apply for TA status. Wells that have been
I nactive for three years or nore, and are not in TA
status, are not eligible for TA status. OCD staff
proposed the three-year cutoff based on their

experience, and we adopted that.
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Wells in approved TA are in conpliance
and will remain in conpliance for remainder of that
period, at which tinme the operator may then turn the
well to beneficial use, P&A, or apply for an extended
period of tinme, two years. And there are
approximately 419 wells in the state now in that
condi tion.

Now, there are currently about 155
wells in expired TA. These wells have al ready been in
TA status for at least five years, and the operator
shoul d have a good idea of what the realistic destiny
of that well is. These wells are out of conpliance.
We propose the operator can either submt for a
t wo-year extension, return to beneficial use, or plug
the well. W feel these proposals are generous.

MS. FOX; Turning to Section 14,
Applicants propose an additional requirenment for TA
approval, and that is a denonstration, not only that
there is no mgration of hydrocarbons or water, but
al so that well bore fluids to the atnosphere are
contained. What is the basis for this proposal?

THE WTNESS: Well, in ltemB, there
were three principal points made about denonstrating
that a well's casing and cenenting are nmechanically

and physically sound and in such a condition to
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prevent, one, damage to the produci ng zone,

contam nation of fresh water or other natura
resources, and the | eakage of substances to the
surface. W propose addi ng a non-contai nnent of
wel | bore fluids to the atnosphere. [It's just conmmon
sense to cover all your bases there.

M5. FOX: What anendnments do Applicants
propose to the existing 19.15.25. 14 NMAC, renunbered
to section 157

THE W TNESS: These were requirenents
that OCD recommended and we adopted. They are a
couple in nature. One -- and they -- they're
basically just additional safety neasures applied to
wells that are going into TA. The proposal would
require running and submtting a caliper log and a
casing integrity log. Sinply stated, these two | ogs
are fairly straightforward. They're designed to
eval uate the status of the casing and especially with
regard to any corrosion that may be in process. And |
think this is especially critical in wells that have
corrosive elenents in their produced fluids and gases.

We al so propose that any device, like a
cast iron bridge plug or retrievable plug for exanple,
that's used to test the mechanical integrity of the

well, remain in place during the tinme the well is in
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TA. It's just an additional |ayer of protection. And
like | said earlier, in the 103s that | | ooked at,
nost people do that anyway. W're just putting in --
or OCDis just putting it in witing.

| would say, too, though, about the
| ogs, that OCD ought to be able to have discretion or
exerci se discretion as to whether a specific
circunstances may not require that. You know, if you
got a brand new well, or there's no -- no corrosive
el enments around, there may be a good reason to not run
t hose | ogs.

M5. FOX: Thank you for your sunmmary,
M. Alexander. We will now nove to M. Al exander's
summary of rebuttal. Ready?

THE WTNESS: Let's do this.

M5. FOX: Let's do it. Did you provide
rebuttal testinony in this matter?

THE W TNESS: Yes. My rebuttal
testinony is Applicants' Exhibit 73.

(Applicant Exhibit 73 was marked for

I dentification and received into

evi dence.)

M5. FOX: Is that testinony accurate to
t he best of your know edge, and do you adopt it?

THE W TNESS: Yes and yes.
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M5. FOX: At the outset, do you have
general coments about the direct testinony fromthe
ot her parties?

THE W TNESS: Yes, | do. | woul d poi nt
out that OCD proposals mrror our proposals. And
that's because we reached out to themto work on rule
changes that would best neet the goals of the G| and
Gas Act and the Conmm ssion's rules to prevent waste
and protect the State against the risk of additional
or phan wel | s.

Al so, we reached out to the State Land
O fice, and the Conm ssioner strongly supports our
proposals. The LFC recently docunented significant
risks the State faces fromorphan wells. O phan wells
ri sks have been docunented by the State Land Ofice as
wel | .

Despite this recognition across state
agenci es, NMOGA and | PANM fail ed to acknow edge the
problem or offer effective regulatory solutions and
rejected all of ours and OCD s proposals and offered
little in -- in an alternative. | believe that the --
t he Conmm ssion should not maintain the status quo as
NMOGA and | PANM essentially recomend. The existing
rul es have not kept pace with the operating realities

of today and the indisputable risk of becom ng --
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wel | s becom ng orphaned.

M5. FOX; Turning to Applicants'
specific proposals, NMOGA wi tnesses object to
Applicants' proposed definition for "beneficial use"
and "beneficial purposes,” objecting that the
definition is too limting and excl udes beneficial use
activities such as secondary and tertiary recovery,
and geothermal use. What is your response?

THE WTNESS: Well, | think that they
m sconstrue the definition. And | certainly don't
agree with their -- their contention that it's
excl usi ve.

| nmean, look, we'll go back to this

definition, and | said earlier that | would point out

two words: "such as."” "Beneficial use neans that an
oil and gas well is being used in a productive or
beneficial manner, such as"; that's "for exanmple." So

all the other exanples that the -- that | PANM or NMOGA
brought up, that would be included in that. It's --
it's not exclusive, and the -- the exanples are taken
directly fromthe definition of an inactive well.

M5. FOX: Industry wtnesses object the
term "specul ative" is vague and will be arbitrarily
applied. What is your response?

THE WTNESS: Well, | don't think that
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the term "specul ative" is subjective or arbitrary. As
a matter of fact the dictionary definition of it is
specul ative is sonmething based on a guess and not on
information. And that's a reasonable showi ng that a
prudent operator should be able to nake.

To rebut the presunption, an operator
must show that the well has utility, based on
I nformati on, not guess or not hoping that sonething
wll come down the road 10, 15 years fromnow. If it
has future utility, the operator should be able to
provide a factual basis for that and denonstrate that
and not a bunch of arm wavi ng about what m ght happen
in the future

Now, in the context of placing a well
in TA, the operator nust show future beneficial use
based on informati on and guesswork. Again, our
proposal included exanples of the information that OCD
may use to determ ne beneficial use in the future.

Operators, as the NMOGA wi t nesses
McGowen testified, are constantly eval uating the
productivity and product -- and profitability of their
wells. And that's a factual denonstration that they
should then be able to make. And if the well has no
future in utility, it should be plugged.

Ms. Felix suggested a well has
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beneficial use if there is sone use in the future, not
currently known, based on technol ogy yet to be
invented. That is, to me, no definition at all.

Under that fornulation, all wells would have
beneficial use forever. And imagi ne what that would
do to the oil-and-gas-producing |andscape. 1It'd be an
unm tigated di saster

M5. FOX: M. MGowen and M. Arthur
claimthe definition conflicts with use of the terns
I n other Conm ssion rules. What is your response?

THE W TNESS: Well, the terns
"beneficial purposes" and "beneficial use" are used
now in the Comm ssion rules and are critical ternmns,
but they have no definition. And in ny testinony, |
said -- | cited where the -- the terns are used in
many places. While both the witnesses claimthere
could be no -- there could be confusion, they don't
expl ain ever what that confusion could be.

M5. FOX: | PANM wi tness Ezzell objects
to use of "beneficial use" because it is not a concept
used in New Mexico in the oil and gas arena. Wat is
your response?

THE W TNESS: Well, | haven't actually
worked in the field in New Mexico, and | can't comment

on its usage in New Mexi co. But those terns,
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"beneficial use" and "beneficial purposes,” are
commonly used or at least inferred in all the other
produci ng areas that |1've worked in. And again, |
wll say they're noted -- that the terns are used in
t he Comm ssion rules now.

M5. FOX: NMOGA offers a | engthy
definition of "beneficial purposes"” and "beneficial
use." What is your opinion of NMOGA' s proposed
definition?

THE WTNESS: Well, | don't think rnuch
of it. It's not really a definition; it's nostly
regulatory in nature. The definition that was
proposed through M. Sporich -- and | hope | pronounce
his name correctly -- for "beneficial purposes” and
"use" contradicts its claimthat defining these terns
will conflict with the use of terns in other
Comm ssi on rul es.

We feel that our definition is clear
and sinple. And the exanples that are cited are not
exclusive, and it would include the exanples that no
NMOGA have represented that they would |ike to be
represented in productive use of a well.

And again, I'll say that the -- the
| ast three parts of that definition are nostly

regulatory in -- in nature, and they're basically
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aimed at underm ning our definition of "beneficial

use," which includes that the future cannot be based
on specul ative use. So, in all, | disagree with their
proposed definition in its entirety.

M5. FOX: Wtnesses for NMOGA object to
conmbining the definitions for "approved tenporary

abandonnent," "tenporary abandonnment," and
"tenporarily abandoned status" as confusing. Wat is
your response?

THE W TNESS: Well, they claimthat
conmbi ning the definitions would have w de rangi ng
effects on the Conm ssion rules and create unnecessary
confusion, but they don't attenpt to explain how that
m ght be.

In my direct testinony, | cited where
the three terns are used in the Conm ssion rules
already. And the NMOGA wi t nesses gave no exanpl e
where there's confusion anong those terns. | think
that's because there is no confusion.

If a well is in tenporary abandonnment
or in tenporarily abandoned status, that sinply neans
It's in approved TA status. [It's that sinple. The
current definition for "tenporary abandonnment" or

“tenporarily abandoned status," which nmeans the status

of a well that is inactive, is inaccurate, we believe.
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' ve explained that before. TA wells are sinply a
subset of inactive wells, and they have been approved
by OCD to remain inactive during that period of tine
in TA.

We'll go back to Exhibit 7 to review
again. Total inactive wells 3,765, 150 in expired TA,
400 or so in TA status, and over 3200 wells are
I nactive and have not been placed in TA status and are
out of conpliance. Again, | would say inactivity is
not synonynous wi th tenporary abandonnment or tenporary
abandoned st at us.

M5. FOX: NMOGA wi tnesses object to
Applicants' proposed new definition for "expired
tenporary abandonnment” and "expired tenporary
abandonnment status." \What is your response?

THE W TNESS: Well, their main
objection here is that the definition ties a well in
an expired TA status to non-conpliance. And guess
what? |t does; it is non-conpliant. That's because
the operator's not renewed TA status as required after
t enmporary abandonnment has -- has expired.

Al so, the terns "expired tenporary
abandonnment” and "expired tenporary abandonment
status” need to be defined. W' re using those terns

wth relation to TA requirenents, and also they'll be
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used in the update of the financial assurance
t hought s.

And this slide, again here, this graph,
one nore point about these expired TA wells. The
nunber is ever increasing. These wells are out of
conpliance and potentially a high risk. The upper
trend is worrisone, and it supports strengthening
regul atory solutions and actions.

M5. FOX: Industry witnesses object to
Applicants' proposed amendnents to 19.15.25.8, and in
particul ar object to deleting the word "continuously."

THE W TNESS: Yes. They --

M5. FOX: VWhat is your response?

THE W TNESS: Sorry. Yes. They do
strongly object. W propose deleting "continuously,"
after discussions with OCD staff. | nmentioned earlier
that they are experienced with operators that they
ganed the systemby turning a well on for a very short
period of tinme and resetting the clock of inactivity.
And t herefore, what happens there is they avoid the
financial obligations required for placing a well in
TA St atus.

I ndustry clains that this would result
in premature plugging. But | think we can assune that

OCD woul d use sound professional judgnent to determ ne
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if a well is inactive according to the Comm ssion's
rules, and that if it's not being used for beneficial
pur pose over a 12-nonth period of tine.

The claimthat OCD would require
premature plugging infers OCD will be unreasonabl e.
| -- I can't imagine that that is going to be the
case. | would note also that neither NMOGA or | PANM
of fer constructive solution to an identified problem

M5. FOX: Let's turn to Applicants’
proposed presunptions of no beneficial use. The
presunptions were first proposed by OCD; correct?

THE W TNESS: That is correct.

M5. FOX: And did we --

THE W TNESS: That --

M5. FOX: Go ahead --

THE W TNESS: And based on OCD st aff
experience, and after negotiations with OXY shown in

t he highlighted yell ow, OXY does not oppose this

provi si on.
M5. FOX: NMOGA witnesses raise various
objections to this proposal. What is your response?
THE W TNESS: Well they're arguing that
setting specific production and tinme period -- tinme

period thresholds to establish a rebuttal presunption

are too rigid and not operationally realistic.
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di sagr ee.

The threshold here is 90 barrels of oil
equi val ent, over 90 days, in a 12-nonth consecutive
period of tinme. | nentioned earlier that's about a
quarter of a barrel a day, and there's no way that
sonething |ike that can be economic at current prices.
Prices would have to be way nore than they are
currently.

And then | would nention again LFC s
recent report on orphan wells, deened wells at or
bel ow two BOE a day problematic, and found, at this
| evel of production, the average well is getting
pl ugged and abandoned.

If a-- if awell is producing at this
| evel, and there's nothing in the i mediate future
that adds value, it's sinply done. |It's not a case of
premat ure abandonnent; the well is sinply done, and
it'"s tine to nove on rather than wal k away and | eave
it to another operator or the State to plug.

We -- experts on our team have tested
the criteria. Here's that slide again. And the data
substantiate -- substantiate that these criteria are
hi ghly conservative. Again, | wll say this conprises
about 2.9 percent of the state's active wells, or 1700

wells, and accounts for only .003 percent of the
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production in the state.

So those wells neeting both criteria
are the nost margi nal of marginal wells, and | think
It's appropriate and in fact prudent, and should help
prevent wells from bei ng orphaned and becom ng a
liability of the State, to review these wells.

M5. FOX: NMOGA witnesses object the
presunpti on bypasses individualized well evaluations
and risks premature abandonnment of wells that may
retain econom c or operational value. And they object
t hat individual presunptions underm ne field-Ievel
econom cs and reservoir managenent. Vhat is your
response?

THE W TNESS: Well, | disagree again.
The proposal expressly allows for individualized
determ nations. Under this proposal, in Item D, that
Is the entire proposal or the process by which these
wells would be reviewed after a prelimnary
determ nation from OCD, and then the operator would
have the opportunity to rebut the presunption. So |
don't think it's an issue what soever.

M5. FOX: NMOGA wi tnesses object that a
30-day tinme period is too short to submt the required
docunmentation to rebut the presunption. Wat is your

response?
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THE WTNESS: Well | think I nentioned
earlier that M. MGowen nmade the coment that
operators are constantly evaluating their wells
financial performance. That's ny experience. | did
it all of ny career. Any operator, prudent operator
woul d have well files, production and pressure
hi story, maps, whatever to tell the well's story. So
based on ny experience, 30 days is a reasonable period
of tine.

That said, and as | understand it, OCD
certainly can extend the time period for subm ssion of
information if it's appropriate to do so. | think
this is another point where our proposed tine periods
and -- and el sewhere for other provisions could have
and shoul d have been di scussed with industry
bef orehand, but it just sinply didn't happen.

M5. FOX: To rebut a presunption of no
beneficial use, an operator nust provide docunentation
the well is projected to produce in paying quantities,
and the operator is adequately capitalized or has
sufficient revenue to neet all P&A and environnent al
liabilities.

NMOGA wi t nesses obj ect that paying
guantities is not individual-well specific but is a

| ease-wi de concept, and therefore the requirenent
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doesn't make sense. What is your response?

THE W TNESS: Well, first, |'d say, you
know, to -- to evaluate a single well performance
based on its -- its production rate, the -- the price
of the commodity, and the cost to -- to operate the
well is really a relatively straightforward matter
You know, revenue in versus, you know, cost, | nean

that's sinple to do.

Now, NMOGA's poi nt about assessing
payi ng quantities at a | ease level, | do believe has
merit, and I -- | wish that that woul d' ve been an
I ssue that NMOGA shoul d have raised before the
hearing. And we could have maybe cone up with sone
constructive | anguage ot herw se.

M5. FOX: NMOGA witnesses object that
assessing presunptive beneficial use over a 12-nonth
period is too short for adequate assessnent and
recommends three to five years. Wat is your
response?

THE W TNESS: Well, let's kind of go
back to M. MGowen saying that operators are
constantly evaluating the value of their properties
and how they're doing. So any -- any prudent operator
should know their wells intimately insofar as

production pressure, geology, |ease provisions, et
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cetera.

So this information should be really
readily available to the operator for wells that are
producing at the levels that we're tal king about: 90
BOE in |l ess than 90 days over a 12-nonth period. So |
see no reason to add another three to five years of
evaluation. As a matter of fact, | think it smacks of
ki cking the can down the road for unnecessary del ays
that aren't really well justified. And what happens
during that period of time is that that well continues
to decline. It continues to potentially be a -- a
greater risk of becom ng an orphan.

If they don't know their wells wel
enough to conme to OCD with the kind of informtion
that's needed for well-specific paraneters |ike that,
|'"d be seriously worried about their ability to
operate safely and prudently.

M5. FOX: NMOGA witnesses cl ai muse of
the rebuttabl e presunption can result in "nmandatory
di scl osure of proprietary data.” Wat is your
response?

THE W TNESS: No. No. No. They
failed to cite the authority that is stated under NVSA
1978, Subsection 71-2-8 which requires the agency to

keep confidential the provisions of any confidenti al
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contract or any other confidential information
received froma third party, and violation of that is
a m sdeneanor. So, therefore, OCD nust keep this

I nformation confidential. That's been ny experience
in -- you know, the basins that |I've worked in.

M5. FOX: Let's turn to Applicants’
proposals relating to tenporary abandonnment. OXY
doesn't oppose Applicants' proposal to require
operators, seeking approved tenporary abandonnent, to
expl ain the purpose of the request, the future use of
the well, and the period needed for that future use
and related information.

However, OXY objects to having to
produce that information on a mandatory basis of the
i nformati on proposed in 19.15.25.13(A Wat is your
response?

THE W TNESS: Well, first | appreciate
OXY' s general support of the proposal, and |
understand their concerns. However, perhaps they're
m sreadi ng the proposal. The way we read it and
understand it is that the list of information that OXY
objects to is not mandatory; it just represents
exanpl es of information that OCD may request if
appropri at e.

M5. FOX: OXY proposed to nodify
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proposed 19.15.13(B) in various ways, including
deleting a tine limt on renewal of TA status to two

years, and instead not placing any tine limt on a

next renewal. What is your response?
THE W TNESS: | disagree strongly. |
mean, already you have a -- a situation where TA is

every five years, and you could go on forever and
ever. |In their proposal, they're just wanting to have
an open end at the end of the two years, and actually
t hat woul d weaken an already weak provision, in ny
opi ni on.

M5. FOX: OXY w tnesses specifically
object to requiring wells in TA status to go back into
use or be plugged and abandoned after the second TA
termfor wells to be used for enhanced recovery
because those well fields take many years to devel op.

What i s your response?

THE W TNESS: | understand that, and
|"ve tal ked about this before, but I'Il go ahead
and -- and specify the five or so provisions that |

woul d say about this.

If there is an extension to be had
beyond t he ei ght-year period of tinme, one, it should
be limted in scope, limted in tine. There should be

periodic admnistrative review by OCD, and it has to
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be based on very sound engi neering, technical, and
econom ¢ informati on and not based on guesswork,
hunches, or speculation, or the like. Any text that
woul d be put together for this should be crafted to
avoi d | oophol es | eading to abuse.

Al t hough i ndustry w tnesses conpl ain
about the eight-year deadline, none has crafted an
alternative proposal. So, in the absence of that, we
feel our proposal and OCD s proposal is well
formul ated and defensi bl e.

M5. FOX: NMOGA witnesses object that
the tinelines for allowing a well to stay in TA status
are to conpressed and don't conport with the economc
and logistical realities of operating a well. What is
your response?

THE W TNESS: Well, the actual wel
data from New Mexi co does not support their claim
You going to put that slide back up there again?
Thank you. This is Exhibit 13, and we see again --
| ooked at this thing probably three tinmes now -- that
after eight years of inactivity, only half of 1
percent of the sanpled inactive wells were
reactivated, and even after six years, that nunber's
only one and a half percent.

So, in summary, chance of wells going
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back into use after eight years is al nost non-
exi stent, and alnost all wells return to activity far
sooner than that.

M5. FOX: NMOGA wi tnesses object that
Applicants' proposal would require operators of wells
in expired TA status to reapply for TA or permanently
P&A. What is your response?

THE W TNESS: That's correct. And that
operators with wells in expired TA should have already
applied or reapplied for TA. A -- a well that's in
expired TA is out of conpliance, plain and sinple,
with the current Conmm ssion rules.

Non-conpliance with such a critical
provision is a, | think, a red flag that the operator
is at greater risk to the State of orphaning a well.
And if an operator can't be bothered by follow ng the
rules and renewi ng TA status, can that operator be
expected to properly P&A when appropriate?

The State currently faces -- faces a
maj or conpliance problemw th inactive wells as we've
seen denonstrated, with approxi mately 3200 wel |l s out
of conpliance, or nore than 85 percent, yet no NMOGA
or | PANM wi t nesses recogni ze that this is a very
serious conpliance issue in the state or do they

recommend any change in the rule to address it.
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| ncreasing financial assurance, as
we' ve proposed for these high-risk wells, will -- it
shoul d incentivize operators to plug them when
appropri at e.

M5. FOX: NMOGA wi tnesses object to
allowi ng interested persons, wthout traditional
standing, to intervene in a hearing before OCD to
extend TA status because of potential added expense,
del ay, and risk. What is your response?

THE WTNESS: Well, | think that wells
that need to be plugged and abandoned is an inportant
Il ssue to the public, and the inpact is not limted
just to neighboring properties. If a well is not
timely plugged, public health, safety, and environnment
can be threatened. And if it becones orphaned, then
it becones a State's responsibility.

| nactive, at-risk wells are a public
| ssue and a serious nuisance, and the public should
have a right to participate in the process to extend
TA status. And the hearing provision allows
I nterested persons to participate in this process. It
pronot es governnental transparency and public
participation in a matter of high inportance.

M5. FOX: This concl udes

M. Al exander's sunmary of rebuttal. W'IIl nove to
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surrebuttal. M. Alexander, let's begin with the
rebuttal testinony of NMOGA wi tness Dan Art hur.
note he continually refers to you as it a |egal
expert, but of course you are a technical expert.

On pages 35 to 36 of his rebuttal
testinony, he states: "In testinmony, M. Al exander
cites M. Purvis' marginal well analysis in support of
t he proposed presunptions of no beneficial use. Yet
M. Purvis hinmself never analyzes or even addresses
the presunption provision. That disconnect is
telling. The Applicants' approach effectively uses
mar gi nal well classification as a proxy for
non- beneficial use status w thout providing any
technical, econom c, or operational basis for that
| i nkage. "

And on Page 114 of his rebuttal
testinmony, M. Arthur again alleges that M. Purvis
"never addresses presunptions of beneficial use in his
exhibits,” and that Applicants' "conflate margin well

definitions with presunpti ons of non-benefici al

status." \What is your response?

THE WTNESS: Well, | think M. Arthur
is not correct inthat I -- | used it to develop ny
argument on this. | sinply point out from OCD s

proposal about the type of well that would be
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consi dered sonething that needs to be | ooked at for no
benefici al use.

And in nmy direct and rebuttal
testinmony, | just sinply referred toit. It's a
sinple scatterplot, plots a nunmber of wells both in
t he presunption of no beneficial use category, and
then the rest of those wells, the blue and then the --
the black are in the marginal well category. This
Exhibit 40 clearly shows that wells in presunption of
no beneficial use category are a subset of that
mar gi nal wel | category.

And again, to review, the presunption
of beneficial use category, as a -- a proposal
proposed by OCD, are wells have produced | ess than 90
BOE, | ess than 90 days in a 12-nonth period of tinme.
That's an average of two and a half barrel -- or a
quarter of a barrel a day. That represents about 2.9
percent of the total wells, .003 percent of the total
production, so it's a very small subset.

The marginal well category that
M. Purvis wll address on exit -- Exhibit 40, in the
financi al assurance discussion, is exclusive of wells
in that presunption of no beneficial use category, and
it represents 3.7 percent of total wells or .045

percent of production.
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So let's keep clear the distinction
between the two categories, one of which is nmarginal
wel s used for FA purposes, and the other presunptions
Is used to determne if a well is so unproductive that
It should be plugged.

M5. FOX: M. Arthur argues, on Pages
91 to 93 of his rebuttal testinony, that Applicants
financial assurance proposals alone are sufficient to
ensure that "operators, regardless of size, nust
secure significant financial assurance before
acquiring wells,"” and therefore, other proposals from
Applicants, such as stricter requirenents at the point
of transfer, are not necessary. What is your
response?

THE WTNESS: Well, M. Arthur's
client, the client of NMOGA, objects strongly to all
of our financial assurance -- assurance proposals. So
I f he and NMOGA were proposing stronger financi al
assurance requirenments, then there would be room for
di scussi ons, but they're not.

More fundanentally though, preventing
orphan wells kind of takes a nulti-pronged approach.
There's not one silver bullet, and we're proposing and
| support a multi-layered approach: one, we increase

fi nanci al assurance to reflect actual cost to OCD to
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put TA wells at risk; two, strengthen the regul atory
requi renments at the point of transfer, which

M. Mirgan will talk about; and three, placing tighter
timelines on P&A' ing inactive wells which are higher
ri sk of becom ng orphaned.

MS. FOX: M. Arthur, on Page 111 of
his testinmony, of his rebuttal testinony, argues that
establishing a rebuttable presunption of no benefici al
use i s unnecessary because OCD has anpl e regul atory
tools at its disposal, "nechanical integrity testing,
reporting, and case-specific conpliance hearings to
eval uate whether wells remain beneficial. By creating
automati c presunptions, the proposed rule shifts the
burden to overcone regul atory assunptions that my not
refl ect operational reality."

Ms. Felix, who also variously refers to
you as a | egal expert, on Page 44 of her rebutta

testinmony, makes a simlar point. What is your

response?

THE WTNESS: Well, | amno |egal
expert. | don't know that |'ve said that, but let's
be clear about that. |'m an engineer. So what --

what my response would be is that the presunption of
no beneficial use applies to wells producing | ess than

90 BOE, over 90 days, in 12 nonths. W' ve said that

Page 98

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

over and over again. |It's entirely appropriate for
OCD to evaluate these wells to determ ne whet her these
shoul d be plugged because there's no beneficial use or
gi ve the operator an opportunity to rebut.

And it's really not true that OCD has
regul atory tools to address this -- this scenario.

Ri ght now, only wells that have been inactive
continuously or every day for 12 nonths are required
to be placed in TA or PA. This is not a regulatory
mechanismto evaluate the wells. Not -- you know,
mechani cal testing and reporting under certain rules
only occurs after a well is to be placed in TA. So
there's no real nmechanismfor this for case-specific
heari ngs.

Qur proposal, again initiated by OCD,
woul d provide a new regul atory structure and process
to identify wells that should be P&A' d. So
M. Arthur's statenents that the presunptions are
automatic is really not accurate at all. The
presunption is always rebuttable, and then there's
al ways an appeal process after that. So the
operator's given full opportunity to nake their case.

M5. FOX: On Page 113 of his rebuttal
testinmony, M. Arthur identifies your testinony that

"LFC deened wells at or bel ow two BOE per day
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probl emati ¢ and observed that, with this |evel of
production, the average well is plugged and
abandoned. "

He cites your direct testinony on Page
43, citing the LFC report at Pages 4 and 21.

M. Arthur then clainms that you m srepresented the LFC
report, alleging that the report only stated, "There
I's no specific threshold at which a well becones
econom ¢, but production of |ess than two BOE day may
be appropriate threshold for additional regul atory
scrutiny.” M. Felix parrots the sane clai mon Page
45 of her rebuttal testinony. What is your response?

THE W TNESS: Well, perhaps Arthur and
Felix both m sread the LFC report. But it's clear on
both pages that | cited, on Page 4 and 21. LFC
clearly stated the average well produced roughly two
barrels of oil equivalent a day in the year before it
was pl ugged, peri od.

An i nportant point here, too, is that
the LFC recommended that we do |ike Colorado and give
greater scrutiny to those | ow producing wells "because
of the risk of becom ng orphaned.” Qur proposal, for
wel |l s presuned to have no beneficial use, is
consistent wiwth LFC s recomrendati ons.

MS. FOX: M. Arthur clainms, on Page
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121 of his rebuttal testinony, A 30-day tine period
for operators to rebut a presunption of no beneficial
use is too short, and that you support the 30-day tine
peri od suggests "suggesting it creates due process."
What i s your response?

THE W TNESS: Well, again, |'mno |egal
expert, and | nake no clai ns whether the Applicants'
proposal and our proposals neet due process
requi rements or not, whatever those are. But | can
say this, that based on ny nore than 35 years in oi
and gas operations, a 30-day tinmefrane for turnaround
for information required to rebut a presunption of
beneficial use is certainly reasonable.

That said, as |'ve stated in ny
rebuttal testinony, the -- our proposed tinme periods
for subm ssion of information are provisions that
coul d have and shoul d have been di scussed with us and
I ndustry to try to reach sonme sort of a conprom se or
reach an agreenent. But instead, industry chose to
not negoti ate and have brought what are |ikely
unnecessary objections to the Conmm ssion.

M5. FOX: A nunber of industry
Wi t nesses, including M. Arthur at Page 124 of his
rebuttal testinony, and Ms. Montgonery from OXY in the

bul kK of her rebuttal testinony, object to placing a
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time limt on the inactive wells after which a well
must be P&A' d or put back into productive use. What
IS your response?

THE W TNESS: So data devel oped by EDF
I ndi cates that very few inactive wells return to
production or are reactivated after eight years.

We've said that several tines. Only a half of 1
percent of the wells sanpled between 2010 and ' 24 were
reactivated within eight years of inactivity. So the
data supports that eight-year tinmefrane.

That said, there are a nunber of
limted situations, such as EOR projects, that may
justifiably require an exception. [|'Il go through
t hese again. Nunber one, anything like that should be
limted in scope, should be limted in time, should
requi re abundant technical and econom c justification,
ensure the health and safety of the environnment are
protected, and -- and require periodic review by OCD
and it can't be speculative in nature.

OXY's does offer -- OXY does offer a
proposal, but it would allow wells to stay in TA
i ndefinitely after the public hearing -- we've tal ked
about that before -- with no further OCD review, which
woul d make it an even weaker position than we are

right now And in ny mind, this is unacceptable. It
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doesn't |limt the scope of projects, and it requires
no further regulatory oversight.

M5. FOX: On page 129 of M. Arthur's
rebuttal testinony, he objects to your support for
del eting the word "continuously" fromthe requirenment
that an inactive well be inactive continuously for 12
nonths in order to trigger the requirenent to TA or
plug an inactive well. He clains deleting
"“continuously" ignores the operational realities of
interm ttent production. What is your response?

THE W TNESS: Well, again, we took
the -- the definition here largely fromthe definition
of a -- an inactive well for -- and it's not being
used for beneficial purposes such as production,
i njection, or nonitoring and that is not being
drilled, conpleted, or repaired, or worked over.

According to OCD, operators have ganed
the system again, producing for a short period of
time to reset the inactive clock. So deleting the
word "continuously" closes that | oophol e and does not
distort the operational reality of a well that
operates intermttently or unfairly triggers plugging
requi renments. Besides, an operator can al ways make
its case to OCD that the well has beneficial use and

shoul d not be plugged or required to go into TA
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M5. FOX: M. Arthur, on Page 142 of
his rebuttal testinony, objects to the information to
be subm tted by operators in Applicants' proposal at
19.15.25.13 to denonstrate a well has future
beneficial use prior to being in TA status, claimng
there are already safeguards in place. What is your
response?

THE W TNESS: First, unlike many ot her

state requirenments, currently, New Mexico does not

requi re any showi ng that the well has future -- future
utility to be placed in TA. If a well has no future
use, it should be plugged. 1It's as sinple as that.

Qur proposal is that operators
denonstrate an inactive well has future use prior to
being placed in TA. And the types of information that
we have used, as an exanple, the applicant, we -- we
bel i eve that that should be readily available to any
operator. The routine data and well files, state
records, land files, geological files, |I can't inmagine
an operator who has no idea about production pressure,
reserve estimates, geol ogical maps, offset operator

activities, logs, and the |ike.

It sinmply makes not -- no sense to be
able to fill out a formw th basically adnm nistrative
data and a sinple procedure to T&A a well. And
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there's no justification for putting a well in TA for
five-year increnents and so on.

M5. FOX: On Page 146 of his rebuttal
testinony, M. Arthur opposes the additional
requi rements proposed for nmechanical integrity testing
for TA status as unnecessary. What is your response?

THE W TNESS: Well, we had a couple
of -- of additional itens here just to ensure
mechani cal integrity or the sound and security of the
well. First, the nechanical device used to secure the
casing for an MT remain in place for the TA peri od.
Peopl e are already doing that; we're just putting it
in witing wiwth OCD. Not having sonme sort of a device
in there to provide a pressure barrier is -- is
potentially a serious safety risk. And it's not
unusual to ask this, in our opinion.

The second part of this is running a
caliper or casing integrity log. These are sinple
devi ces, can be valuable in identifying breaches or
the potential for a breach of casings, especially in
ol der wells that produce fluids that have corrosive
elements. And if | were an operator, | sure would
want to know if | had a potential disaster on ny hand,
especially with ol der wells.

Now, it al so makes sense that these
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| ogs mi ght not be required if wells that are
relatively new and there's no corrosive issues, but we
woul d | eave that up to OCD for an exception with
supporting data and evidence fromthe operator.

M5. FOX: In her rebuttal testinony on
Page 26, Ms. Felix states that the marginal well and
presunption of no-beneficial-use categories "would
reclassify thousands of viable wells as liabilities."
What i s your response?

THE WTNESS: Well, to the best of ny
know edge, NMOGA didn't devel op any data on the nunber
of wells in those two categories, but M. Purvis did,
And we've tal ked about this over and over again,
the -- representing about 3900 wells in the
mar gi nal -wel | category of which the presunption is a
smal | er percentage of that, and not even 1 percent of
the total production in the state.

So what we're doing is we're tal king
about wells that represent a very small anount of
revenue to the State but are creating a potential for
tens if not hundreds of mllions of dollars of risk
and liability to the State.

She says these wells may be

reclassified as liabilities and that -- and that that
should be clarified. I'm-- |I'"mjust going to say
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they already are a potential trenendous liability to
the State. Operators, not the state or the public,
shoul d be responsible for and internalize their own
costs and liabilities for these wells.

M5. FOX: Ms. Felix, on Pages 1 -- on
52 to 50 -- 51 to 52 of her rebuttal testinony, argues
that the additional requirenents for wells to be
pl aced in TA neans that "permanent pluggi ng becones
the default.” Wat is your response?

THE W TNESS: Well, frankly, that
concl usi on nmakes no sense to ne whatsoever. | think
It's a huge overstatenent. The requirenents that we
propose for TA approval are straightforward and shoul d
be easy to comply with. And in sunmary, the operator
shoul d be able to provide sound evidence to support
the request for TA In the absence of that, the well
Is a |likely candi date for PA

Addi tionally, Applicants -- or we
propose nore substantial neasures to ensure nechani cal
integrity to themduring TAin the form of keeping the
plug in the hole and potentially running sinple |ogs
such as caliper and casing integrity to provide the
operator and OCD a neasure of confidence that the
well's casing is not only intact now but will survive

t he TA peri od.
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We also listed the potential data is
only exenplary and not all required. The operator can
provide the information to the State to nmake their
case. None of our proposals default to sone sort of
deat h sentence or permanent plugging for a well or
wel | s.

"Il say this again; if the operator
can't provide evidence of beneficial use now or in the
foreseeable future, the well should be plugged.
There's no room for specul ati on and guesswork and
hopi ng sonmething will come down the road in a few
years.

M5. FOX: Ms. Felix conplains, on Page
64 of her rebuttal testinony, that WELC counsel asked
to neet with NMOGA to notify NMOGA about their
upcom ng application for rul enmaki ng but did not engage
I n negotiations with industry prior to filing. What
IS your response?

THE W TNESS: CQur counsel did seek
i nput from OCD and the State Land Office before filing
their initial application. And I don't take issue
with us not negotiating with the industry prior to
that filing. It was appropriate though to give them
notice that we were going to do that and assure them

that -- that we would like to neet and discuss, try
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and find common ground.

After filing, our counsel tried
mghtily to engage in substantial talks with the NMOGA
and |PANM And it took a lot of effort to try and
schedul e neetings. But unfortunately, NMOGA and | PANM
notified us right before that they just had conflicts
and could only neet one day. And | -- | went to that
nmeeting; there was really nothing substanti al
di scussed.

And after that, our counsel continued
try and reach out to them and so did OCD after it
submtted its proposal in February of '25. They never
responded as far as | know.

Qur counsel reached out to OXY
i ndi vidually, and on a couple occasions, we did neet
with them and we cane to sone -- sone good
cooperative effort there, and | appreciate their
willingness to do so.

OXY supports and does not object to a
good nunber of our principal proposals, including the
FA proposals for active wells, their FA proposals for
I nactive wells, and proposals for establishing
presunptions of no beneficial use. They have a
consi dered approach, and while we di sagree on sone

maj or issues, | appreciate that they didn't take the

Page 109

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

sl ash-and- burn approach.

It is disappointing to nme that state
agency after state agency in New Mexico recognizes
orphan wells are a significant problemfacing the
state, now and in the future, and indeed that it's a
nationally recogni zed problemthat all oil and gas
states are producing -- or producing states are
faci ng, but NMOGA and | PANM have offered nothi ng by
way of substantial proposals to address the probl em of
t he i ndustry's making.

MS. FOX: NMOGA witness M. MGowen
al l eges, on Pages 12 to 13 of his rebuttal testinony,
that experts for Applicants "have a bias agai nst smal
operators and woul d prefer to bankrupt these conpanies
and/or drive them out of business.”

He specifically identifies your direct
testi nony, on Page 27, Lines 12 through 18, as

evidence of this bias. Wat is your response?

THE W TNESS: Well, | have no such bias
agai nst small operators. | spent probably half of ny
career with operators that are small. But we were

prudent in our operations and took care of our
busi ness. And | know what it's like to have a rug
pul | ed out from underneath me; guarantee you.

But what | am definitely biased agai nst
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IS operators that produce wells to their |ast dying
breath and wal k away | eaving the cost of P&A and site
restoration to the jurisdiction within which the wells
reside. And all too often, the handwiting is on the
wall, as it is now, for these types of scenari os.

It's straightforward for nme. A prudent
operator, be they small or otherwi se, will operate wel
to its economc |limt or other beneficial use and then
have the wherewithal to responsibly P&A and secure the
site. And if an operator, small or otherw se, is not
capabl e of doing that, they should not be in business.
It's that sinple, comopn sense.

M5. FOX: This concl udes
M. Al exander's testinony. He will now stand for
cross-exam nation and questions fromthe Conm ssion.

THE HEARI NG EXAM NER:  Thank you
Ms. Fox. | think it's tinme for a short break.

THE W TNESS: | do too.

THE HEARI NG EXAM NER: Let's cone back
at 11: 25.

(OFf the record.)

THE HEARI NG EXAM NER: All right. W
are back after a short break.

We begi n our questioning of

M. Al exander with questions from | PANM
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M. Cloutier?

MR. SUAZO. Madam Hearing Officer, |
think NMOGA is going to go first on this witness if
that's okay with you.

THE HEARI NG EXAM NER: That's fi ne.

MR. CLOUTIER: Yeah. As we discussed
with you, we may alternate who goes first on
w t nesses, Madam Hearing O ficer.

THE HEARI NG EXAM NER: Perfectly fine.
So M. Suazo?

MR. SUAZO. Thank you. And just to be
m ndful of the Division -- or the Comm ssion's tine
and the witness' tine, can we clarify, you know, how
much time this witness has for everybody? Like are
you limted -- is he limted to today or -- | just
want to be aware.

THE HEARI NG EXAM NER: My under st andi ng
Is he is available to --

MR. SUAZO. Just today. Ckay.

MS. FOX: And, and then he's avail abl e
alittle bit tonmorrow norning, but we have public
comments. So he could be available until 10:30 -- 10
tonmorrow, and then he's out of pocket the rest of the
week, but avail abl e Monday, next Monday.

MR. SUAZO. Okay. | just wanted to be
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m ndful of all the other fol ks you m ght have
guestions for him

CROSS- EXAM NATI ON
BY MR SUAZCO

MR. SUAZO. All right. M. Al exander,
good nor ni ng.

THE W TNESS: Mor ni ng.

MR. SUAZO. |I'm M guel Suazo. |I'm
representing NMOGA. And | certainly appreciated
| ear ni ng about your background from your resune and
your testinony, and all the things you've done. And
unfortunately, | hope ny first question doesn't cone
of f as rude.

But instead of asking you about what
you are, I'mgoing to ask you a little bit about what
you are not. You are not a licensed engineer in the
State of New Mexico; correct?

THE WTNESS: That's correct.

MR. SUAZO. Ckay. And so, while you
hol d engi neering degrees, you cannot practice as a
| i censed engineer in this state; is that right?

THE W TNESS: That's correct.

MR. SUAZO. Now, your direct testinony
enphasi zes your experience at | believe Sout hwestern

Ener gy?
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THE W TNESS: Yes.

MR. SUAZO. But you retired fromthat
conpany in 2016; correct?

THE W TNESS: That's correct.

MR. SUAZO. Okay. So your |ast actual
oper ati onal managenent role was nearly a decade ago;
correct?

THE W TNESS: Correct.

MR. SUAZO. Now, since retiring, your
principal client has been the Environnmental Defense
Fund; correct?

THE W TNESS: Yes.

MR. SUAZO Ckay. And EDF, for short,
It's an environnental advocacy organi zation that
frequently takes positions against or adverse to the
oil and gas industry; is that right?

THE WTNESS: | don't believe | would
put it that way.

MR. SUAZO. So that's a no?

THE W TNESS: Yeah.

MR. SUAZO. And in this case, this
proceedi ng, you were engaged by WELC to advocate for
New Mexi co regul atory changes; correct?

THE W TNESS: Yes.

MR. SUAZO. Despite not being a New
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Mexi co engi neer?

THE W TNESS: Yes.

MR. SUAZO. And despite not having
operated in the state of New Mexico?

THE W TNESS: That's correct.

MR. SUAZO. Don't you think it woul d' ve
been better for WELC to have engaged an actual New
Mexi co engi neer for this rul emaking?

THE W TNESS: No, not necessarily.

MR. SUAZO. Can you expl ain?

THE WTNESS: Well, | have an old
saying: "A hole in the ground's a hole in the ground
iIs a hole in the ground.” And | have a ton of

experience in other basins. Now, there are probably
sone nuances and specifics to New Mexico, but the
i ssues at hand here are pretty universal, in ny
opinion, that | amtestifying to.

MR. SUAZO. And again, you've never
operated in the Perm an; correct?

THE W TNESS: No, | have not.

MR. SUAZO. Never operated in the San
Juan?

THE W TNESS: No.

MR. SUAZO. Now, | want to npve on a

little bit because, on your direct testinony, you
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tal ked -- you said that the industry didn't want to

engage with this rulemking. And you criticized the
i ndustry for not sitting down with yourselves, with

VWELC, OCD, and Applicants to discuss the rules that

you' re proposing; right?

THE W TNESS: | did.

MR. SUAZO. And also, in your direct
testi nony, you acknow edged that, just prior to filing
the application for this rul emaki ng, which was fil ed
i n June of 2024, the Applicants' counsel, WELC s
counsel reached out to NMOGA and | PANM is that right?

THE W TNESS: That's ny information,
yes.

MR. SUAZO. Okay. But you had been
wor king on this rule nmaking since 2023; correct?

THE W TNESS: Correct.

MR. SUAZO. And yet WELC did not
provide the industry with a copy of this rule making
until after it had been filed; correct?

THE WTNESS: | think that is correct.

MR. SUAZO. So you didn't actually
reach out to industry for nore than a year after the
point in tinme when you started working on this
rul emaki ng; correct?

THE WTNESS: Well, that's correct. | t
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took quite a while to devel op our ideas.

MR. SUAZO. And yet you're sitting
here, telling this comm ssion, making it sound |ike
you all bent over backwards to engage with the
I ndustry, but that's not really true until after you
filed this rul emaking; correct?

THE W TNESS: That is correct. How can
you really talk if you don't have sonething to talk
about ?

MR. SUAZO. Couldn't agree nore. You
know, it just seens |like you all nust have really
t hought that you knew better than the actual oil and
gas industry what rules were needed, by only giving
them a few days advance notice that you were actually
going to file that. Wuld you agree?

THE WTNESS: | -- I'mnot sure |
understand the point of that question. Knew better in
what sense?

THE HEARI NG EXAM NER: M. Suazo, |'l|
also invite you to be that -- dial back the
argunment ati veness.

MR. SUAZO.  Sure.

BY MR, SUAZO:
MR. SUAZO. So, by only providing the

I ndustry with these rules several days before they
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were filed, it certainly seens |ike you just knew what
rul es should be passed. |Is that right?

THE WTNESS: No, | don't -- | don't
think 1'd agree with that.

MR. SUAZO. Okay. Now, |I'd like to ask
you a little bit about the Legislative Finance
Commttee's report on orphan wells.

THE W TNESS: Okay?

MR. SUAZO. You cite that report
extensively; correct?

THE W TNESS: | do, specific parts of

MR. SUAZO. And do you recall that the
report itself cautions that records associated with
orphan wells in the State of New Mexi co m ght be
m ssing or inconplete?

THE WTNESS: | don't recall that
st at ement .

MR. SUAZO. Ckay. But you do know t hat
New Mexi co does not have a consistent definition of
"or phaned well"; correct?

THE WTNESS: That's -- yeah. That's
correct. Yeah.

MR. SUAZO. Ckay. And the LFC report

al so expl ai ned that New Mexico doesn't have a
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statutory definition of "orphaned well"; is that
right?

THE WTNESS: That's correct.

MR. SUAZO. Okay. So the report that
you rely on in your testinony warns that even the nost
basic definition of an "orphaned well" is essentially
i nconsistent in this state; correct?

M5. FOX: (Objection. Could M. Suazo
refer to the page nunber in the LFC report?

MR. SUAZO. | can.

M5. FOX: Thank you.

BY MR. SUAZO

MR. SUAZO. It's Page 15 of the LFC
report.

THE WTNESS: Did you say 15?

MR. SUAZO  Yes, sir.

THE W TNESS: Yeah.

MR. SUAZO. And if you find the
| anguage that's starting with "New Mexi co does not
defi ne orphaned wel | "?

THE WTNESS: |'mthere.

MR. SUAZO. Okay. Do you m nd reading
that, starting with "New Mexico" and ending with the
word "estimates"?

THE W TNESS: Looking for "estimtes."
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Well, "New Mexico does not define "orphaned well" in
statute or rule, resulting in different estimtes.”
You want ne to stop at "estimates"?

MR. SUAZO. Yes, sir. Thank you. So
t he report warns that even the nost basic definition
of "orphaned well"™ in the State is inconsistent at

present; correct?

THE WTNESS: Still having trouble with
your use of the word "inconsistent." But clearly,
they don't have a definition for an -- for an orphan

wel | .

MR. SUAZO. That's good enough. Thank
you. Now, your testinony, you present LFC s nunbers
as though they're reliable; correct?

THE WTNESS: | would -- | would argue
agai nst the use of the word "reliable," but they're
useful .

MR. SUAZO. Okay. So you use themin
the report to be useful then not reliable?

THE W TNESS: Well, you know, to -- to

sone extent. | nean, you -- you're tal king about the
entire report, and I -- I've said I'"mnot citing the
entire report. |'ve used various pieces and parts of

it.
MR. SUAZO. Sure. Okay. Now Il'd like
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to nove on to Page 11,

direct testinony,

Li nes 16 through 20 of your

again referencing the LFC report.

THE W TNESS: Page 117
MR. SUAZO. Page 11 of your direct.
And |'m going to read you your | anguage, but feel free

to turnto it. In your direct you say the gap between
actual plugging costs and the required financial --

MS. FOX: ' m sorry, excuse ne --

MR. SUAZO. -- 16 to 20.

M5. FOX: 167

MR. SUAZO Yes, ma' am

M5. FOX: Thanks.
BY MR. SUAZO

MR. SUAZO. "The gap between act ual

pl uggi ng costs and the required financial assurance

weakens the incentive for operators to plug their own

wells." Ddl read that correctly?

THE W TNESS:. Yes.

MR. SUAZO. Ckay. But you did not
state, in your testinony, that the same LFC report

cautions its well counts and cost estimtes are based
on conpl ete and inconsistent data fromthe OCD, did
you?

THE WTNESS: | didn't.

MR. SUAZO. Okay. And you didn't
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attenpt to independently verify the LFC S figures
agai nst OCD s dat abases; correct?

THE W TNESS: No. No.

MR. SUAZO So, essentially, your
testinony and the data that's in it is only as sound
as the LFC S nunbers; correct?

THE W TNESS: Roughly so.

MR. SUAZO Ckay. Now, I'd like to
nove on to an article that you cited in your direct
testinony. You cite a Bloonberg article called "An
Enpire of Dying Wells.” Is that right?

THE W TNESS: Yes.

MR. SUAZO. And that article contains
| anguage stating, "Od oil and gas sites are a climte
menace." |Is that correct?

THE W TNESS: Say that again. |I'm
sorry.

M5. FOX: Can we cite to the page
number in the testinony?

MR. SUAZO. There were no pages in that
article. It was just a printout.

M5. FOX: No, the page nunber from
which is -- that you're readi ng?

MR. SUAZO. Sure. Sorry, M. Fox.
Page 18, Lines 10 through 19.

Page 122

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

M5. FOX: Thank you.
BY MR SUAZO
MR. SUAZO So that article has

| anguage stating, "Od oil and gas sites are a climte

menace." Did | read that correct?
THE WTNESS: | -- I'mnot finding
that, but "Il trust that you're reading it correctly.
MR. SUAZO. Okay. Well, it's your

cited article.

THE WTNESS: And |I'mnot, |'m not
necessarily in agreement with that statenent either.

MR. SUAZO. Okay. Well, that's good to
know. So you'd agree that Bl oonberg is a nedia
outlet, not a peer reviewed scientific journal?

THE W TNESS: Correct.

MR. SUAZO. And the Bl oonmberg article
Itself states, "OQur own survey was not scientific."
Woul d you agree with that?

THE WTNESS: That's fine.

MR. SUAZO. Ckay. So you're relying on
a non-scientific media article to support your
regul atory testinony in this proceedi ng?

THE W TNESS: No. No, no, no. I''m
relying on 35 years of seeing garbage in the field.

MR. SUAZO. So you're not relying on
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t he Bl oonberg article?

THE WTNESS: | -- | dorely on it.
It's an interesting article, and it presents an
I nteresting problem

MR. SUAZO  Okay.

THE WTNESS: It's just evidence that
this is a ubiquitous problemall over.

MR. SUAZO. So you're relying on the
article to support your testinony;, yes or no?

THE W TNESS: To sone extent, yeah.

MR. SUAZO. Ckay. Thank you. Alittle
bit nore about that article. |t was about wells in
Appal achi a, specifically Chio and Pennsyl vani a and
West Virginia;, correct?

THE W TNESS: Yeah.

MR. SUAZO. So the article had nothing

to do with New Mexico wells or geology or regul ations,

does it?

THE W TNESS:  No.

MR. SUAZO. And that sane article, you
cite to a conpany called, | guess, Diversified; is

t hat accurate?
THE W TNESS: Mmhmm  Mm hnm
MR. SUAZO And they --
THE W TNESS: Yeah.
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MR. SUAZO. -- say that the cost to

repair | eaks was an average of $90 per well; is that
right?

THE WTNESS: | don't renenber that
number .

MR. SUAZO. Okay. Let's nmove on. |'d

like to talk to you a bit about beneficial use and
specul ative purpose. In your direct testinony, you
support WELC s proposal to define "beneficial use" and
to prohibit specul ative purposes; correct?

THE W TNESS: | do.

MR. SUAZO. Okay. But you'd agree that
neither the G| and Gas Act or current OCD rul es
define "beneficial use"; correct?

THE WTNESS: |'d agree that?

MR. SUAZO.  Yes.

THE W TNESS: Okay.

MR. SUAZO. That's a yes?

THE W TNESS: Yeah.

MR. SUAZO. Ckay. Thank you. Did you
review the testinony of NMOGA's w tness, Andrea Felix?
THE W TNESS: Sone of it.

MR. SUAZO  Okay.

THE WTNESS: | didn't read the whole

testi nony.
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MR. SUAZO. | -- | understand. There's
a lot there.

THE WTNESS: | nean --

MR. SUAZO. Are you aware that
Ms. Felix's testinony says that the Conm ssion has the
flexibility to account for evolving technol ogy and
specific circunstances?

THE WTNESS: |I'mfine with that.

MR. SUAZO. Now, you suggest that
addi ng the term "specul ati ve purposes” adds clarity to
the definition of "best beneficial use.” |s that
ri ght?

THE WTNESS: |[It's part of that
definition, yeah.

MR. SUAZO. Ckay. But it's true that
VELC has not -- or Applicants' -- excuse nme -- have
not defined "specul ative purposes"? That's undefined
in this proposal; correct?

THE WTNESS: It is not.

MR. SUAZO. " Specul ative purposes” is
defi ned?

THE WTNESS: No. | said it -- it is
not defi ned.

MR. SUAZO. Ckay. Thank you for the

clarification. So, essentially, the Conm ssion, if
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t hey adopt your proposal, would have to make, or in
this case, the Division would have to nmake

case- by-case judgnments about what is specul ati ve and
what is not; correct?

THE W TNESS: True. Yes.

MR. SUAZO. And you don't think that
creates nore uncertainty, not |ess, wthout a
definition?

THE W TNESS: No, | don't. Il think, if
an operator presents proper evidence and di scusses
their case, you know, rebuts a presunption, then I
would rely on the OCD to use their technical expertise
and wi sdomto make a correct choice.

MR. SUAZO. Okay. And to give the
Comm ssi on an exanpl e of what you consider
specul ative, you nmentioned your experience with the
Denver International Airport as an exanple; correct?

THE W TNESS: Correct. | did.

MR. SUAZO. Ckay. But you don't
provi de any exanples in New Mexico where a well was
| nproperly classified and when it m ght've been
consi dered specul ative; correct?

THE W TNESS: | don't.

MR. SUAZO. So you're asking this

conmm ssion to adopt sweeping new definitions wthout a
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singl e exanple of m suse under the current rules in
this state; correct?

THE WTNESS: | don't have any specific
New Mexi co exanpl es.

MR. SUAZO. |I'mgoing to ask you about
Ms. Felix's testinony again, and I'mgoing to see if
you renmenber. Do you renmenber where she stated the
power to define is the power to exclude?

THE W TNESS: No, | don't.

MR. SUAZO. Okay. Moving on then. Do
you think that it would risk excluding legitimte
beneficial uses, as technol ogy evol ves or
ci rcunst ances change, without a definition of the term
"specul ative use"?

THE W TNESS: Say that again, please?
Do |I believe what?

MR. SUAZO. W thout a definition for
the term "specul ative use,” do you think that, by
adopting beneficial use without the term "specul ative”
defined, that it risks changes in the future that may
not be accounted for based upon how you're conceiving
a beneficial use now?

THE W TNESS: No, | don't. Il --
mean, | -- I'mtruly -- having troubl e understanding

your question, but --
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MR. SUAZO.
fracking --

THE W TNESS:
di fferent way?

MR. SUAZO

revol ution as an exanpl e.

Well let's use the

Per haps state it a

Let's use the fracking

The fracking revolution

began, what would you say, nmaybe five years before you
retired?

THE W TNESS: No.

MR. SUAZO. Six years? No?

THE W TNESS: Fracking revol uti on began
I n 1950.

MR. SUAZO. Wwell --

THE WTNESS: All we didis do it the
sane way that -- that -- | nmean, what we did in the
i ndustry, in the -- in the shale gas plays and the
shale oil plays, is take old technol ogy and reapply
iIt. There was nothing new about it.

MR. SUAZO. Ckay. But it was applied
hori zontally; correct?

THE WTNESS: It doesn't matter whet her
the well is vertical or horizontal; the in-situ

stresses are going to deal

with what you're putting

into the ground the sane way.

MR, SUAZO

But is that, as

my poi nt
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technol ogy and the industry evolves, you want to
retain flexibility in whatever definition is adopted?

THE W TNESS:  Sure.

MR. SUAZO. So the industry can
continue to operate?

THE W TNESS: Yeah.

MR. SUAZO. Wbuld you agree?

THE W TNESS: Yeah.

MR. SUAZO. Ckay. That's all I'm
getting at.

THE W TNESS: Ckay.

MR. SUAZO. I n your direct testinony,
you provide support for WELC s proposal to create a
presunption that a well is incapable of beneficial use
if it fails to produce or inject for at |east 90 days
in a 12-nmonth period; correct?

THE W TNESS: That's the presunption.

MR. SUAZO.  Ckay.

THE W TNESS: Yes.

MR. SUAZO. Ckay. But you don't cite
any New Mexico specific data show ng that a 90-day
threshold is a reliable indicator of whether a well is
I ncapabl e of a beneficial use, do you?

M5. FOX; (Objection. Msstates the
evidence. |It's 90 days and |less than 90 BOE is the

Page 130

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

criteria.

MR. SUAZO. |'m asking him about the
data. I'mglad to acknowl edge that clarification.

M5. FOX: Thank you.

BY MR. SUAZCO

MR. SUAZO. But you don't cite any --

THE W TNESS: Restate -- restate then,
pl ease.

MR. SUAZO. Sure. You don't cite any
New Mexi co specific data show ng that a 90-day
threshold is a reliable indicator of whether a well is
I ncapabl e of beneficial use?

THE W TNESS: No, | don't.

MR. SUAZO. And you don't point to a
single exanple of a New Mexico well that was, | guess,
| eft idle inappropriately under the current one-year
standard, do you?

THE WTNESS: Well, | think so. You
know, | cited the exanple of Ridgeway Arizona. And
apparently, while not having studied all the details
of that -- that particular case, those wells were in
j eopardy, and the State made a deal with them

MR. SUAZO. We can nove on fromthat a
little bit because |I think you' ve actually touched on

sonme of the questions | had. Under nornmal operational
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ci rcunst ances such as pipeline maintenance or
conpressi on downtinme or offset frack protection, would
you acknow edge that those can cause wells to be
shut-in for nore than 90 days?

THE W TNESS: Yeah, it could. You
coul d have sone pipeline issues. O fset fracking, |
can't imagine that taking 90 days.

MR. SUAZO. Okay. So, under your
proposed presunption of 90 days, even wells that are
tenmporarily shut-in for operational reasons could be
deened as not capabl e of beneficial use?

THE W TNESS: No. Now, again, get back
to the point that -- that it's rebuttable. If this
has happened, then it's up to the operator, and -- and
OCD says, "Well, what's the deal here guys?" OCD has
the right to take a | ook at that. And then operator
just conmes with reasonable information: "Hey, we're
waiting on this or that."”

MR. SUAZO  Okay.

THE W TNESS: There's nothing automatic
about that.

MR. SUAZO. M. Al exander, did you
provi de the Comm ssion any anal ysis of how many New
Mexico wells would fall under the 90-day presunption

conpared to the existing one-year rule?
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THE WTNESS: | didn't, but a nenber of
our team produced that plot that we | ooked at several
times, that showed the nunber of wells that fall in
that 90 BOE, 90 days, 12-consecutive-nonth tinmefrane.

MR. SUAZO. So you relied on his data;
you didn't put it together yourself?

THE WTNESS: No, | didn't.

MR. SUAZO.  Okay.

How am | doing on tinme?

THE HEARI NG EXAM NER:  You're 21
m nutes in.

MR. SUAZO. Okay. Thank you.

BY MR. SUAZO

Now |'d like to talk to you a little
bit about tenporary abandonnment. In your testinony,
you support VWELC s proposal to limt the |length of
approved tenporary abandonnent, or ATA, and add new
requi rements such as a beneficial use denonstration;
correct?

THE W TNESS: Yes.

MR. SUAZO. And you don't provide any
data in your testinony show ng that the current ATA
rul e, which already requires OCD approval, such as
mechani cal integrity, testing, reporting, has failed

to protect against risks, do you?
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THE W TNESS: No.

MR. SUAZO. Now you're aware NMOGA
w tnesses testified that plugging tinmelines nust
account for contractor availability, |andowner
coordi nati on, reservoir nmanagenent, things |ike that;
correct?

THE WTNESS: | am aware of that.

MR. SUAZO.  Okay.

THE WTNESS: |It's that way everywhere.

MR. SUAZO. And woul d you agree that
arbitrary cutoffs for ATA could increase the risks
rat her than reduce them based upon the circunstances
t hat operators m ght face?

THE W TNESS: The risks of what?

MR. SUAZO. Well, contractor
avai lability, |andowner negotiations, reservoir
managenment, anything you can cone up wth, frankly?

THE WTNESS: All right. So let's
restate that question?

MR. SUAZO. So |'m aski ng about --

THE WTNESS: O -- or state it again?

MR. SUAZO. |'m asking about the
plugging tinelines that nust account for various
factors. Okay? And so, if the rule that you're

proposi ng establishes arbitrary cutoffs for when ATA,
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don't you think that increases the risks, not reduces
t henf?

THE WTNESS: Well, let's -- let's be
clear. If a well is to be plugged, and if there are
problems with scheduling and problens with vendors,
you know, it's incunbent upon the operator to |let OCD
know, and I -- | would imgine that they're going to
be reasonabl e and account for that.

MR. SUAZO. But your testinony doesn't
address those operational realities, does it?

THE W TNESS: Not really. Not
specifically.

MR. SUAZO. Now |I'd like to ask you a
few questions -- well, maybe just two -- about your
Power Poi nt Slide 11.

| f sonebody could pull that up?

Ms. Fox, if you have it. |If not, we can.

M5. FOX: Yeah.

MR. SUAZO. Okay. No problem

MS. FOX: | just got off the platform

THE HEARI NG EXAM NER:  Sheil a, would
you offer him perm ssion to share his screen, please?

M5. APODACA: Is it M. Suazo trying to
shar e?

MR. SUAZO No, it's M. Everhart,
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who's sitting next to ne.
M5. APODACA: COkay. Okay.
THE WTNESS: Is it that?

MR. SUAZO | don't know. | don't have
that in front of ne. It's on the Power Poi nt?
THE WTNESS: Well, |I'mwaiting.

What ever .

M5. APODACA: Okay. You should be able
to right now.

THE W TNESS: Okay.

BY MR. SUAZCO

MR. SUAZO. All right. So Slide 11 of
your Power Poi nt and Applicants' proposed changes to
rule 25.13, the ATA language |limting tenporary
abandonnment to five years with one two-year extension;
is that right?

THE W TNESS: Correct.

MR. SUAZO. Okay. And then noving on
to Slide 12, there's nothing on that slide showi ng any
technical or statistical basis for selecting five
years as the initial TA period, is there?

THE W TNESS: Not on this slide.

MR. SUAZO. Okay. So the tinme limt is
essentially arbitrary; correct?

THE W TNESS: No. No. Qur -- our tinme
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limt's very clear: one five-year period, and then
you can request a two-year extension.

MR. SUAZO. But it's not supported by
data on that, that's avail able on that slide; correct?

THE WTNESS: Well, it's not on that
slide; it's on a different slide.

MR. SUAZO. Ckay. M. Alexander, you
didn't review OCD' s records of wells that remained in
t enmpor ary abandonment beyond five years w thout
mechani cal integrity failures, did you?

THE W TNESS: No.

MR. SUAZO. And in your testinony, you
support WELC s proposal to expand -- sorry. Moving on
to a different section. Let ne get organi zed here.

In your testinmony -- this is a whole
di fferent subject, not related to the slide, so
there's no confusion.

THE W TNESS: Okay.

MR. SUAZO. So you support Applicants'
proposal to expand protest rights in approved
t empor ary abandonnent cases; correct?

THE W TNESS: Protest rights? Are you
tal ki ng about an operator com ng and naking their
case”?

MR. SUAZO. And you support Applicants
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proposal to expand the nunber and cl asses of people
who can participate in those proceedi ngs --

THE W TNESS: Ch, oh, oh. Ckay. |
t hought you were tal king about -- you're tal king
you' re tal king about the public being able to
participate in the process?

MR. SUAZO. Yes, sir. Sorry for --

THE WTNESS: |'m-- |I'"mgood with
t hat .

MR. SUAZO. Ckay. But as you've
menti oned t hrough your testinony, or | think
denmonstrated, | should say, approved tenporary
abandonnment determ nations are primarily technical in
nature; correct?

THE W TNESS: Yeah.

MR. SUAZO. They cover things |ike
casing integrity and annul ar pressure and pl uggi ng
pl ans, things like that; correct?

THE W TNESS: Reserves, production
f orecasts.

MR. SUAZO. So things that --

THE W TNESS: Geol ogy.

MR. SUAZO. -- a general |ayperson or a
| awyer |ike me wouldn't know nuch about if they were

just wal king into protest an ATA application; right?
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THE W TNESS: Sonme m ght not. Some
m ght. You m ght be surprised who knows things.

MR. SUAZO. But the general | ayperson
probably woul d not; correct?

THE WTNESS: | don't know that 1'd
agree with that statenent.

MR. SUAZO. Al right. Wwell, 1I'll nove
on. Are you aware that current OCD rul es al ready
define "affected persons" for purposes of notice and
protest of applications?

THE W TNESS: | nmean, not specifically,
but that makes sense.

MR. SUAZO. So it wouldn't surprise you
that it does?

THE W TNESS: Yeah.

MR. SUAZO. But the proposal from
Applicants would allow virtually anyone, including
those with no technical expertise or direct interest,

to protest an ATA application; correct?

THE WTNESS: | don't -- | don't care
for the word "protest.”" | think what | used was that
t hey have -- they participate in the process.

MR. SUAZO. Okay. Well, and you know,
i n New Mexico, fol ks can protest applications?

THE W TNESS: Ckay.
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MR. SUAZO. And then there's
participation. So | hope -- I'"'mjust not trying to
confuse you there, just wanted --

THE W TNESS: Been there and done that.
| saw nore tinmes than you can i nmagi ne.

MR. SUAZO. Ckay. Let's nove on to
financi al assurance.

Are we good on tinme?

M5. FOX: |I'mjust --

MR. SUAZO. Oh, okay. | thought you
sai d sonet hi ng.

BY MR. SUAZO:

MR. SUAZO. So, M. Al exander, in your
testi nony, you support WELC s proposed increases in
financi al assurance across nultiple categories;
correct?

THE W TNESS: | do.

MR. SUAZO. Ckay. But you don't
provi de an i ndependent anal ysis of actual plugging
costs in New Mexico, do you?

THE W TNESS: | don't.

MR. SUAZO. You just rely on the LFC
reports?

THE WTNESS: W relied on the OCD data

t hat we were given about what the average well that
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they've had to plug costs to plug.

MR. SUAZO. And the LFC report;
correct?

THE WTNESS: It -- | don't -- you know
it -- I"'msure it was in there sonewhere. | don't
recall where it woul d' ve been.

MR. SUAZO. Ckay, fair enough. You
didn't independently verify the plugging cost nunbers
in the LFC report against OCD s databases or field
data, did you?

THE W TNESS: No, | did not personally
do that.

MR. SUAZO. And goi ng back to our
earlier discussion about the LFC report, again, you're
aware that the LFC report cautions that OCD s records
are often inconplete or inconsistent; correct?

THE W TNESS: They coul d be.

MR. SUAZO. In your testinony, you
don't offer any analysis on how increased financi al
assurance requi renments would i npact smaller operators
I n New Mexico, do you?

THE WTNESS: | didn't do any personal
anal ysis of that.

MR. SUAZO. Don't you think it woul d' ve

been hel pful to provide that kind of information to
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t he Comm ssion that has to nmake a deci sion about how
it's going to inmpact those size of operators?

THE WTNESS: |'m nore concerned about
how not taking care of business inpacts the State and
the communities within which these wells reside. |
recogni ze, nore fully than you know, because |I've had
it happen to nme, that some of these provisions wll
have a detrinental effect on sone operators. But as
far as doing a full analysis of that, no, haven't done
it.

MR. SUAZO. Let's nove on to the change
of operator provisions briefly. In your direct
testinony, you support WELC s proposed revisions to
operator registration, including nulti-state
conpliance certifications and di scl osures about

officers and directors; correct?

THE W TNESS: Yeah. |[|'ve participated
in that. | think it makes sense. But |let nme be
clear, I"'mnot the one testifying about that, and I'm

not an expert in that.

MR. SUAZO. Understood. But you
supported that in your testinony?

THE W TNESS: Yeah.

MR. SUAZO. Ckay. Thank you.

M5. FOX: (Objection. That proposal has
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changed.

THE HEARI NG EXAM NER:  Are you
referring to the original proposal or the revised
proposal ?

MR. SUAZO. Can you clarify for ne the
nature of the change you're talking to?

M5. FOX: The operator registration and
operator transfer requirenents were anended in our
rebuttal filing in Exhibit 72.

MR. SUAZO. Ckay. So there's still --
whi ch provi sion change? | nean, which specific
provision are you tal king about? The nulti-state?

M5. FOX: Correct.

MR. SUAZO. Because it did change
slightly.

M5. FOX: Yes, they did. Yeah. And
|"mjust trying to clarify if you're referring to our
ori gi nal proposal or the proposals that we negoti ated
with OXY that are in our Exhibit 72, and the changed
provi si ons are highlighted.

MR. SUAZO.  Okay.

BY MR. SUAZO

MR. SUAZO. M. Al exander, you said

earlier you're not a |lawer; correct?

THE W TNESS: That's correct.
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MR. SUAZO. Now, sticking with these
changes in operator registration that Ms. Fox just
referenced, did you do any sort of an analysis as to
whet her these registration requirenents would conflict
with any sort of corporate |egal principles?

THE W TNESS: No.

MR. SUAZO.  Ckay. Any anal ysis of
whet her they would inpact fiduciary duties of
conpani es?

THE W TNESS: No.

MR. SUAZO. Did you provide, in your
testi nony, any exanples in New Mexico where current
change of operatorship failed because OCD | acked the
authority to deny an inappropriate transfer?

THE W TNESS: No.

MR. SUAZO. And you did not address, in
your testinony, that expandi ng these change of
operator requirenents mght delay transactions?

THE W TNESS:  No.

MR. SUAZO. That it m ght increase
costs?

THE W TNESS: No. Again, |'m not
testifying as to those provisions, and |I'm not an
expert in that.

MR. SUAZO. Thank you. Just confirm ng
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that's not your testinony; correct?

THE W TNESS: Ri ght.

MR. SUAZO. Thank you.

THE W TNESS: Correct.

MR. SUAZO. Gve ne just a second. [|I'm
about done here. And I knowit's com ng on the lunch
hour, and | know folks tend to get hangry. Could I
finish with this witness in the 10 m nutes after
| unch? Would that please the hearing officer?

THE HEARI NG EXAM NER: No, | actually,
|"d rather, you have 10 mnutes left, if you could

finish.

MR. SUAZO. Okay. | wasn't sure if you
were --

THE HEARI NG EXAM NER:  Yeah. Thank
you.

MR. SUAZO. -- wanting us to get out of
here. Let ne just -- give nme a second. | only have a

few nore questions, if any.
BY MR SUAZO

MR. SUAZO. Just a couple nore
guestions. M. Alexander, on your direct wth
Ms. Cross [sic], you nentioned the term "prudent
operator."” Are you able to define that ternf

THE W TNESS: Reach back in ny nenory
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banks, having studied mning | aw, the prudent operator
IS soneone that is going to operate in the best

i nterests of not only hinmself but those who are

I nvested in the operation. It's just a general
definition.

MR. SUAZO. Are you aware that's a
| egal definition, a legal termof art?

THE W TNESS: Yes. | took a course in
m ning | aw.

MR. SUAZO. |'m sure you did.

THE W TNESS: But |I'mnot a | awyer.

MR. SUAZO. Understood. Thank you.
Appreciate your tinme, M. Al exander. NMOGA has no
further questions on cross for this wtness.

THE HEARI NG EXAM NER: Thank you very
much M. Suazo. | think before noving to the next
questioner, we'll take a lunch break. Let's conme back
at one. Thank you.

(OFf the record.)

THE HEARI NG EXAM NER: Let's cone back
fromthe |lunch break, please. |It's one o'clock. When
we broke for |unch, NMOGA had conpleted its
guestioning. W nove now to IPANM M. Coutier?

/1
/1
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CROSS- EXAM NATI ON
BY MS. TRI PP:

M5. TRIPP. O ficer. Good norning,
Madam Hearing O ficer and nenbers of the Comm ssion.
My nanme's Ann Tri pp.

M. Alexander, I"'mwth IPANM and |'|
be the one exam ning you. And so I'mgoing to --

Ms. Apodaca already granted ne perm ssion. |'mjust
going to -- |I'll save that for a bit though.

So before we went on break,

M. Al exander, there was a question about the effect
of these proposed rules on operators. And |

apol ogi ze, | don't have a court reporter to | ook back
on, but | believe, you know, you agreed that there
woul d be sone effect on small operators. M follow up
guestion to that is what about the responsible
operators who are already plugging their own wells?
VWhat effect would the increases in financial
assurances have on then?

THE W TNESS: Well, good for themif
they're doing that and they're conducting their
operations prudently. | -- | don't -- | don't have
any specific analysis on that.

M5. TRIPP: Well, you would agree,

under the proposed rule for marginal wells, financial
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assurance of $150,000 is required for each marginal
well; is that correct?

THE WTNESS: It'Il -- it'll have an
effect, yes.

M5. TRIPP. So for an operator with a
hundred marginal wells, they're | ooking at an
I ncreased financial assurance bondi ng requirenent of
15 mllion?

THE WTNESS: Well, I'mgoing to --
let -- let ne be clear, |I'mnot the expert in
financial assurance. That's our next expert wtness.
' mnot going to do the math on this because |I'm not
qualified to do that.

M5. TRIPP: Yes, sir. And | can
understand that. But you're here to testify about in
your operational experience; is that correct?

THE W TNESS: Yes.

M5. TRIPP. OCkay. And so in your
operati onal experience, would an additional capital
expenditure of 15 mllion have an effect on a small
oper at or ?

THE W TNESS: It woul d.

M5. TRIPP. Could it potentially put a
smal | operator out of business?

THE W TNESS: Depends on the financi al
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resources of that small operator.

MS. TRIPP:. M. Alexander, | believe
you testified earlier that you spent half your career
wth small operators. So in the -- in your own
experience in those small operating conpanies, which
were not in New Mexico, would an additional price tag
of 15 mllion have had an effect on your operations
w th those conpani es?

THE W TNESS: Yes. Yeah.

MS. TRI PP:.  Yes.

THE W TNESS: We had nowhere near those
ki nds of FA requirenents.

M5. TRIPP: And in what state was that,
sir?

THE W TNESS: Well, |'ve operated in
Texas, Louisiana, M ssissippi, Olahom, Arkansas,
Wom ng, Nebraska, Col orado.

MS. TRIPP: And it's your testinony
today that there was nowhere near financial insurance
requi renments of $150, 000 per well at that tine?

THE W TNESS: No. No. It also didn't
cost what it's costing now to plug a well.

M5. TRIPP. Yes, sir. And we'll talk
about plugging costs of wells a little bit later. So

you agree that there'll be an effect fromthis rule on
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responsi bl e operators as well as those bad actors,
whi ch you intend to target.

But what about the effect on an
operator who's plugging his own wells but has already
posted that financial assurance? Are you famliar
with that process?

THE WTNESS: No, |'m not.

M5. TRIPP:. Wuld you di sagree that,
under the -- well, have you reviewed the statutes and
the regulations for financial assurance?

THE W TNESS: Not closely. Again, |I'm
not the expert on that. Those questions are better
directed at our next w tness.

M5. TRIPP. M. Alexander, |'m not
aski ng about the overarching economc effects. I'm
aski ng about an operator who has to post $150, 000 bond
and then plug that well before the $150, 000 bond is

accessi bl e or returned. s that correct?
THE W TNESS: l"mnot -- |I'mnot sure
|"m-- say that question again?

M5. TRIPP: Yes. So under the current
regul atory schene and statutory requirements --

THE W TNESS: Ri ght. VWhich | have
revi ewed.

MS. TRI PP: Fi nanci al assurance i s
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required to be posted for wells either in a bl anking
form-- bl anket bonding formor a one-well plugging;
is that correct?

THE WTNESS: Right. Right, right.

M5. TRIPP: And the financial
assurance, that requirenent is tied to the plugging
and abandonnment of the well; is that right?

THE W TNESS: Yes.

M5. TRIPP: And so a financi al
assurance, that bond is not released until the well is
pl ugged; is that correct?

THE W TNESS: | believe that's true.

M5. TRIPP. And so if an operator's
required to post this additional let's say 15 mllion
in financial assurance, those funds are not returned
to the operator until they've already had to pay out
of pocket to plug the well for which that financial
assurance is tied to?

THE W TNESS: Yes.

MS. TRIPP: Yes. And so, aside from
smal | operators, do you see an effect on any other

operators in New Mexico fromthe bonding rul es?

THE WTNESS: | haven't analyzed it

specifically, but I"'msure it will have sone effect.
M5. TRIPP. Well, in your testinony,

Page 151

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

you do offer sonme experience in the cycle of the
I ndustry. |Is that an accurate sunmary?

THE W TNESS: That is accurate.

M5. TRIPP. And in the cycle of the
I ndustry, wells pass from one operator to another,
typically fromlarger to smaller?

THE W TNESS: Correct.

M5. TRIPP. And so, if small operators
exit New Mexico because of these financial assurance
requi rements, who will take over those wells fromthe
| ar ger operators?

THE W TNESS: Depends on how they exit.
If they walk away fromit, then OCD will have to take
on that operational responsibility and plug the wells.

MS. TRIPP:. Well, let's back that
hypot hetical up a few steps. So, if the |arger
operators typically transfer wells to snmaller
operators that can run a well nore efficiently with
| eaner operations, |less adm nistrative overhead, if
smal | er operators aren't there to take on those wells,
would this rule affect |arger operators?

M5. FOX: (Objection. Specul ation.

THE HEARI NG EXAM NER: Yeah, it does
invite specul ation, M. Tripp.

MS. TRI PP: That's fair. W& can nove
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on.
BY MS. TRI PP:

M5. TRIPP: So in your opinion,

M. Alexander, will the financial assurance rul es
affect all operators wthin New Mexico?

THE W TNESS: Potentially, | guess.

M5. TRIPP. M. Al exander, were you
I nvol ved in the drafting or proposal of House Bill
133?

THE W TNESS: No.

M5. TRIPP:. And so you didn't
participate in any of the stakehol der neetings or any
of the proposed | egislation?

THE W TNESS: | did not.

M5. TRIPP. So, in your testinony, you
menti oned that you reviewed regulations from many of
the -- 15 producing states; is that right?

THE WTNESS: | -- | |ooked at -- and
| -- I'"ve got a list of them here. There was an
intern, | believe, that worked for WELC, did actually
went out and grabbed sonme of the major provisions in
upwards of 15 different states and how they deal with
idle wells. And I read through that spreadsheet.

M5. TRIPP. And did you review -- |

think earlier you just said you did review the New
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Mexi co statutes and regulations as it pertains to
bonding and idle wells and active wells?

THE W TNESS: Yes.

M5. TRIPP. And | believe you' ve al so
testified before the O Conservation Conm ssion
before in prior rulemakings; is that accurate?

THE W TNESS: | have.

M5. TRIPP. And so you're famliar with
the primary duties of the O Conservation Conm ssion?

THE W TNESS: Vaguely. Yes.

M5. TRIPP. [|If | use the phrase "to
prevent waste" and "to protect correlative rights," is
that famliar?

THE WTNESS: Yes it is. It's |ike
that in every state.

MS. TRIPP:. Ckay. So in your
experience as an operator, you're famliar with the
definition of "waste" or a concept of "waste."

THE W TNESS: A concept, yes.

M5. TRIPP: And how would you define
it?

THE WTNESS: Well, in -- in
conmbi nation with this idea of -- of protecting
correlative rights and, you know, preserving the

resources that the state has, the way | think about
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that and the way |'ve seen it done is that it's the
duty of the OCC or OCD to make sure that oil and gas
resources aren't wasted in the process of operations
and/ or pluggi ng and abandonnent.

Now, when that beconmes, you know -- and
that definition, in its strictest terns, | believe
there's a point at which, you know, a well is done,
you need to plug it. |Is there still oil and gas in
that reservoir? Yes, but it's not economic to recover
it. And to keep plugging at it and just keep
hamering at it to get that |ast nolecule out, | view
as waste. Sonme may view that, if you plug it, it's
waste of oil and gas, but | viewit as waste of an
overall resource.

MS. TRIPP: And what resource is wasted
in that scenario?

THE W TNESS: Capital.

MS. TRIPP: Capital is wasted in that
scenari o?

THE W TNESS: Yeah. Yeah. | nmean, |
can produce a well down to the |last nolecule, and |
m ght get a dollar out of nmy efforts, but it m ght
cost ne a thousand dollars to do that. That's
wast ef ul .

M5. TRIPP: But in your preparation and
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I n your opinion, in this rule making, have you
reviewed the statutory definition of "waste"?

THE W TNESS: No.

M5. TRIPP. Okay. Wuld you -- but you
would -- let ne restate that.

So you tal ked about econom c waste,
capital waste. Are there other fornms of econom c
waste that you're famliar with?

THE W TNESS: Well, perhaps. | haven't
t hought about it lately.

MS. TRIPP. Well, would producing a
well at |ow market or commodity prices, would that
create econonic waste?

THE WTNESS: Well, if |I'm producing a
well at a price for the commodity that is causing ne
to have a loss, | nmean, why would | do that? That
woul d be -- that woul d be wasteful.

M5. TRIPP: Thank you. And | -- |
woul d agree. And so, to the extent that the nmarginal
or the no-beneficial-use presunption carry production
t hresholds in those rules, wouldn't -- would you agree
that there's an incentive to operators to produce
wells in excess of those limts, which would create
econom ¢ waste?

THE W TNESS: | -- 1 think so. | -- if
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| " m under st andi ng your question. Are --

M5. TRIPP. M question is there could
be market conditions which would make it uneconom cal
to produce a well for certain --

THE W TNESS: | get that.

MS. TRIPP: Okay.

THE W TNESS: Sone people will shut a
well in. But let's be careful about that. Am1l to
shut a well in and wait for the price of oil to go to
$500? No. That's speculation. You know, you get a
few hundred -- a few dollars per barrel variance here,
and if that's going to take a well from uneconom c
to -- to economc, you're in trouble already.

M5. TRIPP. M. Alexander, are there
any parts of the proposed anendnents to the rules that
t ake economic factors into anal ysis?

THE W TNESS: Let ne think about that.
Indirectly so, | would say.

MS. TRIPP: And in what --

THE W TNESS: Yeah. When you think
about the presunption provisions that OCD provi ded and
t hat we adopted, where you have 90 barrels of oi
equi val ent, over 90 days, in 12 consecutive nonths,
there's an inplied economc factor in that for sure.

M5. TRIPP. So there's an inplicit
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econom c, but it is not expressly stated within the
definition of "marginal well"?

THE WTNESS: | don't recall seeing
that in the regul ations.

M5. TRIPP. OCkay. Thank you. Can
premat ure plugging of wells also create waste, waste
in the sense of unrecovered hydrocarbons?

THE WTNESS: |t depends on your
definition of "premature.” It could. |If the well was
actually plugged, and it shouldn't have been, then
there is waste.

MS. TRIPP: And so, to the extent that
a well is marginal but could have another 15 to 20

years of production, if an operator couldn't afford a

financial assurance of 15 mllion and plug that well,
that would create waste. |Is that correct?
THE WTNESS: | don't think so. [If you

can't operate the well econom cally, and that would
I ncl ude what ever the financial assurance provisions
are and ot her operating expenses, it's done.

M5. TRIPP: |In your experience in other
states, is financial assurance in the plugging cost,
is that incorporated into a production and paying
guantities anal ysis?

THE W TNESS: | -- you know, it's been
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a while since |I've been involved with operations to
consider that sort of thing. | would say yes, but |
don't have any direct recent experience with that.

M5. TRIPP. Okay. Thank you for that.
And | think we touched on it briefly, but you al so
don't have any operational experience within the San
Juan Basin or the Perm an Basin; is that accurate?

THE WTNESS: | do not.

M5. TRIPP. And so you're not famliar
with the geological formations or the Perm an Stack or
the formations in the San Juan Basin?

THE W TNESS: Just -- just, you know,
mldly so.

M5. TRIPP: And your experience in
Arkansas, that was in the Fayetteville Shale
devel opnent; is that accurate?

THE W TNESS: That was part of it.
When | joined the conpany, we had production in the
fairway. It was all conventional production.

M5. TRIPP: And what were the average
dept hs of those wells?

THE WTNESS: In the fairway, probably
anywhere between 45 and, you know, 65 hundred,
sonething like that. 1In the Fayetteville Shale, the

TVD woul d be, you know, in that 5, 000-or-so-foot range
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on average, before you kicked off. And our laterals
woul d cause our neasured depths to be upwards of
10, 000 f eet.

M5. TRIPP: And that experience was
wi th Sout hwestern Energy; is that correct?

THE W TNESS: Yes, that's correct.

M5. TRIPP: And is Southwestern Energy
still in Arkansas?

THE W TNESS: They are not.

M5. TRIPP. Did they plug and abandon
each of their wells before |eaving the state?

THE W TNESS: No, they sold them

M5. TRIPP: And they sold themto a
smal | er operator?

THE W TNESS: Yeah. The Fayetteville
was sold, | believe, to Flywheel. | don't know
anything about them | really forget who we sold al
of our conventional production to.

MS. TRIPP: Do you have any know edge
about whether that had an effect on the | ocal econony
or the comunities in around that area of Arkansas?

THE W TNESS: When we sold the
conventional production, it really didn't have any
| npact what soever. The operator was a, you know, as

far as | know, a good operator. And like | said, |
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don't know anything about Flywheel. You know, the --
the community experienced great positive things from
our devel opnment of the Fayetteville Shale.

And when the drilling essentially
st opped, and we had drill ed about everything that was
going to be economc, then, you know, a |lot of those
opportunities kind of slid away. But | have no direct
experience of how things have gone. | think it was
sold in 2018, sonething |like that, and | haven't kept
up with that.

MS. TRIPP. Do you have any operating
experience as a stripper-well operator?

THE W TNESS: |'ve operated wells that
are in that category of stripper. Yeah. | wouldn't
say that our conpanies were called stripper-well
oper at or s.

M5. TRIPP: But you're famliar wth
the lifecycle of primary production noving to
secondary or tertiary recovery?

THE WTNESS: | am

M5. TRIPP: And that there's a
substanti al percentage of hydrocarbons that can be
recovered either in that secondary or tertiary phase?

THE W TNESS: Absol utely.

M5. TRI PP. Have you put together any
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of those projects before?

THE W TNESS: No.

M5. TRIPP. Oh. So you' re not aware of
how long it takes to create a secondary recovery unit?

THE WTNESS: Well, | -- |'m aware.
|"maware it takes a long time to devel op those
projects. As a matter of fact, nmy wife used to work
for Shell and was involved with a |ot of those
projects early on.

M5. TRIPP: And just devel opi ng, would
you -- is that inclusive of the permtting process?

THE W TNESS: Everything. Everything.
It's very conplicated. Unitization can take forever.
| -- | get that.

MS. TRIPP: In ternms of --

THE WTNESS: And | don't think these
regul ations are neant to interrupt that process
ei ther.

M5. TRIPP: And which part of the
regul ations would affect those processes?

THE W TNESS: Well, you know, the --
this idea that -- that, you know, if we have to conme
up with, you know, with reasons that a well should or
shoul d not be T&A' d or P&A' d and whatnot, there are --

as we said, all of these presunptions are rebuttable.
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And if there are future uses, or if an EOR project is
taking this long to devel op, and nobody's here to try
and say, "No, you've taken too |ong. That's enough.
We're out of here."

M5. TRIPP. And in the proposed rules,
whi |l e beneficial use and tenporary abandonnment have
t hese exceptions or these rebuttable opportunities,
mar gi nal well does not; is that correct?

THE W TNESS: | don't think that'd be
t he case.

M5. TRIPP. Well, would you disagree --

THE WTNESS: | think -- | think --
wel |, go ahead and ask the questi on.

M5. TRIPP. M only question is that
the definition of "marginal well" sets an arbitrary
t hreshol d of days of production and barrels of oil
equi val ent per year. |Is that an accurate sunmary of
the rule?

THE WTNESS: | don't -- well, the --
t he presunption of beneficial use is a class of
I nactive wells, and they are within the margi nal wel
category. So yes.

M5. TRIPP. That's a fair
clarification. So to the extent that beneficial -- no

beneficial use wells are included in marginal wells,
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there is an exception to appeal that determ nation.
But within the range of greater than 90 BOE, |ess than
1000 BOE, is there any appeal opportunity or
determ nation of economcs of a well?
THE WTNESS: |'mnot specifically

aware of that, but | can't believe that it is not

avai |l able. An appeal -- there's always an appeal
process. And OCD is going to -- to have a presunption
of no beneficial use based on that -- that threshold

that we have presented of 90 barrels of oi
equi val ent, over 90 days, within a 12-nonth
consecutive period. That -- beyond that, | don't
think that OCD is going to be issuing orders to review
wells that are above that threshol d.

MS. TRIPP. | would agree,
M. Al exander, under the proposed rules. But the
proposed rules set a financial assurance requirenent
for all marginal wells; is that right?

THE WTNESS: | believe that's true.

M5. TRIPP:. And there is no exception
for marginal wells, in other words, for a well that's
produci ng I ess than 180 days and | ess than 1000 BCE,
for an operator to appeal that determ nation of
financial assurance that's required?

THE W TNESS: | don't know about that.
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| didn't get involved with the marginal well category;
that's our next wtness.

M5. TRIPP: And so --

THE W TNESS: | was nore involved with
the 90, 90, and 12 nonths of inactive wells.

MS. TRIPP: Thank you, sir. W'l
reserve those questions then for M. Purvis. [|n your
experience as an operator and operating expenses, do
you have famliarity distinguishing between capital
expenses and operati ng expenses?

THE W TNESS: Fairly.

M5. TRIPP. Did you have a chance to
review any of the testinony fromthe Division's
W t nesses?

THE WTNESS: | did not read their
testi nony.

M5. TRIPP: But you woul d agree that
there's a distinction in the way an operator would
treat a nonthly | ease operating expense as opposed to
a capital expenditure?

THE W TNESS: Oh yeah. Absolutely.

THE HEARI NG EXAM NER: Be careful not
to speak on the end of each other's sentences.

THE W TNESS: Okay. Sorry.

M5. TRIPP. Thank you, ma'am
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BY MS. TRI PP:

M5. TRIPP. And so there are sone parts
of your testinony where you nentioned the Reclanmation
Fund. Do you recall those areas?

THE W TNESS: Not really. No, | don't.

MS. TRIPP: Are you famliar wth what
t he Reclamati on Fund is?

THE W TNESS: Basically, but | don't
know anyt hi ng specifically about it.

M5. TRIPP: But you did state that the
Recl amati on Fund coul d be used for other purposes or
ot her prograns?

THE WTNESS: | don't recall saying
that. Mybe | did, but | don't recall that. In ny
direct testinony?

MS. TRIPP: In your direct testinony,
sir. Do you have a copy of that, or would you like ne
to pull it up?

THE WTNESS: | do. Tell ne what page?

MS. TRI PP; | believe it's Page 17,

Foot note 3.

THE W TNESS: VWhat |ine?

M5. TRIPP. | believe it's a Footnote 3
at the bottom of the page. It continues from Page 17
to Page 18.
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THE W TNESS: Yeah. Okay. | get it.
| see it.

M5. TRIPP:. And so you state that "I
understand, in New Mexico, the Reclanation Fund is
funded through a tax on oil and gas operations.
However, that public noney, spent on pluggi ng and
abandoning well s of operators that have abandoned
their responsibilities, could have been spent on ot her
wort hy and necessary public prograns.”

THE W TNESS: Okay. Okay.

M5. TRIPP. | read that correctly?

THE W TNESS: Yeah.

M5. TRIPP. Okay. And so the other
public progranms -- but you've not reviewed the statute
whi ch creates the Reclamati on Fund?

THE W TNESS: No.

M5. TRIPP: And so you' re not aware of
whet her the Reclamation Fund is actually limted or
constrained to specific purposes?

THE WTNESS: | am not.

M5. TRI PP. And when you say,

t hroughout your testinony, about the effect of
or phaned or the State having to plug in abandoned
wells and the effect on that on the taxpayer, you're

not referring to taxpayers providing any portion of
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t hat Recl amati on Fund, are you?

THE W TNESS: Well -- well, one way or
anot her, the taxpayers pay. Even if it cones from
Washi ngton DC, you're paying for it. It -- it hits
t he i ndividual taxpayer one way or another. No, |'m
not saying that the taxpayer's out here at the steps
writing a check; | don't say that at all. But the
noney doesn't conme from out of the sky that nobody has
any -- any, you know, no control over it. It's --
it's com ng out of your pocket one way or the other.

M5. TRIPP. Are you famliar with the
oil and gas conservation tax?

THE WTNESS: In -- not really.

MS. TRIPP: Well, I'll offer to you
that the oil and gas conservation tax is one of the
only contributions into the Reclamati on Fund, which is
paid by industry.

THE WTNESS: And is that --

M5. FOX: (Objection. Testinony. That
wasn't a questi on.

THE HEARI NG EXAM NER:  All right. Do
you have a question to follow up on that, M. Tripp?

M5. TRIPP: Yes, Madam Hearing O ficer.
BY MS. TRI PP:

MS. TRI PP: So just to restate,
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M. Al exander, you've not reviewed any of the
Recl amati on Fund statute; is that correct?

THE W TNESS: | have not.

M5. TRIPP. And so you're not aware of
how the oil and gas conservation tax contributes to
t he Recl amati on Fund?

THE W TNESS: Not specifically.

M5. TRIPP. Okay. W'IlIl nove on. So
there were several exhibits that were referenced today
and t hroughout your testinony. Exhibit 7 is the
i nactive well list, and | can display that for the
conmm ssioners. Just a second. And | don't know that
| can expand it |arge enough that it --

THE WTNESS: Ch, it's fine.

M5. TRIPP. ~-- it's going to be
hel pf ul .

THE WTNESS: | can see it.

M5. TRIPP. And so | -- | just wanted

to ask a couple foll ow up questions about how this
exhi bit was created. And so did you conpile these
number s?

THE WTNESS: | did not. There's a
enpl oyee of Environnental Defense Fund that pulled
this information together from OCD dat a.

M5. TRIPP. And so you're not aware of
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how t hey actually created the chart in ternms of what
data was used or what dataset?

THE WTNESS: Well, it would be the
status of wells that is kept by OCD.

M5. TRIPP: Yes, sir.

THE WTNESS: And it canme from OCD
data, and it was conpiled in this chart.

M5. TRIPP: And was there a certain --
Is there a certain dataset you're aware of? QOCD
mai ntains a | ot of data. New Mexico Tech maintains a

| ot of data.

THE W TNESS: | don't know t he nane of
t he dataset, but it would be their inactive well |ist,
is what | would call it.

MS. TRIPP:. And then are you aware if
t hese numbers of wells include federal, state, and fee
wells in New Mexico?

THE WTNESS: | believe we stayed away
fromfederal wells.

M5. TRIPP: But you're not aware of any
of the process in terns of how you woul d' ve excl uded
federal wells in creating this?

THE W TNESS: No. | didn't get
i nvolved with their pulling this |ist together, you

know, the -- the raw data.
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M5. TRIPP. And so you're not aware of,
in terns of what category of inactive well, whether
it's total approved TA wells, on inactive well search
total expired TA wells, or total wells under ACO, the
287 Ridgeway Arizona Wells are included?

THE W TNESS: | don't know if those
specific wells are included. No.

M5. TRIPP:. But you're famliar with
the Ri dgeway as an operator and the settlenent --

THE W TNESS: Basically famliar with
t hat, yes.

M5. TRIPP: | also want to refer back
to your direct testinony and, and the summary that you
of fered today. The phrase "out of conpliance" was
used repeatedly. And | want to clarify on that. Wen
you use the term "out of conpliance,"” is there a
specific regulation that you're referring to?

THE WTNESS: Well, with -- with
current regulations, you know. For exanple, that
chart that you just put up there, there's inactive
wells that are in -- out of conpliance. Yeah, those
are the specific -- the specific regulations, you have
to go find them

But you know, basically, you know, a

well could -- is inactive for a year, and then you
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have 90 days to either P&A the well or apply for TA
Okay? And then, if you don't do either one of those,
then it's out of conpliance. And that's kind of the
basi c category there.

M5. TRIPP. So that --

THE W TNESS: And just -- and -- and ny
poi nt about that was is that, from OCD s di scussi ons
w th us, operators have |l earned to ganme that system
So, for exanple, you shut a well in on January the 1st
of any given year, whatever date you shut it in, and
three, four nonths later, you open it up for half a
day, you burp up a barrel of oil, and then you shut it
back in. And so, in their mnds, that's resetting
that inactivity or inactive status clock, and it just
goes on and on and on. And | presune that's the way a
| ot of these are. And -- and that's not the way the
rule is -- is witten. But those wells are out of
conpli ance because they have not been applied for and
put into TA or P&A.

M5. TRIPP: Thank you. And so just to
put a bow on that, "out of conpliance" is used with
respect to specifically well activity in terns of
t enmporary abandonnment or active/inactive status?

THE W TNESS: Yeah. Yes.

M5. TRIPP. It's not referring at all
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to environnental conpliance or other notice of
violation that the Division may issue?

THE W TNESS: No, no, no.

M5. TRIPP. Moving on to the
"beneficial use and purpose" definition, we've already
touched on whet her "speculative" is defined. But just
to recap, "speculative" is not a defined term under
the current regul ations or the proposed anendnent ?

THE W TNESS: It is not.

M5. TRIPP. Okay. However, the oil and
gas industry, there's many legitimte activities that
occur which sonmeone may call speculative. |s that a
fair summary?

THE WTNESS: | guess it's a fair
statenent. It depends on, you know, an individual's
ri sk-aversion profile.

M5. TRIPP: But you would agree that a
specul ative activity can be based on information; it's
just that there is not a known outconme?

THE WTNESS: No. That's not the --
that's not where we're going with that. It -- the
outcone is independent of what we're tal king about.

In the -- in -- in the context of does not include
specul ative use, we went straight to the dictionary.

And the dictionary calls it, you know, basically
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guesswork, and there's no information on it. Okay?

So that's clearly different than what

you just said. | think you just said specul ative use
could be tied to sonething that -- with an unknown
outcone. | nean, every well you drill has an unknown

outcone. So is every well a speculative well? O
course not.

M5. TRIPP. And the in the definition
of "beneficial use" that's proposed, were you aware
t hat New Mexi co adopted a well repurposing act?

THE WTNESS: A well what?

M5. TRIPP. Well repurposing act for

carbon storage or other energy storage?

THE WTNESS: |'mnot famliar with
t hat act.

MS5. TRIPP: Okay.

THE WTNESS: Well, let's be clear.
Remenber those two words in that definition: "such

as. That opens the door to any viable use beyond
production, injection, or nonitoring. Okay?

M5. TRIPP: That's fair. But to the
extent that operators rely on certainty and
regul ations, to the extent a regulation doesn't
provi de an exhaustive |list, and adm nistrators are

prone to change, there's uncertainty in that?
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THE WTNESS: Well, | would disagree
with that. |If | see sonmething |ike "such as" or "for

exanple,” to ne, that opens the -- the door to any
vi abl e use.

M5. TRIPP. And energy capture or
carbon storage would be one of those viable uses?

THE WTNESS: | would think so.

MS. TRI PP: Earlier, on the subject of
t enmporary abandonment of wells, you testified that
tenporary abandonnment is sinply a subset of wells; is
that correct?

THE W TNESS: O inactive wells.

M5. TRIPP: A subset of inactive wells?
But, however, currently, the regulations have two
separate tenporary abandonnment definitions. |Is that
right?

THE W TNESS: Remind ne of that.

M5. TRIPP: Currently, there's
tenporary abandonnment, and then there's a different
category of well, approved tenporary abandonnent?

THE W TNESS: Yeah. Let nme turn --
hold on just a second here. Yeah. Approved tenporary
abandonnment, we're adding to that tenporary
abandonnent or tenporary abandoned status neans the

status. So we're adding to that definition of
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"approved tenporary abandonnent.”

MS. TRIPP: But as it exists --

THE WTNESS: In --

MS. TRI PP: Ch, I'msorry. Go ahead,
sir.

THE WTNESS: In getting rid of the
t enporary abandonnment or tenporarily abandon st atus,
because TA does not equal, necessarily, inactive; it's
a Subset.

MS. TRIPP: |Is that a change in

Division interpretation?

THE WTNESS: | don't know t he answer
to that. | don't know how they interpreted TA versus
I nactive. | -- you'd have to ask them

M5. TRIPP: But the current regulation
states that a tenporary abandoned well is an inactive
well; is that --

THE WTNESS: It is inactive.

MS. TRIPP: Yes. And under the
regul ation --

THE W TNESS: But an inactive well is
not necessarily a tenporary abandoned well.

M5. TRIPP: | understand that that's
your opinion. |'masking what the current regulation

states for tenporary abandonnent ?
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THE WTNESS: It says it right here.
"Tenporary abandonnment or tenporarily abandoned status
means the status of a well that is inactive." And
we're saying we don't think that's quite accurate.

M5. TRIPP. Yes. And so you're
proposi ng a change?

THE W TNESS: Cet rid of that
definition and go with the new definition that we're
pr oposi ng.

MS. TRIPP: Thank you. And so you, in
your testinony, you also nentioned that financi al
assurances haven't changed in years in New Mexico. Do
you recall that?

M5. FOX: Could you cite the page
number pl ease?

THE W TNESS: Yeah. | did.

|"msorry. Wat?

M5. FOX: Could you cite the specific
testi nony pl ease?

M5. TRIPP. Yes, | can grab that.

BY MS. TRI PP:

M5. TRIPP: | apologize. Page 16, Line
18 to 109.
THE W TNESS: | see it.
MS. TRI PP: "Fi nanci al assurance | evel s
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have not been updated for years."” |Is that correct?

THE W TNESS: That's what it says.

MS. TRIPP: And so what would --

M5. FOX: Objection. It refers to
state regul ations, not specifically New Mexi co.

THE W TNESS: You're right.

MS. TRIPP: That's fair enough.

BY MS. TRI PP:

M5. TRIPP: M. Al exander, when was the
| ast tinme financial assurance |evels were changed in
New Mexi co?

THE W TNESS: What was that? 2018,
'19, sonewhere. | don't renenber specifically.

M5. TRIPP: Were you involved in that
rul emaki ng proceedi ng?

THE WTNESS: | was -- | was not.

M5. TRIPP: And have you reviewed the
transcript fromthat proceeding prior to this?

THE W TNESS:  No.

MS. TRIPP. Wuld it surprise you that
the witness for OCD testified that a tenporary
abandoned well is an inactive well?

THE W TNESS: No, that woul dn't

surprise ne a bit. | would say the sanme thing. But
what | said was an inactive well is not necessarily a
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tenporary abandoned wel | .

M5. TRIPP: VWhich is a change that
Applicants are proposi ng here?

THE W TNESS: Exactly. Yeah, yeah.

M5. TRIPP. So you referenced several
times today that you spoke with OCD staff, and sone of
t he changes are based on OCD staff experience. |Is
that a correct sunmary?

THE W TNESS: Yes.

M5. TRIPP: And in these changes, which
i ncl ude several exceptions or ability to rebut a
presunption, did Applicants analyze any of the
adm ni strative burdens created by these rul es?

THE W TNESS: No.

MS. TRIPP: |Is that sonething that you
spoke --

THE WTNESS: Well, | -- 1 didn't.
Maybe soneone el se on staff did, but | did not.

M5. TRIPP. Have you revi ewed any
testi nony of any wi tnesses that addresses the
adm ni strative burden that would be created by these
proposed rul es?

THE W TNESS: No.

M5. TRIPP. There's another concept

that's referred to throughout your direct and rebuttal
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testinmony, and that's of risk. And | want to ask a
few questions about that. Because earlier, we were
told that everything had been data tested in terns of
the testinony of the Applicants. So howis risk
determ ned for an orphaned well ?

THE WTNESS: In the context that we're
tal ki ng about, it's a production |evel that, at |east
on the surface, there's a presuned idea that it's not
maki ng enough revenue fromthe production to cover the
costs. And therefore, that well is potentially at
risk of becom ng a burden to the State and becom ng an
or phaned.

M5. TRIPP. And is that how you -- does
that correlate to your experience with Sout hwestern
that you operated on a well-by-well basis?

THE W TNESS: Yeah. We -- we
evaluated. All the, all the conpanies that | worked
with, we -- we knew what each well was doing.

MS. TRIPP:. But there is a presunption
built into your concept of risk. You said that

there's a presunption that the production |evels wll

not support operation of the well. And | may be
m sstating. | apologize if | am
THE WTNESS: |'mnot real sure what
you' re asking. [|I'msorry.
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THE HEARI NG EXAM NER: Rest ate, pl ease?
BY MS. TRI PP:

MS. TRIPP. Are there presunptions
built -- presunptions or assunptions built into the
concept of risk to which you testified?

THE W TNESS: Yes.

M5. TRIPP. Have you revi ewed any of
the testinony of | PANM witnesses or other New Mexico
operators?

THE W TNESS: Sone. Yes.

M5. TRIPP. So you're aware that there
Is testinmony fromthose operators that plugging costs

typically come from production of new wells?

THE W TNESS: Well, if sonebody said
that, | don't renmenber seeing that. But it -- you
know, it could be that. | -- I, you know, | don't --

| don't really know how to respond to that question.

MS. TRIPP: Is it your position that
every well should be self-sufficient? |In other words,
t here should be production sufficient to acconplish
all expenses related to that well?

THE W TNESS: No. No.

MS. TRIPP: Okay.

THE W TNESS: No. There are going to

be certain situations where you're | ooking at a | ease
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| evel , and that makes sense. And | think | made that
statenent. And that would be sone sort of -- that
woul d be the type of information that an operator
woul d cone to OCD with and say, "Hey, we're not
producing this well because it's going to be used for
sonething else.” And I -- | get that.

MS. TRIPP: Yes, sir. | think this
question is slightly nore specific in terns of whether
the funds to plug a well nust cone fromthat well's
producti on?

THE W TNESS: 1|'ve nade no such
st at enment .

M5. TRIPP: Ckay. And | just want to
clarify that; that's not your position?

THE W TNESS: No.

M5. TRIPP: However, in your testinony
at Page 26, Line 18 through 20, "Production threshol ds
to generate sufficient revenues in remaining |lifespan,
to fund plugging and recl amation, puts those wells at
greater risk of being orphaned"?

THE W TNESS: Mm hmm

M5. TRIPP. But it's your opinion today
that a well doesn't need to be self-sufficient? 1In
ot her words, the production threshold froma single

wel | does not need to generate sufficient revenue to
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pl ug and reclaimthat well?

THE WTNESS: Well, I'm making a
statement that that's the case, but it's not
necessarily where the nonies are going to cone fromto
plug that well.

MS. TRI PP: Because an operator is
generally operating nore than just one well?

THE W TNESS: Generally.

M5. TRIPP. And so an operator can plan
in ternms of setting a plugging and abandonnent budget,
and an operator can al so assign funds, either
operating expenses or capital expenses, to acconplish
t hat ?

THE W TNESS: True. Yes.

THE HEARI NG EXAM NER:  Ms. Tripp, you
have five m nutes.

M5. TRIPP: Thank you, Madam Heari ng
O ficer.

BY MS. TRI PP:

MS. TRIPP:. And circling back to this
I dea of risk, did you undertake any independent
anal ysis of orphan wells in terns of |ooking at the
period of tinme of activity before they were deened
or phaned by the G| Conservation Division?

THE WTNESS: | didn't personally do
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t hat, no.
M5. TRIPP. So is there any evidence

that you're offering today that increasing financial

assurance levels will address the risk of orphan
wel | s?

THE WTNESS: | think earlier today, |
said there's no silver bullet that wll take care of

everything. But closing the gap between the current
| evel of financial assurance that is required under
the current set of regulations, we need to cl ose that
gap between that and reality.

And | think that that situation is
prevalent in every jurisdiction with oil and gas
operations. Every state is struggling with this and
recogni zes that it's insufficient, as | said earlier
in nmy testinony today, otherw se, we wouldn't have
over 800,000 wells in this nation that are orphaned.
That canme about because the regul ations aren't
sufficient, they weren't enforced, and operators
didn't pay attention to their business.

M5. TRIPP: But it's not your opinion
today that all operators in New Mexico are acting
| nprudent|y?

THE W TNESS: ©Ch no, of course not. O

course not.
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M5. TRIPP: And you would agree that 95
percent of the wells in the state are plugged by

operators?

THE WTNESS: | think that's accurate.
You know, earlier, |I said that OCD has, in the last 10
years or so, plugged -- or 20 years, plugged a

t housand wells, which represents about 5 percent of
the total wells plugged. |If that relationshinp,
think that's about right.

M5. TRIPP. And in terns of whether
operators want to maintain the status quo or not, you
mentioned that you reviewed sone of the w tness
testinony from New Mexico operators. And there were
suggestions regarding alternate uses of the
Recl amati on Fund or el ection of the conservation tax.
Did you review any of those portions?

THE WTNESS: | don't recall that.

M5. TRIPP:. Wuld you agree or disagree
with the statenment that New Mexico shoul d produce | ess
oil and gas, not nore?

THE WTNESS: | -- 1 -- if it can
produce nore, that's great. | -- | don't -- | -- |I'm
not here to try and shut down the oil and gas
i ndustry, and | don't think any of us are.

M5. TRIPP: But you would agree there
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could be a significant effect on small operators by
I ncreasing financial assurance |evel s?

THE W TNESS: Yes. But | can also tel
you that, based on sonme of the charts that we've
thrown up there, the anmount of production that it
woul d have an inpact on in the state is insignificant;
. 003 percent, | think, is in that group of wells, in
that 90 barrels of oil equivalent, 90 days, 12
consecutive nmonths. So it's an insignificant anount
of oil.

MS. TRIPP: Yes, sir. But that |evel,
t hat 003 percent is referring to wells without a
presunption of beneficial use; that's not referring to
the category of marginal wells. |Is that accurate?

THE W TNESS: No. That's correct.
That's true.

M5. TRIPP: Thank you. M fina
question, if | have tine for it; your Exhibit 12
refers to a collection or a sanmpling of C-103s for
t enmporary abandoned wells. Are you famliar? At any
point, did you have -- did you or an intern follow up
on the status of those wells that are TA?

THE W TNESS: No. Didn't --

M5. TRIPP: So you're not aware of what

percentage were returned to production, what
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percent age were plugged, or which percentage are in
conpl i ance?

THE WTNESS: |'mnot. The purpose of
t hat exercise was to just take a | ook at sone random
sanpling. And ny big point about that was that, in --
under current regul ations, there is no provision where
an operator has to justify putting a well into TA
status. And | think that's unacceptable.

M5. TRIPP. And that random sanpl e
wasn't generated by you; that was done by a staff
menber or intern?

THE WTNESS: No. | -- | didit. |
just accessed the OCD site and just started picking
here and there.

MS. TRIPP: The --

THE W TNESS: Over a various periods of
time. | think I state, in ny direct testinony, how I
went about doing it, but | did that.

M5. TRIPP. And then the final question
| have is on Exhibit 11, which is the, the wells in
approved or expired TA status. It's a line chart.
Share that again.

THE WTNESS: |s that the one with two
line -- two line -- two graph --

M5. TRIPP. Yes. There's a green -- a
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dark green and a light green |ine.

THE WTNESS: Let nme turn to it. |[|'ve
got it.

M5. TRIPP. And so your testinony is
that these -- these nunbers have been increasing. But

in this analysis, did you take into account the fact

that the nunber of wells in New Mexico has increased

significantly over the past two decades?

THE W TNESS: No.

MS. TRIPP: Okay. Thank you. | have

no further questions.

THE HEARI NG EXAM NER: Thank you very

much, Ms. Tripp.
Ms. Bradfute, do you have

M . Al exander?

guestions of

MS. BRADFUTE: No, Ms. Hearing

Exam ner, | do not.

THE HEARI NG EXAM NER:  Thank you.

M. Rankin, do you have questions of

M. Al exander?

MR. RANKIN: | do. And |
m ght take us a very short break before |
t hat ?

THE HEARI NG EXAM NER: Al |

Let's take a short break. Come back in |

wonder i f we

initiate

right.

i ke five
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m nut es?

MR. RANKI N:  Yeabh.

THE HEARI NG EXAM NER:  All right.

MR. RANKIN: Thank you.

(OFf the record.)

THE HEARI NG EXAM NER: Let's cone back
fromthe break please. All right. W turn nowto
M. Rankin, and his questions on behalf of OXY USA.

MR. RANKIN: Thank you very nuch, Madam
Hearing O ficer.

CROSS- EXAM NATI ON
BY MR, RANKI N:

MR. RANKIN: Good afternoon
M. Al exander. Welcone. Thank you for your tinme
today. As the Hearing O ficer nentioned, |I'm counsel
for OXY, so we appreciate your coments and support of
OXY' s engagenent with WELC and the Applicants in this
rul emaki ng. Thank you.

THE W TNESS: Absolutely. It's a
pl easure working with y'all.

MR. RANKIN: Well, of course, you know,
we agreed on sone things, but not everything; right?

THE W TNESS: Ri ght.

THE HEARI NG EXAM NER:  And |'m sorry,

M. Ranken, to interrupt.
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MR. RANKI N:  Yep.

THE HEARI NG EXAM NER: We are nmaking a
transcript, and so it's really inportant not to speak
on the end of each other's sentences, and al so not to
speak quite too fast.

MR. RANKIN:  Okay.

BY MR. RANKI N:

MR. RANKI N: M. Al exander, before |
get into the portions of the rule that we don't agree
with, I'"'mgoing to just ask you just to spell out a
coupl e nore aspects or details about your background
experience for ny edification.

Your work was in nostly dry-gas basins;
is that right?

THE W TNESS: Yeah. Arkansas is a
dry-gas basin.

MR. RANKIN: And do you have any
experience working in a conventional or unconventional
oi |l basin?

THE W TNESS: Conventional oil, yes.
East Texas, Hardeman Basin, D-J, but nothing
hori zont al .

MR. RANKIN. Ckay. And in your past
experience working in the field, what, specifically,

experience do you have | ooking at increasing the life
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of wells? What sort of things did you do in the field
to increase the life of the wells that you were in
charge of ?

THE WTNESS: Well, | think sone of the
best exanmples | would say is, when I first went to
wor k for Southwestern Energy as a consultant, | was
gi ven about a 30-well package to evaluate on Fort
Chaffee for any possible upgrade in production, or do
t hey need to be plugged, et cetera, so a total review
of the well files and the geology. And | actually
didn't come up with anything nmuch, just, you know,
keep doi ng what you're doing. But fromthat grew an
effort to begin to apply a plunger lift to dozens of
t he conventional wells.

It was quite an adventure, | wll tel
you. Because the punpers would tell me things liKke,

"Well, themthings don't work in Arkansas," you know,
what ever. You know, dozens of wells later, we
extended the life of many wells. We got rid of
soapi ng and bl owi ng, which is wasteful and takes a | ot
of time and effort.

And then | spent quite a bit of tine
reviewi ng a nunber of wells and well files. You got
to understand, originally, SECO or Southwestern

Energy, drilled wells in that basin to supply Arkansas
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Western Gas and ship gas up to Northwestern Arkansas.
So their MO was a little different.

They didn't necessarily frack a | ot of
wells. So | went in and take a | ook at a ot of wells
t hat had high permeability, still enough reservoir
pressure. You can hit themwth sonme foam nitrogen
foam and really increase production and increase the
ultimate recovery. So | did quite a bit of work on
really that whole set of 250 or 300 conventi onal
wel | s.

MR. RANKIN: So the range of options
woul d be dependi ng on -- depends on the reservoir,
depends on the nature of the reservoir, that's
conventional or unconventional, would you agree the

type of activities that would be potentially under

revi ew?

THE W TNESS: Yes.

MR. RANKIN: And that would include
reconpl eti ons, workovers to add artificial lift, other

types of things; correct?

THE W TNESS: Yeah. W got rid of a
| ot of dual and triple conpletions and turn theminto
singles, and yeah, all of the above.

MR. RANKIN:. Did you ever eval uate

wells for converting to disposal, for water disposal?

Page 192

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

THE W TNESS: Yeah, one set of wells
was early on in the Fayettevill e Shal e experience. W
bought some properties froman operator. And in that
part of the basin, there's quite a -- quite a few
really nice packages of sand. And we spruced up
and/ or converted sonme wells to disposal wells.

MR. RANKIN:. Ckay. So those are anong
the types of things that operators m ght | ook at that
could potentially be a beneficial use or extend the
life of a well; correct?

THE W TNESS: Absol utely.

MR. RANKIN: Okay. Now, when you nade
these determ nations, in your experience, you never
yoursel f | ooked at potentially converting to EOR or
| ooking at a potential --

THE W TNESS: |'ve never personally
been involved with EOR

MR. RANKI N: \Whet her secondary
recovery, or tertiary recovery, or any kind of --

THE WTNESS: | have not. |'ve been
peripherally around it. W had sone of those
operations, but | was never involved with it.

MR. RANKIN:. So potential beneficial
uses woul d depend on the type of reservoir, the

condition of the well, what surface facilities are
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avail able or mght need to be added. So there's a
range of issues that m ght need to be evaluated to
determ ne how or whether a well could be extended;
correct?

THE W TNESS: That's correct.

MR. RANKIN. Ckay. Now, so you'd agree

with ne that lots of factors at play, dependi ng on

where the well is, the field, potential reservoirs,
and stacked system how old the well is, the condition
of the well, all those things; right?

THE W TNESS: Correct.

MR. RANKI N: Okay. Now, | want to kind
of nmove over and talk a little bit about your
testi nony about the registration and conpliance
requi rements under the new proposed rules that you're
proposi ng. Now, your testinony and your experience
was primarily with smaller oil and gas conpani es;
correct? Your personal experience was with smaller
oil and gas --

THE W TNESS: Depends on your
definition of "small." I, you know -- Southwestern
Energy ultimately operated around 4500 wells. | don't
think that's smal | .

MR. RANKI N:  Okay.

THE W TNESS: But, you know, in the
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time period from Schl unberger to Sout hwestern, four or
five conpanies that were, you know, 50 or a hundred
wells or less, sonething like that. But that's half
or less of ny experience.

MR. RANKIN: Did Southwestern operate
well s across different states?

THE W TNESS: Yes.

MR. RANKIN: And on federal |and as
well as state | and?

THE W TNESS: Yes.

MR. RANKIN. And private |l ands as well;
correct?

THE W TNESS: Yes.

MR. RANKIN: And when you were in
charge, or when you oversaw the production from
Sout hwestern Energy, were you ever required to certify
t hat your conpany's operations were in conpliance with
all state and federal regulations?

THE WTNESS: | didn't personally have
to do that, but sonebody did.

MR. RANKIN: And you reviewed and
di scussed with OXY the chall enges of having to do that
as the rule was originally proposed; correct?

THE WTNESS: | think so.

MR. RANKIN: Yeah. And as a result,
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t he Applicant has changed and agreed with the
proposal s nmade by OXY for the rule; correct?

THE W TNESS: Correct.

MR. RANKIN: Okay. And as a result of
t hose di scussions with OXY, Applicant has changed its
proposed rule to adopt what OXY was proposing for the
requi renments of certification. |Is that correct?

THE W TNESS: Yes.

MR. RANKIN:. Ckay. Now, | want to talk
alittle bit nore about getting to the things that we
didn't agree on. So that was one area that we did
agree, right, was on sone changes to the
certifications?

THE W TNESS: Yeah.

MR. RANKIN: But | think | also want to
now di scuss sone of the areas that we -- where we
weren't able to reach agreenent. |n your testinony,
you refer to -- and others have asked you about
this -- the Legislative Finance Commttee issued a
report recently, addressing the issue of abandoned
well's in New Mexico; correct?

THE W TNESS: Yes.

MR. RANKIN. And that was nmarked as
your Exhibit Nunmber 4 in your exhibit packet?

THE WTNESS: | think so. | think so.
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MR. RANKIN. Ckay. Now, in your
testinony, you cite to that report in support of the
proposed rules; right?

THE W TNESS: Say that again?

MR. RANKIN: You cite to that report in
support of the proposed rules that you' re supporting;
right?

THE W TNESS: Yes. Yeah. Yes.

MR. RANKIN: And you've made nunerous
recommendations in this proposed rul emaki ng that
addressed the issues that were raised in that LFC
report; correct?

THE W TNESS: Sone of the issues, not
al | .

MR. RANKIN. Ckay. And generally, |
under st ood your testinony be that you're -- the
proposed rul es here generally track the
recomendati ons made in the LFC report?

THE W TNESS: Generally, yes.

MR. RANKIN. Ckay. And sone of those
recommended changes were regulatory in nature; right?
The LFC nmade recommendations to the Energy and
M neral s Departnment that they should update their
rul es; correct?

THE W TNESS: Correct.
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MR. RANKIN: And that's what the
Applicants here proposed to do; correct?

THE W TNESS: Correct.

MR. RANKIN: And the proposals here,
obvi ously because we're in a regulatory environnment,
are limted to the regulatory changes; right? The
Applicants are only proposing regul atory changes?

THE W TNESS: Correct.

MR. RANKIN: Right? And they're not
seeking to make the | egislative changes that the LFC
recommended; correct?

THE W TNESS: No.

MR. RANKIN:. Ckay. But the LFC did
make recommendations for |egislative changes; correct?

THE WTNESS: | think so.

MR. RANKIN:. Ckay. So I'mgoing to
share nmy screen and just wal k through some of your
testinony and then ask you specifically about sone
aspects of the LFC report; okay?

THE W TNESS: Ckay.

MR. RANKIN: So on Page 16 of your
direct testinony here at the bottom on Line 23, |'ve
hi ghli ghted, and it goes on to the next page. And
"1l read out loud. It says, "New Mexico anended its

financial assurance provisions in the G| and Gas Act
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in 2018. But the anendnent limting blanket bonds for
an operator's active wells to $250,000 was sorely

I nadequate at the time and certainly is now when the
average cost to OCD to plug and abandoned one wel |
exceeds $150, 000."

Did | read that correctly?

THE W TNESS: Yes.

MR. RANKIN: Okay. And the anendnent
that you're tal king about here in your testinony is
specifically relating to a statute; it's 70-2-14. 1Is
t hat your understandi ng?

THE WTNESS: | think so. | -- | don't
have that in front of ne.

MR. RANKIN: No reason to disagree;

right?

THE W TNESS: Ri ght.

MR. RANKIN: Right. Okay. | know you
said that you're not a |l awer; sonetines, | w sh

wasn't either. But nevertheless, that's what you're
citing; right?

THE W TNESS: Okay. Yes.

MR. RANKIN:. Ckay. Now, are you
generally famliar with the | anguage of that statute?
Have you | ooked at it? Are you famliar with it?

THE W TNESS: | woul d say, generally,
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no.
MR.
you reference it

THE

RANKI N:

W TNESS:

you're tal king about?

MR.
and Gas Act.

THE

VR.

t hat addresses the

THE
VR.
statute?
THE
but not recently.
VR.
THE
It here. But | do
IS that
assurance.

going to be relying upon our

me.
MR.
say that. But

your testinony;

RANKI N:

W TNESS:
RANKI N:
fi nanci al
W TNESS:
RANKI N:

W TNESS:

RANKI N:
W TNESS:

Okay.

The O |

Vel |,

Yeah.

it's part

But you cite to it;

i n your testinony --

and Gas Act,

of the O

It's the specific statute

assur ance requi rements.

Ckay.

Ri ght .

Have you revi ewed that

I n the past,

But - -
And |

pr obabl vy,

-- | do tal k about

want to nmake this statenent again,

RANKI N:

okay?

expert who w ||

| under st and. I

"' mnot the expert here on financial

And a lot of these types of things are

be after

heard you

|"mdefinitely going to focus in on
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THE W TNESS: Okay. That's fine.

MR. RANKIN. And then, if, you know --
but | understand that there's another w tness who al so
Is going to testify on that, but I'mdefinitely going
to just ask you about your testinmony.

THE W TNESS:  Sure.

MR. RANKIN. Ckay. So you're not --
you have reviewed that statute, but you're not very
famliar with it?

THE W TNESS: Correct.

MR. RANKIN. Ckay. So I'll go ahead
and pull it up then. Just give ne a nonent. |'ve got
the statute here, it's 70-2-14, and |'ve highlighted
t he | anguage here. So basically, under Subsection A,
it provides that "GOl Conservation Division shal
establish categories of financial assurance after
notice and hearing." Are you famliar with this
statute now that |1've got in front of you?

THE W TNESS: Ckay.

MR. RANKIN. Ckay. And it goes on to
say, and |I've highlighted in different colors, it goes
on to say, as it identifies different categories of
financi al assurance, the first one being -- and |I've
hi ghlighted this in green -- "a bl anket pluggi ng bond,

a bl anket plugging financial assurance, which shall be
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set by rule in an anount not to exceed $250,000." Did
| read that correctly?

THE W TNESS: Yes.

MR. RANKIN: Okay. And that, as you
under st and, does that apply to all active wells?

THE W TNESS: Active and inactive, as |
understand it.

MR. RANKIN: So you understand that
that applies to inactive wells as well?

THE WTNESS: It could be, yes, | would
t hi nk.

MR. RANKIN: Okay. But you cited to
the LFC report; right? And do you recall what the LFC
report has to say about what aspect of the -- what
wells those apply to?

THE WTNESS: No, | don't.

MR. RANKIN: Ckay. But your
understanding is that plugging -- that blanket bond
woul d apply to all active and inactive wells? 1Is that
your under st andi ng?

THE W TNESS: | woul d t hi nk.

MR. RANKIN:. Ckay. So, under the
statute, OCD is tasked, or the Conm ssion is tasked
with setting, by a rule, the exact amount of this

bl anket plugging financial assurance for up to

Page 202

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

$250, 000; correct?

THE W TNESS: That's what it says.

MR. RANKIN:. And then your
understanding is that's what the Division currently
has set as the maxi mum - -

THE WTNESS: | believe that's true in
the current rules.

MR. RANKI N: Okay. But OCD, under this
rul e, under the statute, can't exceed the 250, 000
limt for blanket plugging; correct?

THE W TNESS: That's what it says.

MR. RANKIN: Okay. But it goes on to
say that it can create additional categories of
financi al assurance; correct?

M5. FOX: (Objection. M. Rankin is
really seeking a | egal opinion from M. Al exander, and
he's not here for that.

THE HEARI NG EXAM NER: Yeah. And he's
not a regulator either. |If he were a regulator, 1'd
feel differently.

MR. RANKIN: Well, |'m asking himthese
guestions because he testifies that it's sorely
I nadequate. And I'mjust trying to understand why.
And he testifies at |ength about the LFC report and
t he $250, 000 plugging bond limt.
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THE HEARI NG EXAM NER: But you're not
taki ng himthrough that LFC report. You're taking him
t hrough a statute.

MR. RANKI N: | aminitially, but I
intend to conme back to the LFC report.

M5. FOX: Madam Hearing O ficer, he can
ask why M. Al exander thinks a $250, 000 bl anket bond
Is insufficient. But | think going through the
statutory construction is out of the -- outside the
scope.

THE HEARI NG EXAM NER:  And out si de of
his area of expertise.

MR. RANKIN:  Okay.

BY MR, RANKI N:

MR. RANKIN: | will not ask you any
nore questions about the statute, at |east to opine on
Its construction. So let nme ask you this then. Is it
your understanding that all active wells would be
covered by this $250, 000 bl anket bond; correct?

THE WTNESS: | would --

M5. FOX: QObjection. Are you referring
to the statute or the regulation? And we've al ready
di scussed that he's not going to tal k about his
i nterpretation of the statute.

Il
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BY MR. RANKI N

You testified,

of the testinmony | asked you -- that the $250, 000

bl anket bond was woeful |y i nadequat e;

MR. RANKIN. Well, let me ask you this.

M. Al exander, that -- in the portion

THE W TNESS: That's what |

MR. RANKIN. Ckay. And based on that,

It's -- and you believe it's -- is it your

t hat's i nadequate because that applies to all active

wells, and that's not enough noney to cover the

pl uggi ng of all --

say --

THE W TNESS: The reference here, as |

M5. FOX: (Objection. Asked and

answer ed about active and i nactive.

THE HEARI NG EXAM NER:  You' ve al ready

| ed himthrough that, M. Rankin.

BY MR. RANKI N

testify to me why it

MR. RANKI N: M. Al exander,

$250, 000 bl anket bond is inadequate?

that actually costs to plug an abandoned well these

days.

THE W TNESS: Because there's a cost

MR. RANKIN: Okay. So --

correct?

is that you believe that the

sai d.

opi ni on

pl ease
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THE WTNESS: And that's the gap we're
trying to close.

MR. RANKIN:. Right. So an operator,
under the current regulatory and statutory schene,
operators can choose to have a bl anket bond; correct?

THE W TNESS: | think. ' m not the
expert on FA. | really can't say that too many tines.

MR. RANKIN: Well, again, |I'mjust
aski ng you because you said it was inadequate here,
and |'mtrying to understand --

THE WTNESS: It is inadequate with
respect to how nuch it costs to actually plug wells.

MR. RANKIN: Ckay. And that's because
t hey have a choice, right, between doing a bl anket
bond, which is limted to $250,000, right, for all
state -- for all their -- all their --

THE W TNESS: Versus a singl e-well
bond?

MR. RANKIN:. Well, I'm asking you,
what ' s your understandi ng? Because you testified that
t he $250, 000 was i nadequat e?

THE WTNESS: | -- I'msaying it's
I nadequate with respect to what -- |'msinply saying
it's inadequate with respect to the actual costs that

operators are -- are incurring or would incur to plug
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a well. That's all I'm saying.

MR. RANKIN. Ckay. And so because of
that, you're saying it needs to be higher; right?

THE WTNESS: | believe it does.

MR. RANKIN:  Okay.

THE W TNESS: So does our other expert
Wi t ness; so does OCD.

MR. RANKIN: And so, as a result, under
t he proposed rules then, Applicants are proposing to
create a new category of wells, which are nmarginal
wells. |Is that correct?

THE W TNESS: Yes.

MR. RANKIN: And that new category of
well's woul d have a different financial assurance
applied to them correct?

THE W TNESS: Yes.

MR. RANKIN: And that would be $150, 000

per well; correct?
THE WTNESS: | was not involved with
that determ nation. Qur next witness will get into

that, and you can ask himall those questions.

MR. RANKIN:. Ckay. So on the LFC
report -- now, you reviewed this LFC report, and you
hi ghl i ghted a nunber of provisions throughout this

report. Do you recall that?
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THE W TNESS: | -- | really -- 1 -- 1
don't know where that's comng from \What do you nean
| highlighted a nunmber of provisions?

MR. RANKIN: Well, in the --

THE WTNESS: This is not -- this is
not mne. This --

MR. RANKIN: This is Exhibit 4 of
VWELC s -- of your exhibit packet; correct?

THE W TNESS: Okay. Ckay.

MR. RANKIN: And it's highlighting in

here that | understand -- because it's your --
THE W TNESS: | don't -- | nean, | may
have -- | -- | read it for sure, and |I've referred to

sonme of these things. Sure.

MR. RANKIN. Ckay. Now, | highlighted
nysel f; the red highlighting is what was part of the
exhibit. And then I highlighted this section here in
bet ween what you highlighted. Do you see that?

THE W TNESS: Yeah.

MR. RANKIN. Ckay. And | highlighted
the section here that says, "On top of that, there are
nore than 3,000 wells on state or private |and,
produci ng extrenely small quantities of oil and gas,
whose expected cl eanup costs far exceed their

predi cted future revenues, increasing their risk of
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being orphaned.” Did | read that correctly?

THE W TNESS: You di d.

MR. RANKIN: And ny understanding is
that this goes to the heart of Applicants' concerns
here, is that, for these marginal wells, as the
production decreases, there's a risk of these wells
bei ng or phaned; correct?

THE W TNESS: There is a risk, yes.

MR. RANKIN: Do you know whether the
LFC eval uated these wells and the reservoirs to
determ ne what the --

THE WTNESS: | don't know.

MR. RANKIN:. Ckay. So you don't know
If there was any sort of engineering or reservoir
engi neeri ng anal ysis done?

THE WTNESS: | don't know
specifically, but I would imgine that there was sone
amount of information gathered and an assessnment made
to nmake a statenent such as that. | don't think they
just pulled that out of thin air.

MR. RANKIN: It wasn't just based on
t he producti on nunbers?

THE WTNESS: It could have been.

MR. RANKIN: But if you were an

operator of a well, you'd want to | ook at nore than
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just the production nunbers to understand the --

THE W TNESS: Generally.

MR. RANKIN:. Right. Wat sort of
t hi ngs woul d you | ook at?

THE WTNESS: Well, 1'd do sone decline
curve analysis. And depending on the type of
reservoir, you could do a P over Z plot, and that's
basically | ooking at pressure. O course, pressure is
al ways a viable thing to look at. 1'd | ook at the
geology. | would | ook at offset operators, you know,
what's going on around. | nean, there's a whol e host
of things that you could | ook at. But you know, you
can basically do a -- a decline curve analysis, and if
there's no reason to believe there's not else --
sonething else really wwong with the well, it tells
you a lot.

MR. RANKIN: So you'd want to | ook at,
as | think you nentioned, |ooking offset production,
| ook at ot her stacked horizons; right? |If there's
ot her opportunities?

THE W TNESS: Yeah. Yep.

MR. RANKIN: You want to | ook at
det erm ni ng whet her or not the reservoir is still as
viable with the production, what the pressure is,

right, all those things?
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THE W TNESS: Yeah.

MR. RANKIN: \Whether or not there's a
potential for EOR?

THE W TNESS: Correct.

MR. RANKIN:. Sone of the factors that
you and | discussed previously, right, about what
m ght an operator | ook at to determ ne whether that
well has still got future life nmaybe in a different
zone or --

THE WTNESS: And we -- we |listed a | ot
of those typical things that you -- the types of data
t hat woul d be available to the operator is also is to
state their case for beneficial use.

MR. RANKIN. And wouldn't you want to
know what the full evaluation is of such assessnents
before you nade a determ nati on about whether the
cl eanup costs exceed future predicted revenues?

THE W TNESS: |In general, yes.

MR. RANKIN:. Right. So we don't know,
as we read this or any parts of this report, like,
what actually anal yses were done to eval uate whet her
or not any of these wells m ght have the ability --

THE W TNESS: We don't know that, but
it could have been a thorough analysis. W knows?

MR. RANKIN: Okay. Moving to sone
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guestions about tenporary abandonnment. Applicants'
proposal is to limt tenporary abandonnment status to a
maxi mum of ei ght years; correct?

THE W TNESS: That's our proposal.

Yes.

MR. RANKIN: And your testinony is that
only a small percentage of wells froma dataset were
actually ever returned to production after eight
years; correct?

THE W TNESS: That's correct.

MR. RANKIN. But you agree that sone
wells are returned to production after nore than eight
years in TA status?

THE W TNESS: O course.

MR. RANKIN: O course. And those are
t he exceptions you're tal king about; right?

THE W TNESS: O course.

MR. RANKIN:. And under the proposal
that is before the conm ssion at this point, the
proposed rule would not allow for any additional

extensions to TA status beyond those ei ght years;

correct?

THE W TNESS: Under the proposed rul es.
But | would also point out; | said, three tines in ny
testinony this norning, | understand the concern
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there, and based on four or five different principles,
there could be sonme exception | anguage devel oped.

MR. RANKIN: So do you believe it's
appropriate to provide for sone exception | anguage to
allow for the Division to have discretion to eval uate
the potential for extending a well in the case --

THE WTNESS: | think it's worth
I nvesti gati ng.

MR. RANKIN:. Ckay. And | think I'm
going to -- I'Il -- I"mgoing to turn to this. 1've
written down what you said, and |I'm going to ask you
about that in a nmonent. Okay?

THE W TNESS: Sure.

MR. RANKIN: But |'mgoing to work
t hrough a couple questions first. First of all, as |
understand the rule as proposed, the Applicants’
proposal was to |limt the extension, right, to two
years?

THE W TNESS: Yes.

MR. RANKIN:. Right? And that would be
true whether or not the initial TA status was for one
year or five years; correct?

THE W TNESS: No. If a well -- if a
well is in TA, approved TA, and these -- these rules

passed, then they would be able to continue for four
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nore years to have that five-year term and then

reapply for two nore.

MR. RANKIN: | think, under the
proposal, isn't there a one-year TA status on
you're -- under the proposed rule as well as a

five-year TA status for the initial TA period?

THE WTNESS: | don't -- | don't recal
t hat .

MR. RANKIN:. Ckay. So your
under standi ng, as you sit here, is that the first TA
status period would be for a period of five years?

THE W TNESS: Correct.

MR. RANKIN: Ckay. And that's your
i ntent would be to have a rule that allowed for a
five-year TA status initially?

THE W TNESS: Correct.

MR. RANKIN: Ckay. So a two-year
extensi on woul d make a maxi num of seven years for TA
status, approved TA status; correct?

THE W TNESS: That's correct.

MR. RANKIN: Okay. But now getting to
your point that, in your testinony today -- get to
that here. You said there were four different things,
| think, that would nake sense to consider, by the

Division, to increase potentially a well into a
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addi ti onal TA period; correct?

THE W TNESS: Four or five, yes.

MR. RANKIN. Scope of the -- you said
"scope." |'mnot sure what you neant by "scope."

THE WTNESS: Limted in scope;
limt -- and -- and say for EOR or whatever, |limted
in time; subject to periodic OCD review, based on
solid engi neering, technical and econom c information;
and then not based on guess work, hunches, or
specul ation or the |ike.

MR. RANKIN. Ckay. And have you
revi ewed OXY's testinony addressing its proposed
nodi fications to Applicants' rule?

THE WTNESS: And as it -- yes, | did.

MR. RANKIN:. And | thought | understood
you to say that OXY was proposing sonething that would
not allow for OCD to review or to | ook at additional
I nformation, but that would require open-ended
ext ensi ons of the TA period?

THE W TNESS: That's the way we read
It, yes.

MR. RANKIN:  Okay.

THE W TNESS: Yes, sir.

MR. RANKIN:. So if OXY actually did

provide for, you know, an orderly approach so that
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provi de additional information, denonstrate whatever
addi tional information the Division requires, and
therefore, at the Division's discretion, would be
allowed to thereby extend or put a well into
addi tional TA status, do you think that's appropriate?

THE W TNESS: Wonderful .

MR. RANKIN. So you agree with nme that
t he Division, based on its expertise, would be able to
eval uate the appropri ateness of going beyond the eight
years that the Applicants propose for additional TA
status periods, based on the information that the
Di vision wants to see and woul d expect to see from an
oper at or ?

THE W TNESS: Yeah. | trust their
ability to evaluate that adequately, yes.

MR. RANKI N:. Ckay. Because,
essentially, | think that that's what your -- your

testinony was that the Division should have discretion

to determne -- it's the provision that it strikes the
"“continuously" -- the -- and | don't have that right
fromme. | think it --

THE W TNESS: Yeah. Yes.
MR. RANKIN: Right?
THE W TNESS: Yeah. W can go to that

definition.
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MR. RANKIN: | think it's Slide 8 on
your denonstrative?

THE W TNESS: Yeah. Got it. Got it.

MR. RANKIN: Under 19.15.28.8, your
testinony was that the Division should have discretion
to know whether a well is actually inactive or not
w thin that one-year period, right, even though you're
striking the "continuously" fromthis provision?

THE W TNESS: Yeah, according to the
Division -- this is direct comunication with them --
t he operators have abused this provision here, B3.

And we propose and they agree to strike "continuously"
because they' |l produce a well for a very m ni mal
period of tinme to kind of reset the inactive clock.
And that's not correct. That's not the right way to
go about busi ness.

MR. RANKIN: But in this instance here,
you're saying that the Division should have discretion
to determ ne what the true intent is or whether the
well is actually inactive or not; right?

THE W TNESS: Yes.

MR. RANKIN: Okay. And you agree with
me that the sanme discretion can be applied to

determ ne whether a well can be -- should be extended
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in a TA status beyond the eight years that the
Appl i cant had proposed?

THE W TNESS: Correct.

MS. FOX: Cbj ection. Well, that
m sstates the evidence because he laid forth five
principles that would have to be applied for the
exerci se of discretion.

THE HEARI NG EXAM NER: | do renenber
t hat .

THE W TNESS: Yeah. Yeah.

BY MR. RANKI N

MR. RANKIN: So based on those
principles, the Division should have discretion to
determ ne whether or not a well should be continued in
TA status?

THE W TNESS: Yes. And the | anguage
needs to be very carefully crafted so that there is
not | oopholes in there for sonebody to abuse the
I ntent and the actual | anguage.

MR. RANKIN:. But you're not offering
any principles under which the Division can determ ne
whet her or not a well is inactive under 19.15.28. 8,
are you?

THE W TNESS: No.

MR. RANKIN: And they have broad
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di scretion to decide whether or not an operator is
pl aying the system by sinply turning a well on or off
during that period of tinme; correct?

THE W TNESS: Correct.

MR. RANKIN: Ckay. So no gui dance
here. And does that give the regulators --

THE W TNESS: The gui dance is clear:
get rid of the |oophole that operators are using to
avoid the 12-nonth period of inactivity and keep on
extending it.

MR. RANKIN:. But it's up to the
Division to figure out whether or not they're trying
to violate the | oophole or actually are operating the
wel | appropriately, given the reservoir or other
conditions; correct? So there's no principle here
under which you've giving the Division to decide
whet her or not a well is inactive or not?

THE WTNESS: Well, if we can get rid
of one word and cl ose the | oophole, why worry about
having the Division trying to determ ne whether a well
has actually not been producing for 12 nonths or not?

MR. RANKIN: Ckay. So, in this
i nstance, this well -- this rule was proposed and went
t hrough the rul emaking to come up with this | anguage.

And now, without this guidance, wll the operators, in
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your opinion, operators and/or the Division have
certainty about how this rule's going to be applied
goi ng forward?

THE W TNESS: | -- 1 think, if -- if it
I s adopted as proposed, | think there will be
certainty.

MR. RANKIN: Okay. Well, what
princi ples does the Division have to determ ne whet her
a well is inactive if they no | onger have -- if it's
no | onger sinply about whether it's been continuously
i nactive for that period of tinme?

THE WTNESS: |'mnot -- | --

M5. FOX: If you don't understand the

guestion, you can --

THE WTNESS: | -- | don't really --

MS5. FOX: -- ask that it be restated.

THE W TNESS: -- understand. \Wat --
what do you nmean "what" -- | mean, if the well is

produci ng or not.
BY MR, RANKI N:

MR. RANKIN: | guess that's the way the
rule was; right? |[If a well was inactive, continuously
I nactive for that period of tinme, than it was -- but
by elimnating the "continuously,” nowit's not clear

under what principles the Division has to determ ne
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whet her it's inactive or not?

THE WTNESS: It's -- it either -- it
either is producing, in which case it's not inactive,
or it is not producing, in which case it is inactive.
It's one or the other.

MR. RANKIN: Okay. On the proposal to
have the TA status go to a hearing, it's the
Appl i cants' proposal that, for an extension, an
applicant seeking to extend the TA status woul d have
to go to a hearing before the Division; correct?

THE W TNESS: Correct.

MR. RANKIN: Who woul d be required,
under the proposal, to be given notice of an
application?

THE W TNESS: Let ne go -- say that
guestion agai n pl ease.

MR. RANKIN:. Under the Applicants’
proposal, who would be required to receive notice of
such an application?

THE WTNESS: | don't know the answer
to that.

MR. RANKIN: Does the proposal provide
a direction on who should be provided notice?

THE W TNESS: Well, the operator would

be given notice. Are you asking ne who?
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MR. RANKIN:. Yeah. | nmean, if the
operator of a well, right, the well that's under TA
status is applying to extend the TA status, who do
they give notice to of a hearing, of the application
to extend the TA?

THE W TNESS: Oh, who does the operator
give notice to?

MR. RANKI N:  Yeabh.

THE WTNESS: | -- | don't know the
answer to that.

MR. RANKIN. Ckay. Is it in the rule?
Is it clear in the proposal by Applicants?

THE W TNESS: No, it is not.

MR. RANKIN: Okay. |Is there any
gui dance or -- what interested parties would be
permtted to potentially intervene in that case?

Any - -

THE WTNESS: Well, | -- | would -- 1
woul d say that based on the way the rule is proposed,
that any interested party nay cone.

MR. RANKIN: And so, under the
definition of the rule, they would have to denonstrate
sone sort of standing, correct, sonme standing in order
to intervene?

THE WTNESS: Well, we didn't actually
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say t hat.

MR. RANKIN. Ckay. But is it your
intent to have any nmenber of the public be able to
I ntervene, to opine on --

THE W TNESS: Yeah. And in ny
experience, particularly at Arkansas, you know,
anybody could cone and listen. Now, if it got to the
poi nt where you're going to be discussing confidenti al
I nformation, you'd clear the deck.

MR. RANKI N: Let ne ask you this. "' m
I "' m not aski ng about who can conme and listen. |'m
aski ng about who can actually participate as a party?
Is it your intent to allow any nenber of the public to
appear at a hearing on the TA status of a well, appear
as a party?

THE W TNESS: | would say that was the
I ntent to provide transparency. Yeah.

MR. RANKIN:. For themto appear as a
party, nmeaning that they could present evidence?

THE W TNESS: No, no. No. No. They
can just be part of the process, listen, and if there
Is a point in time during this, where anybody that's
in the audience is given an opportunity to nmake a
comrent, then so be it.

MR. RANKIN: So are you aware that the
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current regul ations governi ng adjudi cati ons before the
Division allow for public to -- require public notice,
all ow for parties to appear publicly and nake public
comrent s?

THE WTNESS: |'mnot aware of that
particul ar regul ation.

MR. RANKIN: So, if that were the case,
woul d that satisfy Applicants to allow the public to
appear, to have transparency, to see how these things
are operated?

THE WTNESS: Well, |I'd have to read
that to -- to opine on that, but it sounds reasonable.

MR. RANKIN: Ckay. Now, are you
famliar with the Division's current regulatory
heari ng docket ?

THE W TNESS: No.

MR. RANKIN: Are you famliar with how
many hearings are on the schedul e every nonth?

THE W TNESS: No.

MR. RANKIN:. Are you aware that they
currently only hear new applications once a nonth or
12 times a year?

THE W TNESS: No, |'m not aware of
t hat .

MR. RANKIN: Are you aware that the
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hearing officer has currently limted each hearing to
only 60 new applications?

MS5. FOX: Asked and answered.

MR. RANKIN: |I'm asking --

THE HEARI NG EXAM NER: It doesn't sound
as though he has testinony to offer.

MR. RANKI N:  Okay.

BY MR, RANKI N:

MR. RANKIN:. M. Alexander, | want to
ask you a little bit about waste. You testified to
sone extent already, in in questioning with Ms. Tripp,
about waste. And you have a general understandi ng of
what waste neans in the oil and gas industry. Agree?

THE W TNESS: Yes.

MR. RANKIN:. And as | understand -- you
under stand that the Division and Comm ssion have an
obligation to prevent waste; agree?

THE W TNESS: Yes.

MR. RANKIN:. And | understand you to
say that, as a result of this rule, at least as to the
non- beneficial wells, you've identified that there's
going to be sone inpact to production in the state;
correct?

THE W TNESS: Yes.

MR. RANKIN: But you haven't anal yzed
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what effect the rule would have on the econom cs of
operators; right? You haven't eval uated what that
woul d mean, how nany additional wells, or what
production, or what volunmes m ght be shut-in, or what
well's m ght be plugged as a result of inplenentation
of this rule; correct?

THE WTNESS: Well, | think we did in
Exhi bit 40. Took a | ook at the nunber of wells that
woul d be in this category of rebuttal presunption of
beneficial use, 90 BOE, 90 days, 12 consecutive
nonths. And that represented, | think, .003 percent
of total production.

MR. RANKIN: Understood. And | guess
what |'masking is; so you've anal yzed what nunber of
wel I's and production m ght be inpacted by -- that
woul d fall into the no-beneficial-use category; right?

THE W TNESS: Yeah. Yeah.

MR. RANKIN: But you haven't anal yzed
what the econom c inpact would be, of this additional
financi al assurance burden, on operators; right?

THE W TNESS: No.

MR. RANKIN: And you haven't analyzed
how many wel |l s or what volunme of production m ght be
| ost as a result of inplenentation of this rule, have

you?
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THE W TNESS: Not specifically. | have
not. Now, our next wi tness nmay have nore on that. |
don't know.

MR. RANKIN: So you're not aware of
anybody on behal f of Applicant making an analysis to
determ ne what potential effect on waste the rule
woul d have?

THE WTNESS: | don't think it wll
have any effect on waste. GCet -- get ny point about
what | think about waste. Yeah, you can produce a
well way below its economic |imt, and you can sit
there and say, "Well, we're not wasting oil and gas
resources.” O course you're not, but you're
operating at a detrinment economcally, and | think
that's a waste.

THE HEARI NG EXAM NER: M. Rankin, you
have five m nutes.

MR. RANKIN. Understand. Thank you.
BY MR. RANKI N

MR. RANKIN. But your testinony -- |"'II
ask other wi tnesses -- but your testinony, you've not
yourself done an analysis |like an --

THE W TNESS: | have not.

MR. RANKIN: -- to determ ne what

effect, beyond the non-beneficial use wells, this
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proposed rule would have on other wells in their
production in the state; correct?

THE W TNESS: | haven't.

MR. RANKIN: Okay. And have you done a
simlar analysis -- nor have you done a simlar
anal ysis for the potential inpacts on correlative
rights? Agree?

THE W TNESS: No.

MR. RANKIN: Are you aware of anybody
on behalf of the Applicants who have done that
anal ysi s?

THE W TNESS: At this point, no.

MR. RANKIN:  Okay.

No further questions.

THE HEARI NG EXAM NER:  All right.
Thank you very nuch, M. Rankin.

M. Maxwell, do you have questions of
M . Al exander?

MR. MAXVEELL: Your Honor, my question
has been asked and answered. | do not. Thank you.

THE HEARI NG EXAM NER:  Thank you.

s Ms. Nanasi with us?

(No response.)

No? All right.

M. More, in the State Land O fice, do
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you have questions of M. Al exander?

MR. MOORE: | do not, Madam Heari ng
Exam ner. Thank you.

THE HEARI NG EXAM NER: Thank you.

And M. Tremaine?

MR. TREMAINE: | just have a couple
guesti ons, Madam Hearing Exam ner. Thank you.

CROSS- EXAM NATI ON
BY MR, TREMAI NE:

MR. TREMAI NE: Good afternoon now,

M. Alexander. M nane's Jesse Tremaine for the Ol
Conservation Division. | want to ask you a clarifying
guestion about your -- if it was your direct or your
rebuttal testinony earlier.

| believe you nmade a statenent to the
effect that sone of the |ogs that OCD had recommended
or proposed for approved TA status may not be strictly
necessary for newer wells. |Is that fair
characterization?

THE W TNESS: Correct.

MR. TREMAINE: Okay. Even if you
assunme that there's a high degree in confidence in
well integrity at the tinme of the original TA
application or at the tine of a new well, would you

agree that the | ogs proposed by OCD could establish a
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useful baseline of information for a situation where,
| ater in a well's productive |life or extended TA, OCD
needs to | ook back and see information reflected in
t hose | 0gs?

THE W TNESS: Absol utely.

MR. TREMAINE: Okay. Thank you. |
want to draw your attention to -- we've tal ked at
|l ength, and | think we will continue speaking at
| engt h about the -- LFC report. On Page 15, M. Suazo
had asked you a question about the |line, "New Mexico
does not define 'orphaned well' in statute or rule.™

l'd like to draw your attention to the
second |ine of that paragraph, imediately after the
one in which you were pronpted: "For this report,
or phaned wells are those for which OCD has al ready
pursued and received plugging authority, either
t hrough a settlenment agreenent or adm nistrative
heari ngs, because those represent the nost i medi ate
and certain costs."

M. Al exander, when you reviewed the
LFC report, would you agree that the LFC did in fact
define "orphaned well" for the purposes of the report
and the nunbers generated as part of the report?

THE WTNESS: | would. [It's also

refl ected on Page 4.
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MR. TREMAINE: Well, you beat ne to ny
next questi on.

THE WTNESS: Oh. Sorry.

MR. TREMAINE: So we're in agreenent
that the same definition is listed on Page 4. Thank
you. One nore question for you, M. Al exander. As a
pri or manager of operators of various different sizes,
I f you were managing a portfolio that included a wel
t hat produced, say, 50 barrels of oil equivalent in

the previous 12 nonths, how would you anal yze t hat

wel |, and what would you have done with it?
THE WTNESS: Well, | can tell you, if
t he production was at that level, |1'd have been

| ooking at it long before then. And it would be a
process of assessing, through decline curve anal ysis:
what's the -- or are we tal king about an oil or gas
wel I, you know, what's -- are there any potenti al
upgrades, reconpletions; is there a zone that hadn't
been fracked. There's a lot of things that would go
into analyzing is this the end state or not. And |ike
| say, we would' ve done it a long -- | nmean, 50 BOE in
a year, | nean if there's nothing else to that well,
that thing would ve been plugged a |l ong tinme ago.

MR. TREMAI NE: And could you descri be

what "a long tine ago" would nean? What kind of
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production threshold or a point in time would you --

THE W TNESS: Well, you know, the
economic |limt is dependent upon a | ot of things, you
know, what kind of surface equi pnent do you have,
conpression, et cetera. But, you know, every -- every
basi n, you know, has kind of a basic economc |limt
based on the type of production, the type of
reservoirs, and the type of operator. You know,
Exxon's economc |limt's going to be up here. Joe and
Sally's are going to be down here.

So, you know, we -- we would just --
| -- | would' ve | ooked at all of those things, and --
and long in advance. And, you know, a well doesn't,
you know -- if a well is all of a sudden clipping
al ong, and now it's making 50 BOE, maybe sonet hi ng
broke. | nean, | got exanples that | worked on in
Arkansas, turned a -- turned wells into great wells.
But if it's been generally declining like that, sone
sort of an exponential decline, yeah, it would' ve been
uneconom c a long tinme ago based on current prices.

MR. TREMAI NE: Thank you.

THE W TNESS: Does that answer your
guestion?

MR. TREMAI NE: You did. Thank you.

No further questions.
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THE HEARI NG EXAM NER: M. Tremaine is

conpl et ed?

MR. TREMAINE: Yes. No further
guesti ons.

THE HEARI NG EXAM NER: Thank you so
much.

Ms. Fox, do you have redirect you'd
li ke to pursue?

M5. FOX: Yes. WMadam Hearing Officer,
only one questi on.

REDI RECT EXAM NATI ON
BY M5. FOX

M5. FOX: M. Alexander, M. Suazo
asked you whet her you had a specific exanpl e that
supports your support for the proposal for the
presunptions of no beneficial use, a specific exanple
from New Mexico, and you said you did not; correct?

THE WTNESS: That's correct.

MS5. FOX: You haven't worked in New
Mexi co. You were clear about that; correct?

THE W TNESS: Very cl ear.

M5. FOX: What is the basis for your
support for the 90-BOE/ 90-day threshold for
presunptions of no beneficial use, based on your

personal experience?
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THE W TNESS: Just basic econom cs. |
mean, | -- | don't know of a well, ever, that |'ve
been involved with, making a quarter of a barrel oil a
day, that's economc. The price of the product would
have to be hunongous for that to be economic. So it's
j ust based on experience.

In the LFC report, they were talking
about two barrels a day. You know, that's -- you
know, they made the comment that that's probably a
reasonabl e nunber. So sonething less than that is
just way out of bounds in nmy experience.

M5. FOX: Thank you.

Madam Hearing Officer, that's all |
have.

THE HEARI NG EXAM NER:  Al'l right.
Thank you.

We woul d turn next to questions from
the comm ssioners. Comm ssioners, do you want to go
to that now or take a break before you go to that?
VWhat ' s your pl easure?

THE CHAIR: | don't have any questions
for this witness, so | don't have a preference. |It's
up to the rest of the conm ssioners.

THE HEARI NG EXAM NER:  Thank you,

M. Chair.
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Comm ssi oner Bl oon?

MR. BLOOM  Dr. Anmpomah, would you like
to go first?

THE HEARI NG EXAM NER: M. Anmpomah?

DR. AMPOMAH: Sure. Thank you.

M. Al exander, thanks so nmuch for your
testinmony. | do have a couple of questions for you.
So I'"'mgoing to start with your Slide Nunber 3 from
your Power Poi nt, the beneficial purposes or the
beneficial use.

So, on the last point, a well for
specul ative purposes. So in your testinony, you al so
nore or |less agreed to the fact that geothermal, EOR
will all formpart of the, let's say, beneficial use.
Now my question to you is that, are all those not
specul ative?

THE WTNESS: ['msorry. Can you
repeat that question?

DR. AMPOMAH: Okay. So |'m | ooking at
your Slide Number 3.

THE W TNESS: Yeah, | got that.

DR. AMPOMAH. Okay. So you've nmde --
you used the term "such as,"” and you've tal ked about
it --

THE WTNESS: Oh. "Such as"? Ckay.
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DR. AMPOMAH: -- nultiple over.

THE W TNESS: Yeah.

DR. AMPOMAH:  You said producti on,
I njection, or nonitoring. And based on the cross,
t here was a di scussi on about what about geot hermal,
what about EOR. And you said that will still form
part of the beneficial use. And I'm asking you are
t hose additi onal exanples not specul ative?

THE WTNESS: No. No. This -- this is
a two-part definition. But to be clear, "such as"
could easily have just said, "for exanple, production

I njection, or nonitoring," which opens the wi ndow up
for anything that is actually of beneficial use. And
it's separate and apart fromthe |ast part of that
definition.

And we wanted to be clear, but it does
not include use of a well for specul ative purposes.
In other words, as sone of the other -- others have
testified, well there m ght be a new technol ogy down
the road, let's just wait another ten years and | ust
see what happens. So they're very different parts.
Does that nmake sense?

DR. AMPOVAH: |t does, but the use of

the "specul ative purposes,” and that is not actually

defined in your proposed rule. |s that correct?
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THE W TNESS: That's correct.

DR. AMPOMAH. So woul d that not be
conf usi ng?

THE WTNESS: Well, it's not confusing
tonme, in nmy opinion. | think, in general, based on
the definition in a standard dictionary, "specul ative"
is pretty well defined.

DR. AMPOMAH. So what woul d nostly
based on the judgnent from OCD; is that correct?

THE W TNESS: To sone extent, you know,
and if there needs to be a definition for

"specul ation," that would be easy to do.
DR. AMPOVAH: So if | turn over to --
this one will be the rebuttal testinony in exhibits
submtted by the Applicants. So |I'm | ooking at Page
53, which will be actually Page 11 on the docunent,
but Page 53 on the PDF. So there was a question,
NMOGA -- hopefully you are there. Can | proceed?

THE WTNESS: | don't have their
docunent .

DR. AMPOMAH: Oh, okay.

M5. FOX: Are you referring to
M. Al exander's rebuttal testinony?

DR. AMPOVAH:  Yes.
THE W TNESS: Oh, m ne?

Page 237

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

DR. AMPOMAH: There is a docunent that
i's Applicants' rebuttal testinony in evidence, and we

went through that, question and answers, question and

answers.

M5. FOX: And Conmi ssioner, what page
are you referring to in his rebuttal testinony?

DR. AMPOMAH: So this will be on Page
53 on the actual PDF, but it is actually Page 11,

Applicants' Exhibit 73.

THE W TNESS: So are you referring to

NMOGA's offering? Okay. | got it.

DR. AMPOMAH: Thank you. Okay.

THE WTNESS: |'ve got -- so

your -- what's the question?

DR. AMPOMAH: Yeah. Thank you. So

NMOGA offers the follow ng definitions for beneficial

pur poses and beneficial use. And, you know,

that in parenthesis there. Now, ny question to you

I's, is this not conprehensive enough?
THE WTNESS: No. | think it
actually. The very -- so NMOGA proposed a

four - paragraph definition. Wat we're saying is that

at |least the last three are not definitional
they're nore regul atory, and they have no --

to be in a definition. The other -- the fir

what' s

you put

over st eps

at all;
no reason

st
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paragraph is nore definition, but we think it -- it --
ours is really nore specific and easier to understand.

DR. AMPOMAH: So do you have any
concern if the Conm ssion decides to adapt at | east
the first paragraph, as you nentioned, of NMOGA's
definition?

THE W TNESS: Hold on just a second,
pl ease, sir. So | would say this. W |ook at our
definition; it's very sinple and concise, and it
adheres to part of the definition of an inactive well.
Okay? And this term"such as,"” all right, opens the
w ndow up for any type of beneficial use. Their
definition, you know, adds additional possible uses.

And they do use "it includes, but it's not limted

to." So it's sort of an exanple.

| just think that this is alittle -- |
just think ours is just nore concise. | nean, would I
have a whole |ot of heartburn? | don't know if that's
probably speculation on ny part. |'d really have to

think about it a little bit |onger.

DR. AMPOMAH: Thank you. So |I'Il nove
on to Slide Nunmber 8 of your Power Point.

THE WTNESS: |Is this on the rebuttal
or the direct?

DR. AMPOVAH: No, the direct, Number 8.
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And it's titled, "Wells to be Properly Abundant."

THE W TNESS: Ckay.

DR. AMPOMAH: So, in your Item B, you
stri ke down 90 to 30 days?

THE W TNESS: Correct.

DR. AMPOMAH: |Is there any problemwth
60 days?

THE W TNESS: Not really.

DR. AMPOMAH: Now, have you revi ewed or
are you famliar with OCD nornmal enforcenent
timelines? Have you reviewed that?

THE W TNESS: No.

DR. AMPOMAH. So you did not review
that prior to nore or |ess suggesting the 30 days?

THE W TNESS: We're just trying to
conpress the time, but like |I said, | wouldn't be
averse to 60. | wouldn't be averse to 90; let's just
get it done.

DR. AMPOVAH. So, if we leave it as 90,
because | do know that, based on some of the other
hearings that |'ve been through, normally the tineline
for enforcenent is nostly 90 days through sone of the
docunentations. And OCD can respond to that during
the time. So you say that you do not have any probl em

If we still keep it at 907
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THE W TNESS: | personally don't.

DR. AMPOMAH: Okay. Thank you. Now,
let's go to Slide Number 9, still on your direct, on
t he presunpti ons of no beneficial use. Now, SsO, on
the first one, A the |last sentence, or the |ast part,
"The well has not produced for at |east 90 days and
has not produced at |east 90 barrels of oil
equi val ent . "

Now, |let me ask; so you said that the
I ndustry was not involved in drafting the rule, the
proposed rule. So how did you cone up with a 90
w t hout industry input for this particular statenent?

THE W TNESS: First of all, this entire
slide cane from OCD; we adopted it. Al right? And
second of all, we asked industry on a nunber of

occasions to engage, "Let's talk about this,"” and they

never did.

DR. AMPOMAH: So then | presune the
sane response wll be for the B, when you tal k about
t he SWD?

THE W TNESS: Correct.
DR. AMPOMAH. Thank you. Now, let's

| ook at D, Nunmber 1, "Docunentation denonstrating that

the well is reasonably projected to produce in paying
quantities.” So ny question to you is that, based on
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all the back and forth today, do you still stand by
t he statenent?

THE WTNESS: | do.

DR. AMPOMAH. So how then do we -- how
are we going to be able to determne, let's say, one
particular well producing in paying quantities? |Is
there any netrics that OCD is going to be able to use
to nore or | ess ascertain that?

THE WTNESS: | think it'd be incunmbent
upon the operator who's com ng before OCD to rebut.
That's the whole -- the whole purpose of itemD is the
process by which the rebuttal is forwarded. They need
to produce the evidence.

DR. AMPOMAH:  And will this one be
purposely targeting, like, primary recovery wells?

THE W TNESS: No.

DR. AMPOMAH. Now, so then help ne
under st and; how does this provision also applies to,
let's say, a well that is not producing significantly
hi gh, but, in actual production profile of a field, we
go fromprimary, and then once the well is not able to
produce at its own energy, then it goes down.

So we cannot operate that well until we
make a decision to start pressure naintenance or at

| east start injection above the bubble point pressure,
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and we can start producing again. And at sone point,
irrespective of any water that you inject into the
well, we are not going to be able to produce this
well, and that gets to the residual oil status.

And at sone point, we have to inject
CO2 to be able to get this up. So I'mtrying to
understand how this provision takes into consideration
all these various cycles in our typical petroleum
recovery process?

THE W TNESS: Well, when | discussed
that earlier today, there are two el enents of this:
payi ng quantities as it applies to a single well,
should say a single well is holding a |lease. That's a
pretty straightforward matter. How nuch is the wel
maki ng? How much does it cost? And if it's making
nore than it costs, it's in paying quantities.

The ot her part that NMOGA, | believe it
was, brought up about the |ease |evel, and that gets
into the EOR. And that's a nore conplicated
situation, sir. | agree with that a hundred percent.

But again, | think that, in the
presentation to OCD, if you're in an EOR project, and

you're waiting on fronts to hit or whatever, and you

produce evidence that says, you know, "This well is
not making any oil. W understand that, but here's
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why, and here's why we still need to keep it,"” | think
that all conmes into the presentation to address the
wells that are in question.

DR. AMPOMAH. Yeah. Then, but you
still cap the, let's say, the TA status to about ei ght
years. And even on that one, ny question to you is,
where in your proposed rule do we have the eight
years?

THE W TNESS: Have the what?

DR. AMPOMAH: The ei ght-years cap?

THE W TNESS: ATS?

DR. AMPOVAH:. Ei ght.

THE WTNESS: Onh. Eight-years cap?
Okay. The eight-year cap is the proposal, and then
extensions of that we tal ked about, we -- we think are
reasonabl e based upon, you know, atinme |limt, a
scope, econom cs, you know, a reasonable presentation
of technical data, and OCD review. So we're not
objecting to that at all.

DR. AMPOMAH: So that is not actually
part of the rule itself?

THE W TNESS: Not yet. They are
principles that we understand the concern of sone
parti es about, especially on EOR projects.

DR. AMPOMAH. So let's go to Slide
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Number 11 of your direct, entitled "Approved Tenporary
Abandonnent." Yeah. So when | read through all of
this, I"'mstill concerned about how t hese proposed

rul es, you know, takes into consideration all the
entire production cycle of a typical field.

Now, you said that, and |'m reading
fromhow the well will be put to beneficial use in the
future, including supporting technical and econom c
data. So |I'm wondering, let's say, what are the
metrics, you know, as to how an operator needs to be
able to prove the econom c data, when, for instance, a
well is TA and it's going to be used during, let's
say, secondary recovery or a tertiary recovery i s way
far ahead?

You know, so howis a -- you know, how
Is a conpany going to -- or, let's say, what is the
metrics that OCD is going to be able to judge, you
know, whether that econom c data or, let's say,
especially the current econom c data, how accurate is
that, or how accurate would that be?

THE WTNESS: Well, in the case of an
EOR project -- and again, | -- | have to admt |'ve
never been involved with that, but | would think it'd
be a fairly straightforward procedure for the operator

to denonstrate to OCD that these wells, although they
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are in TA, you know, we're going to change the

I njection pattern or change the production pattern or
change fromwater to CO2, whatever the case may be,
and provide them good evi dence, based on the rocks,

I njection profiles, production profiles, this is what
we expect to happen in X nunber of years.

DR. AMPOMAH: Yeah. So that is where
my concern i s because a nornmal primary recovery is
going to be about ten years, five to ten years. And
t he secondary recovery is going to be about 30 years.
And then you have tertiary also going to be about 30
years, 20 to 30 years.

So assuming we are in the primry
recovery, and then well is producing so | ow based on
the threshold that you have provided, you know, right
in the primary recovery time, but how is the conpany
going to be able to prove the technical and econom cs
of howthis well is going to be useful, you know,
let's say for tertiary recovery?

THE WTNESS: Well, | -- 1 would put it
this way. You know, if there's, you know, substanti al
evi dence of nearby fields or whatever, in a particular
reservoir, that they have been successful after
primary into secondary and into tertiary, and the rock

properties and the arrangenents of the wells and the
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geology all tend to be simlar to sonething that
actually does work, you got a good deal on your hand.

DR. AMPOMAH: So, sir, in your proposed
rul e, where do we have these exceptions rightly stated
in the rule?

THE WTNESS: It's not there currently.

DR. AMPOMAH: And are you able to
provide a proposed statenment to this effect?

THE WTNESS: | believe we could do
t hat .

DR. AMPOMAH: And | will appreciate
that. So down in your Nunmber 11, it's Topic 11, you

said, "Including the current and conplete well bore
diagram" You went on and on to describe sone of the
|l ogs that -- and it's just that sone of the |ogs that

has been suggested here. So ny question to you is, is
It a recommendation or a requirenent?
THE WTNESS: It's a for exanple.
These woul d be the kinds of information that need to
be eval uated or that the Division may want to | ook at,
any other information the Division determ nes
appropriate to include, current, conplete, et cetera.
DR. AMPOMAH: So woul d there be any
problemif we just to make that statenent "as the

Di vi sion determ nes appropriate"?
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THE W TNESS: | suppose you could do
that, but | think it gives guidance if you |ist sone

of the typical things that would be expected by the

Di vi si on.

DR. AMPOVAH: Yeah, but it's still,
it's just an exanple. [It's not exhaustive. So even
it's still at the discretion of OCD; is that correct?

THE WTNESS: |[It's going to be at their
di scretion. And the operator can cone wth whatever
pil e of evidence they have, and OCD may ask for nore
or say this is plenty; it's up to them

DR. AMPOMAH. So let's go to Page
Number 12 of your direct, in the slides. So if | read
fromlast but four -- the last four, and so you said,
"The operator has adequate nonitoring procedures in
pl ace to ensure such requirenents will be nmet." And
my conment on that is that | do appreciate that
provi sion, which is really great, you know, at | east
to keep the operators in conpliance, which
appreci ate that.

Now, when you go to the |last one, you
said, "An extended term shall not exceed two years,
upon which tinme the operator shall return the well to
a beneficial use, under a plan the Division approves,

or permanently plug and abandon the well and restore
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and renedi ate the | ocation.™

So ny question is the sane thing back
to the tertiary or, let's say, the secondary, but | do
appreciate that you are willing to at | east provide
sonme gui dance to the Conmmi ssion with regards to a
statenent to really take care of that. So | think
you've already answered that. So let ne proceed. Let
me proceed.

So on your Slide Nunmber 13, | just want
to ask, so you've provided, you know, a typical life
cycle of a well, and then you're saying that probably,
after eight years, there's probably not going to be
anyt hi ng done with the well.

| want to ask, this information that
you're providing to the Conm ssion as part of your
testinony, was this based on a typical entire
production cycle analysis on an actual oil field?

THE W TNESS: To ny know edge, yes.

DR. AMPOMAH: Then why is it not
capturing the, let's say, the secondary and the
tertiary recovery process? Because nost of, let's
say -- then let nme back up.

So, but does this also account for,
|l et's say, sonme operations that m ght have occurred in

secondary or tertiary?
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THE WTNESS: It's nmy understandi ng

that this is all inclusive of any well operation.
This data was pulled together from OCC -- OCD dat a,
off the website. Can | | ook at this bar graph and

determ ne whether sone of this is EOR or not? No, |
can't.

DR. AMPOMAH: Thank you, sir. So there
was a di scussion about 95 percent of all wells plugged
in the state nostly done by operators. So ny question
to you is that, for such an inportant issue, don't you
believe that the Comm ssion should hold highly of the
proposed changes that the industry fol ks are making?

THE W TNESS: Yes.

DR. AMPOMAH: Sir, | do appreciate your
time. | do not have any further questions for you.
Thank you.

THE HEARI NG EXAM NER:  All right.

Thank you.

Ot her comm ssi on questions?

MR. BLOOM Al right. Thank you,
Madam Heari ng Exam ner.

Good afternoon, M. Al exander. Yeah,
just a threshold question here. | think there
m ght' ve been sone surprise about the new | anguage in

Exhibit 72-E. That is the proposal fromthe
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Appl i cants, now, based on your conversations or your
negotiations with OXY; is that correct?

THE W TNESS: Yes.

MR. BLOOM Okay. So -- okay. | have
a threshold question, and I don't know, M. Al exander
I f you're the person to answer this, based on sone of
the questions we heard from M. Rankin. But one thing
that I"'mvery interested in hearing, across the course
of testinony over the com ng days or weeks, is where
does the OCC hang its hat in terns of authority during
this process?

You know, | think |ooking at
correlative rights and rel ati onships, to, you know,
financi al assurances could be a stretch. You know, |
saw, in M. Tremaine's reply to the notion to dism ss,
that public health and the environnment are certainly
one of our charges here at the OCC. But again, any
t hought s about how this relates to our charge to
prevent waste”?

THE WTNESS: | don't think that I'm
really the right person to ask that. That's getting
into statutory and | egal and | egislative issues that
"' m not prepared to address.

MR. BLOOM And I'Ill hold that for

| ater and cone back to it in the future. You know,
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one thing that would occur to me would be -- no, 1"l
hol d on that.

Al right, M. Alexander, let's just
review the big picture again. So you found sone
74,500 wells in New Mexico on state and fee | ands;
correct?

THE WTNESS: | didn't, the -- the
person with EDF that pulled this data together --

MR. BLOOM  Ckay. That was part of
your testinony; correct?

THE W TNESS: Yeah. Yeah.

MR. BLOOM Ckay. And if this rule, as
proposed now, went into effect, how nmany wells at this
time would have to bond at $150, 000 each? Do you
know?

THE WTNESS: | -- | don't know the
specific answer to that. |[|'msorry.

MR. BLOOM  Ckay. Looking at your
Exhi bit 13, which ny col |l eague, Conm ssi oner Anponah,
just was | ooking at as well and asking you about.

THE W TNESS: Yep. Cot it.

MR. BLOOM | -- | believe those are
just wells that are not in production; correct?

THE W TNESS: Correct.

MR. BLOOM Okay. So they woul d not
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i nclude any wells that were -- | guess they could be

wells not in production, they' re in secondary units,

for exanple?

THE W TNESS: They coul d be.

MR. BLOOM  Okay. So, at eight years,

you have 99.5 percent of inactive wells won't return

to production; correct?

THE W TNESS: Have returned.

MR. BLOOM |I'm sorry?

THE W TNESS: Have returned.

MR. BLOOM |'msorry. 99.5 percent

THE W TNESS: -- percent probably, you

know, won't.

MR. BLOOM Ckay. It's six years

that's 98.5 percent; right?
THE W TNESS: 98.5 have --

won't. Yeah.

MR. BLOOM How did you arrive at that?
| mean, why not have a six-year |imt here versus
eight? How did you cone to that eight-year

THE W TNESS: Well, we just thought it

was a reasonable cutoff, to be honest with you. And

if you -- if you think about the six-year

does that entail? That entails one year

one and hal f

poi nt, what

of

Yes.

nunber ?
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I nactivity, and then plus or mnus two or three nonths
where the operator has the opportunity to apply for
T&A. And then we stuck with the increments that New
Mexi co already has: five-year increnents for TA. So
t hen you get six years.

So what's happening after six years?
And you take a | ook at the data, as it plots out;
wel |, gee, you know, only about one and a half percent
of the wells at this point and beyond ever reactivate.
That's a pretty | ow nunber.

And rather than just stopping it at
five years, we extended it for another two. And that
It's even a nore conpelling argunent that, at that
point, it's highly likely that the wells will not be
reactivated. Now, |'m not saying that | know t hat
what ever percentage of that half of 1 percent is EOR
Sone of those may be even beyond, and we've discussed
that at | ength about principles for potenti al
ext ensi on.

MR. BLOOM Ckay. Thank you.

THE W TNESS: Mm hmm

MR. BLOOM | was going to ask you
about that provision at 19.15.25.9(D) about giving
operators 30 days to submit an application for

adm nistrative review. Conmm ssioner Anpomah asked you
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about that as well. You know, could this be 90 days,
which is -- and | believe you said that you were okay
with that?

THE W TNESS: Yes, sir.

MR. BLOOM Ckay. | would agree with
t hat .

Ms. Fox. | couldn't find it. Could
you or could anybody pull up the | anguage about
specul ati on?

M5. FOX: It's in the definition of
"beneficial use" in 19.15. 2.

THE CHAIR: | actually have it on ny
screen. |'m happy to share.

MR. BLOOM If you could, thank you.
Oh, there it is. Thank you.

THE CHAIR: | think this is what you're
t al ki ng about.

MR. BLOOM  Yes.

There's been a good bit witten and
what |'ve read about sonme issues with "specul ative
pur poses,” that that could be unclear. |[|If we ended
this definition after the word "nonitoring," would
this still work for the Applicants? And | know t hat
you can ask this again in the future if people have

had -- you give sone people sone tine to think about
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THE W TNESS:. What we want to guard
against -- and in sone of the testinony from NMOGA and
| PANM and | don't renmenber exactly who, but you know,
the -- the notion that, you know, there's yet to be
di scovered technol ogies; there's ideas that nobody's
t hought about. You know, | get that, but if you don't
have sonme fence around this, then you're going to w nd
up having a bunch of wells out there that are just
waiting for, as | put it earlier, some w dget to cone
down the road in 20 years, and you'd have a -- a --
just a ness.

And the longer these wells are in an
I nactive state and not, for exanple, part of a viable
EOR project, going fromprimary to secondary and
tertiary, what's going to |ikely happen? You know,
these wells and the operators are likely to get, you
know, they may becone |ess and | ess able to take care
of their financial responsibilities. So | really
think it's inportant. W think it's inportant to
stick with this.

MR. BLOOM  Ckay.

THE W TNESS: Now, if "speculative
pur poses” needs a definition, let's get after it.

MR. BLOOM  Thank you. M. Al exander,
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| think this will be a question for sonebody el se, but
one of | think it was | PANM S wi t nesses had the
guestion, "Why not allow a bond to be dropped if a
wel |l | eaves margi nal status?" Wiy require that well
to remai n bonded? Perhaps it has to do with it being
uncancel | able. But do you have any thoughts on that?

THE WTNESS: |'mnot the one to ask;
" mnot the expert in that.

MR. BLOOM  Okay.

THE W TNESS: Sorry.

MR. BLOOM Yep. It's just a bit of
Information | was | ooking for, and | think this m ght
be a question for soneone else as well, maybe OCD if
no one else knows. But if an operator has, say, eight
bonds, but one well cannot be P&A' d for that $150, 000,
can other of the operator's bonds be taken to help
with the cleanup of the first well?

THE WTNESS: |'m-- again, |I'mnot the
expert on that. There's soneone followi ng nme that can
answer that.

MR. BLOOM  Very good.

THE W TNESS: | think.

MR. BLOOM All right. Those are all
my questions. Thank you, M. Al exander.

THE HEARI NG EXAM NER:  Thank you.
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Anyt hing further fromthe conm ssi oners?

(No response.)

No? All right. Let's take a break,
before we resune the technical case, and cone back
around a little before 3:30.

(OFf the record.)

THE HEARI NG EXAM NER:  And as |
understand it, NMOGA would like to offer its opening
statenent. Again, each party has an opportunity to
of fer an opening statenent. Let ne go through the
list though, first.

MR. SUAZO. We've actually reconsidered
and we'd like to actually nake it the start of our
case in chief instead.

THE HEARI NG EXAM NER: Ckay. So let ne
go through the list first but thank you for that
clarification, M. Suazo.

So any other party has the opportunity
to nmake an openi ng statenment right now, or they can
reserve until imediately prior to the presentation of
their own w tnesses.

So M. Tremaine, would you like to
of fer an opening statenent at this tinme?

MR. TREMAI NE: Madam Hearing O ficer,

we will wait until directly before our case in chief.
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THE HEARI NG EXAM NER: Thank you.
MR. TREMAI NE: M. More for the State

Land O fice.

MR. MOORE: Madam Hearing officer, we
wll also wait until the presentation of our case in
chi ef.

THE HEARI NG EXAM NER:  All right.
Thank you.

M. Rankin, for OXY?

MR. RANKIN: We'll reserve. Thank you.

THE HEARI NG EXAM NER:  Thank you.

M. Suazo for NMOGA has already said
reserve.

And Ms. Bradfute -- let's see -- no.

sorry. |IPANM M. Cloutier?
MR. CLOUTIER: Thank you,
Officer. W're going to reserve as wel
THE HEARI NG EXAM NER: Al
And Ms. Bradfute?
MS. BRADFUTE: Thank you,

Oficer, we wll not be making an opening statenent.

THE HEARI NG EXAM NER: |

that. So thank you very much.

Al right, let's return then to Ms. Fox

and her next w tness.

Madam Hear i ng

| ri

Madam Hear i ng

j ust

ght .

realized
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MR. NYKIEL: Applicants will call
Dwayne Purvis to the stand.

THE HEARI NG EXAM NER:  All right, thank
you.

M. Purvis, if you would spell your
first and | ast nanme?

THE W TNESS: Thank you. M nane is
Dwayne Purvis. D-WA-Y-N-E P-U-R-V-I-S.
VWHEREUPOQN,

DWAYNE PURVI S,

call ed as a witness and having been first duly sworn
to tell the truth, the whole truth, and nothing but
the truth, was exam ned and testified as follows:

THE HEARI NG EXAM NER:  Thank you very
much.

Go ahead.

DI RECT EXAM NATI ON
BY MR. NYKI EL:

MR. NYKI EL: Thank you, M. Purvis.
Thanks for being here. M nanme's Matt Nykiel, Counsel
for Applicants. Did you submt direct testinony in
this matter, Applicants' Exhibit 307

(Applicant Exhibit 30 was marked for

i dentification and received into

evi dence.)
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THE W TNESS: Yes, | did.

MR. NYKIEL: And is your testinony
accurate to the best of your know edge, and do you
adopt it?

THE W TNESS: Yes, | do.

MR. NYKI EL: \What is your current
enpl oynment ?

THE W TNESS: | am principal advisor
and founder of Purvis Energy Advisors.

MR. NYKI EL: What is your educational
background?

THE W TNESS: | earned a Bachel or of
Sci ence degree in petrol eum engi neering from Texas
A&M cl ass of 1994. Whoop. Spent a year of study
abroad. And then, in 2023, | graduated from Johns
Hopki ns School of Advanced International Studies with
a degree in sustainable energy.

MR. NYKIEL: And you are a registered
pr of essi onal engineer in Texas; correct?

THE W TNESS: That's correct.

MR. NYKI EL: Can you pl ease descri be
your wor k background?

THE W TNESS: When | started work in
95, | worked for a major third-party reserves

engineering firmcalled Cawwey G|l espie. Three years
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| ater, | was partner. Three years later, the firm
split.

| co-founded the Strickland G oup,
where we offer consulting services to oil and gas
operators, owners, investors, federal governnents, and
litigants.

| spent two years working as the head
of reservoir engineering for a large private conpany
in Fort Worth. And then | founded ny present firm
where |'ve continued nmy consulting practice.

MR. NYKIEL: Your curriculumvitae is
Applicants' Exhibit 29?

(Applicant Exhibit 29 was marked for

i dentification and received into

evi dence.)

THE W TNESS: Yes, it is.

MR. NYKIEL: And is it accurate?

THE WTNESS: One error. As | wote in
my testinmony, | amno |onger a professor at Texas
Christian University.

MR. NYKIEL: You devel oped a | ot of
data, charts, graphics in support of your testinony.
I n general ternms, can you please tell the Conm ssion
how you went about devel opi ng that data?

THE W TNESS: Sur e. Data is the raw
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material for a reservoir engineer |ike ne. At the
begi nni ng of the assignnent, | collected all the
information | could fromall the sources I could find,
I ncl udi ng: | | ooked at New Mexico Tech:; | | ooked at
the OCD; | |ooked at the Legislative Finance
Commttee; did general web searches; made calls; used
the OCD interface; and | used also a data vendor. So
| collected all the data |I could. Also tried public

| nvestor presentations to collect all the information
| could to -- to build a case one way or the other.

MR. NYKI EL: Ckay. Do you have any
changes or additions to nake to your direct testinony
or exhibits?

THE W TNESS: No.

MR. NYKI EL: Ckay. M. Purvis, would
you pl ease provide a summary of your direct testinony?

THE WTNESS: Certainly. M discipline
IS reservoir engineering, which is concerned with the
strategic direction of an oil conpany. The job of a
reservoir engineer is primarily how nmuch is going to
be produced in the future, how can we produce nore,
and how nuch is it worth. And that's the work |'ve --
|"ve done for 30 years for small and | arge conpani es.

And ny -- ny testinony here is to try

to apply those skills to the issue facing the
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Conmi ssion. VWhat |I'mgoing to do first is outline the
overall structure, the architecture of the issue, then
the nature of the industry in New Mexico froma
statistical standpoint, then a way to think about the
I ssue of paying for decomm ssioning. Then we'll talk
about the specifics of the proposal and how they apply
to -- to the situation in New Mexi co.

So I'm-- |I'"mshow ng now Applicants
Exhibit 30, which is a schematic of the full scope of
deconm ssioning. W often tal k about plugging and
abandonnent, but technically speaking, plugging is a
downhol e process. The full process of deconm ssioning
I nvol ves surface renoval of equi pnent, renediation of
pol lution, and restoration back to native conditions
in all parts of New Mexi co.

And there's one |ayer of work for --
t hat defines scope. That defined scope includes nuch
nmore than, but does include the downhole work of
pl uggi ng, which is the subject of the rul emaking.

There's a second | ayer though that nust

be considered, and that is contingency. This is --

these are the known unknowns. |It's the nature of a
project like this that we will see significant
overruns in a mnority of the cases that will nove the

average to sonething higher than the nmean and hi gher
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than the node of a distribution; fully normal, fully
to be expected.

And then after a well is plugged a site
decomm ssi oned, there continued to be possible costs
associated with a legacy liability. A conpany, in ny
experience, retains liability for anything that m ght
be di scovered to be in error, be a problemin the
future, such as is happening across the border to the
south at Antina Ranch, for exanple, now.

So the -- the contingency, the ful
scope, tends to be nultiples of the cost of the
downhol e work alone. This graphic is a conbination of
Plaintiffs' -- Applicants' Exhibit 31 and 32.

(Applicant Exhibit 31 and Applicant

Exhi bit 32 were marked for

i dentification and received into

evi dence.)

It shows a map of the state with
pl ugged wells shown in gray, unplugged wells in
colors, and a count of the wells. Approxinately
63, 000 wells stand today unplugged in the State of New
Mexi co.

Two very m nor basins, but the vast
majority of the wells reside in the Perm an Basin or

t he San Juan Basin, about two thirds/one third, except
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t hat when we consider federal |ands, to which these
rules do not apply, about 71 percent of the wells
affected by the financial insurance requirenments fall
i n the Perm an Basi n.

As you see in the lower right, in the
bar chart, |'ve col or-coded and grouped wells by their
production rate. And by far, the largest well count
In the state are stripper wells. There's a |large
di sconnect between the nunber of -- wells and the
production that they contri bute.

This graphic puts in context the total
cost that the State and the Conm ssion need to
consi der.

(Applicant Exhibit 34 was marked for

i dentification and received into

evi dence.)

This is a work published in March of
2021 by an environnental contractor called Vertex
Resources for the State Land O fice.

And they figured, they cal cul ated over

$20 billion worth of liability related to m dstream
but nore to the point, $22 billion of upstream
liability, which will cone due for the infrastructure

as it exists today in the State of New Mexi co.

And the 12.5 billion of that is on
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federal |ands and subject, in the first order, to a
different set of rules. But 9.8 billion is the
liability that falls directly to the -- to the
Comm ssi on.

But only 2.4 billion of that is subject
to the rul emaki ng today, which is to say the scope of
what the Comm ssion and the state need to consider is
much br oader. But what's at risk right now, what
the -- what the comm ssion needs to manage is a
liability that was nmeasured at $2.4 billion with a 50
percent probability being greater five years ago
before significant inflation.

This next graphic is Applicants'

Exhi bit 39.

(Applicant Exhibit 39 was marked for

i dentification and received into

evi dence.)

And it shows the context of what's been
happening in the world of decomm ssioning and how
costs have been changing. All of this data comes from
publications that have data fromthe OCD. So it's a
I nformation prepared by the OCD about the cost that

they are incurring as they're plugging walls. And

what we see is a dramatic increase. |'ve seen this in
reports |'ve published other places. [It's not
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surprising, but it is neaningful.

The red line, with the dashes for --
for markers, represents the range of single-wel
pl uggi ng costs as anal yzed by Vertex in 2021, which is
to say, Vertex's estimate, in 2021, of the per-well
costs of downhol e plugging were significantly higher
than the actual observed per-well cost by OCD. But
all evidence points to significant increase in tine
over those costs -- of those costs.

Now, to look a little bit nore closely
at what's going on in New Mexico, this Applicants
Exhi bit 33 breaks the production in the state down
into six nore honbgenous categories: four basins, and
within the two nmpj or basins, vertical separate from
hori zont al .

(Applicant Exhibit 33 was marked for

I dentification and received into

evi dence.)

And it shows the sane data in all four
graphs, but on different y-axis scales. On the top
|l eft, we have the | argest scale, and what |ooks |like a
rocket taking off is the production of oil from
hori zontal wells in the Perm an Basin. |t has risen
dramatically and qui ckly and now constitutes 89

percent of the production in the state.
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On the upper right, I've zooned in to
about a sixth of the scale, and now we can begin to
see the nature of the next two | argest groupings:
vertical wells in San Juan and vertical wells in the
Perm an. And what we observe inportantly is that they
peaked over 20 years ago.

The basi ns began expl orati on and
producti on many decades before, but they peaked nore
t han 20 years ago. They are now producing at rates in
aggregat e about 20 percent of their peak. They are
continuing decline -- to decline, and each one
constitutes only about 4 percent of production in the
state.

Lower |eft zoons in again, where we can
see, in the orange color or brown color, the
hori zontal wells in the San Juan Basin, which do show
sone interesting increases, significant increases in
the | ast couple of years.

To put those in context, you can | ook
at the sanme line on the previous two graphs and see
that what is significant for that subcategory is
insignificant in the grand total. And then for the
m nor basins, you see many years and significant
overal | decline.

So the shale revolution, as it was
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descri bed before, represented the opening of a new

cl ass of resources. There is no nore shale revol ution
to be had because there is no nore class of resources
i ke that.

| nstead, what we have -- what we see
are two life cycles occurring. First, the primry
production; I -- 1 won't call it unconventiona
because nost of the San Juan Basin falls under the
cat egory of unconventional but call it vertical
I nstead and the new hori zontal .

The ol der | egacy production is deep
into its lifecycle. It is not a steady-state system
It's instead a non-renewabl e resource that depl etes,
declines, and ultimately dies. Inside this ecosystem
of produci ng conpani es, we have w dely divergent
strategi es, conpanies, operating conpani es of very
different nature.

This graphic, Exhibit 35, neasures
t hose differences on three different -- four different
di mensi ons.

(Applicant Exhibit 35 was marked for

I dentification and received into

evi dence.)

First, it divides every operating

conpany in the state into one bin or the other, on two
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di mensions: fromleft to right, based on the nunmber
of unplugged wells for which the conpany is

responsi ble; fromfront to back, whether or not that
conpany is focused nore on vertical wells in the front
or horizontal wells in the back.

So the different strategies and
different sizes are represented in different places on
the bar chart. Now, in the upper |eft-hand quadrant,
t he height of the bar corresponds to the nunber of
| egal entities that exist. And by far, the | argest
number of conpanies in the state have fewer than a
hundred wel | s.

And |'ve divided this into zero to ten
or one to ten, ten to a hundred, and then at the far
end, nore than 500 wells, | figure by the tine a
conpany has nore than 500 wells, it's clearly a
sophi sti cated conpany.

In the upper right-hand quadrant, the
hei ght of the bar neasures, instead, the nunber of
unpl ugged wells. Every conpany is represented in the
same bin, but instead of totaling the nunber of | egal
entities, |I've total ed the nunmber of unplugged wells,
which is a proxy for the plugging liability. And what
we see is that the bulk of the plugging liability, the

decomm ssioning liability lies in |arge conpanies
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focused on vertical wells.

In the lower right, the height of the
bar corresponds to the volune of daily production in
recent tinme periods. Here, we see that in -- that
production in the state is dom nated by conpani es,
dom nated by horizontal wells. There is sone
production certainly associated with all of the bars,
but by -- but the |argest portion of production is not
In the sanme place, not in the sane conpanies; it's not
in the same portfolios as the | argest concentration of
liabilities.

Now, we npve to the |lower |left, and
this bar shows the recent new production, that is to
say the newdrilling. And 99.8 percent of all new
production, as nmeasured by peak rate over the | ast
five years, has cone from horizontal wells. And
conpani es of fewer than ten wells have contri buted
0. 05 percent of new production, which is to say that
t he new production, the newdrilling is even nore
concentrated in large horizontal conpanies than
liabilities -- or than production.

So the -- the system the industry in
New Mexico is so heterogeneous that you cannot assune
t hat the nunmber of conpanies affected translates to

t he ambunt of volunme affected or any other dinension.
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For ease of conparison, Exhibit 36 from Applicants
subtotals the sanme information, but only on one
di mensi on.

(Applicant Exhibit 36 was marked for

I dentification and received into

evi dence.)

So the -- it uses the sane four
measures of significance: nunber of conpani es;
unpl ugged wells; current production and recent
production ads, new drilling. The colors correspond
to the nature of the portfolios as in the | ast
exhibit. Zero -- less than 20 percent of wells being
vertical -- or being horizontal is represented in
brown. And fewer than 20 percent vertical are
represented in purple.

And again, a trenendous disparity: 89
percent of conpanies are dom nated by vertical wells,
and they bear responsibility for 73 percent of wells
to be plugged, but they're contributing only 16
percent of production and only 1.9 percent of recent
production additions. But this is conpanies of all
size, just of that nature.

The next exhibit, 37, |ooks at --
subtotals the information by size, |ooking again at

number of conpani es, unplugged wells, production in
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recent production.

(Applicant Exhibit 37 was marked for

i dentification and received into

evi dence.)

But the conpanies are divided into --
into ten divisions by percentile rank based on their
production volunme in this case, not their unplugged
wells. And the disparity by size is nore apparent
here.

The top 10 percent of conpanies in the
state by production account for 97.5 percent of
production and 99.7 percent of new production. So to
the extent that the Conm ssion is concerned about
mai nt ai ni ng production fromthe state, the vast
majority of the issue is the top 10 percent of the
conpani es.

This graphic, Applicants' Exhibit 38,
offers a way to begin to think about the issue of the
$9.8 billion of decommi ssioning that are concentrated
in conpanies with very | ow produci ng wells.

(Applicant Exhibit 38 was marked for

I dentification and received into

evi dence.)

The graphic shows a schematic cash fl ow

from an exanpl e project published by the Society of
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Petrol eum Engi neers for the purpose of understanding
the application of reserve definitions and econom c
eval uation criteri a.

Each bar represents a cash flow,
negative or positive. | have added the colors and the
| abel s. And of course, the cash flow here is snooth,

i ndicating a snooth price, and price does oscillate.
But -- but functionally, this is, in a schematic form
this is what happens. W invest at the beginning. W
get our noney back. W start earning new noney. W
crui se through a I ong period of production. At the
end of life, we have a big lunp sumthat cones due.

At sonme point inlife, there -- there
cones a tinme when the undi scounted cash flowis
remaining in that project, whether it be a well or a
| ease or a field or in the whole conpany, becones
equal to the asset retirenent obligation that's due at
the end of life. When we eval uate projects, and
I ndeed when we operate projects, we push those costs
out into the future as late as possible; there's no
econom c incentive to bury your noney in the ground.

But because all of those costs are
pushed out farther in life than all of the incone,
then the discount rate reduces the appearance, the

present val ue of those hard, legal, noral, ethical
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obligations nore then they reduce all of the uncertain
cash flow that's projected to be earned.

So there's a point in tine when the
net -- when the remaining cash flowis equal to the
remai ni ng obligation, and at that point in tine, the
net present value will always be positive. 1In this
exanpl e that you've got 13 years of life left to
operate -- thin production, very small, especially at
the end by conparison to early life. But the cash
flowin this exanple, $600,000 a nonth, net present
value is $25 million, 13 years of life. But if you
paid $25 mllion to purchase this field, then you
woul d get your $25 million back. You'd get back
another $12 million in profit. And then you'd turn
around and pay $37 mllion. And at the end of the
day, you woul d have traded your dollars except that
you woul d have paid out nore than you got in, or at
that point in tinme, paid out exactly what you got in.
Right? At the end of the day, you have no nore
dol l ars than you had at the begi nning.

Now, the reserve -- the Petrol eum
Resource Managenent System published by the Society
of Petrol eum Engi neers, recognizes that, in an
econom ¢ evaluation, in this condition, when the

undi scounted remai ning cash flowis not positive, then
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the project is not economc, as they define it. And
if it's not economc, it's not comercial.

It is economcally recoverable. It
makes econom ¢ sense to operate each nonth when |I'm
still making a profit. But in aggregate, at that
point, it's even, and at every point after that, the
project's in an upside-down condition. No doubt about
It, the project's worth nost at the beginning, and
It's worth negative at the cost of decomm ssioning at
t he end.

There's a break point here in the
m ddle that |'ve identified and call ed hol dback as a
useful yardstick to understand how and when the risk
beconmes especially significant. Now, it's true that
or phani ng occurs at a portfolio level, not at a well
| evel . But any one well that's past the point of
hol dback is, in aggregate, a net cost on an
undi scounted basis through its life. Therefore, it's
a drag on the portfolio . It's -- it is an
increnental risk. And a portfolio concentrated in
| ate-life wells is an especially risky proposition.

Hi storically, the industry has plugged
wells, and they -- and they've paid it out of cash
flow that has been fromother wells, sonetines

reinvesting. But as | showed in the previous slides,
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there is one group of conpanies that are focused on
drilling, and there's a separate group of conpanies
that are focused on depleting. Those are separate
portfolios.

There is sonme reinvestnent, sone
attenpts to abate the decline, but a late-life
strategy is primarily an operational strategy nmeant to
generate returns and return -- and give yield to
I nvestors. The noney is |eaving the conpany, not
bei ng reinvested.

Wth that framework of what's goi ng on
at a large scale. Let's |ook at the proposals that
are offered. And ny focus is on these terns: the --
the change in financial assurance related to current
wel l's, and then sone about the plans for transfers.

Summary here, but |let me wal k through
each one with a little bit nore detail. First, | note
that there is a change in the blanket bondi ng status,
that that change is -- the nore inportant change is
t he change to individual-well financial assurance and
then to portfolio-level financial assurance.

So the -- the changes create three
break points, one around defined termof "marginal."
We nust discrimnate the defined marginal fromthe

generic neaning of the word "margi nal" because, as
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"1l show you in a mnute, the defined termis nuch
nore conservative than, in fact, the general neaning.

The second breakpoint that's created is
"no beneficial use." The third breakpoint or series
of breakpoints has to do with "tenporary abandonnment.™
At each one of those junctures that are created, the
operators have choi ces about what they' re going to do:
continue, inprove production, go into tenporary
abandonnment status, or plug.

Hi storically, there were not the sane
break points. The first termis to change the overall
bl anket bonding so that 150,000 is required for a
conpany of one well, and there are plenty of those.
" m not sure conpany's is the right term maybe
hobbyi st. But anybody, any entity with two wells or
more i s $250,000. So it's a -- not a -- not nuch to
those tiers.

But then we get into the -- the new
break points that are created. The -- when a well is
classified as "marginal"™ under two criteria, then it
must put up additional financial assurance.

Simlarly, it creates a category called "no benefici al

use," again with a dual criteria, both of which nust
be met. And then -- and then finally, "tenporary
abandonnent . "
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And on all of these slides, what you
see highlighted in yellow represents the changes made
in Exhibit 72, which the text in red is revision made
in 72 or before. So it's the overall revisions, and
t hen, again, with approved and expired tenporary
abandoned wells. And all of those provisions, as |
understand it, don't cone into effect until early
2028, which provides three years of -- between the
time of notice and the tine of inplenentation, at
| east two years.

So then the -- "blah, blah, blee, blah,

bl uh." Who's trying -- who's trying to transcri be?
So then the -- the question, to nme, becones to what do
t hese new break points, do these new terns apply? And
| have a series of -- of exhibits to explain what they
apply to. The first is Applicants' Exhibit 40.

What |'ve shown here is a cross plot of
every well in the State of New Mexico that has 12
nont hs of production or injection during cal endar year
2024. On the x-axis is the first criterion, the
nunmber of days reportedly active, and on the y-axis,

t he volune of hydrocarbons reportedly produced.

Now that y-axis is a logarithm c scale

covering six orders of magnitude, so it's extrenely

br oad. But |1've color coded the areas to which the
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terms apply. Now, the -- the term-- the defined

term "marginal," would, at the end of 2024, apply to
2200 wells. Defined "no beneficial use" would apply
to 1700 wells. And there are other wells that are not
active. So it's a mnority of the wells affected by

t hese single-well break points. [It's hard to see the
proportions in this exhibit because so many of the

poi nts overprint.

But this graphic, Exhibit 40, shows the
sanme informati on where the area corresponds to the
nunmber of wells affected. The wells that are not
affected represent 99. 95 percent of production in the
state, but it represents only about 89 percent of the
wells. It affects about 11 percent of the wells, but
a vanishingly smal|l percentage of production.

That is not to say that the state does
not have very many margi nal wells in the general
meani ng of that term as | denonstrated on ny earlier
slide that showed the proportion of wells in stripper
status. |If | break down the wells that are not
affected by the -- by well -- single-well assurance,
by their rates, we see that over half the wells in the
state are already in stripper status but are not
affected by the single-well rules. But many of those

are not affected by the single-well rules.
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(Applicant Exhibit 41 and Applicant

Exhi bit 42 were marked for

i dentification and received into

evi dence.)

THE HEARI NG EXAM NER: M. Tisdel, |I'm
sorry, and M. Purvis, for the interruption, we had
said we would break at four to accept public comment.
| don't want to interrupt your train of thought.

THE WTNESS: This is a fine place.

THE HEARI NG EXAM NER: Ckay. Thank you
very nmuch. And you can wait there to see if we have
anyone in the roomwho's going to offer public
conment .

Let nme, though, call first on the two
persons who signed up ahead of tinme for the public
comment session here. Just a few things about public
comment. We are making a transcript, so | wll ask
you to spell your first and | ast name. The Comm ssion

rul es provide that comment and testinony be provided

under oath. So I wll ask you to swear or affirmthat
what you'll say is true.
Pl ease col |l ect your thoughts. | can

invite your oral comment only once, and it should be
limted to three mnutes. |If you have nore to say

than can fit into three mnutes, you have a coupl e of
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weeks really to submt witten public coment, which
wll be weighed the sane. You would send that to
Shei |l a Apodaca, the comm ssion adm ni strator.

So the two fol ks who signed up early
for a spot here are Marlene Parrot [ph], Sister
Mar | ene, and Joan Brown, also Sister Joan. Are you in
the room or online?

MS. APODACA: Joan Brown is online, but
she will need to unnute herself. 1've given her
perm ssi on.

THE HEARI NG EXAM NER: Oh. Thank you.

Woul d you unnute yourself, please?
Joan Brown, you have perm ssion to unnute yourself.
can see you on the camera. Now, just hit your
m cr ophone.

M5. BROWN:. Oh, okay. Can you hear ne
now?

THE HEARI NG EXAM NER:  Yes, | can.
Thank you.

M5. BROWN:. Okay. Just -- just so you
know, it doesn't work by just clicking the m crophone.
It didn't -- | had to do Control-Shift-M

THE HEARI NG EXAM NER:  Thank you very
much for that.

MS. BROVN: So it was a little -- a
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little cunbersone there.

THE HEARI NG EXAM NER: Okay. Thank
you. |'Il try to nention that to future commenters.
So if you would please spell your first and | ast nane.

M5. BROWN: Yes, Joan, J-O A-N, Brown,
B-R-O-WN.

THE HEARI NG EXAM NER:  Thank you. And
do swear or affirmto tell the truth?

M5. BROWN: | affirm Yes.

THE HEARI NG EXAM NER:  All right.

Thank you. | will start your tine.

M5. BROWN:. Thank you.

Good afternoon, Chair and
Comm ssioners. | amJoan Brown, and |I'm a Franci scan
Sister. And I'ma community advocate with New Mexico
and El Paso Interfaith Power & Light. | live in
Al buquer que, but | have been to the Perm an Basin,
working with communities there for well, well over a
decade, under ny previous role as executive director
of Interfaith Power & Light.

And we started doing that because of
concerns for people's health and just the nagnitude of
the oil and gas, and as people of faith, concerned for
care of our sacred |and, water, air, and climte and

t he future.
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|"mhere today in strong support for
bondi ng and cl eanup rul e changes, which actually
shoul d have been done | ong ago, considering that, so
far, New Mexi cans have already spent nearly a hundred
mllion dollars of public funds to plug abandoned oi l
and gas wells just in the last five years. And this
is not fair and it is immoral.

| just was recently to Loco Hlls in
the Perm an Basin, on one of the imersion retreat
experiences that we do. And we were in Loco Hills,
and wi t hout even | ooking, we cane across a lot, a |ot
of abandoned equi pnent of -- we even cane to a -- a
new oil leak in an old pipe that apparently had been
fi xed and fixed again and was | eaking and | eaki ng.

So, right now, the oil and gas
corporations can drill dozens or even hundreds of
wells in New Mexico, while posting bonds that cover
only a fraction of the cost, and this is a concern.
The Legi sl ative Finance Commttee found plugging to
cost an average of $163,000 per well, and sone cost
over 700,000. And I had heard previously, from
soneone with OCD, that they had spent a mllion on
one.

The natural resources here belong to us

all. Wien we let oil and gas corporations nake
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mllions fromwells in our state, they have a
responsibility as a business to clean up the wells, to
prevent |eaks to our drinking water and nethane

pol lution that harns our health, air quality, and is a
contributor to climate change. W can't afford to
underfund risk, especially when the cost of inaction
falls upon our communities.

Pope Leo the 14th recently said,
"Nature itself is reduced, at tinmes, to a bargaining
chip, a coomodity to be bartered for econom c or
political gain.” M concern, as a woman of faith,
conmes froman ethical and noral stance to care for our
sacred | and, water, air, comunities, and the future.
We, our land, water, air, and our communities are not
comodities to be used what is wanted, to be left a
nmess, to be dirty, and then to abandon.

We all know there are ways to take care
of this imense and grow ng probl em of abandoned end
orphaned wells in our state. W just need to be
| eaders enough to do what is right, no nmatter what
criticismmght come fromcertain political entities
or fromcertain conpanies or industries. W cannot be
bargai ni ng chips. Eighty percent of new Mexicans
support strong | eadership on these actions.

So | thank you for your serious
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di scernment and consideration of all these facts, and
that you mi ght choose the compn good and the ethical
and noral action on this growing and i mrense issue in
our state. Thank you so nuch.

THE HEARI NG EXAM NER:  Thank you very

much, Sister.

Sheila. |Is Sister Marlene on the

pl at f or nf?
MS5. APODACA: | don't see her on here.
THE HEARI NG EXAM NER:  All right. If

she joins us for another public coment or reaches out
otherw se, |'d be happy to accept it.

There's an LS on the platform Larry,
let's see, Larry Scott. M. Scott, can you unnute
yoursel f?

MR. SCOTT: Yeah. Thank you, Madam
Exam ner, for the opportunity to speak. | am State
Senator Larry Scott fromDistrict 42.

THE HEARI NG EXAM NER:  Oh, thank you
very nmuch. | believe your nane is spelled L-A-R-RY
S-CGOT-T?

MR. SCOTT. That is exactly correct.
Thank you, Madam Exam ner.

THE HEARI NG EXAM NER: Do you swear or

affirmto tell the truth?
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MR. SCOTT: | do, in fact, so swear.

THE HEARI NG EXAM NER: Thank you. o
ahead Senator.

MR. SCOTT. Okay. | have sone fairly
significant personal experience with this subject
matter. | spent the better part of 40 years as one of
the very small est independent oil and gas producers,
al nost exclusively in Southeast New Mexico, in Lea and
Eddy Counti es.

At one point our little conpany was
managi ng, | think, close to 60 wells, counting
producers and injectors. And |I can assure you that
all of these calculations that | amlistening to do
not take into account having to set aside, if you
will, $150,000 per narginal well as, effectively,
unproductive capital. That process would ve driven ne
to bankruptcy in fairly short order.

Now, in full disclosure, I'mno | onger
an operator. | still maintain interest as a
non-operator in a nunmber of properties. But all of ny
obligations to the State of New Mexico have been
fulfilled, and pluggi ng obligations and those bonds
have been rel eased.

| have serious concerns. |

participated; |'ve been in the |egislature | ong enough
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to have participated in the legislation that increased
t he bl anket bonding requirenments from 50,000 to five-x
of that at 250,000. |'mnot aware that that's had any
significant inpact, either plus or mnus, on the
obligations of the State or any plus or m nus inpact
on small operators in the state.

Now, let's tal k about the Reclamation
Fund. Qur oil and gas producers, over the years, have
paid mllions of dollars into that Reclamation Fund
t hat have been m sappropriated for use, in many cases
swept when New Mexico was short of funds, and not
utilized for the intended purpose of overcom ng the
very few operators that have failed to fulfill their
pl ug- and- abandonnent operati ons.

| think this -- the -- the increase in
bondi ng requirenments that was effected in 2018 was
effected after robust debate and -- and votes by both
t he House and the Senate. And this proposal needs to
be vetted through that process rather than as a
rul emaki ng.

Thank you, Madam Exam ner, for the
opportunity to comment and I'll look forward to the
rest of the testinony. Thank you very nuch.

THE HEARI NG EXAM NER: Thank you very

much, Senator Scott.
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| s there anyone el se on the platform
who would |ike to offer public coment during this
public comrent session? There will be many nore
opportunities. N ne o'clock and four o'clock every
day of the hearing.

And | forgot to nention, if you have
dialed in using a phone, you can use star-5 to unnute
yourself. And if you would like to offer your comment
I n Spani sh, we do have an interpreter present. This
s one of the four sessions in which we have an
i nterpreter present to interpret between English and
Spani sh, and Spani sh and Engli sh.

Anyone el se on the platforn?

(No response.)

No? All right. Let ne ask if there's
anyone in the roomwho would like to offer public
comment during this session.

(No response.)

No? All right. WelIl, thank you all
very nmuch. And our next public coment session wll

be nine o' clock tonorrow norning. And the next public

comment session in which there will be Spanish
| anguage translation will be four o'clock tonorrow
af t er noon.
W will return now to the technical
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case and continue with M. Purvis' testinony.
M. Tisdel?

MR. NYKI EL: Excuse me, M. Nykiel.
That's okay. No worries.

THE HEARI NG EXAM NER:  |'m very sorry.
M. Nykiel.

MR. NYKIEL: M. Purvis, please
continue your summary of direct?

THE W TNESS: Exhibit 43, shown on the
screen, begins a new |line of analysis.

(Applicant Exhibit 43 was marked for

I dentification and received into

evi dence.)

The question here is whether or not a
well, that qualifies under the definition of

"marginal ," is in fact marginal in the general neaning
of that term the general neaning, of course, being
that it's not making nuch noney. |t is making noney,
but not nuch.

So | examned enpirically the rate at
which wells ceased to produce in the |last 15 years.
This graphic is set up in the same way as the previous
graphic, but it shows a popul ation of thousands of

wells that enpirically have ended their lives in the

| ast 15 years: the sanme x-axis, the same y-axis, the
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sanme regi ons col ored.

And what | observe is, of course, that
the large majority of wells cease being margi nal and
beconme econom c at rates known enpirically to be above
the threshold defined for the increased financi al
assurance.

This next exhibit shows that a little
bit nore quantitatively. Exhibit 44 shows, for each
year, the wells which enpirically ended their life,
whet her at the point of the end of their life, they
gqualified for "as no beneficial use," as proposed,

whet her they qualified as "marginal," as proposed, and
whet her they qualified for neither.

(Applicant Exhibit 44 was marked for

i dentification and received into

evi dence.)

And what we see is that, on average
over the last 15 years, nearly 60 percent of wells
t hat have ended, left the domain of marginal, and
become uneconom c, have not begun to qualify for
I ncreased financial assurance, which is to say that
the ternms, the break points as defined, to require
addi ti onal financial assurance, are conservative. As

you saw on ny exhi bit about hol dback, as you -- as you

know, the profitability of a well can be low for a
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| ong period of tine. These -- the wells that ended
here probably were -- were in margi nal status w thout
protection for many years.

Exhi bit 45 shows a way to | ook at the
conpl enent of that data set.

(Applicant Exhibit 45 was marked for

i dentification and received into

evi dence.)

These are wells that are not yet
pl ugged. 1've broken the wells in the state down into
the sanme six categories, for basins, horizontal, and
vertical. And |I've created a type of graphic here
that we can call a peloton graph for easy reference.
And it's intended to show how the bulk of wells
progress through their lifecycle to the end of life.

On the x-axis is the -- | should say
first, each bar represents a 12-nonth average rate of
the wells. It's a histogram but |'ve divided up
those bars and positioned themin a graph. Along the
x-axis is the average age of wells in that bin, and on
the y-axis, the range of rates that that bin covers.

So what we see is an average trajectory
of, in this case, all of the horizontal and
directional wells in the Perm an Basin. And you see

the -- the large majority of the wells are, in fact,

Page 293

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

young. The -- the peloton, the bulk of the bars are
on the order of five years old. But we can see the
path that ol der wells have taken and where they stand
in their lifecycle.

Now, the bottom part of the graph,
colored in gray, filled in gray, represents stripper
wells. And what we see fromthis graph is that we can
expect -- but it inplies is the average |ife of
hori zontal wells are on the order of 15 years. And
this is not inconsistent with the studies |'ve made in
the Barnett Shale and Marcel lus, Fayetteville, any
nunber of other shales: a very high initial rate,
qui ck depl etion, short life.

These wells are not currently at
financial risk. They're still producing at high
rates. They will deplete quickly and beconme -- and
enter a condition of stripper status.

But this graph shows, nore to the
point, much | arger dataset, 22,000 wells of the
vertical wells in the Perm an Basin.

(Applicant Exhibit 46 was marked for

I dentification and received into

evi dence.)

O those 22,000, only 113 wells are

currently producing nore than a hundred barrels a day
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on average. Instead, the large majority of wells are
stripper wells. They have progressed deep into their
life and are in the vicinity of the end of their
economc life.

And this is what | was saying before
about the inherent |ifecycle of a basin. Wat you see
color coded in purple are those wells affected by the
criteria of no beneficial use, and in blue, the wells
affected by the definition of "marginal," which are
clearly still a subset.

Now t o put these rates in context,
let's | ook at exhibit 47.

(Applicant Exhibit 47 was marked for

i dentification and received into

evi dence.)

THE WTNESS: |'ve overlain here the
statistical information about the last 15 years of
wel | s which have enpirically died, |ooking only at the
one criteria, the last 12 nonths' production.

Now, one of | PANM s w tnesses testified
that sonetinmes a vertical well in the Perm an Basin
coul d produce as low as two barrels a day and stil
make noney. And what we see here is that 75 percent
of the wells that ended their |ife did produce | ower

t han that, which suggests, on the one hand, it's
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possi bl e that very many wells have been operated bel ow
economc limt.

But we see that 90 percent of the wells
t hat have ended their |life have ended bel ow five
barrels a day and that the large majority of the
22,000 vertical wells in the Perm an Basin are within
t he wi ndow of the end of their economic life, as
denonstrated by historical performance.

That sanme kind of idea, that sane
dynam c is shown here in the San Juan basi n.

(Applicant Exhibit 49 was marked for

I dentification and received into

evi dence.)

The x-axis here has changed because so
many of the wells are nore than 30 years old. | did
not have a -- an accurate average age. But in the San
Juan Basin, out of 19,000 wells, there are nine
produci ng nore than a hundred barrels a day on
average. The bulk are certainly in stripper status,
but -- but the peloton, the concentration are
producing a little higher.

They continue to deplete. They wl
approach their economc |limt. But the current
proposal only affects the purple and the blue. A

small mnority.
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This graphic, Exhibit 50, overlays the
enpirical information on the economc limts of
vertical wells in this basin.

(Applicant Exhibit 50 was marked for

I dentification and received into

evi dence.)

And we see the nunbers turn out to be
pretty simlar to the average in the Perm an. But a
very |l arge nunber of these wells are already in the
wi ndow, and the -- alnost all of them are near the
wi ndow. Which is to say, again, past is not prol ogue.
There is a large volune of a large liability of
deconmm ssi oni ng, plugging, restoration, renediation
that will cone due in the near future.

Now, the proposal from Applicants al so
i ncl udes a provision for single-well bonding for an
entire portfolio, in this case, of portfolios with
nore than 15 percent of the wells that qualify as
mar gi nal or inactive. Now, renmenber, the
no- beneficial -use clause triggers an action that
sonet hi ng nust be done with the well, not additional
financial assurance necessarily. And this is critical
to the overall effect of the proposal because the risk
is primarily at the -- at the portfolio |evel.

To answer the question of the effect, |
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| ooked at the history or the -- the 2024 production of
the conpanies in New Mexico, the ones that reported
production. There are additional conpanies
responsible for wells that who did not even bother to
file a production report. Excluding those, | found
the proportion of marginal and idle wells under the
proposed definition in each portfolio and created a
bar chart of the -- the nunber of wells in each
portfolio. And that's what you see at the top left.

There is a clear break in the nunber of
wells at a 15-percent marker/threshold. The majority
of wells, 82 percent of the wells in the State of New
Mexico fall in portfolios with |ess than 15 percent
marginal or -- or idle wells -- a marginal or inactive
well's, as proposed. But then, of course, there's this
| ong tail.

Soif we -- if we create a break point
at a 15-percent threshold, draw that vertically down
t hrough the graph, and then | ook bel ow, these are the
sane kinds of bar charts as | was show ng before.

The -- the color corresponds fromthe
top to the bottom So wells in portfolios of fewer
than 5 percent marginal or inactive are shown in dark
brown -- fewer than 10 percent, rather, are shown in

dark brown.
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And what we see is that this threshold
criteria, separately, affects 18 percent of wells in
the state, and it affects 51 percent of the corporate
entities that -- that reported production. But it
affects only 2.3 percent of the statew de BOE

production. And of course, the previous analysis

showed that, on the -- in consideration for new
production, the -- the percentage would be even
smal | er. So on the one hand, it -- it does affect a

number of legal entities, but it affects fewer wells
and very little production.

Last, in nmy sunmary, is the -- the
proposal of an inflation adjustnent. And it's
| nportant to note here that this is an option that
starts several years fromnow at the discretion of the
OCD. It's proposed that they could inplenent a
fornmulaic increase in the single-well bonding val ue,
up fromthe 50 -- $150, 000, based on the consuner
price index.

We -- we've denonstrated what we know
to be the case: costs tend to go up, and they have
gone up significantly in recent years. There are nore
than one way -- there is nore than one way to deal
with increasing costs; you could hold hearings like in

2018 or 2012 or whatever else. This option is nore
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efficient. The question becones then how to set --
how to set the fornmula. The -- the proposal's
consumer price index, which is not obvious, but the --
the tie -- the fornmula needs to be sonething that's

avai l able as well as sonmething that's representative.

So |l -- | have |ooked at historical
inflation in the oil and gas industry -- the -- and --
and observed that there -- there are sw ngs up and

soneti mes down. The best |ong-term neasure i s an
al ternative neasure fromthe Bureau of Labor
Statistics, the best | found, and that is the Ol
Field Equi pnent Price Index. It correlates well to
ot her neasures which are -- may or may not be
available in the future.

And in this graph, Exhibit 53, |'ve
overlain the Consuner Price Index and the G lfield
Equi prent Price Index at two slightly different anchor
poi nts.

(Applicant Exhibit 53 was marked for

i dentification and received into

evi dence.)

The -- the point here is not that
they're the sane; the point is that they trend the
sane way. There certainly was nore volatility in oil

and gas, but in the long term and given the del ay,
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given the availability of data, and given the
denonstrative simlarity, | think it's a fair
sol uti on.

M. Nykiel, that's -- that's the end of
what | had prepared to summarize. |s there anything
el se that | have overl ooked?

MR. NYKI EL: Thank you for your
summary, M. Purvis.

THE WTNESS: Oh. Yeah. |[|I'msorry. |
t hought -- | thought | m ght've had anot her exhibit,
but .

MR. NYKI EL: Yeah. So M. Purvis, did
you submt rebuttal testinony in this matter,
Applicants' Exhibit 74?

(Applicant Exhibit 74 was marked for

i dentification and received into

evi dence.)

THE W TNESS: Yes, | did.

MR. NYKIEL: And do you have any
changes or additions to nake to your testinony or
exhi bits?

THE W TNESS: Yes, | do. On Page 55,
Line 10, the word "fewer" should be "other."

MR. NYKIEL: And is your testinony

accurate to the best of your know edge, and do you
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adopt it as anended?

THE W TNESS: Yes, | do.

MR. NYKI EL: Ckay. Wuld you please
provide a sunmmary of your rebuttal testinony?

THE W TNESS: Thank you for asking.
There was a great deal of discussion on a |arge nunber
of topics. | -- 1 identified three thenmes that were
present, that were of particular inportance, and one
thenme that was absent that | thought was especially
| nport ant.

On the one hand, first, there was a --
a good deal of discussion about what is done or not
done in other states, what the costs are in other
states. There's a good deal of discussion about how
t he changes are inplenented, how the concepts are
i mpl enent ed, sonmetinmes too rigid, sonmetines too
flexible, sonetinmes too uncertain. And there was a
good deal of discussion about the cost to the industry
and indirectly the cost to the public.

But what | did not observe was a
conparison of the costs to industry, to the cost -- or
t he benefits to the public. So, if | may, there
are -- there's a -- a problem a difficulty in
designing policy. On the one hand, it's good to be

sinple, clear, and efficient to inplenent. On the
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ot her hand, it's also good, beneficial, valuable to be
fl exi ble and adaptive. But both of those values al so
have downsi des. They could be called rigid, or they
could be called vague, or they could be called

bur densone.

But the job of the policy naker is to
find what is effective. The policy should acconplish
Its i ntended purpose both now and in the future.

Whet her it's sinple or conplex is a secondary
consideration. First issue nust always be
effectiveness. And to the extent that effectiveness
I's costly, the question becones whether the benefit
justifies increasing the ability to performthe task.

And that's closely related to the
second consideration in policy objectives. The -- the

goal of policynmaker is the greatest public good.

Not -- and this is a lot like choosing the spacing
bet ween horizontal wells. | can put the wells closer
together. | can spend a | ot nore noney. And | can
get nore oil. But at sone point, my econom c returns

dimnish. So I'mgoing to keep down spacing until
reach a maximum |'m going to keep adjusting. As
|l ong as | have nore increnental benefit conpared to
i ncrenmental costs, I'mgoing to keep dialing until |

reach that maxi num So it's not just effective, it's
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effective for the maxi num public good.

Now, there was a -- a little bit of
di scussion fromDr. Arscott about two papers, one by
Dachi s and one by Boomhower. Now the -- the summaries
that he presented with the quotes weren't the nost
salient, in my mnd, but it raises a good point that
prior literature, prior studies, and experience |ay
t he groundwork for what to expect.

This is not dispositive of what w ||
happen in New Mexico. It does, however, set the basis
of expectation by relevant analog. And this -- this
slide and the next two sunmari ze the nost inportant
excerpts froma series of papers which address al
three of the concerns, the thematic concerns from
bef ore.

First, this -- the -- what has been
done before is systematically failing and not an
accurate basis for conparison. Simlarly, the costs
vary significantly frombasin to basin and state to
state, and the costs historically, before inflation,
and the cost in other states are not relevant to the
determ nation of this security that the State of New
Mexi co needs in 2025.

The second, it says that -- one of the

papers offers the conclusion that tinme spent trying to
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optimze the financial assurance is probably a waste
of value that's not worth the benefit it creates. But
nost inportantly, systematically, through these

studi es, we see that the analysis shows that the
changes to financial assurance that have been

| npl ement ed have been suboptinmal. Policies have been
bi ased in favor of production and have created a net

| oss to social benefit.

Al'l that to recommend that a stronger
I ntervention conports better with the established
know edge and sci ence about financial assurance. Not
science. Know edge.

There were sonme other themes in the --
in the direct testinony that nerited address, | think.
Testi nony about alternative nodels, there certainly
are other nodels for financial assurance in other
I ndustries. Those are not before us now. |If we were
going to create a -- a nodel from scratch, we m ght do
sonething different. But that's not the rel evant
guesti on.

And there was a good deal of discussion
about risk-based variations and about the data that's
avai |l abl e to nake the judgenents on what the cost
shoul d be. Most of the argunments are not sonething |

woul d characterize as ri sk-based, but rather
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cost - based.

The question is not so nuch -- the
argunments that are being nade is not so nmuch whet her
or not they're likely to be paid, but how nmuch is
likely to cost. And bearing in mnd that the -- that
the average cost to the State is significantly nore
than the hundred -- than the cost of downhol e plugging
that's being assured.

| | ooked pervasively, |ike everywhere |
could, for -- for costs, and the OCD s information on
the cost that they've spent for plugging is by far,
orders of magnitude better, nore conplete than
anything else that's available. It is the best data
to work from

But part of the argunment pertains --
part of the direct fromother experts has to do with
what they call typical or median costs. And this is a
guestion of what point in the distribution you should
pick. Dr. Arscott accepts/agrees in -- in his
affirmative testinony that we would expect, a priori,
It's the nature of cost estimation that the average
will be higher. This is not a normal distribution,
it's a skewed-right distribution, and the average w ||
be hi gher than the nmedian and hi gher than the node.

What i s appropriate as financi al
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assurance for a single well conpletely on its own --

well, | should say it differently. The nedian cost is
the nost -- the node cost is the nost |likely to be
experienced if you're plugging a single well. But if

you' re plugging a group of wells, whether it's a
portfolio of 50 or 60 or a state of 63,000, you wl|
approach the average. It's the nature of the Central
Limts Theoremthat can -- adding -- probability

di stribution converges at the nmean.

So in the discussion of cost-based
| ssues, there was a proposal, persistent thene, that
It could be tied to depth. And indeed, in the
literature, the depth is one of the stronger anobng the
very weak variables. This is an excerpt fromthe
appendi x to the primary paper cited by nmultiple
W tnesses, by Raim, in 2021.

(Applicant Exhibit 78 was marked for

I dentification and received into

evi dence.)

This shows seven orders of magnitude of
costs correlated to depth. And this is fromnultiple
states, but still the best data to denonstrate.

The -- the -- even with incorporating the
consi deration of depth, the costs vary widely. You

m ght be closer on the average, but you still have a
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very wide variation. |In the case of the Raim study,
the first order variable was the state. Their total
nodel , including six -- five or six variables, gave
them a correlation coefficient of 0.67, which is stil
quite broad. So there's not a situation in which you
coul d incorporate depth and achi eve a situation where
there's never a nunber that's too high or too | ow

Thi s graphic denonstrates the issue of
cost overruns and the nature of that uncertainty.

(Applicant Exhibit 77 was marked for

i dentification and received into

evi dence.)

Now this is data that conmes fromthe
OCD s experience plugging wells. It's a histogram
show ng the percentage overrun or underrun of the
actual plugging costs by conparison to the estinated
cost s.

In the |ast few years, costs have
changed significantly. So as the baseline is noving,
but we do have, as a neasure of -- of that contingency
vari abl e, how much the -- the actual changed. Now --
and there were a nunber of cases in which the

estimated cost in the spreadsheet, in the data of the

OCD was clearly not a well-specific data. |'ve cut
that out. This is where we have a clear by-well
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estimate of cost before the work and after the work.

And what we see is that the nost
likely -- the -- the node of the histogramis plus or
m nus 10 percent. Well done. There's -- there are
cases where there's savings, but nore significant than
| expected. But a |arge nunber of cases with overruns
up to double in light red, and nore than double in
dark red. The average overrun is 43 percent. That is
affected significantly by one sanple. But even if you
take that out, it's an overrun -- average overrun of
25 percent.

So the -- the appropriate way to plan,
the appropriate way to ask for financial assurance is
to get an average cost. Not every well wll go that
hi gh, but on average, because we are dealing with nore
than one well, it wll.

On sone of the other nore m nor thenes,
there's an argunment about the reduction of working
capital and the reduced reinvestnment. Enpirically,

| ' ve denonstrated that reinvestnment is very small for

t he conpany's nost affected. It -- certainly
reinvestnment in the formof drilling.

It will -- the provisions about
transfers will certainly reduce the nunber of

transfers that occur. That's the objective. Even
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several of the witnesses for industry acknow edge that
wells are transferred in this condition of marginal
profitability. And given what we know about the
nature of the lifecycle, a well that's barely nmaking
noney i s probably not going to be able to create a
| ump sum capabl e of paying for its |egal obligations.
VWhat's nore, transfers are not -- have
no i nherent value. They have value to the extent that
a conpany can and will do sonething better with the
property. But if sonmeone wants to do that, they can
provi de the necessary financial assurance. |If they
want to take the risk, then they have the -- then they

need to be able to suffer the downside, the | oss of

t hat .

There is some discussion about
i nnovation. And here, the -- the problemstarts to
becone a question of the nmeaning "small" or "smaller."

Conpani es in New Mexico range fromone well to 10, 000
wells. It's five orders of magnitude. So | could
say, generally, that a -- a large conpany is ten tinmes
as big as a small conpany, but then | can say that
five tinmes. So a conpany of one well, or ten wells is

certainly small, but a conpany of 100 or 200 or 500

becomes a -- a question of whether or not you nean
smal | . | considered those not -- not small conpanies,
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but by the tinme you get to several hundred wells, you
shoul d be operating in a professional manner.

The conpanies and a | ot of the
testinony, both on both sides has opined that the
strategy is cost reduction for the -- the smallest and
the latest, the last in the life cycle. And that is
not conpatible with innovation. That may be ingenious
and creative and hardworki ng and salt of the earth,
but that is not the same as genui ne innovation.

And |l astly, there's an argunent that
the change in -- in rules will drive conpani es out of
the state, with the inplication that that state wl|
suffer as a consequence. There is a good deal of
literature on the concept of tax conpetition anong
states, and that's cited in ny testinony. Wat the
literature shows is that tax conpetition anong nat ural
resources is not effective.

O | conpanies can | eave the state, but
oil fields cannot. Anyone who wants to devel op that
property nmust do so on the ternms that New Mexico
specifies, and the I andowner. Less will be devel oped
in the state only to the extent that the increnental
burden changes the returns on a project so that it
crosses below the threshold for increnental

I nvest nent .
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If a project's producing 45 percent
rate of return as horizontal drillers have often said
i n other basins, and you add sone sort of |ayer of --
of burden that decreases the return to 43 percent, you
are not going to change the ampbunt of activity that's
perfornmed.

I f you change the economics so that it
goes from 11 percent to 9 percent, maybe then that
changes what is perfornmed. WMaybe anot her conpany
still thinks it's 11 percent and they'll do it. O
maybe prices cycle back up, it crosses 11 percent, the
proj ect gets done -- crosses 10 percent, project gets
done and the state is better off for having the
project perforned and taxes paid at a higher oil
price.

| -- there was one way that | could
exam ne the consequence or -- or the significance of
t he nunber of wells, nunber of conpanies operating in
New Mexico, and that is Applicants' Exhibit 80.

(Applicant Exhibit 80 was marked for

I dentification and received into

evi dence.)

This graph shows two different sets of
data. On the left axis, in blue or dark color, is the

nunber of wells that produced oil and gas in the state
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in that year. And the red Iine shows the percentage
decline of well count each year. It's shown agai nst
the scale on the right, and it's shown as positive
nunbers for the net percent exit. And then at

I ndi vi dual years, | have | abel ed the gross nunber of

exits and the gross nunber of entries to the State of

New Mexi co.
And what we see is that, i

years, the nunber of conpanies active in

has neatly halved. The pace of exits fromthe state

has i ncreased fromaround 2 percent to, |

percent. Fifty-seven conpani es stopped producing in
New Mexico in 2024, and only 15 conpani es entered, al

while, in the last 10 years, production has

skyrocket ed.

This is not a dispositive

Is indicative; it breaks the paradigmthat nore

conpani es are necessarily better. There

are still 399 conpanies for this set of wells in the

state, plenty of conpanies to seize whatever

opportunities remain econom cally viable.
There was -- | believe thi

there was al so an assertion that -- or

t he question of the historical significance of the

smal | conpanies. So these two graphics are anal ogous

n the | ast 30

New Mexi co

n 2024, 10

graph, but it

are -- there

sisny --

al so exam ned
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to the bar charts | presented before. But instead of
| ooki ng at 2024 production, | |ooked at production
since 1993.

(Applicant Exhibit 79 was marked for

I dentification and received into

evi dence.)

The top graph ranks the conpanies in
New Mexico by their cunul ative production. And what
we see is the top 10 percent of conpani es have
contributed 96.5 percent of cunul ative production.
The bottom 90 percent have contributed 3.5 percent,
which is slightly higher than it was in 2024, but not
a significant value still.

And -- and the bottom | have grouped
the conpanies by their, by their absolute size rather
than their relative size. The |argest conmpanies in
dark green and the smallest in brown -- gray. And
what we see is, again, the bottom 54 percent of
conpani es made 0.1 percent of all the oil and gas
that's contributed -- been produced fromthe state of
New Mexico over the |ast 30 years.

Now t here was, there was sone
di scussion in the direct testinony about whether
sonet hi ng shoul d be, sonmething m ght be specul ative

and what that m ght nmean and that the sane issue could
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apply, same -- sanme concept applies to the -- to
ext ensi ons of tenporary abandonnent stat us.

And what | observed is that you --
there is a -- a basis that the Conm ssion could use, a
tenpl ate you could use to define those terns nore
precisely. The Society of Petrol eum Engi neers, al ong
with every other major oil and gas organizati on,
endorses the Petrol eum Resource Managenent System
whi ch broadly defines the potential future recovery
into three categories: reserves, contingent
resources, and prospective resources.

(Applicant Exhibit 76 was marked for

I dentification and received into

evi dence.)

Prospective resources, for reference,
hi storically have been called "specul ative resources"”
or characterized as specul ative. These are vol unes
which are not yet proved to exist, but we have reason
to believe that there are fish in the | ake, we just
haven't proved there are fish in the |ake.

Most of the tinme we spend our energy
focused on reserves. But there is this purgatory
category called contingent resources, which is usually
a tenmporary no man's land for things that could

happen, but we don't know for sure.
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But the people who have devel oped the
PRMS have devel oped a detailed set of -- of criteria
and categories for these contingent resources based on
t he technical and econom c justification, the
w | lingness and ability of the conpany, and the
feasibility froma practical and regul atory
standpoint. Those concepts, indeed, those specific
categories could be used by the Conm ssion to define
the thresholds for no beneficial use or perhaps for
ext ensi on of tenporary abandonnent. |[If you want nore
definition, it could -- it could be there.

MR. NYKI EL: Thank you M. Purvis.
Madanme Hearing O ficer, we could begin his surrebuttal
testinmony, but it would probably take us beyond five.
And so | was just curious what you would prefer.

THE HEARI NG EXAM NER: How, how | ong do
you estimate it?

MR. NYKIEL: 1'd say roughly 30
m nut es.

THE HEARI NG EXAM NER:  GOh. All right.
| think perhaps we should do that in the norning then.
As | understand it, we're not really supposed to be
here much past five; correct, M. Chair?

THE CHAIR: That'd be yes.

THE HEARI NG EXAM NER:  All right. So
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we will see you tonorrow norning at nine when we wl|l
begin with public coment.

Thank you, M. Purvis, M. Nykiel.

MR. NYKI EL: Thank you.

(Wher eupon, at 4:53 p.m, the

proceedi ng was concl uded.)
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CERTI FI CATE

I, RYAN AUTEN, the officer before whomthe
foregoi ng proceedi ngs were taken, do hereby certify
that any witness(es) in the foregoing proceedi ngs,
prior to testifying, were duly sworn; that the
proceedi ngs were recorded by ne and thereafter reduced
to typewiting by a qualified transcriptionist; that
said digital audio recording of said proceedings are a
true and accurate record to the best of ny know edge,
skills, and ability; that | am neither counsel for,
related to, nor enployed by any of the parties to the
action in which this was taken; and, further, that |
am not a relative or enployee of any counsel or
attorney enployed by the parties hereto, nor
financially or otherw se interested in the outcone of

this action.

RYAN AUTEN
Notary Public in and for the

State of New Mexico
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CERTI FI CATE OF TRANSCRI BER

I, WLLIAM M LLER, do hereby certify that
this transcript was prepared fromthe digital audio
recordi ng of the foregoing proceedi ng, that said
transcript is a true and accurate record of the
proceedi ngs to the best of ny know edge, skills, and
ability; that I amneither counsel for, related to,
nor enpl oyed by any of the parties to the action in
whi ch this was taken; and, further, that I amnot a
relative or enployee of any counsel or attorney
enpl oyed by the parties hereto, nor financially or

otherwi se interested in the outcome of this action.

H{,dgéﬁﬁia-nnhjﬁjip*h-fFiaﬂkﬂh

WLLIAM M LLER
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