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STATE OF NEW MEXI CO

ENERGY, M NERALS, AND NATURAL RESOURCES

Ol L CONSERVATI ON DI VI SI ON

IN THE MATTER OF THE HEARI NG
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HEARI NG - DAY 9
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REPORTED BY: Geral d Aragon
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Shei |l a Apodaca, Conm ssion Adni nistrator

W I Iiam Anpormah, Commi ssi oner

Greg Bl oom Comm ssioner (by videoconference)

Al bert Chang, Chair
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Comm ssi oner

Rosa Romero, EMNRD Bureau Chi ef

G | bert Corder, EMNRD Staff Manager
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Dan Arthur, Petroleum Associ ati on of New Mexi co
Presi dent, Chief Engi neer

Jonat han O ivas, Public Comenter (by
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Ni chol as Maxwel |, | ndependent Parti ci pant

Ti m Davi s, Public Comrenter

Kennet h Ahl er, Public Commenter

Lauren Pagel, Public Comenter (by

vi deoconf erence)

Page 5

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



© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

I NDEX

W TNESS(ES) : DX
HAROLD MCGOVEN
By M. Suazo 19
By Ms. Fox
By M. Tremaine
By M. G aeser
By M. Cloutier
CLAYTON SPORI CH
By M. Suazo 210
By M. Tisdel
By M. Hall

CX

57
89
126
134

272
303

RDX RCX
141
Page 6

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

WWWw.veritext.com



© 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

NO.
NMOGA:
Exhi bi t

Exhi bi t

D

E

EXHI BI TS
DESCRI PTI ON

McGowen Testinony and

Appendi ces A and B

| D/ EVD

56/ 56

Sporich Testinony, Appendices

A and B, and Denonstrative

Sl i des

268/ 268

Page 7

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

PROCEEDI NGS

THE EXAM NER: Good norning. M nane
is Felicia Oth, hearing officer in the matter, OCC
24683 relating to well plugging and fi nanci al
assurance. We are on day nine of the hearing and
we' ve reached anot her public comment session. | have
two nanmes on the list of folks who wanted a spot this
nmorning, and | think we al so have sone folks in the
room

If you are on the platform please
rai se your virtual hand, or if you have called in
usi ng your phone, please press star, five.

So the first person | have who may be
on the platformis Lauren Pagel. Lauren Pagel. |
think it was EP, Sheila. Up there. Yeah. G eat.

Ms. Pagel, can you unnute yourself?
There you are.

M5. PAGEL: Yes. Thank you so nuch.

THE EXAM NER:  Hi. Would you spel |
your first and | ast nane, please?

MS. PAGEL: Yes. lt's L-A-U-R-E-N, and
P as in Peter, A-GE-L.

/1
/1
/1
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VWHEREUPOQN,

LAUREN PAGEL
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 foll ows:

THE EXAMNER: |I'Ill start your three
m nut es.

MS. PAGEL: G eat. Good norni ng,
Comm ssioners. M nane's Lauren Pagel. |[|I'mthe

policy director at Earthworks, where | focus primarily
on federal oil and gas policy. For nearly two
decades, |'ve worked -- |'ve watched the federal
governnent struggle and too often fail to nake the oi
and gas industry take full responsibility for its

pol luti on and cl eanup.

At the federal |evel, bonding rules
were frozen in time for nore than 60 years. Until
2024, conpani es operating on public |ands coul d post
as little as 10,000 per |ease and 25,000 statewide to
cover cleanup. Wile the BLMfinally updated those
m ni mums | ast year, 150,000 per |ease and 500, 000
statew de, even those levels fall far short of the
real costs to plug wells and restore the | and.

And now, with the Trunp adm nistration

nmovi ng quickly to roll back key environnent al
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protections, potentially revisiting the new bondi ng
rul e, expanding drilling on public |land and waters,
and the federal systemright nowis heading in the
wrong direction.

The push for energy dom nance has cone
at the expense of accountability and community health
before, and the -- states |ike New Mexico will once
again be left to clean up the ness.

It's also worth noting that we're
unlikely to see another major federal investnent in
wel | plugging like the one nade under the
I nfrastructure I nvestnment and Jobs Act, which provided
$4.7 billion nationwi de to clean up orphaned wells.

That fundi ng was an extraordi nary one-
time effort, not a sustainable solution. Going
forward, states are going to have to solve the problem
t hensel ves, and strong bonding rules are the cl earest
way and clearest path to do that.

Ri ght now, conpanies can still drill
hundreds of wells under a single outdated bl anket
bond. When these wells stop producing, taxpayers are
|l eft to foot the bill for cleanup. That's not fair
and it's not sustainable. Strong bonding rules ensure
t hat conpanies internalize the true cost of doing

busi ness, the true cost of drilling, and that cl eanup
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Is part of the business plan at the start, not an
af t ert hought .

At the end of the day, it's an -- up to
states to protect their people, their comunities,
public health, and taxpayer dollars. New Mexico has a
real opportunity here to ensure that those who profit
fromextraction are the ones who pay to clean it up.
Thank you so nuch.

THE EXAM NER: Thank you, Ms. Pagel.
Jonathan Oivas is the next one.

Hel l o, M. divas.

MR. OLIVAS: Good norning.

THE EXAM NER: Good norning. Wuld you
spell your first and |ast nane for the transcript,
pl ease?

MR. OLI VAS: Yes. It's Jonat han,
J-ON-A-T-HAN, divas, OL-I-V-A-S
VWHEREUPON,

JONATHAN OLI VAS,
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 EXAM NER: Thank you. "1l start
your tinme.

MR. OLIVAS: Thank you. Li ke | said,
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my nane is Jonathan Oivas, and | first want to thank
you for allowing nme to speak today to the conm ssion.
| ama lifetime New Mexican. M famly conmes from
Cuba, New Mexico, and ny grandfather, a PONfrom Wrld
War |11, is one of a handful of Purple Heart recipients
from Cuba, New Mexico. So | amvery invested and | ove
this beautiful state.

As an entrepreneur, | have partici pated
i n several different industries in the state, nostly
construction, but in all of these industries, |
understand that oil and gas affects all lives here in
New Mexi co.

| love the fact that New Mexico is a
pl ace of great beauty and abundant natural resources.
| also treasure the fact that nost in our state
appreci ate that and want to protect both our beautiful
| ands, but al so appreciate the bl essing of the
abundance of natural resources that we have here.

Al so, happy bel ated birthday to
Presi dent Teddy Roosevelt, an awesone president and a
great chanpi on of conservation in this country.

From ny perspective as a business owner
here in the state, | understand the inportance of a
good oversight in any industry. And also as an

advocate for positive change in our education
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system -- our struggling education system | know how
i nportant the oil and gas industry and the revenue
generated is to our education system

Especially considering the fact that
just recently, we've added universal child --
childcare here in the state and expect to be hiring
about 3500 childcare workers, which will be directly
af fected, you know, by the revenue that is generated
here.

As a contractor, | can understand how
overregul ati on can hanper business and, in turn,
affect profitability, productivity, and of course jobs
and famlies overall. | do appreciate you
conmm ssi oners | ooking out for the best interest of all
New - - New Mexi cans.

Utimately, the G| Conservation
Comm ssion has a final say about regulations for this
I ndustry, and I would just |ike you to consider the
uni nt ended consequences of these regulations. Anong
t hese, | believe would be | oss of revenue, |oss of
j obs, and actually nore abandoned wells, and would
af fect our struggling education system

| would just like to entreat the
conm ssion to take these thoughts into consideration

as they nmake their decision. And ultimately, |
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bel i eve you guys will nmake the best decision for your
constituents and for this great state. Thank you.

THE EXAM NER: Thank you, M. divas.

s there anyone el se on the platform
who'd like to offer coment during this session? Qur
next session will be at four o'clock this afternoon.

No. All right. | think we have sone
folks in the room

M. Davis. |If you would spell your
first and | ast nanme, please.

MR. DAVIS: TimDavis, T-1-MD-A-V-1-S.
VWHEREUPOQN,

TI M DAVI S,

called 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 EXAM NER: Thank you. [I'IIl start
your tine.

MR. DAVIS: Good norning, Madam Hearing
O ficer, Comm ssioner Anpomah. " m Ti m Davi s. l'm a

staff attorney with WIldEarth Guardi ans, and Wl dEarth
Guar di ans, excuse ne, supports the proposed rule. |If
you drill a well or you acquire a well, plugging,

cl eanup, and renediation should be your responsibility

and you cannot offload this responsibility on New
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Mexi cans.

l"d like to make a few points about the
proposed rule. First, it makes clear that drilling or
wel | acquisition cannot occur until financi al
assurance i s provided.

It increases the cost of financial
assurance for single wells to nore accurately reflect
t he actual cost of cleanup, while ensuring that
bl anket bonds for active wells are posted at the
statutory maxi mum which falls well short of providing
for actual cleanup costs. But it is the maxi mum t hat
this comm ssion can do at this tinme under the G| and
Gas Act.

Addi tionally, the proposed rul e defines
mar gi nal wells and sets financial assurance for
mar gi nal and inactive wells that will guard agai nst
New Mexi cans getting stuck with the bill for wells
that are at high risk of being orphaned.

Second, the proposed rule tightens
transfer rules to protect against risk. Before
operators are allowed to acquire wells, they should be
required to show that they're conpliant with OCD rul es
| i ke those are pluggi ng and abandonnent and al so for
met hane venting and flaring.

They should al so be required to show
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conpliance with rules fromother jurisdictions. The
proposed rule requires this and will protect against
poorly funded or non-conpliant operators taking on
wells, which is a common path to wells becom ng
abandoned and or phaned.

And third, the proposed rule requires
timely cleanup. Current rules allow operators to
I ndefinitely defer plugging inactive wells. The
proposed rule requires operators to denonstrate that
the well will be returned to beneficial use within a
reasonabl e period of tine in order to be granted
initial or renewed tenporary and abandonnent st atus.

Thi s hel ps prevent abandoned wells from
continuing to leak pollutants |ike nethane into our
envi ronnent when they shoul d have been plugged | ong
ago.

The bottomline is that New Mexicans
shoul d not get stuck with the bill for cleaning up the
I ndustry's ness. That's not just a financial bill,
but also the public health bill and the environnental
bill. If a conpany drills a well or acquires one, it
owns not just what it pulls out of the Earth, it also
owns the cost of cleanup.

If you drill it, you nust clean it up

w t hout exception. This should not be controversial,
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and the proposed rule is a reasonable effort to keep
New Mexi cans fromgetting stuck with the industry's
liabilities. Thank you.

THE EXAM NER: Thank you, M. Davis.
Shoul d have al so nentioned that | believe we have
Comm ssi oner Bl oomon the platform

s there anyone else in the roomor on
the platformwho would Iike to offer public comment at
this time? Again, our next sessionis it 4 p.m

Al right. W wll nove back to the
technical case then. Thank you for putting up the
slide there. And | believe -- oh. M. --

MR. CLOUTIER: Madam Hearing O ficer,
just a couple of housekeeping matters. First of all,
|"mthe one saying it, but all counsel here deserve
credit. W reasonably forecast that we will be done
next week. There wll -- no overlap and probably
we're going to be done before Friday. Things depend.

If NMOGA -- | -- like | said, I'm
pl eased to be able to take the credit, but it goes --

the credit is deserved to Conm ssioner Anponah all

t hroughout -- all counsel. [|If NMOGA ends tonorrow, |
am prepared to open. | also have ny first two
witnesses lined up to prepare -- to testify if we have

t hat nmuch ti ne.
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If for some reason we're not at five
o'clock after ny second witness tonmorrow, | don't have
my third witness or another witness lined up, we wll
be finishing early. And | just want to advise the
conmm ssion and you, Madam Hearing Officer, that ']
be requesting early adjournnent if that conmes to pass,
SO --

THE EXAM NER: Thank you for that.

MR. CLOUTIER And |'ve talked with all
counsel and | think everybody agrees, so --

THE EXAM NER: All right. Thank you,
M. Cloutier, for that.

Al right. Let's see. M. Suazo, you
are 44 mnutes into M. MGowen's direct by ny record
keepi ng.

MR. SUAZO That is consistent with our
timer as well.

THE EXAM NER: Okay. Thank you.

MR. SUAZO. Thank you, Madam Heari ng
Oficer. M. MGowen is back on the stand.

VWHEREUPON,

HAROLD MCGOWVEN,
called as a witness and havi ng been previously sworn
to tell the truth, the whole truth, and nothi ng but

the truth, was exam ned and testified as foll ows:
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DI RECT EXAM NATI ON
BY MR. SUAZO:

MR. SUAZO. M. MGowen, good norning.

MR. MCGOVEN: Good norni ng.

MR. SUAZO. So we left off yesterday
after you' d finished -- well, we're going to start
with the proposed new classification of marginal wells
and financial assurance obligation. So starting with
your slide 23, can you please explain -- sorry. Can
you pl ease explain the inportance of marginal wells?

MR. MCGOVEN: Well, many marginal wells
are mai ntai ned for reasons that go beyond short-term
volunme. And one of the big ones is strategic | ease
retention. And -- and that's inportant from the point
of view of operators that are trying to bring capital
to devel op new reserves. So running roomis critical.

Once you test an idea, you really need
a -- a place to go continue to use that idea. So you
don't want to take the risk to prove up a new concept
in an area and then not have anywhere to go with it,
‘cause that's how you spread out the risk. 'Cause
you -- this is a risk-based business. 'Cause anytine
you try sonething new, it's -- there's risk involved.
So the -- the lease retention is a part of that. |

can go into that nore |ater, but --
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Pressure support and is, you know,
future candi dates for EOR projects, of course. In EOR
context, these wells my becone ejection wells, pilot
wells for reservoir evaluation. There's also types of
huff and puff, what they call it, EOR And | can talk
about that later. |[|'ve done sone of that in ny
career.

Addi tionally, maintaining margina
producti on can preserve access to the subsurface
estate, keep -- keep the | ease -- keep the | eases

active. Sonmething that's really inportant when you go

into a play if you're bringing capital is are -- do |
have the | eases? Do | have the right to drill here?
And once you go into a play and -- and

things start to heat up a little bit, it's really hard
to put those units back together if they fall apart.
So that would be inportant to folks trying to bring
capi t al

For many operators, particularly snal
and m dsi ze i ndependents, marginal wells are -- are
t he backbone of sustained cash flow. So margina
wells and stripper wells account for a significant
share of U S. oil and gas production. M focus I'm
trying to bring fromny point of viewin nmy career is

really the opportunity loss that mght go with that
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and -- and the inportance of just considering that
in -- in maki ng these patients.

MR. SUAZO. Very good. And noving on
to your slide 74. \What is the new definition of
mar gi nal well that is under consideration?

MR. MCGOVEN: QO or gas well that
produced | ess than 180 days and |l ess than 1,000 BCE
w thin a consecutive 12-nonth peri od.

MR. SUAZO. Ckay. And what risks does
this threshold for what are deened or to be
considered -- proposed to be considered margi nal that
are present?

MR. MCGOVNEN: Well, the -- the
situation that I'"'mtrying to -- to visualize is I'm--
"' m thinking of nyself comng into this situation as
an operator. And | can think of exanples in ny career
where this would have actually elimnated a | ot of ny
candi date wells before | even got started with ny
project. So that's one of my big concerns here.

And it's not necessarily this in

I solation. It's nore about how this interacts with
all the other -- all the other changes to the rules,
‘cause it -- I'm-- I'mtrying to understand how all

these interact, and comng at it as an operator, not

as an attorney, and realizing that it's like a
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conputer program |If | change one thing here, it's
got an inpact sonewhere el se.

So, you know, the -- the exact nunbers
are not that inportant to ne. |It's nore about how
that works with all the other changes to the rules.

MR. SUAZO. Ckay. So based on that
i nsight, what is your bottomline recommendation to
the comm ssion with respect to this proposed margi nal
wel | definition?

MR. MCGOVEN: Well, New Mexico has al
ki nds of different wells and it's got many margi nal
wells that could serve long-term strategic functions,
and -- and maybe already do. Also noted in Dan
Arthur's testinony, the proposed definition, when
you're trying to flag uneconomc wells risks sweeping
in a nunber of wells that woul d be productive or -- or
coul d be productive and are strategically maintained.

So again, I -- 1 think I've said this
multiple tines, but, you know, I"mnot -- |'m not at
all agai nst what everybody's trying to do here.
That's not what I'"'mtrying to say. Wat |I'mtrying to
say is that let's just think about what m ght be
uni nt ended consequences fromthis -- these many
changes this fast.

MR. SUAZO. All right. So let's nove
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on to the restrictions on operator registrations and
changes of operator. W're going to skip sone slides
and just go on to your analysis slide. Wat are the
probl ems and potential inpacts of the proposed changes
to operator registration and transfers?

MR. MCGOVEN: Well, 1've -- |'ve never
seen anything like this before. So as an operator,
l"mtrying to understand how -- again, |I'mnot an
attorney so | don't understand how New Mexico can then
reach into regulations from other states.

And then you could have sonet hi ng goi ng
on in another state that's not particularly egregious
t hat ends up hol ding up your deal, you | ose your

capi tal backing, you |lose the deal, so you're not able

to get -- you know -- deploy capital.
Sol'm-- |I"mjust concerned about
that. |1've never seen that before. | understand

trying to make sure that you're not working with bad

actors, that you don't want bad actors comng to the

state. So I'm-- I'mnot saying you shouldn't figure
out a solution, but that -- that del ays operator
transfers.

And, you know, | -- | have sold assets

in the oil and gas industry and transferred themto

t he next operator. On Navi dad Resources, LLC,
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basically we peeled wells out that needed to be

pl ugged and -- and we transferred the other assets to
the new operator. And then | actually went out
personal |y and plugged the wells.

So, you know, I'mall for taking care
of your stuff and cleaning up your -- your ness. |'m
just not sure how this -- whether this would ve a
chilling effect on capital formation for fol ks that
are trying to cone in and do future devel opnent.

MR. SUAZO. Al right. Very good. And
in the interest of time, we're going to junp to slide
82. Slide 81 has a conparison of -- wth sonme other
jurisdictions. But on slide 82, can you kind of go
into greater detail on why these proposed changes are

further problematic?

MR. MCGOVEN: Well, | was thinking
about a scenario where you had -- let's just say
there's an operator that -- that has an idea of what

they think they can do with a particul ar property.
And |I'mvisualizing a property that's probably
vertical wells with a nunber of inactive wells and
some margi nal wells. Maybe it's a couple of hundred
wel | s.

So they -- as they conme into the --

into the project, they would need to gather and
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certify P&A plans for every inactive well across all
their states, | guess, is the way I"'mreading it. |
mean, you know, |I'mnot an attorney again, but |I'm

just trying to understand what it says. And then they

woul d have to -- to get their status approved in New
Mexi co.

So -- so, you know, the way that Texas
treats the marginal wells is -- is very different.

And inactive wells, they've actually have sone

I ncentives. | want to talk about -- a little bit
about that later. But they have incentives to try to
preserve those wells, so they have a different -- a

totally different phil osophy.

So |l just -- | just -- having raised
capital, and that's not easy to do, you need to -- you
know -- |'ve gone -- worked with private individuals

who put in capital, but | also worked with industry
partners and | also worked with private equity.

So you've got to be able to walk in
there with a -- with a plan that you could execute
t hat says there's a high probability that you could
execute that plan. So anything that we would refer to
in the industry as hair on the deal, |ike dropping
your lollipop in a -- a barbershop, that would -- that

woul d be a big problem
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And so you -- you m ght not ever -- not
ever get your -- your project off the ground to bring
capital to increase production, which has all the
benefits that -- you know -- that New Mexi co.

MR. SUAZO. So noving on to, | guess,
your assessnent of the practicality of the proposals.
On your slide 83, in your opinion, is it even feasible
for a seller to certify the buyer's conpliance across
various jurisdictions?

MR. MCGOVMEN: | would think it's -- |
mean, it's not in all cases, but it could be sone
m nor thing that you' ve got going on that you're
trying to deal with. And it's -- it would hold up
your -- your whole project and hold up your -- your

capital formation.

So again, |I'mnot saying that you
shouldn't try to root out the bad actors. |[|'m not
saying that. I'mjust a little concerned that this is
a -- abig-- abig overreach and it m ght have

unf oreseen consequences.

MR. SUAZO. Al right. Let's nove on
to your overarching recommendati ons that are part of
your direct testinmony. Can you wal k us through these
recommendat i ons pl ease?

MR. MCGOWEN: Well, the -- the use of a
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rigid production nunber to -- to figure out whether
the well has any future value is, as far as | can
tell, conpletely arbitrary. 1It's not science based.
It's not econom c based necessarily other than you

t hi nk maybe the wells m ght not be producing in paying
guantities.

But it's -- it's a conpletely arbitrary
nunber, but it's not based on any science or any
future potential or any opportunity loss that's
included in that. | -- | would recomend preserving
and strengthening the existing tenporary abandonnment
program

Now, again, |'ve learned a lot from
being in these hearings and |istening to everybody,
and |'ve tried to internalize all that as we've gone
through this. So | -- |I"mnot saying you don't have a
problem that needs to be solved. And | don't -- and
"' m not saying the industry shouldn't clean up its

mess. And | can talk a little bit npre about that

| ater.

But |'m very passionate about the
I ndustry cleaning up their nmess actually. 'Cause the
bad actors make the rest of us |ook -- |ook bad. |

t hi nk you should use the pressure testing to serve as

the primary neans of denonstrating nmechanica
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integrity. That's a reliable way to do it.

That -- you -- you don't have any
mechani cal risk by going back into the well and -- and
trying to do things that -- that -- where you m ght
end up with a phishing job. So -- and then use your

| oggi ng when you need to use it, when you see an
i ndi cation of a problemor -- or age or there's sone
other indicator that's, you know, first principles
engi neering based to -- to get that additional cost.

| -- I was thinking about it this way.
It's sort of like -- what they figured out about
getting col onoscopies is they figured out, well, maybe
we shouldn't do these so often 'cause every once in a
while we kill sonebody when we do this. So maybe
there's a -- a -- you know -- a practical limt here.

| woul d adopt a risk-based bondi ng
framewor k. And again, |'ve talked about this alittle

earlier. You know, corrosion is dependent upon the

age of the well and the fluid systemin the well. And
whet her you -- whether you've used corrosion inhibitor
t hroughout the life of the well, whether you -- you've

done a good job of your corrosion inhibition. These
are things that are -- these are all known technol ogy
and science. Gkay. And then the well type,

basi cal | y.
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Now, the depth, yeah, you can figure
that in, but that's -- the reason you've got this
skewed data. And | do think maybe that's why we're
seeing all these different estimtes of what it cost
P&A a well is 'cause we're dealing with different
popul ations that have different -- and, you know, in
statistics we mght call that a binodal popul ati on;
ri ght?

So -- so | think there's some nore
statistical work that needs to be done to figure out
exactly what's driving the -- those -- those big
outliers. | would do sone root cause anal ysis on
those outliers and try to figure out, well -- well why
did this happen? Wy didn't | spend 5 mllion bucks
to plug this little bitty well? |[|'ve got a feeling it
was probably froma phishing job and maybe sonme --
sonme contam nation of the groundwater or sonething
i ke that, but -- so risk-based bonding.

Col | aborate with the industry to define
realistic cost benchmarks. And sonehow everybody
needs to cone to a concl usion about what it really
costs to plug these wells. And really, going forward,
what's it going to cost in the future. So if
you're -- if you're looking at ancient wells with a

| ot of corrosion problenms and bad cenent and bad
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practices fromthe '20s, the '30s, the '40s, the '50s,
that's a whole different world than nodern conpl etion
systens and the way people conplete wells.

Particularly the way people are
drilling horizontal wells. W just are better at
these things. W' ve got better quality materials,
better equi pnent, and people know what they're doing
better than they used to, so -- and figure out sone
way to do a responsi ble operator transition. Just
encour agi ng; okay?

| mean, obviously everybody -- you
know -- the state has its goals and | appreciate what
everybody's trying to do. Nobody dislikes bad

operators nore than | do; okay? So here's what |

woul d say about that is -- is if you could figure out
a way to -- to make sure you don't have bad actors
comng in, but not chill capital formation and -- and
don't chill acquisitions.

Or you're bringing people in to fix al
your problens that have the noney to do it. So you
don't want to run themoff into a different state.
You want themto conme to New Mexi co.

MR. SUAZO. Thank you, M. Mbrgan
[sic]. And on your final slide, you know, | think in

your direct, you've raised sone inportant, you know,
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context and, you know, recognize the difficult
position that the comm ssion and -- and industry is
in. Can you touch on, you know, the big picture of

your expert opinions for your |ast slide, please?

MR. MCGOVWEN: Well, I -- 1 -- first
off, I want to say | applaud what -- what the OCD is
trying to do. | -- | think they're working hard to

solve this problem and that's a great thing. But we
need to figure out a way to not throw out the baby
with the bath water.

So sonmething else to think about is
that the oil and gas conpanies are al so taxpayers and
then their enployees are taxpayers and the service
conpanies that -- that work with themare all folks
that are nmaking noney by having jobs in New Mxi co.
So all of that we need to keep up; right? Job
creation and econom c grow h.

And then we need to figure out a

constructive way to work together. And throughout ny

career, |'ve always tried to strive for a win-win
proposition. And if there's any way that -- that we
can all get there, that would be fabulous. | think we
could -- it's possible.

So if you could cone up, you know, wth

rules that are intended to support the New Mexico's
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m ssion whil e safeguarding long-termviability of
responsi ble oil and gas devel opnent, that woul d be

nmy -- ny recomendation. And | -- we'd be happy to
entertain -- |'ve got all kinds of ideas about things
that could be done, but that wasn't really part of ny
scope of work.

MR. SUAZO  Understood. Well, thank
you for your direct testinony. W' re going to nove on
to your rebuttal testinony starting with slide 88.

What are sone of your overarching concerns with the
applicants' case as articulated by their various
w t nesses and other experts in their direct testinony?

MR. MCGOWNEN: | think what -- listening
to everybody and listening how this has all gone so
far, it's -- it seens |like we need to do a better job
of scrubbing this data and really get down to brass
tacks about, well, how many orphan wells do we really
have? How many inactive wells do we really have?

| mean, |'m hearing different estimtes

fromdifferent folks. Everybody's working hard, these

are all smart people, but | know fromny -- ny own
experience, |'ve done a | ot of projects where | -- |
| ooked at huge databases, like, an entire field,

t housands of wells, and | know how hard it is to scrub

t he dat a.
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Sonetinmes the quality of the data's not
that good. So it takes tine and effort to go in and
scrub the data and get a good answer. So | would say
that that's what |'m speaking to on nunber one,
really.

And then the next thing would be, | --
| was really baffled by this idea that speculative is
now a dirty word because, as | think |I said before,
| -- 1'"ve been doing speculative things in the oi
patch for 40 years. Every advance that we've ever
made in the oil and gas industry to find new ways to
extract oil and gas and create energy independence for
this country so we aren't dependent on, you know,
forei gn powers has been specul ati ve.

Every -- you know -- | can -- | can
give you nultiple exanples where sonebody had a
hypot hesi s and they needed to test that hypothesis and
you need a bit of running room So -- so the -- the
applicants' experts, | realize what they're trying to
do. They're trying to get this thing into a box and
make it really easy to figure out.

The -- the problemis, is this is a
messy industry in nore ways than one. One of the ways
it's messy is that it's dark down there. W don't

exactly know what we're dealing with downhole. And
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with all the tools we have, we still are -- those are
all indirect neasurenents. Those are not direct
measurenents. So we're having to take this data and
try to figure out what we think that neans.

And we al so don't necessarily know how
a technol ogy used one area will work in another area
because not her nature gets a vote and hers is the only
one that counts; right? So you have to figure this
out by trial and error. So that's a specul ative
process necessarily.

Sol -- 1 think we need -- if sone --
If there's any way that -- that the parties can figure
out how to deal with that issue, not to squelch
Il nnovation and capital formation and val ue creation,
and at the sane tinme protect the environnment, that's
critical.

So now, driving the small operators out
of business inadvertently maybe or even inadvertently
is a slippery slope. 'Cause you mght end up with a
bunch of fol ks just handing you the keys and wal ki ng
away and | eaving you with nore problens than you
anticipated you were going to have.

So it's going to be a shock to the
systemif you do -- for what |I'mseeing, it feels like

it's going to be a shock to the whole system And you
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may have fol ks that just end up pulling up their tent
and |l eaving you with a problem So that's certainly
not sonething that anybody wants.

MR. SUAZO. Thank you. And nobvi ng on
to slide 89. D d you identify any errors or
I nconsi stenci es and i ssues with Applicants' P&A cost
data that they' ve based their estinmated average wel
P&A costs and financial assurance changes on?

MR. MCGOVNEN: Well, | 1 ooked at the
Moss database and | did ny best to -- ny best to
doubl e and triple check it, my analysis, and | just am
comng up with a bit different set of nunbers. You
know, | canme up with about 128,000 versus the -- |

think it was 160-sonet hi ng.

And then there's -- again, this is a
data scrubbing issue; right? You -- you really need
to go in there and make sure that -- and that my take

alittle tinme and sone effort, and nmaybe nore than one
party can work on it together to try to nake sure the
scrubbing is done correctly. But you don't want to
doubl e count, and --

| nmean, it's a conplicated problem and

it's a lot of data. So, you know, | appreciate that
it's not easy to get the right answer off -- right off
t he bat.
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So now, it -- | -- what |I'mseeing is,

and what | understand, is that those orphaned wells,

wel |, those are going to be sonme of the worst
operators. |'ve |ooked at orphaned wells. | --
recently, | went out and | was | ooking at orphaned

wells to see if maybe | could take them over.

And | went and on -- went on site,
| ooked at all those wells and exam ned them and -- and
| ooked at, you know, how they ended up being in the --
in the process. Well, | could see that that operator
was not a very good operator. And that's not the

first ones |I've | ooked at.

So, you know, that -- it -- it ends up
making a -- a biased data set is nmy point. So again,
if you could figure out, well, howdo I -- how do

sort out the really bad ones, figure out what that's

going to cost? And then figure out, well, what's the
rest of this data set -- what are these going to cost?
So that would be nmy -- that's just ny recomendati on

from an engi neering anal ysis point of view.

| understand what -- what M. Purvis is
trying to do with the hol dback concept. |'m not
totally sure how it informs the process. | nean
it's -- | think it's alittle bit obvious that, yeabh,

eventually there's not enough juice left for the
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squeeze.
But the thing that | don't see in there

as part of that is the -- the -- what about the

opportunity loss? Let's not forget that. 'Cause

that's been ny job for 40 years, is to try to | ook for
opportunities and then execute on those opportunities,
so --

And again, you know, there's -- there's
this issue of, well, what -- who are the contractors
that you're working with in New Mexico? What are the
probl ens you' re dealing with in New Mexico? Probably
a data set from New Mexico would be -- would be very
hel pful .

| was thinking too, I would -- if | was
going to do this on ny own, | would probably want
to -- | would start with a -- a procedure under the
new rul es, whatever that is for -- for, you know,
what ever you' re doing, plugging your tenporary
abandonnment. |'d figure the cost on that. 1'd build
up an AFE, an authorization for expenditure, |ike --

And then what we normally do in the
I ndustry is we figure out there is a trouble free
number and then there is a contingency you apply to
that. There's a percentage that you apply. That's

based on a statistical analysis. So | -- | think I
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woul d borrow fromthat -- that practice in the
i ndustry and try to figure out a way to conme up with
what the cost ought to be.

MR. SUAZO. To your know edge, is

M. Purvis's hol dback theory any sort of industry

st andar d?

MR. MCGOVEN: |'d never heard of it
before, and I -- and | don't see it built into the
various econom c nodels, but -- | nean, | understand
what he's trying to get at. So I'm-- |'m not
throw ng rocks at himon that. |'mjust saying that

It's not really sonething that's wdely used in the
I ndustry.

MR. SUAZO. Now, let's stay on the
financi al assurance and P&A costs on your slide 90.
VWhat are your closing thoughts on whether the $150, 000
flat fee for bonding represents the reasonable cost to
P&A a wel | ?

MR. MCGOVMEN: |I'msorry, could you say
t he question --

MR. SUAZO. Yeah. \What are your
t hought s on whet her the $150, 000 flat bonding fee
represents a reasonable cost to P&A a wel | ?

MR. MCGOVEN: | understood that was
the -- the 150 is the per well bonding; right?
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MR. SUAZO.  Yes.

MR. MCGOWEN: Not a flat. Yeah. So
well, this is where I'm-- this is where sone of ny
confusion has cone in in |looking at all this
information; right? |Is you -- you've got this factoid
here that -- that The New Mexico O | and Gas Justice
and Reform Act, they showed that they thought that the
P&A cost was $70, 000 a well.

And then when we | ook at the dataset
fromthe orphaned wells, we see a nuch hi gher nunber.
Well, that really doesn't surprise nme; right? Because
I f you've got a total average across all plugging
across the | arger popul ation, and then you' ve got a
bi ased sanple of the worst wells, well, | would expect
the worst wells to have a higher nunber. So again, we
all -- everybody needs to figure out what is the real
number we ought to be dealing with and what's it based
on.

Now, there's also this issue of this
hard cap of a $250, 000 bl anket financial assurance.
Something that |'ve been really struggling with is
this 15 percent cliff where -- |I'mjust visualizing
|"mthe operator, and I'mthinking |I've got ny
financial assurance all figured out. And then |I have

sonet hi ng happen where | | ose sone of ny -- ny wells
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go offline. And it triggers.

It -- it feels |ike what you end up
withis a-- ade facto -- like, a -- you know --
could be a $15 mIlion blanket 'cause you had to do it
on every well. So essentially it becones a bl anket on
all your wells. That -- that -- this seenms a little
terrifying when | start thinking about doing -- if |
was doi ng planning as an operator. So if -- if

there's sonme way to soften that or do sonething
different with that, I -- | would recomend taking a
| ook at that.

Now, Arthur and Enerick, they tal ked --
they -- they had sonme persuasive discussion. |
| earned a ot by listening to those folks. And |'ve
| earned a ot fromlistening to both sides, by the
way. | -- | would say that, again, this is nore of
a-- alet's try to base this bonding on -- on sone
sort of realistic nunber.

If there's a -- you know -- if | know
what the actual cost is going to be, let's -- let's
use that number. That's what | woul d say.

MR. SUAZO. Very good. Let's nove on
to your Appendix A. And | think you have sone
i nteresting observations you'd like to share starting

on slide 91. And I'"'mgoing to let you wal k through
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this slide and also | et us know when you want to
transition to the next sets of slides, just because
they're nore or |ess rel ated.

MR. MCGOVEN:. Okay. Well, | just
| ooked at this one area. | didn't -- didn't | ook at

everything in the state. But what | was trying to get

across here is -- you'll notice that there's kind of
a -- thisis land tract unit by trajectory. So
there's kind of this purple -- well, that's acreage

that eventually becane horizontal acreage.

And then you see the little -- the
little yellow dots. Well, those are vertical wells.
So this was 1960 to 1990. Now, we knew how to do
hydraulic fracturing back then. Wat we didn't know
was all -- what we didn't have was all the enabling
t echnol ogi es.

So sonebody said sonethi ng about we've
been doing hydraulic fracturing since 1950. Well,
sure, but we've done a lot of innovating and a | ot of
thinking and a |l ot of figuring and a | ot of patent
work in the intervening years. So for exanple, the
conposite bridge plug, away from cast iron bridge
plugs. | was a expert for Halliburton defending
their -- their conposite bridge plug patent when it

first cane out.
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Well, that was a huge deal. It doesn't
sound |i ke nmuch, but you can drill the thing up in a
few mnutes and it turns to mush and you can wash it
out of the well versus sonething that you may not be
able to get out of the horizontal ever. So just one
exanpl e.

So what you're looking at here is this
Is pre -- pre-enabling technol ogies for horizontal
mul ti-stage hydraulic fracturing. Okay. Go to
the -- go to the next one. And you see there's sone
nore vertical wells that pop up. Next slide.

And the -- you start seeing sone purple
show up here. So this is where sonebody | ooked at
what was going on in other parts of the -- of the
wor | d; okay? For exanple, Texas. And they went,
"Gee, | wonder if this technology will work in New
Mexi co?" That woul d've been specul ati on at that
point; right? Because -- though we'd done it before.
And not her nature gets the vote; right? So go to the
next slide.

Ah, but, aha, the first guys that went
in there, they got it to work. And sonebody said,
“"Well, could it work over here"; right? So they
started noving and testing and noving and testing,

pil ot testing and noving. Go to the next slide. |Is
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there -- is there another slide? There you go.

So what | didis | zooned in. And one
of the big things everybody didn't know that they've
been trying to figure out is what's the spacing goi ng
to be between these horizontal wells; right? Because
nobody really knew that. And they still are trying to
figure that out today; okay? 1've been to nultiple
conferences on this recently.

And so that tells you how nuch resource
I's available, so -- and you notice there's vertical
well sprinkled in here. They're doing things like
pressure nonitoring. They're using themfor -- you
know -- you can run mcro seismc phones in those and
figure out where the rack's going. So they're -- you
know -- there's utilization there that's potential.

So | was just trying to point out, just
rem ndi ng everybody, how did -- how did New Mexico
beconme this powerhouse in production? Well, it was
t hrough specul ative use of vertical properties
that's -- that held the acreage, allowed capital
formation, and then allowed innovation to occur.

And al l owed you to basically have a
pilot program | can test ny idea, walk ny way
through it with iteratively gaining information.

That's the engi neering design process.
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MR. SUAZO. Now, let's nove on to your
Appendi x B where you provide sone redevel opnent
exanpl es and sone conparative analysis. Wat did your
anal ysis reveal ?

MR. MCGOWNEN: Well, basically in a

nutshell, 1 went through and -- and just |ooked at --
did sonme research and to think about, "Well, how did
all this stuff that | just showed you on that slide

happen?" Ckay. Well, why don't you just go to the
next slide? | can talk about sone of the -- the
particul ar deal s.

You can see all these deals right here.
So sone of these -- sonme of these m ght have been
publicly traded conpani es and sone of these -- so
they're raising their noney fromthe public. Sone of
these are conpanies that are private equity backed.
But sonmebody needed to bring capital to make this
happen.

So they want to know that when they
into that area, they're going to be able to go devel op
this stuff. And they're going to know that -- that
all of their opportunity set isn't going to evaporate
on them before they even get their idea tested. So
just think of the amount of capital that's brought in

her e.
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Now, am | saying that they shoul dn't
clean stuff up? No. Just want to neke that perfectly
clear. |'msaying every -- you know -- the industry's
got to clean up its mess. But let's not throw the
baby out with the bath water.

MR. SUAZO. Very good. Next slide,
pl ease.

MR. MCGOVNEN: And really, this is just
wal ki ng you t hrough sonme -- sone exanples of -- of how
fol ks | everaged the existing infrastructure. And from
a long-term specul ator, when | see an old well, |
I mmedi ately ook at it and think, "Wat could I do
wth this thing that | could get cheap and then turn
it into sonmething great?" 'Cause that's been what
|"ve done ny whol e career.

MR. SUAZO. So | guess nobving on to
slide 103. In summary, what is your Appendix B
I ntended to show the comm ssion?

MR. MCGOVMEN: |I'mjust trying to rem nd
everybody of how New Mexico got to be this powerhouse,
and, you know, they're -- what is it? -- nunber two in
the country now? That's a big deal. And it's -- it's
great for the country, it's great for New Mexi co.

Qbvi ously there's probl ens.

And a |l ot of those problens are -- are
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fromthings that happened a long time ago and fol ks
didn't do things the way they should have before even
sone of these regul ations existed. So yes, got to
clean that up. But let's not throw the baby out with
the bath water. |I'msorry | keep saying that, but --

MR. SUAZO  Understood. Well, thank
you for that. | know if the commi ssion has any
questions for you related to these case studies you've
provi ded, you'd be glad to answer them

That concl udes our rebuttal testinony.
We don't have surrebuttal slides, but we do have sone
surrebuttal questions and comments, so we're going to
nove on to that.

M. MGowen, did you have any comments
with respect to the questioning of M. Dan Arthur
regardi ng the treatnment of marginal wells under
federal |aw?

MR. MCGOVNEN: Well, | got to thinking
about that 'cause | was a little confused.

M5. FOX: (Objection. Howis this
surrebuttal ?

MR. SUAZO: Because -- well, it's in
response to your --

THE EXAM NER: He's responding to

M. Arthur's testinony. |s that what you sai d?
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MR. SUAZO. The questions to
M. Arthur's testinony from cross.

M5. FOX: So he's surrebutting his own
W tness testinony. That's not surrebuttal.

MR. SUAZO. No. He's surrebutting the

guestions that were asked on cross.

MS. FOX: That still is not
surrebuttal. You need to -- surrebuttal is
rebutting -- and this is in the procedural order.

Surrebuttal is rebutting rebuttal testinony from
anot her w t ness.

THE EXAM NER: Ri ght.

M5. FOX: You don't surrebut questions.

MR. SUAZO. | will ask him how that
pertains to WELC' s witnesses on the margi nal well
| ssue.

M5. FOX: The procedure order is very
clear with surrebuttal, and the hearing officer has
al so been very clear on a nunmber of occasi ons about
surrebuttal. And that is in order to introduce
surrebuttal, you need to identify the specific
rebuttal that is being surrebutted.

THE EXAM NER: So whose rebutta
testi nony would he be surrebutting on the narginal

well issue, M. Suazo?
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MR. SUAZO It would be
M. Al exander's.

THE EXAM NER: M. Al exander's. Ckay.

M5. FOX: Then I would just ask that
you identify the rebuttal testinony from M. Al exander
by page nunber and what the substance of the testinony
is so that we know that it's proper serve.

MR. SUAZO.  Sure.

THE EXAM NER: Okay.

MR. SUAZO. See if | can find that.
Gve nme just a sec. Let nme cone back to this question
and we'll nove on to the other surrebuttal questions
we have.
BY MR. SUAZO

MR. SUAZO. M. MGowen, what is your
response to Applicants' expert, Thomas Al exander's
I ndi cation that operators are constantly nonitoring
wel I s sonehow neans the operators would not need a | ot
of time to rebut the proposed presunption of no
beneficial use?

MR. MCGOWNEN: COkay. So the -- the flaw

| see in that reasoning is -- you know -- yes, you're
moni toring production. So let -- let's just give
an -- 1'll give you an example. If -- if I were to
start off with a project that |'mworking on
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currently, so what |I'mlooking at doing is going into
afield that -- that was -- has |egacy wells and |
want to apply a stinulation technique that's never
been done before.

What | want to do is actually want to
stinulate two dual opposed, open hole, lateral,
hori zontal wells that are parallel to each other. And
then | want to -- I'"'mgoing to do this basically with
just water. And then shut the wells in, allowthe
water to inbibe into the matrix, push oil into the
fractures.

So now, nobody's ever done that in this
field. Now, |'ve done that simlar things in other
pl aces and |I'm borrowing ideas fromthe Perm an, from
m -- ny -- I'"mborrowing ideas from |ike, the 1990s,

and | want to go try that.

So if | want to try that, |'m not going
to go -- there's -- I'm-- |I'"mnmaking a deal right
now. |It's taken about a year to negotiate, but I'm

about to get the deal done. Where | would work with a
bi gger operator, and I'd bring the technol ogy and the
| deas, and they -- they'd bring part of the capital.
So in that situation, they've got about
50 wells. So I think I've got 50 candidates for this.

It's a conmbinati on of restimul ati on and hand soi |l
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recovery. So the issue is that, well, |I'mnot going
to go try -- | don't want to go try this on just two
well's and then have nme -- you know -- |'m ki cked out
of the program Neither did they.

Al so, we don't know if it's going to
work or not. Now, |'ve got good science to support
that, but there would be nmany people who disagree with
me and nobody else has tried it in this field, and the
field' s been around since the '90s, so -- why did

nobody else try it? Well, nobody el se has ny

particul ar experience set. |I'mnot that smarter than
anybody else. | just have a different experience set.

So in that case, | can inmagi ne where ny
| egacy wells -- what if | end up having to plug those

out before | can actually get around to proving it up?
So |I've got to convince -- it's taken ne about a year

to negotiate the deal, and then it's going to take ne

time to go formcapital. And then |I've got to execute
the first wells.

And then that's going to take at | east
six months, maybe a year before we actually have
enough production data to go, "Well, I've got a --
|'"ve got a reliable ultimte recovery and | can
proj ect econom c analysis on just these two." Well,

now | need to do a couple nore and a couple nore. |
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need a statistically significant set for anybody to
want to pour a lot of capital intoit. And then we
m ght go into a node where we -- we do a bunch of

t hese.

So in that particular case, what would
be a horrible thing for us to have happen woul d be
that we end up having to plug out our wells because we
had to go to a regul atory body that doesn't -- they
don't believe ny story. Well, it's not unusual for ne
to find that if | have three petrol eum engi neers, |
have five opinions; okay?

So that's -- that's -- we can't agree
on anything hardly. And |I've had many things happen
in the past. |1've had the top reservoir engineer in
Houston -- and | won't give you -- | won't nane this
person, but he's nuch nore respected as a reservoir
engi neer than I am He totally got a project -- he
totally got analysis wong on -- on ny -- nmy conpany
wi th Navi dad Resources.

He t hought ny -- ny prospect was 160
acres. It ended up being a 83,000 acres. So he's
just a little bit off. Wiy was that? Well, it's
‘cause | had a different point of view, a different
i dea of what m ght work. So | was specul ating at that

point with a hypothesis.
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So that's what I"'mtrying to get across
Is it's not cut and dry. The -- the presentation that
this is sort of |ike an accounting function, and
I nnovation doesn't play a role, and risk doesn't play
arole, and trial and error doesn't play a role.

Well, that's -- that's just not how it works. That's
not how you find oil and gas.

MR. SUAZO. And do you have any ot her
exanpl es where production has been increased from
what -- under what's proposed woul d be considered | ow
produci ng or margi nal wells?

M5. FOX: (Objection. |It's not proper
surrebuttal.

THE EXAM NER: What is he surrebutting,
M. Suazo?

MR. SUAZO. |'mjust asking himto
foll ow up on what he just said, Madam Hearing Officer,
which i s proper surrebuttal.

THE EXAM NER: So you're asking himfor
anot her exanpl e of what he was saying to surrebut
M. Al exander's testinony?

MR. SUAZO. Correct.

THE EXAM NER: All right. Go ahead.

MR. MCGOVEN: There's sone further

evidence. | can give you exanple fromwhen | was at
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Uni on Pacific Resources and then at Trinity Resources.
So at Union Pacific, | was part of a team of

engi neers, this is when | was in ny 20s, that we -- we
figured out a way to go restinulate wells in the
field. So we did a few wells.

And then Trinity Resources hired ne as
engi neeri ng manager to work for them And that was ny
only job was to go take old wells, inactive wells or
margi nal wells that -- that had very little val ue at
that point, and apply this -- this technique. Now,
why didn't everybody else go do this? WlIlIl, they had
a different point of view.

Al so, the way this works is all the
ot her operators -- it's -- it's, like, who's going to
go skinny dipping; right? You know, sonebody's got to
jump in first. Everybody else is sitting on the edge
of the pool waiting to see who's going to junp in.

And then once they see your results, well, then, now
they' Il -- they'll put their capital to work.

But sonebody has to be the pioneer and
sonebody has to go try it. So what | did in that case
Is | screened the entire field, 4300 wells. | wote a
conputer programto do this. Looked at all the -- the
wel | s that had been stinulated before, and then went

in and tried to -- tried to buy properties.
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So in that -- that case, a |ot of those
properties were really poor properties that | think
probably woul d' ve been forced to have been pl ugged.
There were operators that were sitting on themfor a
| ong period of tine. And they didn't know what to do
with it and they didn't have the capital to -- to do
anything with it, so --

The -- when you -- when you describe
t he process that, well an operator's -- it's going to

be easy to figure all this out, it's like you're

cal cul ati ng your -- your tax return or sonething, that
isn't howit works. [It's an iterative process. | can
gi ve many exanpl es throughout ny whol e career of -- of

why that's not true.

So that would be my comment. That was
my only thought about that one topic that -- that
M. Al exander tal ked about.
BY MR. SUAZO

MR. SUAZO. So then how does |limting
beneficial use to nonspecul ative purposes hurt
entrepreneurs in the industry?

M5. FOX: Madam Hearing O ficer.
Obj ection. It's inproper surrebuttal. He really
needs to identify -- otherwise this surrebuttal could

go on for a long tinmne. He really needs to identify --
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and you have been very clear in our hearing conference
and in this hearing that you need to identify the

Wi tness testinony that is being surrebutted, and other
parties have done that throughout this hearing.

THE EXAM NER: M. Suazo.

MR. SUAZO. So | think, you know, to
sone degree that's true, but on the other hand, you
know, beneficial use has been covered by every
wtness. If |I need to specify every single wtness
t hat touched beneficial use, |'ve been tal king about
every single wtness.

It's a general question about
beneficial use that | think has cone up, and he's --
it's been in his direct and his rebuttal, and it's a
foll ow-on question to what was al ready considered to
be proper surrebuttal. |[|'mjust asking himfor his
opi nion on how that can inpact specul ative purposes,
which is a court issue in this proceeding.

M5. FOX: Madam Hearing O ficer, he's
given direct and rebuttal testinony on that, and this
IS surrebuttal.

THE EXAM NER: Yeah. | do renenber he
gave direct and rebuttal testinony on that. | think
we' ve heard from himon that already.

MR. SUAZO.  Okay.
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THE EXAM NER: He said specifically
it's dark down there and we need tine to -- for trial
and error.

MR. SUAZO. Very good. All right.

Wel |, Madam Hearing Officer at this tinme, NMOGA noves
to admt to the record the direct testinony of

M. MGowen and its appendix A, the rebuttal testinony
of M. MGowen and its appendices A and B, and the
denonstrative exhibit used for the summry of his

di rect exam nati on.

THE EXAM NER: Okay. |'Il pause for a
monment in the event there are objections.

They're adm tted. Thank you.

(NMOGA Exhi bit D was marked for

i dentification and received into

evi dence)

MR. SUAZO. And at this time, | make
the wi tness avail able for cross-exam nati on.

THE EXAM NER:  All right. | imagine he
m ght draw sone.

Shoul d we take a short break before you
begin? Let's just take ten m nutes, conme back at
10: 05.

(OFf the record.)

THE EXAM NER: And it's 10:05. Let's
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come back from the break, please.

Ms. Fox or M. Tisdel? M. Fox, go
ahead.

M5. FOX: Thank you, Madam Heari ng
Officer. Good norning, comm ssioners.

CROSS- EXAM NATI ON

BY M5. FOX:

MS. FOX: M. MGowen, ny nane is
Tannis Fox. |I'ma lawer with Western Environnental
Law Center, and | represent Applicants in this
proceeding. Do you have a copy of your direct and
rebuttal testinony with you?

MR. MCGOVEN:  Yes.

M5. FOX: On pages 9 through 10 of your
direct testinony, you discuss Applicants' proposed

definition for beneficial purpose and beneficial use;

correct?

MR. MCGOVEN: Yes.

M5. FOX: And | brought up that
definition on the slide before you. |In that

testinony, you state "It," referring to the definition
of beneficial purpose and beneficial use, "also could
be interpreted as excluding enhanced oil recovery, EOR
projects, geothermal, nonitoring, injection, seismc,

and ot her regulatory or reserve managenent uses, which
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are effectively excluded.” Correct? |Is that your
testi nony?

MR. MCGOVEN:  Yes.

M5. FOX: So Applicants' proposed

definition doesn't exclude nonitoring injection;

correct?

MR. MCGOWEN: | don't think so. |
would -- | would hope not.

M5. FOX: Right. In your -- you can

see that Applicants' proposed definition for

beneficial purposes and beneficial use on the slide
and your testinony that says that nonitoring injection
I s excluded fromthat definition, and it's correct
that nmonitoring an injection are included in

Applicants' proposed definition is my question.

MR. MCGOVEN: Yes. | think that's
right. Yes.

M5. FOX: Are you not sure that it's
right?

MR. MCGOVMEN: No. I'mjust -- the --
yeah. It |looks that -- that -- | agree with you.

M5. FOX: Okay. Thank you. In that
sane testinony, you say that other uses not expressly
i ncluded in the proposed definition, such as EOR and

geot hermal , are effectively excluded; correct?
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MR. MCGOVEN: Yes.

MS5. FOX: Now, other NMOGA w t nesses
have |l evied the sanme criticism correct? That
Applicants' proposed definition of beneficial purposes
and benefits use is limting and excludes such
activities as enhanced recovery; correct?

MR. MCGOWEN: | think that's correct.
| don't -- | don't recall what everybody el se said
necessarily.

MS. FOX: So |I'm show ng you, in
addition to the proposed definition for beneficial
pur poses and beneficial use, the existing definition
in the comm ssion's rules for inactive well; do you
see that?

VMR. MCGOVEN: Yes.

M5. FOX: And are you famliar with the
exi sting definition of inactive well in the
comm ssion's rul es?

VMR. MCGOVEN: Yes.

M5. FOX: Now, neither you nor any
NMOGA wi t ness has objected to the existing definition
of inactive well; correct?

MR. MCGOVMEN: No. | don't believe so.
Are you tal king about the existing definition?

MS. FOX: Yes. Of inactive well.
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MR. MCGOVEN:. Well, again, | don't --

MS5. FOX: You have --

MR. MCGOVWEN:. | don't --

M5. FOX: You have, in your testinony,
objected to that definition; is that correct?

MR, MCGOVEN: No.

M5. FOX: Applicants' expert, Tom
Al exander, testified that Applicants' proposed
definition for beneficial purposes and beneficial use
was taken directly fromthe definition of inactive
well. Are you aware of that testinony of
M. Al exander's?

MR. MCGOWEN: You know, | don't really
remenber, but that sounds correct.

M5. FOX: And do you see how
Applicants' proposed definition for beneficial use
mrrors the | anguage fromthe definition of inactive
well, in that it gives the same exanpl es of benefici al
use, which are production, injection, and nonitoring,
as in Applicants' proposed definition for beneficial
pur poses and beneficial use?

MR. MCGOVEN: Yes.

M5. FOX: And neither you nor any other

NMOGA wi t ness has cont ended t hat

definition of iInactive well

l[iTmts beneficial

t he existing

pur poses
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of a well to production, injection, and nonitoring;
correct?

MR. MCGOVEN: Again, | don't renmenber
what everybody el se said.

M5. FOX: Let's |limt it to your
testinony then.

MR. MCGOVEN: Okay. Yeah. [|'msorry.
Coul d you ask the question again?

M5. FOX: Yeah.

MR. MCGOVNEN: |'m sorry.

MS5. FOX: You have not contended that
the existing definition of inactive well limts
beneficial purposes to only production, injection, and
nonitoring; correct?

MR. MCGOVEN: No.

M5. FOX: Okay. So |ooking at
Applicants' proposed definition for beneficial
pur poses and beneficial use, it "Means that an oil or
gas well that is being used in a productive or
beneficial manner such as production, injection, or
nmonitoring." In the context of the definition, what
do you believe the words "such as" nean?

MR. MCGOVEN: Let's see here. Could
you run that question by nme again? |'msorry.

M5. FOX: That's okay.
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MR. MCGOVEN: Such as.

M5. FOX: Looking at Applicants' --

MR. MCGOVEN: Oh, "such as."
NOW. ' m sorry. It's in bold. WelIl, that

guestion because -- I'mnot totally sure.

only thing that concerns ne a little bit is the rest

of the sentence there, which is "This assunes that you

are currently drilling, conpleting, repairi

wor ki ng over."

And that's the kind of stuff that I
would -- that's what | think m ght be falling under
speculative is that I1'mgoing to do those things.

MS. FOX: Looki ng at the definition,
not for inactive well, but for beneficial purposes and

beneficial use, what do you think the words "such as"

nmean? Do you think that they nmean
"including"?

MR. MCGOVEN: Well, they've

they've given three things there; right? Production,

i njection, nonitoring. And then it's -- but it's
actually, | guess, what you would call it, I'mnot an
English major, but present tense, being drilled,
conpl eted, repaired, or worked over.

M5. FOX: Right. I|I'msorry. W're

| ooking at the definition for beneficial purposes or

's a good

for exanple" or

| see it

|'d say the

ng, or

gi ven --
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beneficial use, not inactive well.

MR. MCGOVMEN: Oh, |I'm-- okay. Okay.
Sorry.

M5. FOX: That's okay.

MR. MCGOWVEN: Let's see. Well, they
did | eave out part of this down here that's -- | -- |
kind of Iike.

M5. FOX: And nmy question is --

MR. MCGOVEN: Say again.

MS. FOX: -- the third tinme, what do
you think the words "such as" nmean in the definition
of beneficial purposes or beneficial use?

MR. MCGOWEN: | guess it could include
other things. |Is that what you're driving at?

M5. FOX: That is.

MR. MCGOWNEN: Ckay. All right.

MS. FOX: So it could include other
things |i ke EOR and geot her mal ?

MR. MCGOVEN: Yes. | think it m ght.
It'd be nice if it said that succinctly, but -- it'd
make it easier to understand.

M5. FOX: On page 9 of your direct
testinony, you state, "I am concerned that defining
these terns,"” again, referring to beneficial purposes
and beneficial use, "nowwll conflict with their use

Page 63

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

and ot her existing OCD regul ations, including approved
TA under existing 19.15.25.12 NVMAC and the proposed
amendnents to the sane."” |s that your testinony?

MR. MCGOVEN: Yes.

M5. FOX: And in your testinony, you
Cite to a possible conflict in the use of the ternms in
exi sting 19.15.25.12 NMAC and the anmendnents
Applicants propose thereto; correct?

MR. MCGOVEN: Yes.

M5. FOX: And in your testinony, you
don't cite to any other provisions in the comm ssion

rul es where there m ght be a potential conflict;

correct?

MR. MCGOVEN:  No.

M5. FOX: Okay. So | brought up the
| anguage. | will bring up the |Ianguage. Let's see.
Let me -- there we go. That's good enough. | brought

up the | anguage from 19.15.25.12 and part of
Applicants' proposed anendnents to that provision and
bol ded the use of the term "beneficial use" where
used.

Now, in your testinony, you don't
expl ai n how Applicants' proposed definition would
actually conflict with either of those provisions, do

you?
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MR. MCGOVEN:. | don't think |I directly
talk about it. | think -- again, |I'mnot an attorney
and | always have a hard tinme interpreting all this

ki nd of | anguage, but --

M5. FOX: |I'mjust referring to your
testinony, sir.

MR. MCGOWMEN: OCh, no. [|I'mjust trying
to explain that -- that where ny concern cones in
Is -- is there's sonething | don't understand as an

operator about how this inpacts sonething else. So
that's -- that's kind of what I"'mreferring to is,
like -- this --

At the end of the day, everybody should
make sure that we understand that when you -- when you
change a termor define a termand use it in a
different way, that it doesn't inpact sonething el se
that you didn't intend.

M5. FOX: But ny question is that you
didn't explain in your testinmony when you raised the
concern about a conflict, you didn't explain what that
conflict would actually be in your testinony?

MR. MCGOVNEN: That's true. | didn't
give a specific exanple.

M5. FOX: In your direct testinony on

pages 10 through 19, you di scuss your opposition to
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Applicants' and OCD s proposal to establish rebuttable
presunptions of no beneficial use; correct?

MR. MCGOVEN: Can you go to that here?

M5. FOX: Pages -- | don't have pages
19 to --

MR. MCGOVEN: Ckay.

M5. FOX: -- 10 to 19 of your testinony
up.

MR. MCGOVWEN:. Okay. This -- go ahead.

M5. FOX: Ckay.

MR. SUAZO. Objection. Can the w tness
| ook at his testinony? | think he has it avail abl e.

MR. MCGONEN: | can find it here.
Let's see. Can you help on what page that m ght be
on?

M5. FOX: Ten to 19 on your direct.

MR. MCGOVEN:. Okay.

MR. SUAZO. I'msorry. M. Fox, did
you say 1019 or 197

MS. FOX: Ten to 19

MR. SUAZO. Ten to 19. Thank you.

MR. MCGOVEN:. That's a lot. Okay. Go
ahead.
BY M5. FOX

M5. FOX: That's why it's not up on the
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screen.

MR. MCGOVEN: Ckay. Thank you. Go
ahead.

M5. FOX: Yeah. The threshold for a
prelimnary determ nation that a well presunptively
has no beneficial use is one that's producing | ess
than 90 BOE in |less than 90 days in a 12-nonth period;
correct?

MR. MCGOVWEN: Correct.

M5. FOX: Yesterday you testified that
the presunption is "not based on anything, not
geol ogy." Correct?

MR. MCGOVEN:  Yes.

M5. FOX: But the presunption is based
on production volunme and production days; correct?

MR, MCGOVEN: Yes.

M5. FOX: You also said that the
definition is not based on a trend |line; correct?

VMR. MCGOVEN: Yes.

M5. FOX: But it is based on a trend
over 12 nonths in which production is about one
quarter of a barrel of equivalent and producing the
wel | about one quarter of the time; correct?

MR. MCGOVMEN: |'mnot sure if | said --

did | say trend line or did | say trend?
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M5. FOX: You did say trend line in ny

recol | ecti on.

MR. MCGOVEN: Ckay. Well, let ne
explain what | nmeant by that. That's -- when |I'm
thinking of a trend, | nmean what's going on in the

field. So if, for exanple, sonebody is having good

results with a restinulation program nearby, | woul d
take that into account. |'mnot saying that you can't
do a -- a decline curve on this well. That would be
easy.

VWhat's not so easy is to figure out,
agai n, opportunity loss and, you know, what you could
do with it based on what's going on around you. So
you -- you know -- what | normally do is | | ook at
statistics about what other people have done in an
area and then | use that. So that's kind of -- that's
what | was trying to say.

M5. FOX: Okay. But you'd agree that
that the definition is at |east |ooking at a trend

over a 12-nonth period?

MR. MCGOVEN: Yeah. | guess you could
say that. It's -- it's -- you're saying that this
wel |l hasn't done very well, but it -- what else is
downhol e? What else can | do? It -- it doesn't

really account for that.
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M5. FOX: Now, M. Purvis's analysis in
Applicants' Exhibit 40 showed that the presunption
woul d apply to approximtely 1700 wells or 3.7 percent
of all wells and 0.045 percent of all production in
the state. Do you have any basis to dispute this
anal ysi s?

MR. MCGOVEN: | haven't done ny own
analysis of this, so no.

M5. FOX: And producing 90 BOE neans a
well that is producing |less than one quarter of one
barrel of oil equival ent per day over a year; correct?

MR. MCGOWEN: Say that one nore tine.
' m sorry.

MS. FOX: It's 90 BOE is transl ates
into a well producing less than -- slightly less than
one quarter of one barrel of oil equival ent per day
over a year.

MR. MCGOVEN: | think that's correct
mat h.

MS. FOX: Now, in your direct and
rebuttal testinony, you do refer to the June 24, 2025,
report fromthe New Mexico Legislative Finance
Commttee on orphan wells; correct?

MR. MCGOVEN: Yes.

M5. FOX: You are famliar wth that
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report?

MR. MCGOVEN: | haven't reviewed the
whol e thing, so -- | do have that factoid out of that
report.

M5. FOX: You're famliar with it
because you cited it in your testinony?

MR. MCGOVEN: Yes.

M5. FOX: So the LFC found on page 4 of
Its report that: "For wells producing any vol une of
oil or gas, the state typically leaves it to the
operators to deci de when the well should be plugged.

In recent years, the average well produced roughly two
barrels of oil equivalent a day in the year," so
that's 12-nmonth period, "before it was plugged.”

Now, |'m not going to ask about any
ot her NMOGA wi tnesses. |'mjust going to ask --

MR. MCGOVEN:. Okay.

M5. FOX: Although I'd like to, but I'm
just going to ask you. You are not disputing this LFC

finding;, correct?

MR MCGOVEN: Well, | don't -- | don't
have any way to -- to verify that, but |I'm not
di sputing it.

M5. FOX: It looks like -- let me bring

up the chart here. LFC S data source was in Veris for
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this finding; correct?

VMR. MCGOVEN: Yes.

M5. FOX: So the production |evel that
Applicants and OCD are proposing to establish a
rebuttabl e, underscore the word "rebuttable,"”
presunption of beneficial use is one quarter of one --
of a barrel of oil equivalent, which is significantly
| ess than even the average production of a well in New
Mexi co during the year before it was plugged; correct?

MR. MCGOWEN: That sounds ri ght.

M5. FOX: On page 19 of your testinony,
you rai sed the concern that "Information required to
rebut a presunption of no beneficial use could require
di scl osure of confidential and proprietary
information.” And then you raise the sane concern on
pages 26 through 28 of your direct testinony regarding
I nformati on an operator may be required to produce
that -- to show that a -- to prove up that a wel
shoul d be placed in tenporary abandoned st atus.

And again, you raised this concern on
page 135 of your direct testinony in connection with
information that nay be required to submt in the
context of a plugging and abandonnment plan; is that
correct?

VR. MCGOWNEN: Yes.
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M5. FOX: And are you famliar that
there is a confidentiality provision in New MeXico
statute at 71-2-8 that I"'mbringing up that applies to
t he Energy M nerals and Natural Resources Departnent,
which is the state agency within which OCD resides.

And that provision allows -- requires
confidential information submtted by a conpany to be
kept confidential by the agency. And if that
Information is disclosed, it is a m sdeneanor. Are
you famliar with that provision?

MR. MCGOWEN: Yes, but I -- if | could
el aborate just a little bit.

M5. FOX: Pl ease.

MR. MCGOVEN: Because |'ve had ny
i nformation. When | have confidentiality agreenents

with service conpanies show up in other people's

hands -- and |'ve worked on a nunber of trade secret
expert wtness cases. So -- and -- and normally we
put a -- we -- we would put a guard at the gate even

t hough everybody on | ocation's supposed to be keepi ng

It confidential so that information on nmy wells isn't

getting out while I"'mdrilling.

So | understand that there's a -- a
| egal precedent here and they -- and they put that in
pl ace, and | think that's great. |It's just as an
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oper at or,

was a --

public domain

confidential information to OCD and it's been

di scl osed?

where that has occurred?

direct testinony, you discuss your opposition to
Applicants' and OCD s proposals in 19.15.25 NVMAC

regardi ng tenporary abandonnent; correct? That's

pages 24

testified that your "biggest problemt with these

provisions is that part 25 -- in part 25 is that the
operator needs to provide a | ot of docunmentation to
substantiate future beneficial use and additional tinme
for that information show ng i s needed; is that
correct?

| woul d be concerned about sonething that

a closely held trade secret escaping into the

M5. FOX: Have you ever submtted

MR. MCGOVEN: No.
M5. FOX: Do you know of any exanpl e

MR. MCGOVEN: No.
M5. FOX: On pages 24 to 29 of your

t hr ough 209.
MR, MCGOVEN: Yes.
M5. FOX: But yesterday, | believe you

MR. MCGOVEN: Yes.
M5. FOX: Do you believe that 90 days
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woul d be a sufficient anount of tinme?

MR. MCGOVEN: Probably.

M5. FOX: And what if OCD could grant
an extension of tinme even to the 90 days for good
cause?

MR. MCGOVEN: That woul d be great.

M5. FOX: Okay. So |I'm show ng you
Applicants' Exhibit 8, which is a graphic of the
nunmber of inactive wells fromOCD s inactive well [ist
sorted by the anount of tinme they have been in
i nactive status. And the wells in approved tenporary
abandonment are inactive wells that are included in
OCD s inactive well list; correct?

MR. MCGOVEN:  Yes.

M5. FOX; As far as you -- have you
ever -- OCD s inactive well list includes wells in
approved TA; correct?

MR. MCGOVWEN: Yes.

M5. FOX: Okay. So you'll see here
that approximately 1150 wells had been in inactive
status nore than eight years, alnost 900 have been in
I nactive status nore than ten years, and 100 have been
In inactive status nore than 25 years; correct?

MR. MCGOVEN: Yes.

M5. FOX: And you don't have any basis
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to dispute this analysis, do you?

MR. MCGOVEN:  No.

MS5. FOX: And so LFC made sim | ar
findings in table 9 on page 19 of its report that
al nrost 50 wells had been inactive for up to 40 years;
correct?

MR. MCGOVEN: Yes.

M5. FOX: And you don't have a basis to
di spute this analysis, do you?

MR. MCGOVEN:  No.

M5. FOX: So Applicants' Exhibit 7 is a
conpi l ati on of data on inactive, approved TA, and
expired TA wells taken from OCD s inactive well |ist
on July 3rd of this year. And on that day, the
Envi ronment al Def ense Fund data manager who col |l ected
the data found that 3,765 wells on -- that there were
3,765 wells on the inactive well |ist.

And she found a surprisingly high
number of those wells were out of conpliance with part
25 of the commi ssion's rules because the inactive
wel I s had never gone into TA status or had been
approved for TA status, but the TA status had expired
and did not -- had not entered into any kind of an
agreed conpliance order with OCD

So she found that 3,234 wells out of
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3700 or so were 86 percent of the wells on the
i nactive list were out of conpliance. And you don't
have a basis to dispute this analysis, do you?

MR. MCGOVEN:  No.

M5. FOX: So assuming this analysis is
correct, in your opinion, is 86 percent non-conpliance
rate for inactive wells a high rate of conpliance --

I n non-conpliance?

MR. MCGOVEN: | would say that that is
hi gh, but | have to admt, when | |ook at that list, |
al so think, "Well, what if 10 percent of those 300
sone odd were wells that | could do sonething wth?"
|'d hate to see them plugged before | got a chance to
do sonething with them So that's -- again, |I'm
trying to bring out froman operator's perspective of
there's al so an opportunity set within that. But
obviously that is -- they're out of conpliance.

M5. FOX: Right. And so if an operator
wanted to take advantage of that opportunity, they
should do so by followi ng the rul es?

MR. MCGOVEN: V\Whatever the rules are,

t hey should follow them

M5. FOX: No. | get you're a rule

fol | ower.

MR. MCGOVEN:. Sorry?
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M5. FOX: | get that you're a rule
fol | owner.

MR. MCGOVEN: My wife m ght debate
that, but --

M5. FOX: LFC nmakes a simlar finding
on page 18 of its report, finding that "virtually al
wells on the inactive list are eligible for
enforcenent action."” And you don't have a basis to
di spute this finding, do you?

MR. MCGOVEN:  No.

M5. FOX: So | understand that you
oppose Applicants' and OCD s proposals in 19.15.25 to
require a showi ng of beneficial use for wells to be
pl aced in TA status and our proposed limtation within
which wells may be placed in TA. But NMOGA or you
haven't proposed any regulatory solutions to these
I dentified problens with active wells remaining in
| nactive status and out of conpliance over |ong
peri ods, have you?

MR. MCGOVEEN: No, but | -- 1 think
everybody needs to work together to figure that out.
| will agree with that. That's a -- that's an issue

t hat needs to be addressed. So don't get me w ong,

| m never saying that -- that it's not a problemthat
needs to be addressed. | didn't feel like |I was
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in -- in a position to -- to negotiate on behal f of
NMOGA. But | can -- | was just trying to give ny take
on it as an operator.

M5. FOX: You said in your testinony
that you have a |lot of ideas, | think, for proposals,
but that was not within your scope of work to
undertake; correct?

MR. MCGOVEN: Yeah. Just kind of

general, you know, ideas, but as |I've listened to, you

know - -

M5. FOX: That was your testinony;
correct?

MR. MCGOVEN: Yeah. That's right.
What -- what | put in the -- what | put in the report

was | have sonme general things | recommended, but --
since I've listened to all the testinony from
everybody and kind of get a better feel for the scope

of the problem and everybody's viewpoints on it, |

am -- | have thought of a lot of things that, you
know, if anybody asked ne, | mght be willing to
share, so --

M5. FOX: Well, and are you aware of
the requirenments in this proceeding that Ms. Myrgan
al luded to yesterday, and that is if parties had

specific proposals that they were supposed to present
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t hose specific proposals along with their director
rebuttal testinony? Are you aware of that
requi rement ?

MR. MCGOVWEN: Conpl etely ignorant of
all the |legal stuff.

M5. FOX: Yeah.

MR. MCGOVEN:. So --

M5. FOX: Yeah. W' ve agreed you're
not a |l awer, |'m not an engi neer.

MR. MCGOVEN: Exactly.

M5. FOX: In your direct testinony on
pages 41 through 45, you di scuss your opposition to
conbi ning the terns approved tenporary abandonnent,
t enporary abandonnment, and tenporarily abandoned
status; correct?

MR. MCGOVEN: Yes.

M5. FOX: And let nme pull up those
various definitions. So the current definition for
approved tenporary abandonment neans a well that is
i nacti ve and has been approved for TA in accordance

wth the commssion's rules and conplies with the

rel evant rules; correct? That's the first definition.

MR. MCGOWNEN: At the top there. Yes.
M5. FOX: Yeah. At the -- you know --

the red underline is our proposed change and the bl ack
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IS what the existing rule is.

VMR. MCGOVEN: Yes.

M5. FOX: And if you | ook at the
current definition of tenporary abandon, which is the
X' d out | anguage, second on the screen, it neans "The
status of a well that is inactive." Correct?

MR. MCGOWEN: Yes. That's how | would
normal Iy have thought of that termas an industry
term

M5. FOX: Okay. And I've also pulled
up the definition just for your information for
I nactive well again. So is it your -- in your view
then, are the ternms tenporary abandonnment and
tenmporarily abandoned status synonynmous with the term
i nactive well? Do they nean exactly the sanme thing?

MR. MCGOVEN: Well, no. This is --
this is where | egalese and oil field vernacul ar maybe
conflict is --

M5. FOX: Again, |'mjust |ooking at
your testinony about these definitions and what they
mean.

MCGOVEN:  Yes.
FOX: Okay. It's your testinony.
MCGOVEN: Ri ght.

» 3 D D

FOX: Go on.
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MR. MCGOVEN: I'mjust trying to

expl ai n.

M5. FOX: Okay.

MR. MCGOWEN: Okay. So this is what's
confusing to nme. It says "tenporary abandonnent," but

that's the same as approved tenporary abandonment. |
think that's what they're trying to say. So | don't
understand how -- like I can -- | can -- inside ny
conpany, | can say: "lI'magoing to tenporarily abandon
this well. Like, let's stop work on it. W' re not
going to produce the well, and |I'm not going to do
anything to it right now [|I'mholding it and |I'm
going to figure out what I'mgoing to do with it."

But | don't see how that's the same
thing as approved tenporary abandonnment. That's --
that was part of nmy confusion about how that is
wor ded.

M5. FOX: From an operational
perspective. But |ooking at the rules, ny question is
can you point to where in the comm ssion's rul es where
the ternms for tenporary abandonnent and tenporary
abandoned status are not used when referring to a wel
that's been in approved tenporary abandonnent status?
So can you point to a place in the rules where there

actually is a conflict?
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MR. MCGOVNEN: |I'm-- |'m probably not
good enough to -- to do that. Yeah.

M5. FOX: And you didn't do that in
your testinony, did you?

MR. MCGOVEN:  No.

M5. FOX: On pages 42 through 45 of
your direct testinony, you discuss your opposition to
Applicants' proposed definition for expired tenporary
abandonnent and expired tenporary abandonnent st atus;
correct? That's 42 through 45.

MR. MCGOVEN:  Yes.

M5. FOX: On page 43, you argue, |
bel i eve, again, that the proposed definition for
tenporary -- for expired tenporary abandonnent and
expi red tenporary abandonnent status may conflict with
use of these ternms and existing rules; correct?

MR. MCGOVEN: | thought it's possible
that it mght conflict. And then | also thought
that -- it -- it says "expired" but it could be that
you have a nechanical problem That's -- that's not
really an expiration. That's just a -- that's a
different issue; right? So if you've got -- if -- if
it was past the tinme limt, that would nmake sense to
me that it's an expired tenporary abandonnment.

But if it's just we've discovered |'ve
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got a leak, well that's -- that's nore like a -- that
there should be sonme -- sone other category maybe. |
don't know. But you see what |'mgetting at that --
just reading it as an operator, | found that

confusing. And then also | don't understand the rules
maybe well enough to figure out whether it's going to
conflict with sonmething or not.

M5. FOX: Well, there's no existing
definition for expired TA and the rules, so there
couldn't be a conflict with existing rules; correct?

MR. MCGOVWEN:. Well, as far as | know.
Yeabh.

M5. FOX: Right. But you said in your
testinony that you thought there mght -- that there
was a conflict between the proposed definition and the
existing rules, so I'mjust clarifying that --

MR. MCGOWEN: Correct. And --

M5. FOX: -- it could be possible
because there's no --

MR. MCGOVEN: You're naking a good
poi nt .

M5. FOX: Thank you.

MR. MCGOVEN: That -- that |'ve
struggled to try to understand what all this nmeans.

There's a reason why |I'mnot an attorney, but -- yeah.
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| -- I -- you're making a good point.

M5. FOX: On page 3 of your rebuttal
testinony, you state that the LFC estinmate of the
nunber of orphan wells should be relied upon to
cal cul ate the nunmber of orphan wells in New Mexico;
correct? That's page 3 of your rebuttal.

"Accordingly, | concur with
M. Arthur's recommendation that all anal yses relying
on the Moss as a neasure of the orphan well popul ation
shoul d be recal cul ated using LFC s figure."” Does that
sound fam liar?

MR. MCGOWNEN: |Is that what's on the
slide here or is that sonething el se?

M5. FOX: That is on page 3 of your
rebuttal testinony, lines 57 through 66.

MR. MCGOVMEN: |I'msorry. Could you ask
t he questi on agai n?

M5. FOX: Sure.

MR. MCGOVEN: | neant --

M5. FOX: Yeah. No. On page 3 of your
rebuttal, you state that the LFC estimte of the
number of orphan wells that should be relied upon to
cal cul ate the nunber of orphan wells in New Mexico
should be the LFC estimate. Specifically, you say,

"Accordingly, | concur with M. Arthur's
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recommendation that all analyses relying on the Moss

as a neasure of the orphan well popul ati

recal cul ated using the LFC s figure.” [It's within

| i nes 57 to 66.
MR. MCGOVEN: Okay. Aml

page? |'msorry. Page 3 and 4?
M5. FOX: Page 3 of your rebuttal, |
have. | could --
MR. MCGOWEN: This is -- |I've got it.
MS. FOX: | could have gotten it w ong.
MR. MCGOVEN: And what |ine nunber?
M5. FOX: It's between |ines 57 and 66.
MR. MCGOVEN: Fifty-seven. |[|'msorry.
M5. FOX: No. That's okay.
MR. MCGOVEN: Fifty-seven.

MS. FOX: lt's a | ot of words.

Essentially you're saying that LFC s esti mate of
or phan wells should be relied upon on.
MR. MCGOVEN: | think that's what |

sai d. Yes.

M5. FOX: Have you found

want to find it, that's fine. And if |

MR. MCGOVEN: -- see wher
that. I'msorry. Oh, okay. Here -- it
guess.

on shoul d be

on the right

it? If you
got the --
e it says

's 65, 66, |
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>

FOX: Right.

3

MCGOWEN: "Using LFC s figure only
t hen" --

M5. FOX: Correct.

MR. MCGOVNEN: That is what | said in
the report. Yes.

MS. FOX: Yeah. And then above on
lines 57 to 58, you say "The LFC report will flex this
definition and places the nunber of orphan wells in
New Mexico at approximately 700." Correct?

MR. MCGOVEN:  Yes.

M5. FOX: Okay. So then in your
opi nion, should the comm ssion also rely on LFC s
estimates for the nunber of wells at risk for
abandonnment, which include 1400 inactive wells for
whi ch OCD has not pursued plugging authority in
approxi mately 3000 | ow producing wells at risk of
bei ng orphaned? |I'm showng LFC s findings on the
slide for you.

MR. MCGOVEN: Well, | guess since
there's been sonme changes in the cal cul ati ons that
|'ve understood -- if | had nmy druthers, | would --
you know -- if you asked nme to do it, | would do it
all over again and then try to nake sure | understood

what was right. So | haven't done enough analysis, |
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think, to give you a good answer based on what | know
ri ght now.

Qbviously there's a lot of wells
that -- that are -- that are orphaned and sonebody
needs to do sonething about it and the industry needs
to pay for it. But I -- | would hesitate to say | --
| know exactly what that nunber is.

M5. FOX: You don't -- do you know of
any better estimte than what the LFC has provided in
its report that |I'm show ng you?

MR. MCGOVNEN: | don't at this tine.

No.

M5. FOX: And in your opinion, should

you rely on the LFC s estimate for the state's current

and near future liability for well plugging and site

renmedi ati on, which is between 700 mllion and $1.6
billion?

MR. MCGOVNEN: |If -- if you're asking an
engineer if I'mgoing to rely on all this, | would say
| would do it -- |I'd have to do it all over again.

|'d have to nmake sure | understood how everybody did
their sorting, and -- now, obviously these are big
numbers and | know it's going to be a big nunber,

SO -- but | can't say for sure what nunmbers you guys

shoul d be usi ng.
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M5. FOX: You didn't run your own
numbers i s what you're saying?

MR. MCGOVEN: That's correct.

M5. FOX: And do you know how nuch
funding was in the state's reclamation fund as of

April 2025 according to LFC?

MR. MCGOVEN: | don't recall the exact
nunber, but | don't think it was enough.
MS. FOX: That's correct. [t's about

$67 million. So on pages 69 through 90 of your direct
testi nony, you discuss your opposition to Applicant
and OCD s proposals to increase financial assurance;
correct?

MR. MCGOVWEN: Correct.

M5. FOX: But you haven't proposed any
specific increases to the current financial assurance
requirenents to address the state's current and near
future liability for well plugging and site

renedi ati on?

MR. MCGOVEN: All I've -- all 1've
di scussed -- | did discuss that in sonme of ny answers,
which is, again, as an engineer, | would like to see

sonet hing that's based on what we know about what
causes wells to degrade and cone up with a system

It's the kind of things engineers enjoy doing. It may
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conplicate things.

But it's -- | -- | would use hardcore
statistics. | would be thinking about all these
factors and then try to target -- use that -- that

met hodol ogy to target the wells that are the biggest
probl ens and they woul d need the biggest bondi ng. But
| "' m not sure exactly what the nunbers should be.

M5. FOX: But in this proceeding that
was filed well over a year ago, you have not proposed,
and NMOGA has not proposed any increases in financial
assurance to address the potential liability, which
you acknow edge is very large?

MR. MCGOWNEN: | -- | don't know that --
| don't know what NMOGA has proposed, but | have not
proposed that.

M5. FOX: Thank you very nuch for your
testinony, M. MGowen.

MR. MCGOVEN: Thank you.

THE EXAM NER: Thank you, Ms. Fox.

M. Tremaine or M. Hall?

MR. TREMAI NE: Thank you, Madam Hearing
O ficer.

CROSS- EXAM NATI ON
BY MR. TREMAI NE:
MR. TREMAI NE: Good nor ni ng,
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M. M Gowen.

MR. MCGOVEN: Good nor ni ng.

MR. TREMAINE: Okay. So just kind of a
roadmap here. You put out sone kind of high Ievel
concl usi ons or descriptions in your testinony, which
you rely upon in making your recommendations or
ultimately later on the conclusions. So | just want
to set the stage that -- | want to kind of drill down
into some of those, and | can give you sonme citations.

But this is not an exercise in quizzing
you on, like, what you said on page 1 of 137 or
anything like that. | want to --

It's not about her.

M5. FOX: It's great.

BY MR. TREMAI NE:

MR. TREMAINE: |I'mtrying -- |'mjust
trying to set the stage that I want to tal k about sone
general concepts and, like, drill down. Because
you've outlined a |lot of experience here that | think
is going to be really inportant for ours and the
conmm ssi on' s under st andi ng.

So I'"'malso fromthe Mdwest, and so |
| ove idionms, and you were kind of cracking nme up. The
statenent at the end that, "The reason |I'm not an

attorney," that one got ne. |s that you're wse, you
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were smarter than that, is that what you're saying?

MR. MCGOVEN: Well, maybe nunbers are
my friend. Wbrds may not be, so --

MR. TREMAINE: All right. Well, at the
begi nni ng of your testinony, you talk about -- |
beli eve you used the word "specul ation" here. But
you're tal king about the capital stage of devel opnent.
So there's a stage where an operator is -- and you as
an operator were raising capital for a devel opnent; is
that fair?

VMR. MCGOVEN: Yes.

MR. TREMAI NE: Okay. So when you are
starting a project like that, at that stage, are you
as an operator factoring in end of life
decomm ssi oni ng costs?

MR, MCGOVEN: Yes.

MR. TREMAI NE: Okay.

MR. MCGOVEN: Everybody asks about
t hat .

MR. TREMAI NE: Yeah. Yeah. And how --
when you are putting together one of these projects,
how are you accounting for deconm ssioning costs?

MR. MCGOVEN: Well, when you do
engi neeri ng econom ¢ analysis, you need to conme up

wth an estimate of what you think it's going to cost
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to plug the well. And you put that in as one of your
negative cash flows in your -- in your projection.
That's a standard practi ce.

MR. TREMAINE: So you tal ked about
redevel opnment of field. So you -- the potential of
taking -- we're going to call it generally. Again,
it's not a quiz on the 1,180. But you have nargi nal
wel l's, however you're defining them and you want to
redevel op the area. Do you have to make an assessnent
of what it's going to take to plug and reclaimthe
surface associated with each of those margi nal wells?

MR. MCGOVEN: Yes.

MR. TREMAI NE: Okay. Have you
articulated in your experience what plugging costs for

t he conpani es that you' ve managed have been?

MR. MCGOVEN: Well, it is -- it is wel
specific and area specific. So | think we -- [|'ve
tal ked about in the report, you know, |ike, these

numbers look like it mght be simlar to Texas. O
course, I'mworking in Texas, not New Mexi co.

VWhat | would do if | was doing
engi neeri ng econom c analysis, | would go to ny -- you
know -- mny conpletion engineer or ny drilling engineer
and we woul d devel op an authorization for expenditure.

We woul d call vendors. W would have a procedure.
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We'd figure out how many days it was going to take.

And -- and then we would al so put a
contingency on top of that for when inevitably
sonething's going to go wong, which is often. So you
put some sort of risk factor on that and then use that
I n your econoni cs.

And then of course when you' re putting
the project together in the first place, particularly
If you're talking to private equity, they're going to
want to know, "Well, is there any liabilities out here
| need to know about?" "Well, yeah. There's a bunch

of wells out here that we don't know what to do wth.

We're -- we're going to -- we want to plug."
They're going to want you to -- you
know -- you got to -- you got to put all that in your

econom ¢ anal ysi s.

MR. TREMAINE: So you get a projection
or even an estimte of those plugging costs and
i ncorporate that; is that fair?

MR. MCGOVEN: Yeah. You always -- you
have to estimate plugging costs. Yes.

MR. TREMAINE: Okay. You referred to
your devel opnment activities. | believe the phrase on
page 2 of your testinony was that you executed ful

cycle acquisition, devel opnent, divestiture, and
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decomm ssi oni ng prograns, including plugging and
abandonment, P&A, and surface restoration activities.
That's kind of the topic that I'"'mreferring to here.

MR, MCGOWEN: Yes.

MR. TREMAINE: And | think it's fair to
say that the hot button topic in this hearing is
focused on the divestnent and the deconm ssi oni ng
aspect of that, so --

MR. MCGOVEN: Yes.

MR. TREMAI NE: Zoom ng out for just a
second. | believe you referenced three conpanies that
you had acted as a CEO of, all Navidad entities.
Roughly how many wells have you -- have these
conpani es for which you were the CEO, spud and
conpl et ed?

MR. MCGOVEN: I'mthinking it's going
to be about 60, probably. No nore than that actually,
‘cause there was -- there's Navidad Resources Inc.,
and we drilled wells with a conpany call ed Newran
Production Conmpany. In that case, we were the
engi neeri ng departnent and they were the operator,

SO --

|"ve actually forgotten how many wells

we drilled. But those were Freestone County, Cotton

Vall ey Linme, Cotton Valley Sand, Travis Peak in East
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Texas. That was -- that was when gas was going to go

t hrough the roof. And then we -- we actually took
this acreage that becane the -- the basis of the next
conpany. So at the next conpany, | think we drilled

about 50 wel | s.

And then we had Navi dad Resources LLC.
We only drilled 10, but those were $20 nillion apiece.
So the -- they were quite a bit nore expensive.

MR. TREMAI NE: Those were big
hori zontal wells; right? That's a --

MR. MCGOVEN:  Yes.

MR. TREMAI NE: Okay. And were those
all projects where you were taking over |ower
produci ng wells, holding acreage with those wells, and
t hen redevel opi ng?

MR. MCGOVEN: Actually, nopst of that
work | did was in ny early part of ny career when
started at Union Pacific Resources and then at -- at
Trinity Resources. | did -- | did nore of that Kkind
of work there. And then we did end up with a few
wel | bores that we picked up. For exanple, at Navi dad
Resources LLC, there was a -- a 15,000-acre |ease that
was held by the state of Texas.

And there was one well that was a -- a

well that was on its last legs. But it was -- it was
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effectively holding the | ease. The primary term was

going to fall out and that -- that well was only going
to hold, | think, 160 acres. So there was a
15, 000- acre | ease. So | -- | bought that well from an

operator, a bigger operator who didn't see the val ue
init. | bought that well for $500,000 with the
15, 000 acres.

And then | got the state of Texas to
give us a continuous drilling clause. And we went in
and did our -- our conpletion treatnment on that well,
whi ch i nvol ved water fracking about six different
zones and co-mngling a gas zone with an oil zone.

Put that on production and we proved up that bl ock,
and then we subsequently drilled --

This is a good exanple of that was a
horrible well that anybody el se woul d' ve plugged. But
we took it. That actually was a -- was a -- the thing
that proved up the sweet spot of the whole conpany and
we ended up making -- one well we drilled in there
was, like, a mllion barrel well.

MR. TREMAI NE: Okay.

MR. MCGOVEN:. But we were using a

different technique. So that's -- then, now, | did

have wells | had to plug and -- and | had wells |

tried to reenter that were plugged that | then had to
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pl ug, so --

MR. TREMAINE: Let nme interject for a
second because that's actually -- that's really useful
i nformation. But what |I'mkind of getting at here is
| want to know, |ike, how many | ower producing
wells -- so you've tal ked about drilling these various
wells. In these devel opnment projects, how nmany | ower
produci ng wells roughly have your conpani es taken on?

MR. MCGOVEN:. Let's see. Again, that's

all | did at -- at UPRC and at Trinity, but -- and |
did some drilling at -- at both of those two. But
in -- at -- at those two -- those three conpanies,
let's see, we had one, two -- | think it was only,

i ke, a handful. So that wasn't nmy primary -- what
was driving that was the -- the private equity guys
wanted us to |l ease and drill. So that's what we did.

MR. TREMAINE: The mneral rights and
the acreage are what's valuable in that kind of deal;
right? You need to be able to hold it, but it's going
to be the horizontal well that's going to be
productive in the redevel opnent plan?

MR. MCGOVNEN: Yeah. Then the -- there
is -- the sad story is that after we went in and
proved up this -- this comm ngle technique and the new

frack, sonme guys went and bought the package to the
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north of us that I -- ny private equity guys woul dn't
|l et me buy. And they just backed up and did our frack
on a bunch of marginal wells, and they sold it for
$715 mllion, so --

MR. TREMAI NE: Ri ght.

MR. MCGOWNEN: So that's -- that's why |
drove a used pickup over here and -- and they're have
jets, | guess, but -- yeah.

MR. TREMAINE: Fair. Divested at the
wrong tinme.

MR. MCGOVEN: Yeabh.

MR. TREMAINE: The -- but you already
answered ny ot her question, which was -- but I'll just
ask you to confirmthat. |In those exanples you
provi ded, you then went into those marginal wells, you
wor ked over, reconpleted, did sone other maintenance
wor k, and either, you know, brought a well back online
or inmproved its production; is that fair?

MR. MCGOVEN:. Ask ne that one nore
time. |'msorry.

MR. TREMAI NE: Yeah. So you had just
given us an exanple of all the things you did to that
single well that you bought and how you inproved its
production. So |I'mjust asking you to confirmthat in

this exanple, you know, you're getting these marginal
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wells, in a lot of cases you're doing workovers or
reconpl eti ons or sonme other work on the well?

MR. MCGOVEN: That's the point. That's
what you're | ooking for and -- where sonebody el se
sees a marginal well, | see about four or five mllion
bucks it took to put that hole in the ground that |
don't want to have to spend it again.

MR. TREMAI NE: Okay. So we've talked
about a bunch of these wells, kind of the md cycle
actions. \What percentage -- again, roughly. O all
the wells we've tal ked about, what percentage of those
wel | s have your conpani es plugged and abandoned?

MR. MCGOWVEN: That was a snal

percent age because we were drilling new wells. | did
have to plug a -- | got -- | had one package that
we -- that where we had acreage we bought and we got

to the end of the private equity cycle and they were
ready to sell. And so | never got to -- | never got
to do anything with it, so -- so that -- that well was
i n Navarro County.
And then there was a well in Madison

County that -- | was in the mddle of drilling it and
oil prices dropped and they made ne lay the rig down,
and it was -- it was sitting over there and it hadn't

been finished. And should have been, but wasn't.
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Let's see. And then there was -- trying to think if
there was any ot her ones.

That was at Navi dad Resources LLC. At
the current conpany that | just -- we just sold the
assets of, that was all newdrilling, so --

MR. TREMAI NE: Okay. Okay.

MR. MCGOVEN: And then -- let ne back
up a sec. But in nmy new project |I'mworking on is
going to involve solely reentering old wells.

MR. TREMAI NE: Okay.

MR. MCGOVEN: Yeah.

MR. TREMAINE: Great. And that -- but
that's --

MR. MCGOVNEN: That's in the future.

MR. TREMAINE: That's a project in
the --

MR. MCGOVEN: Yes.

MR. TREMAINE: Okay. So it sounds |ike
the majority of the wells that we've tal ked about,
whet her they were new wells you drilled or | ower
produci ng wells that you worked on, your conpanies
ultimately sold nost of those wells to other conpanies
prior to plugging and abandonnent ?

MR. MCGOVNEN: We did. Yes.

MR. TREMAI NE: Okay.
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MR. MCGOVEN:. And just to have
el aborate on that. W carved out the wells that had
to be plugged when we -- and they didn't buy any of
those. And then -- and unfortunately, | had -- all
t he enpl oyees went with the asset and I was the only
one left. And so | had to get ny coveralls and go out
and plug those wells.

MR. TREMAI NE: Okay. Those are the few
exanpl es that we tal ked about --

MR. MCGOWEN: Right. So that's how we
handled it is | nade sure they got -- they were
pl ugged correctly.

MR. TREMAINE: Okay. All right. Wen
you were bringing -- let's talk about the specific
mechanism | know when you're tal king about the
capital stage, you were saying that you have to get
projections or estimates and incorporate that in to
get the equity backing. And by -- and that that |I'm
referring to is the deconm ssi oni ng costs.

But in terns of actual operations,
whil e you're managi ng one of these projects, how are
you accounting for those eventual decomm ssioning
costs? Are you saving noney fromthe production of
the new wells? Are you relying upon production

revenue fromnew wells that's happening later to plug
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wells inreal tinme? O what's the actual mechani sm
there? Do you understand ny question?

MR. MCGOVEN: Well, you should al ways
make sure you have enough capital on hand to -- to
take care of all your obligations. So that's --

MR. TREMAINE: You're essentially
reserving funds through the operation while you have
enough revenue to plug the wells and hol ding that for
decomm ssioning costs; is that fair?

MR. MCGOVWEN: That's what a prudent
operator shoul d do.

MR. TREMAI NE: Conpletely agree with

you. Thank you. You nentioned a phrase in your

testinmony. | don't have a citation to it. But you
said -- you referred to one of the sales as de-risk
deposition. |Is that -- do you recall that?

MR. MCGOVEN: Yes. And that has a
speci fic meani ng.

MR. TREMAINE: [It's a termof art in
the industry; right? | want to --

MR. MCGOVEN: Yeah. \What -- what
you' re de-risking is whether your -- your idea that

you canme up with was going to work or not. So

you're -- you're not de-risking sonething to do with
plugging. You're -- you're de-risking, is this a
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vi abl e econom c project? You know, are the
hydrocarbons there? Can | -- if | spend this noney,
am | going to get a sufficient rate of return on that
I nvestment? So you're -- so that's the termof art,
I's you're de-risking basically a concept. Yeah.

MR. TREMAINE: Okay. |Is selling wells
before you have to pay for their plugging liability a
part of de-risking?

MR. MCGOMEN: Selling. I'm-- I'm
sorry. |I'mnot foll ow ng.

MR. TREMAINE: |Is divesting of assets
bef ore you have to pay for deconmm ssioning costs, is
that a part of de-risking?

MR. MCGOWNEN: No. |'ve never -- |'ve
never done that. That's -- that's not what that term
nmeans to me; right?

MR. TREMAI NE: Ckay.

MR. MCGOMEN: I'm-- I'mtal king about
really you're trying to figure out whether -- you
know -- am | going to nake any noney on this project

or not? Now, maybe what you're tal king about woul d be
what people mght call rationalizing your portfolio;
right? So that's a different termof art, | think.

MR. TREMAINE: And rationalizing your

portfolio -- thank you for that clarification. So if
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you rationalize your portfolio as part of that
di vesting of assets before you have to pay for
decomm ssi oni ng? Okay.

MR. MCGOVEN: Yeah. And that's --
that's funny 'cause that -- ny exanple of ny -- of ny
little well that | got that kind of made the conpany,
that was a -- that was a big outfit with lots of smart
peopl e who rationalized their portfolio. So | got to
have a little laugh at their expense.

MR. TREMAINE: Didn't work out in that
case, did it? So if I"'mworried that nmy old N ssan
Xterra is getting up there in mles and |I'm goi ng
to -- about to have a bunch of, you know, nai ntenance
costs, significant maintenance costs, and | sell it
before | do that, is that a reasonabl e anal ogy for

rationalizing nmy portfolio?

MR. MCGOVNEN: Well, | would think so,
but the -- whoever buys it should take into account
that -- what they're buying and -- and that it cones

with its own set of problens.
MR. TREMAINE: Yeah. | nean, after |
sell it, it's their problem so -- | mean, would you

agree with that?

MR. MCGOVEN: I'mtrying to think about
that. | guess that sort of depends on the -- there's
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sone | egal issue -- issues there mybe.

MR. TREMAINE: | can't hide the
probl ens fromthemwhen |I sell it; right?

MR. MCGOVWEN: Right. But do you still
own an environnental liability, for exanple?

MR. TREMAI NE: Right.

MR. MCGOVEN: ' Cause normally in a

purchase and sal e agreenent, they'll -- they'Il wite
into the contract, "Oh, |'mnot buying your
environnental liability that you created before | took
over this well." That's -- you know -- that's a
normal -- you know -- normal clause you see in a

purchase and sal e agreenent --

MR. TREMAINE: Normal -- right. Yeah.
MR. MCGOVEN: -- is you told -- you
told me it was clean when | bought it. GCetting an

as-is whereas is a little hard.

MR. TREMAI NE: Yeah. Fair enough.
Fair enough. VWhen you sell wells, what happens -- so
you as a prudent operator, your Navidad entities
you' ve tal ked about, you're saving noney for any
deconmm ssi oning costs that you're projecting, but then
you sell the wells. So what happens to the resources
that you had held all ocated to the decomm ssi oni ng

costs of those wells once you sell thenf
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MR. MCGOWEN: Well, | nean, the -- the
cash that | have stays with -- with ne and gets
distributed to the investors and it's the new guy's
problem |If |I'm answering your question.

MR. TREMAI NE: Pardon? Sorry. Yes.

You absolutely are. So when you -- |let nme think here
for a second. | mght cone back to this.

Let me ask you about -- you referred to
yesterday in your slide 37 -- actually, strike that.

| want to stay there.

You tal k about in your testinony and
NMOGA' s presentation generally tal ks about risk-based
approach to financial assurance; right?

MR. MCGOVEN:  Yes.

MR. TREMAINE: Can we agree in the room
that risk-based strategy appropriate?

MR. MCGOVEN: Yes, but | don't -- |
don't think we've -- we've actually identified what
t hat exactly nmeans yet.

MR. TREMAINE: Right. Right. |
respect that the parties don't agree that the current
petition is appropriately risk-based. But what |
want -- | want to ask you about portfolios. So you've
managed a | ot of -- you've managed several oil and gas

well portfolios and | arge projects.
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When you have -- you're preparing
estimtes and projections and risk assessnents for
equity backers, et cetera -- we've tal ked about that.
If you took -- if you said, "Hey Equity, | want an
I nvest ment because | want to go buy 50 wells that
produce 500 to 1500 BCE per year and | just want to

operate those wells,” would you get equity backing for
t hat pl an?

MR. MCGOVEN:. Well, the industry has
shifted a bit in that respect recently |I think. There
are -- it depends on the strategy of the -- of the
equity backer. Sone fol ks are going after just
| ong-termreserves and -- and are buying -- you
know -- are buying properties like that. Oher folks
want you to be able to do additional devel opnent.

So | guess | would say right now,
the -- the whole -- the whole PE nodel is in -- in
flux at the nonent; right? -- because of all these
t hi ngs that have happened. So | would say that
there's sone fol ks that m ght buy that property and
it'd be willing to put noney into it and it would be
nore of a -- alnost like -- like alimted
part nership.

You would buy it and then you would

have to produce and -- produce those wells and then

Page 107

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

distribute revenue to the -- to the investors. But in
that case, you -- you better take into account that
you have to plug sonme of those wells.

MR. TREMAI NE: Okay. So hypot heti cal
here, if you have a portfolio that has 50 wells that
all produce 750 BCE on an annual basis --

MR. MCGOWEN: |Is that cunul ative or for
a piece?

MR. TREMAINE: A piece. Thank you.
Yeah. So each well -- I"'mtrying to nmake this sinple.
Lawer math. So you have 50 wells, all of the wells
are what would fall under the proposed definition of
margi nal well in this petition; all right? So they
all are producing magically 750 barrels of oil
equi val ent per year.

And then you have a second portfolio
where you have 25 wells that are in that situation,
and then you have additional wells that are new
hori zontal wells producing. Wich of those portfolios
i n your professional opinion is of higher risk?

MR. MCGOVWEN: Okay. So let's think
about that for a mnute. Here's -- here's part of the
problemis if you -- when you buy those horizontal
wel I's, whoever's selling it is trying to get a rate of

return and whoever's buying it is trying to get a rate
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of return. So what's the risk involved in the new
wel | s?

Well, in the new wells is how -- how
early in the process amI|? |If it's -- let's just say
nost of the wells have three to six nonths production
versus if they've got five years production. So |
have an unreliable decline curve. You're still in
transient flow during that early period and you don't
really know where the curve's going to break over.

So |'ve seen folks get burned on that
where they thought, "Oh yeah, |'ve got all these
reserves.” And then they buy it and they find out
three years later it went into the toilet on them So
that's a separate issue; right? | -- | think nost
private equity groups and investors woul d think,
"Well, 1've got a big asset base here and that's
probably the [ ower risk."

Unl ess on the other side, do | have

sonething I'mgoing to go do with all those margi nal

wells that | already know -- for exanple, if | know
that I've -- |'ve been able to do this particular
treatment in a -- in that sanme field and it's working
| i ke gangbusters and | can buy all those, I'm-- |I'm

probably not going to want to have to deal with the

bi g ask problemw th that big package.
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"1l probably go buy the -- | have nuch
| ess capital exposure. | can get the whole thing for
cheap and then go apply ny technique and -- and bring
all the wells' production up. M rate of return could

be much higher. So there's a risk versus reward

I ssue, if you will. Soit's -- | nean, | understand
you're hypothetical. |I'mnot sure what you're driving
at, but I'mtrying to answer the question.

MR. TREMAINE: Sure. Well, so you
woul d expect the portfolio that has a newer horizontal
well to produce nore revenue; right?

MR. MCGOWEN: But you're also going to
pay for that cash flow stream --

MR. TREMAI NE: \When you buy it; right?

MR. MCGOVEN: VWhen you buy it.

MR. TREMAINE: Right. But your
response to ny hypothetical was that what you would do
IS you would -- in either case you would seek to
| nprove or redevel op those; right? That's the exanple
you provided in response.

MR. MCGOVEN: Yeah.

MR. TREMAI NE: You can buy the narginal
wel |l portfolio for cheaper, but what you're going to
do is you're going to redevelop it?

MR. MCGOVEN:. That's -- ny approach has
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al ways been | want to know that |'ve got sone sort of
upsi de potenti al beyond what | paid for it.
O herwise, why did | buy it, so --

MR. TREMAI NE: Have you ever in your
pr of essi onal experience -- well, strike that. [I'm
goi ng to nove on.

| want to ask you about some of your
references that you nade to corrosion. So in slide 37
yesterday during your direct, you tal ked about -- |
bel i eve what you said was, |'m paraphrasing, rust
cenent, essentially corrosion is what kills wells; is
that fair?

MR. MCGOVEN: Yeah. The cenent doesn't
corrode but the --

MR. TREMAINE: It can degrade?

MR. MCGOVEN: Well, probably not.
If -- if you had good cenent to start with it,
sonetinmes it'll actually get harder and -- and you can
get barite settling, |'ve discovered the hard way,
that makes a really good sealant. So as the barite
settles out of the drilling nud, that can pack off
above your cenent and nmake a really good seal.

MR. TREMAI NE: Let nme back up because |

don't want to mi squote you. | thought you said
cenent. | mght be wong. | was taking notes on the
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fly, but --

MR. MCGOVEN: | didn't want to inply
that cenment corrodes, put it that way.

MR. TREMAI NE: Fair.

MR. MCGOWEN: It's -- corrosion is a --
Is a netallurgical term

MR. TREMAINE: | believe that the part
that I'm highlighting here is that you said that
corrosion is what kills wells. Yeah.

MR. MCGOVEN: Yeah. What you shoul d be
worried about is where you have corrosive fluids in
contact with steel.

MR. TREMAINE: Okay. And then you had
i ndicated | think on that slide or the series of
slides, a nunber of kind of elenents that can cause or
i ncrease corrosion. What | want to ask you is, is
time one of the functions that can contribute to
corrosion?

MR. MCGOVNEN: Well, time doesn't drive
corrosion, but corrosion is a tinme dependent process.

MR. TREMAINE: Better way to put it.
That's why | awers ask engi neers questions. |[If you
| eave a well unplugged for years and you don't perform
any work on that well, that could increase the risk of

corrosion to the well; correct?
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MR. MCGOVEN: If you -- if you leave it
abandoned and you put a -- a corrosion inhibited fluid
i nside the well bore, you can essentially pickle the
i nside of the well bore. What corrosion is, is it's
actually a -- like a battery. It's a -- it's an ion
exchange. So if you can put a film of sonething on
the surface of the nmetal that stops ion exchange, you
can kill the corrosion. So that's internal corrosion.

MR. TREMAI NE: Thank you, sir. But
that's not what | asked you. What | asked you was if
you | eave it alone. | understand that, like, a
prudent operator can do things to prevent corrosion
and OCD m ght even require those things in certain
ci rcunst ances.

But |I'm asking you if you just |eave it
alone -- time contributing to corrosion. |If you |eave
It alone for five years, you could have worse
corrosion than potentially than if you | eave it al one
for, you know, five weeks?

MR. MCGOVEN: Exactly. That's correct.

MR. TREMAI NE: Okay. So regarding
pl uggi ng. You provided sone testinony regarding
pl uggi ng, and you stated, | think consistent with your
testi nony today, that certain plugging -- aspects of

pl uggi ng depend on corrosion and netal lurgy of the
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well; is that correct?

VMR. MCGOVEN: Yes.

MR. TREMAINE: Okay. And so a well
regard -- a well we've agreed can be exposed to
corrosive environnments; right?

MR. MCGOVEN: Yes.

MR. TREMAINE: Okay. And the well can
be exposed to corrosive environnents regardless of its
pl uggi ng status; right?

MR. MCGOVEN: Yes.

MR. TREMAINE: We've tal ked a bunch
about tenporary abandonnent and approved tenporary
abandonment. Is it your understanding -- is it
consistent with your understanding that in New Mexico
under the current rules, once a well is tested and put
i n approved tenporary abandonnent, that well does not
require additional downhole nonitoring for another
five years?

MR. MCGOVEN:. Well --

MR. TREMAINE: |'m just asking you
about the status of when testing --

MR. MCGOVNEN: Downhol e -- downhol e
monitoring. | nean, actually what you're nonitoring
is at the surface.

MR. TREMAI NE: Okay. And so that
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abandoned TA well, that is going to be potentially
subj ected to the sane corrosive environment as any
other well; correct?

MR. MCGOVWEN:. Well, again, did you --
did you pickle it when you plugged it or did you --

MR. TREMAINE: |'m asking you about
the --

MR. MCGOVEN: -- abandon it, or --

MR. TREMAINE: |'m asking about the

envi ronnent and the exposure of the well or the
casi ng, tubing, what have you, not what did the

oper at or do?

MR. MCGOWEN. No. | -- | guess
l"'m-- well, that is the environnent | guess though;
right? 1Is the fluids -- the fluids are the -- are the

electrolyte. So it's inside the wellbore. So if
you -- I'm-- I'"munsure if | follow the question.
' m sorry.

MR. TREMAI NE: Okay. Could a cali per
| og encasing inspection -- because you referenced this
I n your testinmony. Could a caliper |og encasing
I nspection identify potential corrosion that isn't --
that does not constitute a conplete failure at the
time of the inspection?

MR. MCGOVEN: It coul d. And | think
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the -- the issue | got there is what's your criteria
to determ ne when you have a -- sonething that you
have to do sonething about? Wth a pressure test,
it's really obvious. |If you see a pressure -- a | eak,

obvi ously, you know you have a problem

So I've -- 1've never really used those
tools for that purpose. |'ve always used them for |
see a pressure -- if | see a |leak of sone kind, | go

in and | use those tools to figure out where the |eak
Is. Like, why do | have a problen? So | -- |I've seen
them used as a diagnostic tool.

And sonething else |I've seen is that
folks will gather a | ot of data sonetinmes and then
they don't do anything with it. So if you're -- if
you're going to require |ogging, we ought to know what
are you going to do with it and what's the criteria.

And then the other problemis all these
different tools can be interpreted differently.
There's an interpretation that's required. So you --
you -- just seens like the rule is a little bit vague
on all that to ne.

MR. TREMAI NE: | understand your
position. Thank you. Did you hear the testinony of
Lauren Di ede?

MR. MCGOVEN: | don't think so.
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MR. TREMAI NE: Okay. "1l rnmove on
anyway. | want to nove on and ask you -- you've
tal ked about this concept of a bad actor, and | Kkind
of want to examne that a little bit. | think that
that -- bad actors are absolutely a concern for
everyone, but it -- l|ike talking about the benefici al
use definition, it's not really defined. So when you
tal k about an oil and gas operator who's a bad actor,

what does that nean to you?

MR. MCGOVWEN: Well, if you | ook at ny
CV, | spent five years doing environnental auditing
for -- for clients and doing spill prevention control

and counterneasure plans. And then |I did about 500
different surface facilities where people were buying
and selling wells. So | got to see a wide variety of
operating characteristics.

So for exanple, an Exxon | ocation, you
could basically eat off the pad if you wanted to and
it would be fine. You know, they had -- they even had
all their piping color coded by -- by the fluid that
was init. And then there were other operators --
this would be a good exanple of -- he's stuffing box
| eaks on his punp jack and he digs a trench and it
goes into the creek and the oil's going down in the

creek. So this is the -- that guy's a bad operator.
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MR. TREMAI NE: Okay.

MR. MCGOVEN: Yeah.

MR. TREMAI NE: So when you tal k about
bad actors, it sounds |ike you're tal king about
I ntenti onal mal feasance?

MR. MCGOWEN: | don't know if it's
intentional. It's -- it can be inconpetence, it can
be ignorance, it can be | aziness.

MR. TREMAINE: You're getting into ny
next question. So do you include negligence and
i nconpetence in bad actor, your definition of a bad
actor?

MR. MCGOVNEN: Well, | know that --

MR. SUAZO. Objection. This calls for
a legal --

MR. MCGOVEN: Yeah. | know. Those are
| egal terms, but --

MR. TREMAINE: Bad actor's not a
defined | egal term

MR. SUAZO. Well, negligence is.

MR. TREMAINE: |'Ill nove on. He
already testified to this fact. | was just trying to
clarify.

THE EXAM NER: Thank you.

/1
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BY MR, TREMAI NE:

MR. TREMAINE: If an operator is
operating a portfolio -- so you' ve tal ked about
decomm ssi oning costs and reserving costs. |If an
operator, however they acquired it, acquires a
portfolio of wells and they do not have the funds or
the revenue to decommi ssion those wells, they're
clearly undercapitalized, is that a bad actor?

MR. MCGOVNEN: | don't knowif it's a
bad actor. | nean, they haven't done anything wong
yet, but -- but they m ght.

MR. TREMAI NE: In that situation, is
that portfolio at a higher risk of abandon -- of
or phani ng?

MR. MCGOVEN: | would say yes. If --
i f you' ve got sonebody that -- if you get -- yeah. |

don't know how you figure out if they don't have any

i ntention of -- of properly abandoning their wells or
not, but -- or if they're going to raise capital going
forward, | don't know, you know?

MR. TREMAI NE: Okay. Thank you. You
tal ked about the -- I'm wapping up here.

MR. MCGOVEN: Ckay.

MR. TREMAINE: We're very close. So

you tal ked about sonme issues with the OCD's -- or the
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WELC s proposal for beneficial use -- presunption of
beneficial use, and the 30-day period to provide a
response; do you recall that generally?

MR. MCGOVEN: Yes.

MR. TREMAI NE: Madam Hearing O ficer,
|'"d like to share ny screen real briefly here.

BY MR. TREMAI NE:

MR. TREMAINE: So |'m going to point
you to -- this is always dangerous, because |I'm using
soneone else's exhibit, but 1"mgoing to point you to
Petitioner's Exhibit -- Bates nunber 32, Exhibit 1E.
So I just want to confirmwith you that benefici al
purposes is -- so for the understanding, |ike --
right?

This is the red |line proposal. You
stated you're not a lawer. The black is the existing
rule text and the red are the proposed changes. So
woul d you agree that a determ nation that a well is no
| onger usabl e for beneficial purposes already exists
in the current rule?

MR. MCGOVEN: Yes.

MR. TREMAINE: Okay. You testified at
to sonme | ength about the concern, which | -- that even
t hough you' re not applying a | egal analysis or

determ nation to this as an operator, you want to be
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clear on what the role nmeans; right?

VMR. MCGOVEN: Yes.

MR. TREMAINE: Okay. So if OCD were
under its existing rule to tell you as an operator
that there was a determ nation of no beneficial use
for one of your wells, which we can already do, what
woul d that nmean to you? How would you know what t hat

means in their current rul e?

MR. MCGOWEN: Well, | guess it neans in
their opinion, I don't have anything else | can do
with that wellbore. | need to plug it.

MR. TREMAI NE: And does -- would you
agree with ne if | stated that there is not a clear
provision in the current rule for you to respond to
t hat determ nation?

MR. MCGOVEN: | -- | guess that's true.
Yeah. That sounds -- sounds correct.

MR. TREMAINE: |If beneficial use is not
defined in the current rule and OCD were to issue a
determ nation of no beneficial use, wouldn't you think

t hat that would be of concern to operators?

MR. MCGOVEN: Yeah. | think there
needs to be -- what I"'mtrying to think about here is,
| i ke, as an operator, what would I like to see? 1'd

li ke to see sone way to have a little bit of grace to
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make your argunent and have enough tinme to put
t oget her your argunent. | don't see anything in here
t hat suggests everything is well centric.

So -- so that's how do | explain ny
program Like, if I had a -- |like |I've tal ked about;
right? So that | have all these candidate wells left
to go do sonething to. So | guess |'mnot saying you
shoul dn't have sone sort of inprovenent in the way
this is all witten and that they make it cl earer and
the -- the definitions are nore obvious.

The operator needs enough tinme to
figure out how to make that argunment. Sonetines you
have partners and you got to get them on board with
what you're going to do. So all these things take
time. And |'mnot sure -- the -- there's -- there's
sonet hing about it that bothers me, which is that |
could just see that the projects | would think of
m ght be rejected out of hand because | don't have
enough data. So at -- at the time that | nake the
proposal ; right?

MR. TREMAINE: So let nme ask you this
to your response. So in the situations that you
outlined, so Navidad put together -- the various
entities put together proposals, you got equity

backi ng.
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In that situation, you would be able to
cone to the division and say: "Yes, this, well is
producing a small anount, but here's this other
additional information. |'ve got $500 mllion in
equity backing. W have already planned for
decomm ssioning costs. W' ve already done site
assessnments for environnental renediation,"” et cetera,
et cetera.

Do you -- that's sonmething that if
you're in the -- at any stage of your redevel opnent
pl an, you are going to have that information
avail able; right?

MR. MCGOVEN: Yeah. That's correct.
But then a bunch of ny wells are already in -- m ght
already be in this other category. So it just -- so
it seens like this could be done better, put it that
way. But there ought to be a way to -- to do this
SO -- so that | have sone assurance that all these --
all nmy target wells aren't going to get thrown out and
that I'm not --

There coul d be sonething conpletely
arbitrary or the engineer on the other side at the
OCC -- OCD just thinks I"'mcrazy. It wouldn't be the
first time. So, you know, how -- how do -- | don't

know how you sol ve that problemexactly, but that's
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all I"mbringing to the table is just think about
that; you know? Think about that when you're working
t hrough this.

MR. TREMAINE: So all the things that
we just tal ked about, all those exanples, isn't it
fair to say that OCD in its recommendati on and the
petitioner in adopting this recomrendati on
I ncorporated all the types of planning and
capitalization docunentation as specific exanples of
what an operator can provide in this proposal to rebut
t he presunption of no beneficial use?

MR. MCGOVNEN:. Well, they nentioned a
| ot of data that you could -- that you could dunp, but
it's for that particular well. So let's just say
that -- again, in ny exanple of the thing I kind of
want to go do in Texas that nobody's done before, |'ve
got to convince this -- sonebody that | don't know who
it is, that this idea |I have that nobody el se has had
or executed yet --

This -- |1 heard sonme discussion about
the PRMS, the Petrol eum Resource Managenent System
t hi nk sone of these ideas would be contingent reserves
particularly, or nmaybe possible reserves under that.
So that neans that, you know, contingent's like 5

percent or |ess probability of success, possible is
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going to be, you know, 10 percent probability of
success.

So is -- what's the hurdle? That's
what |'mtrying to understand. There's no indication
of what the hurdle m ght be and how open the
conm ssion m ght be to accepting sonme of those kind of
t hi ngs.

MR. TREMAINE: If | represented to you
that it was M. Powell's testinmony and position that
the division specifically structured this to allow for
the type of information you' re tal king about, a back
and forth with operators, and woul d encour age
redevel opnent plans, is that sonething that would

assuage any of your concerns?

MR. MCGOVNEN: | don't know whether it'd
conpletely alleviate it, 'cause | just -- | don't know
how that -- it's all going to turn out.

MR. TREMAI NE: Ckay.

3

MCGOVEN:  Yeabh.
MR. TREMAI NE: Uncertainties that --

you're a planner. Thank you, M. MGowen. | really
appreciate the dialogue this norning. | think it was
hel pful. And | pass the w tness.

MR. MCGOVEN: Thank you.
THE EXAM NER: Thank you, M. Trenmaine.
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M. Moore, do you have -- oh,
M. G aeser for the state | and office.

MR. GRAESER: Yes. Thank you. [|I'm
filling in for M. Moore, so | appreciate everyone's
pati ence while | kind of nuddle through this a bit.
|"mnot too famliar with the record.

CROSS- EXAM NATI ON
BY MR, GRAESER:

MR GRAESER. M. MGowan, in your
direct, | believe towards the end of the direct, you
wer e di scussing paying quantities. Do you have a
formula or a nethod by which you suggest neasuring
payi ng quantities?

MR. MCGOVNEN: Well, that's always a big
debat e because that conmes under many m neral | eases.
We'll use that term right? So -- and -- and
actually, |I've been on sone expert w tness cases where
you have to talk about that, so -- in -- in ny mnd,
obviously, it -- it nmeans that you're making -- you
know -- revenues nust exceed expenses over sone
timefrane.

The difficulty gets to be, |ike, what

timeframe are we tal king about? So yeah. That's --

that's a -- sonetinmes a subject of contention is
exactly how to calculate that. It may require an
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expert opinion for sonebody to -- to say, "Well,
what's a reasonable way to cal cul ate that?"

MR. GRAESER: So are you proposing any
way to calculate that?

MR. MCGOVNEN: Well, the -- the --

nobody's ever defined what the tinefrane is for

that -- you know -- there's no definition that | know
of where they -- this is the timeframe you have to use
for -- and it depends on what the docunents are.

Maybe a m neral |ease m ght have that defined, but --
it's got to be over sone tine period; right?
So obviously it's paying quantities,

revenues nust exceed expenses. That part's easy.

t hi nk the harder part is, well, is that over 90 days
or a year or two years or five years? What's -- you
know -- what's the -- what's the criteria on the

timeframe?
MR. GRAESER: Right. Do you have any

t houghts on that, an appropriate tinmefranme?

MR. MCGOVEN: | haven't really thought
that through. | -- | don't -- | haven't really
t hought that through actually, is to give you a -- a

definite answer on that.
MR. GRAESER: Okay. And any thoughts

on specific factors that m ght be included in that
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payi ng quantity anal ysis?

MR. MCGOVEN: Well, if you | ook at
your -- this is an issue with the -- your revenues and
you' ve al so got an issue with projecting revenues. So
for exanple, during COVID when we had negative oi
prices, there was a period there where you coul d have
said, "Well, none of your wells are producing in

payi ng quantities right now and all ny expenses are

ongoi ng. "

Qobviously it's all your operating
expenses. | don't think you would all ocate overhead.
| don't -- that's not a normal way to do it. | think
you would do it on a -- on a -- like, a well basis.

So | don't think you would all ocate your office

over head, but you would -- and maybe have direct
operating expenses related to -- to operating that
wel | .

And then you need to take into account
what ever you can sell the -- the product for, and
you're going to need to take into account any
differentials, you know, all those kinds of things
that you have to calculate. And -- and you have a
revenue -- you know -- revenue m nus expenses
basically. Does that nake sense? Am | answering your

questi on?
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MR. GRAESER: No. | appreciate it.

" mjust wondering if you had any -- you could bring
any light to what does appear to be a ongoi ng
di scussion. 1'll nove on.

So | believe on slide 89 on your
rebuttal -- and I"'msorry. | don't have the docunent.
Per haps soneone can bring it up. But we may not need
to. You were referring to environnental costs. [|'m
wondering if you can shed sonme nore |ight on what
costs you are including in that?

MR. MCGOVEN: Well, | don't renmenber
t he exact context of that.

MR. SUAZO. | can bring it up.

MR. MCGOWEN: | could tell you -- could
sonebody bring that up so | can look at it? But --

MR. GRAESER: Appreciate that.

MR. SUAZO. M. Graeser, you said slide
89 of the rebuttal; correct?

MR. GRAESER: Correct.

MR. SUAZO. Thank you.

MR. MCGOWEN: Oh, let's see. You say
slide 89 or page 89?

MR. SUAZO. Slide 89.

MR. MCGOVEN: Okay. Okay. M slides

don't have nunbers on them |'m afraid. Ch, okay.
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Good. Okay. All right. Let's see. Were does it
tal k about -- oh, there it is. Right there. Yeah.
Maybe you shoul d ask your question again, please.
BY MR. GRAESER:

MR. GRAESER: Yeah. | nean, so ny
guestion is what are you including in those
envi ronnental costs?

MR. MCGOVNEN: Are we tal king about V?

MR. SUAZO. Objection. These are not
the witness's environnental costs. They're from one
of the applicants' w tnesses, | believe, M. Purvis.

THE EXAM NER: Oh, M. G aeser.

MR. GRAESER: COkay. Okay. |
appreci ate that.

THE EXAM NER: | know you weren't here
for the Purvis testinony.

MR. GRAESER: Yeah. No -- no worries.
And | apol ogi ze.
BY MR. GRAESER:

MR. GRAESER: So let ne nove on to
M. Tremaine's conparison of the well and his Ni ssan
Xterra, | believe it was. So he asked you the
guestion, once you sell it, it's the buyer's problem
right? And you said yes, but you hesitated; correct?

MR. MCGOVEN: Well, yeah, 'cause I'm
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t hi nki ng about the purchase and sal e agreenents that
" ve, you know, executed, and when | buy properties,
what | try to build into ny purchase and sale
agreenent. And good attorneys woul d not advise you to
take on everything that the guy did to the property
before you owned it. | -- | think everybody woul d
agree with that. So that's what -- that's what ny
counsel has advi sed.

So now, you would |ove themto take on
those liabilities, but they -- you know -- they
probably won't. So in -- in the experiences |'ve had,
If it -- if it's sonething that | did to the property
before they took it over, then that's my problem

And then what | try to do then is |
create a baseline for what I -- you know -- | nake

sure that |'ve taken care of all of nmy environnental

probl ems before |I sell it to them 'cause | know that
| may -- beyond anything to do with a comm ssion, you
could have a -- a surface owner or, you know, sonebody

el se cone back at you, they've found a problem |l ater.
So you want to make sure that it's --
that's really ny only protection is to go take care of
my business in that case. If -- if I'm-- unless --
unless | can talk the guy into taking ny environnmental

liabilities going forward; right? To accept what | --
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whatever | did before. Does that make sense?

MR. GRAESER. It does. So for
i nstance, a state |land office | ease may be the source
of an ongoi ng obligation that you can't pass on;
right?

MR. MCGOVNEN: Well, that's true. There
could be sonmething in a -- | think mainly, like, it --
the lease | had with the state of Texas, for exanple.
| don't know -- | don't recall exactly what was in it,
but | wouldn't be surprised if there was sonething
like that in there. O wuniversity |lands is another
thing in Texas. So | -- | don't -- | haven't taken a
university lands lease, so I'mnot that famliar with
it, but --

| don't know that you can conpletely
escape fromall that liability. | was on a -- an
expert case many, nmany years ago where they were
basically trying to go after operators that had
drilled wells, like, in the "20s and '30s. | don't
know whet her they were successful or not.

But there's -- like, this is why --
this is one of the reasons why, if |I'mever going to
sell anything, I'mgoing to clean everything up before
| sell it and I'"mgoing to do my own site assessnents

and I'mgoing to have filed all ny paperwork and |'m
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goi ng to have done everything correctly.

And if there's anything I think m ght

cone back to bite me, like -- |ike a plugged well --
unpl ugged wells, I'"'mgoing to go plug those wells. So
that's just ny approach because | don't -- |'m not
sure if I -- 1 don't know I'mnot a lawer, but I'm

not sure you can totally escape fromthat liability.
Does that make -- am | answering your question?

MR. GRAESER: It does. You did answer
my question, and | appreciate your approach. Thank
you. | appreciate your tine. | don't have any ot her
questions for you.

MR. MCGOVEN: All right. Thank you.

THE EXAM NER: Thank you. Let's see.
| don't know that we have Ms. Nanasi on the platform

M. Maxwel |, do you have questions of
this witness? He may have stepped away.

M. Rankin, do you have questions?

MR. RANKIN:. No questions for this
wi tness. Thank you.

THE EXAM NER:  All right. | know EOCG
I's nonitoring the proceedi ngs, but does not have
guesti ons.

M. Cloutier.

MR. CLOUTI ER: Just a few Madam
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Hearing O ficer.
CROSS- EXAM NATI ON
BY MR. CLOUTI ER:

MR. CLOUTI ER: Good nor ni ng,
M. M Gowen.

MR. MCGOVEN: Good norni ng.

MR. CLOUTIER. We net yesterday for the
first time here in this room but ny nane's Drew
Cloutier, and | represent the | ndependent Petrol eum
Associ ati on of New Mexico. Just a few questions to
foll ow up on what's been going on here today and in
t hi s rul emaki ng.

You present as a prudent operator, and
so | want to put you in a situation that's going to
occur if this rulemaking is adopted. You're operating
sone marginal -- sone wells that are approaching
mar gi nal status, however, that's going to be defined
on the rules, and you see it. Wat as a prudent
operator are your rational choices at that point faced
with bondi ng expense?

MR MCGOVWEN: | -- well, it -- one
thing I"'mtrying to understand fromthe regs, from
what I'mreading, is it seens like | may need to
proactively put sone of ny wells into tenporary

abandonnent status to avoid getting into the situation
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where there's a trigger and then I've got to justify
what |'mgoing to do with it.

So | don't quite understand how t hat

wor ks under the regs that they're proposing. So -- so
would I -- would it -- would it be prude for nme to go
ahead and try to get them-- all those marginal wells
and -- and do sone kind of tenporary abandonnment and
just shut themin if | had sone period to do that
I nstead of, well, then all of a sudden they all get
triggered and next thing you know, I'm-- I'"'min a
bi nd; right?

|'ve got to try to prove what |'m going

to do with themin the future. So that's confusing to
me under the regs.

MR. CLOUTIER Let ne try and clarify

MR. MCGOVEN: Yeah.

MR. CLOUTIER Let's just say you're
faced with a binary choice. You're either going to
have to bond these wells or not. Wat is a prudent
operator going to do?

MR. MCGOVEN:. Well, depends on whet her
| think I could do sonething with them or not. |
guess | mght have to just plug them | nean, that's

one option would be to say, "Do | have the tine to
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figure this out?" If I -- if I'"'mgoing to go test
sonething in one or two of them and see what happens,
will | have time to figure out whether it worked and
do the other ones? If | don't have tinme to do any of
that, then I'mjust probably going to have to plug
them | guess.

MR. CLOUTIER: And you would plug them
even if you were making sone noney off of themstill.
But is your expense -- your operating expenses
exceeded or were |less than your revenues --

MR. MCGOVEN: You just have to decide
If the carrying cost was worth it and -- and worth
having to get the extra bonding and -- and then go
t hrough the whole rigmarole of trying to convince
everybody that you've got a plan for the future.

| mean, you're having a -- you're
trying to convince yourself that you've got a plan for

a future if you try sonething new So you need to get

enough data. But there -- you know -- there -- it's
a-- it's a very possible scenario that you m ght say,
"I just -- | just need to plug these things."

MR. CLOUTIER Yeah. And let nme -- as
you' ve pointed out, when you' re facing this decision,
ei ther plug or incur the bonding expense and see if

you're going to be able to do sonething -- well, I'm
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going to assune sone facts not in evidence. |'m going
to assune that Suazo Operating Conpany is also a
prudent operator and you're a prudent operator.

Is it possible that two different
prudent operators m ght |ook at the sanme situation
differently? One m ght plug and one m ght keep it?

MR. MCGOVEN: Yes.

MR. CLOUTIER: As a person wth about
40 years' experience in the oil and gas industry, do
you believe that if faced with this choice, the State
of New Mexico would | ose production, |eave producible
hydr ocarbons in the ground on an overall basis?

MR. MCGOVEN: You're tal king about
overall, these overall rules that we're tal king about?

MR. CLOUTIER: Yes. |If we're faced
with this, again, binary choice, either bond or not to
bond, that there will be operators who will choose to

plug and therefore | eave prudent operators --

MR. MCGOVEN: Well, | get --

MR. CLOUTIER: -- hydrocarbons in the
ground?

MR. MCGOVEN: Yeah. Let ne think about
that a mnute. Well, there -- there's one particul ar

provision that's the nost terrifying from an

operator's point of view, which is this 15 percent
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thing, because it's |ike this sudden dramatic change
in my whole financial picture; right? That | didn't

anticipate going in, so --

And |'ve discovered that -- for
exanpl e, private equity never -- they never |ike
negative surprises about noney. So that -- that one

right there |I think could push you into a situation
where you would be -- well, you know, dependi ng on
your resources and -- and what -- like, | have no idea
what the surety market's going to do. So there's huge
uncertainty to ne.

You know, sone of the testinony |'ve
heard doesn't sound very good. So could | end up in a
situation where | just can't get the bonds? So now
what do | do? Well, am | just have to start plugging
wells? |I'mjust have to get them off the books.

MR. CLOUTIER | think you answered ny
guestion. You anticipated a couple of others |ike you
did with M. Tremaine a couple mnutes ago. Are there
federal tax incentives for producing -- |ow producing
well's that may be defined as margi nal wells under a
different definition?

MR. MCGOVNEN: Well, this is the thing
that |I've noticed. Everybody's talking about the

margi nal well. And the way |'ve al ways | ooked at it
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Is there's actually incentives. So until recent
hi story, everybody wanted to protect the small
operator and protect their ability to keep producing.

So that -- | think it's $25 a barrel.
| mean 25 barrels a day, | think it was, which is a
pretty high nunber, but it was actually on the
opposite side. It was to help you get the marginal
production tax credit, which you only got with a
certain ridiculously low oil price. But it was
actually intended to be an incentive to keep you in
busi ness, not to put you -- not to make you plug your
wel | s.

And the sanme thing in -- Texas has
sonething simlar. Louisiana has sonmething simlar.
Even extendi ng over to inactive wells, it -- it's --
you could just find it on the internet pretty easy.
There's -- there's -- they list all these different

I ncentives that are available to cut your severance

tax for --

And they're trying to encourage --
those are all designed and they -- and they define
their margi nal wealth, not as a punishnment and -- and
to force you as a trigger to kill your well, but as a

way to help you keep it online. So it's definitely an

appl es and oranges kind of thing.
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MR. CLOUTIER Okay. And can you put
sone neat on the bone for the comm ssion if you know
about this Texas program or Loui siana program what
these incentives |ook |ike?

MR. MCGOVWEN: Well, | don't -- | don't
have it nenorized, but the one |I'm excited about is
starting in 2026, Texas is going to have a -- a 100
percent severance tax abatement for three years or --
or -- with a $750,000 cap if you take an inactive well
and you stinulate it, if you put a frack on it.

So that would take a ot of the risk
away of trying a new idea and seeing if you're -- if
you can cone up with a refrack that'll actually work
or restinulation. So that's just one exanple. Texas
has a -- a -- they actually have one that's sort of

t he opposite of what we're tal king about here, which

Is -- | believe it's if your well's been down for two
years, if you'll bring it back up to production, you
can get a five-year abatenent of your -- of your

severance tax. And then Louisiana has sone things
that are simlar.

They don't -- they don't call it a
margi nal well. They call it a incapable well. They
have a different termfor that, but --

MR. CLOUTIER:  Okay.
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MR. MCGOMNEN: Now, |I'mnot -- |'m not
an expert on everything and that -- all the New Mexico
regulations, but it did occur to ne that the one way
to help alleviate sonme of this would be, along with
sonme sticks that sound |i ke everybody wants to put
into place, it'd be great if you had sone carrots that
woul d attract investnment capital and attract the kinds
of entrepreneurs that would bring capital that do have
the wherewi thal to plug everything properly and do al
their environnmental due diligence and do the thing --
you know -- follow the rules, basically.

MR. CLOUTIER: Thank you for your tine,

M. MGowen.
MR. MCGOVEN: Thank you.
THE EXAM NER:  Thank you.
M. Suazo, do you have sone redirect?
MR. SUAZO. | do, Madam Heari ng
O ficer.

REDI RECT EXAM NATI ON
BY MR. SUAZO
MR. SUAZO. M. MGowen, let's start
with some of the questions you were asked about NMOGA
of fering a proposed definition for beneficial use.
Sorry, that's nme. Sorry.

You recall, Ms. Fox asking you whet her
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NMOGA submtted a definition for beneficial use?
MR. MCGOVEEN: | --
MR. SUAZO. Sorry. Do you recall?

M5. FOX: (Objection. | didn't ask
t hat .
MR. SUAZO: | believe she did.
THE EXAM NER:  Yes. You asked about
t he beneficial use versus margi nal well; yeah?
M5. FOX: Wth the beneficial use
di scussion, that was all about our proposal. | didn't

ask about the NMOGA proposed definition of benefici al
use. |I'mjust --

MR. SUAZO. | recall that she did.
That was ny recollection. | guess we can go to the

transcri pt.

THE EXAM NER: Yeah. [|'msorry. |
share his recollection. It mght be wong.

M5. FOX: Yeah. No. | didn't ask
about NMOGA's definition is all |I'm saying.

THE EXAM NER: (Okay. Thanks.

Go ahead, M. Suazo.
BY MR. SUAZCO

MR. SUAZO. Do you recall being asked
about proposed definitions of beneficial use?

VR. MCGOWNEN: Yes.
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MR. SUAZO. Have you reviewed the

testi nony of NMOGA wi tness, Clayton Sporich?

MR. MCGOVEN: I'mtrying to renmenber.

MR. SUAZO. | understand there's a | ot
out there.

MR. MCGOVEN: Yeah. | -- I'm-- first
off, I"'mterrible at names. Another engineering trait
| think maybe. | don't really renenber. |'msorry.
So --

MR. SUAZO. Ckay. Are you aware

whet her M. Sporich offered a proposed definition for

beneficial use?

MR. MCGOWEN: WAs that here at -- at

this testinony? Like -- or was it in his witten

testi nony?

MR. SUAZO Well, he hasn't testified

yet, so it would have to be in his witten testinony.

MR. MCGOVEN: Okay. | don't

' m sorry.

remenber.

MR. SUAZO. Based upon the discussion

and the questions fromthe comm ssion in this

proceedi ng, are you aware whether NMOGA intends to

subm t additional proposals to the conmm ssion?

MR. MCGOVEEN: | have heard that

di scussed. Yeah. That they -- that they're going to
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submt sone things.

MR. SUAZO. Do you recall being asked
about a potential point system or tal king about a
potential point systemfor prioritizing orphan wells
yest erday?

MR. MCGOVEN: Yes.

MR. SUAZO. Are you able to provide
addi tional detail about that?

MR. MCGOVNEN: Well, and | realize a | ot
of people aren't going to like this, but engineers
like to be -- you know -- use science. So, you know,
we know what causes corrosion, we know how that works,
we know about cenent; right? So -- and we al so know
that -- 1'lIl give you one exanple of sonething that
you shoul d probably [ ook for, which is proximty to
i njection wells.

So let's just take an exanple. If |
said | had a -- I've got a well drilled in the '40s
and it's been there a long tinme. And | | ook at the
cenenting records, and | don't -- | don't think |I've
got cenent over the zone that they're injecting salt
water into. And so that means | could have cross fl ow
of a -- of that brine going across the casing on the
outside of the casing; right?

So | would expect that would be one of
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my wells | should be worried about; right? That's --
that's a -- that would be a higher risk. So could you
cone up with a point systen? | think so. | think if
you did -- what you need -- what you're trying to
figure out a way to do is to -- is to break the
population up into risk groups using first principles
of engineering. And you could do sone statistical

anal ysis and al so do sone anal ytical anal ysis.

If I was given the problemto solve, |
woul d start with these outlier wells, these really big
ones, and I'd figure out -- 1'd go -- |I'd go through a
root cause analysis and figure out why that happened.
What was the -- it's -- the -- the technique is called
Fai l ure Mbde and Effect Analysis, FMEA. And it's a
known -- it's a known technique that's backed up by,
you know, decades of literature.

So | would go figure that out, and then
that would be a good -- good way to figure out, okay,
what were the things that caused these wells to be
these outliers? 'Cause they' re the ones that are
skew ng your plugging costs. Those are the ones you

need to go address.

They shoul d have -- and then you could
say, "Okay, now l've got -- I'"mgoing to develop a
poi nt system based on the known factors.” Right? And
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| -- | got a spreadsheet in ny head | can visualize |
coul d build.

MR. SUAZO. Very good. And the reason
why | asked that is because | wanted to ask if you
recall being asked about the LFC report by Ms. Fox and
| think M. Tremaine?

MR. MCGOVEN: Yes.

MR. SUAZO. Okay. |In your view, is the
LFC a perfect estimate as it is?

MR. MCGOWEN: No. But | don't -- |
don't know that there is such a thing as a perfect
estimate, but | think given everything we know now
and -- and given all the discussion and sort of I|ike
| ve been tal king about, scrubbing the data properly,
you know, meking sure you understand if you've got
mul ti pl e populations within your -- within your |arge
popul ation, that you're sanpling it correctly, | think
you could do a better job of that.

MR. SUAZO. So am | correct to
understand that you think that estinmate can be
approved with -- inproved with additional OCD and
per haps industry data?

VMR. MCGOVEN: Yes.

MR. SUAZO. So you tal ked about raising

capital for projects where others may not see a | ot of
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value. In your opinion, froma operationa
perspective, how m ght potential financial backers
view the increased costs associated with financi al
assurance?

MR. MCGOVEN:. Well, it -- it depends on
what you're doing, of course. If I'mjust -- if I'm
taki ng new |l eases and | don't deal with any of these
old wells, that's one scenario. It -- it mght push
you to do that because you want to stay away fromthis
problem you know, this whole issue. So that's one
possi bl e scenari o.

Anot her scenari o woul d be they woul d

want to know what inpact are these rules going to have

on our operations. And in particular, the -- the big
thing that -- that all these folks want to hear is the
term"running room" So what that nmeans is this is a

ri sk business and a risk mtigation and a risk
reducti on busi ness.

I n other words, you need to -- you have
to try sonething, you ve got a hypothesis, you -- you
go execute, you see what the results are. That tells
you whet her your hypothesis was correct or not. And
then you need -- you need enough evidence that what
you're trying to do is working so that you can proceed

and then do that in a |arger scale.
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So like | said before, if -- if they're
thinking, "Wow, in the mddle of this whole process,
coul d have a whol e bunch of my -- nmy target wells
could get elimnated."” |If that's unclear, if that's
anbi guous, or subject to sonebody's decision making
outside their control, like, you don't -- | don't know
what they're going to do.

So at that point, you would be -- you'd
be in a jamtrying to raise noney to do that. [It'd be
alot -- if there was -- the -- the nore concise the
process is, the nore predictable the process is,
the -- the better chance you're going to get, you
know, capital attracted. | think that's obvious.

MR. SUAZO. Do you recall M. Fox
show ng you a chart that showed how | ong wells have
been inactive with sonme being inactive or tenporarily
abandoned for in excess of 20 years?

MR. MCGOVEN: Yes.

MR. SUAZO. And do you recall sone of
those wells being inactive for as long as 40 years?

MR. MCGOVEN: Yes.

MR. SUAZO. I n your opinion, the fact
that these wells have been in that condition for so
|l ong, is this a failure of the rules to function as

i ntended, or would this be a failure to enforce over a
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| ong period of tinme?

MR. MCGOVEN: Well, don't want to throw

rocks at anybody, but seens like it -- they probably
shoul d have -- sonebody should have nade them pl ug
those really old wells. That sounds -- you know - -
and they're -- they're probably the ones that are
causing all the problenms. | -- | could see how you
m ght have -- you know -- we've got a 40-year-old
wel I, you know, that sounds |like a -- sonmething I'd

want to be concerned about. Yeabh.

MR. SUAZO. Sure. And, you know, |
think that, you know, there's plenty of -- you know --
If you want to call it blame, it's probably too strong
a word, to go around. But in your opinion, is what
Applicants are proposing through these rules
essentially asking operators to pay for, you know,

I nfractions that occurred many years ago?

MR. MCGOWEN: Well, | -- | guess you're
getting to a -- a point about fairness maybe. |'m not
sure if -- you know -- | don't know how that enters
into this kind of a conversation, but -- you are --
you are probably going to need -- you know -- that
what you're saying is that you're -- you're -- folks

in the present are going to have to pay for the sins

of their -- of their forebearers as it were.
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MR. SUAZO. Thank you, M. MGowen.

No further questions.

THE EXAM NER:  All right. Thank you,
M . Suazo.

We're just a few m nutes ahead of noon,
so let's return at one and we'll go to commi ssion
guestions of M. MGowen.

MR. MCGOVEN:. Okay.

THE EXAM NER: Thank you.

(OFf the record.)

THE EXAM NER: All right. W're back
after a lunch break, and we turn to the conm ssioners
for their questions of M. MGowen.

Comm ssi oner Anpomaeh, do you have
guestions?

MR. AMPOMVAH: Sure, | do.

Thank you, sir, for your testinony
today. And | always love it talking to the engineers.
We're going to have sone fun.

MR. MCGOVEN: Uh- oh.

MR. AMPOMAH. Pl ease, can you bring up
the slides. That wll be Exhibit, | think, 1A Let's
start from slide nunber 14.

So sir, there has been a | ot of

di scussi ons and, you know, | just want to see how we
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can really narrow or cone to nore or less |like a

consensus. And | do know that NMOGA with -- counsel
Is saying they will provide us with red |ines here and
there, but |I really want to nake sure that things are

di scussed, you know, so | don't get any surprises when
we receive the final red |ines.

So here, the first question that |I'm
going to ask you, there's been a |l ot of discussion,
and | just want to know if you are okay with the
definition of the beneficial purpose or beneficial use
as it stands now if the comm ssion just strike out the
specul ative purposes?

MR. MCGOVEN:. | guess since we have --
since we have "such as" in there, | guess that opens
it up that there could be other -- other things
that -- that aren't |listed. And from an operator's
perspective and a non-lawer, if -- if there were a
few other things listed that were obviously part of
that -- that statenent, you know, | wouldn't --
woul dn't be opposed to that just to make it clearer or

easi er to understand.

But overall, I -- | would say yes,
if -- if -- the thing that nost concerns ne is, is
what is -- what does specul ative purposes nmean and how

does it play out.
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MR. AMPOVAH: Yeah. And there's been a
| ot of discussion on that. So |I'm not going to probe
further because where you -- when you say that "such
as" there, then it nmeans it's just going to be a
finite nunber of itens that if we want to put all of
theminto a definition is probably not going to be
possi ble; right?

MR. MCGOVEN: Ri ght . Li ke, what |'ve

seen in contracts is they'll -- now, I'"mnot a
| awyer -- is, you know, "including but not limted
to." R ght? Sonmething |like that so that it's obvious

what that neans.

MR. AMPOMAH: | hope counsel wll take
notice of that.

MR. MCGOVEN: Yeah. Right.

MR. AMPOMAH: That is a very inportant
point. | appreciate that. Yeah. Thank you for that.
Let's go to slide nunber 16. And | just want to make
It quick. So under D, so you're saying that the 30
days are short. Do you have any date in m nd?

MR. MCGOVWEN: Well, | think obviously
you never know how much tinme you need, but if you
had -- if you had 90 days and maybe if you had sone
addi ti onal grace, sone -- some way to -- to work that

out on the fly, given the conplexity of the project.
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Li ke, let's say you had -- you know -- |'ve only got
one well I'"mdealing with, that's one thing.

But if I"mactually trying to -- to
work with sonebody on a program of sonme kind, you
could have a -- you're going to have to have

di scussi ons back and forth. You're going to have to

have explanations. They -- it'd be great if the OCD
could say: "Well, | need nore data. Go away and do
this analysis, come back to ne." You know, that Kkind
of thing.

You m ght even need to bring in sone

third-party consultants to help. So if -- if there
was -- again, I'm-- I'"'mjust -- I'"'mspit balling here
at this point, but, you know, |I could see if -- if you
could treat it with such that -- how do | get -- how
do | prevent |osing an opportunity here, and -- and
how do | how do | prevent waste, then a -- a bit -- a
bit of grace on this would be helpful. Does that

answer your question?

MR. AMPOVAH. Yeah. It does. And --
but definitely I think based on nost of OCD days t hat
|'"ve seen, it's nostly 90 days. But | think OXY al so
proposed sonet hing where they al so added the | anguage
to the effect of OCD working with the operator to nake

sure that at |east the operator exhaust all possible
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options before they make their final determ nation.

So if counsel can | ook at what OXY
proposed and then conmbine that with what you're saying
and provide that to the conm ssion, that would be
really helpful. But so you're saying that probably 90
days you are not opposed to that?

MR. MCGOVEN: Not -- not opposed, but

| -- | would add the caveat that flexibility sonehow

built into this process; right? -- for -- to deal with
the conplexity of the project; right? If it's -- if
it's a bigger project or it's -- or it's a nore

unusual technol ogy sonebody wants to bring, or --

you -- you see what |'m sayi ng?
So I'"'mnot -- I"'mnot trying to draft
| anguage here, but -- but I"'mjust -- you know -- just

saying that's a concern from an operator's
per spective.

MR. AMPOMAH: Let's go to slide nunber
29. And so there has been a | ot of discussions about
t he approved tenporary abandonnment and all of that.
So the applicant wtness, | think M. Al exander,
proposed sone exceptions to the comm ssion for our
consideration. | don't know if you've had the chance
to review that.

MR. MCGOVEN:. If there's sonething
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beyond what's in ny little notebook here, | haven't
seen it.

MR. AMPOMAH: Okay. Let nme see if |
can read that to you. He's saying that beyond, let's
say, the getting to the seven years, eight years
before any well can extend, you know, to be TA, he has
sone suggestions for the comm ssion. So | just want
to read that to you.

MR. MCGOVNEN: VWho -- who's -- |I'm
sorry. Wo's --

MR. AMPOVAH: M. Al exander.

MR. MCGOVEN: Oh, M. Al exander. Ckay.

MR. AMPOMAH:  Yes.

MR. MCGOVEN: Okay.

MR. AMPOVAH: So he said that in order
to avoid the | oopholes; right? So he's saying one, it
has to be limted in scope, |limted in tinme, subject
to periodic OCD review, based on sound engi neering,
techni cal, econom c, and adm nistrative information.

And he added to five and six, which
"1l still read anyway. "Not based upon guess work,
hi nges, and specul ations or the like." And then the
| ast one is "Carefully crafted to avoid any kind of
| oophol e | eading to abuse.”™ Do you have any comrents

on these?

Page 155

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

MR. MCGOWEN: Well, this is -- this is

based on nmy experience with bringing -- this has been
true since | was in college. M -- ny buddi es would
make fun of ne. Li ke, |I'd always say, "Well, there
must be a better way to do this." Right?

So |l -- I'"ve actually presented things

to folks that were highly qualified, but maybe they
didn't have the sane experience | did, and maybe they
didn't have the sane appetite to try new things. So
what concerns ne a little bit in thereis -- 1 -- 1
wish it was sonme way you could make it so cut and
dried that it'd be easy to cone to agreenent with
everybody about -- you know -- there's sone things

t hat are obvi ous.

Li ke, let's just say you' ve got a --
oh, I don't know. There's a sand behi nd pipe; right?
And you've got e-logs and you've done the subsurface
geol ogy and maybe it's a conventional play, and you've
got pressure data -- you know -- all the good stuff;

right? And you can do all your cal culations and you

can go perforate and -- and put those wells online,
and -- and it's -- it -- you know -- it's -- it's
obvious. It's the kind of thing you could get at

Ryder Scott or sonebody to book reserves for.

VWhat |' m concerned about iIs that sone
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of the things in the future that we m ght kind of need
to have in our -- in our arsenal in the -- in the

busi ness is things that m ght be considered nore
contingent. So I'mjust -- I'"'mnot totally sure how

to solve this problem but that just seens a little

bit -- alittle hard cut, if you know what |I'mtrying
to say.

So now, | don't know how you get around
that. I'mnot -- I"'mnot telling you how to get
around that. |I'mjust saying that's ny concern is |

can imagine a |lot of things that | proposed in the
past that have ended up working woul d probably get
rejected. And they -- and they were -- you know --

| -- 1 drove all over Houston, Texas,
trying to talk private equity guys into doing stuff
and they all thought I was out of my mnd until
found one that would give ne a chance; right? So --
and |'ve had one of the top reservoir engineers in the
country totally m sinterpret what he was | ooking at.

And he -- he would' ve said, "Well, you
don't have any beneficial purpose.” Yeah. So that's
my concern. Am | nmaking sense here? So | don't know
how to solve the problem but |I'mjust presenting it
that m ght be sonething you m ght want to consi der.

MR. AMPOVAH: Yeabh. So as for the
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conmm ssion, we have to nmake this tough deci sion;
right? And we're just trying to build some consensus
here. So, you know, | asked M. Arthur yesterday
about the sane issue. You know, he thought that the
number one to nunmber four, it's probably okay, which
will be if before OCD can nore or |ess give anybody
opportunity to go beyond the stipul ated anount of
time, it has to be limted in scope.

| think all parties will probably be
able to agree to that, limted in tinme subject to
periodic OCD review, and then nore or | ess based on
engi neering, technical, and econom c and
adm ni strative informtion.

MR. MCGOWMEN: And | -- | guess, correct
me if I"mwong, but I -- | guess it already, there's

al ready that kind of beneficial purpose |anguage. So

this is the -- you know -- limted in tinme. How can
describe what I'mworried about? What |I'm-- what |'m
worried about is if -- | guess it all depends on what

the attitude toward this whole thing is; right?

s it -- is -- is there a spirit of
I nnovation within the process? O is it a "l just
want to get all these wells plugged"? And if -- you
see what |'mgetting at? So | -- | can't really tel
you how to solve the problem That's just -- |I'mjust
Page 158

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

going to give you nmy concern is as long as everybody
thinks it through and -- and you don't kill off a
bunch of opportunity. And I'm-- | may not be very

hel pful in nmy answer, but that's kind of what |I'm

t hi nki ng.

MR. AMPOMAH:  You know, as a reservoir
engi neer, | was al so concerned about, let's say if a
well is plugged, let's say after eight years, probably
w || not have the opportunity to do a hands on

recovery. O let's say any other cool stuff that we
can do. But also OCD is concerned about just using
that as a | oophole, you know, to --

MR. MCGOWEN: Exactly. Exactly.

MR. AMPOMAH: So definitely there has
to be sonething that the comm ssion has to put in
there. So just aside what M. Al exander has provided
to the conmm ssion, do you have anything that you can
propose to the conm ssion for our consideration?

MR. MCGOVEN: Well, here -- here's just
a thought; okay? -- is I'mlooking at sonme of the
things that they're doing in Texas. For exanple,
the -- the -- there's an enhanced oil recovery credits
you can get. There's a -- there's a carbon
sequestration conmbined with and soil recovery you

could get for your severance tax.
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And then there's also this new thing

that's going to be comng into effect next year, which

is a-- arestinulation of an inactive well. So | --
what |'ve kind of wondered about, if -- if at the sane
time you're doing this, you' ve got a -- an incentive

programto bring in capital; right? So that you
have -- so that -- so that you're bal anci ng out --

And maybe |I'mgetting rid of sone
wells, but I'"'malso bringing capital to repurpose
wel l's, and that would be focused on that. So that's
just a thought. And that's sonmething that you see --
actually see that in -- | think Louisiana has sonme
regulations to try to maintain.

But what Texas is doing is the thing I
think is -- really makes a | ot of sense is encouraging
t hings that woul d have a | onger inpact, a bigger
I npact if you could prove up those concepts. Like, if
a few people in a big field figures out how to do a
enhanced soil recovery, well, everybody and his
nother's going to want to do it at that point.

And so you could -- you could really

| everage that; right? You get a bigger return on that

I nvestment. So anyway, am | -- am | hel ping here at
all? I'mtrying to --
MR. AMPOMAH:  Yeah. | believe that one
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wll be for NMOGA to go to the |legislature for that
because probably will be beyond nmy scope. Ckay.

Let's go to slide nunmber 35. So on this provision
nunber four and five, you've have -- you know -- you
had a | ot of comments on that. And | read through all
your comments, but for us, we need action itenms. So
is it possible for you to provide any | anguage that
you want anmended on this one?

MR. MCGOWEN: Ch, gosh. Well,
sonething to think about here is what would trigger
you to spend nore noney and start going into a -- a
hol e and running things in and out of the hole. So
again, if I -- if | had -- if | was in a situation
where | was going to run a caliper log and a -- and a
casing integrity log and I didn't really know what the
pass fail was and what would require nme to take
additional action, | would find that a little bit

confusing as an operator.

l"m-- I"malso thinking that -- you
know -- | think one thing | tal ked about earlier was
that -- was cenment, and | haven't heard anything in

here where -- where anybody tal ks about anything about
cenent. So if you had -- for exanple, if I've got a
well with a cenment bond log and | show cenent -- let's

just say |'ve cenented all the way to surface on the
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production string.
Well, that well's pretty solid. And if
| just pickle the inside of the casing, well, there's

no fluid contacting the outside of the casing 'cause

|'ve got cenment covering it up. | don't know why |I'm
running -- |'mhaving to run extra | ogs on that;
right? That's -- that's, like, a really great

si tuation.

O let's say | have a DV tool in that
wel | where you could do a two -- two-day cenent job so
that | get cement over the shall ow zones all the way
to surface. Well, in that case, ny surface casing
Is -- Is got cenent behind pipe. That should be the
surface for sure and for certain; right?

And then if | got cenent all the way to
surface on that next string and maybe even an
I nternmedi ate string, then |'mpretty bulletproof on
the aquifer at that point. | nean, there's a | ot of
wells | -- that | conpleted where | ran an extra
string of pipe and cenented all the way to surface or
| used a DV tool.

So in that case, could you -- is there
sonme sort of caveat to deal with a -- with a
difference in risk; right? So that you're not really

spendi ng noney that you don't need to spend. Again,
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| -- I know |I'm conplicating things, but if you

could -- if you could think it through that --

'Cause what's -- you know -- if you
think about it, the -- what's -- what's the external
corrosion risk? Well, it's -- it's salt water exposed

to the backside of the casing or you don't have cenent
or you don't have subtle barite. So it's -- you
know -- that's just -- |'mjust saying as an engi neer,
| think that's some of the things |'ve been thinking
about on this is that anything you coul d add;
right? -- where there --

Now, again, I'm-- |'madding a | ot
of -- I"'m-- I"mafraid |I'm addi ng conpl exity because
that's what we engi neers do sonetines. But you would
be taking care of that case. And you wouldn't do
it -- be doing unnecessary work on wells that don't
require it.

If you' ve got good cenenting records
and you don't have any pressure problens and it's a
young well, then, you know, do | really need to run a
caliper log and a -- and a casing integrity |og?
Coul d there be | anguage that would all ow you to focus
on, |I've got these -- |I've got these critical factors
t hat we know are contributors to corrosion, and so |

want to make sure | go check that.
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So what's the criteria? And I -- |
think you could use the National Association of
Corrosi on Engi neers, for exanple, API maybe, to cone
up with standards for m nimum wall thickness,
sonmething |like that, that you could -- you could put
in. And -- and | think there's -- that's -- you
shoul d be able to get a standard on that.

You m ght even be able to base it on
pressure. Like, if you know the burst pressure and
you know the -- know the wall thickness, is there sone
m ni mum requi red, you know, relative to the pressures
you think you're going to see? So that was a
conplicated I ong answer, but -- am | answering your
guestion?

MR. AMPOVAH:  Well, it sounds to me
that you have a problemwi th the caliper |og, but you
also add into it that is a cenment bond I og.

MR. MCGOWEN: Well, that's a

possibility. You know, it -- it depends on the
situation. But if you've -- if you've got reason to
believe -- well, let's just say you're -- you're

punpi ng a cenent job and you never get returns; right?
Well, what -- what do you do about that; right? And
that's part of your submtting records that you

subm tted.
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So anyway, | -- | -- you know -- |
don't -- | don't see it as being a conplete solution,
but I -- it -- it seens |like you ought to be | ooking
at the situation and then figuring out what you need
to do based on the facts. Wether | can -- you can
wite that into a rule or not, | don't know. That's
the challenge for the attorneys to figure out, |
guess.

MR. AMPOMAH: But | do |like the casing
integrity | og, though.

MR. MCGOVEN: Well, as -- as long as --

li ke something | ran into with caliper |ogs sonetines

Is you -- you'd get, you know, scale. And I've -- in
directional wells, I've had -- |I've had caliper | ogs
get hung up; right? -- trying to go around the corner.

So like, if you're forced to go around a caliper | og,
you may very well get it hung up and get it stuck.

So -- if you're in a directional well.
So that's -- that's one of the things that entered ny
mnd is this is just a blanket got to run a cali per,
got to run a casing integrity log. Casing integrity
|l og, it should just have centralizers and is using
ei ther sonic or electromagnetic capability and is
trying to get a wall thickness.

So |l think I Iike that one better,
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‘cause all the caliber log is telling you -- you
know -- sonetines the -- when they manufacture this
casing, there's a lot of variation in the idea of the
casing; right? So you're -- you're depending on that
variation in the idea of the casing to figure out
whet her you' ve got wall thickness or not.

Now, it would tell you if you had a
hole, but if you had a pressure | eak, you already knew
you had a hole; right? It mght tell you -- |I'm not
sure if it's high enough granularity in the data to
tell you if you' ve got excessive pitting. So | agree
wth you, the casing integrity log is probably nore
useful; right?

MR. AMPOMAH: And | agree with that
too. And then know that you al so added a cenent bond.
You did to that category too. Let's go to --

MR. MCGOVEN. Well -- well, if
you -- if you have reason to believe you don't have a
good cenent job. That's what | was thinking. Aml]
maki ng sense here? If | lost -- like, | punped ny
cenment and | never got returns to surface of any kind,
li ke, I don't even get nud back, I'm-- where did ny
cenent go? Okay. That's clear.

But if | got really good returns and |

can calculate -- let's just say |'ve got a good --
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|"ve got a good caliper log on the open hole; right?
And I've -- |I've -- | don't have super washouts, and |
can cal cul ate the volune of the annulus, and | know
how nmuch cenent | punped, and | know how nmuch nud |

got back, well, then | can nake a pretty good estimate

of where ny cenent went in that case; right?

But if -- if I'"ve got -- if | don't get
any returns, | don't know where the cenent went, so --
right? So yeah. That -- that mght be a -- | -- |I'm
just saying, |like, making everybody run every log in

the world every tinme may not be required. You m ght
want to think about that and have some sort of
engi neeri ng judgnment nmaybe.

MR. AMPOMAH: Okay. Let's nove on.

MR. MCGOVEN: Okay.

MR. AMPOVAH: Li ne nunmber 38. Her e,
read your testinony. And then also based on the
di scussions, ny question to you is, you know, the
approved tenporary abandonnent, is it your opinion
that this type of category are in conpliance and
shoul d not be treated otherw se?

MR MCGOVEN: I'm-- I'msorry. Could
you try that again?

MR. AMPOMAH: Yeah. Let ne repeat that

again. So the approved tenporary abandonnent wells
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category, |I'm asking you, is it your opinion that
these tenporary or approved tenporary abandonment
wells are in conpliance and should not be treated
ot herw se?

MR. MCGOVEN: Yeah. That nmakes sense.
If they're followng all the rules and they've done
everything they' re supposed to do.

MR. AMPOMAH. Okay. Then let's go to
slide nunber 40. So when | | ook at the expired
tenporary abandonnment, when you | ook at that
definition, does this definition clarify that a well
I's no longer in approved, let's say, tenporary
abandonnent status category and then also is not in
conpl i ance?

MR. MCGOVEN: Yeah. | was trying to
figure sonething out. So |l -- | sawthis -- the
slides where they were showing that in the New Mexico
data system they're already using that term which
hadn't seen before. And what | was wondering about on
that is, you know, the way they're using it there,

what did they think that neant when they did that;

right?

Did they think that was sonething that
was out of -- you know -- that was not within the
regul atory tolerance or -- or what -- or maybe I'm
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t hi nki ng about the other definition. Go -- maybe it's
the other one, isn't it? It was -- had the -- the
screen that it showed and you had the drop down on the
dat abase on the website.

MR. AMPOVAH:  Yeah. | renenber --

MR. MCGOVNEN: Was it expired -- it was
expi red tenporary abandonnent, wasn't it?

MR. AMPOMAH: | don't think | saw
expi red, but | saw abandoned -- tenporary abandoned --

MR. MCGOVNEN: It was three words. |
t hought it was expired tenporary abandonnent. So |
guess, are there wells that are already -- that are
already in the systemthat are -- that -- that neant a
different thing at the tinme; right? So does it nean
sonet hing different now?

Li ke, when | think about tenporary
abandonment, | never knew that that was a dirty word
until now, right? You know, we -- we would

tenmporarily abandon wells as a regular course and --

because we -- that was something we did internally
that, okay, I"'mnot going to -- | don't know what -- |
don't -- I'mnot going to produce this well right now,
but I'"'m-- | don't know what |I'mgoing to do with it,
but 1'm-- |I'meither going to abandon it or |'m going
to do sonething else with it. But that was kind of an
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I nternal to the conpany.

| -- I got to -- you know -- |I'm
sitting here thinking about this after everything
that's been discussed and all the questions |'ve been
asked. And | don't hate this and |I'm not sure why
it's such a big deal at this point. It seens |ike
it's one of the lesser inportant issues, but | -- |
may not understand what effect it has in sone other
| egal context.

Li ke, does it trigger sonething |I don't
understand? That would be nmy hesitation about that
I's, 1S just make sure that it's not confusing or that
It doesn't trigger sonmething sonewhere else. Just --
just verify that.

MR. AMPOMAH:  Well, don't you believe
that the approved TA should be cl assified and
differentiated from --

MR. MCGOVEN: Yes.

MR. AMPOMAH: -- expired TAs?

MR. MCGOVEN: Yes. Definitely. Yeah
Yeah. Yeah.

MR. AMPOMAH. So don't you believe that
it's just a clarity that this one is given to
differentiate between approved TA and an expired TAs?

MR. MCGOWEN: Well, | could see anot her
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| dea would be -- there's two reasons why it could be
no | onger approved; right? |Is -- one of themis it
has a nechanical integrity problem And the other one
Is that it just ran out of time on how long it was
supposed to be abandoned.

So what popped into ny head when | was
t hi nki ng about this was, well, what if you had a
| apsed -- you know -- | apsed tenporary abandonnent,
and you had a different category for maybe sonething
conpletely different you could call it if you had a --
a mechani cal mai ntenance issue.

Then when you were categorizing it in
your dat abase, everybody would know, well, these are
the ones that we got to go do sonething about that --
t hat have an actual nechanical problem These are the

ones that just ran out of time; right? 1I1t'd be two

different categories of -- | mean, asking for ideas.
|"mjust giving you ideas that -- that popped into ny
head, so --

MR. AMPOVAH: Yeabh. But, you know,
from let's say OCC point of view, rule has to be very
clear, not confusing --

MR. MCGOVEN: Ri ght.

MR. AMPOMAH: -- so when anybody reads

It, they do know how to inplenent it.

Page 171

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

MR. MCGOWMEN: Right. So if you said --
what |'msaying is let's say you said "l apsed

t enmporary abandonnment,” then you woul d know what t hat
meant. That nmeant tinme. And if you said, you know,
"mechani cal integrity problem" whatever you want to
call it, you would know that that was, 'cause that one
had a nechanical integrity.

' mthinking too about -- 1've done a
| ot of database work, so |I was thinking how you woul d
categorize these in your database to keep track of al
this stuff.

MR. AMPOVAH: Oh, so instead of the
expired, you want el apsed?

MR. MCGOVEN: Yeah. You can say
el apsed.

MR. AMPOMAH:  Okay.

MR. MCGOWEN: Now, again, |'mjust
gi ving you sone ideas.

MR. AMPOMAH.  Okay.

MR. MCGOWEN: And then that doesn't
sound the sanme as maybe anything that's used anywhere
el se; right?

MR. AMPOMVAH:  Ckay.

MR. MCGOVEN: And then -- and then over

on the -- if this nmechanical integrity is the reason
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it fell out of favor, then, you know, you need to cone
up with something else for that. 'Cause that's the
one you really got to worry about; right? That's the
wel |l that you need to go do sonething about.

MR. AMPOMAH: Okay. Let's go to slide
number 45. And I'mbuilding a case here for us to
di scuss about the bonding and all of that. So bear
with me on that. So on this slide, if the conm ssion
to decides to keep the 90 days, there will be no
| ssues; right?

MR. MCGOVEN: Well, obviously I'm not
maki ng these decisions. | would feel better if you
had nore than 30 days. So that -- | |ike 90 days
better than 30. |If you had a little bit nore than
that, 1'd be even happier with -- with it. So
that's -- maybe that's ny answer.

MR. AMPOMAH: Thank you. Now to the
difficult one. Let's get to slide nunber 55. So | do
have a | ot of questions here that | want to wal k
t hrough with you on this one.

MR. MCGOVEN:. Okay.

MR. AMPOMAH: Help the commi ssion to
understand from your point of view the difference
bet ween inactive well and a margi nal well.

MR. MCGOWEN:. Well, obviously inactive
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well is -- is not -- is not producing, | guess. So
that would be the difference, | suppose. Yeah.

MR. AMPOMAH: Now, so | ooking at the
title "E," inactive wells and wells in approved and
expired," or let's say el apsed, el apsed tenporary
abundant status. So | asked you earlier a question
about do you believe that approved TAs are in
conpliance? So nore or |ess should be left al one?

MR. MCGOVEN: Yes.

MR. AMPOVAH:  You renenber that?

MR. MCGOVEN: If you verify the
mechanical integrity and it's approved for tenporary
abandonnment, then it seens like you -- that that
well's in good shape.

MR. AMPOMAH: W th this bonding issue
that we're discussing here, will it be your suggestion
t hat the comm ssion should probably take out the
"approved" fromthis category?

MR. MCGOVWEN: So for inactive wells?

MR. AMPOMAH:  So if you look at it, it
I's inactive wells with -- yeah. Read through that.

MR. MCGOVEN: Okay. Well, here's sone
of ny hesitation with this -- this sort of |ine of
guestioning, just so you know, is |I'mthinking of

t hese regul ations sort of |ike a conmputer program In
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my progranm ng experiences | would -- | would change
sonet hing over here and |I'd break sonething over here
that | didn't intend to; you know?

So that's what |'mworried about is
that -- and obviously the folks that put all this
together really thought it through carefully in how
all these things interact. So having said that --
maybe ask your question one nore tine. Help ne out
here.

MR. AMPOMAH: COkay. You know, and |'m
trying to see where the conprom se could be, you know,
so NMOGA can really ook at it and conme up with
sonmet hing. You know, | don't really want NMOGA to
just give recommendations and then all of a sudden
closing statenents or whatever, we see a bunch of red
lines. That one is going to be tough.

From ny point of view, | want to be
able to discuss issues before | vote on it. You know,
If 1"ve not discussed issue, I'"'mnot really going to
feel confortable voting on it as an engineer, as you
said; right? So on this one, the E, would you agree
or let's say recommend that we change the heading to
"I nactive wells in expired TA status"?

MR. MCGOVEN: Inactive wells. So you

want to take out the "approved"?
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MR. AMPOMAH: Exactly.

MR. MCGOVEN: Okay. Let ne think about
this a mnute. Let's see. Inactive wells. And so
wells in expired, tenporarily abandoned status or
what ever you cone up with -- and you're taking out
"approved” also in the next line, | guess?

MR. AMPOVAH. Yes.

MR. MCGOVEN: You put nme on the spot
here, so let nme see if | can figure this out. |
don't -- | don't know whether | can really do this,
but I'mgoing to give it ny best shot to answer your
question. So it seens |like if you take the "approved"
out, what have you done? So you -- you've got
I nactive wells that are not -- that are not in
tenmporarily approved status, so they haven't been
t hrough that process yet. So we take those out of the
pi cture.

And then you've got wells that were --
| guess at one point they were -- they were approved,
but now they're not. Okay. So -- and then |'ve got
I nactive wells that haven't gone through the whole
process yet. Okay. Well, that's a good point. So
does it end up being that -- that you wouldn't have to
post a bond for the approved tenporary abandoned

wel |l s? Ah, okay. Thank you.
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MR. AMPOMAH. |'m doing the work for
NMOGA, which is not good.

MR. MCGOVEN: Okay. | see where you're
headed now. Well, | have been wonderi ng about that,
why -- why are we having to post a bond for sonething

that we figured out is not a threat; right?
Particularly if | spent a bunch of noney to figure
that out, which is what is being requested.

So, you know, |'m not making any
decisions and I'mnot in charge here; okay? So |I'm
just giving you what |I'mthinking. But, you know, |
don't think that's a terrible idea. Put it that way.

MR. AMPOMAH:  You know, we've talked
about bad actors and then prudent operators. So as
you think about it, prudent operators wll nore or
| ess follow the rule and they' |l nake sure that their
work's in conpliance. So as | think about it, if
they're in conpliance, then why should we punish then?

MR. MCGOVNEN: Well, that's -- that
makes sense to ne. It does.

MR. AMPOMAH. Now, you've talked
about -- so now we're just focusing on the inactive
wells and then expired wells -- expired status wells.
Those wells are not in conpliance. Now, why would you

have a problem putting that 150,000 bond on thenf
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MR. MCGOVEN:. Well, okay. There's --
there's going to be a debate about that amount; right?

MR. AMPOMAH:  Yeah.

MR. MCGOWNEN: Based on what we think

actual plugging and renedi ation costs are. So if we

could maybe table that -- that anount -- you know --
| -- I don't -- you're asking, like, do | have an
objection to -- to folks that have got wells that are
not in conpliance posting a bond. | -- | can't say

that | think that's conpletely unreasonable. That
seens reasonable to me, so --

MR. AMPOMAH: Yeah. And OXY al so a
agreed to that as well.

MR. MCGOVEN: So and -- and | guess the
other -- now, there is the other big hamer that's in
this whole thing; right? Maybe -- maybe we're goi ng
to get toit in a mnute, which is that 15 percent.

MR. AMPOMAH:  We'|l | get to that.

MR. MCGOVEN: Yeabh.

MR. AMPOMAH:  We'll get to that.

MR. MCGOWNEN: Right. So that actually
plays into this; right?

MR. AMPOMAH: We will get to that one.

MR. MCGOVEN: Okay. All right.

MR. AMPOMAH. Okay. Now, | just want
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to ask you, | think we are in agreenent that wells
that are not in conpliance, definitely those are the
wells that can -- that will be probably be in a
position where OCD has to plug those if they are not

i n conpliance.

MCGOVEN: Well -- well, they m ght.
AMPOVAH: They m ght.

MCGOVEN: They m ght.

AMPOVAH:  They m ght.

MCGOVEEN:  Yeabh.

P 22D DD

AMPOMAH:  And then based on all the
testinmony, OCD s saying in that instance is $150, 000
that | have to use to plug these wells?

MR. MCGOVEN: Well, I'm-- |I'm not
going to vote for the ampunt at this point, but I
woul d say that, you know, it's -- it's -- | would
expect what cones out of this is sonmething that's
simlar to that, but I don't know what's going to cone
out of it; right?

MR. AMPOVAH. And this one is al
I nactive and expired. So those ones | think we have
to go all in and put it on, you know, as suggested by
t he applicants and even OXY al so agreed to that. But
if you look at E, you know, we've discussed about the

approved TA status. Do you believe that there has to
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be a bonding category for that or that can al so fal
into the active bonding -- the overall bl anket
bondi ng?

MR. MCGOVWEN: Well, yeah. And this
Is -- this is where these things interact; right?
Because, you know, you would be notivating the
operator to do nore to nmake sure that -- that the wel
was -- you know -- had -- had the nechanical integrity
and everybody had the evidence to -- to show that if
they felt like -- if that took them out of the status
where you didn't have to have a -- a bond for that

particul ar well .

So, you know, properly -- properly
tenmporarily abandonnment, 1've got -- |I've done all the
t hings that you need to do engineering wise. |'ve got
corrosion inhibited fluid in the wellbore. |I'm

nonitoring it; you know?

So, you know, there mght be a little
bal ance there if you could nove those -- where you
don't have to have a -- a bonding on those, but you --
but you're just focused on the ones that are -- I|ike
you said -- am-- am| answering your question?

MR. AMPOVAH.  Yes.

MR. MCGOVEN: Okay.

MR. AMPOMAH. And as we are talking
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through this, | believe it'll build a case for NMOGA
to give us sonething that we are aware of. | don't
want any surprises. That is why |I'm asking you these
questions, so --

MR. MCGOVEN:. Okay. Well, just to be
cl ear, nobody's given ne authority to do anything.

MR. AMPOMAH: Ch, yeah. Once you're on
t he seat, you are helping us too to make deci sions.

MR. MCGOVEN:. Okay.

MR. AMPOMAH: Yeah. Let's go to slide
number 56. Another big problem Yeah. So yesterday,
Comm ssi oner Bl oom asked M. Arthur about if there
coul d be any exceptions to the marginal rule, you
know, so sonething to think about. We'IIl cone to
that. But | want to explore the bonding for this
category that we have here.

MR. MCGOVEN: Yes.

MR. AMPOMAH: Now, you stressed on
using the age, the depth, and all of that, you know,
the risk based approach. Can you explain to the
conm ssion from your opinion, you know, how sone of
these factors that you' ve |listed before, you know,
especially the age of the well, can be incorporated in
|l et's say the bonding for the margi nal wells?

MR. MCGOVNEN:. Well, folks may hate
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these ideas | come up with, but when I'm Il ooking --
when I'mtrying to figure out candi dates for
restimulation, I -- | build a system for ranking;
right? And | would go through the well files, and |
would -- | would -- actually, | worked with a

geol ogi st to do this, and we would conme up with a way
to provide points.

But in this case, | think what you'd
really like to have is you need to figure out what the
drivers are that's causing these outliers. That's one
thing 1'd -- 1'd like to see people do. And that
woul d give you a |lot of information. And then also
see if you could get -- if you could conme up with a --
with a systemof ranking the wells by risk and then
get that to correlate; right? Us engineers like
correl ati ons.

MR. AMPOMAH:  Yeah.

MR. MCGOVEN: If you could get that.

" Cause right now what we have is everybody say, "Well,

| ook at the -- do this plot.” And well, God, the

pl uggi ng cost doesn't seemto go with the depth;

right? But it kind of does, but it kind of doesn't.

Wel |, that neans you don't have a great correl ation.
And you woul d understand what |'m

saying, R squared. So wouldn't it be great if you
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could figure out sonmething that was a |i near
rel ati onship where you had devel oped a -- a way of
ranki ng these; right? And then you could -- and then
I f you had made sone cl ear guidelines of how to put
themin the different buckets and then conme up with
a--

Now, everybody nmay hate this idea
‘cause it's conplex, but if you're technically trying
toreally focus in on where the risk is, that's how I
would do it. If I -- if | owed a portfolio of wells
and | was trying to figure out which ones were the

hi ghest risk for plugging, that's what | would do.

would -- | would figure out a way to rank these
things, |1'd have a point system I|'d focus in on those
wel | s.

So if you did the sane thing here,
there's the possible that -- then you wouldn't be
penalizing folks that have taken care of their
busi ness; right? That have -- that have young wells,
that are dealing with -- and say |'ve got a well that
makes al nost no water and it makes alnost all oil and
very little gas and it's sweet gas. Well, oil is a
pretty nice corrosion inhibitor; right? So that one's
not as big a problem so --

And this other thing to think about, |

Page 183

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

got thinking about this. Like, we're tal king about

the corrosion and the -- what's going on right there
at that time. Well, you got to renmenber that the
thing that was corroded over the life of the well. So

I f you think about CO2 partial pressure and what that
does to netallurgy. So if earlier in the |ife of the
well, | had really high pressures; right?

Let's say |I've got gas and CO2 in it
and |'ve got high pressures. M partial pressure,
based on the percentage of CO2 in that gas streams
going to be high. Well, that -- that nmeans it's -- it

had been attacking ny steel early onin the life of

the well, not right now.

And then as -- as the pressure drops,
my CO2 partial pressure drops. In the latter |ife of
the, well, it's not going on. So the question is how
much damage was done in the -- in the early period;
right? So you'd want to look at that. |[Is that nmaking

sense here?

MR. AMPOVAH: You know, it'll be nuch
easier if let's say all the people that are going to
| npl enment the rules do have the know edge that you
have, but unfortunately we don't; right? So we need
to come up with sonme rules here; right?

MR. MCGOWEN: Well, let -- let -- the
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CO2's -- CO2 content is sonething you can neasure.

And if they're selling gas, | guarantee you the -- the
gas purchaser is -- is making them analyze that on a
continuous basis. So if | got a high CO2 well, you

could categorize that differently. Am 1 nmaking sense

t here?

MR. AMPOVAH: Yeah. You are.
Definitely engineers are discussing so -- |'m okay
with that --

MR. SUAZO. Madam Hearing O ficer, |'d
like to proffer -- you know -- | think the direction

fromthe conmm ssion has been pretty clear that you
woul d |i ke to see sone additional recomrendati ons and
proposals fromindustry. And we're fully prepared to
do that.

| just want to nmake sure that the
W tness doesn't get too far away fromhis testinony in
terms of getting into specific proposals. But just
want to throw that out there that that is certainly
sonething we're preparing to do.

MR. AMPOMAH. Yeah. So | went through
the remai ning witnesses, and the question that | do
have is do they have the information that we are
| ooking for; right? So let's say in his testinony, he

t al ked about using the depth, the age.
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MR. SUAZO: Sur e.
MR. AMPOVAH: He tal ked about all of
t hat .

3

SUAZO: Of course.

3

ANMPOVAH: But there's no

guantification. So I'mtrying to see if | can get

t hat --
MR. SUAZO: Under st ood.
MR. AMPOMAH: -- to help us.
MR. SUAZO  Okay.
MR. AMPOMAH.  Okay.
MR. MCGOWEN: Well, think about a
deci sion tree; okay? You could -- you could start out

with I've got boxes with arrows; right? And | go,
"How ol d is the well ?" Categorize that; you know?
"What's the fluid systen?" Categorize that. It

woul dn't have to be that terribly conplicated to -- to
come up with a risk profile.

MR. AMPOVAH: Yeah. But there's no
testinmony in front of the comm ssion that does exactly
what you are saying to tell us -- you know -- to
advi se us how to inplenent the risk base. [It's al
recommendati on, but there's no direct, you know, steps
to help us --

MR. MCGOVEN: | -- | understand.
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MR. AMPOMAH. -- nmaking the rule.

MR. MCGOVEN: I'mjust -- |I'm proposing
a--a--1 just -- | nmean, if you gave ne this as an
engi neering project, | would -- | would still have to

take sonme tine and go analyze all the data and cone
back and give you an answer. And | -- | haven't had
the | uxury of doing that, so --

MR. AMPOMAH: Yeah. And that is
exactly what the applicants' experts, they did. |
mean, they substantiated everything that they are
providing to the commission. But NMOGA is actually
not doing that. You know, and they are great
I ndustrial discussions that we've had, but we want
boom boom We want the bottomline itens here.

So on this one, D, would you be okay
if, let's say we change the inactive wells to expired
TA status wells?

MR. MCGONEN: So are we -- are we
taking -- you're -- you're -- okay. One second here.
You're taking the inactive wells out, but you're
keeping the marginal wells in?

MR. AMPOVAH: Yes. And then we do

expi red TAs.
MR. MCGOVEN: Well, I'mtrying to
figure -- okay. |If | had a marginal well and it -- it
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had nmechanical integrity, why is it nore of a risk
than a tenporarily abandoned well; right? That's --
that's a confusion for nme. |In fact, sonebody's
watching it every day probably. You know, it's --
it's -- if it's making oil, you're -- you're coating
t he tubul ars.

You m ght have corrosion inhibition

progranms ongoi ng where you're injecting corrosion

i nhi bitor. | mean, you should anyway. So it seens
| i ke your marginal well is not -- is not a bigger --
is -- is not a bigger risk than your tenporary

abandoned wel I .

MR. AMPOMAH. And |'mtrying to build a
case here. So would you agree or do you have any
experience where a five-year well, a ten- year wel
coul d become a marginal world, let's say fromprimry
production, right at the end of primry production.
Even though this is a new well, but we are hitting the
residual oil saturation to the primary, so it wll
become nore or less a marginal well, based on our
definition.

MR. MCGOVEN:. At sone point it would --

you know -- depending on how you want to define
mar gi nal wells, at some point every well is going to
be a marginal well. Yeah.
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MR. AMPOMAH: So the question that |
asked you earlier on with regards to nunber one, | was

thinking if NMOGA can provide us with sone

exceptions -- you know -- because you've discussed al
t hese great itens about -- let's say a margi nal well,
which is not aged. It's not going to be an orphaned
well, or, let's say, will not require the sane

pl uggi ng cost, you know, conpared to, let's say, a
wel | that could probably becone an orphaned wel .

MR. MCGOVEN: Yeah.

MR. AMPOMAH: So woul d you agree
that -- | nmean, NMOGA can cone up with sone -- or the
parties can cone up with sone options or, let's say,
exceptions, that even Comm ssioner Bl oom brought that
up, and | thought it was a good idea too.

MR. MCGOWEN: So woul d these be kind of
| i ke on a case by case basis exceptions or would they
be --

MR. AMPOMAH: Exactly. Not necessarily
a case by case, but a bullet point simlar to what
M. Al exander tried to do for the beneficial use. So
let's say if IPNMor let's say NMOGA feels like this
is really harsh and it's not really targeted, we want
it to be nore targeted. So could there be sone

exceptions to really make sure that we are not really
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going after the small producers who are still prudent

producers?

MR, MCGOVEEN:

OCkay. So those

exceptions would apply to margi nal wel

MR. AVPOVAH:
MR, MCGOVEN

woul d be based upon what ?

MR.  AMPOVAH:

MR. MCGOVEN
me; right?

MR, AMPOVAH
to get at is --

MR. MCGOVEN

MR. AMPOMVAH:

definition of the marginal

mar gi nal wells that we have to put that $150, 000 bond

on?

MR. MCGOVEN:
t hi nk about that a m nute.
created equal ?

MR. AMPOVAH:

MR, MCGOVEN:
that they're not.

VR. AMPOVAH:

MR. MCGOVEN

Yes.

And -- and the exceptions

| nean, that --

That's what you' re asking

Well, so what I'mtrying

Yeah.

-- not necessarily the

wel |'s, but

Okay. So yeah. Let's

So are all marginal wells
Exactly.
OCkay. Well, |I'm saying

So | want to see --

Yeah. |

| s?

is it all

see what you're
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saying; right? So well, if you use the sane approach
that we tal ked about earlier, if you had a way to
categorize, then you could say: "Well, |ook, these
are -- these marginal wells are not at risk because
they're in this category. These marginal wells are.”
And have sonme sort of a cutoff.

So now, again, you know, you need to do
sonme nore engineering to figure out what that | ooks
i ke exactly. | don't think it's horrible though. I
don't think it's, like, a terribly difficult task.
You're going to need sone well data and you're -- you
know -- you need a good robust database that has your
information in it that's been scrubbed.

And then you need to start working the
probl em and see if you can sinulate the outcone based

on the way you break it down. And then figure out,

well, is it going to -- is it -- if |I do this, is it
going to raise enough noney to take care of the -- the
problem-- the ultimte probl enf

VWich is, you know, are we going to
have enough assurance here to make sure everything
Is -- the state's not stuck wth anything? So | think
that's doable. | think it's possible to do -- do
sonething like that.

MR. AMPOVAH: So nunber two, so the
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appl i cant was generous and OCD i s saying that
beginning May 1 -- | got it right this tine.
Begi nning May 1, 2028, an operator shall provide one
wel |l plugin financial assurance for each margi na
well. You know, on that provision, don't you believe
that they are giving operators enough tine to al so
make sure that you don't really have a | ot of their
wells in marginal category?

MR. MCGOVEN: Run that by ne again.
didn't -- | put -- I"'msorry. | didn't understand.

MR. AMPOVAH: So nunber two.

MR. MCGOVEN: Nunber two. Ckay.

MR. AMPOMAH: Yeah. It's not, I|ike,
one --

MR. MCGOVEN: This says January on
there, sol'm-- I'm--

MR. AMPOMAH. So it's May.

MR. MCGOMEN: Oh, it's May now? Ckay.

VMR. AMPOVAH:  Yes.

MR. MCGOVEN: Okay. Okay.

MR. AMPOMAH: [t's May now.

MR. MCGOWEN: That -- that confused ne.

Sorry.
MR. AMPOMAH: Yeah. So don't you

believe that they are providing enough time for
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prudent operators to at |east work on their wells, you
know, to make sure that they do not -- especially in
‘23 --

MR. MCGOWVEN: Oh, '23. Yeah. Yeah.
Yeah. Okay. So that does give them sone tinme. Now,
where we were at a mnute ago was we were talking
about having some marginal wells that are not subject
to the -- to the financial assurance because you can
categorize themas lowrisk. And this gets where al
these things are interacting; right?

Li ke, there's all these, you know, do |
get both of these or one of these; you know? Because
you -- you cut down on the burden on the operator
if -- if you can say: "Well, I'mtaking these wells
off the table. They nmeet the criteria for a -- it's a
"marginal well,' but it -- it's exenpted because of,"

this criteria, whatever that m ght be.

Well, then that would give you tine,
yeah, to -- to figure out, well, what am| going to do
about the marginal wells that -- that |ook |ike
they're a threat? 'Cause again, | don't think all the

mar gi nal wells are created equal
MR. AMPOMAH: So nunber three. There
has been a | ot of discussion. And | want to ask you,

30 percent has been the other nunber that has been
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t hrown out, you know, outside of 15 percent. Do you
think it's a good nunber?

MR. MCGOVEN: Well, here's the thing
that | don't understand though is, |ike, okay, let's
just say |'ve got 100 wells, and I've got 15 of them
that are currently -- and under this, it's marginal or
i nactive; right? -- under what it reads right there,
guess. So maybe | get another five. Sonething
happens, they go down, whatever -- for whatever
reason, frack hits, sonething.

And so now, suddenly |I've got this huge
financial assurance issue for all ny wells. And what
that feels like is suddenly ny bl anket bun just turned
into, like, you know, $15 million overnight. So
that -- this is the one -- this is one of the many
things in this whole thing that is just disturbing
from an operator's perspective.

| -- I didn't -- | don't understand why
you wouldn't just say: "Well, | got one nore wel

that doesn't nmeet the criteria. Wy don't | get

anot her bond on that one? Wiy aml -- why am|
getting hamered for all ny wells?" Now, | understand
there was a -- there was a theory in there that, well,

that's going to get rid of sonme of the bad operators

and - -
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But what could happen is -- you know --
how t he surety market's really going to react to this,
does anybody really know? Well, if -- if they don't -
- if the guy can't get his surety and he's suddenly
got a $15 mllion issue that he can't handle, | think
he may just hand you the keys and wal k off, and now
you've just been left with all of this ness to deal
with.

So that doesn't -- that doesn't seem
like a -- a great idea to ne. It seens |like either
you need to raise that nunmber quite a bit and/or give
the ability to make it increnental. Li ke, okay,
you' ve got nore wells now than you had | ast week that
are not neeting the criteria. Here -- here's your
addi ti onal plugging assurance requirenent.

MR. AMPOMAH.  So M. Purvis showed us
t he anal ysis that he did, you know, show ng why they
pi cked the 15 percent, and then OCD deputy director,
he thought that the industry will cone to the table to
have that discussion to conme up with sone nunber.

MR. MCGOVEN: Yeah.

MR. AMPOMAH: But as of now, it has not
happened. You know, but 30 percent, M. Arthur feels
like it was okay. And we've | ooked at the nunbers at

| east based on what was presented to us.
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MR. MCGOVEN: Yeah. | think that was
specul ati on.

MR. AMPOMAH: Okay. We'll wait to see
what - -

MR. MCGOVEN:. Because that's the guess.
That's just the guess; right? Like, who knows what
t he nunmber ought to be? |If you nmade it increnental,
then it's, like, if |I got a -- if | got a wel
that's -- that's a problem | get nore financi al
assurance and | do that increnentally every tinme | get
one. Now, that's different; right?

Now, maybe if you raise it high enough,
you don't really trigger that very often; right? But,
again, my concern is you put this -- this small
operator, even a pretty good size operator, in a bind
financially wi thout intending to, and they just walk
off and leave it. They just | eave you with a problem
So that would be a -- an unintended consequence of
the -- of this; right?

And | -- 1 don't know enough about the
surety markets. | mean, you know, we -- we had an
expert on that, that sounded pretty conpelling to ne.
But that's up to you guys to decide. You know, | -- |
know that -- what | do know about risk and

I nstitutions that |l end noney is if -- if | had -- |
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had a well that was a --

The first well | drilled for the -- the
current -- the -- the nost recent conpany; right? --
was -- was the best well |'ve ever drilled in ny
career. It's like a mllion and a half barrel well.

It was -- you know -- cane in great. | couldn't
borrow a dine on that well, 'cause | got one well;
ri ght?

So you have to get a -- you have to be
able to spread the risk. So | had to -- | had -- have
concentration risk is the way they -- what they told
me. You know, "We're not going to |oan you any noney
on that." So even when | got six wells, they're kind
of like, "Maybe." So | -- we finally got them | oan us

sone noney so that we didn't have to use all our

equity to continue devel opnent.

So ny point is, the principle that

makes sense to ne, fromwhat |'ve heard,

again, I'mnot a surety expert, but is concentration
risk. So if you had a whol e bunch of surety in New
Mexi co, you've got a |lot of concentration risk and a

| ot of concentration risk -- $15 million with one
operator who -- who apparently was in enough of a bind

that he, you know, was having a hard time not plugging

all his wells. | don't know.

and -- and,
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But | guess what |'m saying is you
just -- you mght drive sonme fol ks over the cliff, and
then they wal k off and | eave you with a nmess. And |
know you don't want that; right? So is there another
answer to this question; right? |s there another way
to do that? Incremental. And take an increnental
approach with risk adjusted bond ambunts based on how
ri sky the wells |l ook. Am | making -- making any sense
t here?

MR. AMPOMAH: Yeah. But still, if you
| ook at nunmber two, they've already given you nore

than two years al so, you know, to make sure that you

do what ever you have to do to not fall into that
$150, 000 per well.

MR. MCGOVEN: Well, yeah. | -- 1 think
just if you sawthis -- if | sawthis cliff com ng

" mjust going to have to abandon ny plans for a bunch
of my wells and just plug them and -- and figure out
sonething else to do; right? Because | wouldn't want
to be in that situation where | had that cliff right
t here.

And | wouldn't want to be going to ny
private equity guys going: "Hey guys, | got this

little problemhere. | can't get financial assurance
for $15 mllion, but I -- |I'm supposed to have that
Page 198

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

tomorrow.” And | -- and I'mnot quite clear -- IliKke,
how qui ck do | have to have this financial assurance?
Pretty quick, | think. So that just sounds |like a

ni ght mare from an operator's perspective. |'IIl just
be frank with you.

MR. AMPOMAH: We will hear -- we'll
wait and see what NMOGA wi Il provide to the
conmm ssion. But ny |last question to you -- on page 75
we are on here. Page 75. So you're saying that the
12-nont hs assessnent w ndow, so you're referring to
the marginal wells at 12 nonths. You're saying that
Is very short. So what is your recommendati on?

MR. MCGOWEN: Okay. So you're taking
about one nonth's engineering study | would need to
do, and put it into one -- ten mnutes or sonething.
So let think about this a mnute, but I want to do ny
best to try to give you an answer. Okay. So the
scenario | was thinking of was -- I'mliterally -- I'm
literally picturing in ny mnd sonmething | want to go
do in Texas; right? -- with sone marginal wells, so --

And |'m-- 1'mvisualizing, okay, |
want to retain nmy running room |l ong enough to get it
done and |'ve got to convince everybody to keep giving
me nore noney so | can keep going; right? So | got to

test the concept. It would probably take nme a year.
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| knowit's taken ne a year. | still don't

deal signed and |'ve been negotiating with these guys

for a year.

Now, they're sitting on the wells;
right? The wells are out there right now and they're
sitting on the wells. So it's taken ne a year just to

negotiate the -- the deal. So the whole thing can

evaporate on nme before | ever get started.

| get the deal done, well, now-- | can't go raise
noney until | have the deal; right? So now !l got to
go talk to folks to see if sonebody w |l back ne.
Well, how long is that going to take?
Well, I"mhoping it only takes about six nonths,
sonething like that maybe. And then | got to go
execute the first one. So | go do the first ones and,
hooray, they work. Okay. So then they're going to

go, "Okay, go do a few nore." Right? You see what

|'"'mgetting at?

Now, | know you -- | know everybody

wants a hard and fast nunmber and it would be a | ot

sinpler, but I"'mjust -- now, if that's what everybody
decides to do, that's what they decide to do. |I'm
just saying that you -- you run the risk of -- of

basi cally squelching the ability to do what

tal ked about, which is -- was what's kind of the

have ny

Then once

| just
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approach |'ve taken in the past and -- and, you know,
found a bunch of oil that was valuable. Am|
answering your question?

MR. AMPOMAH. Well, so you are not
ready to tell us whether it's 24 nonths, whether it's
12 nonths, whether it's 18 nonths?

MR. MCGOVEN: Well, let's say -- let's
just say if you just -- you know -- |'ve only got ny
little hypothetical here.

MR. AMPOVAH: Ckay.

MR. MCGOVEN: What would | |love to
have? | love to have, like, five years; right?
Because, well, you know this. You know, transient
flow, right?

MR. AMPOMAH:  Yeah.

MR. MCGOVEN: How |long does it take for

me to get a good decline curve; right? Dr. Fetkovich

woul d -- would speak to this; right? So, you know, if
l"m-- if I'"mdoing decline curves and transient fl ow,
well, you know, I'mreally kind of guessing.

Particularly sonmething that's never been done before.
| don't have any analogs to go to. So yeah, five
years would be great, but if -- if they -- is anybody
going to let themdo that? | have no idea; right?

MR. AMPOMVAH. Thank you so nuch for
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your tinme. | appreciate the conversation.

MR. MCGOVEN: All right. Thank you.
Al right. Thank you.

THE EXAM NER:  Comm ssi oner Bl oom on
the platform do you have questions of M. MGowen?

MR. BLOOM Thank you, Madam Heari ng
Oficer. | think nost of ny questions have been asked
and answered, although Dr. Anmpomah rem nded ne that |
had brought up the question yesterday of how we deal
with mdstream | ack of -- how we deal with potenti al
m dstream shut downs and how t hose coul d count agai nst
t he 180 days.

If we | ook at the definition of
m dstream perhaps, sir, we could extend that
definition. Let nme pull it up here. So we have in
19.15.2 M 2), marginal well neans an oil or gas well
t hat produce |l ess than 120 days, |less than 1, 000
barrels of oil equivalent within a consecutive
12-nmont h peri od.

We could add to that. However, days of
production | ost to m dstream shutdowns shall be
i gnored and the 12-nonth period of scrutiny shall be
ext ended by the same nunber of days. Essentially, we
woul dn't hold the shutdown period against the

production of the well. M. MGowen, do you think
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sonething like that could work as an exception in this

case?

MR. MCGOVEN: Yeabh. I like -- 1 like

t hat . | like sonmething |ike that, 'Cause

there's a --

there's a force majeure type of issue. And I -- |

don't -- | don't know if you remenber Snowmageddon, |

think they called it in Texas. W had a |

ot of

problems with that. And periodically we woul d have

the -- the conpressors go down on the -- on the

m dstream that was -- that our wells were

goi ng i nto.

And they -- they did hel pful things

| i ke, oh, they decided to put all our well

s on a high

pressure line for their convenience, which -- which

meant we had to run around and get conpressors. They

put everybody else -- all the other guys -- we had new

wells; right? So they were high pressure.

So long story short, we ended up having

to run around and get a bunch of conpressors, which

was a -- you know -- so there's sonme force nmjeure
things like that, if -- if you could build those into
it, that -- that are beyond your controls. | -- |

woul d support that for sure.

MR. BLOOM Yeah. Thank you. | was

t hinking of force majeure as well. And |

to put that suggested | anguage out there.

j ust wanted

It m ght
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not be fully polished yet, but, you know, we can give
people sonme tine to think about it. It's easier to

i ntroduce the topic now than trying to do it on the
stand during deliberation, so -- M. MGowen, thank
you for your tinme. | have no further questions,

MR. MCGOVNEN: All right. Thank you.

THE EXAM NER: Thank you, Comm ssi oner
Bl oom

Chai r Chang?

MR. CHANG  Nope.

THE EXAM NER: Nope. All righty. Any
reason not to excuse M. MGowen?

MR. MCGOVNEN: Free at last. Free at
| ast .

THE EXAM NER: Thank you very nuch,

M. M Gowen.

s your mc on?

MR. CLOUTI ER: Oh, I'msorry.

THE EXAM NER:  Okay.

MR. CLOUTIER | apologize. | was
requesting that Conmm ssioner Bl oom be asked to
circulate his proposed | anguage to the parties so that
the parties can |look it over and appreciate his
suggesti on.

THE EXAM NER:  All right. | think that
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woul d be

| anguage.

pr oposed

position

don't --

and it mght just be easier for the parties. W

don't --
may hel p
Shal | we
W t ness,
break, p
to exclu
right.

unusual to ask a comm ssioner to propose
What he m ght be | ooking for is sonme
| anguage from each of you who woul d have a
on it.
MR. CLOUTIER | may be m staken. |

but | thought he was reading sonme | anguage

| don't take himto -- but in any event --
UNI DENTI FI ED SPEAKER: The transcri pt
you if that is avail able.
THE EXAM NER:  Yeah. All righty.
take a 12-m nute break before our next
come back at 2:207?
(OFf the record.)
THE EXAM NER: Let's come back fromthe
| ease.
M. Suazo.
M5. FOX: Madam Hearing O ficer.
THE EXAM NER: Ms. Fox.
M5. FOX: We have a outstandi ng notion
de M. Sporich's rebuttal testinony.
THE EXAM NER: You do, don't you? All
And M. Sporich is next?
MR. SUAZO. Yes, Madam Hearing officer.
THE EXAM NER: Okay. Let's see. So
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| -- what'd | do with that notion. | read the notion,

and the response, | didn't see a reply. Wuld you
like to offer a reply now? |['Ill give you the | ast
word on the notion. |I'minclined not to exclude the

testinony, just reviewing the direct testinony and the
rebuttal and even | ooking at the surrebuttal slides
that we got last night. But |I'lIl give you the | ast
word on the reply.

M5. FOX: We're not noving to exclude
the surrebuttal. W' re noving to exclude the
rebuttal. And that is because the requirenents in the
procedural order are the sane for rebuttal as for
surrebuttal. And that is that in rebuttal, the
rebuttal is rebutting direct testinony. And in order
to submt rebuttal testinony, the w tness nust
identify the direct testinony that it is rebutting.

And nowhere in M. Sporich's 18 pages
of rebuttal testinony does he specifically identify
direct testinony that he's rebutting. |If you | ook at,
for exanple, the format that Applicants used for their
rebuttal testinony.

At the begi nning of our rebuttal
testinony, there was a general question to each of the
w t nesses, you know, do you have a general response

to, you know, the direct testinony submtted by
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| ndustry? And there's a general response.

But for essentially for 200 pages of
rebuttal testinony, we followed the rules of the
procedural order, and that was to identify the
specific direct testinony by witness and by page
number that was being rebutted and asking for a
response. And | think the rules in that regard, both
for rebuttal and surrebuttal, are emnently clear.
And that was not followed in any way, shape, or form
by M. Sporich's rebuttal testinony.

In their response, NMOGA cl ai ns t hat
our motion to exclude was untinmely. And that is
because in the procedural order, the tine for filing
notions to exclude and notions to -- and dispositive
noti ons was Septenber 15th. Rebuttal testinony was
filed September 19th.

So we are not tinme travelers and so
there was no way to submt -- to file the notion to
exclude by that date. That date, in ny view, didn't
apply to rebuttal testinmony because it could not have
been net.

NMOGA al so conpl ains that M. Mbrgan
subm tted in surrebuttal sort of a tiny bit of
surrebuttal to M. Sporich's rebuttal, and therefore

the entirety of his rebuttal should cone in. However ,
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at that point in tinme when M. Mrgan was submtting
his -- giving his sur, there was not -- that rebuttal
testi nony was not excluded. And so not to waive
surrebuttal, we had to present that.

But if the notion to exclude is
granted, we have no problem striking that surrebuttal
testinmony of M. Moirgan's. And then finally,

M. Sporich's 18 pages of legal -- it's basically 18
pages of |egal argunent, where he's tal ki ng about why
our proposals don't neet the requirenents or are
outside authority of the Gl and Gas Act.

You know, obviously sonething that
coul d have been done in direct testinony, because what
he is "rebutting"” are our proposals, not direct
testinmony, in any way, shape, or form And so -- but
because it's pure | egal argunent, NMOGA suffers no
prejudice. They can nake all these argunents in their
post hearing brief. And for that reason we nove to
excl ude.

THE EXAM NER:  Right. And | think,

Ms. Fox, the comm ssion is going to be taking up the
notion to dismss at the end of the hearing. And |

noted that there were definitely sone overlap between
M. Sporich's testinmony and that notion. And | agree

with you that his rebuttal testinony, or what they put
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forth as his rebuttal testinony, only identifies the
applicants' testinmony which it's responding to in the
nost general of terms, not by w tness, but by

regul atory section is what they say.

" mnot inclined to exclude it though,
not because of untineliness obviously, and not
because -- well, because it would take excluding the
surrebuttal of M. Mdirgan. Although know ng that
M. Morgan provided surrebuttal, et me ask if there's
any other surrebuttal you would want to offer if
M. Sporich's rebuttal is not excluded.

MS. FOX: No, Madam Hearing O ficer.
It's a | egal argunent.

THE EXAM NER: Yeah. Ckay. | think
based on sone of the questions the comm ssioners have
already had and their interest in this topic and
know ng that the rebuttal testinony did not as
rigorously follow the pre-hearing order as the
applicants did, again, I'mstill not inclined to
exclude it, but thank you very nuch.

M5. FOX: Thank you, Madam Heari ng
O ficer.

THE EXAM NER: M. Suazo.

MR. SUAZO. Thank you Madam Heari ng
O ficer. NMOGA calls M. Clayton Sporich to testify.
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THE EXAM NER: M. Sporich, would you
spell your first and | ast nanme pl ease?

MR. SPORICH: Yes. Clayton,
C-L-A-Y-T-ON, Sporich, S-P-OR-1-CH
VWHEREUPOQN,

CLAYTON SPORI CH,
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 foll ows:

THE EXAM NER: Thank you.

Go ahead, M. Suazo.

DI RECT EXAM NATI ON
BY MR. SUAZO

MR. SUAZO. M. Sporich, how are you
this afternoon?

MR. SPORI CH: Good, thank you.

MR. SUAZO. Excellent. WII you pl ease
state your nane and role in this proceeding for the
conmmi ssi on?

MR. SPORICH: Yes. M nane is Clayton
Sporich, and I amthe industry |egal expert for NMOGA
for this hearing in front of the conmm ssion.

MR. SUAZO. And can you please tell the
conm ssi on about your professional background and

experience in the oil and gas industry?
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MR. SPORICH. Yes. |'ve got
approxi mately 15 years of oil and gas |land, |egal, and
regul atory experience. |'ve worked with conpanies
primarily here in New Mexico from Mat ador Resources
when they were a new entry for horizontal devel opnent
in the early 2012 tinmefranme. And then npost recently,
| was with Tap Rock Resources, which | co-founded wth
my partners in 2016 to primarily devel op here in New
Mexico in the Del aware Basin, which | left in 2024.

MR. SUAZO. And what was your role with
Tap Rock while you were there?

MR. SPORICH: | was EVP of |and and
| egal, in charge of obviously the |and and | egal
departnment, but also regulatory and adm ni strati on.

We at Tap Rock there put together roughly 25 to 30, 000
net acres in the Del aware Basin in New Mexico, and at

one point was one of the nost active operators in New
Mexi co between 2021 and 2023, producing upwards of

150, 000 BCE per day.

MR. SUAZO. And in those roles or that
role, did your day-to-day duties involve oil and gas
operations in New Mexico?

MR. SPORI CH: Yes.

MR. SUAZO. Now, let's nove on to your

slide nunber three. What is the purpose of your
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direct testinony, M. Sporich?

MR. SPORICH: Well, overall I'"'ma
little concerned with some of WELC s and Applicants
proposal s and how they exceed the authority granted by
the legislature. It is ny |egal opinion that many of
t hese provisions should be stricken or nodified by
this comm ssion to -- to nmaintain conpliance with the
New Mexico O | and Gas Act.

MR. SUAZO. And did you also file
rebuttal testinony in this case?

MR. SPORI CH: Yes.

MR. SUAZO. \What was the purpose of
your rebuttal testinony?

MR. SPORICH: The purpose of ny
rebuttal testinony was to respond to certain argunents
and assertions made in the testinonies of WELC and OCD
w t nesses and expl ain why NMOGA mai ntains that the
applicants' proposals are legally flawed and contrary
to the act.

MR. SUAZO. Now, nobving on to your
slide nunber four. Could you please go over your
overarchi ng concerns with Applicants' testinony and
proposal s?

MR. SPORICH: Yes. Applicants’

proposals seemto pronote waste and exceed the
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statutory authority. W also believe that Applicants'
proposed changes to New Mexico's existing oil and gas

financial assurance reginme conflict with the statutory
text and purpose of this conm ssion.

Nunmer ous i ndependent violations of the
acts, limted financial assurance authority, and
Applicants' proposed anendnents to 19.15.8.9 of NVAC,
and also to OCD s lack of jurisdiction to require that
operators certify conpliance with the | aws of other
states, as currently a proposed under Applicants’
updates to 19.15.9.8 B, C, and E of NMAC, governing
operator registrations, and 19.15.9.9 B and C NMAC,
governing transfer of operatorshinp.

MR. SUAZO. Thank you, M. Sporich.

Now, let's nove on to your slide nunmber five. Can you
hel p us understand your concerns with statutory
overreach, and can you provide an overview of the
provisions inplicated in this rul emaking that you
believe fall outside of the comm ssion and the
division's statutory authority?

MR. SPORICH. Yeah. You're going to
see on the next couple slides sone tables that contain
vi sual representations of WELC s proposed changes
al ongside with the statutory provisions that woul d

prevent this conm ssion from adopting those proposals.
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MR. SUAZO. Ckay. And what are your
specific concerns with the provisions that violate the
conmm ssion's and division's duty to prevent waste and
protect correlative rights?

MR. SPORICH. As you can see fromthe
first proposal here to proposed definition of
beneficial purpose under 19.15.2.7 B(7) in NMAC, we
believe that this definition is narrow and it violates
OCC statutory mandate to prevent waste and protect
correlative rights.

Al so, the applicants' presunption of no
beneficial use under 19.15.25.9 of NMAC seens to sweep
in wells capable of production in violation, again, of
OCC s statutory mandate to prevent waste and protect
correlative rights. W also believe that the
financial assurance for marginally produced wells
under 19.15.8.9 D of NMAC are too rigid and
| npractical new margin well standards that facilitate
wast e.

And finally on this slide, the
hei ght ened requirenents for marginally produced well s,
19.15.8.9 D NMAC. This could lead to premature
abandonnment of marginally econom c and shut-in wells
and prevent full recovery.

MR. SUAZO. Very good. Moving on to
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slide six. Can you give us an overview of the next
bucket dealing with the additional statutory overreach
concerns that you have?

MR. SPORICH: Yeah. This next bucket
consists of the applicants' financial assurances
proposals that we believe directly violate the act's
expressed financial assurance limtations.

You see in here, the applicants'
financi al assurance for active, inactive, and
tenmporarily abandoned wells under 19.15.8.9 C, E, and
F of NMAC violates statutory mandates that one well
financial assurance nust be in anounts determ ned
sufficient to reasonably pay the costs of plugging the
wel | s covered by the financial assurance.

Al so, WELC s financial assurance for --
for these active, inactive, and tenporary abandoned
wells violate statutory mandates that OCD nust
consider the depth of the well involved, the | ength of
time since the well was produced, the cost of plugging
simlar wells, and such other factors as the OCD deens
rel evant.

And finally on this -- this table here,
VWELC s financial assurance for active, inactive ,and
tenporarily abandoned wells and financial assurance

for marginally producing wells and annual CPI
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adjustnents to financial assurance requirenents

vi ol ates the expressed $250, 000 statutory plugging cap
and expressed $50,000 statutory cap for tenporary
abandoned wel | s.

MR. SUAZO. Al right. Thank you.
Let's nove on to slide seven, which is the final slide
dealing with statutory overreach concerns. Can you
pl ease explain to the comm ssion your concerns as
depicted on this slide?

MR. SPORICH: Yes. This next bucket
here contains proposals that we believe that are
falling outside of OCC and OCD s enabling statute.

The WELC s annual CPlI adjustnents to financi al
assurance requi renents, that doesn't allow for annual
price adjustnents. It doesn't nmention it anywhere in
the act. And previous attenpts to legislate this
exact sane provision have fail ed.

The applicants' proposal to require OCD
to deny acquisitions based on financial assurance
under 19.15.8.9 A of NMAC seemto -- OCC s and OCD s
statutory authority doesn't extend to regul ating
acquisitions or -- or private party transactions.

And finally, Applicants' register --
operator registration and changes of operator

restrictions seemto have OCC and OCD s authority in
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this act is -- is limted by the act to the | aws of
this state.

MR. SUAZO. Very good. Let's nove on
to the next section of your testinony dealing wth
beneficial purposes or beneficial use as proposed by
the applicants. M. Sporich, can you tell the
conm ssi on what your view is on WELC s proposal to add
a definition of beneficial purposes or beneficial use?

MR. SPORICH: Yes. NMOGA's belief that
t hese proposals contain unnecessary subjectivity for
what is considered beneficial. They also contain
operational -- constrain operational flexibility and
could trigger premature enforcenent for plugging
requi renments. And finally, it seens that sone of
these terns mght conflict with the legal termof art
used in water |aw.

MR. SUAZO. Now, why does no NMOGA
oppose WELC s attenpt to prohibit specul ative
pur poses?

MR. SPORICH: Well, historically, uses
deened to be beneficial in the context of oil and gas
regul ati ons have been evaluated in -- in relation to
the concept of waste. For exanple, the proposal would
not allow for purposes such as secondary and tertiary

recovery, nonitoring, and conpliance issues.
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| think that the -- the industry is --
I's looking for definitions that are broad and fl exible
and -- so that does not constrain future beneficial
uses to -- so that we are not preventing waste and --
and we are protecting correlative rights.

MR. SUAZO. And staying with this
slide, what is the risk of defining beneficial use too
narrow y? You kind of touched it already, if don't

have anything else to add but just thought 1'd foll ow

up.
MR. SPORICH: Yeah. | -- as |
mentioned previously, it -- it has to deal with
secondary recovery and -- and tertiary recovery.
MR. SUAZO. Very good. Still sticking

with this slide. Can you describe in your experience
how | ow producing wells can be used for, you know,
ot her things that you kind of referenced to like
various testing and things of that nature?

MR. SPORICH: Yes. In ny experience
specifically at Tap Rock Resources, we've taken over
ol der vertical wells and fracked different horizons
that had already -- that had not been previously
tested, and then extrapolated that -- that information
to continue to develop the field in that area.

MR. SUAZO. Okay. And did NMOGA's
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ot her witnesses address this proposal as well?

MR. SPORI CH: Yes.

MR. SUAZO. And did you review their
testinony?

MR. SPORICH: Yes. | reviewed the
testinmony of M. Arthur, M. MGowen, and -- and found
it credible.

MR. SUAZO: s the term "benefici al

use" already used as a legal termof art?
MR. SPORI CH: Yes. As | nentioned
before, it's used in water |law here in New -- in the

state of New Mexico. And to prevent cross use of this
term the comm ssion should clarify that beneficial
use is in oil and gas context -- in the oil and gas
context is altogether separate from beneficial use in
wat er | aw.

MR. SUAZO. Thank you. VWhat is NMOGA's
final position on this issue?

MR. SPORI CH: NMOGA urges the
conm ssion to decline the applicants' proposal.
However, if the conmm ssion does adopt a definition, it
should be, as | nentioned previously, broad and
fl exible so not as to constrain future benefici al
uses.

MR. SUAZO Now, have you heard the

Page 219

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

comm ssioners ask for additional proposals from NMOGA
in this proceedi ng?

MR. SPORICH: Yes. | have.

MR. SUAZO. And did you provide a
proposed alternate definition for the comm ssion to
consider in your testinony?

MR. SPORICH: Yes. NMOGA proposes the
follow ng | anguage on this slide for beneficial uses.
"For beneficial use purposes and beneficial use nmeans
that a well is being used or is reasonably expected to
be used in a productive operational or regulatory
capacity consistent with its intended purpose.

"This includes but is not limted to
production, injection, nonitoring, regulatory
conpliance, or participation in reservoir nmanagenent,
pressure mai ntenance, or infrastructure optimn zation
progr ans.

"I'n determ ni ng whether a well is being
used for beneficial purposes, the division my
consi der operational records, production or injection
hi story, regulatory filings, and operator submtted
pl ans or supporting docunentation. The division shall
provi de the operator a reasonabl e opportunity to
denonstrate beneficial use prior to nmaking any

contrary determ nati on.
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"Use of a well shall not be deened
non- beneficial solely because it has produced or
i njected bel ow a specific volunmetric threshold, it has
been tenporarily inactive due to nmai ntenance, nmarket
conditions, infrastructure limtations, or field wde
optim zati on.

"It is not producing and payi ng
quantities on a standal one basis but contributes val ue
to a univised or pad lettable operation. Use of a
wel |l for speculative or indefinite purposes with no
pl anned operational role may be deened non-benefici al
after consultation with the operator.™

MR. SUAZO. Thank you, M. Sporich. |
know t hat was a nouthful. Let's nove on to your next
section dealing with presunption of beneficial use,
which | think is slide 10. Can you please explain to
t he comm ssi on your concerns with WELC s proposed
presunption regardi ng beneficial use?

MR. SPORICH: Yes. The applicants’
proposed m ni mum ti meframe and vol une threshol ds that
If not met would result in a presunption of no
beneficial use. As proposed production wells would be
presunmed to have no beneficial use if during any
consecutive 12-nonth period there is | ess than 90 days

of production and | ess than 90 total BCE.
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For saltwater disposal and injection
wells, would be presuned to have no beneficial use
during any consecutive 12 nonths or | ess than 90 days
of injection and |less than 100 barrels total injected.
But wells drilled but not conpleted for |Iess than 18
nont hs and wells that have been conpleted but not
produced for |ess than 18 nonths woul d be exenpt from
t he applicants' presunption of no beneficial use
t hreshol d.

In ny experience, many viable wells
have -- with beneficial uses beyond just production,

I nj ection, or disposal would fall below this
t hreshol d.

MR. SUAZO. Okay. And sticking with
slide 10 for the next few questions. \What is NMOGA's
concern with the 90-day or one-year threshol d?

MR. SPORICH: Qur concern is that it's
overly rigid and -- and operationally can be
unrealistic, especially for wells with variable
production, maintenance downtinme, or wells waiting on
I nfrastructure. NMOGA, you know, has -- had nentioned

previously that wells undergo many different life

cycl es.
It's not just as sinple as drilling one
hori zontal well and -- and we produce and then that's
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the end of the lifecycle for that well. So those are
some of their concerns.

MR. SUAZO. And how mi ght this
presunption affect vested property rights?

MR. SPORICH. Well, if this presunption
I's not adequately rebutted during the response w ndow,
then the presunption would becone a determ nation, and
t hat subject well is not capable of -- of beneficial
use, which could be a triggering event that mandates
pl uggi ng and abandoni ng obligati ons under the
existing -- existing rules.

MR. SUAZO. Can you help us to
under stand why that inpact on vested property rights
IS not appropriate?

MR. SPORICH: Well, the applicants
presunption as proposed woul d deprive the parties of
property and -- and the rights that they bargai ned for
when those rights were acquired. By contrast, the | aw
has historically abhorred forfeiture of property
rights and instead favors interpretations that support
protection of such rights.

The conmm ssi on cannot deprive parties
of property and the rights they bargai ned for, and
shoul d i nstead protect correlative rights.

MR. SUAZO: Does NMOGA bel i eve that the
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comm ssion has the authority to adopt this
presunption?

MR. SPORI CH: NMOGA does not. The Ol
and Gas Act charges this conmm ssion with preventing
wast e and protecting correlative rights, not mandati ng
pl uggi ng based on arbitrary volunme cutoffs. The
presunption risks depriving operators of property
rights without |[egal justification.

MR. SUAZO. All right. Let's nove on
to your next slide, slide 11. Can you give us an
exanpl e of any uni ntended notice or due process
viol ations that m ght occur under this presunption as
It is proposed?

MR. SPORICH: Yes. As you can kind of
see fromthis -- this tinmeline chart here, it -- it
coul d be unclear fromthe | anguage proposed when does
t he 30-day rebuttal period actually begin? This
anmbi guity makes conpliance uncertain and creates
procedural risk, and without clarity, could anpunt to
a taking w thout adequate notice or a breach of
contract .

MR. SUAZO. And do you anticipate this

tinmeline can realistically be conplied with?

MR. SPORICH: No. | think as nentioned
previously froma -- a few NMOGA w t nesses, the 30-day
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timeline seens to be extrenely strict. In ny
experience, getting all parties involved to sign off
on this type of information and properly understandi ng
it all, 30 days is -- is not adequate. | think

sonmet hing closer to -- to 90 days wuld be a -- a
better use.

MR. SUAZO. Ckay. And so what is
NMOGA' s overall recommendation to the conm ssion on
this provision?

MR. SPORI CH: NMOGA recomends t hat
this comm ssion oppose and not adopt the proposed
presunption provision under 19.15.25.9 in -- of NVAC
This comm ssion should retain the current rebuttable
presunption framework al ready enbedded in the inactive
well rules, which offer a -- a nore fair
determ nati on.

MR. SUAZO. And if the conmm ssion
decides to nove forward with Applicants' proposa
despite the position you' ve provided today, what
recommendati ons do you have for thenf

MR. SPORICH: You can see here, again,

first, still recomend that -- that the rebuttable
presunption that the well is not a beneficial use only
applies that the well is not produced or injected for

any reason for five consecutive years and the operator
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has not submtted a plan or application denonstrating
intent to return the well to productive service.

Second, here's a -- a nore reasonabl e
timeframe, which, you know, a well inactive for nore
t han 15 nonths creates the rebuttable presunption that
a well is out of conpliance.

MR. SUAZO. Al right. Thank you.

That conpl etes your slides on beneficial use in the
rebuttabl e presunption. Let's nove on to the
financi al assurance slides for well plugging. |
believe that's slide 14. Have you reviewed WELC s
proposal for active, inactive, and tenporarily
abandoned wel | s?

MR. SPORI CH:  Yes.

MR. SUAZO. Can you please briefly
sunmari ze that proposal for active wells under this
section?

MR. SPORICH: Yes. You can see on this
slide that points one and two summari ze the changes of
active wells being, one, that the operator would be
required to provide individual financial assurances of
$150, 000 for each active well whether through a bond,
a letter of credit, or insurance policy.
Alternatively, operators could obtain a blanket bond

of $250, 000 to cover all active wells.
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The second point that the applicants
proposed al one, an additional option of $200, 000
bl anket bond for operators with five or fewer active
wells in its proposed anendnents to the current
versions of 19.15.8.9 C(2) of NMAC

MR. SUAZO. Was that proposal dropped?

MR. SPORICH: Yes. It was -- it was
dr opped.

MR. SUAZO. Okay. Can you pl ease
sunmmari ze WELC s proposal for inactive wells under
t hese sections?

MR. SPORICH. Yes. As you can see from
t hese slides here, points three and four. Three
would -- the operators would be required to provide
i ndi vi dual financial assurances of 150,000 per well,
whet her through bond, letter of credit, or insurance
policy, for each and active well or well assigned
approved, pending, or expired tenporary abandoned
st at us.

This requirenent is witten with no
flat bl anket bond alternative in its proposed
anmendnent. And al so, the applicant has proposed
addi ng a requirenent under 19.15.8.9 F of NMAC t hat
$150, 000 single well bond be obtained for each well

not covered by bl anket financial assurance and woul d

Page 227

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

renmove the bl anket bond alternative in place under the
exi sting rule.

MR. SUAZO Let's nove on to slide 15
So you can touch on this point. How do these
proposals conflict with OCD s statutory framework for
one well financial assurance?

MR. SPORICH: Well, under the act,
70-2-14 A, OCD has the authority to require single
wel I and bl anket financial assurance. However, the
statute makes clear that the one well financial
assurance nmust be in the anmpbunts determ ned sufficient
to reasonably pay the cost of plugging the wells
governed by financial assurance.

MR. SUAZO. And did you hear the other
W tness testinony on these points?

MR. SPORICH: | did.

MR. SUAZO. Okay. How do these
proposals conflict with OCD statutory mandate to
I ncorporate certain factors into the financi al
assurance rul es?

MR. SPORICH: Well, this portion of the
act goes on to require that when OCD determ nes
financi al assurance amounts, OCD nust consider the
depth of the well involved, the length of tinme since

the well was produced, the cost of plugging simlar
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wel | s, and such other factors as the OCD deens
rel evant.

It doesn't appear that these factors
wer e consi dered under the proposed financial assurance
requi rements and none are included in the proposal
itself. Instead, it's a one size fits al
pr oposi tion.

MR. SUAZO. How did these proposals
conflict with a statutorily mandated expressed cap on
bl anket bondi ng anounts?

MR. SPORICH: Well, the -- the bl anket
bondi ng requirenents for inactive and approved,
pendi ng, or expired tenporarily abandoned wells under
19.15.8.9 E of NMAC woul d require an average of
$150, 000 per well in total coverage as well as the
addi ti onal bl anket bond provisions under section F of
that -- provision F of NMAC of that section, requiring
a $150,000 in additional per well coverage for each
wel | not covered by the blanket bond assurance, which
woul d easily require over $250,000 in -- in bonding.

MR. SUAZO. So noving to slide 16. To
put a finer point on that, | guess, can you help us
understand the statutory overreach at stake here with
a conpari son between the current statutory limts and

what WELC proposes?
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MR. SPORICH: Yes. You know, as shown
on this table, the applicants' proposed changes
represent a stark contrast and a departure fromthe
current limtations. Nanely, the statute requires a
bl anket bondi ng anount of $250,000 for active wells
t hat cannot be exceeded and other clear |imtations on
financial assurances. The changes in the second
colum categorically exceed those anpunts.

MR. SUAZO. And what is NMOGA' s
recomrendation to reconcile these conflicts with the
Ol and Gas Act?

MR. SPORICH. Well, NMOGA opposes that
t he use of an average $150, 000 per well bl anket
bondi ng requirenment. Instead, a $250, 000 maxi mum
bl anki ng bondi ng anount should be utilized across the
board regardl ess of the nunmber of wells in accordance
with the maxi num anmount of assurance set forth in the
act .

MR. SUAZO. And if the conm ssion
decides instead not to utilize this $250,000 statutory
maxi mum bl anket bonding in accordance with the act,
what does NMOGA reconmend?

MR. SPORI CH: Again, preference would

be to -- to | eave the bl anket bonding in -- in place.
But if -- if the commssion's going to go in a
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different direction, a -- a tiered bondi ng anount
could be used to -- based on the nunber of uncovered,
tenporarily abandoned wells simlar to that that's

al ready in place.

Under the current version of 19.15.8.9
D of NMAC, operators nust provide financial assurance
for wells in tenporary abandonment status for nore
than two years or for which tenporary abandonnent is
bei ng sought.

Fi nanci al assurance may be satisfied by
ei ther, one, per well bonding of $25,000 plus $2 per
foot of well depth, or blanket bonding for a tiered
approach of 150,000 for one to five wells, 300,000 for
Six toten wells -- or excuse ne. Yes. Six to ten
wells, 500,000 for 11 to 25 wells, and a mllion
dollars for 26 and nore wells.

MR. SUAZO. Let's nove to your slide
18. Are you aware of any resources that the division
al ready has to cover costs associated with orphan
wel | s?

MR. SPORICH. Yes. As you can see
here, New Mexico has established the Ol and Gas
Recl amation Fund. It has historically been a fund
used for plugging and -- and reclamation of wells when

there isn't a |locatable or financially viable
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oper at or .

And as shown on this slide, and | think
as nentioned previously, as of April of this year, the
bal ance was just over $66 mllion. However, despite
t hat hi gh bal ance, New Mexi co has made m ni nal
expenditures froma -- the reclamation fund, instead
using federal grants to pay for plugging orphaned
wel | s.

MR. SUAZO. All right. Let's nove on
to your slide 19 where you di scuss hei ghtened
requi rements for marginally producing wells. [In your
opi ni on, how does WELC s financi al assurance proposal

here operate for the newy created margi nal wel

category?

MR. SPORICH: Well, under Applicants'
proposal, it would require a $150, 000 single well
financial assurance for each marginal well involved in

an operator transfer to be posted by a transferee
operator, and required i nmmedi ately upon effective date
of the proposed regul ati ons.

Under its proposed 19.15.8.9 D(2) of
NMAC, the applicant would require a $150, 000 single
wel | bond of financial assurance for every marginal
well, required effective January 1lst of 2028.

Under its proposed 19.15.8.9 D(3) of
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NMAC, if the anmobunt of marginal and inactive wells
regi stered to an operator, or a conbination thereof,
makes up at | east 15 percent or nore of their total
New Mexico wells, then the applicants' proposal would
require a $150,000 single well of financial assurance
for every well registered to that operator, not just
mar gi nal wel | s.

MR. SUAZO. Have you heard any
proposal s t hroughout this proceedi ng proposing raising
that 15 percent to 30 percent?

MR. SPORICH: Yes. | have.

MR. SUAZO. And | guess generally, can
you pl ease, on your slide 20, describe NMOGA's
concerns with these proposals generally?

MR. SPORICH: Well, some of the
concerns are one, that they're vague and over --
overly broad. They penalize producing wells instead
of providing nechanisnms to reduce costs associ ated
with marginal well production. The provisions could
| ead to prenmature abandonnment of marginally econom c
and shut-in oil -- oil wells and prevent full recovery
fromsuch wells.

MR. SUAZO. Have you heard di scussion
in this proceeding about how the BLMtreats what are

called stripper wells?
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MR. SPORICH: Yes. | have.

MR. SUAZO. And do you -- can you
expl ain, you know, how that evidence is any sort of, |
don't know, policy choice to disincentivize the
premat ure abandonnent of marginal wells |ike this?

MR. SPORICH: Yes. An exanple is, you
know, the BLM has been authorized to issue royalty
rate reductions for stripper oil wells pursuant to the
previ ous Federal M neral Leasing Act. This policy was
I npl enented to prevent premature abandonnent of
margi nal ly econonmic and shut-in oil wells and to
maxi m ze the ultimte recovery of such wells. Again,
it's nore of an incentive versus a punishnment.

MR. SUAZO. Ckay. Let's nove on to
your slide 21. In your opinion, why can't the
conm ssi on adopt the single well financial assurance
requi rements for active wells under the proposed
changes to 19.15.8.9 C(1) and inactive wells under the
proposed change to subsection E(1)?

MR. SPORICH: Well, these proposed
amendnents are not conpliant with existing statutory
requi rements and therefore cannot be adopted by OCD.
Bot h proposals inpose a flat $150,000 per well
requi rement, disregarding the statutory nmandate that

financial assurance anmounts nust be reasonably --
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reasonable in relation to actual plugging costs, and
tailored to well specific factors such as depth,
producti on history, and conparabl e pluggi ng costs.

MR. SUAZO. Are you aware what New
Mexi co | aw says about an adm nistrative agency's
relationship with its enabling statute? Slide 22.

MR. SPORICH: Yes. You see here the
Suprene Court of New Mexico has repeatedly held and
| ong made clear that the OCC and OCD as creatures of
statute nust act strictly within the bal ance of their
enabling | egislation.

In Sims vs. Meacham the New Mexico
Suprene Court held that the comm ssion | acked
authority to issue a conpul sory pooling order where it
failed to make the statutorily required finding of
waste. The court enphasized that the comm ssion nust
fully conply with its creating | aw to possess any --
possess any jurisdictionin a-- in a matter. Excuse
me.

MR. SUAZO. And do you know of any
specific requirenents of the G 1 and Gas Act that
conflict with Applicants' proposals under the changes
to C(1) and E(1) that you just discussed?

MR. SPORICH: Well, here, pursuant to

the act 70-2-14 A, OCD must set one well financi al
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assurance "in amunts determ ned sufficient to
reasonably pay the cost of plugging." Furthernore,
the statute requires that OCD shall consider the depth
of the well involved, the length of tinme since the
wel | was produced, the cost of plugging simlar --
simlar wells, and such other factors as the Ol
Conservation Division deens rel evant.

MR. SUAZO. And based on the testinony
you' ve heard and the testinony you've reviewed, is it
your view that the record establishes that Applicants
proposal s essentially disregard the statutory mandate
that's tied to one well financial assurance anounts?

MR. SPORI CH  Yes.

MR. SUAZO. Can you expl ain?

MR. SPORICH: Well, the record is rife
with evidence that many of these wells can typically
be plugged for less than $150,000. We've had experts
cone up here, previously testified that they've
pl ugged wells for much cheaper. W' ve also had
experts that have conme up and -- and di scussed the
di fference of plugging wells based off of history,
TVD, length, et cetera.

MR. SUAZO. And so if | understood what
you said, the proposed changes would strike the depth

consi derations fromthe existing | anguage?
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MR. SPORICH. That's ny understandi ng.

MR. SUAZO. Okay. And if | understand
correctly, you're saying that elimnating those
factors contravenes section 70-2-14 of the act?

MR. SPORI CH: Correct.

MR. CLOUTIER: Objection. Leading.

MR. SUAZO. |'mjust asking him
follow ng up on that question. [|'Ill nmove on. | think
he touched it there.

BY MR, SUAZO:

MR. SUAZO. \What primary duties does
t he act charge the conmm ssion and the division wth?

MR. SPORICH: Well, when -- when it
enacted the act, the New Mexico |egislature created
t he OCC and gave the comm ssion and division two najor
duties, the prevention of waste and the protection of
correlative rights.

MR. SUAZO. And noving on to slide 26.
How does Applicants' proposal of the definition of
i nactive conbined with their proposed new requirenments
for marginal inactive in your viewresult in waste?

MR. SPORICH: Well, we've had to NMOGA
W t nesses discuss in detail that designating a well is
tenporarily abandoned is not always indicative of the

well truly being inactive or ready for plugging froma
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comm SSi on perspecti ve.

Al so too, the applicants' current
proposal may force operators to plug sonme wells that
have strategically been designated as tenporarily
abandoned, as nentioned previously by M. MGowen, for
operational reasons in order to avoid non-conpliance,
even though those wells nmay be productive in the
future. The result is a waste of natural resources,
which OCC is statutorily mandated to prevent.

MR. SUAZO. And going back to the
changes to 8.9 E. On your slide 27, is it your
opi nion that the statutory requirenent that OCD all ows
wells in tenporary abandonnment status to remain under
t he $250, 000 bl anket financial assurance in any
t wo-year period ignores the statutory requirenments?

MR. CLOUTIER:  (Objection. Leading.

MR. SUAZO. | can rephrase.

THE EXAM NER: Pl ease.

BY MR. SUAZO:

MR. SUAZO. Can you explain your view
under 8.9 E and how it ties to the statutory
requi rements pertaining to the bl anket bond you j ust
di scussed?

MR. SPORICH: Yes. You can see here

t he acts under 70-2-14 A states that wells in a
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tenporarily abandoned status will remain under the
$250, 000 bl anket financial assurance coverage for an
initial two-year period. The pertinent portion of the
statute states explicitly the OCD shall require a one
wel | financial assurance on any wells that has been
held in a tenporary abandoned status for nore than two
years.

| nexplicably, Applicants seek to ignore
this statutory mandate in its proposed changes to
19.15.8.9 D NMAC, which would require operators to
supply one well financial assurance for tenporarily
abandoned wells before the statutorily prescribed
t wo-year period is concluded.

MR. SUAZO Let's nove on to slide 28.
Dealing with the same -- well, sorry. | can't see
that far. Can you please wal k us through this slide
and why it's significant?

MR. SPORICH: Yes. Applicants’
proposed regul ati on under 19.15.8.9 E(2) of NWMAC
requi ring any bl anket bonding for inactive and
pendi ng, approved, or tenporarily expired abandoned
wells to provide blanket bonds with a total of 150, 000
for each well secured.

By definition, any blanket instrunment

cal cul ated on a per well basis would exceed $250, 000
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statutory ceiling once it covered nore than one well.
This directly conflicts with the act's section 70-2-14
A and renders the proposal unlawful.

MR. SUAZO. All right. Let's npbve on
to Applicants' proposals to adjust based on consuner
price index, slide 29. What does the applicant
propose with regard to CPl adjustnments?

MR. SPORICH. So the applicants
proposed that OCD adjusts the financial assurance
amounts required based on inflation as published by
t he CPI.

MR. SUAZO. And what is your view on
this proposal ?

MR. SPORICH: Well, the -- the biggest
i ssues is -- is the primary concerns are they -- the
regul ations nust conply with the limted grant
statutory authority under their enabling act. As
menti oned previously under the -- in the table that I
reviewed earlier, nothing within the act renotely
di scusses annual adj ustnents.

Mor eover, the annual adjusted inflation
ampunts are contrary to the plain | anguage of the
statute since they're statutory caps, which would be
exceeded if adjusted for inflation.

MR. SUAZO. Do you know whet her a
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proposal like this has ever been introduced before?
MR. SPORICH: Yes. | believe it was
2024 under House Bill 133. They attenpted to

I ntroduce the CPI adjustnent to financial assurances,

but it failed to pass the -- the |egislature.
Applicants now are -- are attenpting to reinsert the

sane CPl adjustnment provision, which we believe is
out si de the scope.

|'ve heard commentary previously from
the comm ssioners that unfortunately sonetines the
| egi sl ature can't get to all the proposals or -- or

recommendati ons. However the legislature here did

take this up and it wasn't a tinme constraint. |t was
t hey chose not to nove forward with it.
is a decision.

That M ght not be the

ri ght decision or the best decision, but it is its
deci sion to not act.

MR. SUAZO. Does NMOGA have any
recommendati ons on this provision if the comm ssion

deci des to proceed and adopt it?

MR. SPORI CH:

Agai n,

our --

our

position is that they --

they lack statutory authority

to -- to nove forward with this.

i nstead of using a -- a national CP

should either use a local or -- or

However ,

I ndex,

New Mexi co based

I f they do,
t hey
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CPI i ndex.

MR. SUAZO. All right. Let's nove on
to your slide -- | think it's nunber 31, which
proposes -- which deals with acquisitions based on
financial assurance. Do you know what Applicants
proposed to 19.15.8.9 A regarding these acquisitions
and financial assurances?

MR. SPORICH. Yes. The applicant
proposes that OCD be required to deny approval of any
drilling or acquisition until appropriate financial
assurance is furnished. This effectively would nmake
OCD t he gat ekeeper for acquisitions and transactions.

MR. SUAZO. Do you know how this defers
fromthe current requirenments?

MR. SPORICH: Yes. Under current
version of 19.15.8.9 A of NMAC, it requires the
operator before drilling or after acquiring a well to
provi de acceptable financial assurance to OCD in the
formof a letter of credit, plugging insurance policy,
or surety bond. Currently no pre-approval of the
financial assurance is required as a precondition to
drilling or acquisition.

MR. SUAZO. Do you know i f NMOGA has
concerns with this proposal froma | egal perspective?

MR. SPORI CH: Yes. Under the O 1 and
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Gas Act, OCD s authority is expressly limted to
preventing waste and protecting correlative rights.

It does not extend to regulating acquisitions or
private property -- property transactions. Expandi ng
OCD s role into approving or denying acquisitions
exceeds its statutory authority.

MR. SUAZO  You nentioned earlier a
house bill. Does that have any bearing on your
anal ysis of this section?

MR. SPORICH: Yes. As nentioned
before, it -- it was brought up previously and -- and
was not passed. So therefore, NMOGA believes that
this is an ultra-virus provision trying to insert this
in here. Even the legislature has decided that it is
not appropriate at this tine.

MR. SUAZO. Do you know whet her WELC
was involved in, | guess, the discussions around that
bill?

MR. SPORICH: | believe so, but | don't
have direct know edge.

MR. SUAZO. Let's nove on to your slide
33, with respect to your recommendati ons. What does
NMOGA recommend to the commission with respect to this
pr oposal ?

MR. SPORI CH: Oh, the solution for
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NMOGA woul d be that OCD strikes this provision for
this ultra-virus amendnment, which inproperly extends
OCD s jurisdiction into property acquisition
transactions, risks regulatory overreach, and wl|
subject this comm ssion to potential litigation.

MR. SUAZO. All right. Let's nove on
to slide 34, dealing with nmarginal wells and
definitions. Are you famliar with Applicants'
proposed definition for marginal wells?

MR. SPORICH: Yes. The applicant
proposes adding a new definition for marginal well
wherein the applicant proposes a two-pronged test.
First, less than 180 produci ng days, and second, |ess
than 1,000 BOE over a consecutive 12-nonth peri od.

MR. SUAZO. Do you have any concerns
about this proposal ?

MR. SPORICH: Yes. It creates
potential for situations where productive wells may be
m scl assified because wells are often shut in for
durations for nearby drilling or offset fracking.
Today's world is -- is very different from previous
where it was just a bunch of vertical wells. As we
all know, horizontal's going in every different
direction in -- in New Mexico.

That's why the -- historically the
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focus has al ways been on any particular well's
capability of production rather than solely its actual
producti on over a prescribed period of tine.

MR. SUAZO. Do you know if Applicants'
proposal for this marginal well definition is
associated with its financial assurance proposal?

MR. SPORICH: Yes. Under the
applicants' proposal, classification as a marginal
well would trigger the heightened financial assurance
requi rements for marginal wells proposed by the
applicants through 19.15.8.9 of NMAC.

MR. SUAZO. Do you have any concerns
about the proposal ?

MR. SPORICH: Yeah. You can see here
because it's unclear how the definition will be
appl i ed, whether it would trigger automatic
classification or only apply in financial assurance
determ nations, adding this new definition for
margi nal well may al so affect regul atory enforcenent,
| easehol d rights, and interpretations of economc
production or paying quantities.

MR. SUAZO. Now, when you say

"l easehol d rights,"” how do you nmean those could be
I npact ed?

MR. SPORICH: Well, I -- 1 think the
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bi ggest fear, and | think it's been brought up here

previously too, discussions about paying and produci ng

guantities. It -- it could directly threaten the
correlative rights of the -- of operator and the |ease
hol ders.

If OCD is putting in this new

definition, telling you what is or what is not

mar gi nal and what's available to hold wells -- for
i nstance, | know the state | and office does not want
to, and nost -- nobst | essors do not want | essees to

produce at a bare mninmnumlevel to maintain a | ease.
But when you have a definition that
says that this is okay froma division, it -- it kind

of sets that floor that producing at this bare m ni nmum

amount could hold -- hold on, and falling under that,
it mght trigger the lease or -- or the rights to --
to go -- to -- to termnate. And again, if you're

| ooking at it on a well by well basis, you have to be
| ooking at it nore froma | easehold or unitized basis,
not well by well.

MR. SUAZO. Let's nove on to your slide
36. What is your concern with the proposal as it
relates to, | guess, the OCD s duties that you just
ment i oned?

MR. SPORICH. Yeah. So their duty to
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prevent waste and correlative rights and -- is what
we're getting at. And currently under the existing
definitions, OCD assigns allowabl e production
prorations to units to allocate gas production in
order to prevent waste and protect correlative rights.

There are no defined thresholds for
mar gi nal units. Rather, OCD uses nmarginal units to
describe a unit not producing its allowed anount. The
allowed unit proration is dynam c based on OCD s
determ nation. Marginal units are provided with
regul atory exenptions, thus making production cost
effective.

Therefore, margi nal and non-mar gi nal
units are currently used in the regulatory sense to
prevent waste, manage correlative rights, and
i ncentivize production. The applicants' proposal w |
elimnate this flexibility and instead i npose rigid
and inpractical standards that instead facilitate
wast e.

MR. SUAZO. Does NMOGA have any
recommendati ons for the comm ssion on these marginal
wel | and financial assurance proposal s?

MR. SPORICH: Yes. NMOGA opposes the
applicants' definition of marginal well and urges the

conmm ssion to reject the applicants' proposal.
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MR. SUAZO. Next slide. Can you walk
us through what your final recomendations on these
| ssues are for the comm ssion?

MR. SPORICH: Yes. The proposed
definitive -- definition of marginal well is only
relevant to this rulemaking if the conmm ssion
concludes that it has authority under existing
statutes to mandate single well financial assurances
for I ow producing wells. If, as we believe, the
conmm ssion | acks such authority, then the proposed
definition is unnecessary.

Even if this comm ssion finds sone
basis to consider defining marginal well, it remains
uncl ear how the proposed definition would interact
with existing definitions, regulatory uses, and
establ i shed practices. Moreover, potential conflicts
with statutory | anguage and the current common | aw
framework -- framework could create | egal uncertainty
and invite future litigation.

MR. SUAZO. Let's go on to your next
slide. What are your concerns with the financi al
assurance as it relates to the marginal well as it
states on your slide?

MR. SPORICH: Well, you can see here

that the -- the act under 70-2-14 A sets out
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categories of financial assurance and expressly caps
t hose ampbunts. Any new categories such as the
appl i cants' proposed margi nal requirenent would
require a |legislative amendnent before they could

| awful |y be adopted by the regul ati on.

MR. SUAZO. All right. Next slide. Do
you know whet her NMOGA has revi ewed OXY's proposal on
this provision?

MR. SPORI CH:  Yes.

MR. SUAZO. And what is NMOGA' s view on
t hat ?

MR. SPORICH: We agree with OXY that in
an event -- in -- in an efforts -- in an effort to
circunvent the acts express financial assurance
provi sions for active marginal wells, Applicants ask
the comm ssion to, A define a marginal well, B,
remove these active wells fromthe $250, 000 bl anket
financi al assurance authorized by section 70-2-14, C,

I npose a one well plugging financial assurance in the
amount of $150, 000 for each of these active marginal
wel | s.

And D, if over 15 percent of an active
operator's wells are considered margi nal or inactive,
or a conbination thereof, then the operator nust

provi de financial assurance in the anount of 150, 000
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for each of the wells registered to that operator,
I ncl udi ng active wells produci ng above what Applicants
consi ders margi nal threshol d.

Accordi ngly, any changes to the
financi al assurance categories and anmobunts set by
statute would require anmendnents at the |egislative
| evel .

MR. SUAZO. Let's nove to your next
slide. So it says here that Applicants' proposal
underm nes one of OCD s duties. What do you nean by
t hat ?

MR. SPORICH: Well, even if the
conmm ssion had statutory authority, the proposal --
Appl i cants' proposal underm nes, again, one of OCD s
core statutory mandates, and that is preventing waste.

Testinmony from NMOGA has denonstrat ed
t hat i nposing $150, 000 per well assurance on margi nal
wells wll incentivize premature plugging of wells
that remain nechanically sound, provide strategic
val ue, or potential productivity in the future. This
Is the very definition of waste and directly
contravenes one of the primary statutory directives
under the O 1| and Gas Act.

MR. SUAZO. All right. Let's nove on

to the next section of your testinony, dealing with
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changes to New Mexico's tenporary abandonment program
which | think is slide 41. Do you know what changes
Applicants are proposing to the approved tenporary
abandonnent requirenents?

MR. SPORICH. Yes. The applicant
proposes to require a beneficial use denonstration for
approved tenporary abandonnment approval s and
extensi ons, al so mandate extensive documentati on,
whi ch includes seismc, econom c projections, HSE
pl ans, et cetera.

It proposed broadening public
I ntervention rights, inpose hard cutoffs for approved
t emporary abandonment eligibility, and require
operators of expired approved tenporary abandoned
wells to reapply or plug.

MR. SUAZO. And does NMOGA have any
concerns with those proposal s? Next slide, please.

MR. SPORICH: Yeah. One of the big
concerns is the disclosure of confidential and
proprietary -- proprietary information. In ny
experience, sone of -- sone data that we've acquired
over the years, specifically seismc and geophysi cal

data, are subject to sonme of the npbst conprehensive

confidentiality provisions and -- and allow for very,
very little, if -- if any, disclosure to them
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Al so econom c forecasts are
proprietary, and nore inportantly, change on a daily
basis for -- for nost operators. And you can see that
sonme of this may be restricted from discl osure by
ot her regul atory regi nes.

MR. SUAZO. Did you hear any testinony
in this proceeding regarding a statute to protect
proprietary or confidential information?

MR. SPORICH: Yes. | heard | believe
earlier today.

MR. SUAZO. And given that you have
experience as in-house counsel for oil and gas

conpani es, do you feel protected by statutes such as

t hat ?

MR. SPORICH: No. W do not. As
previously nentioned, it -- it's a mnor offense.
That -- the information that -- that the governnent is

recei ving had broad financial inplications that are
out there. It's very hard to enforce those, to track
all that information down because it's the proverbial,
once the bill's wong, you can't unring it.

So all it takes is one instance of any
of that information to cone out and it's detri nental
to the entire industry.

MR. SUAZO. Are you saying that that
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i nformation is valuable and then that the statute
woul d not di ssuade sonebody from disclosing it?

MR. SPORICH: No. The statute -- well
for one, the -- |I've only read that statute here as of
today, so -- but a -- a m sdeneanor doesn't seemto --
doesn't seemto hold a lot of teeth to prevent
di scl osure of classified -- confidential information.

MR. SUAZO. Okay. And what does no
NMOGA recommend that the conm ssion do with this
proposal from the applicants?

MR. SPORICH: Well, NMOGA reconmends
that the conmm ssion reject this anmendnent. |If it's
not rejected, we should preserve as nuch flexibility
and limt burdensone requirenents. The conm ssion
shoul d al |l ow operators to continue using the form
C-103 with narrative expl anati ons and proposed
timeframes. This approach preserves regul atory
flexibility.

MR. SUAZO. All right. Let's nove on
to the next section, dealing with the definition of
approved tenporary abandoned under 15.2.7 A(13). Now,
based on your slide, do you have any concerns with the
proposed definitional change?

MR. SPORICH: Yes. W do. The primary

concern here is the redundancy with the existing
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definition under 19.15.25.12 of NMAC. It -- it
creates confusion, and | think that's been nentioned
by M. MGowen previously too. The proposed
di stinction between tenporary abandonnent and approved
tenporary abandonnent | acks a defined purpose and
coul d conplicate conpliance.
For exanple, 19.15.25.12 of NMAC
al ready requires OCD approval of tenporary wells -- or
temporary abandonment wells. The applicants' addition
of an unapproved tenporary abandonnment termmay inply
a status not recognized by OCD, potentially
m scl assifying wells as abandoned w t hout oversight.
This risk conflating such wells with
or phaned wells defined in existing 19.15.2.7 A(13) of
NMAC as those without a reasonabl e operator.

MR. SUAZO. Do you have any exanpl es of

t hat ?

MR. SPORICH: Not --

MR, SUAZO  Ckay.

MR. SPORICH: Not at the top of ny
head.

MR. SUAZO. You know, | think you
covered that. Sorry. Sorry. M eye's bothering ne.
Excuse ne. Let's nove on to your slide 44. Can you

explain NMOGA's recommendation to the conm ssion?
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MR. SPORICH: Yes. NMOGA's
recommendati ons are to, one, to avoid regulatory
confusi on and unnecessary burdens, the commi ssion
should reject the applicants' proposed anendnents or
require clarification of its intent for purposes of
i dentifying a nore appropriate anmendnent.

The comm ssion nmust al so ensure that
this term nology is harnonized throughout, across
sections that deal with approved tenporary abandonnent
in NMAC, and particularly with 19.15.25.12 and
19.15.2.7 A(13) to ensure clarity.

MR. SUAZO. All right. Let's go on to
your slide 45.

THE EXAM NER:  You have five m nutes,
M. Suazo.

MR. SUAZO.  Ckay.

BY MR. SUAZO

MR. SUAZO. \What is -- are you famliar
with WELC s proposal regardi ng expired tenporary
abandonnent ?

MR. SPORI CH: Yes.

MR. SUAZO. And what is that proposal?

MR. SPORI CH: WELC proposes adding a
new definition that would classify a well as an

expi red tenporary abandonnent or expired tenporary
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abandonment status under a new provision codified in
19.15.2.7 E(8) if it has been approved for tenporary
abandonnment status in accordance with existing
19.15. 25.13. However, this no |onger conplies with
19. 15. 25. 12 through 14 of NVAC

MR. SUAZO. Okay. And noving on to
your next slide. You list your concerns in that first
bullet. What are those concerns?

MR. SPORICH: Well, the concerns are --
the -- the primary concerns are it -- it lacks clarity
and wor kabl e standards, and it fails to identify
events that trigger a shift from approved to expired,
how I ong a well would have to remai n out of
conpliance, or the seriousness of the issue that woul d
justify a change.

This kind of anmbiguity creates
uncertainty for both the operators and the division
and invites inconsistent enforcenent.

MR. SUAZO. Are you aware of any
consequences if this isn't clarified?

MR. SPORICH: Yeah. W thout further
clarification, OCD could deema well expired for m nor
i nfractions or tenporary conpliance | apses such as
del ay in conducting nechanical integrity tests and

m nor | apses in required financial assurances or even
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paperwor k del ays.

MR. SUAZO. Let's nove on to your slide
47. What is NMOGA's recommendation to the conm ssion?

MR. SPORICH: NMOGA's recommendati on
here is they recommend that they reject WELC s
proposed definition. The current rules allow for
appropri ate operational and regul atory discretion
dependi ng on the fact specific circunstances.

The existing statutes and rul es
properly address the conpliance situation involving
t enmporary abandonnment, defined procedures, tinelines,
enforcenent neasures, informal conpliance agreenents,
cessation orders, and plugging mandates. This
flexible framework reflects the conplex reality faced
by operators and regulators and the often
col | aborative nature of addressi ng operational and
regul atory chal |l enges.

MR. SUAZO. All right. Let's nove on
to your section regarding operator registration and
restrictions. Slide 48. Can you summari ze what
Applicants' proposed changes are based upon this
slide?

MR. SPORICH: Yeah. Yes. At -- at
first, the first proposal was adding a requirenent

affirmative -- that required affirmative certification
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by an officer, director, or partner that any new
operator is in conpliance with all federal and state
| aws, state oil and gas |aws, and regulations in each
state where the operator does business.

Those requirenents woul d apply when
there was a change of operator. The change that |'ve
seen updated is renmoving officer, director, and
partner, and having it certified by an authorized
person.

MR. SUAZO: Let's nove on to slide 52,
dealing with your rebuttal. All right. Can you
pl ease give the conmm ssion your final recomendati ons?

MR. SPORICH: For the -- on this slide
here?

MR. SUAZO.  Yes.

MR. SPORICH: Okay. Well, since 2017,
t he division has already been enforcing the proposed
amendnents to 19.15.9.8 of NMAC and 19.15.5.9 of NMAC
by inserting these requirenments into its forns,
specifically form C- 145.

MR. SUAZO. Can you please tell the
conmm ssi on your final recomendations?

MR. SPORI CH: These recomendations --

MR. SUAZO.  Yeah.

MR. SPORICH: -- are NMOGA recommends
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that the comm ssion refrain from adopti ng any of the
proposed anendnents at this time, and at a m ni mum
the comm ssion should strike the provisions that do
not conmply with New Mexico | aw.

MR. SUAZO. Next slide. What does no
NMOGA recommend if the comm ssion proceeds with these
proposal s?

MR. SPORICH: We have a nunmber of -- of
recommendations in the event that the rul emaki ng does
go forward. But the first is we reject proposals
beyond the statutory authority. The conm ssion nust
decline anendnents that exceed its authority under the
Ol and Gas Act, including Applicants' changes under
proposed 19.15.8.9 C(1) and E(1) of NMAC pertaining to
one well financial assurance for active and inactive
wel | s.

Applicants' proposed expansi on of the
definition of inactive for purposes of financial
assurance requi renments under proposed 19.15.8.9 E and
D of NMAC. Applicants' attenpted circunvention of the
statutory requirenent that OCD allow wells in
t enmporary abandonment status to remain under the
$250, 000 bl anket financial assurance for an initial
t wo-year period under proposed 19.15.8.9 E of NMAC.

Applicants' creation of the nmarginal
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wel | category under proposed new 19.15.8.9 D NMAC,

whi ch exceeds the statutory restrictions contained in
the -- the Ol and Gas Act under 70-2-14 A and wil
result in waste and contravention of the act.

Applicants' proposed bl anket bondi ng
requirements for inactive wells and certain
tenmporarily abandoned wells under proposed 19.15.8.9
E(2) NMAC, and suppl enenting i nconpl ete bl anket
assurance under proposed 19.15.8.9 F of NVAC.

Applicants' proposed addition of
19. 15. 9.8 NVMAC, governing operating registration, and
19.15.9.9 NMAC, governing changes of operator,
mandati ng certification to OCD of full conpliance wth
the | aws of other states prior to commencenent of
oper ati ons.

MR. SUAZO. Next slide.

MR. SPORICH: Next -- nunmber two, the
amendnent to form C-10 -- 145. Excuse ne. |
recomrend that the comm ssion order OCD to strike the
unaut hori zed requirenment that well operator is

certified conpliance with other state laws fromits

form C- 145.

Nunmber three, the beneficial use
definition. No -- no new definition or presunptions
of beneficial use should be added. |[If the conmm ssion

Page 260

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

can consi der such a definition, it nust be
substantially amended to recogni ze beneficial uses
beyond production or injection vol unes.

Nunber four, beneficial use
presunption. The conmm ssion should reject the
proposed presunption provision 19 --

THE EXAM NER: M. Sporich, would you
slow down a little? W' re nmaking a transcript.

MR. SPORICH. Yes ma'am Sorry about
t hat .

The comm ssion should reject the
proposed presunption provision 19.15.25.9 of NMAC.

The comm ssion should retain the current rebuttable
presunption framework al ready enbedded in the inactive
well rules. That is 19.15.5.9 B(2) of NMAC, which
offer a fair, nobre adm nistrative standard w t hout
shifting burdens prematurely.

Nunmber five, reject a new marginal wel
definition. A new definition risks m sclassifying
viable wells and injecting investnent uncertainty. |If
the comm ssion considers such a definition, it nust
clarify how it would be applied and whether it would
automatically trigger heightened bondi ng requirenents.

Nunmber six, the recommendation is

t enmporary abandonnment. No changes should be nade to
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the existing tenporary abandonnment program Current
rul es al ready provide sufficient protection through
mechani cal integrity requirenents and established
procedures, whereas the proposed anendnents are

ambi guous and unwor kabl e in practice.

Nunmber seven, financial assurance. The
exi sting risk-based individual well and tiered bl anket
bond framework should be retained. The comm ssion
cannot adopt those financial assurance provisions that
exceed the statutory authority granted under the act.

Nunmber eight, reject the CPI
adjustnment. The conm ssion should reject the annual
adjustnent -- adjusted inflation anmounts because they
are contrary to the plain |anguage of the act's
statutory caps, which woul d be exceeded under this
provi si on.

Nunmber nine, reject OCD s authority to
regul ate transactions. The OCD -- the conm ssion,
excuse ne, should reject the applicants' anendnent to
19.15.8.9 A of NMAC as an ultra-virus anendnment which
| nproperly extends OCD s jurisdiction and do property
acquisition transactions, risks regulatory overreach,
and introduces substantial market and adm nistrative
har m

Nunber ten, recommendation is operator
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regi stration and change of operator. The conm ssion
must stri ke the provision mandating out-of-state
conpliance in its entirety under both proposed
19.15.9.8 B and C, as it lacks the jurisdiction to
adopt these provisions.

The comm ssion should al so strike the
proposed requi rement to mandate disclosure of any
current or past officers or owners with nore than 25
percent interest who are affiliated with non-conpli ant
officer -- operators in the past five years.

Finally, the comm ssion should strike
proposed 19.15.9.9 C(6) of NMAC under which OCD can
deny a change of operator if certifications or
di scl osures show a substantial risk that the new
operator can't neet pluggi ng and abandonnent
requi rements as overly broad and unwor kabl e.

And finally, nunmber 11, recogni ze and
utilize the reclamation fund. The reclamation fund
shoul d be used and relied on as an alternative to
excessi ve bondi ng.

MR. SUAZO. All right. Did you provide
any surrebuttal in this case?

MR. SPORI CH:  Yes.

MR. SUAZO. Can you pull up those

slides, please?
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BY MR. SUAZO

MR. SUAZO. Ckay. Let's start with
slide three. So this deals with the proposed changes
to 19.15.8.9 A on the financial assurances on
Applicants' Exhibit 88 where they have through this
proceedi ng proposed addi ng the phrase "operating
authority." Do you have any thoughts or concerns
based upon that proposal ?

MR. SPORICH:. Yes. NMOGA still opposes
this proposed anmendnent. Some of the big concerns are
that operating authority is not a defined term and
shoul d be defined if it were included here. Operating
authority, as we all know, is used frequently in both
JOAs and compul sory pooling applications. So | think
a better definition -- definition of operating
authority would -- would help.

MR. SUAZO. And did NMOGA support
addi ng that | anguage?

MR. SPORI CH:  No.

MR. SUAZO. Do you know if there's a
pendi ng notion on this provision in this proceedi ng?

MR. SPORICH: | believe there is.

MR. SUAZO. Ckay. So are you saying --
do you know if NMOGA objects to this provision because

of that notion?
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MR. SPORICH. Well, yes. That's what
said at the very beginning, that NMOGA still opposes
this proposed anendnent.

MR. SUAZO. Okay. Let's nobve on to
slide four. What is Applicant proposing to change
with respect to this inconplete financial assurance
provi si on under Rule 8.9 F?

MR. SPORICH. It -- it appears that
they're trying to frane it as creating a bl anket bond
or alternative for inconplete financial assurances.
But since other changes to 19.15.8.9 of NMAC still

apply, the blanket bond for inactive or TAd wells is

not covered by existing assurance, but still total
an -- an average of 150,000 per well.
So there's still no bl anket bond

alternative for inactive and approved pendi ng and
expired TA wells under this provision.

MR. SUAZO. This is kind of a busy
slide. It says "Extraterritorial Conpliance
Certification.” What are your concerns with this
| anguage here that that's highlighted?

MR. SPORICH: Well, as |I nentioned
previously, | know that the applicants had changed
the -- the | anguage to renove officer, director, and

partner and inserted authorized individual as well as
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changi ng sone of the -- the | anguage between federal,
state, and just nam ng any donestic jurisdiction in
here. NMOGA still opposes this entirely, even the
nodi fied | anguage. | think that we should only
consi der New Mexi co, not other states.

| know there's been testinony or |
believe there's been testinony previously that the --
the federal -- the BLMrequires this, and rightfully
they should, they are in charge of the United States.
New Mexico's in charge of New Mexico. Any
certification should only require disclosure of
forfeit advance and forfeited FA, if anything.

The other big thing here is, especially

comng froma -- a snaller private conpany, who's an
aut horized official? | used to authorize nmany people
t hroughout. | -- there's no actual definition. |Is
this the office -- you know -- soneone of -- of high
authority or -- or is it anybody that can sign for the
conpany?

And | -- | would assune that the both
the state and -- and operators would want it to be
soneone that -- that we're -- we're clear on who that

aut hori zed i ndi vi dual is.
MR. SUAZGO So this slide deals with

t he anended change of operator, the sane

Page 266

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

extraterritorial conpliance issue. Looks like it's on
this. What are your -- what would you |ike the
conm ssion to know about this proposal ?

MR. SPORICH: | think there's the sane
concerns and recommendati ons on the previous slide.

Ot herwi se, as nentioned previously, OCD can deny
operator changes which would inhibit transfers of --
of assets. Again, that would make OCD t he gat ekeeper
on any A&D deal s.

MR. SUAZO. All right. Slide seven.
This shows the anmendnents to the proposed presunption
of no beneficial use. Wat are your -- what would you
| i ke the conm ssion to know about this slide?

MR. SPORICH: Well, we -- we have here
the -- the presunption makes operators basically
guilty until proven innocent. It's -- it's a
presunption that there is no beneficial use. The
procedure is to rebut the presunption of no benefici al
use, or -- obviously in subparagraph D.

And it should mrror the body of the
provi sion and -- and the whole -- and the whol e thing.

So one of the other ones here too is | ooks |ike

they -- NMOGA wants to change the instance of "shall™
to "may." Applicants' may denonstrate beneficial use
of a well.
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MR. SUAZO. Al right. And | think
that brings us to the end of your surrebuttal. Is it
your understanding that the proposals that Applicants
initially submtted in this proceedi ng have changed
since this proceedi ng began?

MR. SPORI CH:  Yes.

MR. SUAZO. Ckay. Madam Heari ng
O ficer, NMOGA noves to admt into the record the
direct and rebuttal of Clayton Sporich, the attached
appendi ces, and the denonstrative exhibits used to
summari ze his direct and rebuttal and the surrebuttal
slides.

THE EXAM NER: Thank you. O her than
the objections already stated, 1'll pause for a nonment
in the event there are other objections.

They're admtted. Thank you.

(NMOGA Exhi bit E was marked for

I dentification and received into

evi dence.)

It's 3:41 and we need a break before
public comment, so let's cone back at 3:55.

(OFf the record.)

THE EXAM NER:  All righty. Let's cone
back fromthe break, please.

We are back after a short break, and
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we' ve reached our second public coment session today.
| have two nanmes. | don't see anyone in the room so
|"mtrusting that they are online.

Jani ce Granger, are you on the
pl at f or nf?

M5. APODACA: |'m not seeing Janice on
here, but | do see Kenneth.

MR. SUAZO. Okay. Kenneth Ahler.

MR. AHLER: Hell o.

THE EXAM NER: Hello. Just a few
things, M. Ahler. | will ask you and anyone el se who
wants to offer comment to spell your first and | ast
name. | will ask you pursuant to the conm ssion rules
to swear or affirmto tell the truth. And I'll ask
you to keep your comrents to three mnutes. Wuld you
spell your first and | ast name, please?

MR. AHLER: My -- ny nane is Kenneth
Ahler, K-E-N A-H L-E-R
VHEREUPON,

KENNETH AHLER
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 follows:

THE EXAM NER: Thank you. [|'IlIl start

your tine.
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MR. AHLER: You ready?
THE EXAM NER: Yes. (Go ahead.
MR. AHLER: All right. M nane is Ken

Ahler. 1'"ma New Mexico real estate broker. For 45
years, |'ve been selling farmto ranches all over the
state of New Mexico. | was raised on a ranch in South
Dakota. | mgrated to Santa Fe, New Mexico, around
1984. |I'ma U S. Arny veteran. |'ma graduate of

Texas Tech State University.

My famly is fromthe Mdl and, Odessa
area, and they've been in the oil and gas industry all
my life. | worked for ny cousin who was an oil well
driller in Mdland, Texas, summers in the 1970s to
earn noney to coll ege education. | worked on oil rigs
in the Mdland, Odessa area for two sumers. | have a
deep appreciation for the oil and gas industry.

It's hot and dangerous work, as anybody
knows. | cane to New Mexico in 1981. | started
selling farnms and ranches in Ruidoso, New Mexi co.
have to deal with mneral rights and water rights on
the farnms and ranches that | sell, and -- and have to
deal with increasing regul ations every year in ny real
est at e busi ness.

It's tedious is work and definitely

affects everyone and this industry's bottomline.
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|"ve invested in oil and gas wells off and on for the
past 40 years. M investnents are entirely dependent
on oil and gas regulations. Regulations oil and gas

conpani es have to deal with directly affect revenues

with the state of New Mexico and investors rely upon

to stay in business.

You know, 51 percent of New Mexico's
annual revenues cone fromthe oil and gas industry.
It's commopn sense that regul ati ons decrease revenues.
|"murging you to seriously consider consequences of
addi ng new regul ations that oil and gas producers have
to deal with. Thank you for your tine. | appreciate
t he opportunity.

THE EXAM NER: Thank you very nuch,

s there anyone el se on the platform
who would |like to offer public comment at this tinme?
Qur next session is at nine in the norning. If you
have dialed in on a phone, you can use star, five to
rai se your virtual hand. |If you're on your conputer
just raise your virtual hand.

We don't have anyone in the roomto
of fer public comment. Al right. Then we will return
to the technical case.

M. Sporich. And your first exam ner
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wll be M. Tisdel. Thank you.

MR. TISDEL: Yes. Thank you, Madam
Hearing Officer.

CROSS- EXAM NATI ON
BY MR, TI SDEL.:

MR TISDEL: We net earlier, but |I'm
Kyle Tisdel, I'"'man attorney with the Western
Environmental Law Center, and | represent the
appl i cants.

MR. SPORI CH:  Awesone.

MR. TISDEL: | think there was not a
single proposal that we had that you agreed to. So
" mgoing to focus |l ess on that and nore just
questions on trying to understand sone of the
testinony that you've offered.

MR. SPORI CH: Yeah.

MR. TISDEL: Do you have your direct
and rebuttal testinmony with you and avail able to --

MR. SPORI CH: Yes, sir.

MR. TISDEL: -- take a look at? Ckay.
And you were the author of that testinony?

MR. SPORICH: Yes. | was.

MR. TISDEL: Did anyone el se help you
prepare that testinony?

MR. SPORICH: Yes. | had | egal
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assi stance from NMOGA's attorneys to help me with
| egal research.

MR. TISDEL: Ckay. Have you seen any
of the testinony that's previously been provided in
this case over the last couple weeks?

MR. SPORICH: Yes, sir.

MR. TISDEL: Wth the exception, |
guess, of M. MGowen who went earlier today. |

assunme you were here for that. But you've been sort

of --
MR. SPORICH. O f and on. Yes.
MR. TI SDEL: Okay.
MR. SPORI CH: Yeah.
MR. TISDEL: So if there's -- if |

reference sone of that testinony and you weren't
avai lable for it, just let me know.

MR. SPORICH: Perfect. WII do.

MR. TISDEL: Let's begin with the
expertise you're offering in this rul emking. You
have a | aw degree from Sout hern Texas Col | ege of Law,
I's that correct?

MR. SPORICH. Yes. South Texas Col |l ege
of Law. Yes, sir.

MR. TISDEL: South Texas.

MR. SPORICH: CQut of Houston.
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MR. TISDEL: Okay. And you graduated
in 2009 and were admtted to the Texas bar in 2011; do
| have that right?

MR. SPORI CH: Correct.

MR. TISDEL: Ckay. And you're not
| icensed to practice in New Mexico; correct?

MR. SPORICH: No. |'mnot.

MR. TISDEL: Well, | don't hold that
agai nst you, but you m ght want to check in wth
M. Suazo. And you have a history of working in the
oil and gas industry -- various operators and npst
recently with Tap Rock Resources; is that correct?

MR. SPORI CH: Yes, sir.

MR. TISDEL: And you said earlier in
your testinony that you left in 2024?

MR. SPORI CH: Correct.

MR. TISDEL: And what is your current
enpl oynent ?

MR. SPORICH: |'mhere to consult for
NMOGA and |I''m seni -retired right now.

MR. TISDEL: Ckay. G eat.

MR. SPORICH: We sold nost of our
assets in 2023 and 2024, so I'mtaking a little tine
of f.

MR. Tl SDEL: Good for you.
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3

SPORI CH:  Thank you.

3

TISDEL: And you're still here with
us today.

MR. SPORICH: Yes, sir.

MR. TISDEL: Okay. So you're
know edgeabl e about both New Mexico's G| and Gas Act
and the relevant rules set forth in chapter 15 of the
adm ni strative code dealing with oil and gas; correct?

MR. SPORICH. Yes. As | nentioned, Tap
Rock operated in New Mexico, and |I've had the pl easure
of working with quite a few of these attorneys that
are in the roomas well as with OCD and -- and the SLO
over tinme. So we've had to keep up with the different
rules and -- and regul ati ons.

MR. TISDEL: G eat. And currently the
terns "beneficial use" or "beneficial purposes" appear
t hroughout the rules; correct? But they're currently
don't have a definition; is that your understandi ng?

MR. SPORICH: Correct.

MR. TISDEL: And OCD has proposed to
define these terns at what would be 19.15.2.7.B(7)
NMAC. And that proposal's been adopted by Applicants;
correct?

MR. SPORICH:. Yes, sir.

MR. TISDEL: And that definition is
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t hat beneficial purposes or beneficial use neans an
oil and gas well that is being used in a productive or
beneficial manner such as production, injection, or
nmoni toring, and does not include use of a well for
specul ative purposes; correct?

MR. SPORI CH: Correct.

MR. TISDEL: We've tal ked about that
definition a |lot over the |ast al nost two weeks.

Whul d you agree that the "such as" | anguage in that
definition is intended to provi de exanpl es of
beneficial use but is not exclusive?

MR. SPORICH. To a certain extent. And
| think that M. MGowen touched on it earlier. |
think that it could be worded nore clear to
specifically say that this -- this is not an
exhaustive |i st.

MR. TISDEL: But your understandi ng as
an attorney is that "such as" --

MR. SPORICH: Yes. As an attorney.
Yes.

MR. TISDEL: -- usually is not
excl usi ve?

MR. SPORI CH: Correct.

MR. TISDEL: Right. And you offer what

you descri be as a practical definition of beneficial
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use or beneficial purposes at page 5 of your direct;
Is that correct?

MR. SPORICH: Sorry. \Were -- could
you point ne where --

MR. TISDEL: Page 5 of your direct
testinony --

MR. SPORI CH: Yeah.

MR. TISDEL: -- you provide your own
definition of beneficial use or beneficial purposes?

MR. SPORICH: Yes. | see it.

Par agr aph 16.

MR. TISDEL: That definition is four
par agraphs long; is that correct?

MR. SPORI CH: Yes, sir.

MR. TISDEL: GOkay. Don't worry. [|'m
not going to ask you to read it. The first paragraph
of that definition includes a | onger |ist of exanples
of what m ght be beneficial; correct?

MR. SPORI CH: Correct.

MR. TISDEL: So that woul d be exanpl es
that, again, with the proposed definition, "such as"
could include all of those exanples that you provide
in that first paragraph; would you agree?

MR. SPORICH: Yes. | -- 1 always like

to be careful when you list out "such as,” that it
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stays within the sane franework that -- that's

previously been listed. So when you say, "Such as,

you know, A, B, and C," it m ght not nean one, two,
and three. It -- it's not necessarily -- it's not an
endless |ist that you can just say it's a catchall, so
to speak.

| think that we want to nmake sure that
it's always -- it -- it defined as nuch as possi bl e,
you know, the idea being |ist as much as possible so
t hat everyone has an idea what's in there. But again,
| i ke you said and you've nentioned, it -- it is
definitely trying to be a catchall.

MR. TISDEL: Ckay. And the idea with
that definition though, is that the agency, so OCD
woul d have sonme discretion in the application of that
definition, and so they would include things within
that list that made sense, but woul dn't exclude things
that didn't nake sense in that; would you agree?

MR. SPORICH. | think so. [|I'mnot --
not 100 percent sure of how that question was asked,
but --

MR. TISDEL: Al right. Well, let --
it's a bad question.

MR. SPORI CH: Yeah. Ckay.

MR. TISDEL: Let's get on to the
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remai ni ng three paragraphs of that definition. And
that | anguage is essentially regulatory in nature; do
you agree with that?

MR. SPORICH:. | agree.

MR. TISDEL: Ckay. And so you're also
famliar with the proposed presunption of no
beneficial use, you've tal ked about that a | ot
al ready, which would apply where in a consecutive
12-nmonth period, the well has not produced for at
| east 90 days and has not produced at |east 90 BOE;, is
t hat correct?

MR. SPORI CH: Correct.

MR. TISDEL: And then on page 8, you
state that rebutting the presunption may require
subm ssion of proprietary financial information and
trade secrets; correct?

MR. SPORICH: I'mtaking a | ook at page
8 right now. Just give me one second.

MR. TISDEL: Sure. You also talked
about that at, | think, slide 42 of your summary.

MR. SPORICH: Yes. | -- 1 understand.

MR. TISDEL: Ckay. Are you aware of
71-2-8 applying to all of EMNRD and requiring
i nformation provided to the agency to be held in

confidentiality and that willful violation constitutes
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a m sdemeanor ?

MR SPORICH. | -- | -- yeah. |
mentioned that earlier that I'd heard and |I'd seen
that -- that provision previously. Unfortunately,

t hose type of protections could be too limted. O
excuse ne, those protections not broad enough to
protect the sensitive data that's com ng out fromthe
oil and gas operators.

MR TISDEL: Okay.

MR. SPORICH: It's -- it's quantum
of -- of dollars. The human nature seenms to go if --
If it's a-- if you have the ability for a billion
dollars and you get a slap on the wist. Most of the
time, human nature's going to say, "I'mgoing to take
the billion dollars and -- and avoid the -- and take

the slap on the wist as well."

MR. TISDEL: Are you aware of instances
where OCD staff have been offered a billion dollars to
di scl ose confidential information?

MR. SPORICH: No. | have not.

MR. Tl SDEL: Okay. They probably
woul dn't still be working at OCD, | would inmagine. Do
you have any firsthand experience --

MR. CHANG Don't give any of ny staff

any ideas.
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MR. TISDEL: Must be really good
confidential information, | would inmagine, at that
poi nt .

BY MR, TI SDEL.:

MR. TISDEL: Do you have any firsthand
experience when you were working at Tap Rock or with
any other operator of OCD disclosing confidential
I nformation that they had?

MR. SPORICH. | do not have any
firsthand information.

MR. TISDEL: Ckay. OCD -- or excuse
me. Strike that.

Thr oughout your testinony and
t hroughout the testinony this week, we've heard about
NMOGA red |ines that have been offered. And | believe
your testinony was the place where Exhibit Ais the
red line that NMOGA had. So | want to wal k t hrough
that a little bit with you. So I'mgoing to share ny
screen and we'll see if we can do this. \Were was
the --

Sorry. Bear with ne.

MR. SPORICH: No worries.

MR. TISDEL: Sorry. Apparently |
didn't have perm ssions to allow Teans to share ny

screen, but |'m working that now. Let me --
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MR. SPORICH: No problem
MR. TISDEL: -- give it another try. |

apol ogi ze, Conmi ssi on.

t he break.

| amso sorry this is happening after

THE EXAM NER:  Shei | a.
M5. APODACA: He has perm ssions. |

can take them away and grant them again and see if

t hat hel ps.

THE EXAM NER: A different kind of

perm ssion. Ckay.

Okay.

MS. APODACA: Yeah.
THE EXAM NER: Consent, if you wll.

MR. TISDEL: |If we could just have,

li ke, two m nutes.

apol ogi ze.

Okay.
BY MR. TI SDEL:

THE EXAM NER:  Sure.
MR. TI SDEL: Yeah. Apol ogi es.

M racul ously |I'm back up. | sincerely

MR. SUAZO. Gets the best of us.
MR. TISDEL: Yeah. Good graci ous.

MR. TI SDEL: Thank you, M. Spori ch.
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Does this -- initially this was confusing for us
because it | ooks |ike Applicants' notice of errata
that was filed previously in this case. And so you
had to sort of scroll down through to see the
different exhibits. And | believe the red |line that
NMOGA of fered is provided within this docunent, even
if it doesn't necessarily look |Iike NMOGA Exhibit A
I's that correct?

MR. SPORI CH:  Yes.

MR. TISDEL: Okay. And so | want to
tal k about your testinony at page 5 of your direct
dealing with 19.15.25.9. This is the presunption of
no beneficial use. And you make the recomendation in
your testinony that the conm ssion should retain the
current rebuttable presunption for inactive wells at
19.15.5.9 B(2); is that correct?

MR. SPORI CH: Correct.

MR. TISDEL: And let's go to that
definition. And that will be -- so 19.15.5.9 and then
you can see B(2). That's the definition of inactive
well; correct?

MR. SPORI CH: Correct.

MR. TISDEL: So your recommendation to
the commi ssion is that the rebuttable presunption

shoul d use this definition of inactive wells, which
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says -- and then B(2) is down here. You see ny
cursor? And that definition is a well inactive for
nore than 15 nonths creates a rebuttable presunption
that the well is out of conpliance; is that right?

MR. SPORICH: | see that. Yes.

MR. TISDEL: Okay. And then if we go
to your slide at seven -- this is your slide dealing
Wth -- or this is NMOGA's red |ine; correct? And we
can now scroll down to 19.15.25.9 A

And then -- but this is the red |ine
that you provide, which is that there is a rebuttable
presunption that a well is not in beneficial use only
if the well is not produced or injected for any reason
for five consecutive years and the operator has not
submtted a plan or application denonstrating intent
to return the well to productive service; do you see
t hat ?

MR. SPORICH: Yes. | see -- yes. |
see that.

MR. TISDEL: Can you help -- help nme
understand the sort of recommendation that you nmake in
your testinony regarding the rebuttable presunption
and the use of that inactive well definition and then
the strikethrough in your Exhibit A and those seem

very inconsistent.
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MR. SUAZO. Madam Hearing O ficer,
just want to clarify with M. Tisdel. Do you know
what date this version of this is? Because | think
there's been different versions of it since then,

SO -- I'"'mnot sure if that clarifies the discrepancy
that you're trying to point out, but | just want to
make sure that we have the same date on the red |line.

MR. TISDEL: | don't know t he exact
date, M. Suazo. We obviously pulled this from
NMOGA's filing --

MR. SUAZO Ri ght.

MR. TI SDEL: -- of direct testinony,
and so this was -- but | don't know the date that we
pul | ed that.

MR. SUAZO. Ckay. Because | know there
was one -- | think the |last one you submtted was in

June, and | just don't knowif that's this one or --
MR. TISDEL: This is -- no. This is

your exhibit. This is --

MR. SUAZGO No. | know - -
MR. TISDEL: -- your exhibit A
MR, SUAZG No. | know, but it's our

exhibit to redline to your nost recent proposal, |
think as we knew it.

MR. TISDEL: I'mjust trying to
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understand the --

MR. SUAZO  Under st ood.

MR. TISDEL: -- difference between his
recommendation and his direct testinony that we shoul d
use the inactive well definition and then the red |line
that, again, is -- this is NMOGA's exhi bit and why
those are two very different recomendati ons.

MR. SUAZO.  Okay.

MR. SPORICH: Yeah. It -- it --
they -- they do -- they do conflict.
BY MR Tl SDEL:

3

TISDEL: |'msorry?

3

SPORICH: The -- the provisions do
conflict.

MR. TISDEL: Ckay. And do you have an
expl anation for that at all?

MR. SPORICH: Not -- not at this tine.
It's -- it's been a while. | apol ogize. But yes,
can see where you're saying that they are conflicting
provi si ons.

MR. TISDEL: Ckay. Thank you. Let's
al so then nove on to recommendati ons that you' ve made
i n your conpliance section. And that's 19.15.5.9 A,
and then that's at 34 of your direct. 1'Il give you a

nmonment to get there.
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MR. SPORICH: All right. |I'mon page
34, 35.

MR. TISDEL: Thirty-four. Okay. And
do you see that that's your testinony regarding the
conpl i ance section of the proposed rul es?

MR. SPORI CH: Under paragraph 1217
Yes.

MR. TI SDEL: Yeah. And your testinony
there is that you reject the new conpliance criteria
for inactive wells and venting and flaring; is that
correct? |'m paraphrasing, but you are rejecting
t hose two additions to the conpliance?

MR. SPORI CH: Correct.

MR. TISDEL: Yeah. And then at page
35, paragraph 124, you recomend not to adopt the
proposal and to preserve the existing framework; is
that correct?

MR. SPORICH: That is correct.

MR. TISDEL: Ckay. And just so that we
understand, this is the nbst recent version of the
proposal. Just so that the conm ssion can see. This
I's the conpliance section in the proposal as it
stands; right? -- for 19.15.5.9?

MR. SPORICH: Yes. It appears to be.

MR. TISDEL: Okay. And then we're
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going to junp quickly back into your -- or NMOGA's
Exhi bit A

MR. SPORI CH: Ckay.

MR. TISDEL: And we're going to go to
20. And this is the conpliance section. Do you see
that 19.15.5.9 A?

MR. SPORICH: Yes, | do. Yes, sir.

MR. TISDEL: Okay. And you see a
strike through or a strikeout of A(4) there; correct?
MR. SPORICH: Correct.

MR. TISDEL: And that allows a certain
nunber of wells to be -- the current rules allow a
certain nunmber of wells to be out of conpliance?

MR. SPORICH: Correct.

MR. TISDEL: Ckay. And so NMOGA's
proposal is to elimnate that exception?

MR. SPORICH. Current proposal. Yes.

MR. TISDEL: Okay. Thank you. So OCD
I s proposed and Applicants have adopted a new
definition for marginal well; is that correct?

MR. SPORICH: Say that again. |I'm
sorry.

MR. TISDEL: OCD and Applicants have --
OCD has proposed and Applicants have adopted a new

definition for marginal well --
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MR. SPORI CH: Yes, sir.

MR. TISDEL: -- as part of the
proposal ? This defines a margi nal well as producing
| ess than 180 days and less than 1,000 BOE within a
consecutive 12-nmonth period; is that correct?

MR. SPORI CH: Correct.

MR. TISDEL: |If a well is operating
bel ow this threshold, an operator could increase the
days or quantity of production to rise above that
threshol d; correct?

MR. SPORICH: Yes. That's ny
under st andi ng.

MR. Tl SDEL: And under the proposed
rules, there would be an incentive for an operator to
I ncrease production to get above that threshold if it
wer e possi ble; correct?

MR. SPORICH: Yeah. You're saying if
you were under that threshold --

MR. TISDEL: |If you were --

MR. SPORICH: -- that there's an
I ncentive so that you don't have to pay the additional
financi al assurances?

MR. TISDEL: Correct.

MR. SPORICH: Yes, sir. That's

correct.
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MR. TISDEL: So it's not -- the
proposal on marginal wells is not just increased
financial assurances. |It's also creating an incentive
for an operator to get above that threshold; would you
agree?

MR. SPORICH: Yes, sir. Correct.

MR. TISDEL: So if that's the case, the
I ncentive could operate to increase production on a
wel | ?

MR. SPORICH: Yes. | -- there --
there's an argunent for that. Yes.

MR. TISDEL: Okay. Are you famliar
with the now i nfanous rai nbow slide breaking down
provisions of the Gl and Gas Act at 72-147?

MR. SPORICH: |s that Rankin's rainbow?

MR. TISDEL: That is Rankin's rainbow.
Never to die.

So your testinony on, | think, slide
si x of your summary suggests that there is a statutory
cap within that statutory |anguage; is that right?

MR. SPORICH: During my presentation,
slide six is what you were referring to?

MR. TI SDEL: Yeah.

MR. SPORI CH: Yeah. Yeah.

MR. TISDEL: And you sort of nentioned
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t hat your reading of that suggests that there's a
statutory cap?

MR. SPORI CH: Yes, sir. Yes.

MR. TISDEL: Can you point to |anguage
wthin 72-14 where such a cap exists?

MR. SPORICH: Wbuld you m nd bringing

it up for me so -- I'"'msorry. | don't have it right
here. |I'mgoing to try to find it, but --

MR. TISDEL: Yeah. Sure. 1'magoing to
have to --

MR. SPORICH: If you have up.

MR. TISDEL: -- stop sharing this,
think, and get into -- oh, here it is. You can see
that's the -- you'd agree that's the full definition.

This one --
MR. SPORI CH: Yes.
MR. TISDEL: -- does not have
M . Rankin's Rai nbow, unfortunately.
MR SPORICH: Yes. Yes. | -- | see.
MR. TISDEL: But | think the sort of
rel evant | anguage begins here. Wuld you agree
t hat --
MR. SPORICH: That is correct. Yes.
MR. TISDEL: -- that is the |anguage
captured in M. Rankin's Rai nbow?
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MR. SPORI CH: It is.

MR. TISDEL: Ckay.

MR. SPORICH: That's the rel evant
| anguage.

MR. TISDEL: Al right. Can you
identify within that | anguage where it says there's a
statutory cap?

MR. SPORICH. Well, the -- the way that
| read it is when it said -- where it says "not to
exceed 250,000," | would assune that is a cap.

MR. TISDEL: Wbuld you do nme a favor
and just read the first sentence of that --

MR. SPORICH: The yel |l ow highlighted.
Yes.

MR. TISDEL: -- highlighted section,
pl ease?

MR. SPORICH: "The O Conservation
Di vision shall establish categories of financial
assurance after notice and hearing."

MR. TISDEL: Ckay. And then the second
sentence there says "Such categories shall include."
And then it includes that |anguage on the $250, 000
bl anket bond?

MR. SPORI CH: Correct.

MR. TISDEL: So would you agree based
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on principles of statutory construction, that that is
an exanple of a category that the legislature is
setting out, but not a cap on the ultimte categories
that could be established?

MR. SPORI CH: Just give nme one second
to -- to reread this and -- and --

MR. TISDEL: Yeah. Please take your

time.

MR SPORICH. | -- the -- the way --
the way that I'm-- I'"mreading it, and -- and agai n,
it's -- it's up to interpretation, obviously, but
It -- it is creating categories, one of which shal

I ncl ude this blanket plugging financial assurance,
which is capped. So it does include -- it includes
a -- a blanket plugging FA, and there is a cap to that
anmount .

MR. TISDEL: So that's a cap within
t hat category; correct?

MR. SPORICH: That's correct.

MR. TISDEL: But that doesn't apply to
the entirety of that section; correct? That woul d
just -- that cap applies just to that specific bl anket
bondi ng category?

MR. SPORICH: | could see the reading
of that. Yes.
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MR. TISDEL: Ckay. You also said in
your summary of testinony earlier that the comm ssion
| acks authority to establish financial assurance; is
that --

MR. SPORICH: Additional financial.
Yes. Correct. We -- we believe that NMOGA' s
proposition is, is that this should be left up to the
| egi sl ature.

MR. TISDEL: Okay. Do you -- go ahead
and read that first sentence for ne again in the
hi ghl i ghted ar ea.

MR. SPORICH: "The G| Conservation
Di vision shall establish categories of financi al
assurance after notice and hearing."

MR. TISDEL: So you woul d agree that
the legislature is conferring upon this conm ssion and
division the authority to establish those categories?

MR. SPORI CH:  Yes.

MR. TISDEL: Ckay. And notice and
hearing, that's sort of what we're doing right here?

MR. SPORICH: | believe so.

MR. TISDEL: Okay. Geat. At page 21
of your direct testinony -- |I'll give you a nonent to
get toit. You state -- well, actually let nme stop

sharing that.
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This is your direct testinony that |'m
pulling up and then we'll go down to page 21.
Apol ogi es.

MR. SPORICH. No problem No problem

MR. TISDEL: At the bottom of page 21
there, you say, "WELC al one proposed an additional" --
so we're tal king about active tenporary abandon and
I nactive wells and inconpl ete bl anket bonding; right?
And - -

MR. SPORICH: Correct.

MR. TISDEL: You'd agree. And so WELC
al one proposed an additional option of a $200, 000
bl anket bond for operators with five or fewer active
wells in its proposed anmendnents to the current
ver sion?

MR. SPORICH: That's correct. Yes.

MR. TISDEL: Can you identify where
such a $200, 000 bl anket bond is included in WELC s

proposal ?

MR. SPORICH: Not off the top of ny
head. | cannot. No.

MR. TISDEL: Yeah. So the current
version is 19.15.8.9 C(2). So we'll just take a
monment .

Sorry. What was that Tannis?
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MR. SUAZO. Objection, Madam Heari ng
O ficer. On the $200, 000 proposal, | think that
m scharacteri zes his testi nony because he acknow edged
t hat that $200, 000 proposals was w t hdrawn by
Appl i cants.

THE EXAM NER:  Onh.

MR. SUAZO So just --

MR. TISDEL: There was never a $200, 000
proposal by Applicants in any version of our proposed
rul es.

THE EXAM NER: And that was the point
of your question?

MR. TISDEL: Correct.

THE EXAM NER: Yeah. That's all he was
doi ng.

MR. SUAZO. Ckay. | apol ogi ze.

MR. TISDEL: No worries.

BY MR, TI SDEL.:

MR. TISDEL: And 19.15.8.9 C(2), I'm
pul ling that | anguage up now so you can take a | ook at
it. That has to do with the bl anket bondi ng anount
for financial assurance in the anount of $250, 000
that's consistent with the -- again, the legislative
requi rement in 70-2-14; correct?

MR. SPORI CH: | -- | believe so. Yes.
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MR. TISDEL: Okay. So your testinony
regardi ng a optional $200, 000 bl anket bond, do you
have any further testinony on that --

MR. SPORICH: No. But -- but | nust
have read it -- nmust have m sread sonething, so |
apol ogi ze.

MR. TISDEL: Ckay. No problem At --
at page 22 of your testinony, you call -- and | think

you testified to this earlier. You called f

ri sk-based framework for financial assurance. And
then at page 23, you suggest that either a single
$250, 000 bl anket bond regardl ess of the nunber of

wells, or you al so suggest in the alternative a tiered

bondi ng anmpunt, that those are alternatives
be proposed; correct?

MR. SPORI CH: | believe so.

MR. TISDEL: Okay. And so your

proposal of a single blanket bond, regardless of the

number of wells, or a tiered bondi ng anount,

has to do with the nunber of wells that an operator

has; correct?
MR. SPORI CH: | believe so.

just a bl anket bondi ng.

MR. TISDEL: Ckay. Can you explain how

just the sheer nunber of wells in your recomendati on

or a

t hat coul d

Yes.

t hat j ust

Yes. It's
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I's risk-based?

MR. SPORICH: No. Not at this time |
can't. It'd be something | have to conme back to -- to
take a ook at. | apol ogi ze.

MR. TISDEL: That's okay. Thank you.
And then I'mgoing to go back to -- this is your
redlined version. And we're going to go to -- this is
27. And so this is, again, dealing with the plugging
authority. Let nme just nake sure I'm-- yeah. This
I's the plugging authority, and then it gets into the
financial assurance anounts. This is your redline
version; correct?

MR. SPORICH: Yes, sir. Correct.

MR. TISDEL: And then I want to go down
to G So your proposal and your redline is basically
not to change virtually anything in the existing
proposed rules --

MR. SPORI CH: Correct.

MR. TISDEL: -- a rejection of the
proposal that we're making. And then you go down to
G And then your recommendation here is that the
comm ssion -- and this is your redline. It was a
little hard to track, but your redline here is that
the comm ssion shall evaluate financial assurance

amount s and nmake any adjustnents as necessary by

Page 298

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

periodic rulemaking at five to ten-year intervals
based on the nost recently avail abl e i ndustry cost
status, statistics, profiles, and bondi ng market
conditions; is that correct?

MR. SPORI CH: Yes, sir.

MR. TISDEL: So essentially, you would
reject all the evidence that have been presented in
the hearing to date and all the pre-filed testinony,
and that five years or ten -- between five and ten

years from now, we should just do this again with new

evi dence?

MR. SPORICH: Well, | -- 1| think I"'d
like to be clear is | -- | do think that there shoul d
be sonme framework. However, | think that we need to
make sure that we have industry -- nore industry
insight into -- into these costs. | think that for
right or wong, and it's not -- I'"'mnot -- |'m here

representing NMOGA as their |egal w tness, but |I'm not
a part of NMOGA.

| -- this is sonething that should be
continued to be talked with the comm ssion and
Applicants to try to -- to get there. So I think what
| was trying to do is, is just slow down the process
and -- so that we can -- we can truly evaluate the

actual costs. W've heard a | ot of discrepancies of
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what the actual costs are.

VWhat -- what makes it reasonable for
operators to -- to actually operate within the state
w th sonme assurances, but give themflexibility while
also to -- protecting the state from being on the hook
for orphaned and abandoned wells for the plugging
liability for them

MR. TISDEL: Okay. Are you aware -- SO
the petition was first filed with the comm ssion about
a year and a half ago at this point; does that sound
right?

MR. SPORICH: That -- that's what |'ve
heard through testinony.

MR. TISDEL: Are you aware of any
barriers that existed for NMOGA's participation over

the | ast year and a hal f?

MR. SPORICH: |I'm-- I'mnot personally
aware of that, but, again, I -- I'"mnot involved in
the direct negotiations, sol -- | -- | have no clue.

MR. TISDEL: Ckay.

MR. SPORICH: It's just personal. |
have no -- no personal know edge that there's any
barriers.

MR. TISDEL: To NMOGA's

participation --
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MR. SPORICH:  Correct.

MR. TISDEL: -- and submttal of data?
Are you aware in -- are you famliar with the other
testinmony filed by NMOGA witnesses in this case?

MR. SPORICH: Yeah. | have read over
t hem

MR. TISDEL: Ckay. Are you aware of
any industry cost data statistics, profiles, or
bondi ng mar ket conditions that was included in that
testi nony?

MR. SPORICH: Of the top of ny head,
no. |'m-- 1"mnot.

MR. TISDEL: Okay. | think we probably
covered that through other witnesses. So at page --
"1l go ahead and pull that up, | guess, so that we
can take a look at it.

So right now, we're tal king about
tenporary abandonnment definitions that were included
in the proposal. And your rejection of those
definitions states that this risks conflating such
wells with orphaned wells. And then you say it's
defined in existing 19.15.2.7 A(13) NMAC as those
wi t hout a responsi ble operator creating anmbiguity and
enforcenent and liability allocation; do you see that?

MR. SPORI CH: Yes.
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MR. TISDEL: Ckay. Are you aware that
there's no current definition for orphaned well wthin
the existing or proposed rules -- or excuse ne, within
t he existing rul es?

MR. SPORICH. To the best of ny
knowl edge, in the existing rules, there is no
definition.

MR. TISDEL: Okay. And then you point
to the definition in 19.15.2.7. So I'll pull that up.
So 19.15.2.7 A(13) is the definition for approved
t enmporary abandonnment, tenporary abandonnent, or
t enporary abandonnment status; do you see that?

MR. SPORI CH  Yes.

MR. TISDEL: Ckay. So can you j ust
help ne explain that that is dealing with the TA --
various TA definitions, not any definition for
or phaned well; correct?

MR. SPORICH: Correct.

MR. TISDEL: Ckay. And then your
testinony essentially rejects adding TA or TA status
to the existing definition of approved TA, correct?

MR. SPORICH: That is correct.

MR. TISDEL: Okay. Thank you,

M. Sporich. Those are all the questions |I'I|l have.

"1l pass the w tness.
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MR. SPORI CH. Thank you, M. Tisdel.

THE EXAM NER: Thank you, M. Ti sdel.

M. Tremai ne, do you have questions?

MR. HALL: If it's okay, Madam Chair,
it's Mchael Hall. 1'"mgoing to ask questions for
QOCD.

THE EXAM NER:  Yes, sir.

MR. HALL: I1'mgoing to try to go very
qui ckly.
THE EXAM NER: Thank you.
CROSS- EXAM NATI ON
BY MR. HALL:

MR. HALL: Good afternoon, M. Sporich.

MR. SPORI CH: (Good afternoon.

MR. HALL: M nane's M chael Hall.
represent O 1| Conservation Division in this matter
How are you?

MR. SPORICH: Good. And you, sir?

MR. HALL: Doing good. | believe I
heard you say you're not licensed to practice in New
Mexico; is that right?

MR. SPORICH: That is correct. As |
mentioned, |I'mlicensed in Texas. However, as |
mentioned, | -- | --

MR. HALL: Fair enough. Have you ever
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been |icensed in New Mexi co?

MR.
VR.
to be an expert in
VR.

out with a conpany

VR.
to be --

VR.

VR.
| aw.

VR.

VR.

capacity here?

MR.

i ndustry expert to testify on these rules that are

bei ng pronul gated by the applicants.

VR.
yourself out to be
VR.
VR.
speaki ng about the

OoCD?

D D

SPORI CH:  No.

HALL: Are you hol ding yoursel f out
New Mexico | aw?

SPORICH: Again, |I've had to help
operating in New Mexico, so I'm --

HALL: Are you hol ding yourself out

SPORI CH: No. ' m not .
HALL: -- an expert in New Mexico
SPORI CH: No. ' m not .

HALL: COkay. So what is your

SPORICH: It's for NMOGA as a | egal

HALL: Ckay. So are you hol di ng
an expert on these rul es?
SPORICH: A | egal expert.
HALL: OCkay. Do you recal
enabling statute for the OCC and

SPORI CH: Yes, sir.
HALL: Ckay. Do you recall what
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that 1s?

MR. SPORICH: Not off the top of ny
head, but | can flip to it or if you can point nme back
to -- in the slides, | can get to it.

MR. HALL: What is it in that statute
that you believe puts these proposed rul es outside of
the enabling statute?

MR. SPORICH. Can we bring up the
statute here for nme, please, M. Hall?

MR. HALL: Well, |'m asking about your
| egal expertise here.

MR. SUAZO Madam Hearing Officer, |
object. | think he should be able to | ook at the
slides if that's what he is being asked about.

THE EXAM NER: Do you have a particul ar
slide or topic in mnd, M. Hall?

MR. HALL: Specifically his direct
testinony. I'mnot -- | don't recall exactly where it
was that these proposed rules are outside of the
enabl i ng statute.

THE EXAM NER: Yeah. He descri bed, |
t hi nk, several ways in which he believed it was
out si de.

MR. HALL: Okay.

THE EXAM NER: Which the general --
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MR. HALL: "1l nmove on, Madam Chair.

BY MR. HALL:

MR. HALL: Now, | believe in your --
l"mgoing to | ook at your rebuttal testinony. |Is this
an accurate -- is this still your testinony that the

act authorizes financial assurance only for the
secured well or wells plugging and abandonnent costs,
not for reclamtion?

MR. SPORICH. I'msorry. Can you point
me out where --

MR. HALL: Sure. 1|'ll share the
screen.

MR. SPORICH:. Okay. Thank you.

MR. HALL: Sure. Looking there at --
this is the end of your paragraph 6 from your
rebuttal.

MR. SPORI CH: Yes, sir.

MR. HALL: Do you stand by those
statenents? Let nme ask it another way. Do you
think -- have you heard the testinony that says
reclamation is not part of the 163, 000? You've heard

about the 163, 000; correct?

MR. SPORI CH: | -- 1'"ve heard the 163,
but | have not heard about the reclamati on. [ m
sorry. | just haven't --
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MR. HALL: Okay.

MR. SPORICH: -- been a part of
the -- the proceedings to -- to hear that.

MR. HALL: What part of any testinony
makes you think reclamation was part of that figure?

MR. SPORICH: Usually within P&Aing a
well, you're going to have to reclaimthe property.

MR. HALL: So assum ng the testinony
before the comm ssion is that is not part of that
163, 000, you woul d agree that that anmounts for
pl uggi ng?

MR. SPORICH: Yes, sir.

MR. HALL: Okay. Now, is it your
testi nony that OCD has not considered depth, |ength of
time since the well was produced, and the cost of
pl ugging simlar wells and such other factors as the
O | Conservation Division deened rel evant?

MR. SPORICH: Well, what | -- what |
mean when we've -- when |'ve quoted this in -- in ny
testinmony and -- and rebuttals and -- and today was
it's not clear that it's -- that those are what -- how
t hose factors are going into it. W've had other
W t nesses that have specifically said that different
dept h.

And in ny experience, different depths
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are different -- different costs. So it's hard to --
when you lunp it all in into one -- one nunber, it's
hard to see -- | -- it's hard for me to see the

br eakdown. So if it is broken down, | haven't seen
it. | don't know what part of the 150,000 is for the
depth or is that 25 percent or is that 100,000 for

I nstance.

MR. HALL: So you would be nore
confortable if the rule said what percentage of the
financial assurance was applied to depth or other
factors that OCD consi dered?

MR. SPORICH: | would be confortable if
it -- there -- there could be -- and this is ne
personal ly, not OCD 'cause | haven't run it by them
| would be confortable along the lines that if there
was a formula for P&Aing a well, | think that that
should -- that that would be a -- a better use because
you woul d use these vari abl es.

And | think that -- that hel ps cone
with -- determne the -- the final nunber. And I
think that gets everybody kind of confortable.

MR. HALL: Sure. You heard M. Powel l
testify at |length about those factors; correct?

MR. SPORICH: No. | did not,

unfortunately. | -- | was -- when -- when
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Comm ssi oner Powell was -- was up, | had famly
matters | had to tend to.

MR. HALL: Oh, okay.

MR. SPORICH. | -- | apol ogize.

MR. HALL: So if he did that, that
woul d al |l evi ate your concern there?

MR. SPORICH: That would partially
alleviate. Yes, sir.

MR. HALL: Now, do you think OCD s
pl uggi ng costs or industry's plugging costs are what
t hese bonds shoul d cover?

MR. SPORI CH. What do you -- what do
you nmean by that? Like, are you -- do you nean
I ndustry's plugging costs, what they cone up with
should be the -- the -- what should be inserted into
the rul es?

MR. HALL: Well, do you --

MR SPORICH: | guess I'm-- |I'm
m sunder st andi ng the question. |'msorry. Just
the --

MR. HALL: Do you agree that the fanous
Rai nbow statute says that one category is the cost of
plugging wells, and that's financial assurance shoul d
be crafted to that?

MR. SUAZO. (Objection. Can we pull up
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the statute if he's going to reference it?

MR. HALL: Happy to.

THE EXAM NER: Do you renenber --

MR. HALL: | can pull it up, Madam
Hearing O ficer.

MR. SUAZO.  Yeah.

THE EXAM NER: There we are.

MR. SPORICH. Okay. Could you repeat

t he question? | got the statute here. Sorry,
M. Hall.
BY MR HALL:

MR. HALL: Would you read the purple
part? That'l|l be easier.

MR. SPORICH: Yeah. Okay. No problem
“And one well, plugging financial assurance and
amounts determ ned sufficient to reasonably pay the
cost of plugging the wells covered by the financi al
assurance. "

MR. HALL: Do you think that neans what
it costs an operator to plug a well or the financial
assurance should cover what -- when it is orphaned and

OCD has to do that?

MR. SPORICH: | would assune it should
cover the reasonable cost of -- of plugging a well.
And if -- or excuse ne. |If industry can do it for a
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cheaper amount, | would -- | would put that in the
bucket as you have to consider that as part of your
factors for what is reasonable for cost.

Just because, for instance, if Operator
A goes out there and drills a -- a well for a 100, 000,
and operator B goes out there and drills a -- a well
for 50,000, you shouldn't just say like, "Well, we're
going to go choose" -- we being conm ssion or QOCD.

"We're going to go choose operator A

because they' re better or | like themor it's a
brother-in-law situation.” VWlat I'm-- what |'m
getting at is you should -- you should use whatever --

the entire marketpl ace --

MR. HALL: It would nmake no sense for
financi al assurance for the state of New Mexico to
contenpl ate industry costs because then they're being
pl ugged responsibly; correct? It's when OCD has to
plug it, that's the cost that matters?

MR. SPORICH: | could see --

MR. HALL: That's the whol e purpose of
financial assurance, isn't it?

MR. SPORICH: | could understand it.

MR. HALL: Ckay. You don't dispute
that, do you?

MR. SPORI CH:  No.
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MR. HALL: Okay. Okay. Have you read
the New Mexico Legislative Finance Conmttee's report
on orphaned wel | s?

MR. SPORICH. [I've -- |'ve read through
it. Not in detail though.

MR. HALL: Ckay. Did you -- is your
testinmony that they specifically said these rules are
outside of their recomendations? O let ne ask that
a different way. |Is that your opinion as you sit here
t oday?

MR. SUAZO. Objection. |'mnot sure we
can foll ow that question. Could you rephrase?

MR. HALL: Sure. [|'ll be happy to ask
It again.

BY MR. HALL:

MR. HALL: [Is it your opinion as we sit
here today that the Legislative Finance Commttee did
not -- that this rulemaking is outside of their
recomrendati ons?

MR. SUAZO. Objection again. | can't
foll ow that question.

BY MR. HALL:
MR. HALL: Did you understand it,
M. Sporich?
MR. SPORICH: Not yet, but just give ne
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one second, M. Hall. "Cause I'mtrying to piece it
t oget her.

MR. HALL: Well, | can ask it a mllion
di fferent ways.

MR. SPORICH. |'m sure you can.

MR. HALL: So is it your opinion that
this rul emaking is sonehow out of conpliance with what
the LFC recomended?

MR. SPORICH: That -- | think that
there is -- there's many things that the LFC
recomended, and sonme of that was -- was included and
sonme of it was not.

MR. HALL: For instance, they
recommended that marginal wells, a rul emaki ng be
undertaken for that; correct?

MR. SPORICH: To take it --

MR. HALL: [It's that financi al
assurance?

MR. SPORI CH: The LFC did.

MR. HALL: Okay. Thank you. Now,
generally, did | understand your testinony about
regul ation of operators? Do you believe that's
outside of the OCD and OCC s jurisdiction, authority,
and control ?

MR. SPORICH. If |I'munderstanding the
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correct -- or their question correctly, operators do
fall under OCC and OCC -- OCD S jurisdiction.

MR. HALL: And that woul d incl ude
certifying an operator, a change of operator; correct?

MR. SPORICH. OCD currently does that.

MR. HALL: And that's perfectly |egal,
isn't it?

MR. SPORICH: Yes. |It's --

MR. HALL: It's not stealing anyone's
property to do that, is it?

MR. SPORICH: No. No.

MR. HALL: It's a necessary function of

OCC and OCD; correct?

MR. SPORICH: As long as it's -- it's
very specific and -- and tailored for the purpose of
assuring that the -- the new operator neets the

standards for OCD

MR. HALL: And is there anything in
t hese proposed rules that nakes you think that's not
occurring?

MR. SUAZO. Objection. Vague. Can we

be nore specific about which section of the rules

her e?
MR. SPORICH: No. | nean, fromny
personal know edge, | don't know of any -- anything
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that OCD is not approving change of operator forns or
things like that. | wll say, you know, in past
experience, the tineline for getting those things
approved has been lengthy. So | don't knowif that's
a -- that's a barrier for new entrants or -- and/or
ot her operators in the area. But again, that's --

BY MR. HALL:

MR. HALL: Conpliance should -- non-
conpliance should be a barrier, shouldn't it?

MR. SPORI CH: Non-conpliance shoul d
al ways be a barrier.

MR. HALL: Okay. | believe you
recommended in your direct testinony that instead of
transfers, you recomended operational authority; is
that correct? And | can go to it. I'mnot trying to
trick you.

MR. SPORI CH:  Yeah.

MR. HALL: Excuse ne. You see that
there, M. Sporich?

MR. SPORI CH: Yes, sir.

MR. HALL: Okay. There's paragraph
116. And it's really the bottompart. You're talking

about, with regard to the proposed rules, activities

should be limted to operational activities. 1Is that
still your position, or did | understand that you have
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wi t hdrawn that position as a | egal expert?

MR. SUAZO. Objection. That
m scharacteri zes the testinmony. | believe we
clarified that, you know, the operational | anguage
was - -

MR. HALL: I1'll w thdraw that question

and ask it a different way.

MR. SUAZO. -- motion to dismss is
pendi ng.

MR. HALL: So M. Sporich can answer
it.

MR. SPORI CH:  Yeah.
BY MR, HALL.:

MR. HALL: Is this -- do you stand
behi nd paragraph 116 of your direct testinony?

MR. SPORICH: At this tinme, yes.

MR. HALL: Okay. Thank you.

Pass the w tness.

THE EXAM NER: Thank you very nmnuch,

M. Hall.

And M. Moore, do you have any
questions of M. Sporich? W are at five, so you can
begin in the norning if you have nore than a question
or so. Onh, it wasn't M. -- it was M. G aeser.

Sorry.
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Are you going to have questions,
M. G aeser?

MR. CHANG. We cannot hear you if
you're speaking, M. Graeser. Looks |ike he's having
technical difficulties.

THE EXAM NER:  All right. Let's
perhaps do it this way then.

M. Gaeser, I'll call on you again
tonorrow norning as soon as we have taken sone public
comment. Geat. Thank you.

Let's break for the night then, and
we'll see you tonorrow norning at nine.

(Wher eupon, at 5:01 p.m the

proceedi ng was concl uded.)
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CERTI FI CATE

|, GERALD ARAGON, the officer before whom
t he foregoi ng proceedi ngs were taken, do hereby
certify that any witness(es) in the foregoing
proceedi ngs, prior to testifying, were duly sworn;
t hat the proceedings 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 I amnot a relative or enployee of
any counsel or attorney enployed by the parties

hereto, nor financially or otherwise interested in the

outcone of this action. ffff _
,_.-ﬂ"'-'z—-.h..-..,_,_ . = =
Novenber 13, 2025

GERALD ARAGON
Notary Public in and for the

State of New Mexico
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CERTI FI CATE OF TRANSCRI BER

|, MORGAN PALMER, 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 outcone of this action.

Novenber 13, 2025

-
[ ™
o . 1 i

MORGAN PALMER
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