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PROCEEDI NGS

THE HEARI NG OFFI CER: Good norning. M
name is Felicia Orth, hearing officer for OCC 24683
heari ng before the G| Conservation Conm ssion on wel
pl uggi ng and financial assurance. W're on day 10 of
t he hearing and have reached another of the public
comment sessi ons.

Just a few things about public comment.
"Il invite it fromthose in the room and those on the
platform ['ll ask you to state and spell your first
and | ast nanme because we are nmaking a transcript.

Pursuant to the comm ssion rules, |

wll ask you if you swear or affirmto tell the truth,
and then I'Il ask you to keep your coments -- your
oral comments -- to three m nutes.

If you have nore to say than can be
said in that tinme, please submt your comments in
witing to the comm ssion adm nistrator, Sheila
Apodaca.

So let nme start with those in the room

Ma'am would you like to offer public
conment ?

MS. PEPERSACK: Yes.

THE HEARI NG OFFI CER:  All right, come

on up to the witness stand, if you woul d.
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M5. PEPERSACK: Can | stand? Because
|'"'ma teacher, and when | teach, | stand.

THE HEARI NG OFFI CER:  Al'l right.

MS. PEPERSACK: Thank you.

THE HEARI NG OFFI CER:  Wbul d you spel
your first and last?

MS. PEPERSACK: |I'ma retired teacher.
| retired twce. M nane is Laureen Pepersack. L-A-
U-R-E-E-N, Pepersack, P-E-P-E-R -- I'mfull of pep,
not the spice -- S-A-C-K, MST, master's from New
Mexi co Tech.
VWHEREUPON,

LAUREEN PEPERSACK,

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 HEARI NG OFFI CER:  Thank you. 'l
start --

MS. PEPERSACK: |'m an honest person; |
always tell the truth. No kidding in ny classroom

Now as a teacher, one of the nost
di sturbing things is when students cone into the
cl assroom who' ve never been taught to clean up after
t hensel ves.

As a teacher, | want ny classroom cl ean
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because | know that's an environnment where ny other
students can learn. Also, if |I have to spend tine
rem nding themto clean up -- clean up before they

| eave ny classroom \What that neans is that

| npedes | earning tine.

This is a |l esson that should be taught

in honmes. Unfortunately, it's not. Children

have to clean up after thenselves. WMaybe there's

mai ds. Maybe there's other helpers. |In ny classroom
you clean up after yourselves. | will stop you at the
door and keep you from going out until you clean up.

Now, as adults, we should know t hat as

well. W clean up after ourselves.

We don't litter; we don't throw trash

on the ground. And if we do sonething that's

destructive, we fix it afterwards.

The oil and gas industry, thank them

for the noney that they provided to teachers.
shoul d provide nore 'cause it'd be nice if |

have to get a second job. But when you nmake

you clean it up. |If you want to drill sonmewhere, you

clean it up.

You have to clean it up so that it's in

better -- the water's better for the future.

environnent's better for the plants, the ani mals.

It

don't

They

didn't

a nmess,

The
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That is good -- not just good citizen, but being a
good human bei ng.

Profit. Oh, right. Profit. Do you
know what? | bet if this state required the oil and
gas industries to clean up afterwards, put -- invest a
big bond, they'd figure out ways to not make such a
mess.

You're smart people. You can figure

out ways to make it better. You can figure out ways

how drilling will not inpact future issues.
Now, in school, if you don't like the
way | teach, you can go to another school. W have

the oil and gas here. W have the power here. Qur
governnment has -- our state has the wealth that other
states don't have.

Yeah, you can go to Del aware; you can
go to New Jersey; you can go to ldaho. Qur Perm an
Basin is rich, but it's only rich if we take care of
it.

The greatest riches we have, and if |
| ook around, | see how many people having water with
them The greatest riches we have are our water
resources. You contam nate the water; there ain't no
goi ng back.

We al ready have to worry about PFAs,
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the little plastics. But oil and gas industries, the
way they use the water, the fracking. |'ve protested
several tinmes or spoken several times in front of
gover nnment agenci es.

| was at the one where we -- where
we -- the Santa Fe County community stopped fracking
down ny old road, General Goodnman Ranch Road. And the
public was outraged because our water i s necessary for
life.

Li ke the native people say, "Water is
life." And those of you who don't get that, try to go
t hree days w thout drinking anything. ©h, right.

Yeah. You can't. You'll get sick.

So unl ess noney, profits, stops being
the notivation instead responsibility, and you take
responsibility by putting on bonds that require them
to come back and cl ean up.

We al ready have enough oil wells and
get and m nes that are wasting and polluting our
nati ve communities, polluting a |lot of our communities
t hat haven't been cleaned up. W' ve seen what that
behavior's given us. It ain't good.

It's not good for our children. It's
not good for our future children. And it's sonething

we need to recognize as a society.
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We are a community. You do sonething;
It just doesn't inpact you. W're connected. It
| npacts every single person in the community, this
generation, the next generation. And, sadly to say,
many generations after that.

So what |'m asking you, please put a
serious bonding so that the mnes are restored to
their pristine conditions as best possible. [If you
can't do it, don't try to drill there.

Yeah, you can go sonmewhere el se and do
it. If we're, "Oh, it's too expensive. W have --
| npacts our profits.” So what? Your biggest profit
I's having a beautiful environnment, having a place
that's safe for your children. That's a really should
be the nost inportant thing for you.

How i s your community? How are you
doing sonething that's |eaving a better future for
your children? And if you don't have children, |I'm
sure you have nieces and nephews that matter. How can
we do this?

And this is -- this is the
responsibility of my governnent, and | want to thank
you for allowi ng these public hearings because people
| i ke me need to speak out.

Usually it's the mddle schoolers | get
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to talk to and | make ny waggy hand. Because you need
to pay attention. And | have changed m ddl e school
m nds, and | know | can change m nds here too.

So, again, thank you very much. Pl ease
take responsibility. Forget the little noney doll ar
because you ain't going to heaven with a --
billionaire. The old saying, can't rich people get
and go to heaven, like putting a canel through the eye
of a needle.

So do good things. Your heart will be
better for it. Your comunity will be better for it.

THE HEARI NG OFFI CER:  Thank you,

Ms. Pepersack. Who else in the roomwould like to
of fer public comment this norning?

Ma' am conme on up. If you would state
and spell your first and | ast nane pl ease.

M5. HOVMER. My nane is Susan Honer, H-
O ME-R
VWHEREUPOQN,

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

THE HEARI NG OFFI CER: Thank you. o

ahead.
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M5. HOMER: | am commenting in support
of the rul emaking to noderni ze New Mexico's bondi ng
and cleanup rules. [|'mone of nost New Mexi cans who
want the oil and gas industry to clean up after
itself. As we heard, that's just commobn sense.

If you make a nmess, you clean it up.
That's what we teach our kids, and it should apply to
cor porations al so.

We taxpayers are essentially
subsidi zing the industry by allowing the oil and gas
i ndustry to get away with not paying their own costs.

Cl eanup shoul d be a regular part of
doi ng busi ness and bonding rules should apply to all
wells and all well owners, |large and small on all New
Mexi co | ands, public and private, except tribal.

State and federal funding for cleanup
I s taxpayer noney. Wy should we citizens pay for
this? Nearly a hundred mllion in public funds have
al ready been used to plug orphaned wells and thousands
nore wells are at risk of being abandoned.

| want ny taxes to go for schools and
heal t hcare not to bail out wealthy polluters. Bonding
I s about prevention, about making sure corporations
pay upfront so the public isn't left holding the bag.

Sonme in the industry argue that we
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don't need bondi ng reform because there's al ready
noney in the reclamation fund, but that's not a
solution. It's a warning.

The reclamation fund exi sts because
bonding is failing and there's not nearly enough in
the fund. W're looking it up to nore than one and a
half billion in cleaning liabilities. And the fund
only has around 66 m | 1ion.

These are our |ands, our waters, our
air, and our communities at risk. Q1 and gas
corporations don't need nore ways to dodge
responsibility. They need to step up and pay their
fair share just as the rest of us do.

THE HEARI NG OFFI CER: Thank you,

Ms. Honmer. Who else in the roomwould |ike to offer
comrent this nmorning? No? W may have sone fol ks on
the platform

If you're on the platform raise your
virtual hand if you have dialed in. Use star five to
rai se your virtual hand. Let's see we have Melissa
Ostroff.

Can you unnute yoursel f?

M5. OSTROFF:  Yes.

THE HEARI NG OFFI CER: Ckay. Would you

spell your first and | ast name pl ease?
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MS. OSTROFF: lt's ME-L-1-S-S-A OS-T-
R-OF-F

THE HEARI NG OFFI CER:  Thank you.
VWHEREUPOQON,

MELI SSA OSTROFF,
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 HEARI NG OFFI CER: Great. Go ahead.

M5. OSTROFF: Okay.

Good norning, conm ssioners. M nane
Is Melissa Ostroff, and I'mthe Pennsylvania Policy
and Field Advocate with Earthworks, a national
organi zation working to protect comunities and the
envi ronnent fromthe adverse inpacts of oil and gas
devel opnent.

In my work, | use optical gas inmaging
caneras to docunent nethane and ot her pollution that
Is otherwi se invisible, making clear the scale of the
oil and gas industry's inpacts on our air, water, and
climte.

I n Pennsylvania, |'ve filnmed hundreds
of | eaking wells, many abandoned for years, even
decades, venting methane and carcinogens |i ke benzene

I nto our backyards, parks and school yards.
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Pennsyl vani a was the birthplace of the
US oil industry, and our wells are anong the oldest in
the nation. W' ve been dealing with the orphan wel
probl em | onger than al nost anyone. And we've seen
firsthand how failing to require adequate bonds early
on |l eads to massive lasting cleanup liabilities.

l've met famlies who have lived with
abandoned wells in their own yards. One woman | net,
Pam resorted to stuffing honme insulation into a
snmelly wel |l head near her garden because no one --
neither the state nor the operator -- would take
responsibility.

That was four years ago, and the wel
still hasn't been plugged. There are real long-term
costs of insufficient bonding, and it's not just a
Pennsyl vani a problem Every state that has all owed
operators to post inadequate bonds has ended up with
t axpayers footing the bill for cleanup.

The 1 JA's federal well-plugging
dollars are already stretched thin and they are
tenmporary. Once they're gone, it will fall back on
states and ultimately on communities and taxpayers to
clean up this ness.

That's why New Mexico's bonding reforns

are so inportant. They represent one of the very few
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real chances we have to prevent another generation of

orphan wells, and they could set a precedent for the

nati on.

Strong bondi ng ensures that when an
operator drills a well, they're also responsible for
cleaning it up. It's about accountability, fiscal

prudence, and environnmental justice, not punishnment.

We' ve seen in Pennsyl vania what happens
when bonding | evels are frozen or set too low. The
problemmultiplies, pollution spreads, and the cl eanup
bill grows.

| hope New Mexico wll choose a
different path -- one that puts people to work
pl ugging wells, protects future generations from
inheriting this liability, and ensures that polluters
not the public pay to clean up the ness they've made.

Thank you for your tine.

THE HEARI NG OFFI CER:  Thank you,

Ms. Ostroff.

WlliamMller.

MR. MLLER Ckay, | think I''m unnuted
and canera. Let's see here. Let's get ne on. There
we go.

THE HEARI NG OFFI CER:  Hel l o, woul d you

spell your first and | ast nanme pl ease?
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MR MLLER. Sure. WI-L-L-I-A-M And
ny |ast nanme, MI-L-L-E-R
VHEREUPON,

W LLI AM M LLER,

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

THE HEARI NG OFFI CER: Great. |'1]
start your tine.

MR. MLLER  Okay. Good norning, chair
and commi ssioners. M nane is WlliamMIller. And
| ' m speaki ng on behalf of nyself and the Sierra C ub
of New Mexico in strong support of the proposed
bondi ng and cl eanup rul e changes at OCD

| live in Al buquerque, New Mexico. |
grew up in Farm ngton, New Mexico where ny father
worked for an oil and gas service conpany. And | have
wor ked nyself in the San Juan and Del aware basins as
well as in Southeast Asia and near petroleumfields.

| have experience in the wireline
I ndustry with both open- and cased-hol e operations,
i ncl udi ng the running of cenment bond logs. And | have
seen firsthand the ness left behind by both major and
I ndependent oil conpanies in New Mexico.

And |'ve al so wtnessed the ness nade
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in countries where there is little or no oversight or
regul ati on.

Well, there are mllions of ticking
time bombs around the world in the form of orphaned
oil and gas wells. And thousands of those happen to
be in New Mexi co.

These wells were not plugged or capped
properly to begin with, and many have been
deterioration of downhole conditions such as corroded
casi ng and poor cenent | obs.

Well, this allows for comrunication of
flui ds between pay zones and groundwater as well as
surface pollution. Not to nention the |eaking of
poi sonous gases such as hydrogen sulfide, which is
comon in the Hobbs and Barker Donme areas of New
Mexi co.

And we pass the cost of fixing these
problemwells onto the taxpayers. And that adage
about pay nme now or pay ne later, rem nds us that we
are passing this problem onto our children and -- and
grandchi | dren.

And while we have not paid to play as
we have, we should be being, you know, paid to play.
And we have a chance to change this problem and

correct this |apse of judgnent.
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There's no excuse not to hold oil and
gas conpani es responsible for their actions fromthe
very beginning while they're calculating the true cost
of drilling and production. The proposed bondi ng and
cl eanup rul es do just that.

So let's not play a game of catch up or
finger pointing about who is responsi bl e because we
know who i s responsi bl e.

Now, there's good work being done.
| -- | see this each time | travel up New Mexico, 44,
wel |, otherw se known as US 55, to visit ny sister.

And | passed Envirotech Land Farm where
they're reclaimng land that -- soil that has been
contam nated by oil and gas wells as well as tank
farms. So | know that there is sonme good work out
t here.

So we need to reformthe bond and cl ean
up rules and apply them Now to paraphrase an old
Seinfeld TV epi sode was that about ruining a car.
Anybody can make a law. The npbst inportant action is
to enforce the | aw

So thank you for your tinme and
consi deration about this inportant matter to ne.

THE HEARI NG OFFI CER:  Thank you,

M. Mller.
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| s there anyone el se on the platform
who'd like to offer public coment at this time? Qur
next opportunity maybe at four o'clock this afternoon
If we are still in hearing at four o'clock this
afternoon. The next public comment we're sure to have
Is nine a.m Monday. No?

Al right, let's go back to the
techni cal case, M. Sporich. Thank you.

When we broke last night, it was the
state land office's turn to ask their questions of
this witness presented by NMOGA

M. Gaeser, | see you on the screen
here. Do have questions of M. Sporich?

MR. GRAESER: Good norning, Madam
Hearing O ficer and Conm ssioners. First, let nme
confirmthat my m crophone is now worKking.

THE HEARI NG OFFI CER: It is.

MR. GRAESER: | apologize for that. It
was working earlier in the day yesterday. | don't
know what happened. | have a few questions for

M. Sporich.
THE HEARI NG OFFI CER: Go ahead.
CROSS EXAM NATI ON
BY MR. GRAESER:
MR. GRAESER: Good nor ni ng,
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M. Sporich.

MR. SPORI CH: Good norni ng.

MR. GRAESER: So on slides 9 and then
again on 35, you referenced paying quantities. Do you
have a definition of paying quantities that you
propose or that you use?

MR. SPORI CH: Madam Hearing O ficer,

can we pull up the slides if we're going to talk about

the fees?

We're glad to help, M. G aeser.

MR. GRAESER: Thank you.

THE HEARI NG OFFI CER:  Yes.

MR. GRAESER: | appreciate it. |
wasn't able to locate it as you know, I'mfilling in.

And, Madam Hearing O ficer, when |I'm
done with cross-exam nation of this witness, then
M. More will take back over.

THE HEARI NG OFFI CER: That's fi ne. I
think M. Everhart is going to help out here with the
slides.

MR. GRAESER: Thank you.

MR. SUAZO. M. Graeser. Do you nean
the direct slides or the rebuttal slides?

MR. GRAESER: So | believe it was the

di rect.
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MR. SUAZO. Ckay. We'll start there,
and if we need to switch, we can do that.

MR. GRAESER: Thank you.

MR. SUAZO. And just to clarify, it's
slides 9 and 357

MR. GRAESER. Let's start with 9. Yes,
pl ease.

MR. SUAZO.  Okay.

BY MR, GRAESER:

MR. GRAESER: So this does, towards the
m ddl e of the third paragraph --

MR. SPORICH: Correct. | see what
you' re sayi ng.

MR. GRAESER: Ckay. Fair enough. So
my question is, do you propose a definition of paying
guantities?

MR SPORICH: As for NMOGA, | can't
speak for NMOGA for their definition that they woul d
want. | could tell you what ny interpretation of
payi ng quantities would be is revenue exceedi hg cost
on a | ease basis -- not a well basis -- but over a
| ease.

MR. GRAESER: In --

MR. SPORICH: And it's over and over a

certain period of tine.
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MR. GRAESER Right. Okay.

period of tinme would that be?

MR. SPORICH: | don't have a specific

nunber of nonths that | woul d propose.

MR. GRAESER: Have you been involved in

payi ng quantity disputes?
MR. SPORI CH: Yes, | have.

MR. GRAESER: And what sort of

timefranme were you arguing for in those disputes?

MR. SPORICH: It's been anywhere from

12 to 24 nont hs.

MR. GRAESER: And then | shoul d ask

what parties you were representing?

MR. SPORI CH: Chesapeake Energy.
MR. GRAESER: Okay. Were you present

for M. MGowen's testinony yesterday?

MR. SPORI CH: Yes, sir.

MR. GRAESER: And did you hear

| deas and his concepts on paying quantities?
MR. SPORICH: | don't recal

commentary on that specific topic.

MR. GRAESER: Okay. Do you recal

whet her you had any particul ar agreenent or
di sagreenent with his testinony?

MR. SPORI CH: No, nothing at

hi s

n what

hi s

- like |
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say, | don't renmenber anything. So nothing junped out
one way or the other of either being a striking yes or
a striking no.

MR. GRAESER: All right. And are there
any other factors you would look at? | know we have
a, you know, general cost and revenues. Are there any
specific factors you would | ook at in determ ning pain
quantities?

MR. SPORICH: Yes. W' d |look at the
history -- operational history as well. Obviously as
we' ve nmentioned previously, shut-in purposes for
of fset fracks, well downtinme for nidstream i ssues,
things like that. Things of those nature.

Mechani cal issues with the well. |
think you have to take all those in under
consi derati on.

MR. GRAESER: Thank you. | appreciate
that. You, also in your testinony, you spoke about
waste, and |'mgoing to see if | can share. Yeah.

Are you famliar with New Mexico Adm nistrative Code
19.15.2.8(B)(3) [sic]?

MR. SPORICH: I'mreading it right now.
|"ve read it before.

MR. GRAESER: Pl ease take your tine.

Take your tine.
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MR. SPORICH: Yes, | see it.

MR. GRAESER: Okay. So this requires a
wel |l that hasn't produced in 12 nonths and is not
pl aced in tenporary abandonnent to be plugged within
90 days; correct?

MR. SPORICH: Yes, it appears so.

MR. GRAESER: Woul d you consi der
application of this rule to be potentially waste?

MR. SPORI CH. Not necessarily. You
have the ability to place it into -- there is an
option to place it into an approved tenporary
abandonnment st atus.

MR. GRAESER: All right, well, so let's
assunme a hypot hetical in which, for whatever reason,
you don't neet the requirenments to place a well in

t enmporary abandonnment st at us.

And it's a well that still may have
sone potential or sone reserves. |If you're required
to plug that well, would that potentially result in
wast e?

MR. SPORI CH: | guess, if there -- it

doesn't neet the standard for or approval for approved
tenporary abandonnment, and yet there's still
production that's available, | would say that that

constitutes waste.
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MR. GRAESER: (Okay. So you agree with
me that current OCD rules could result in what you
woul d consi der waste then; right?

MR. SPORI CH. Under that hypothetical.

MR. GRAESER: COkay. Thank you. Thank
you, M. Sporich.

Thank you, Madam Hearing O ficer. |
have no further questions.

THE HEARI NG OFFI CER: Ckay. Thank you,
M. G aeser.

Let's see. | don't believe we have
Ms. Nanasi with us.

M. Maxwel |, do you have any questions?

MR. MAXVELL: Can you hear ne?

THE HEARI NG OFFI CER:  Yes.

MR. MAXVELL: Hey, thank you. No
gquesti ons.

THE HEARI NG OFFI CER:  All right, thank
you.

M. Rankin, do you have questions of
M. Sporich?

MR. RANKIN: | have no questions for
M. Sporich. Thank you, Madam Hearing O ficer.

THE HEARI NG OFFI CER: Thank you. |

think EOG is nonitoring, but no questions.
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M. Cloutier?

MR. CLOUTIER: No questions, Madam
Hearing Officer.

THE HEARI NG OFFI CER:  All right.

M. Suazo, do you have redirect?

MR. SUAZO. | do, Madam Heari ng
Oficer. Gve ne just a second to get set up here.
Due to the topics on cross, we're going to show sone
denonstratives for purposes of guiding the
guesti oni ng.

MR. HALL: Were these provided
previ ousl y?

MR. SUAZO. We can provide them
mean, they're just for discussion. |It's all public
i nformation. Yeah. This is fromthe New Mexico
Suprenme Court website.

MR. HALL: We object to this as not
bei ng provided in conpliance with the hearing or the
schedul i ng order and heari ng order.

THE HEARI NG OFFI CER:  Yeabh. It was
supposed to be uploaded to CentreStack or sent around
sonehow by e-nmail .

MR. SUAZO. Ckay. | nean this is all
public information on the website. Anybody can | ook

at it.
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THE HEARI NG OFFI CER: Ri ght. But the
fact that you're going to use it as an exhibit.

MR. SUAZO. Well, we're not going to
submt it for the record. W're just using it to
gui de the questioning is all --

THE HEARI NG OFFI CER: Then ask the
guestion. Right?

MR. TREMAI NE: Madam Hearing O ficer,
just to preserve the objection. | nean, this is
all -- we've got extensive testinony in this case
about | egal argunents, which was all flushed out in
the notion to dism ss and responses and can be covered
I n cl osing.

So I just want to preserve our
obj ection that, you know, counsel's trying to
rehabilitate the wi tness through wal king through, you
know, canons of statutory interpretation. He is
all owed to make this argunment in closing.

THE HEARI NG OFFI CER: That'd be a
better place, M. Suazo.

MR. SUAZO. | could make it in closing.
Yeah, I'mglad to do that. Well, actually, let nme ask
this. So when we had our scheduling conference, we
were told that there was not going to be a cl osing.

So are we fine that there is going to be a closing?
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THE HEARI NG OFFI CER: There wll be --
so there's a distinction between an oral closing and a
written cl osing.

MR. SUAZO.  Okay.

THE HEARI NG OFFI CER: Because on the
conpl ex rul emaki ngs, the comm ssion doesn't just sort
of gavel into deliberations as soon as we nake the
record. So | would invite you to nake your | ega
argunments and your witten closing argunent.

MR. SUAZO. You know, | actually prefer
to do it that way. Thank you.

THE HEARI NG OFFI CER: Great. Thank
you. Can | turn then to the -- do you have questions
t hen?

MR. SUAZO. Let ne just confirmthere's
nothing else that | want to ask the w tness.

| do have a few questions. And we're
still going to pull up sonme docunents that are already
in the record for purposes of the versions of the
rul emaki ng that Applicants have proposed, if that's
okay with any of the parties.

MR. CLOUTIER | won't object until |
see it, M. Suazo.

MR. SUAZO. Ckay. Fair enough.

/1l
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REDI RECT EXAM NATI ON
BY MR SUAZO

M. Sporich, do you recall M. Tisdel
aski ng you about your direct testinony and di scussing
a $200, 000 bl anket bond?

MR. SPORICH: Yes, | do.

MR. SUAZO. Have you reviewed WELC s
original petition from June of 2024, which is filed on
the conm ssion's website?

MR. SPORICH: Yes, | went back. It was
under the June 2024 proposal.

MR. SUAZO. Okay. Let's pull that up.
Can you see that on your screen?

MR. SPORICH: Yes, | do.

MR. SUAZO. In the highlighted portion,
what does that say?

MR. SPORICH: This is fromthe original
proposal of blanket plugging financial assurance for
200, 000 for one to five wells.

MR. SUAZO. So just to clarify, that's
VWELC s initial proposal that they submtted in this
proceedi ng?

MR. SPORI CH: Correct.

MR. SUAZO. Thank you. Now, M. Ti sdel

menti oned that there's been a few revisions from
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Applicants submtted for review Do you know how many
proposed anendnents have been filed through this
proceeding in total by all the parties?

MR. SPORICH: Yes. So far it's been
ten proposed anendnents. Okay.

MR. SUAZO. And so the red line
attached to your direct testinony that M. Tisdel and
M. Hall were asking you about yesterday. Do you know
what date that was filed?

MR. SPORICH: \What'd you say?

MR. SUAZO. Do you know what date that
was filed on?

MR. SPORICH: Filed on August 8th.

MR. SUAZO. Okay. And was there a
version on that that you are aware of?

MR. SPORICH: Yes, it was the third,
this third errata.

MR. SUAZO. Ckay. Do you know how many
versions the Applicants have filed in total?

MR. SPORICH: | believe it's three
addi ti onal ones for a grant. Total of six.

MR. SUAZO. Okay. Thank you,

M. Sporich.
No further questions, Madam Heari ng

O ficer.
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THE HEARI NG OFFI CER: All right, thank
you, M. Suazo.

Comm ssi oner Anmpomah, do you have
questions of M. Sporich?

MR. AMPOMAH: Yeah, there are a | ot of
| egal discussions, yes. So I'lIl leave it to the
| awyers. Thank you. No questions.

THE HEARI NG OFFI CER:  AlI'l right.

Comm ssi oner Bl oom

MR. BLOOM M. Sporich, thank you for
your testinony. | do not have questions either today.
Thank you.

MR. SPORI CH:. Awesone, thank you.

THE HEARI NG OFFI CER: And, Chair Chang.

CROSS EXAM NATI ON
BY MR. CHANG.

MR. CHANG  Most of these issues have
been covered, but, so | do want to explore one
assertion in your direct. | believe it's starting at
paragraph 130, you're welcone to pull that up.

Towards the -- it's a long-ish
paragraph -- but towards the end of that paragraph,
you' ve got a sentence in there that says the OCD may
not enforce or condition operator registration on

conpliance with | aws outside of New Mexi co.
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MR. SPORICH: Did you say paragraph

130t h?
MR. CHANG 130 of your -- | believe --
MR. SUAZO. This is your direct. Can
we -- we can pull it up for the witness so you can see
If -- that's fine.

BY MR. CHANG

MR. CHANG. Please. It's on page 30 --

t he paragraph starts on page 36, but |I'm | ooking at a

sentence on page 37.

MR. SPORICH: Ckay. I'mreading it

ri ght now.
MR. CHANG. Sure.
MR. SPORICH: All right. |

|"ve read it. Could you repeat your question,

Commi ssi oner ?

MR. CHANG Ah, okay. So let's go down

to 131. | had witten -- scribbled -- over where it

says 131, so | --
MR. SPORI CH: Okay.

MR. CHANG -- | unped paragraphs

together. M apol ogi es.
MR. SPORICH: Ckay. Sorry.

MR. CHANG |If you want to scroll up

just by a hair so we can see that the top of that page

have it and
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t hough anyway. Okay, so let's start the m ddl e of
131.

There's a sentence that starts "The OCD
may not enforce or condition operator registration on
conpliance with | oss outside of New Mexico." Did I
read that correctly?

MR. SPORI CH: Yes.

MR. CHANG. Okay. And then the reason
that you give is actually in the previous paragraph at
the top of this page here, "violates the principles of
state sovereignty and federalism" |Is that correct?
That's the reason for the conclusion is that OCD may
not --

MR. SPORICH: Yes, that's the argunent.

MR. CHANG Ckay. VYou're licensed to
practice in Texas; correct?

MR. SPORI CH: Correct.

MR. CHANG  Okay. Texas Rul es of
Pr of essi onal Conduct -- and you can take this as a
hypot hetical -- not trying to introduce facts not in
evi dence here.

But the Texas Attorney Rul es of Conduct
requi res an attorney who has been disciplined by
anot her jurisdiction or a federal court or a federal

agency to notify the disciplinary counsel within 30
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days.

Woul d those rul es of professional
conduct for attorneys to report out-of-state
vi ol ations or disbarnment also violate principles of
state sovereignty and federalisnf

And if not, how would you distinguish
those requirenments to maintain a certification, either
with a bar or the certification with OCD here?

MR. SPORICH. Well, the first part of
that is, no, I1'd not think that it inpedes the bar
disciplinary. | don't think that affects state
sovereignty rights between New Mexico and Texas. |
think that's been well established throughout the
country.

VWhat we are saying here is -- is froma
regul atory standpoint, fromwhat the Act has provided
previously, it is ny belief that that OCD being a
limt -- OCD getting their powers by a limted grant
fromthe New Mexico G| and Gas Act, | don't think
that it shows that they have the ability to enforce
ot her states regulatory environnents.

| think we've nentioned al so
previously, or sonebody has nentioned previously,
there could be mnor infractions that conme up. And |

know t hat that's not your concern right now, but --
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MR. CHANG. Sure.

MR. SPORICH: It could be one of those
ones where how do you report and how does that work
froma -- a standpoint where it m ght be a paperwork
situation versus an actual violation that | think what
the comm ssion is trying to get after.

But again, that's dealing with a
different state and their rules for enforcenment from
an environnmental standpoint under the New Mexico Q|
and Gas Act.

MR. CHANG  Ckay. So your concern is
limted not to constitutional or sovereignty or
federalismconcerns. Your concerns is limted to

whet her or not the state are particular enabling

statute -- that's how you woul d distinguish those
situations. |Is that a --
MR SPORICH: No. | think it's all --

| think it also has to do with state sovereignty as

well. | just think that there is a distinction, and
|"mnot articulating properly, but I do think there is
a distinction between the bar -- the bar as you
mentioned - -

MR. CHANG Ri ght.
MR. SPORICH: -- disciplinary bar and

enforcing environnental rules.
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MR. CHANG Right. So help ne
understand a distinction or how you woul d di stinguish
those things. Because isn't it both situations where
we're |l ooking at certifying sonebody as being in
conpliance with their responsibilities in both
situations?

MR. SPORICH: Yes, | could see that.
coul d see that.

MR. CHANG Ckay. | think nost of the
ot her issues have been -- let nme turn to a slightly
different issue and hopefully I'm not beating a dead
horse here, but. W do -- certainly while |I'"mhere --
| certainly want to track our enabling statute as
closely as | possibly can.

So to, we certainly appreciate your
anal ysi s and advice and your contributing to the
conversation to make sure that the comm ssion is
tracking the statute as closely as we possibly can.

| want to explore the word sufficient a
little bit in NMSA 72-14-A, you quote it on page 6 of
your rebuttal. O, at least, | think you slightly
paraphrase it. OCD nust set one well financi al
assurance "in anounts determ ned sufficient to
reasonably pay the cost of plugging.”

We' ve heard testinony here that wells
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cost 163,000 to plug. So would the applicant's
proposal of 150,000 be sufficient? Wuld it violate
the statute for us to adopt a nunber bel ow 163, 0007

MR. SPORICH: | think that we -- if |I'm
reading it as a whole, sufficient to reasonably pay.
And we've also heard testinony too. And in ny
previ ous experience at Tap Rock, we plugged wells for
much | ess than that.

So nothing in the statute here says
that it's only sufficient reasonably pay for OCD. It
doesn't say anything specific to just OCD. It just
says sufficient to reasonably pay.

And | think that if there's outside
I nformation that says that it's reasonable to pay
$65,000 to plug wells, | think that has to be taken
i nto consideration too.

MR. CHANG. So | guess |I'mstruggling a
little bit here because it seens |ike we're reading
into the statute a word of average. Because it
doesn't say that. It also doesn't say -- | guess |I'm
struggling with the word sufficient here.

Sufficient on average. And of course
it seens |ike everybody is arguing sone sort of
average. People just don't seemto agree on what that

average shoul d enconpass.
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But it seens like the statute doesn't
actually say average. Don't we have to | ook at the
nost expensive well to nake sure that we are al ways

sufficient to cover the cost of plugging?

The statute -- | nmean, |I'm|l ooking at
this -- thank you for whoever pulled up this lovely
rai nbow -- because | don't see the word average
anywhere in here. And | do want to, you know -- as
you cautioned -- track the statute down to the letter.

MR. SPORICH Right. | still -- ny

opinion is it goes together with the reasonably pay.
It has to be reasonabl e.

MR. CHANG In the reasonabl e word.
Fair enough. GCkay. | think I will leave it there.
Thank you very nuch. | appreciate it.

MR. SPORI CH: Thank you, Conm ssioner.

THE HEARI NG OFFI CER:  Any reason not to
excuse M. Sporich?

Thank you very nuch, M. Sporich.

We're | ess than 45 minutes into our
day.

Ms. Felix --

MR. CHANG | apol ogize. Could | ask
one nore question of the previous wtness?

THE HEARI NG OFFICER:  Oh. All righty.
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MR. CHANG. And if | could have that
rai nbow statute again, that'd be very hel pful.

MR. SUAZO. More costs.

MR. RANKIN: Can we call it Rankin's
Rai nbow goi ng forward?

MR. CHANG  Yes. Yes.

You now have a statute naned after you,
M . Ranki n.

BY MR. CHANG

So |l think we all -- there's been, you
know, extensive discussion about this and highlighting
of this particular provision that's so crucial to our
rul emaki ng here. And I'mreading it here. "Such
categories shall include" and it gives three separate
cat egori es.

And peopl e have al ready debated the
definition of the word "such" till I think we're al
blue in the face.

But | guess it seens like -- and tell
me if I"'minterpreting a brief wrong -- it seens |ike
In certain sections of your brief, there is an
assunption that it's -- lest | reopen in different
and/ or gate -- that each of these categories are
mut ual | y excl usi ve.

I'"mtrying to figure out whether or
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not, as a matter of policy, we should go there
different, just fromthis. Trying to figure out ny
statutory boundaries here.

Is there anything in that statute that
says that these categories can't be cunul ative? |
mean, because it says "and" -- right -- bl anket
bonding at the end of the green you ve got a comm.

MR. SPORICH. Right.

MR. CHANG. And end of the blue, you've
got a conma and one well plugging financial assurance.
l"mtrying to figure out where in the statute it
requires us to -- and maybe we should anyway as a
matter of policy, not debating that yet. So don't
| i ght anybody's hair on fire yet.

But does this statute allow us to
require -- after creating nultiple categories -- to
potentially have an operator fall into multiple of
t hose categories?

MR. SPORICH: Well, | think the one
thing I'"m |l ooking at, Conmm ssioner, is howit is
structured. And | think that there is -- you can see
the kind of the green, the blue and the purple. | see
that as that last comma that's in there. That's the
penultimate comm that's in this provision.

MR. CHANG Sur e.
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MR. SPORICH. And | think that that
bookends the financial assurance categories that's
there. And | think limting these categories -- |
don't know -- | haven't read it necessarily to say

that you could conbine these all together.

However, | think if you do conmbine them
all together, like you're -- | think you're
proposi ng --
MR. CHANG  Just try to figure out --
MR. SPORI CH: Yeah.
MR. CHANG -- what the boundaries of

the statute are.

MR. SPORICH: Yeah. Yeah. | think if
you put themall together, I think it then goes above
this bl anket $250,000 that we've tal ked about
previously. But it's a process.

| haven't necessarily thought yet of if
we are saying that these are the only three limting
financi al assurance categories, can they not be
stacked on top of one another?

| think, plain reading of it, | don't
think that provides that, but | can see where soneone
coul d make that argunent.

MR. CHANG Ckay. And that may be

terrible policy, but I"mjust trying to figure out
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whet her or not the statute is clear about whether or
not they're, you know, and/or -- opening up yet
anot her and/or debate here. But | appreciate your
answer. Thank you.

MR. SPORI CH:. Thank you.

THE HEARI NG OFFI CER: Right. W're
wel comng Ms. Felix to the w tness stand.

Woul d you spell your first and | ast
name, please?

MS. FELIX: Yes. Andrea, A-N-DR-E-A
Last nanme Felix, just like the cat, F as in Frank, E-
L-1-X

THE HEARI NG OFFI CER: That's the male
version of ny nane.
VWHEREUPON,

ANDREA FELI X,

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

THE HEARI NG OFFI CER: Thank you very

much.

M. Suazo.

MR. SUAZO. Thank you, Madam Heari ng
Oficer.
/1
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DI RECT EXAM NATI ON
BY MR SUAZO

Good norning, Ms. Felix. How are you
doi ng today?

M5. FELI X: Good norning. |'m nuch
better than the | ast couple of days. |'mrecovering
froma head col d.

MR. SUAZO Excellent. Well, glad to
hear it. Hope you have a speedy conval escence.

We have your slides up there. Yes.
Okay. Can you pl ease state your nane and your role in
this proceedi ng?

M5. FELIX: Yes. M nane again is
Andrea Felix. 1'mthe vice president of regul atory
affairs for the New Mexico O | and Gas Associ ati on.

And ny role in the proceeding is to
bring the industry perspective fromthe -- the trade
organi zation side of things as part of the regul ated
party in these proceedings.

MR. SUAZO. And what is your
pr of essi onal background and experience in the oil and
gas industry?

MS5. FELIX: So |I've worked in the
i ndustry for over two decades, specifically in New

Mexi co as a surface | andman and specializing in
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operational regulatory and policy issues throughout ny
career.

Pur pose of ny testinony today is to
hi ghl i ght the operational and industry-w de
consequences of the proposed amendnents to provide an
I ntegrated i ndustry perspective to the portions of the
proposed roles that are unworkable for industry and to
recommend practices -- practical alternatives that
mai ntain protection w thout underm ning New Mexico's
oil and gas sector.

MR. SUAZO. And did you file rebuttal
testinony in this case?

MS. FELI X: Yes, | did.

MR. SUAZO. And what is the purpose of
your rebuttal testinony?

M5. FELIX: To respond to the
applicant's and OCD' s remarks to our submtted direct
testi nony.

MR. SUAZO. Now |let's nove to your
slide 3. Can you explain to the conm ssion NGO s
overarching concerns with Applicant's testinony and
proposal s?

M5. FELI X: So the overarchi ng concerns
that we have is, as we've | earned through the

proceedings -- so there's been a | ot of new
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i nformation | earned; right? | think we've all |earned
a lot over the |ast two weeks.

But as the applicant's original
application to industry, there is m scharacterization
on the data on orphan margi nal and active wells and
the reliance on the inflated costs from OCD s
procurenent practices that were provided.

But again, as we've |earned through the
proceedings, it seens |ike we've got some corrections
t hat can be nmade and sone di scussions to be had.

MR. SUAZO. In your rebuttal, what is
your response to the way Applicants and OCD address
pl uggi ng costs?

MS. FELIX: In my rebuttal, the
pl uggi ng costs that Applicants and OCD are relying on
are costs that were incurred by the division; right?

Part of what the nessage that we have
here, if we can work on hel ping to enhance and correct
sone of the procurenent processes, the way in which
the division, who | believe is single-handedly one
person trying to manage the orphan well program we'd
be able to better cone to an understandi ng and an
execut abl e program

And that's what ny rebuttal is about.
Ol and gas industry -- they drill wells; they plug
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wells; they reclaimwells.

So while having the applicants and OCD
being open to getting insight on how this is done --
because | think we've established over the last two
weeks, industry can do it a whole heck of a | ot
cheaper while sharing those experiences and those best
practices on how i ndustry puts together a program so
that potentially the division could create a
systemati ¢ programthensel ves, which would then just
better all of us.

MR. SUAZO. Have you reviewed the LFC
report that Applicants rely on in this proceedi ng?

MS. FELI X: Yes, | have.

MR. SUAZO. And what is your
i nterpretati on of how Applicants, you know, have
utilized the LFC s report?

MS. FELIX: | -- | would say that
Appl i cants have -- have used it to -- to -- and, you
know, how do | want to say this. They've relied on it
to state their platformwhen it conmes to costs and
execution of the program

| think all of us who have read the
report have very many different interpretations of
what that report says, but | think at the end of the

day, what we can all agree upon that the report
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tell -- told us is that there needs to be sone
changes.

And | think those changes could cone
froma unified front working on the procurenent.

Going out to -- to bid to industry-w de vendors so
that OCD isn't just constrained to one or two vendors.

W -- OCD could potentially have three
or four rigs running, three or four different prograns
runni ng throughout the state. And that -- that's a
takeaway that | took away fromthat report.

MR. SUAZO. Do you know whet her the LFC
report proposed statutory or regulatory changes?

MS. FELI X: They did. Yes.

MR. SUAZO. Ckay. Let's nove on to
your slide nunmber 4 where you discuss a definition for
beneficial purposes and beneficial use. M. Felix,
what is NMOGA's view on WELC s proposal to add a
definition for beneficial purposes or beneficial use?

M5. FELI X: The -- the biggest concerns
that we have is that it goes against the definition
use for decades within industry. And so it ignores
what beneficial depends on, in terns of what we heard
from M. MGowen of evolving technol ogi es, nmarkets,

i nfrastructure, and geol ogy.

So the things that, you know, every
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day, there's technol ogies in whatever industry that
we're in changing and i nproving and maki ng thi ngs
better.

And so while | ooking at these wordi ng
changes could hanmstring what the industry could do to
just continue to be a better developer in the State of
New Mexi co.

MR. SUAZO. Okay. Now, as part of that
definition, there's a phrase "specul ati ve purposes.™
Why does NMOGA oppose Applicant's attenpt to prohibit
specul ati ve purposes?

M5. FELIX: | -- | think again, it goes
to the -- the stifling and the hanpering it could put
on innovation. As technol ogies inprove, as |earnings
are learned, as new -- new wells are drilled, we |earn
t hi ngs every day.

And while the -- the new wells
t echnol ogy evol ves every day, so does the technol ogy
for those wells that have been here for years.

W' ve got operators that are in the
busi ness of, you know, taking that old classic car
and -- and nmaking it sonething new today. And, ny
goodness, to stifle that innovation would just, |
think, do a harmto the state and to the resources.

MR. SUAZO. So with respect to this
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proposed definition, what is NMOGA' s final position on
this issue for the conmm ssion?

MS. FELIX: | nean, we -- we would |ike
If -- if the comm ssion is inclined to adopt a
definition. A definition that is so broad and
flexible is not what we're recommendi ng; right?

But sonmething to not constrain future
beneficial uses to essential to prevent waste and
protect correlative rights and give industry and those
entrepreneurs the opportunity to bring that old Chevy,
you know, 1950 Chevy up to par.

MR. SUAZO. All right, let's nove on to
your next slide where you di scussed presunptions of no
beneficial use. Can you please explain the proposed
presunption regardi ng beneficial use as you understand
it?

MS. FELIX: As | understand it,
Applicants presune a well incapable of beneficial use
I f 90-day production thresholds are unnet within a 12-
nonth period. And then that allows for as witten a
30-day wi ndow to rebut that |ack specifies as to when
t he 30-day w ndow begi ns.

MR. SUAZO. \What is NMOGA's concern
with the 90-day one-year threshold that is proposed?

M5. FELIX: It -- it doesn't -- it
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doesn't allow for the -- let nme start again.

It doesn't account for all those viable
wells. Right? And the -- and not just a well basis,
but also a | ease basis, as we heard M. Sporich speak
to earlier.

So while individual wells standal one
and operate on their own, wells within a | ease, also
ki nd of coll aborate with one another. And so that
needs to be taken into consideration as well.

MR. SUAZO. Ckay. And there's a
rebuttabl e presunption framework within that proposal
you know, with a 30-day wi ndow. Does NMOGA have any
I ssues with that proposal ?

MS. FELI X: Yeah, we believe that 30-
day wi ndow | acks enough time for folks to, | nean, 30-
days to get a plugging rig to nake sure there's
equi pnent, crews, plans, get it approved from OCD, is
just not a -- a |long enough window. It also doesn't
account for many, many viable wells.

We' ve got nenbers who have been
operators in the State of New Mexico. Their great-
grandf ather started these conpanies. They are in the
busi ness and have been of operating these types of
wel l's for generations already.

And by taking -- by reclassifying these
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wells will essentially send these very | egacy
conpani es out of the state. And that's one of our
gr eat est concerns.

MR. SUAZO. Okay. Now you've worked in
the oil business yourself. Based on your experience,
how do you think this presunption would affect

reservoir and field managenent types of issues?

M5. FELIX: | -- | think it would | eave
potential for -- for waste and undevel oped resources,
resulting in undevel oped and not -- and funds that

woul d' ve went to the state, to the schools, to the
children, to the funds that are now hel ping to provide
for a 10-day extension through SNAP.

The unified childcare credit that is
goi ng around the state would be losing out in that.

MR. SUAZO. Did you hear M. Arthur and
M. MGowen's testinmony in this proceedi ng?

MS. FELI X: Yes, | did.

MR. SUAZO. And do you recall whether

t hey gave any real world operational exanples of,

well, you know what, let nme nove on to the next
question. | don't like that one. Now that |'ve said
it al oud.

Sticking with your slide 5, are there

concerns with federal |ease terns or other regulatory
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conflicts that NMOGA foresees?

MS. FELI X: Absolutely. And that's
why, you know, in ny comrent earlier that they
I ntroduction of the | ease paraneters and definitely
need to be taken into consideration too.

Because as operators are bound by their
| ease ternms and planning portfolios and pl anni ng
projects, they have to be cognizant of those |ease
terms. And so | think it is our duty through these
proceedings to also take that into consideration.

MR. SUAZO. Now have you heard
M. Sporich's testinony and read his testinony?

MS. FELI X: Yes.

MR. SUAZO. Does NMOGA believe that the
conm ssion has the authority to adopt this
presunption?

MS. FELI X No.

MR. SUAZO. Let's nove on to your slide
6. M. Felix, can you tell the conmm ssion what NMOGA
is recomendi ng regarding this proposal to create a
presunption of no beneficial use?

M5. FELI X: Yes, if NMOGA recommends if
the comm ssion is inclined to adopt WELC s proposal
that it should only apply to extended periods of tine

of inactivity, such as five years.
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MR. SUAZO. Ckay. So we've finished
with the beneficial use, let's nove on to the
financi al assurance portion of your testinony starting
with slide 7.

Ms. Felix, do you know what WELC
proposes with respect to the changes to rule
19. 15.8.9(A) regarding acquisitions and financi al
assurance?

MS. FELI X: Yes.

MR. SUAZO. \What are NMOGA's concerns
with this proposal ?

M5. FELIX: Qur concerns with this
proposal is that this would grant OCD the authority to
act as -- as the gatekeeper over acquisitions and
transactions in the state in regards to oil and gas.

MR. SUAZO. Okay. And does NMOGA rely
on M. Sporich's testinony and opinions in that?

MS. FELI X:  Yes.

MR. SUAZO. \What does NMOGA recommend
that the comm ssion do with this proposal ?

MS. FELI X: Qur recommendation is that
the OCC reject this provision.

If the conm ssion does explore it,
recommended changes would -- are to limt application

strictly to operational approvals, distinguish
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ownership fromoperations, to find clear triggers for
financi al assurance, and engage stakeholders in
desi gning a workabl e framework.

MR. SUAZO. Now it seens like there's a
pre-transfer elenent to this based on the | anguage.
Does NMOGA have concerns about the inpact of this pre-
transfer requirenent?

MS. FELI X:  Yes.

MR. SUAZO. Ckay. Let's nove to slide
9. Does NMOGA have any ideas on real world
consequences for the industry if this proposal's
adopt ed?

M5. FELIX: Yes. So as M. Arthur and
M. MGowen testified earlier, WELC S proposal s cause
significant adm nistrative burdens, budgeting
conplications, inpedinments to flexible devel opnent,
whi ch woul d essentially be a waterfall.

Bottom line of, you know, where our
concerns are is that OCC should reject the proposals
as drafted 'cause they constitute regul atory
overreach, create heavy adm nistrative burdens,
especially on a well-by-well tracking basis.

And again, I'mgoing to say it again,

t hat goes back to the lease inplications as well. So

taking the | ook on a well-by-well doesn't answer and
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dot the | and cross the T when it cones to | ease
producti on.

And it would inhibit asset transfers,
particularly for depressed marginal assets. NMOGA
bel i eves that |egislature should nake statutory
changes before these rules can be adopted.

MR. SUAZO. All right, let's nove on to
your slide 10 where you discuss the proposed changes
for active wells. \What changes do Applicants propose
for financial assurances on active wells?

MS. FELI X: So the current proposal is
150, 000 or a 250 bl anket bond regardl ess of the nunber
of wells in a portfolio.

MR. SUAZO. Ckay. Have you also --

Next slide please.

Have you reviewed Applicant's proposals
for inactive and tenporarily abandoned wells?

MS. FELIX: Yes, | have.

MR. SUAZO. Do you know what those
require?

M5. FELI X: Yes. WELC s proposing the
150, 000 bond per active well, 250,000 bl anket bond
regardl ess of the well count, and an additional
150, 000 bond for marginal wells.

MR. SUAZO. What is NMOGA's position on
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t hese proposal s?

MS. FELIX: As M. Sporich testified,
OCD statutory authority only allows financi al
assurance anmounts sufficient to cover reasonable
pl uggi ng costs.

And again, as we've -- as we've
uncovered through the -- these proceedings, | think
there's room for conversations on what these
reasonabl e costs are.

VELC s proposal renoves depth as a
factor and sets requirenents discounted --

di sconnected from actual costs, exceeding statutory
limts.

MR. SUAZO. Okay. Now do you think the
exi sting rules already address non-conpliance in this
area?

M5. FELIX: | do. And | think with the
existing rules and with a fully functional orphan well
programwith the fully functioning use of the
reclamati on fund, we nmay not have as big as a problem
as what was originally brought forward to these
pr oceedi ngs.

As we -- as we've, excuse ne, as we've
| ear ned, nunbers are changed, cost estinmates are --

are -- have changed. What is an orphan well? \What
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does the list |ook |ike has changed?

So | think there is absolutely room
to -- to show that the nmechanisns that are in place
and have been for many years, nodernizing those and
having a fully executable program could 100 percent
wor K.

And | -- | will go back to the here and
the now Right? Deputy Director Powell brought up an
I nci dent over the weekend, and he said that two
operators raised their hands and hel ped through that.
And that's where operators are today.

We're here tal king about issues and
wells from many, many years ago. Wile the rules that
are in place now in the enforcement the OCD currently
has by -- by utilizing and the enforcenents of the
regul ations and the assurances in place, will help us
to ensure we don't get there in 50 years from now.

But al so hel p us address the -- the
problemthat we're facing today once we're able to
guantify what that problemis.

MR. SUAZO. Can you please tell the
conmm ssi on what NMOGA recomends, especially if
there's any sort of alternatives?

MS. FELI X: Yeah, so our recommendati on

woul d be to retaining a fixed tiered bl anket structure
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tied to well counts and statutes.

I f revisions are made, we would
recommend -- recommend preserving the bl anket bond
options, use a risk-based approach tied to conpliance
hi story, apply prospectivity, not retroactivity, and
avoi d expanding OCD s authority beyond statutes.

MR. SUAZO. Now let's nove on to your
next slide, 13, which is titled "Inconpl ete Bl anket
Fi nanci al Assurances."

Ms. Felix, are you aware under the
current rules what happens if a bl anket bond does not
cover certain wells?

MS. FELI X: Yes.

MR. SUAZO. Can you pl ease expl ai n what
the current rules require?

MS. FELI X: The current rule requires
operators to post a single well bond or replace it
with a blanket bond for their full portfolio.

MR. SUAZO. Are you aware what WELC i s
proposi ng under this rule change?

MS. FELI X: Yes.

MR. SUAZO. Briefly, could you explain
what that is? O | guess you already --

MS. FELIX: | think I've already done
t hat .
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MR. SUAZO. You already did earlier.
Sorry. What's NMOGA's position on this proposal ?

MS. FELIX: | -- | think again, you
know, based off of the -- the legal outreach that
NMOGA has undertaken with our legal team it's --
that -- it lacks the statutory authority to nmake those
changes.

| -- | think another inportant itemto
raise is that it is redundant to the existing
regulation that's already in place and provides for
cure under coverage there.

MR. SUAZO. Okay. What are NMOGA' s
recommendations to the commission with respect to this
proposal ?

MS. FELIX: If the comm ssion feels so
inclined to amend the -- the rule should expressively
all ow for replacenent blanket bonds to cure under
coverage, preserve operator choice between single wel
and bl anket coverage, and include a clear transition
period for securing replacenent coverage.

MR. SUAZO. Ms. Felix, does your
testi nony address the Consuner Price |Index?

M5. FELI X: Yes it does.

MR. SUAZO. And do you know what

Applicants are recomending with respect to the CPI?
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M5. FELIX: Yes, they're -- yes they
do.

MR. SUAZO  Ckay. What is NMOGA' s
position on Applicant's proposal to adjust based on
CPI ?

MS. FELI X: Qur concern is that in --
It introduces volatility and uncertainty into capital
pl anning. All -- all operators plan in different
mechani sms. Smal |l er operators plan three to five
years out, other -- larger operators plan on different
frequencies. Portfolios |ook very different.

And so this type of basing it on as CPI
woul d i ntroduce anbiguity and al so could disrupt |ong-
term conpliance and financial strategies. [It'll also
add not only to be a burdensone task on the operator,
but also for OCD to adm nistrate it as well.

MR. SUAZO. Now what is NMOGA' s
recomendation to the conm ssion on the proposal to
adj ust based on CPI?

M5. FELI X: So here again, we recommend
that the OCC reject WELC s proposal and suggest a
five- to ten-year reviewintervals tied to a tier
pl uggi ng cost, data risk profiles, and bondi ng market
conditions. Not broad consuner inflation indexes.

MR. SUAZO. All right, let's nove on to
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your next slide, slide 15, which deals wth narginal
wells. M. Felix, are you famliar with Applicant's
proposed definition for marginal wells?

MS. FELI X: Yes.

MR. SUAZO. Can you pl ease explain your
under st andi ng of what that is?

MS. FELI X: WELC proposes a two-pronged
test to identify marginal wells |less than 180
produci ng days and | ess than 1000 barrels over 12
nont hs.

MR. SUAZO. And are you aware that this
proposed definition, you know, is related to their
financi al assurance proposal s?

MS. FELIX: Yes, | am | wll also add
t hough, as we've gone through the proceedi ngs and
we' ve heard from other parties, we have heard that
there is some openness to variable of these nunbers.
And so NMOGA is very interested in having those
conversations and seeing what we can all agree upon as
t hese proceedi ngs unf ol ded.

MR. SUAZO. Ckay. So taking all what
you just said into account, what is NMOGA's
recomendation to the conm ssion for marginal wel
fi nanci al assurance?

M5. FELI X: So, again, just adopting a
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ri sk-based approach rather than categoricals
t hr eshol ds.

Preserving and i nproving the bl anket
bond option, clarifying the adm nistrative nmechani sns
before pre-well assurances, elimnating the arbitrary
15 percent trigger, and convening a stakehol der group
to share workabl e bondi ng rul es.

MR. SUAZO. So you nentioned earlier
that you have reviewed the LFC report. Do you know
whet her the LFC report contains a definition for
mar gi nal wel | ?

M5. FELIX: Yes it does.

MR. SUAZO. Okay. And is it different
from what Applicants are proposing in this proceedi ng?
MS. FELIX: Yes, it is.

MR. SUAZO. Ckay. In your view, how
are Applicants characterizing margi nal and inactive
and tenporarily abandoned wells?

MS. FELIX: In ny view, | nean,
they're -- they're characterizing them you know, at a
high risk level. And so that the -- the reality is
marginal is -- doesn't equal high risk. R ght? And I
think that's what we're here to try to -- to try to
tell that story.

MR. SUAZO. Did any of NMOGA' S
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w tnesses kind of explain that to the comm ssion, to
your recollection?

MS. FELIX: Yes, | believe, and, again,
remenber |'ve had a head cold the | ast couple of days.
But | definitely heard that wwth M. MGowen
yest erday.

MR. SUAZO  Okay. Does NMOGA t hink
that the conm ssion has the authority to create
mar gi nal well financial assurance categories?

MS. FELI X: No.

MR. SUAZO. Let's nove on to your slide
18, which discusses wells to be properly abandoned.
Are you famliar with what the current rules require
for wells to be properly abandoned?

MS. FELI X: Yes.

MR. SUAZO. Ckay. And do you know what
changes WELC proposes to this rule?

M5. FELIX: Yes, | do.

MR. SUAZO. And what are NMOGA's
concerns with the proposal ?

M5. FELI X: Really that 30-day w ndow.
I, you know, as | stated earlier, it's very
unrealistic to think that an operator can contract out
a plugging crew, get the approvals from OCD, ensure

that there is a required workforce.

Page 71

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 there's the, you know, so nany
different factors whether | andowner approvals and
notifications. And I think we've also heard those
sanme -- that same struggle from OCD as they're
pl anni ng plugging on their side as well.

MR. SUAZO. What is NMOGA' s
recommendati on to the comm ssion on this proposal ?

M5. FELI X: NMOGA urges the conm ssion
to adopt alternative | anguage. |In our -- NMOGA' s pre-
hearing statenment, Exhibit A, we provide practical
enforceability w thout sacrificing environnental
protection.

MR. SUAZO. Okay. Let's nobve on to
your slide 19. Are you famliar with the current
approved tenporary abandonnment rul e?

MS. FELI X: Yes, | am

MR. SUAZO:. Ckay. Are you famliar
wi th what Applicant proposes to the ATA requirenments?

MS. FELI X: Yes.

MR. SUAZO. Ckay. What are NMOGA' s
concerns with their proposal ?

MS5. FELI X: A concern that we have is
the requirenment for disclosure of sensitive
I nformati on.

VWhile we do know that there is a
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mechani sm for confidential information, there, again,
submttal of confidential information into OCD s
house, agai n, adds another |ayer of adm nistrative
oversight, which as currently staffed could pose an

I ssue for OCD.

MR. SUAZO. Did you hear M. Sporich's
testinony on that statute that is intended to protect
confidential information?

MS5. FELI X: Yes, | did.

MR. SUAZO. Do you share his concerns
with whether it's stringent or not stringent enough?

MS. FELI X: Yes.

MR. SUAZO. Al right. Let's nove on
to slide 20, which deals with approved tenporary
abandonment to 19.15.2.7, .8, .13.

Ms. Felix, do you know how tenporary
abandonnent is defined currently?

MS. FELI X: Yes.

MR. SUAZO. And do you know how WELC
proposes to change this definition?

M5. FELI X: Yeah, their proposa
requi res show ng of beneficial use.

MR. SUAZO. Ckay. Does NMOGA oppose
thi s change?

MS. FELI X: Yes.
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MR. SUAZO. Can you explain why?

M5. FELI X: Really just to avoid the
confusion of -- I -- | don't think that we've all
al i gned on what beneficial use is. And again, going
back to nmy old Chevy car exanple, it is for that very
reason.

MR. SUAZO. Ckay. And what is NMOGA's
recomendation to the conm ssion on this proposal ?

M5. FELIX: To reject the -- the
proposal as submtted.

MR. SUAZO: And if the comm ssion
I nst ead decides to proceed with adopting sone sort of
change here, what is NMOGA's recommendati on?

M5. FELIX: A -- a nore tiered
appr oach.

MR. SUAZO. Ckay. Let's nove on to
your testinony regardi ng expired tenporary
abandonnent. Are you famliar with WELC s proposal
regardi ng expired tenporary abandonnent ?

MS. FELI X: Yes.

MR. SUAZO. Did any of NMOGA' s
W tnesses raise any |l egal concerns with the proposal ?

MS. FELIX: Yes, M. Sporich did.

MR. SUAZO. Ckay. And based upon
M. Sporich's testinmony and feedback from NMOGA
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menbers, what is NMOGA's recomrendation to the
comm ssi on?

MS. FELI X: Again, to reject these
changes to avoid uncertainty for regul ators and
operators. So not just for industry, but for
regul ators and OCD t hensel ves.

OCC should rely on existing provisions
whi ch al ready addressed approved tenporary abandon
expi rati on and renewal procedures.

MR. SUAZO. Ckay. Let's nove on to
your slide 22, changes of operator. Are you famliar
wth the current change of operator rules and how
Appl i cant proposes to change thenf?

M5. FELIX: Yes, | am

MR. SUAZO. Ckay. What are NMOGA' s
concerns with Applicant's proposal ?

M5. FELI X: The -- the current proposal
| acks the materiality of thresholds for non-
conpliance, inviting arbitrary enforcenment, and room
for interpretation right fromthe regul ator.

Creates retroactive liability via a
"af fl amati on- based” discl osures, regardl ess of the
operational role, conflicts with fiduciary and
cor porate governance duties, as well as OCC, |acking

the statutory authority to require conpliance wth
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| aws of ot her states.

MR. SUAZO. Ckay. So | guess then,
based upon that feedback from an operati on standpoint,
what problens arise fromrequiring a P&A plan at the
change of operator stage?

M5. FELIX: Well, it's very
predeci sional. You know, you're -- you're putting a
pl an together for a well before that well has died,
essential ly.

Putting that -- putting that plan
together at the tinme when the well is not ready to be
pl ugged, could be m sconstrued by sone that if a plan
Is there, that that well is ready to be plugged, and
it is -- is not.

So, | think aligning with the
practicality of having that plugging plan when the
well in the here and the nowis nore practical, not
only for industry, for OCD, but also for nenbers of
the public.

' Cause one could m sconstrue and think
the well is at its end of life if that plugging plan
s submtted in on record at OCD

MR. SUAZO. Now al so part of this
section, Applicants propose conditioning registration

I n New Mexico with conpliance in other states. What
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s NMOGA's position on that?

MS. FELIX: The -- to strike that
provi si on mandating the out-of-state conpliance in its
entirety. W oppose WELC s section B changes and
recommend replacing the 25 percent affiliation test
with a control base test.

And if any show ng of P&A capacities
requi red, adopting a very clear objective standards
woul d be our recomendati on.

MR. SUAZO. Does NMOGA reconmmend, well,
actually, I'Il nmove on to the next question. | think
you al ready covered that.

On your next slide, slide 24, dealing
with 19.15.9.9(C) and proposed new subsection E. Do
you know what the current rule 9(C) allows?

MS. FELI X: Yeah, currently the -- the
deni al for non-conpliance or under ACO wth no
conpl i ance schedul e.

MR. SUAZO. Ckay. And what are NMOGA's
concerns with Applicant's proposal to change Section
C?

MS. FELI X: Again, out of conpliance in
ot her states, the 25 percent holder is -- was within
five years -- not properly registered with New Mexico

secretary of state, cannot neet the P&A requirenents,
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transfers prohibited, transfers of non-conpli ant
wel I's, unl ess made conpli ant.

MR. SUAZO. Ckay. Did you hear
M. Arthur and M. MGowen's testinony on this issue?

M5. FELIX: | believe | did, yes.

MR. SUAZO. And what is NMOGA's
position based upon the testinony they've heard in
this proceedi ng?

MS. FELI X: Between M. Arthur and
M. MGowen, verifying conpliance across nulti

jurisdictions and | egacy entities is often very

| npossi bl e.

Proposal will heighten due diligence
burdens, delay -- delay deals, raise costs, sellers
cannot realistically certify a -- a buyer's mnulti

jurisdiction conpliance. And ultimately this is going
to add an additional burden onto the division.

MR. SUAZO. Okay. And if the
conm ssion decides that it does want to proceed wth
this proposal and adopt this sort of screening, what
i's NMOGA' s recomendati on?

MS. FELI X; NMOGA woul d reconmend t hat

the -- that the comm ssion takes a bal anced approach

tothis -- to this very provisioned so not to deter

operate -- prudent operators com ng into New Mexico.
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MR. SUAZO. Okay. Now let's nove on to
your next slide. There's been a | ot of discussion
about NMOGA's involvenent in this rulemaking. Do you
recall listening to the testinony of WELC s wi tness,
Thomas Al exander ?

MS. FELI X! Yes.

MR. SUAZO. And do you recall him
saying that it was regrettable that NMOGA did not sit
down with OCD and Applicants to discuss these
proposal s?

MS. FELI X: Yes.

MR. SUAZO. What is your response?

M5. FELIX: So |I've been waiting for
this time. | -- we are not here to throw stones. W
are here because a rul emaking petition was filed. But
| do want to give sone clarity and sone understandi ng
as to how and when NMOGA was introduced to the
potential petition by the applicants.

Qur CEO received an e.mail from
Ms. Tannis Fox on a Saturday advising that the
applicants were considering some rule changes and
asked if we would like to sit down and have a
di scussi on.

So thank you for that, M. Fox.

We did respond back. M ssi works 24/7.
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We did reach out as our protocol requires us to.
Conferred with our board. Reached back out to
Ms. Fox.

On Wednesday of that foll ow ng week,

Ms. Fox graciously said, "We can neet with you guys on
Friday." So we pulled our resources together. W net
with them At that point, they were prepared verbally
to let us know of their plans.

They were not prepared to show us
anything in witing. W did ask if we could have an
opportunity to, before they petitioned. It -- we were
not guaranteed that we'd have that opportunity.

That, as planned, they were planning to
petition within the next week, but they would be open
to conversations. So we were appreciative of that.

However, after that nmeeting, not having
anything to take back to our nmenbers puts us in a
really, you know, peculiar spot because there's
nothing -- no decisions to be made; right?

We i mmedi ately, as soon as the petition
was filed, we sent that out to nenbers. And not
representing just one conpany and representing an
entire industry, nmy boss, Mssi, has 240 nenbers who
are our bosses; right?

And so getting that trade organi zation
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menmber shi p buy-in and opinions is a huge undertaki ng.
As we've |istened over the |ast few days in
under st andi ng now that -- that the applicants and
their witnesses have been working together since 2023.

| nmean, that just shows right there
that it is a huge undertaking, and it does take a
great anmpunt of time. We weren't given that amount of
time. We weren't given that |uxury.

Once the petition was filed, all
parties that had entered an appearance, including OCD,
did have a neeting. OCD comruni cated that they were
going to be providing substantive red |ines.

So NMOGA's nenbers waited for the OCD
red lines so that we were working off the nost -- the
nost current version of the proposed rules. Right?
We understood we were going to get those by Novenber.

Ms. Fox graciously reached out to all
the parties asking for conversations in October, and
whil e we did have counsel attend one of those
di scussions without OCD s changes that had been
reflected through the parties, we had nothing to take
back to add val ue to those conversations.

So fast forward to February of this
year, we received OCDs revisions. And then subsequent

to that, couple nore.
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Long story short, it's not an excuse,
but it is the reality that trade organizations |ive
within. And that is being the voice for many
conpani es.

| nstead of having 240 intervener --

I nterveners in the rul emaki ng process, we try to bring
consensus. Wbuld we have | oved to have had the tine?
Yes. But we woul d've had to have asked for a delay in
t he proceedi ngs.

And after the delay that had al ready
been, you know, undertaking, we felt it was best to
take what we were given and cone to hearing.

Now, listening to Applicant's
W tnesses, listening to OCD' s wi tnesses, NMOGA - -
we're very happy to have those conversations now and
to have that reflected onto the things that, as |'ve
stated before, have been positioned that there's --
there's some room for discussions here.

| think we can get this right, and we
want to. So | -- | just would Iike to nake sure that,
yes, Applicants did reach out, but it -- it was not in
a true manner of truly getting feedback before
petitioning before the board.

MR. SUAZO. | think you covered

everything | was going to ask you on that point, so
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t hank you for that. Let's nove on to the next slide.

Now this slide covers the usage of
gui dance docunents and forns. What has NMOGA
di scovered about OCD s use of gui dance docunents and
fornms?

MS. FELIX: So, as -- as we were
wor ki ng and -- and putting together and researchi ng,
we did discover that since 2017, the division has
al ready been enforcing the -- a portion of the
proposed anendnents to 19.15.9 NMAC and 19.15.5.9
NMAC, which inserted the requirenents specifically
onto the C-145 form w t hout any statutory or
regul atory basis for doing so.

MR. SUAZO. And why i s NMOGA concer ned
about this?

MS. FELIX: It -- it's really the
concerning part for us is that because the division
has al ready been nmaking | aw t hrough gui dance and forns
rat her than through regul ati ons approved through the
comm ssi on.

MR. SUAZO. Ckay. And how does this
practice fromthe division connect to Applicant's
proposal in this case?

MS. FELIX: Well, Applicant's proposal

I ncl udes this | anguage al nost verbatim OCD is
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already requiring it on the C-145 fornms. So why is
this rul emaking even needed if -- if it's already been
enf orceabl e on industry over the |ast eight years?

MR. SUAZO. So if they've been
enforcing it for years, and it's actually in the
proposal that's in front of the conm ssion, what does
this, you know, underscore in your opinion?

MS. FELI X: | nmean, it -- it begs the
question to nmenbers and to NMOGA of are there other
forms that we are -- that we are already conplying
with that have not gone through the correct statutory
changes for enforcenent and authority?

MR. SUAZO. And if they've already been
doing this, what does that tell you about the proposal
before the conm ssion?

MS. FELI X: Again, is there a need?

MR. SUAZO. \What is NMOGA's
recomendation to the conm ssion on this issue?

MS. FELIX: | -- NMOGA's recommendati on
is this itemis not needed to reject it.

MR. SUAZO. Okay. Now let's nove on to
your concluding slides here with the tinme that we have
left. Starting with slide 27, what is NMOGA' s
recomrendati on?

MS. FELI X: NMOGA' s recommendati on at
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the time for the comm ssion is to refrain from
adopting any of the proposed anendnents at this tine.
And | will preface that with, again, we' ve |earned a
| ot through the | ast two weeks.

We've -- | -- | believe on all parties
have conme to an understandi ng of where others -- where
each other is comng from and there is an opportunity
as the conmm ssioners have stated for conversation to
try to -- try to align.

MR. SUAZO. Okay. Moving on to slide
28. You know, | know these were your recomrendati ons
comng into the proceeding and |'m going to give you
t he opportunity to wal k through them and build in any
ot her commentary based upon what we've | earned over
the |l ast two weeks.

So pl ease proceed with your first
recommendati on.

MS. FELI X: Okay, thank you. First
recommendati on again is to reject the proposals beyond
statutory authority.

The comm ssion shoul d decline
amendnents that exceed its authority under the G| and
Gas Act, such as creating new bondi ng categories for
mar gi nal wells, inposing CPlI, auto escal ators, or

conditioning transfers on nulti-state conpliance.
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These provisions are | egislative
matters and not proper for agency rul emaking.

Nunmber two is to preserve the risk-
based and tiered-bonding structures. Retain the
current system of risk-based individual well bonds and
tiered bonds tied to depth and risk factors, rather
t han adopting the flat 150,000 per well requirenents.

This framework would reflect actual
pl uggi ng costs, statutory caps, while preserving
flexibility.

Three would be to provide conpliance
flexibility. At a mninum renbve unnecessary Cross-
references, add conpliance grace period for newy
acqui red assets, and recogni ze exenptions for
t enmporary non-conpli ance.

These refinenments keep the framework
wor kabl e and consistent with market realities.

Four would be to tenporary abandonnment
as a conservation tool. Retain the current tenporary
abandonnent program whil e already provides oversi ght
t hrough mechanical integrity requirements and renewal .

Reject arbitrary tinme cutoffs,
adj udi catory extensi ons or burdensone docunentation
demands that would nake TAs unworkable in practice.

Nunber five would be to reject
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presunptions on no beneficial use. Production or
i njection threshold. Should not be used to define
benefici al use.

The conm ssi on shoul d preserve case-by-
case discretion, recognizing beneficial purposes such
as | ease preservation, reservoir managenent, future
reconpl etions, and field devel opment planning.

Nunber six is a -- to reject a new
mar gi nal well definition. A new definition
m scl assifies viable wells and injecting investnent
uncertainty.

I f the comm ssion considers such a
definition, it nmust clarify howit would be applied
and whether it would automatically trigger high-end
bondi ng requi renents.

Number seven is to reject proposed
waste prevention changes. The anendnents to waste
prevention should be rejected as they are unnecessary,
I npractical, and duplicative of existing protections.

And nunber eight, operator registration
and change of operator. Again, reject or add a
m ni mum

Substantially amend new requi renents
that would tie registration or transfers to nulti-

state conpliance affiliations of 25 percent owners or
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vague standards |i ke substantial risk limt to review
material final violations in New Mexico, failures to
nmeet New Mexi co bondi ng requirenents, and specific
well integrity findings.

Ni ne. And expand use of targeted
enforcenment tools rather than discarding ACO, OCD
shoul d refine and expand t hem

THE HEARI NG OFFI CER: S| ow down,

Ms. Feli x.

MS. FELIX: I'msorry. To prioritize
hi ghest risk wells with enforceable mlestones while
allowing lower risk wells to be managed under face
schedul es.

Ten, recognize and utilize the
reclamation fund. The reclamation fund supported by
conservation taxes should remain our central part of
New Mexi co's plugging framework and shoul d be
consi dered al ongsi de bondi ng changes.

Adapt bal anced alternatives. |If

adj ustments are deened necessary, NMOGA supports

phase-in, risk-based assurance increases. Light-touch

idle well certifications, periodic evidence-based
reviews i nstead of automatic CPl escal ators,
beneficial use definition.

No new definition or presunptions of
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beneficial use should be added. |If the conm ssion
considers such a definition, it would substantially

amend to recogni ze beneficial uses beyond production

or injection vol unes.
THE HEARI NG OFFICER:  Is t

pl ace for a short break?

MR. SUAZO. This is the |ast question

and then she's wrapped up.

THE HEARI NG OFFI CER:  Ckay.

BY MR SUAZO

MR. SUAZO. Ckay. The wrong slide.

It's | abel ed 31. Shoul d be at 13th.

Anyway, | -- actually, that's it. So

yeah, that's the conclusion of our questions, Mdam

Hearing O ficer.

NMOGA npbves to admt to the record the

direction of rebuttal testinony of Ms. Felix and the

denmpbnstrative exhibits that summari ze her
rebuttal testinony.

THE HEARI NG OFFI CER: Al |

pause for a nonent in the event there are objections.
MR. SUAZO. And | would make Ms. Felix
avai l abl e for cross-exam nation and just to confirm

that since she is a fact witness, those are limted to

15 m nutes, | believe.

his a good

di rect and

right, "1
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THE HEARING OFFICER: | think, let's
see here. It said technical, but --

MR. SUAZO. We changed that.

THE HEARI NG OFFI CER: Ch, you changed
it?

MR. SUAZO.  Yeah.

THE HEARI NG OFFI CER:  Ckay.

Ms. FoX.

M5. FOX: | think her -- the whole of
her testinmony is in the nature of technical testinony,
and she adopted the technical testinony of the other
four witnesses. So | think we're entitled to an hour.

THE HEARI NG OFFI CER: Yeah, 45 m nutes.

M5. FOX: O 45 m nutes.

THE HEARI NG OFFI CER:  Yeah, | think it
is in the nature of technical testinony requiring her
pr of essi onal experience as the director.

Okay. So the exhibits are admtted.
Let me speak those words. We do need a ten-ninute
break before we begin with cross-exam nation. So
| et's come back at 10:55.

(I PANM Exhi bit 1 was marked for

i dentification and received into

evi dence.)

(OFf the record.)
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THE HEARI NG OFFI CER: \VWhen we broke,
Ms. Felix had finished her testinony, and we turn now
to cross-exan nation

Ms. Fox or M. Tisdel.

M5. FOX: Yes, thank you, Madam Hearing
Oficer. W're going to start, and M. Tisdel is just

goi ng to pass out one cross-exam nation exhibit to

ever ybody.
CROSS EXAM NATI ON
BY M5. FOX
Good nmorning, Ms. Felix. |'m Tannis
Fox. |I'ma lawer with Western Environnmental Law

Center, and | represent Applicants in this proceeding.

Do you have a copy of your direct and
rebuttal testinmony with you?

MS. FELIX: Yes. | do.

M5. FOX: In reading your testinony, |
was struck by the extent to which you referred to
cited or otherw se, adopted the testinony of other
NMOGA wi t nesses. Do you believe you cited to the
testinony of the other NMOGA wi t nesses approxi mately
280 tinmes in your testinony?

M5. FELIX: | don't know t he exact
count, but if you counted, |I'Il take your word for it.

M5. FOX: So the extent to which any of
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that testinony upon which you relied has been
underm ned during the hearing, your testinony is
under m ned; correct?

M5. FELIX: | -- | wouldn't categorize
it that way. | would say that, you know, ny -- ny
testinmony is to take what all of our other expert
w t nesses have brought together, in addition to the
f eedback that received from nenbership and bring that
to the hearing platform

M5. FOX; But the extent to which you
relied on that testinony, and the extent to which it's
been underm ned, your testinony is therefore
under m ned because you relied on that testinony.

MR. SUAZO. Objection. That's overly
vague. |If she wants to tal k about specific pieces of
testi nony, she can.

THE HEARI NG OFFI CER:  Ckay. Ms. Fox,
If you want to refer to sonmething specific.

M5. FOX: Thank you Madam Heari ng
O ficer.

BY Ms. FOX

M5. FOX: Ms. Felix, throughout your
presentation, you referred in your testinony, and your
| awyer referred in your testinony as to the proposals

bef ore the comm ssion as WELC s proposals; correct?
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MS. FELIX: Yes, WELC, the applicant.

M5. FOX: Yeah. And you understand
don't you that the oil conservation division's
proposals in this proceeding effectively mrror
Applicant's proposals; correct?

MS. FELIX: There is sone overl ap.
Yes.

M5. FOX: Sone overlap? O are they
are the proposals nearly identical?

M5. FELIX: | would say that they are
t hey have becone nearly identical from what was
originally proposed, yes.

M5. FOX: They've been nearly identical
since the parties filed their direct testinony;
correct?

MS. FELI X: Since direct testinony,
yes.

M5. FOX: And you understand that
there's a nunber of very significant proposals in
VELC s petition and OCD s proposals that originated
with OCD; correct?

MS5. FELIX: That's correct.

M5. FOX: And those proposal s that
originated with OCD i nclude the presunptions of no

beneficial use proposal at part 25; correct?
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MS5. FELI X: That's my understandi ng.

M5. FOX: And you understand that
Applicants and OCD had negotiations with OXY and OXY
supports that provision as well; correct?

MS5. FELI X: That's my understandi ng.

M5. FOX: And you understand that the
provi sions regarding marginal wells -- there's two
financial provisions proposed regarding financial
wells in part 8 -- originated from OCD; correct?

MS5. FELI X: That's correct.

M5. FOX; And then you al so understand
that with respect to the transfer provisions in part
ni ne that Applicants and OCD negotiate wth OXY and
OXY supports -- those provisions in part nine;
correct?

MS. FELI X: That's my understandi ng.

M5. FOX: So there's a nunber of
parties here who are proposing anmendnents consi st ent
with Applicants in this proceeding; correct?

MS. FELI X: Yes.

M5. FOX: On pages 5 to 8 of your
direct testinony, you discuss your opposition to
Applicant's and OCD s proposed rebuttabl e presunptions
of no beneficial use; correct?

MR. SUAZO Madam Hearing Officer, can

Page 94

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

we pull of those pages? W are glad to do it, unless
Ms. Fox is able to.

THE HEARI NG OFFI CER: Ri ght.

M5. FOX: |I'mnot going to pull up
pages 5 through 8, but | have the quote that |I'm going
to ask her about on the slide right now.

THE HEARI NG OFFI CER:  Ckay.

M5. FOX: | can't pull up pages five
t hr ough ei ght.

BY M5. FOX

M5. FOX: You state on page 5 of your
testinony of your direct testinony "such a presunption
not only bypasses individual well evaluations but also
ri sks premature abandonnment of wells that may retain
econom ¢ or operational value"; correct?

MS. FELIX: That's correct.

M5. FOX: And you understand that the
presunptions are rebuttable; correct?

MS. FELIX: Yes, that's correct.

M5. FOX: And |I've pulled up the
proposal as nodified after negotiations with OXY. And
you understand that an operator may rebut the
presunption with information that is specific and
uni que to the individual well; correct?

MS. FELI X: That's correct.
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MR. SUAZO. |I'msorry. \here are you
reading fromthe -- what's on the screen? O from her
testi nony?

M5. FOX: No. [|'mjust generali zing
what the provision provides for in part D.

BY MS. FOX:

M5. FOX: So subm ssion of well -
specific information to OCD would result in an
I ndi vi dualized well evaluation; correct?

M5. FELIX: It would. What is the
pur pose of what's on the screen though?

M5. FOX: Just to remind you what's in
the presunption of the beneficial use in case you
didn't have it in your m nd.

MS. FELI X: Oh okay.

M5. FOX: You state on page 6 of your
direct testinmony that "Many viable wells would fall
bel ow the threshold in the provision on rebuttable
presunptions of no beneficial use"; correct?

MS. FELIX: That's correct.

MR. SUAZO. Objection. That's not
exactly what her testinony says, which is why we would
like for it to be on the screen if she is going to
reference it.

M5. FOX: The testinony's on the
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screen. At the top.

MR. SUAZO Is it?
FELI X: \What pages is this?
FOX: Page 6.

D D D

FELIX: Is this rebuttal or direct?
BY MS. FOX:

M5. FOX: Direct. You state "many
viable wells including those used in enhanced oil
recovery -- EOR -- cyclic operations, pilot testing,
or tenporarily shut-in from mai ntenance woul d fal
bel ow this threshold." Speaking to the threshold for
presunptions of beneficial use.

M5. FELI X: G ve ne one second. [|I'm
| ooki ng for that.

MS. FOX: Lines 115 to 16.

MS. FELI X: Okay, yes. \What [|'ve
got -- what ny testinony says is "many viable wells
I ncl udi ng those used in enhanced recovery oil --

EORs -- cyclic operations, pilot testing, or
tenmporarily shut-in for maintenance would fall bel ow
this threshold." Correct.

M5. FOX: Now neither you nor any NMOGA
wi tness has attenpted to quantify the nunber of wells
that would be subject to the rebuttable presunptions

of no beneficial use; correct?
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MS. FELIX: That's correct.

M5. FOX: |I'm show ng you Applicant's
Exhi bit 40, which shows, anmpbng ot her things, the
nunber of production wells in New Mexico that woul d
fall into that presunption of no beneficial use. Are
you famliar with this exhibit?

MS. FELIX: Yes, |'ve seen it.

M5. FOX: And this exhibit shows
there's approximately 1700 wells that would fall into
the presunption. Representing 2.9 percent of all
well's, and 0.003 percent of all production. And you
didn't provide any basis to dispute this information
and your testinony, did you?

M5. FELIX: Not in my -- no, nma' am

M5. FOX: Regarding financi al
assurance, on page 13 of your direct testinony, and
|'ve got the applicable quotes appear for you --

MS. FELI X: Thank you.

M5. FOX: -- discussing Applicant's
proposed financial assurance requirenents for marginal
and inactive wells, you state "M . Arthur explains
t hat adopting these proposed changes woul d
exponentially increase bonding requirenments especially
for smaller operators who rely on margi nal or stripper

wells which make up 54 percent of oil wells and 81
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percent of gas wells in New Mexico"; correct?

MS. FELIX: That's correct.

M5. FOX: And when you say that
mar gi nal or stripper wells make up 54 percent of oi
wells and 81 percent of gas wells in the state, you
are referring to marginal wells as defined in
Applicant's proposals; correct?

M5. FELIX: | amreferring to marginal
as M. Arthur uses it in his testinony.

M5. FOX: In the beginning of part of
your testinony that we have up on the slide here, you
I dentify -- you say "WELC s proposed active and
mar gi nal well financial assurance requirenments
I nposed, " bl ah bl ah bl ah.

So, you are referring in that
paragraph -- as did M. Arthur -- to the margi nal wel
definition in Applicant's proposal; correct?

M5. FELI X: Yeah. | referring to his,
which, if he's referring to WELC s, then that woul d be
correct. But I'mreferring to M. Arthur's.

M5. FOX: Okay. So when you say WELC s
proposed active and marginal well financial assurance,
you're not necessarily referring to our proposals wth
regard to margi nal well financial assurance?

M5. FELIX: So yes, but ny statenent --
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the bottom statenent that you asked nme about first --
is referred back to M. Arthur. Right? And --

M5. FOX: Okay |'mnot going to bel abor
this. For his part, M. Arthur, upon his testinony
relies, states on page 28 of his testinony that "these
per well financial assurance requirenments for narginal
wells will exponentially increase the bondi ng anmounts
requi red under the rule.

"Because stripper wells,"” which he says
are a subset of marginal wells, "represent 54 percent
of oil wells and 81 percent of gas wells in New

Mexi co": correct?

M5. FELIX: | don't have his testinony
up, but I -- if -- if that's what you pulled, | wll
take your word for it.

M5. FOX: Okay. Well, you initially
said that you were relying on his testinony, and so
since you're relying on his testinony, | am asking you
about what that testinony is.

MS. FELI X: | understand, but |'mjust
saying that what's on the screen, | don't have nyself.
| don't have his testinony pulled up.

M5. FOX: But you don't have any reason
to think that this -- the testinony that | pulled up

for you is not M. Arthur's testinony; correct?
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MS. FELIX: No, I -- | told you that.
Yeabh.

M5. FOX; Okay. So, in New Mexico,
what is the maxi num production |evel for stripper
wells and barrels of oil equival ent per day over one
year ?

M5. FELI X: Right now -- as proposed?

M5. FOX: No. I'mtalking about
stripper wells. What's the definition of stripper
wel | in New Mexico?

MS. FELIX: | don't have that off the
top of my head right now.

M5. FOX: You don't know that it's 10
BOE per day over a year?

MS. FELIX: | -- if that's what you're
telling me, | have no reason to believe it's not.

M5. FOX: And what is the maxinmm
production | evel for Applicant's definition of
mar gi nal wel | ?

MS5. FELIX: A thousand barrels.

M5. FOX: So that's about 2.7 BOE per
day over one year; correct?

M5. FELIX: | would take your word for

M5. FOX: So under Applicant and OCD s
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proposed definition of marginal well, the well would
al so have to produce |ess than 180 days per year;
correct?

M5. FELI X: Under the current proposed,
yes, nm' am

M5. FOX: And so when M. Arthur says
that marginal wells, referring to marginal wells in
Applicant's proposals are a subset of stripper wells,
that's just wong, isn't it?

MS. FELIX: Can you give ne a little
bit nmore color? Wat? Ask it again. |'msorry.

M5. FOX: That's okay. M. Arthur is
saying here in his testinony -- the testinony that you
relied upon -- that stripper wells are a subset of
mar gi nal wells as proposed by Applicant and OCD. And
that's just wong, isn't it?

MR. SUAZO. Objection. M. Fox had the
opportunity to cross M. Arthur, and he's an expert.
She's representing industry. Like I don't know how
she coul d know whether his testinmony is wong, just
because she relied on it.

THE HEARI NG OFFI CER: Right. She
i ncorporated it into her own testinony; right? So why
couldn't she speak to it?

MR. SUAZO. Well, |'mnot saying she

Page 102

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't speak to it. [|'mjust saying, howis she going

to verify her own expert's nunbers? | think the

guestion's confusing.

THE HEARI NG OFFI CER: Al l right.

If you want to rephrase, Ms.

BY M. FOX:

Fox.

M5. FOX: Ms. Felix, stripper wells are

not a subset of marginal wells as proposed in

Applicant and OCD s proposals; correct?

MS5. FELIX: So if |I'm understanding,

you asked stripper wells are not a subset of nmarginal

wells in Applicant's application. That is

correct.

M5. FOX: And so that both you and

M. Arthur are wong when you state that Applicant's

mar gi nal well| category affects 54 percent of oil wells

and 81 percent of gas wells in New Mexico; correct?
M5. FELIX: | would not say that. | --

what | have no reason to believe that what M. Arthur

put in his testinony that -- that | accepted as

well -- would be true in his -- in his opinion in what

he's bringing forth, so | really can't truthfully say

t hat .

M5. FOX: Okay. You do say in your

sworn testinony that marginal wells or stripper wells

make up 54 percent of oil wells and 81 percent of gas
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wells in New Mexico. And all I'"masking you to
acknow edge is that's not correct.

MR. SUAZO. Madam Hearing O ficer, |I'm
going to object. Because what she's referring to, if
you go to M. Arthur's testinony, cites to an EIA
st udy.

So there's context that is not
available in the docunent that Ms. Fox is show ng
Ms. Felix that actually sheds |ight on what M. Arthur
is referring to, so this whole line --

MS. FOX: He can redirect on this,
Madam Hearing O ficer.

MR. SUAZO. -- of questioning is
m sl eadi ng.

THE HEARI NG OFFI CER:  Hol d on. Let ne
offer a different instruction for M. FeliX.

Ms. Felix, to the extent the answer to
Ms. Fox's question would require sonme, you know,

research on your part into what M. Arthur was basing

his testinmony on. You really can just say, "I can't
say. | don't know. "

M5. FELIX: Ckay. | can't say | don't
know. So.

M5. FOX: Thank you, Madam Heari ng
O ficer.
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MS. FELI X: l"ma rule foll owner.

THE HEARI NG OFFI CER:  So, Ms.
you can't say if your testinony is accurate
M5. FELIX: | can't say what
i nformation was used to cite that. | would

some further research.

BY Ms. FOX:

M5. FOX: And then going back to

Applicant's Exhibit 40, which estimtes the

mar gi nal wells as defined by Applicants and

finding that there is approximtely 2200 margi na

wells exclusive wells with no presuned beneficial use

representing 3.7 percent of all wells and O.
percent of total production; correct?
MS. FELIX: That's what's bei

on this chart.

M5. FOX: A chart you said you're

famliar wth.

M5. FELIX: Yes ma' am

M5. FOX: And you don't have
to dispute this data; correct?

MS. FELI X: Not -- no, mR'am

M5. FOX: So while you and M. Arthur
are saying that Applicant's and OCD s margi nal well

category affects 54 percent of oil wells and 81

Fel i x,
or not?
addi ti onal

need to do

nunmber of

OCD,

045

ng shown

any basis
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percent of gas wells in New Mexico, using the correct
definition shows that, in fact, Applicant's margi nal
wel | category affects 3.7 percent of all wells in the
state; correct?

MR. SUAZO. Again, objection. It ms-
cites M. Arthur's data for this proposal. And unless
she's going to pull that up and actually show the ful
testinony he provided, this |ine of questioning, you
know, |'msorry. | just have to object to it.

THE HEARI NG OFFI CER: Ms. Fox, | guess
| thought Ms. Fox read what the testinony was.

MR. SUAZO. Well, the testinony is
citing to the EIA information. And as | understand
it --

M5. FOX: Madam Hearing Officer?

THE HEARI NG OFFI CER:  Yes?

M5. FOX: M. Suazo's objections that
are not being sustained is eating into ny tine.

THE HEARI NG OFFI CER: Ri ght.

M5. FOX: And he can redirect on any of
this, and that's nore appropri ate.

THE HEARI NG OFFI CER: Yeah. All right.

So, again, M. Suazo, you'll be able to
redirect.

And, Ms. Felix, to the extent you need
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nore information to answer the question, just say so.

MS. FELI X: Ckay.

MS. FOX: And |I'd also like to note
that |1've given a |lot of context for the Arthur
testinony here in what |I'm show ng.

THE HEARI NG OFFICER: | agree with you.
BY Ms. FOX:

M5. FOX: Ms. Felix, on pages 6 to 8 of
your rebuttal testinmony, you state, "Moreover,
Applicants and OCD confl ate plugging costs with ful
envi ronnmental renediati on costs.

"As M. Enmerick and M. Arthur
expl ai ned, industry plugging costs are significantly
| ower than the inflated figures cited to OCD s
procurenent processes.

"Using these inflated averages to
justify $150, 000 per well bonding results and rul es
t hat are both unwor kabl e and beyond the scope of OCD s
aut hority.

"And as M. Sporich has explained, the
statutory authority for the division to demand
financial assurance only all ows consideration of a
wel | ' s pluggi ng and abandonnent costs, not
recl amation.” Correct?

MS. FELI X: That's correct.
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M5. FOX: And so, what you're
essentially contending here is that the $150, 000
proposed by Applicants represents a bond for both
pl uggi ng and renedi ati on and recl amati on costs;
correct?

MS. FELIX: That's correct.

M5. FOX: So do you understand fromthe
testinony that the 150 from both Applicants and OCD,
t hat the $150, 000 one-wel |l plugging financi al
assurance i s based on the average fiscal year 2024
cost to OCD to plug, and plug only, which according to
LFC i s $163, 000.

M5. FELI X: That's what's showing in
the report right here.

M5. FOX: What's your understandi ng?

MS. FELI X: Yes, the only thing that |
woul d say as well, on -- on -- fromthe LFC report,
the pre-project cost were highest for renediati on and
reclamation. So that can | ead one to interpret that
recl amati on was al so incl uded.

M5. FOX: Except --

M5. FELIX: In the report.

MS5. FOX: Except, that in the report,
you'll note that in table 5 of the LFC report, that

shows the FY '24 average cost to "plug" by well type;

Page 108

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

correct?

MS. FELIX: Yes, ma' am

M5. FOX: And then on that sane page in
the LFC report, which is page 4, LFC goes on to say
that while OCD spent nore overall in well plugging
between FY '19 and ' 24, per project costs were highest
for renmedi ati on and reclamati on of infrastructure
associated with oil and gas production, not well
pl ugging itself; correct?

That's what you just referred to.

MS. FELIX: Yes, that's what it says.

M5. FOX: Okay. And so then you see in
table 6 of the OCD of the LFC report, LFC has
recl amati on and renedi ation costs which are separate
fromthe plugging costs; correct?

MS. FELIX: That's correct.

M5. FOX: And so the LFC report upon
whi ch the $150, 000 average is taken fromactually
di stingui shes between on the one hand costs to plug in
on the other hand costs to reclai mand renedi at e;
correct?

MS5. FELI X: Correct. Based off of what
we' ve just seen on the screen.

M5. FOX: And did you hear the

testi nony both OCD witnesses Lauren Di ede who oversees
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pl uggi ng of orphan wells and Rosa Ronmero who oversees
remedi ati on and recl amti on?

MS. FELI X: | heard portions, yes,

m' am

M5. FOX: And you understand then that
within OCD the plugging work and the renmedi ati on and
recl amati on work are separate?

MS. FELI X: Yes.

M5. FOX: And the cost for each type of
work are separate?

MS. FELI X: Yes.

M5. FOX: So your contention and that
of M. Enerick and M. Arthur that Applicant and OCD
conflate plugging costs with full environnental
remedi ation is wong; correct?

MS. FELI X: Based off of what |'ve
| earned through this hearing, but at the tinme of
submttal of nmy direct testinony and rebuttal, no.

M5. FOX; So you're correcting that
testinmony right now?

MS. FELI X: \What, m' anf?

M5. FOX: You're correcting that
testinony right now?

MS. FELIX: Well, we've |learned a | ot

over the hearing, and |I've learned that fromlistening
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to those -- to that testinony.

M5. FOX: | want to go to one of
NMOGA' s proposals. |If | could just have a m nute
here. |If | can find it.

Hey, Morgan, can | have one n nute
pl ease? This is not com ng up. Sorry about that.
Thank you.

Ms. Felix, we're | ooking at NMOGA
Exhibit A, which is NMOGA's proposed redline. Are you
famliar with that? Wth NMOGA's Exhi bit A?

MS. FELI X: Yes, ma'am

M5. FOX: And, in your direct
testinony, you referred to Applicants proposals and
NMOGA' s concerns with their proposals as part five of
the comm ssion's regulations in 19.15; correct?

MS. FELI X: Can you point nme to the
portion of ny direct that you're talking to --

M5. FOX: It's on pages 46 to 48.

MS. FELI X: And what are we talking
about ?

M5. FOX: So were tal king about NMOGA' s
Exhibit A and its proposals to 19.15.5.9. That I'm
show ng you on the screen.

MS. FELIX: Okay.

M5. FOX: Okay. And ny question is
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this, because | was a little bit confused by your
redline. And that is if you | ook at 19.15.5.9(A),
NMOGA proposes to stri ke paragraph A4; correct?

M5. FELIX: That is what's on the
screen. Yes, nmm'am

M5. FOX: And paragraph 4 in the
exi sting regul ations requires conpliance with part 25.
Part 25 is the part that deals wth pluggi ng and
abandonnent. Requires conpliance with part 25 and
then gives exceptions -- allows operators not to be in
conpliance with those provisions for between two and
10 wells. Is that correct?

MS. FELIX: | believe that's correct.
Can we pull of the existing regulations so we can all
see?

M5. FOX: |I'mjust going to ask you
about this right now.

MS. FELI X: Okay.

M5. FOX: So if you need it, let's --

MS. FELI X: Ckay.

M5. FOX: Let ne just ask and see so we
can hopefully avoid that; okay?

MS. FELIX: Okay.

M5. FOX: So ny question is this, what

NMOGA has done here is strike out paragraph four
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conpletely. We don't see the strikeout |anguage,
whi ch woul d strike out not only that conpliance with
part 25 is required for conpliance determ nation
except operators can have -- it's alittle bit --

MS. FELI X:  Yeah.

M5. FOX: -- a bit confusing, except
t hat operators can have a nunmber of wells out of
conpl iance for purposes of the conpliance
determ nation. So my question is this, did NMOGA
intend to strike out that entire section for purposes
of the conpliance determ nation in 19.15.5.9
conpliance with part 25 is no |longer required?

M5. FELIX: | don't -- | amnot sure if
that's intentional or if there is an inadvertent error
in the exhibit that's show ng.

MR. SUAZO. | can proffer this is an
error in that redline.

M5. FOX: That's what | was wonderi ng.

MR. SUAZO. But her testinony is
correct on this point.

MS. FOX: Then was the intent,

M. Suazo, to | eave the provision as is in the

exi sting rul es?

MR. SUAZO. Let ne confirm |'m having
one of our associates pull up our filings and | can
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confirmthat in just a little bit. | think that the
intent, as | recall, was to | eave the small operator
exceptions in there.

M5. FOX: Okay. To leave part 25 in
for purpose of conpliance -- conpliance determ nation
to | eave the exceptions in so to maintain status quo,
essential ly?

MR. SUAZO.  Yes.

M5. FOX: Because here, it's conpletely

t aken out.

MR. SUAZO Ri ght.

M5. FOX: Okay. That was nmy question.
Thank you. |If you could clarify that, that would be
hel pful .

MR. SUAZO:  Sure.

M5. FOX: Okay.
BY M5. FOX

M5. FOX: So, Ms. Felix, | really
wanted to avoid this discussion.

MS. FELI X: But you're giving nme that
| ook.

M5. FOX: But you opened the door to
such a great extent during your direct presentation
that 1'mgoing to plow forward. |'mgoing to forge

ahead even though | don't really want to. Okay.
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Let ne. Okay. | amgoing to put up
Applicant's Exhibit 89. MWhich is correspondence
bet ween WELC council and M ssi Currier, who is the
NMOGA CEO, that occurred between June 15th and June
24, 2024.

And you referred to sone of this
correspondence in your witten testinony during your
presentation today; correct?

M5. FELIX: Yes, ma' am

M5. FOX; Okay. So, what |'ve done
here is |I've nunbered at the bottom of these pages.
|'ve given them page nunbers separate fromthe page
nunmbers in the e-mails. Do you see that?

MS. FELI X:  Yes. | do.

M5. FOX; To easily refer to them
Okay. So | ooking at page 4, there's a June 15th
e.mail from WELC attorney, Ally Beasley.

And Ms. Beasley informed Ms. Currier of
our petition filing and offers to neet and al so states
“"We hope to work constructively with NMOGA" -- or
"work with NMOGA constructively throughout the
process." Correct?

MS. FELI X: You said page 47

M5. FOX: Yeah, well, page 4.

M5. FELIX: M 4 is not that.
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M5. FOX: Okay. Page 4 to 5, yes. So
I f you | ook on page 5, she says, "Please let ne
know' - -

M5. FELI X: Mne's not |ike that.

o

FOX: Page 57

MS. FELIX: | don't have a 5. Ckay. |
don't need that.

M5. FOX: Sorry about that.

M5. FELI X: That's okay. Now I don't
| ook Iike I'mconfused. 'Cause | was.

MS. FOX: Well, | think we confused
you. Ckay. So on page 5, Ms. Beasley says to
Ms. Currier, "Please let nme know if you would like to
di scuss the proposed anendnments and we hope to work
with NMOGA constructively throughout the rul emaking
process." Correct?

M5. FELI X: Yes. That's correct.

M5. FOX: And so, Ms. Currier responds
on page 4 on June 17th and says, "Thank you again for
reachi ng out to us, exclamation point" And she copies
| PANM in the Perm an Basin Petrol eum Associ ati on and
says, "We appreciate your willingness to neet,

exclamation point," and asks for dates to neet.
Correct?

MS. FELI X: That 1s correct.
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M5. FOX: Okay. And WELC had sent the

sane e.mail, notifying | PANM about the filing and

offering to nmeet; correct?

MS. FELI X: | don't know if WVELC sent

that to | PANM

M5. FOX: And so the neeting is set up

for June 21st; correct?

M5. FELI X: Which was the Friday. Yes,

am

M5. FOX: Correct. And later in the
day that we arranged the neeting, Ms. Currier said she
woul d not be able to attend but that representatives

from NMOGA, | PANM and the Perm an Basi n Associ ati on

woul d be there, including you; correct?

MS. FELIX: That is correct.
M5. FOX: And then | ooking on page 1 on

June 24th after the neeting, Ms. Currier

t hanki ng us for taking the tine to neet;

MS. FELIX: That is correct.

M5. FOX: And | respond that we
appreciated the neeting, that | would send a courtesy
copy of the filing and stated "As we expressed to the
group, we hope to discuss our proposed changes wth
you and OCD between now and a hearing in the hope of

finding as nuch comon ground as possible."” Correct?

wites to ne

correct?

Page 117

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

WWWw.veritext.com



© 00 N oo o b~ wWw N

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

MS. FELIX: That is correct.

M5. FOX: And you attended that June
21st meeting; correct?

M5. FELIX: That is correct.

M5. FOX: And would you call that a
cordi al and even friendly neeting?

M5. FELIX: Yes. It was. It was
very -- dialogue -- you went -- you went through
verbal |y what you guys were planning. W asked if you
had it in witing. You advised you weren't at that
point. W asked if we could see it before you
petitioned. There was no prom ses nade. And then you
petitioned on Monday as you had planned to do.

M5. FOX: So turning to Applicant's

Exhibit 6 --
MS. FELIX: Can | have that back?
MR. SUAZO. | took it fromyou. Sorry.
MS5. FELIX: I'mold school. | like
paper. | mean, this is great, but you gave it to ne,
so.
BY M5. FOX
M5. FOX: We all |ike paper. Okay. So

Applicant's Exhibit 6, which is in evidence is e-mail
correspondence anong WELC, OCD, NMOGA, | PANM and OXY
Counci | between August 28, 2024, and March 20, 2025.
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So over the course of seven nonths.

And the e-mail correspondence begins
August 28th in which WELC is trying to schedule a
nmeeting with all parties to discuss and negoti ate
WELC s proposals, and that's on -- you'll notice that
t hese pages are Bates stanped, M. Felix, and that
begi ns on Bates stanp nunber 0224.

MS. FELI X:  Yes.

M5. FOX: Okay. So, at that point in
time, WELC is trying to schedule a neeting with al
parties to di scuss and negotiate WELC s proposal s;
correct?

MS. FELIX: That is correct. | would
just add though, I don't have the exact date off the
top of nmy head, but OCD advised all parties August
24t h-ish that they were going to be com ng back with a
substantive redline, and so at the tinme of the
original request fromyou, Ms. Fox, the end of August.

| can't recall the dates off the top of
my head for starting to engage in those conversations.
We did not have OCD s redlines.

In October when these e-mails and these
nmeetings were set up, NMOGA, because we have nultipl e-
menmber voices, could not add anythi ng substantive

because we didn't have the nost current redline that
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we were expecting from OCD

So | just want to nmke sure you
understand that, yes, we received these, yes, M guel
went to one of the neetings, but he was not able to
gi ve any input because the input for the perceived
com ng redline had not been received by our
organi zation yet.

M5. FOX: | understand that you were
not at the neeting that occurred but isn't it true
that OCD announced its intent to propose redlines at
that nmeeting which was October 16th and not on August
24t h.

M5. FELIX: W -- 1| -- 1 also recall --
like -- like | said, |I think it's the 24th, but there
was notice to the parties that a redline would be
com ng.

M5. FOX: Okay. |In any event, let's
tronp through this correspondence.

MS. FELIX: That's fine.

M5. FOX: And | promise I'Il will try
to just quickly as possible, but | do really want to
set the record straight with regard to the efforts
that Applicants made to engage NMOGA and | PANM

So | ooki ng at Bates stanp nunmbers 222

and 223, after a lot of work to schedul e neeti ngs by
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Septenber 4th, WELC was able to set up two -- set up
four two-hour neetings in October, beginning COctober
16th to discuss financial assurance and inactive
wells: correct?

MS5. FELI X: That's correct.

M5. FOX: And then | ooking at 222, |
asked on Septenber 5th if parties had alternate
proposal s woul d they please send thent correct?

M5. FELI X: Yes, ma'am That's what's
on here.

M5. FOX: And then | ooking at 230 to
231, on October 8th I send a rem nder for the neetings
for which a calendar invite had been sent. And
proposed a rather detail ed agendas for the neetings;
correct?

MS. FELIX: That is correct. Yes.

M5. FOX: Let's get those. Pull those
up. Okay. And then | reiterated at that tinme that if
any party had proposals or redlines, we'd |like to see
t hose; correct?

M5. FELI X: Yes. That's correct.

M5. FOX: So then the four neetings
were to take place in October 2024, essentially one
year ago; correct?

MS. FELI X: Yes. Fl ashback. Ti me
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flies when you' re having fun getting ready for
rul emaki ng.

M5. FOX: Yeah. So |ooking at 229. On
Oct ober 11th, M. Suazo e.mails to say that both NMOGA
and | PANM now have conflicts and can only neet the
first day October 16th. And can we tal k about both FA
and inactive wells; correct?

M5. FELIX: Correct. Yes. That's
what's on here.

M5. FOX: And then | wite back and
say, "Well, we can coll apse the four neetings, but
pl ease know t hat Applicants remain -- Applicants
remai n open to good faith negotiations after neeting
next week"; correct?

MS. FELI X: That's what it says. Yes
ma' am

M5. FOX: And did you hear
M. Al exander's testinony that the one neeting that
was hel d was non-substantive in ternms of negotiations?

MS. FELI X: | did, but | also heard him
refer that he's been preparing for this since 2023
with you all. So that's why | just stand firmon the
good faith efforts.

M5. FOX: | amnot going to go into the

extensive negotiations on oil and gas reformthat,
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wel |, participated in with industry over the course of
five nonths. So | just -- were you part of those
negotiations at all?

MS. FELI X: | was not, but |'ve -- |'ve
heard the stories.

M5. FOX: Ckay.

MS. FELI X: And you brought that up.

So since you brought that up, I will tell you that
when this proposal nmade prine tine.

And we announced to nenbers, the
overwhel m ng anount of deja vu, we just went through
all these exhaustive discussions through the
| egi sl ati ve process, now we're going to have a
rul emaki ng.

Menmbers felt |ike they were being
attacked. Like, I will just say that. So that is
where we feel that, yes, you did offer these neetings,
Ms. Fox, there's no denying that.

However, we were waiting on what we had
been advised we were going to receive in -- in the
formof aredline. And the division is a responsible
authority who would be adm nistering. W felt it was
prudent to have that for these discussions to be
fruitful

So I'mnot arguing that these e.mails
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exchanged didn't happen. |[|'mnot arguing that you
didn't extend. | amjust sinply bringing clarity
to -- on industry's side of how and when and the
timeframe it put us in a corner.

M5. FOX: So you were really waiting
for OCD s proposals to negoti ate.

M5. FELI X: Not to negotiate, but to
have the discussions because we were advi sed that OCD
was going to provide a -- maybe I'm not using the
right termright now, so | don't want to lie. |I'm
under oath. Right? But | believe --

M5. FOX: Thank you for that.

MS5. FELIX: | believe the word was
substantive redline. And so, again, working with a
trade organi zation, you know, if -- if | were here
representing conmpany A, and sinply conpany A a
hundred percent, | could have been at the table with
OXY.

| could have been at the table with the
ot her parties, but representing over 240 nmenber
conpanies, | have to have that input and the feedback
fromthe overall industry, that's what a trade
associ ation is.

So |'mnot bashing, I"'mjust -- how it

was laid out sinply put us in a bad position.
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M5. FOX: But you were waiting for OCDs
proposals to negotiate; correct?

MS. FELI X: Not negotiate, but to have
t he di scussi ons.

M5. FOX: Okay. So during the October
16th neeting, OCD did either initially or reiterate
that they would have a redline proposals for the
parties by the end of the year; correct?

M5. FELIX: | believe it was by before
Thanksagi vi ng.

MS. FOX: End of Novenber; correct?

M5. FELIX: | believe the
correspondence | seen was by Thanksgi vi ng.

M5. FOX: And so noving on to 234 --

MR. SUAZO: How much tinme is left,
Madanf

THE HEARI NG OFFI CER:  Onh, | was about
to break in, actually.

Ms. Fox, you have about five m nutes,
even adding a few m nutes.

M5. FOX: Okay.

BY M5. FOX

M5. FOX: On Decenber, noving on to

234, on Decenber 10th, | wite to the parties an offer

actually to postpone the hearing schedule. Because

Page 125

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

OCD has been delayed in getting alternate proposals to
the parties.

And a postponenent will give the
parties an opportunity to neet and di scuss OCD s
proposals; correct? Which are now expected in the new
year .

MS. FELIX: That's correct. | -- |
believe -- | thought it was January when OCD filed the
request for the extension based off of their redline.
| could be wong, but "ish."

MS. FOX: Yeah. So, but what's
happening here is that in Decenber, Applicants are
actually proposing to postpone the hearing in order to
receive OCDs redline; correct?

MS. FELIX: That is correct. And then
| believe the OCD actually petitioned to postpone the
heari ng.

M5. FOX: That was actually -- wasn't
that actually a negoti ated hearing schedul e that was

initiated by Applicants?

MS. FELIX: | -- | don't know | know
all parties agreed to it, but | believe what -- what
my -- neant to say if it didn't cone out clear, is

that OCD filed for the petition for rescheduling based

off of their -- their intention to submt all parties
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a redline.

M5. FOX: Wasn't it actually
Applicant's, per this e.mail, that initiated the
del ay? The reschedul i ng.

MS. FELIX: | will say in the e-mail
here, yes. But | was sinply saying that it was OCD
that filed for the del ay.

MS. FOX: Ckay. Well, the record wll
refl ect what actually happened.

MS. FELI X: Yes, ma'am

M5. FOX: And so then OCD comes out
wth its proposals on February 12th; correct?

M5. FELIX: That's the right date. You
and | nenorized it.

M5. FOX: Yep. And |ooking at 237,
isn't it true that M. Tremai ne proposes to the
parties but to hold stakehol der neetings in April
after the legislative session ends; correct?

MS. FELIX: That is correct.

M5. FOX: And then a few days later, |
respond agreeing on behalf of Applicants to neet;
correct?

MS. FELIX: That is what's here. Yes,
am

MS. FOX: And then there's no e.mail --
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in this correspondence, there's no e.nai
correspondence from NMOGA; correct?

MS. FELIX: Not in what | have in front
of me. That's correct.

M5. FOX: And as far as you know, did
NMOGA or | PANM agree to negotiations after OCD
proposed to sit down and tal k about their redline?

MS. FELI X: No, nm' am NMOGA' s
menbershi p and our board has not approved for
negoti ati ons, discussions. However, | don't know what
date and again, "ish," but then we received anot her
redline fromWELC, fromthe applicants.

M5. FOX: Wuld you say that Applicants
made good faith efforts to negotiate with industry
after filing the petition?

MS. FELIX: | would say after filing
the petition, yes, ma'am

M5. FOX: And that was about a year and
a half ago?

MS. FELI X: Yes, nma' am

M5. FOX: That's all | have.

THE HEARI NG OFFI CER: Thank you,

Ms. Fox.
Let's see, M. Tremaine and M. Hall.

You would only be able to do 10 or 15 m nutes.
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MR. TREMAINE: | nmay be able to get

t hrough, Hearing O ficer, or we can break for |unch.

| serve our commi ssion's pleasure.

THE HEARI NG OFFI CER: It would have to

be a | ong break; right?

M. Anpomah?
MR. AMPOMAH: No, not today.
THE HEARI NG OFFI CER: Ch, not today.

Okay. So we can -- it's -- oh, it is today.
Okay. So yeah, it would be a | ong
br eak.
MR. TREMAINE: So better nove forward.
THE HEARI NG OFFI CER:  Yeah.
MR. TREMAINE: Great. Ckay.
CROSS EXAM NATI ON
BY MR. TREMAI NE
MR. TREMAI NE: Good norning, M. Felix.
MS. FELI X: Good norning, M. Tremaine.
MR. TREMAINE: Still norning. Barely.
Okay. It's good. W' ve crossed paths before, but as
we said, we haven't -- | don't believe we net in
person, so it's great to neet you. M. Felix, did you

hear ny openi ng statenent?

MS. FELIX: Yes. | believe | did.
MR. TREMAINE: Okay. | sincerely neant
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what | said in ny opening statenment. M observation
Is that typically the NMOGA acts as a willing
participant in discussions with OCD on a w de range of
| ssues.

And despite the fact that we're
litigating some points in this hearing, our hope and
expectation is that dynam c continues. So just wanted
to preface with that.

MS. FELI X: | appreciate that. And
| -- | would just build off that really quickly, if
you'll let ne.

While | -- | heard through the
testinmony of OCD, if we expected industry to cone to
us, we hear you |loud and clear, but we were being very
respectful to the process and to the applicants as
wel | .

MR. TREMAI NE: G eat. Ms. Felix,

Ms. Fox went over in sone detail the structure of your
testinmony and reliance on other witnesses. So |I'm
"' m not going to touch on that or duplicate.

But | want to ask you, did you observe
yesterday when M. Sporich on cross conceded that
Applicant and OCD s interpretation of 70-2-14(A), the
rai nbow slide, that their interpretation was credible?

MS. FELI X: | believe | did hear that
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when he had Rankin's rai nbow up.

MR. TREMAI NE: Okay. Does that change
your view of the proposal in any way?

MS. FELI X: Honestly, | would have to
put some thought to it, to tell you the truth. And I
guess | should have, but | didn't. [I'msorry.

MR. TREMAINE: Okay. That's all right.
Very general question. Do you believe that if the
conmm ssion were to pronulgate the rules as witten --
or close to as witten -- do you believe that the OCD
shoul d i ncorporate review of any kind of operator
financial information when it is assessing transfers?

M5. FELI X: Can you repeat it one nore
time?

MR. TREMAI NE: Yeah. Do you believe
t hat OCD shoul d incorporate the review of any form of
operator financial information when it is review ng
whet her to approve or deny a transfer of operatorship?

MS. FELIX: So | would just start that
out with that |I rely on |egal counsel's determ nation
of authority in those regards. And the division have
t hat authority per statute.

I f the proposed anmendnents for that
review, | -- | believe that we would need to have a

very transparent and tiered approach to that so that
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It's not burdensone on the division as well as
I ndustry.

MR. TREMAINE: Are you aware -- strike
t hat .

Wuld you -- | don't want to bel abor
this point, if you're referring to relying on the
advi ce of counsel -- so would you provide the sane
answer if | asked you that question regardi ng OCD

revi ew of operator financial information regarding an

operator's rebuttal

benefi ci al use?

t he sane.

of the presunption of no

M5. FELIX: | would say ny answer is

MR. TREMAINE: Okay. Did you hear the

testinmony, particularly on cross-exam nation of

M. M Gowen,

an undercapitalized position or

capital for

where he acknow edged that operating in

failing to reserve

decomm ssioning costs, represents a

greater risk of orphaning wells in that portfolio?

MS. FELI X: | believe |I did hear that

under that context.

MR. TREMAI NE: Okay. But based on your

prior answers, | have to assunme that you woul dn't

change your

because you'

position after hearing that testinony

re relying on a | egal analysis?
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MS5. FELI X: That's correct.

MR. TREMAINE: Okay. |[|'Ill nove on. So
in your testinmony, is it fair to say that you' ve
rai sed, strike that.

" mgoing to refer you now specifically
to the presunption of no beneficial use as proposed.
And is it fair to say that your testinony raises sone
concerns about how OCD wi || 1inplenent that process?

M5. FELI X: Inplenment, interpret.

MR. TREMAINE: | nplenment and interpret.
Okay, great. WII you agree or concede that a
determ nati on of no beneficial use is already
I ncorporated in the existing provision of 19.15.25.8?

M5. FELIX: Can we pull it up? | don't
want to lie, Jesse.

MR. TREMAI NE: No, certainly not. Let
me pull it up here. So, Ms. Felix, no tricks here.
The red lines can get kind of hard to read. So what
| " m proposing to do is just show you from New Mexi co
conpil ati on conm ssion the existing rule.

| don't believe this should be
controversial, but | just wanted to go back to a
version that didn't have a red line. So | want to
hi ghl i ght here for 19.15.25.8, if you go down to

(B)(2), this is the existing rule -- it was
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pronul gated in 2008. Can you read (B)(2) for ne
pl ease?

MS. FELIX: "A determi nation that a
well is no | onger usable for beneficial purposes; or."

MR. TREMAINE: All right, so would you
agree that, based on reading this, that determ nation
of no beneficial purpose, use of beneficial purpose is
al ready incorporated in the rul es?

MS. FELIX: Yes. |It's shown on the
screen, yes.

MR. TREMAINE: Okay. And | had sone
cross for one of the other NMOGA w tnesses, but | want
to ask you, can we agree that beneficial purposes is
not defined in the current rule?

MS. FELI X: Yes.

MR. TREMAINE: Okay. So if OCD were to
utilize this section of rule that already exists,
woul dn't you have concerns that elenents or criteria
for how OCD determ ned no beneficial use would be
problematic for your nenbers?

M5. FELIX: Say it again?

MR. TREMAINE: Yeah. It was a tricky
guestion. So if there's no definition of beneficial
use -- right -- we're agreeing on that.

And i f OCD i ssued a determ nation of no
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beneficial use, and soneone in your nenbership with
NMOGA recei ved that determ nation of no benefici al
use, wouldn't it be problematic that in your
menbership size that there's no definition or process
associ ated with that determ nation?

MS. FELIX: | think the potential is
there and likely open for interpretation.

MR. TREMAINE: So can you agree that
t he proposal of both the definitions and the process
and the rebuttable presunption elenents are an attenpt
by OCD to provide clarity on the existing rule and
provide a specific process by which OCD and operators
can rely?

M5. FELIX: | think that based off what
|"ve heard through the last two weeks from OCD s --
t hrough OCD s testinony, that that was the intent.

MR. TREMAI NE: But that wasn't your
I nterpretation on sinply review ng the petition?

MS. FELIX: No, sir.

MR. TREMAI NE: Okay. Are you generally
famliar with the OCD s notice of violation process?

M5. FELIX: Generally, yes, sir.

MR. TREMAI NE: Okay. [t's not -- |I'm
not going to trick you

MS. FELI X: Don't trick me.
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MR. TREMAINE: -- specific things. Can
we agree that there is, in the rule and in
application, there's an informal resolution period for
noti ces of violation?

MS. FELI X: Yes.

MR. TREMAI NE: Okay, and those apply to
every NOV?

M5. FELIX: | believe so.

MR. TREMAINE: Okay. And those are 30-
day informal resolution periods?

MS. FELIX: | believe that's correct.

MR. TREMAINE: Okay. |Is it consistent
with your understanding that OCD has issued
approximately 112 notices of violation?

M5. FELIX: Say it again. |'msorry.

MR. TREMAINE: Is it consistent with
your understandi ng that OCD has issued approxi mately
112 notices of violation since the rule was updated?

MS. FELIX: | will take your word for

MR. TREMAI NE: Okay. Wuld you take ny
word for it that 80 of those are resolved?

MS. FELIX: Yes, | would.

MR. TREMAI NE: Would you al so take ny

word for it, that 53 of those resolutions were
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settl ement agreements?

MS. FELI X: Yeah, | --

MR. TREMAI NE: Wuld you al so agree
that of the NOVs -- and this is in M. Powell's
testinmony -- but approximately 39 of those relate to
Il nactive wells.

MS. FELIX: I'Il believe you.

MR. TREMAI NE: And of the 32 resol ved,
I nactive well NOvs, 20 of those went to hearing.

MS. FELIX: | believe you. So did |
hear -- did | hear this right? 39 inactive wells, 30
resol ved?

MR. TREMAINE: 39 inactive well NOVS,
32 resol ved.

MS. FELIX: Okay.

MR. TREMAI NE: Either through hearing
or settlenment. And 20 of those resolutions canme from
hearings. So 12 were settlenents.

MS. FELIX: Okay.

MR. TREMAI NE: Okay. Wbuld you agree
wth me that outside of inactive well NOVs, OCD really
has not needed to take any other subject matter NOVs
to contested hearing?

MS. FELIX: Not that |'ve seen, no.

MR. TREMAINE: And we've referred an
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earlier testinony to OCD Exhibit 24, which is an ACO
list. Have you reviewed that at all?

MS. FELI X: Yes.

MR. TREMAI NE: Okay. Wuld you agree
that there are over 100 agreed conpliance orders for
Il nactive wells since 2017?

MS. FELIX: | would agree.

MR. TREMAINE: Did you hear
M. Powell's testinony that the enforcenent nmechani sns
that OCD had avail abl e, despite concerted effort to
reach settlenents and negotiate resolution with
operators has proven ineffective in the |ast five
years?

M5. FELIX: | did hear him say that.

MR. TREMAI NE: Would you agree that

there's a problemthere that needs to be resol ved?

M5. FELIX: | -- so on -- on the
I nactive list, |I have -- here's a couple of ny
t hought s.
Wth the -- it would be interesting to

know because the tools in OCD s tool box to, you know,
put the stick to industry, if you will, are issuance
of APDs, issuance of authority to transfer gas, all
that -- all that good stuff.

So of those -- of those operators on
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that ACO list that make up that non-conpliance, | --
one woul d have to assunme they would be operators that
are not active and prudently operating today.

| just think there needs to be a little
bit of clarity of what's behind there. 1Is -- is this
operators that are not active and in current day oi
and gas world? O are these operating -- operators
that the tools in the tool box aren't being utilized
per the inactive |list? Does that nake sense?

MR. TREMAINE: | think your distinction
does make sense, but responding to it would --

M5. FELIX: | know I'm-- | didn't
ask you a question, but --

MR. TREMAINE: | can't testify. But |
woul d submt in response, and, for the record, that if
OCD is settling an NOV or issuing a settlenent
agreenent that the operator is alive and ki cking,
they're doing sonething even if they have conpliance
probl ens.

MS. FELI X: Ckay.

MR. TREMAINE: Yeah. | think you --

THE HEARI NG OFFI CER: Thank you.

M. Tremaine, could you finish your questions after
| unch?

MR. TREMAINE: | certainly may.

Page 139

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



© 00 N oo o b~ wWw N

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

THE HEARI NG OFFI CER: Thank you.

Let's break till one.

(OFf the record.)

THE HEARING OFFICER: It's one p. m
We're back after a lunch break.

M. Tremaine, you still have 30 m nutes
remaining in your cross examtine if you'd like.

MR. TREMAI NE: Thank you, Madam Heari ng
O ficer.
BY MR, TREMAI NE:

MR. TREMAI NE: Good afternoon,

Ms. Felix. | wll be quite brief. | think |I only
have three nore questions, so we'll nove right along.
Ms. Felix, before we recessed, | was

aski ng you about concerns with OCD i npl enentation of
t he proposed rule and referring you to parts of OCD s
enforcenent rules, anal ogous enforcenent rules. So |
want to follow up on that.

Are you aware of any instance where OCD
refused to extend for good cause the initial 30-day
I nformal resolution period for an NOV?

M5. FELIX: | am not aware.

MR. TREMAINE: And are you aware that
since the new NOV rule went into effect, informal

resolution is routinely extended to nuch |onger than
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30 days?

MS. FELIX: | was not aware of that.

MR. TREMAINE: If you were to foll ow up
on this testinmony with, |ike, discussions wth perhaps
OCD s legal director and such and confirmthose
statenents, would that assuage any of your concerns
regardi ng i npl ementation of the 30-day response peri od
for the presunption of no beneficial use?

MS. FELIX: | -- right now, w thout
know ng and being able to follow up on that, you know,
can't answer that | would be persuaded. But | am
happy to follow up and dive into that information.

MR. TREMAI NE: Thank you. Did you hear
M. Powell's sir rebuttal regarding the OCD formC 1
457

MS. FELIX: Yes, | did.

MR. TREMAINE: And just to clarify,
after hearing that surrebuttal, do you maintain your
position regarding the C-145?

M5. FELI X: So yes, because the -- the
statenent of that 25 percent is still currently on the
C- 145.

MR. TREMAINE: Do you dispute the 25
percent threshold that you're referring to is encoded

in 19.15.99 for operator registration?

Page 141

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

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

M5. FELIX: | -- without |ooking at it,
| can't answer that and tell you | dispute that right
now.

MR. TREMAINE: Sure. | don't want to
bel abor that point. We'Ill address it in closing. |
do want to ask you a coupl e questions kind of about
t he process goi ng forward.

And before | ask you the questions, |
woul d just want to make very clear that | am not
aski ng you any specific questions about the inner
wor ki ngs of NMOGA or di scussions or any confidenti al
I nf or mati on.

But | think there have been nunerous
representations during this hearing that the
conmm ssi on coul d expect NMOGA to engage in sonme way
going forward. |Is that fair?

M5. FELI X: That is fair.

MR. TREMAINE: Okay. And you had
testified earlier that during the pendency of this
case you had not been authorized to discuss or
negoti ate certain points about the proposal at the
time of those proposed neetings. |s that correct?

M5. FELIX: That is correct. And
there's -- | -- negotiations and sitting down and

di scussi ng and tal king through is sonething that |
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want to make sure that we all know. It could be
appl es, tomatoes; right?

But we are very open |ike what we've
said through the hearing, and we maintain that to
havi ng t hose di scussi ons.

MR. TREMAI NE: Negoti ations and tal ks
can be characterized differently.

MS. FELI X:  Yeah.

MR. TREMAINE: | don't dispute that.
And I"mnot trying to pin you to any particul ar thing.
And like | said, I'mnot asking you to articulate a
particul ar revised position on the stands I|ive.

But | do want to clarify just so the
conmm ssion and OCD has reasonabl e expectati ons that as
of today, have you achieved a consensus anong NMOGA
menmbers that you believe is sufficient to all ow NMOGA
to prepare a redline response to the petition?

M5. FELI X: So we do have a redline
response already based off consensus of nenbership
that was submtted as M. Sporich's testinony.

What -- is that what you were asking?

MR. TREMAINE: Well, |I'm asking about a
redline with different content as inplied by the
course of the hearing.

MS. FELI X: Oh. Based of f what we've
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| earned on the hearing.

MR. TREMAI NE: Absol utely.

MS. FELIX: So what we -- what we know
today -- and | think what would be fair to all of
us -- is to let all parties, wtnesses continue to |ay
out their case.

And then yes, | feel very strongly that
we coul d get NMOGA nenbership in a -- positioned up.
It'll be a lot of work. 1've already said that, but
so that we can engage in those discussions as the
comm ssi on desires.

MR. TREMAI NE: And do you, as of today,
have approval to either sit down and neet or negotiate
with OCD and the petitioner based on the course of the
hearing and the content of the petition?

MS. FELI X: As of today, no. \Where --
where we are is finish letting all parties |ay out
their case so that we have all the facts to consider.
But we are willing and able to have those di scussions
after.

MR. TREMAINE: Okay. The reason |I'm
asking -- belaboring this point | believe was
addressed by a Commi ssi oner Anpomah during earlier
during the hearing, which is that typically in a

heari ng such as this, when we close the record, the
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parties are going to have to submt their fina
redlines, all of that stuff and closing argunents.

And |'m not going to guess how | ong the
conmm ssion gives, but that's usually 30, 60 days. So
l"mtrying to get a sense fromyou whether NMOGA is
going to be at the table during that period of tine to
allow the parties to submt closings in the nornal
cour se.

That was kind of all statenment and
preface, but |I'masking you if you can confirm or deny
t hat .

MS. FELI X: No, | confirmed that your
assessnent of what the process would need to | ook |ike
I's, would be correct, and that tim ng would be correct
based on ny understandi ng from counsel .

MR. TREMAINE: Okay. And but you
believe that we'll be having those di scussions wth
enough tinme to submt closings?

MS. FELIX: | believe that woul d have
to be our goal, yes, sir.

MR. TREMAI NE: Okay, thank you. Not
trying to bel abor that.

| pass the w tness.

Very much appreci at ed.

THE HEARI NG OFFI CER: Thank you,
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M. Tremi ne.

M. Biernoff, do you have questions of
Ms. Felix?

MR. Bl ERNOFF: Thank you, Madam Heari ng
Oficer. | do.

CROSS EXAM NATI ON
BY MR. Bl ERNOFF:

MR. Bl ERNOFF: And good afternoon,

Ms. Felix. Good to see you. So let nme start by
aski ng you about a reference in your testinony to the
180-day tinmeframe that's contained in the
petitioner's proposal for marginal wells.

Do your nenbers, your nenber conpanies,
recei ve any special shut-in | ease approvals fromthe
State Land O fice?

MS. FELI X: Yes, sir.

MR. BI ERNOFF: And are those shut-ins
for reasons |ike |lack of takeaway capacity?

MS. FELIX: Yes, sir.

MR. BI ERNOFF: Do those shut-in reasons
al so include, for exanple, an ongoing nearby frack and
the | and office wanting to avoid environnental harns
froma frack hit?

MS. FELI X: Yes, sir.

MR. Bl ERNOFF: Okay. And what about
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joint discussions with the land office for particular
devel opnent to maxim ze reservoir depletion? 1Is that
al so a reason for |and office shut-ins?

MS. FELIX: Yes, sir. And -- and
that's to the point that |I've nade earlier that we
have to consider the | ease basis when discussing these
pr ovi si ons.

MR. Bl ERNOFF: Okay. And there are
ot her reasons in addition to the exanples that | just
menti oned and that you just confirned where the State
Land Office grants shut-ins; right?

MS. FELI X: Yes, sir.

MR. BI ERNOFF: And the land office also
grants statutory extensions to rework wells; is that
right?

MS. FELIX: That is correct. Yes, sir.

MR. Bl ERNOFF: Ms. Felix, do you think
that it would be prudent for any rule to include
approval s of extensions that are authorized by the
| and office, at least with respect to wells that are
on state trust land in consideration of any 180-day
time limt when considering margi nal wells?

M5. FELIX: Yes, sir. | think it would
be prudent for the commi ssion to consider all owners

of mnerals, including the State Land Office to ensure
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that they're not harnmed in any way.

MR. BI ERNOFF: Okay. Now, Ms. Feli X,
if a person or a conpany, an operator, operates wells,
let's say, in the state of Texas and | eaves all of
their wells inactive and unpl ugged, do you think that
the O 1 Conservation Division should know t hat that
operator wasn't operating responsibly in Texas?

M5. FELIX: So yes, | do think they
should know. And | do think that the process to
become a -- | -- okay. |I'massum ng you're talking
about a new operator comng into the state. That's
correct?

MR. BI ERNOFF: We can start with that
for sure.

MS. FELI X: Ckay. So the new operator
woul d have to apply for and becone a registered
busi ness, qualified to do business in the state and
successfully secure their OGRID and all -- all show
denonstration of their bonding and such, which
effectively is what the vetting process is today.

MR. BI ERNOFF: \What about if it's an
I ncunbent operator, not a new operator? Somebody
who's al ready operating in New Mexico and is al so
operating in another state and | eaves behi nd a nunber

of unaddressed conpliance problens |ike unplugged
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wells that are inactive in that other state?

s that sonething that the OCD shoul d
be able to | earn about and know about ?

MS. FELIX: Yes, that is. And to what
degree and framework that that is shaped up to, | -- |
don't have an answer for that.

MR. BI ERNOFF: Okay. Okay. Now you
mentioned earlier having sone concerns regarding the
O | Conservation Division rejecting operator changes
based on the 25 percent threshold. Right?

M5. FELI X So not rejecting them | --
It was just providing context that the current 25
percent provision is already included on the C- 145
formtoday and has been since 2019, | believe --

2019 -- 2017.

MR. BI ERNOFF: Okay. |If sonebody is
affiliated with a conpany, and let's say the person,
the individual, has a 25 percent interest in the
conpany. The conpany files for bankruptcy or, let's
say, has a bunch of nonconpliant wells.

Do you think it's a liability to the
state and the rec fund for that person, the individual
to just turn around and start a new conpany and forget
about the wells fromthe old conpany?

M5. FELIX: Can you restate that? |'m
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sorry.
MR. BI ERNOFF: Sure.
M5. FELIX: It was |ong.
MR. Bl ERNOFF: Let's take an exanpl e.
No, | know it is alittle long. W can break it up

sort of into parts.

If a person is affiliated with a
conpany, let's say that that person has a 25 percent
Interest in the conpany. So far so good; right?

MS. FELI X: Yes.

MR. BI ERNOFF: Okay. And then let's
say that the conpany -- the entity -- has a conpliance
problem and we can define that here as | eaving behind
a bunch of inactive wells that the conpany doesn't
plug. So far so good?

M5. FELI X: So far so good.

MR. Bl ERNOFF: Okay. Here's the
guestion. Do you think that it's a liability to the
state and to the rec fund for the person -- the
i ndi vidual -- to just turn around and start a new
conpany and forget about the wells that are inactive
and unpl ugged fromthe old conmpany?

Is that a concern for the state?

MR. SUAZO. |I'mgoing to object to this

question in that it calls for specul ation.
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THE HEARI NG OFFI CER: | assune,

Ms. Felix, if you can answer w thout specul ating,
that's great. O herw se just say so.

M5. FELIX: | -- | would be giving a
guess if | were to answer.

BY MR. Bl ERNOFF:

MR. BI ERNOFF: Well, | guess |I'm
asking, since you're a representative of an industry
association that's obviously inportant to these
proceedi ngs, what is the association's position on
whet her it is okay or not okay?

Al t hough, let ne phrase it in the nost
direct way possible. 1Is it okay from NMOGA' s poi nt of
view for a person who is affiliated with a non-
conpliant conmpany to turn around and start a new
conpany and for that liability to be on the State of
New Mexico? |s NMOGA okay with that?

M5. FELI X: So NMOGA is -- our mssion
is for the safe and responsi bl e devel opnent of the
resources in the State of New Mexi co.

If a person who is enployed as an
aut hori zed agent for a conpany |eaves a conpany to go
start another conpany, | truly -- and I'mtotally,
| i ke, spitballing here -- but howis the division

going to follow and adm ni ster that?
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| -- 1 would believe it would be on the

conpany basis and not the person basis.

MR. BI ERNOFF: Well. Fair enough. And
| want to be clear. |'mnot asking about I|ine
enpl oyees. |'mnot asking about, you know, a staff

representative of a conpany.

" mtal king about an individual who has
an ownership interest in a conpany or who has a
managenent position in a conpany.

And |' m asking for NMOGA's perspective
or position on whether it's acceptable for the State
of New Mexico to hold liability in an instance where
t hat person basically wal ks away and starts a new
conpany and starts operating a bunch of new wells.
That's my questi on.

MS. FELIX: | got you. And | would
just respond in the sane. That NMOGA m ssion and our
menbers' mssion is for the safe and responsible
operation and devel opnment of gas in the state.

VWhen you bring in, you know, managers
and such our industry, as -- as great and wide as it
I's, managers and nmanagenent staff do go from conpany
to conpany.

So | do think it would be a very hard

way to -- to track, you know, nanagers at that |evel,
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and not at the conpany level, which I'mnot trying
to -- to degrade what you're asking.

| do think it's inportant that yes,
the -- the land office needs to know who's comng in
and who's comng out. But at the individual |evel, |
just -- | don't have in ny head a good franmework of
how t hat woul d work ot her than outside the conpany.

MR. Bl ERNOFF: Okay. Let nme ask it a
different way. Does it enhance or the opposite,
detract from the safe and responsi bl e devel opnent of
oil and gas resources in New Mexico for individuals to
be able to walk away fromliabilities and continue
operating in the State of New Mexico with inmpunity?

MS5. FELIX: | kind of feel like that's
a | egal question.

MR. Bl ERNOFF: Well, NMOGA has taken a
| ot of positions in this rul emaking proceedi ng. And
NMOGA has, through you and other w tnesses who are not
attorneys, offered opinions on a nunber of policy
guesti ons.

And |'m aski ng not for reference to any
body of |aw, but just for NMOGA's perspective or

policy views on the question that | posed.

Is it a good idea -- fromyour nenbers
perspective, fromthe organization's perspective -- to
Page 153

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

allow individuals to create liability, let's say in
the form of unplugged inactive wells, walk away from
that, and then keep operating under a new corporate
name?

M5. FELIX: | -- no. No, it's not.

MR. BI ERNOFF: Thank you very nuch.
want to also ask you, Ms. Felix, you're aware from
t hi nk our dealings individually and probably also from
your nenbers, that there are a nunmber of NMOGA nenbers
who are State Land O fice | essees who have pl ugged
I nactive wells that they have not thensel ves operat ed,;
ri ght?

MS. FELIX: That is correct. Yes, sSir.

MR. BI ERNOFF: Okay, so doesn't the 25
percent threshold, doesn't that actually benefit your
menmbers by taking liabilities that they are currently
I ncurring on behalf of bad, defunct, disappeared
operators and actually doing a better job of making
sure that those liabilities go with the conpanies that
are causing the probl ens?

M5. FELI X: Can you restate that? |'m
sorry.

MR. BI ERNOFF: Yeah, |'m asking about
the 25 percent threshold in the context of ny prior

question; right?
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So you agreed that you're aware that a
number of NMOGA nenber conpanies, at the State Land
O fice's behest, plug wells, that those conpani es are
not thensel ves operating; right?

MS. FELI X: Correct.

MR. BI ERNOFF: Okay. And then so | was
asking, in light of that, doesn't the 25 percent
t hreshol d, doesn't that actually benefit NMOGA
menbers - -

In that individuals who are affiliated
with or interested in bad operators and then basically
are serial bad operators go on and start another
conpany and continue to create conpliance problens
that this threshold would help reduce that kind of
serial bad behavior?

Doesn't that benefit NMOGA' s
menmber shi p?

MS. FELIX: | honestly am not foll ow ng
the question. So I'm-- 1 -- 1 can't answer that.
| -- I"'mnot following it, sir.

MR. BI ERNOFF: Okay. Isn't it to
NMOGA' s nenbers' benefit to have a reduction in the
number of non-conpliant wells that are out there on,
| et' s say, responsible NMOGA nenbers' |eases? Do you

agree with that?
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MS. FELIX: | -- | think it's a benefit
t o anybody.

MR. BI ERNOFF: | ncludi ng your menbers?

MS. FELI X: Yes.

MR. BI ERNOFF: Okay, thank you.

| amready to pass the w tness, Madam
Hearing O ficer.

THE HEARI NG OFFI CER: Thank you,
M. Biernoff.

Let's see, | don't believe we have

Ms. Nanasi [ ph].

M. Maxwell, do you have questi ons of
Ms. Felix?

MR. MAXVELL: No questions, your Honor.
Thank you.

THE HEARI NG OFFI CER: Thank you.

M. Rankin?

MR. RANKIN. Madam Hearing O ficer, no
guestions on ny behalf. | appreciate it. Thank you.

THE HEARI NG OFFI CER: Thank you.

EOG is nonitoring wthout questions.

M. Cloutier?

MR. CLOUTIER: Yes, Madam Heari ng
O ficer. Just a couple of questions.

Il
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CROSS EXAM NATI ON
BY MR. CLOUTI ER

Good afternoon, Ms. Felix. | want to
follow up on sonme of M. Biernoff's questioning.

Are you aware of any concrete exanple
of a major player in a conpany that abandoned wells in
New Mexico or any other state form ng a new conpany
and com ng into New Mexico to operate?

MS. FELI X: No, I'm not.

MR. CLOUTIER: And you' ve been
listening to these proceedi ngs?

MS. FELI X: Yes, sir.

MR. CLOUTIER: Have you heard any
evi dence presented of such a person?

MS. FELIX: No, sir.

MR. CLOUTIER All right. Thank you.

MS. FELI X: Yes, sir.

THE HEARI NG OFFI CER:  All right.

M. Suazo, do you have redirect?

MR. SUAZO. Do. | need a second to
pull up OCD surrebuttal Exhibit 33.

THE HEARI NG OFFI CER:  All right.

REDI RECT EXAM NATI ON
BY MR. SUAZCO
MR. SUAZO Ms. Felix, are you famliar
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with the docunent on the screen, which is OCD
surrebuttal Exhibit 115?

MS. FELI X: Yes.

MR. SUAZO. And do you understand that
that |lists operators who have not filed C-115s?

MS. FELI X!  Yes.

MR. SUAZO. Do you recognize any NMOGA
menbers on that |ist?

MS. FELI X: Can you scroll down the --
and this is the same list, so it hasn't changed, so
no, | do not.

MR. SUAZO. Okay. |In the hypotheticals
presented by M. Biernoff, do you have any personal
know edge with respect to the 25 percent interest?

MS. FELI X: No.

MR. SUAZO. Just a couple nore
guestions. Against ny better judgnent, |I'mnot going
to ask you about the discussions between NMOGA
I ndustry and Applicants.

But over the course of these
proceedi ngs, have you heard the request fromthe
conmm ssi oners that industry provide feedback to this
rul emaki ng?

MS. FELIX: Yes. | have.

MR. SUAZO. And does NMOGA intend to
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provi de that feedback?

MS. FELIX: Yes. W do.

MR. SUAZO. No further questions.

THE HEARI NG OFFI CER: Thank you.

Comm ssi oner Anpomah, do you have
guestions of Ms. Felix?

MR. AMPOMAH: Yeah. Let nme follow up
fromwhere M. Suazo |eft off.

CROSS EXAM NATI ON

BY MR. AMPOVAH:

MR. AMPOMAH: Thank you, Ms. Felix, for

your testinmony. |'mnot going to go into any
technical. just to see if there could be sone
consensus.

So following up fromwhere M. Suazo
|l eft off, so NMOGA is going to provide the conm ssion
w th sonme recommendations, but is it going to be in
consultation with the applicant and then w th OCD?
MS. FELI X: Based off what we've heard
over the last two weeks and the urging of the
Comm ssion, | believe that would be in the best
i nterest and that's what we intend to do.
MR. AMPOMAH: | appreciate that.
MS. FELI X: Yes, sir.
MR. AMPOVAH:  And M. Trenmi ne touched
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on that, so it really helped a lot, but with a
timeline, do you have a fair idea as to the tineline

that NMOGA m ght need fromthe comm ssion to be able

to fulfill this responsibility?

M5. FELIX: So I -- 1 want to be able
to answer the question, but | would need to -- to get
sone | egal advice as to, you know, | know the
conmm ssi on can do what you want. Right? W would
appreciate that the conm ssion gives -- see a little

head shaki ng, okay.

We woul d appreciate that the -- with
the Comm ssion's urging, and I think this will just
help all parties involved, that there is anple tine
built into the current scheduling -- schedule that's
al ready out there.

VWhat that is, | -- | can't even begin
to tell you right now, Conmm ssioner, but | think al
of our attorneys in the room have -- have sone idea of
how t hat could | ook for these discussions.

MR. AMPOMAH: So it'll be great.

This one is to NMOGA's counsel. |f you
can advise the Commi ssion if their discussions could
nore or |less, you know, go on for us to have a fair
i dea on that.

MR. SUAZO Sure. Well, | think that
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at the conclusion of the proceeding, the parties are
going to, you know, discuss with the hearing officer
what the post-hearing actions are going to be and what
timeframe they're going to take place over.

| know that we're going to need tine to
get the transcripts fromthe proceedi ng, analyze
t hose, and then, you know, review all of the evidence
that's on the record so that we can cone forward with
reasonabl e proposals.

And that is what we intend to do based
upon the paraneters and tinmefranmes agreed upon by the
parti es.

MR. AMPOMAH: Thank you. Yeah, and |
t hought we were very close until | heard from
M. Sporich yesterday. That threw ne off a | ot.
Thank you so nmuch. | don't have any further
gquesti ons.

M5. FELI X: Yes, sir. Thank you.

THE HEARI NG OFFI CER:  Thank you,
Commi ssi oner.

Comm ssi oner Bloom do you have
questions?

MR. BLOOM Yes, just a couple
guestions. Thank you.

Il

Page 161

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

CROSS EXAM NATI ON
BY MR. BLOOM

MR. BLOOM  Good afternoon, M. FeliXx.
Ni ce to see you.

M5. FELIX: N ce to see you.

MR. BLOOM Ms. Felix, you testified
t hat conpani es nake their budgets five to ten years
out, so it would be hard for conpanies to adjust to
annual CPI, that is Consuner Price |Index updates;
correct?

MS. FELIX: That's correct. Different
portfolios, different tinmefranes.

MR. BLOOM Okay. Rather than use CPI,
and | believe M. Sporich spoke against that also, you
know, what if the conm ssion set bond anmobunts at five-
year increnents as part of this process right now?

So, and | haven't | ooked at a
conpoundi ng i nterest cal culator, but generally over
the past 20 years, inflation's been about 2.5 percent,
or the past 30 years has been about 2.5 percent.

Over the past ten years, it's been a
little higher because of the post pandem c inflation
at around 3 percent on average.

But if we took a 2.5 percent inflation

rate, you know, by 2030, or | don't knowif it would
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be 2033 when the next, you know, five-year period
woul d be up, we'd be at 168, 000.

That's, you know, 12.5 percent. Not
conmpounded, but, you know, it's ny way of saying that
the OCC could actually wite in what the bonding
amounts woul d be, if that would be beneficial or
sonet hing we could consider. Any reaction to that?

MS. FELI X: | would think that, you
know, consideration of a tiered approach in that
manner, as you described, would be sonething that al
parties could, you know, consider and see how t hat
works. | do think it would be beneficial for the
open-m ndedness to that.

MR. BLOOM That way we woul d have the
bonds being updated every five years versus every
year; correct?

MS. FELI X: Yes, sir.

MR. BLOOM  Yeah. Wuld that be less
cunber sone on conpani es?

MS. FELIX: | believe on conpani es and
on OCD as wel | .

MR. BLOOM  Okay, thank you. Sonething
else I've seen -- we haven't really discussed it here,
but could it be a hardship for a conpany --

particularly a smaller one -- to have to put up
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$150, 000 bond or bonds at nearly the sanme tinme during
I npl enentation in 2028 --

Have to cone up with perhaps a sim|lar
amount of noney, you know, fifty, a hundred, $150, 000
to P&A a wel | ?

MS. FELIX: WII you ask -- |I'msorry.
Woul d you repeat?

MR. BLOOM Yeah. Could it be a
hardship for a conpany, particularly a smaller one to
have to put up a bond and at the sanme tinme be thinking
about plugging that same well?

MS. FELIX: At the -- at the sane tine,
If that's the current status of that well? Yes.

MR. BLOOM Would it nake sense, say at
OCD di scretion for good operators to |let a bond, or
bonds, be released if a conmpany is in good standing
with the OCD within sone tine period of plugging?

MS. FELIX: Yes, | believe that would
be hel pful.

MR. BLOOM Ckay. No further
guestions. Thank you.

M5. FELI X: Thank you, sir.

THE HEARI NG OFFI CER: Thank you.

Chai r Chang.

MR. CHANG. No questions from ne.
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Thank you very nuch.

MS. FELI X: Thank you.

THE HEARI NG OFFI CER:  Al'l right.

Thank you very nuch, M. Felix.

M5. FELI X: Thank you.

THE HEARI NG OFFI CER: Do we npbve now to
| PANM S openi ng statenent?

MR. CLOUTI ER: Sir. Good afternoon,
conmm ssi oners. | PANM appreci ates the opportunity to
participate in this rul emaki ng and appreci ates your
diligence. I1PANM s going |last, so we hope we get the
sanme consideration as every other party and | trust we
will.

| PANM is a trade associ ation, a group
of conpanies that participate exclusively in the
upstream or exploration and production portion of the
oil and gas busi ness.

We have overlap with NMOGA' s
menmber ship, and we share virtually all the sane
concerns here. But ny association doesn't have anyone
participating in the mdstream or downstream portions
of the busi ness.

| do want to nmake one point on orphan
wells very clear from | PANM s perspective. | PANM

abhors the fact that there are orphan wells in New
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Mexico. |t acknow edges that there are such wells,
and it acknow edges that unfortunately it's going to
happen agai n.

| want to address the engagenent issue.
First off, | do not accuse and do not ever intend to
I mply any bad faith on Ms. Fox's part. And she did
reach out.

But there was no scoping on this
rul emaki ng that industry could participate in. It was
sprung on us right before it was filed. We didn't
have a chance to discuss how we woul d sol ve the
problenms that's the supposed target of this
rul emaking. And that in that made it very difficult.

Compoundi ng that is, as Ms. Felix
testified, it was deja vu all over again. |PANM
engaged heavily in the process surroundi ng House Bill
133, which was a very simlar bondi ng proposal.

When that type of proposal was the
central feature of the rul emaking and the division's
rul emaki ng, it was inpossible for IPANMto reach a
consensus on any portion of the rul emaki ng because
those provisions are existential to sonme of our
menmbers and crippling to others.

And to be clear, Applicant's evidence

confirms that the proposed rulemaking is going to be
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damagi ng to our small operator nenbers. By way of

exanple, only M. Purvis testified in rebuttal that
t he rul emaki ng woul d i npose, and | quote, "painful

costs for industry.”

And there were a nunber of exhibits
presented that attenpted to mnimze basically ny
associ ation's nmenbers' contributions to state
production with the nessage, "You're not going to m ss
them"

The tenor of Applicant's presentation
here changed on, | think, the first day because they
realized that they were effectively pronoting
under ground waste by advocating these positions.

But the evidence is there in their case
and it's a difficult thing for our menbership. It his
opening, M. Tremai ne addressed the historic 95-5
split of industry plugging that's in evidence through
Appl i cants.

| understand that |ast year that was
not the split, and I don't know the rest of
M. Tremaine's objections, but it is in evidence.

VWhat M. Tremaine, | think, m ssed the
poi nt on, and that may be our fault too, is that we're
not saying that we get an A because we get 95 percent

of the wells plugged. That's not the point.
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The point is that nost operators plug
all their wells that need plugging, and that is
nmeasured in that statistic. They bat a thousand.

MR. TREMAI NE: Madam Hearing O ficer.
| wanted to give M. Cloutier a nonent to finish this
t hought, but | do have to object because he's making a
cl osing argunent, not an opening. He's referencing
t he proceedi ngs of the hearing and ny opening. W'II
have that opportunity.

MR. CLOUTI ER: Madam Hearing O ficer, |
wanted to set the tone for what our case is going to
be. And Conm ssi oner Anmpomah, in particular,

M. Powell, as well, has been inviting a | ot of
engagenent here, and | feel like | need to explain to
the comm ssion where we're comng from

THE HEARI NG OFFI CER: COkay. Thank you
for your observation, M. Trenaine.

Go ahead, M. Cloutier.

MR. CLOUTIER It's a group of bad
actors, and the question canme up, what is a bad actor?

Unfortunately, they disappear from
pl uggi ng and abandoni ng, and they're not around to
answer the questions that all of us probably have on
them But | suspect it includes sone people who

mal i ciously plan to wal k away and | eave the state with
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| suspect it both includes people who
took too nuch noney out of their conpani es and
busi nesses and there wasn't enough left at the end. |
suspect there's sonme who never capitalized properly to
begin with, and | suspect that there's some who just
experi enced sone m sfortune.

But what industry objects is to a
pai nful solution inposed on all for the sins of a few.

Again, M. Trenmine used a traffic
anal ogy in his opening, and | concede all anal ogi es
start to fail at sone point if you pick at them but |
think this analogy fails pretty quickly.

In his anal ogy, industry is a single
driver that drives every day through the intersection
at St. Francis and Cerrillos, and 95 percent of the
time doesn't run a red light.

I ndustry is not one driver. Industry
is the entire streamof traffic in that anal ogy. And
there are, in that anal ogy, sone people who run red
lights. Just like it would be unfair to have everyone
driving through that intersection post a bond that is
forfeit if they ever run a red light.

| ndustry views this proposal, and ny

menbers view this proposal, as simlarly unfair.
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Enf orcenent should be directed at the offenders, and
we're going to tal k about that.

OCD may not be able to predict bad
actors either. W're not in the regulator's seat, but
there was clear testinony that | can confirmfrom
M. Ronero and for M. Powell that the people who are
or phani ng out there are repeat offenders of numerous
OCD regul ati ons.

The OCD exhi bit that M. Suazo just
pul l ed up shows operators with state and fee wells
t hat haven't been reporting production for 16 years.

Applicant submtted Exhibit 8, which
identified the wells that they thought were at risk
because of no tenporary abandonnent regul ation
conpliance. | PANM submts, and our w tnesses w |
testify, that we don't need nore regul ations for these
operators not to conply wth.

If the division wants to tal k about how
do we stream ine enforcenent for these problens, we're
happy to sit down and talk about it. But the
regul ations are already there to enforce, and the
vi ol ations are known.

Qur witnesses are going to tal k about
these comm ssion's primary duties. And | don't nean

to bel abor the obvious, but to prevent waste and to
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protect correlative rights.

Thi s rul emaki ng and the evi dence
submtted in favor of this rulemaking is contrary to
both duties. It's going to create econom c waste by
havi ng operators who pose no apparent risk to the
state to tie up capital and bonding.

It will create waste by stranding
ot herw se recoverabl e hydrocarbons because sone
operators are going to choose to plug their otherw se
econom c wells instead of bonding them

We agree with OXY's witnesses that it's
going to cause plugging of wells that may have future
beneficial uses or used for beneficial purposes.

Applicant's w tnesses essentially admt
t he underground waste and justify the rul emaking
because in the schenme of things, it's not a
significant percentage of annual production because
production is going to be inpaired as our w tnesses
wll testify, so will correlative rights.

At the center of | PANM position in this
rulemaking is we think it's ineffective policy. | can
see, and | PANM can see that as comm ssioners of this
conm ssion, it's got to be frustrating to see
or phaning of wells, and you have to have a desire to

address the issue. Don't blame you at all.
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The fundanental problem we have with
this proposal is the financial assurances are going to
be bad policy because the people who post the
financial assurances are going to be the operators who
are pluggi ng anyways.

| was going to spend nore tine in ny
openi ng tal king about the pretty poor history of bond
recovery that's shown in Secretary Shelton's testinony
to the LFC and the annual reclamation reports that
both Applicants and | PANM subm tt ed.

However, during the course of these
proceedi ngs, we |earned that the OCD sent demand
|l etters to three surety conpanies or surety conpanies
for three different of the biggest offenders or
frequent flyers on the orphan well [ist.

| hope this is real change, but past
history isn't that great. But this case, and
Applicants raise it and OCD cite it, is about in the
short and m dterm about 4100 wells that the LFC
identifies as being orphaned al ready, about to be
or phaned, or at risk of being orphaned.

In this rul emaki ng, we're presented
what's supposed to be a data-driven sol ution, but
there's no data-driven evidence, and our w tnesses are

going to testify that it's probably going to put
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peopl e out of business that this bonding is going to
prevent wells from bei ng orphaned.

M. Purvis, when asked this question by
me, said he didn't have any data, but pointed to
M. Arscott, ny witnesses -- PANMs w tnesses' --
exhibits. W'I|l address that with M. Arscott.

But interestingly, M. Peltz testified
about several states that have raised financial
assurance requirenents in the past 15 years or so.

| PANM asks you as commi ssioners to ask,
where's the evidence fromthese states that these
financi al assurances protected agai nst orphan wells?
Where's the evidence that it hel ped the state coll ect
noney for wells it had to plug?

VWhen presenting the at-risk wells, and
| can't renmenber if it was 33 or 32, M. Powell
conceded that he didn't expect any of those wells to
be bonded. Neither do we.

We expect sone of our nenbers -- and
you' Il hear fromthem-- will testify that they' Il try
to bond, and | think others who wll struggle.

W admre M. Powell's optim sm and
M. Purvis's optimsmthat they hope bonding in the
future will defer the cost of orphaned wells in New

Mexico. But with the pain that's going to be
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submtted on | PANM nenbers that we're going to
articulate. | suggest to you that hope is not enough.

| want to highlight a few things you're
going to hear and not hear in | PANM s case. W have
been accused of not having a data-driven case. Quilty
as charged.

There are no databases for the sort of
things that IPANMis going to present to you. How
I ncreased financial assurances will affect small
conpani es, their transactions, their decisions on
i nvesting in existing wells, and their plugging
deci si ons.

You're going to have to hear that from
the menbers, and it is anecdotal. W' re a trade
associ ation. We don't have access to nenbers'
proprietary data or financials unless a nenber agrees
to share.

And |'ve dealt with oil conpanies for
al nost 40 years. They don't even like conplying with
subpoenas for that information.

You' re going to hear operator stories
about successes with | ow producing wells, fromthe
purchases, workovers, and reconpletions. And how
significantly increased financial assurance

requi renments are going to create waste by
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di sincentivizing these productive behavi ors.

You're going to hear from our technical
W t nesses about the difficulties that will exist in
the surety market. W have a | egal and industry
conmbi ned expert who's going to talk about various
problens that this rulemaking will create and those
that it's not going to solve.

And we'll present a corporate finance
expert, M. Arscott, who wll discuss the financial
repercussions of this rule.

Finally, as we've been |ooking at it,
while | think the issues are very different and there
IS no question of notive, you' re going to hear from
some nenbers that OCD Exhibit 16 doesn't accurately
refl ect data about their conpany.

And | submit that exhibit is probably
not ready for prine time. |PANM s been accused in
this proceedi ng about not proposing a solution that
isn't true. | PANM has been and still will propose a
solution, but it's not one this comm ssion can act
upon.

" m not tal king about the power. W' ve
fl ogged the Rankin's Rai nbow, and we've got notions to
di sm ss, but | PANM believes that the policy in this

rul emaki ng should be the province of the |egislature.
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But decades ago, independent producers
worked with the legislatures to create the reclamation
fund. That fund was created with an extraordi nary
matter, a new tax to which industry agreed. A form of
severance tax that is inposed on and only on industry
participants.

In fact, every industry participant
except for two, the state governnment and the federal
governnent on their royalties pay that tax on every
nol ecul e of hydrocarbon extracted and sold in the
State of New Mexi co.

Unfortunately, in tougher econom cs
times that reclamation fund has been rated, which is
our view, or if you want to use the technocrats verhb,
swept, to bal ance the budget and used for other
purposes. It's gone down to zero a few tines.

The tax statute that industry consented
to has al so changed so that nost of that tax -- the
oil and gas conservation tax -- is being directed to
the general fund where it was never intended.

| PANM has supported multiple bills over
the years to increase funding to the reclamati on fund
by diverting all or nore of that tax to its intended
pur pose. People probably won't like hearing it, but

that's the only way these orphan wells are going to
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get plugged.

In closing, I"'mgoing to say two
t hings, and you're going to hear this from nenbers.

We' re happy to discuss with the
di vi sions ideas how to address sone of the concerns
they' ve expressed in this rulemaking and [ et them
consi der those suggestions. But we don't believe that
this rul emaki ng nmeani ngfully addresses those concerns.

Second, I'Il reiterate, IPANM s case is
goi ng to enphasi ze what Applicants have already told
you. This rule is going to create substanti al
econom c¢ pain for industry that's going to be born
di sproportionately by snmall er operators.

It's going to create e underground
waste; it's going to create econom c waste. W don't
believe that hope is a sound basis for such policies
with those effects, and we believe that the
fundanent al objects of this rul emaki ng should be
rejected by the Conm ssion.

Thank you for your tine.

And we're ready to call our first
w t ness, Madam Hearing O ficer.

THE HEARI NG OFFI CER: Terrific.

MR. CLOUTIER: | believe David Mtchell

Is on the platform
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THE HEARI NG OFFICER: On the platform

M. Mtchell.

M5. APODACA: |'m not seeing a David
M tchell signed there.

M5. TRIPP. There is a Sage Conference
Room

MS. APODACA: Oh, Sage Conference Room
| was just about to ask that. Okay, thank you.

MR. CLOUTIER  Thank you, M. Tripp.

MS. APODACA: | wll let themin.

MR. CLOUTIER. M. Everhart, if you
could pull up his brief PowerPoint.

Good afternoon, M. Mtchell. Are you
t here?

MR. M TCHELL: All right, there we go.
You hear ne?

THE HEARI NG OFFI CER: Yes. Thank you.
M. Mtchell, would you spell your first and | ast nanme
for the transcript please?

MR. M TCHELL: D-A-V-1-D MI-T-C H E-L-

Il
Il
Il
Il
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VWHEREUPON,
DAVI D M TCHELL,

call ed as a witness and having been first duly sworn
to tell the truth, the whole truth, and nothing but
the truth, was exam ned and testified as follows:

THE HEARI NG OFFI CER: Go ahead,
M. Cloutier.

DI RECT EXAM NATI ON

BY MR, CLOUTI ER:

MR. CLOUTIER M. Mtchell, would you
i ntroduce yourself to the nmenbers of the commi ssion
pl ease and tell them about your background and
education?

MR. M TCHELL: My nane's David
Mtchell. |I'ma nechanical engineer fromthe
University of British Colunmbia. |'ve been working in
the oil and gas industry for a little over 20 years
for -- or Transatlantic Petroleum and Longfell ow
Energy and prior to that Talisman Energy.

MR. CLOUTIER: Thank you. You
submtted direct testinony in this matter; correct?

MR. M TCHELL.: | did.

MR. CLOUTIER And are there any
changes or corrections to that testinony that you want

to nake?
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MR. M TCHELL: There is one. | nean,
at the time of ny testinony, the definition of a
margi nal well was a well that would produce 10 barrels
of oil equivalent per day and had to produce for 365
days a year

At that tinme, | think | quantified
about 50 vertical wells that we have that would fal
I nto that category.

Since that tinme, | think the
redefinition has been, | -- | think two and a half
barrels of oil equivalent a day in 180 days per
production per year, which would reduce that nunber to
about 20.

MR. CLOUTIER  Thank you. Wbuld you
briefly introduce the comm ssion to the conpany t hat
now enpl oys you, Longfellow, and to, yeabh.

MR. M TCHELL: Sure. So Longfell ow
Energy is actually the second generation of a -- a
conpany called Riata Energy, which was founded in
1985.

That conpany becane the conpany known
as Sandbridge today. And the founder of that conpany
started Longfell ow Energy in 2008, and we've been
operating in mpjority of Texas, Oklahoma, and New

Mexi co for that period of tine.
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We entered New Mexico in 2019 through a
smal | acquisition and now operate about a hundred
wells in New Mexi co.

MR. CLOUTIER: Thank you. And could
you explain to the comm ssion the purpose of your

testi nony?

MR MTCHELL: |'mhere to sort of
provide the -- the inpact of these rules on -- on
operators such as ourselves. W're -- we're a small,

smal | operator in New Mexi co producing about 6,000
barrels of oil equival ent a day.

So just to provide the operational and
| npacts associated with a -- with a conpany our size.

MR. CLOUTIER: Are you here to testify
about any other aspects of the rul emaki ng?

MR. M TCHELL: No.

MR. CLOUTIER: You nentioned in your
direct testinmony the Loco Hills project in east of
Artesia that Longfellow has. Can you tell the
conm ssion how long it took to put that together? How
expensive, how many wells, those sort of details.

MR. M TCHELL: Sure. W -- we started
the project in 2019 through a small acquisition from
Clayton WIllianms that brought in about 45 verti cal

wel |l s and the acreage associ ated those wells.
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Over the next few years, we -- we put

t oget her through al so acquisitions of -- of working
interest or -- or full ownership in -- in a nunber of
vertical wells across the township that we're -- we're

predom nantly operating in and just east of Artesia.

Since we started drilling in 2020, we
drilled about 40 horizontal wells to date. W took
the project from-- at the tine of the initial
acqui sition about 200 barrels a day to today, a little
over 6, 000.

MR. CLOUTIER:  Thank you. Has
Longfell ow plugged any wells in New Mexico?

MR. M TCHELL: We have. W plugged a
wel | probably in the last three to six nonths.-- yeah,
is the one well we plugged recently.

MR. CLOUTIER: Thank you. Do you have
operations in other states?

MR. M TCHELL: We do. W have
operations in Texas where we operate about 1300 wells,
and we have operations in Oklahom where we have a
smal | position. It's a exploration position.

MR. CLOUTIER  How does this bonding
proposal conpare to the bonding you' re required, say
in Texas?

MR. MTCHELL: So in Texas we have a $2
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mllion blanket bond for our wells that covers all
1300 odd wells that we -- we currently operate. |
can't speak exactly to Okl ahoma, but it's -- it's a
nom nal sized project and the bond there is quite
nom nal

Between the -- and -- and in -- now in
New Mexico, we have a |ot of different |ayers of
bondi ng. We have bonding in our SWDs, excuse ne,
bondi ng on our -- our surface uses on both federal and
state |l ands and fee | ands.

And we have bonding on certain
Infrastructure that we -- that we own. So currently

t he aggregated bond for the hundred wells we have in

New Mexico is about two and a half tinmes the -- the
aggregat ed Texas bond we have for -- for the 1300 well
oper ati on.

MR. CLOUTIER: Could you describe for
the commssion -- well, first of all, let nme just be
clear. Wen you acquired the Loco Hills project from
Clayton WIllianms, was there existing production that
you're still operating?

MR. M TCHELL: Yes.

MR. CLOUTIER: Right. And how do
you -- were these sonme of the wells that you testified

as qualify as marginal under the proposed rul emaking
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as you now understand it?

MR. M TCHELL: Yes.

MR. CLOUTIER: Could you talk to the
conm ssi on about the issues and how Longfell ow goes
about managi ng | ower producing wells and the various
consi derations that go into that?

MR. M TCHELL: Okay, so we have -- we -
- like | said, we have about 20 wells that would be
consi dered margi nal today. But we probably have 50
wells that fall into a -- a |ower producing bucket.

You know, with -- with, when we | ook at

our well set, we look at it as a program And so when

we take a | ook at our -- our financials and cash fl ow
on a -- on a group level and a well |evel nonthly
and -- and quarterly.

And what we're trying to understand is
both the -- the breakeven econonm cs associated with
each well and how we -- how we actively manage costs.

Qbvi ousl y, higher producing wells have
hi gher costs, |ower producing wells have much | ower
cost. And really when we think about costs, it's
| mportant to understand the difference in types of
costs.

You know, you have fixed costs, which

are nore associated with your operation at |arge, and
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vari abl e costs, which are nmuch nore tied to an
I ndi vi dual wells production proportional to an
i ndi vi dual wel | production.

An exanple of a variable cost is the
chem cal that you would put into a well, or the
electricity that you would -- you would supply that
wel | for operating the punping unit, for exanple.

Where a fixed cost woul d be naybe the

manpower associated with managing an -- a part of the
field and all of the infrastructure in place to -- to
do that.

So we | ook at really our -- our
br eakeven econom cs on -- on both -- both total and

vari abl e cost basis. And as well as becone marginal,
the actual true cost inpact to us of -- of adding or
subtracting one well is -- is quite nom nal.

You can punp one of these vertica
margi nal wells for really just a few hundred dollars a
nont h because you're really -- if | can say | can take
a-- afield of vertical wells, | can put one -- one
punping route there associated with that field.

And the cost of -- of managi ng that
operation, if it's 50 or 49 or 48, on a fixed basis,
is really the sane.

It's really the variable cost, which is
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a very small percentage of the -- of the total cost
that -- that you' re saving through addi ng or renoving
those vertical wells. So we look at it both ways, but
that's sort of how we ook at it in general.

MR. CLOUTIER: | believe that in your
direct testinony you expressed a concern from
Longfel |l ow about the transfer provisions in the
proposed rul emaki ng. Could you tell the conmm ssion
what your concern is?

MR. M TCHELL: The -- when you say
transfer, I'mnot sure | understand.

MR. CLOUTIER:  The transfer of
operating operatorship provisions.

MR. M TCHELL: Okay. Sure, sure. |

mean, | ook, we buy -- our projects, they all devel op
in different -- in different ways. But, for sure, one
of the ways we grow our project is through -- is

t hrough what we call bolt-on acquisitions.

So we have an -- an area of operations,
and we will acquire assets in and around that area so
we can expand our operations without really building a
new field operation. So we can roll that into the
existing fixed cost structure that | described before.

So in -- in New Mexico and the Loco

Hlls project, the majority of our position was put
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t oget her through those types of acquisitions.

If these -- very recently, actually, we
were | ooking at -- at a package for acquisition that
had about 300 vertical wells associated with it as
well as -- but we were predom nantly focused on --
we -- we buy these vertical wells.

We're focused on the horizontal
devel opnent associated with the |ands that these wells
are on in and around. There was |lots of devel opnent
opportunity on this package, but it canme wth
sonet hi ng approxi mati ng 300 vertical wells.

And just the risk associated with these
regul ations and the cost burden that they would inply
that could conme into effect was enough for us to
really step back fromthat process because of what we
believe is -- is the significant cost associated with
this -- these neasures that are being proposed.

MR. CLOUTI ER: Thank you, M. Mtchell.

Madam Hearing O ficer, we uploaded an
excerpt from OCD Exhibit 16 that was introduced during
this rul emaki ng and would |ike to conduct surrebuttal
on it. Yes, ma' am

THE HEARI NG OFFI CER: Thank you. Go
ahead.

BY MR. CLOUTI ER
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MR. CLOUTIER. M. Everhart has pulled
up -- can you see the excerpt fromthe spreadsheet?

MR. M TCHELL: | can.

MR. CLOUTIER: Thank you. Now did you
listen to M. Powell's testinony?

MR. M TCHELL: No, | did not.

MR. CLOUTIER All right. Have you
reviewed the portions of Exhibit 16 that pertain to
Longfel | ow?

MR. M TCHELL: | have.

MR. CLOUTIER | want to ask you a
coupl e of questions. First of all --

And, M. Everhart, it's just there at
the bottom of your page right above the pink. If you
could zoomin just a little bit nore.

Coul d you tell us what those three
wells just above -- and pardon ne, |I'ma little bit
colorblind, but I would call that pink in there.

M. Everhart is highlighting them for us.

MR. M TCHELL: Sure.

MR. CLOUTIER: \What wells are those?

MR. MTCHELL: So -- so | don't see the
wel | nanes, but -- but those are salt water disposal
wells in our project. They're -- so, they're used to

basi cal |y di spose of produced water that we don't have
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beneficial use for.

MR. CLOUTIER Okay. And what is the
BOE reflected in that exhibit for each of those wells?

MR. M TCHELL: Zero.

MR. CLOUTIER  And what are the
producti on days?

MR. M TCHELL: Zero.

MR. CLOUTIER: Wuld you expect
those -- the OCD records to show no BOE and no
production days for those wells?

MR. M TCHELL: Yeah, those wells are
not producers. Those wells are used -- are injectors.
They're used for -- for essentially disposing of
produced water into approved formations.

You know, when you produce oil and gas,
you produce water along with it. That water has to go
somewher e.

We recycle a |l arge anmount of water for
ongoi ng conpl etions operations. But whatever excess
wat er we have, we put into these three wells, and
there's -- there's two other ones that we have in the
pr oj ect .

MR. CLOUTIER  Thank you. Have you
al so | ooked at Exhibit 16 to try and figure out what

t he bonding requirenments would be under this
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rul emaki ng for a Longfellow?

MR. M TCHELL: So -- so | have, and --
and |'mnot a | awer and -- and for sure ny
Interpretation is -- is nmy own.

But nmy understanding from | ooking at
this |ist and, again, understanding that -- that we
have about 20, 25 wells that would classify as
mar gi nal wells at $150,000 a well that would be
sonmet hi ng approximately a three and a half mllion
dol | ars bond.

MR. CLOUTIER.  And what percentage of
your wells are margi nal given your understandi ng under
of this rul emaking?

MR. M TCHELL: So on -- on this list,
it would be -- | think it was 26. So 26 percent
and -- and assum ng we have about a hundred wells,

t hat woul d be about 26 percent.

MR. CLOUTIER: Right. And have you
attenpted to determ ne what the cost would be to
Longfellow if you had to bond all of thent

MR. M TCHELL: |If we had to -- to bond
all of our wells, we'd be | ooking at sonething |like a
hundred -- fifteen mllion dollars.

MR. CLOUTIER. Right. And how do you

bond right now in New Mexico and at what cost?
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MR. M TCHELL: So we -- we have -- we
have, like | said, we have a -- a bunch of different
bonds, but if | speak generally to -- to them we bond
t hrough bondi ng surety conpanies and the -- they
charge us --

Well, it's actually gone up by about 50
percent in the last two couple year -- year or so,
from2 percent to 3 percent.

If we had to bond this increnmental 15
mllion, the likelihood is that would go up and there
woul d be a cash posting requirenment associated with
t hat | arger bond that we would have to have to bear.

MR. CLOUTIER: What would it mean to

Longfellow if it was having to spend that nopney on

bondi ng?

MR. M TCHELL: | nmean, it'd be
extrenely nmeaningful. W have -- | nean for -- for
us, we have -- we're not a big conpany. W -- we

operate out of cash flow W try to manage. We have

very | ow debt -- |evels of debt.

If we had to put, let's say -- say $10
mllion to -- to bonding, that would be noney that we
woul dn't be able to -- to invest in devel opnent.

MR. CLOUTIER: And does Longfell ow

I ntends to continui ng devel opi ng?
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MR. M TCHELL: Absolutely. W've --
we've drilled about 40 horizontals to date. W -- we
have another a hundred approximtely in our -- in our
forecast over the next five years.

MR. CLOUTIER: Thank you for your
testinmony, M. Mtchell.

Madam Hearing Officer, | nove to admt
the direct testinony of M. Mtchell and the four
pages of denonstrative exhibits that we have used.

THE HEARI NG OFFI CER: Thank you,

M. Cloutier. 1'll pause for a nonent in the event

there are objections. Okay. They're admtted. Thank

you.
(I PANM Exhi bit 2 was marked for
i dentification and received into
evi dence.)
MR. CLOUTIER  Okay, you can take it
down.

THE HEARI NG OFFI CER: Are you ready for
guestions?

MR. CLOUTIER: We passed the w tness,
Madam Hearing O ficer. Sorry.

THE HEARI NG OFFI CER: All right. Thank
you.

Just a rem nder, because M. M tchell
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was offered as a fact witness and kept testinony
within 30 m nutes, cross exam by every other party is

limted to 15.

&

Fox or M. Tisdel?

M5. FOX: No questions, Madam Heari ng
O ficer.

Al'l right.

M. Tremaine or M. Hall?

MR. TREMAINE: M. Tremaine this tine.

CROSS EXAM NATI ON

BY MR. TREMAI NE:

MR. TREMAINE: All right. Al right,
M. Mtchell, thank you for being here this afternoon.
My nanme is Jesse Tremaine. |'mthe legal director for
the O Conservation Division.

MR. MTCHELL: N ce to neet you.

MR. TREMAI NE: Excellent to neet you.
| just want to ask a couple clarifying questions. You
referred to Exhibit 16 as surrebuttal. Are you aware
that Exhibit 16 is an export of production and
I njection data from OCD permtting?

MR. M TCHELL: Yes.

MR. TREMAI NE: And do you agree that
production and injection data in OCD permtting is

reliant on the C-115 reports which are filed

Page 193

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

excl usively by operators?

MR. M TCHELL: Yes.

MR. TREMAINE: Okay. Do you understand
that injection wells fall under part 1(E) of the New

Mexi co Adm ni strative Code?

MR MTCHELL: I'mnot famliar with
t he code, but --

MR. TREMAI NE: Let me, 1I'Il rephrase.
|"mnot trying to -- | that was poorly phrased.
Sorry. |I'mnot trying to ask you to make a | ega

concl usi on.

But is it consistent with your
understanding that injection wells -- so specifically
produce water, salt water disposal wells -- require an
underground injection control permt from OCD?

MR. M TCHELL: Yes.

MR. TREMAINE: Okay. And is it your
contention in making your testinony that U C permtted
wells are bonded in the sane way as production wells

i n New Mexi co?

MR. M TCHELL: [|I'm not sure. W -- we
do have separate bonds for our -- our injection wells,
then -- we have -- we have bonds for our injection

wells. So I'"mnot sure if that's the question.

MR. TREMAINE: All right. You have
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separate bonds for your injection wells because the
bonding for injection wells is required under the
specific permt for each injection well; correct?

MR M TCHELL: ['mnot -- 1'm not sure.
| -- 1'"d have to talk to our regulatory fol ks about
t hat .

MR. TREMAI NE: Woul d that be sonet hing
t hat you would want to check in on before continuing
with the assertion that your injection wells are going
to require single well financial assurance of
$150, 000?

MR. M TCHELL: | don't think it
meani ngful ly inpacts --

MR. CLOUTIER  Objection.

M scharacteri zes the testinony.

We did not count the injection wells in
the count of potential marginal wells. The point of
mentioning it was different.

THE HEARI NG OFFI CER:  Al'l right.

MR. TREMAINE: |'mpretty sure he just
testified that they were concerned that those woul d
fall into the marginal well category.

THE HEARI NG OFFI CER: That's what |
t hought .

MR. CLOUTIER | think what the concern
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that was expressed was that the exhibit contained zero
BOE and zero production days and m ght have been
counted as, for instance, he doesn't know this, but
m ght have been counted by M. Powell in the wells
that he still considered non-beneficial use.

That was the purpose. He testified as
to 26 marginal wells, which is separate and apart from

t he saltwater disposal wells.

THE HEARI NG OFFI CER: | do renenber he
said zero BOE

MR. TREMAI NE: Okay. Well, I'Il let
the record reflect what the record reflects. | have
no further questions for M. Mtchell. Thank you very

much.

THE HEARI NG OFFI CER: Al l right. Thank
you, M. Tremai ne.

M. Moore?

MR. BI ERNOFF: Madam Hearing O ficer
it's actually going to be nme, if | --

THE HEARI NG OFFI CER: Oh, thank you.

MR. BI ERNOFF: |If we're next.

THE HEARI NG OFFI CER: M. Biernoff.
Thank you.

MR. BI ERNOFF: Thank you, Madam Heari ng
O ficer.
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CROSS EXAM NATI ON

BY MR. Bl ERNOFF:

MR. BI ERNOFF: Good afternoon,
M. Mtchell. | think we've had a little bit of
e.mai | contact, but | don't think we've net before.

Do | have this right? In your direct,
did you testify that Longfell ow would need to bond in
t he amobunt of around three and a half mllion dollars
for marginal wells if the proposed rule was
I npl enent ed, was pronul gated?

MR. M TCHELL: As | understand it, yes.

MR. Bl ERNOFF: Okay. And how nmany
wells are in that category? How many Longfellow wells
are in that category?

MR. M TCHELL: We -- we have about 20

wells that would fall into that category. And so the
three and a half mllion is an estimte at 150, 000 per
well times 20 wells is -- is how !l got to that nunber.

MR. BI ERNOFF: Has Longfell ow studi ed
or determ ned the present day plugging and renedi ati on
site cleanup costs for those 20 or so margi nal wells?

MR. M TCHELL: We -- we definitely --
well, we recently P&A a well, so we -- our -- our P&A
costs are fairly fresh associated with -- with one of

t hese type of wells. These are shallow wells; they're

Page 197

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

about 4,000 feet true vertical depth.

And that cost us, | think, just around
$30,000 to plug maybe a little bit less. Now the
remedi ati on aspect, | -- | don't have an estimate on
t hat .

MR. BI ERNOFF: Okay. So Longfellow
doesn't know as of today what it would cost to do
surface cleanup at the sites of those 20 or so
margi nal wells. Is that right?

MR. CLOUTIER  Objection. M. Mtchell
is not being tendered as a representative of
Longfellow or all its corporate know edge.

MR. BIERNOFF: Well, that's fair
enough, Madam Hearing Officer, | can ask the w tness
about his own personal knowl edge. We can |eave it at
t hat .

THE HEARI NG OFFI CER: AlIl right, go
ahead.

BY MR. Bl ERNOFF:

MR. Bl ERNOFF: M. Mtchell, do you
personal ly know what it would cost for Longfellow to
conduct surface cleanup reclamation/renedi ation at the
site of the 20 or so marginal wells?

MR. M TCHELL: We have not renedi ated

any of the vertical wells that we own in -- in New
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Mexi co.

MR. BI ERNOFF: And have you studi ed or
are you aware of any study by anyone el se at
Longfell ow of what those costs woul d be even though
you haven't done the work yet?

MR. M TCHELL: No.

MR. BI ERNOFF: Okay. Do | have this
right, M. Mtchell? Did you testify that if this
proposed rule were pronul gated, that Longfell ow woul d
need to bond in the ambunt of around 15 mllion for
all of its wells in New Mexico?

MR. MTCHELL: So | think the way the
question was asked was if | had to bond a hundred
percent of our wells, how nuch would it be? And if we
have approxi mately a hundred wells produci ng today,

t hat woul d be at $150,000. Well, that's where the 15
mllion came from

MR. BI ERNOFF: Okay. And has
Longfell ow, to your know edge, determ ned what it
woul d cost in today's dollars for Longfellow to plug
all of the wells that it operates in the State of New
Mexi co?

MR. M TCHELL: No.

MR. BI ERNOFF: Okay. And has

Longfell ow studi ed or determ ned, to your know edge,
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what it would cost for Longfellow to conduct surface
cleanup at the site of all of its wells in the State
of New Mexi co?

MR. M TCHELL: No.

MR. Bl ERNOFF: Thank you, sir.

Pass the w tness.

THE HEARI NG OFFI CER: Thank you,
M. Biernoff.

| don't believe we have Ms. Nanasi.

M. Maxwel |, do you have questions of
M. Mtchell?

MR. MAXVELL: No questions. Thank you.

THE HEARI NG OFFI CER:  Thank you.

M . Rankin, any questions?

MR. RANKIN: No questions to the
wi tness. Thank you, Madam Hearing O ficer.

THE HEARI NG OFFI CER:  Al'l right.

EOCG i s nonitoring.

M. Suazo, do you have questions?

MR. SUAZO. No questions from NMOGA for
this w tness.

THE HEARI NG OFFI CER:  All right.

M. Cloutier, do you have any redirect?

MR. CLOUTIER | do not, Madam Heari ng

Officer, and | request that M. Mtchell be excused.
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THE HEARI NG OFFI CER:  Comm ssi oners
m ght --

MR. CLOUTIER. Onh, | apologize. |
apol ogi ze, Conm ssi oners.

M. Mtchell, the comm ssioners nay
have some questions for you. They'll probably be the
smartest questions you get.

THE HEARI NG OFFI CER:  Conmi ssi oner
Anpomah.

CROSS EXAM NATI ON
BY MR. AMPOMAH:

MR. AMPOMAH. Thank you, sir, for your
testinony today. | do have few questions for you.

So you were asked about the bond. And
|l et's say how nuch you have to put, if, let's say, you
have 20 wells in the current definition of the
mar gi nal wel | s.

And you said 3.5 mllion bond that wl|l
be required. And you do have about 26 percent of your
wells in margi nal category based on the current
definition, which will nean that you have to bond all
your entire wells to be the tune to $150 mllion.

Now | want to ask, what if the
conm ssi on decides to go down to about 30 percent?

MR MTCHELL: [|'msorry -- |I'msorry.
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Your -- your volune stopped for a nonent after you
started going to all of our wells. Could you pl ease
repeat ?

MR. AMPOMAH. Sorry. So all your
wells, you will need about $150 million as you've
already testified to. So |I'm asking what if the
conm ssion -- instead of the 15 percent threshold for
operator to put a bond for all the entire wells is
reduced to 30 percent.

Woul d that alleviate sone of your

concerns?

MR. M TCHELL: You know, it's difficult
to answer that. And -- and the nunber | gave was 15
mllion, not 150, just for, for clarification.

But it's -- it's difficult to
understand. First of all, your -- your question was
broken up a fair bit, so | apologize if -- if it's
possi ble. Could you rephrase just the -- the short

versi on of the question.

MR. AMPOVAH: So your $150 million
requi red bond estimate is based on the fact that you
do have 26 percent of your wells in marginal category.
So I'"masking if the conm ssion adapt 30 percent
t hreshol d, would that alleviate sone of the concerns

you have?
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MR. M TCHELL: Not really. The -- the
sinple fact of the matter is that as a percentage of
total wells, it's -- it's -- it challenges operators
because to make deci sions that they otherw se would
not make.

So if I have just whatever nunber it
is, let's just call it 30 percent of ny wells are
mar gi nal , does that nean | no | onger can make new
acquisitions for -- for future devel opnent of new
| ands?

Because that -- the wells that woul d
come with it would put ne, you know, one well over the
line -- just as a sinple exanple -- and create 70
percent additional bonding requirenent. The fact
that -- that there's this |ever to sone and then all
that's generally a very big challenge for us to -- to
under st and.

And it will put us in situations where
we're either prematurely plugging wells that have --
t hat have beneficial -- that have production that we
can harvest economcally just to stay below, you know,
otherwi se arbitrary threshold to prevent that
slingshot of all of your wells. And wells have lots
of different uses.

| nmean, we have wells that we -- |ike |
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said, those three wells, and | believe after sone --
some of the -- the cross-exam nation those wells were

producers that we converted to saltwater disposa

wel | s.

And so we're taking sonmething that had
nom nal value to our -- to our operation in ternms of
production. W turned theminto sone -- assets that

have huge value to sustaining the new wells that we're
drilling and the production and water associ ated
with -- with those wells' production.

And if groups are forced to make
deci sions prematurely to plug in abandoned well s,
the -- the beneficial uses associated with not just
t he remai ni ng production, but also future conversions
to uphold reconpl etions or saltwater disposal.

O if you think about the operations
in -- in all of the secondary and tertiary floods in
the United States, those are all driven by vertical
wells that were primarily producers in their early
life that were converted into either water floods or

CO2 fl oods down the road.

So those -- those threshol ds that
create an all -- sonme or all, those are really the
chal l enge -- one of the challenges we have with --

wth sonme of the proposals that are being discussed.
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MR. AMPOMAH. So was it your testinony
that for the surety bond you'll probably be | ooking at
two to three percent of the total cost?

MR. M TCHELL: Qur current surety rate
Is 3 percent, but as your total aggregated bonds grow,
so does the -- so does the surety bond requirenent.

So it's uncertain if -- if -- for
exanple, all of our wells need to be bonded, what that
rate would | ook I|iKke.

The likelihood is it would be -- we
woul d have to post sone sort of cash collateral and
there would be interest associated with that plus the
three percent. So you m ght be |ooking at sonething
cl oser to ten percent.

MR. AMPOMAH: Ww. So if -- let's say
| zoom i n. Based on the current rules, you do have
150 mllion required bond that you have to acquire for
all the wealth that you have. So how nmuch are we
| ooking at in terns of the bonding anmount that you
have to pay for the surety bond?

MR. M TCHELL: Yeah. And | do want to
bring back -- just -- just to answer your question.

To -- to do 150,000 on the a hundred wells would be 15
mllion. So the -- the ambunt we'd be paying to the

surety, and the exanple I gave, would be about one and
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a half mllion dollars a year

MR. AMPOMAH: And you coul d use that
noney to plug the wells?

MR. M TCHELL: Well, we could use that
noney for lots of -- lots of things. W -- we use it
for -- for either devel oping new wells or plugging
wells as they -- as they nove through their productive
and useful life.

But yeah, that -- that noney would be a
meani ngful reduction in our -- in our capital
avail ability.

MR. AMPOMAH. | nean it is interesting
t hough. So from your estimation, who are we hel pi ng
here? |Is it enriching the surety bond conpanies or, |
mean, solving the probl enf

MR MTCHELL: | really think -- |
really think that the surety bondi ng conpanies are
going to have a chall enge neeting these regul ati ons.

We' ve already seen surety conpanies
pul ling back from-- fromnot only New Mexico
specifically, but really the oil and gas space in
general as bonding requirenments have changed over
tinme.

So there's a real possibility that

bonds -- the availability of bondi ng would be
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restricted to just the very | arge conpanies, which

woul d effectively decimate the -- the smaller
conpanies and -- and the nom and pops that are really
the | ocal kind of heroes of their -- of the small

communi ties that we operate.

So | don't know who the beneficiary
woul d be here, but it would certainly create a real
problem for -- the industry at |arge.

MR. AMPOMAH: Thank you for your tine,

MR. M TCHELL: Thank you.

THE HEARI NG OFFI CER:
Comm ssi oner Bloom do you have questions of
M. Mtchell?

MR. BLOOM | do, Madam Heari ng
O ficer. Thank you.

CROSS EXAM NATI ON

BY MR. BLOOM

MR. BLOOM M. Mtchell, good
afternoon. Thank you for your time. | represent the
| and offi ce.

Longfellow cane by, | think this past
spring, and tal ked to us about sonme of the things
you're doing out in Loco Hills, and | think you told

us today that you have taken production out at that
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devel opment from 200 barrels a day to 6,000 barrels a
day now. |Is that correct?

MR. M TCHELL: Correct. It's probably
alittle higher than that, but yes.

MR. BLOOM Yeah, so that's -- | think
that's a, you know, a nice achievenent, and we like to
see that on our state trust |ands because that nopney,
the royalty revenue fromthere, benefits our school
ki ds and ot her beneficiaries.

" m here for the Conm ssioner of Public
Lands, and so | think alnobst inextricably |I see things
t hrough that lens at times. |I'malso trying to have
and having a w der view al so.

You know, sonething |I've spoken to the
| egi sl ature about is the bonding gap we have on state
trust lands, and that was identified in a 2021 report
by the Center for Advanced Research as being $6
billion with a B. And that, that's sizable.

| mean, all the noney that we've been
able to nake fromoil and gas off of state trust |and
since statehood is in the | and grant pernmanent fund,
and that's about $35 billion today. And so that
bondi ng gap that's out there could be one sixth of
t hat .

You know, on the other side, | was
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asked to, you know, calculate this based on sone
guestions we got at the |egislature about, you know,
what kind of income cones in fromindependents and how
wll certain activities affect independents.

| ndependents pay royalties, the | and
office of $15 mllion a year out of 2.5 billion. So
that's about half of one percent of our royalty incone
cones fromindependents. And we have a bondi ng gap of
$6 billion.

So this is what we're trying to
negoti ate up here. How do we protect the state and
t he taxpayers and beneficiaries and try to prevent
waste, protect the environnment, protect public health,
wat er .

You, when you see that delta in terns
of inconme to the bonding gap, you know, what are you

hopi ng that the OCC does here?

MR. M TCHELL: You know, I'm-- I'm an
engineer. It's -- it's not really ny place to
recommend policy or -- or regulation, and that's not

really why |I'm here today.

It's -- it's a challenging position
that you're in, and | understand the need for these
di scussions, but I"'mreally here to talk about kind of

t he operator view and -- and anything that tips into
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the legal or -- or regulatory recommendations is
really outside of ny expertise.

MR. BLOOM Well, sir, thank you so
much for your time, M. Mtchell. Mich appreciated.

No further questions.

THE HEARI NG OFFI CER:  Chair Chang?

MR. CHANG  Thank you for your tine,
but no. No questions fromne. Thank you.

THE HEARI NG OFFI CER:  All right. Any
reason not to excuse M. Mtchell? No?

Thank you very nuch, M. Mtchell, for
your testinony.

MR. M TCHELL: Thank you very nuch.

MR. CLOUTIER  And, Madam Heari ng
Oficer, Ms. Tripp's prepared to call M. Hanagan.
And our next witness, M. Sharpe, is not avail able
till three. So suggest we take a break either before
or after M. Hanagan. \Whatever your pleasure.

THE HEARI NG OFFICER:  All right, let's
take ten m nutes now. | just realized it's 2:25,
SO --

MR. CLOUTIER  Thank you, Madam Hearing
O ficer.

THE HEARI NG OFFI CER: W'l | be back at
2: 35.
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(O f the record.)

THE HEARI NG OFFI CER: Okay, | see
Ms. Tripp on the screen.

M5. TRIPP. Yes, Madam Hearing O ficer.

THE HEARI NG OFFICER:  And | --

MS. TRIPP: Ms. Apodaca is in the
process of --

THE HEARI NG OFFI CER:  Bringi ng up
M. Hanagan?

M5. TRIPP: Yes, ma'am

THE HEARI NG OFFI CER: Al l righty.

M . Hanagan, can you unnute yourself?
Maybe even turn on your canera?

MR. HANAGAN: You got nme?

THE HEARI NG OFFI CER: Yes, yes. Thank
you. Loud and clear. Wuld you spell your first and
| ast name for the transcript, please?

MR. HANAGAN: It's Mke, MI-K-E,
Hanagan, H A-N-A-G A-N.

VHEREUPON,

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

THE HEARI NG OFFI CER: Thank you.
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Go ahead, Ms. Tripp.
DI RECT EXAM NATI ON

BY MS. TRI PP:

M5. TRIPP. All right now Thank you,
M. Hanagan. We've net a couple tinmes. You know who
| am and you've already spelled your nanme, but can
you let us -- let nme restart that.

You submtted sonme rebuttal testinony
in this rulemking. Do you recall that?

MR. HANAGAN: Yes, mm'am

MS. TRIPP. GCkay. And do you have any
changes or adopt it as is?

MR. HANAGAN:. | believe what wl| adopt
It as is.

M5. TRIPP. Ckay. And can you
i ntroduce yourself to the conm ssion in ternms of your
per sonal background, education?

MR. HANAGAN: | graduated with a degree
I n geology from Fort Lewis College in Durango in 1983.
| " ve been in enployed either as an enpl oyee or an
owner in the oil and gas industry in New Mexico since
t hen.

M5. TRIPP: And what conpani es have you
wor ked for over your career?

MR. HANAGAN: | started with Marbob
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Energy with -- was with themquite a while. Then I --
| went in with Manzano G| Corporation and then becane
an owner of Manzano G| Corporation.

And then -- then we started Manzano,
LLC and then several different Manzano Energy
Corporation entities that were private-equity-backed
entities.

M5. TRIPP: And what is Manzano LLC?
How big is it? How many enpl oyees? What do y'all do
I n New Mexico?

MR. HANAGAN: We're an operating

conpany. We -- we have 11 enployees that are directly

enpl oyed by us. And then, you know, nunmerous -- we
utilize third party contractors for -- for |lots of
stuff.

MS. TRIPP. And so in ternms of the kind
of drilling and exploration that Manzano's been
I nvol ved with, can you el aborate a bit on that?

MR. HANAGAN: Yeah, you know, currently
for -- since 2008, we -- we've drilled alnost entirely
hori zontal wells, excluding a couple of disposal wells
and maybe two at the nobst vertical wells.

But al nost all horizontal wells drilled
in for in -- in New Mexico and West Texas, San Andres

Formati on, Penn Shal e Canyon, Shale, |ots of Bone
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Spring.

MS. TRIPP: And those hundred or sone
wells that you've drilled as a snmall conpany, do you
operate those from beginning to end or what's the
typical transaction like for y'all?

MR. HANAGAN: Yeah, we have, you know,

especially since 2000 -- 2008, we've -- we've been
backed by private equity capital and -- and so we --
we -- Manzano is the operator of those wells.

We' |l put those deals together, put

| and together, then we'll drill sone wells to de-risk
them and Manzano will operate all those.

Then -- then we'll -- we'll sell it to
another -- to a larger conpany. So -- so we'l

operate from start through conpl eti on and production,
but we'll -- we normally do not develop the fields.

M5. TRIPP: Because that devel opnent of
the fields after you de-risk, that occurs with a
| arger operator. |Is that right?

MR. HANAGAN: Correct.

M5. TRIPP. Okay. So we've heard a
| ot -- and your rebuttal testinony was respondi ng sone
of the points that M. Purvis made, and we've heard a
| ot about how 97 percent of production is in the top

10 percent of operators. And so do you have an
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opi ni on about that figure?

MR. HANAGAN: No, that's tr

ue. But a

| ot of those operators got their production fromthis

10 percent that -- that found it and then sold it to

t hem

MS. TRIPP: And in addition to drilling

wel I's, has Manzano plugged wells over its 40-year

hi story in New Mexico?
MR. HANAGAN: Yeah, | -- |
pl ugged 76 total.

beli eve we

MS. TRIPP: And does Manzano have -- |

think you nentioned Texas. Can you talk a little bit

about your operations in Texas?
MR. HANAGAN. Yeah, we're -

operating nore and nore all the time over

- we're

in Texas

and -- and we currently operate about 80 wells over

there. We'll plug three to five wells a year there.

And those are all horizontal wells, either
or San Andres.

MS. TRIPP: And so when M.

Spraberry

Purvis says

there's no such thing as a small conpany drilling
shale wells, well, Manzano is a small conpany, and you
guys are drilling horizontal wells. |Is that right?
MR. HANAGAN:. That -- that's correct.
You don't get nmuch smaller, and that's all we drill
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M5. TRIPP: And in your perspective --

I n your experience in New Mexico, the effects of this
proposed rule, are you already starting to see that in
t he industry?

MR. HANAGAN: Yeah, | see it not only
at ny conpany, but | see it at -- at ina-- in
properties that have been placed up for sale on the
mar ket .

| know of two within the last two
nont hs that have not closed because of the -- it's not

just because of the financial surety.

It -- it's the -- the lack of -- of
confidence in -- in what it's going to be. That -- to
assure to -- to what they're going to have to bond
when we -- if we bought sone of these properties.

MS. TRIPP. Wuld you consider, well,
let me -- strike that.

Anot her statenment that you res
responded to M. Purvis offered was that the conpanies
who are affected by this rulemaking will be m ssed the
| east. But it's nmy understanding that small operators
have a large role in New Mexico. |Is that right?

MR. HANAGAN: | believe we do. | think
we have -- have had -- all during time a -- a huge

role in the state and -- and | know nost people now
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apparently think that we will be m ssed the |east, but
| would say we won't.

MS. TRIPP. And | see you've nentioned
t hat Manzano has gone through a couple iterations with
private equity.

And so to the extent that this rule was
in effect back then when you were taking on those
projects, would it have changed the cal cul us or
whet her you decided to invest and devel op those
fields?

MR. HANAGAN: Well, it's definitely
changed the private equity outl ook, although it's
com ng back now.

But -- but since 2008 to 2022, we had
four iterations of -- of our private equity conpany.
And they were no longer interested in investing in New
Mexi co because of the uncertainty -- the regul atory

uncertainty.

Sol -- | mean that was a -- we've
noved on and drilled projects since then and all -- it
didn't put an end to us, but it -- it put an end to

theminvesting in this state.
M5. TRIPP. And I, you know, we've
heard a fair bit of testinony about "specul ativeness"

and about risk during the rulemking. M. Purvis
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of fered the opinion that that small operators are
just -- they're ganbling. And does Manzano ganbl e
when you decide to develop a project?
MR. HANAGAN: O course we do. That's
sonething that's been the history of the oil business.
M5. TRIPP. But that ganble's not based
on guesswork. You're relying on your experience and

on informati on.

MR. HANAGAN: Oh yeah, it's a -- it's
an educated guess with the -- and we put it 3D science
in there -- 3D seismc. | nmean, we -- we put a |ot
into it. But anybody tells you that this business
isn't a ganble, it's -- it's a -- it is.

M5. TRIPP. That's fair. And | -- for

a second to talk a little bit nore about the bonding.
How is Manzano currently bonded within the state?

MR. HANAGAN: W th cash bonds.

M5. TRIPP: And, you know, how many
bonds are you currently required to carry and are
there any changes that are also affecting your
operations?

MR. HANAGAN: Well, we -- we have the
state bond, OCD plugging bond, then we have a -- a
bond with the State Land Ofice, and then we have a

bond with the -- the BLM
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And all of these, you know, of course
there's this rulemaking and the State Land O fice sent
out proposals | ast week or week before | ast about
i ncreasing the bond to $150, 000 per lease. | can't
remenber the exact specifics of it.

And then we also got notice within the
| ast nonth that the -- our BLM bond would go up to
$500, 000.

M5. TRIPP. And so froma | arger
perspective, based on your experience in New Mexico,
and as a resident of New Mexico, what do you predict
to be the ultimte outconme of adopting these rul es?

MR. HANAGAN. Well, | know they're
going to achieve what it is that they're trying to
achi eve, but they're going to destroy a lot in the --
in the process of doing it. And |I'mnot even sure
It's going to achieve what they're trying to do.

MR. BIERNOFF: I'msorry to interrupt,
Madam Hearing O ficer, | apologize for the delay. |
was having trouble with nmy buttons here.

" mgoing to object to the question and
ask that the answer be stricken because it clearly
calls for speculation on the part of the w tness,
which is sonething that the industry advocates have

made a big deal about in this proceeding.
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THE HEARI NG OFFI CER: Ms. Tripp, there
have been nunerous objections about inviting
specul ati on.

M5. TRIPP. Yes, Madam Hearing O ficer,
but 1I'm asking himon, based on his experience in
ternms of operations within New Mexico, if single-wel
bonding is applied at $150,000, how wi Il that affect
Manzano's operations. And | can restate the question
to follow that.

THE HEARI NG OFFICER:  All right. O
perhaps lay a better foundation for his ability to
answer that question w thout specul ating.

BY MS. TRI PP:

M5. TRIPP: Absolutely. So,

M. Hanagan, | think we covered that you ve worked in
the oil and gas industry for the last 40 years; is
that right?

MR. HANAGAN:. Yes, ma' am

M5. TRIPP:. Ckay. And then through
t hose 40 years, have you seen changes in regulations?

MR. HANAGAN: Yes, ma' am

M5. TRIPP:. Ckay. And have you
experienced the effects of those changes of
regul ati ons?

MR. HANAGAN: Yes, nma' am
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M5. TRIPP:. Ckay. And to the extent
t hat Manzano woul d need to bond either marginal wells
at 150, 000 or plug wells because they're categori zed
as no beneficial use, how would that affect your
operations?

MR. HANAGAN: Under our current wel
count, it wouldn't. It -- it -- because | don't have
any marginal wells, so |l -- | have a m nimal nunber of
well's right now.

M5. TRIPP: | understand that. At a
different time when Manzano was operating and you had
nore wells, would it change your anal ysis?

MR. HANAGAN: Yes, ma' am

M5. TRIPP: Okay. And how would it

change?

MR. HANAGAN: It in all likelihood
would drive me -- it -- it depends on which property
It was, but it -- it has the potential of driving me

out of the state.

M5. TRIPP. Ckay. And | think the |ast
piece with your testinony that responded to the O
and Conservation Division, M. Justin Winkle, but I
don't believe we need to revisit that based on the way
the rul emaki ng' s devel oped.

But, you know, is it still your opinion
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t hat operators categorize expenses differently,
whet her it's CapEx or OpEx?

MR. HANAGAN: Yes, ma' am

M5. TRIPP. Okay. | have no further
gquesti ons.

"1l turn the wi tness over.

THE HEARI NG OFFI CER:  Al'l right. Thank
you, Ms. Tripp.

Ms. Fox or M. Tisdel?

MR. TISDEL: Yeah, just a few
guestions, Madam Hearing O ficer.

CROSS EXAM NATI ON
BY MR, TI SDEL.:

MR. TISDEL: Hello, M. Hanagan. My
name's Kyle Tisdel. I'man attorney with the Western
Envi ronnmental Law Center and represent the applicants
in this proceeding. How are you this afternoon?

MR. HANAGAN: |'m good, thank you.

MR. TISDEL: Thanks. Just a few very
short questions. Ms. Tripp was asking you -- or
referencing your 40-year history as an operator in the
state.

And she al so recogni zed that over those
four years you have experienced several instances or

many i nstances of new rules or regul ations that have
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t aken place over the course of that 40 years; correct?

MR. HANAGAN: Correct.

MR. TISDEL: And in your experience as
an operator, have you al ways been able to adjust to
t hose changes in rules?

MR. HANAGAN: For the nobst part.

MR. TISDEL: So you would characterize
your operations as being in conpliance with OCD rul es
as they have adjusted over the |last 40 years?

M5. TRIPP: Madam Hearing Officer, |l
object. | | did not ask whether Manzano was able to
conply wwth regul ations --

MR. TISDEL: No, that was nmy question,
Ms. Tripp. Yeah, that was my question, M. Tripp.

M5. TRIPP:. [It's outside the scope of
the rebuttal testinony that was offered. That's ny
obj ecti on.

THE HEARI NG OFFI CER:  All right,

M. Tisdel, howis it related?

MR. TISDEL: He's testified that over
t he course of his 40 years of operating in New Mexico,
he's experienced many rul e changes. And |'m asking
whet her he has been able to conply with those rule
changes.

THE HEARI NG OFFICER:  All right. o
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ahead.
BY MR TI SDEL:

MR. TISDEL: Wbuld you like ne to
restate the question, M. Hanagan?

MR. HANAGAN: No, no. | -- | believe
|'ve conme into conpliance with all of them Sone were
har der than others.

MR. TISDEL: Okay. And you also said
that you have currently no wells in marginal status.
|s that correct?

MR. HANAGAN: Correct.

MR. TISDEL: And so therefore you have
no wells also that would be presuned not to be in
beneficial use under the proposed rul es?

MR. HANAGAN: Correct.

MR. TISDEL: Ckay. Those are all the
questions | have.

THE HEARI NG OFFI CER: Ckay. Thank you,
M. Tisdel.

M. Tremaine or M. Hall?

MR. TREMAINE: M. Tremmine. Thank
you, Madam Hearing Officer.

/1
/1
CROSS EXAM NATI ON

Page 224

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

BY MR, TREMAI NE:
MR. TREMAI NE: Good afternoon,
M. Hanagan. M nane is Jesse Tremaine. |'mthe
| egal director for the G| Conservation Division, and
we very nuch appreciate your tine today.

During your testinony, | believe you
had i ndicated that Manzano has been backed by private
equity since 2008; correct?

MR. HANAGAN: Correct.

MR. TREMAINE: Okay. Wen | | ook at
your operator file, it looks |like you have about five
wells now, and those wells are either in new status or
t hey' ve been nore recently drilled and brought into
production. |Is that a fair characterization of your
portfolio?

MR. HANAGAN: As of now in New Mexi co,

| have two wells. | have three wells total on record.
One of themis a marginal well, and two of them are
new wel | s.

MR. TREMAINE: Okay. In your testinony
you i ndicated that you were operating the Vince BGH
nunber 1, and during that period of time you brought
two new horizontal wells online, the Rag Manma 30-19
Fee 1, and then Sodbuster 21 Fee nunber 4. |Is that

accurate?
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MR. HANAGAN: | am no | onger operating
those, but, at the tinme, | operated those.

MR. TREMAINE: Right. GCkay. You
drilled them and you spud and conpleted those wells;
correct?

MR. HANAGAN: Yes. The -- the Rag Mamm
and the Sodbuster. The -- | did not drill the vents.

MR. TREMAINE: Right. Thank you.
Thank you. Are you able to recall how long the
hori zontals on the Rag Mama and the Sodbuster are?

MR. HANAGAN: They're both one mle
| aterals. One -- one mght be a mle and a quarter.

MR. TREMAINE: Mle or mle and a
gquarter. GOkay. Do you recall what the drilling and
conpl etion costs were for the Rag Mama?

MR. HANAGAN: Yeah, the Rag Mama was a
little over 4 mllion. It was a little nore than the
Sodbust er.

MR. TREMAINE: So the Sodbuster was a
little less than 4 mlIlion? O how would you
characterize that?

MR. HANAGAN: Correct.

MR. TREMAI NE: Okay.

MR. HANAGAN: Yeah, I'm-- |I'm--
that's just roughly on both of themwithin a mllion
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dol | ars.

MR. TREMAI NE: Okay. The couple
guestions on the Vince BGH nunber 1. | pulled up the
well file just to kind of clarify here, and |I'm goi ng
to -- looks |ike we've gotten kicked out. One nonent.
|"mgoing to join, and then when that works, okay, |'m
going to share ny screen.

Al right, M. Hanagan, |I'mgoing to --
allow ne to scroll up here. Don't want to start in
the mddle. Al right.

This is the OCD permtting well file
for the Vince BGH nunber 1. So just for the record,
did you transfer this well from Manzano to Ad Astra
Resour ces?

MR. HANAGAN: | did.

MR. TREMAI NE: Okay. Really just
maki ng sure we're on the sane page here. | want to
jump down to -- I'mclicking on the production here.

And when we | ook at the production

hi story for this well, if you look in the production
section, we see oil, gas, water, and days reported,;
right?

And you had indicated in your testinony
that there were approximately five years where this

well would' ve fallen into a margi nal well status. Do
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you agree?

MR. HANAGAN: | did testify to that.

MR. TREMAI NE: Okay. And then | just
want to draw your attention to 2011 and 2012.

So in 2011, it looks |ike you produced
297 barrels of oil. 1I'Il just skip over gas. And you
produced for 80 days. But in 2012 you produced 2,999
barrels of oil and produced for 252 days.

So from 2011 to 2012, you saw a
significant bunp in production on that well. \What
happened with the well? O what did you do to the
well to increase the production in that time period?

M5. TRIPP: Madam Hearing O ficer, |'l
object to the extent that M. Hanagan can renenber
what one well did 13 years ago. |'m happy to have him
answer, but certainly we didn't exam ne himor proffer
this in our rebuttal testinony.

THE HEARI NG OFFI CER: Ri ght, but he
testified about its status.

And, M. Hanagan, if you don't
remenber, you can say you don't renenber, but if you

remenber, please answer.

MR. HANAGAN: | don't renenber, but |
didn't even own the well at that tine. It was
operated by Yates Petroleumtill late in the 2000
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teens, if not the twenties. So | -- | wasn't even the
operator then. So I have no know edge of that.
BY MR. TREMAI NE

MR. TREMAI NE: Ckay. So, M. Hanagan,
I'"lIl ask a different question. So, to clarify, are
you saying that the well that you operated at a |ater
date woul d' ve been in marginal status while it was
operated by a different operator?

MR. HANAGAN: | think so.

MR. TREMAINE: Okay. In your
experience, operating, drilling, conpleting and
produci ng nunerous wells, would you expect a well to
go from 297 barrels of oil in a year to al nost 3000
barrels in a year without perform ng sone sort of work
on that well?

MR. HANAGAN: | would not.

MS. TRI PP: Madam Hearing O ficer,
that's the same objection for speculation that's
al ready been rai sed.

MR. TREMAINE: | think there's anple
foundation for this question, but |I'm noving on.

THE HEARI NG OFFI CER: All right. Thank
you, M. Tremai ne.

Il
BY MR. TREMAI NE:
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MR. TREMAINE: All right. So,

M . Hanagan, |ater on, we see that in 2022,

fell down to |l ess than a thousand BCE -- act
2021, sorry -- fell down to |less than 2,000
BOE. And you reported zero days.

this well
ually, in

-- 1,000

And it remai ned bel ow that threshold

for the remainder of that well's active life; right?

Did you owmn or operate the well during this
time in 2021 through 20257
MR. HANAGAN:. Yes.

MR. TREMAINE: Okay. Did you

ultimately performthe plugging on that well
Astra plug that well?
MR. HANAGAN: That well hasn'

pl ugged. That was the whol e purpose of that

peri od of
or did Ad
t been

testimony. That well was converted to an injection

well and is a pressure maintenance well at this tine.
The whol e purpose --
MR. TREMAINE: | see.
MR. HANAGAN: -- was to show as a
use -- of a beneficial use of a well that had no
val ue.
MR. TREMAINE: | see. Thank you very

much for that clarification. So in 2021, that was --

okay -- that's the fifth year you were referring to.
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So in 2021 that well would ve fallen into the marginal

wel | category; correct?

MR. HANAGAN: Correct.

MR. TREMAINE: Okay. And then it was

converted to injection. So do you agree that when it

was converted to injection, it would no | onger fall

into the marginal well category?
MR. HANAGAN: | don't know.
MR. TREMAI NE: Okay.
MR. HANAGAN: | don't know.

know what category it falls into.

| don't

MR. TREMAINE: Do you agree that this

well -- if you have a well in this type of posture or,

you know, production situation, and that you as a, you

know, oil and gas devel oper, if you're going to do

sone sort of -- you have a plan for that well, that

you can apply to the division to put that well into

approved tenporary abandonnent ?

MR. HANAGAN: Do | know that you can do

t hat ?
MR. TREMAI NE: Yes.
VR. HANAGAN: Yes.

MR. TREMAINE: Okay. So if you as an

operator are |ooking at a well that's dropping off

production, and you want to do sonething with the well
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or you want to convert it to injection, you have
vi abl e options available to you to keep that well out
of marginal status, don't you?

MR. HANAGAN. You may. | -- you don't
al ways.

MR. TREMAI NE: Okay. | did.

MR. HANAGAN: In this case.

MR. TREMAI NE: So, M. Hanagan, you
just testified that you operated this well in 2022 at
the tinme it was converted. Was there sonething
mechani cally going on with that well that woul d' ve
prevented you in 2022 from sinply producing that wel
for nore than 180 days?

MR. HANAGAN: Well, | -- 1 wasn't
maki ng any noney produci ng whatever | was maki ng at
that tinme.

MR. TREMAI NE: Okay. So you deci ded
for business reasons to produce that well for |ess
t han 180 days during 20227

MS. TRIPP:. Objection. | believe that
m sstates his testinony so far.

MR. TREMAINE: All right, I'Il nove on
and pass the w tness.

Thank you, Madam Hearing O ficer.

THE HEARI NG OFFI CER: AIl right. Thank
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you, M. Trennine.

M. Biernoff, do you have questions of

M . Hanagan?

MR. BI ERNOFF: Yes, | do, Your Honor --
Madam Hearing O ficer. Thank you. [|'mjust trying to

get the canmera back on, so thanks for bearing with ne.

CROSS EXAM NATI ON
BY MR. Bl ERNOFF:

MR. Bl ERNOFF: Good afternoon,
M. Hanagan. |I'm Ari Biernoff. |'man attorney for

the State Land O fice and Conm ssioner of Public

Lands. | have a few questions for you.

You established with M. Tremi ne, the

prior attorney who was asking you questi ons,
Manzano operates -- | think it's five wells

state of New Mexico. |Is that right?

MR. HANAGAN: No, | stated it's three.
MR. BIERNOFF: Onh, it's three. Okay.
| inflated it by accident. So you' re operating three
wells now, and | think you testified in response to
one of Ms. Tripp's questions that Manzano has pl ugged

sonet hi ng around 70 wells, nmaybe nore. |Is that right?

MR. HANAGAN: | -- 1| believe
identified 76. Sonmewher e.

MR. Bl ERNOFF: Seventy-six wells.

t hat

-- in the

we
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Okay. And so does Manzano -- is it fair to say that
Manzano has a snall er operational footprint in New
Mexico than it did in the past?

MR. HANAGAN:. Definitely.

MR. BI ERNOFF: Okay. And you are not
taking the position that this proposed rule -- which
hasn't been adopted, is just being considered --
you're not taking the position that this rule is what
has shrunk Manzano's busi ness, are you?

MR. HANAGAN: It is a large -- this
rule's been tal ked about for well over a year. And it
Is a -- a big reason that I'm--

MR. Bl ERNOFF: It is?

MR. HANAGAN: It -- it is.

MR. BI ERNOFF: Okay. Well, let's
explore that a little bit. A year ago when this rule
was first being tal ked about, how many wells was
Manzano operating in New Mexico?

MR. HANAGAN: Probably 25.

MR. BI ERNOFF: Okay. And is it your
testinony that because of the possibility of this rule
bei ng i ntroduced, being petitioned, possibly being
pronul gated in sone form that that is why Manzano got
rid of 22 of the wells that it used to operate a year

ago?
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MR. HANAGAN: That's not ny testinony.
My testinony is that the regulatory environnment in New
Mexi co has not -- has made it conducive to do business
el sewhere.

MR. BIERNOFF: Did you profit fromthe
transfer of any of those approximately 22 or 23 wells
that you operated a year ago and don't operate today?

MR. HANAGAN. | -- | do not profit from
them | sold themfor less than they were making.

MR. BI ERNOFF: Okay. So you took a
|l oss to get rid of 20 plus wells sinply because this
rul e was being tal ked about? |Is that your testinony?

MR. HANAGAN: Again, it was not ny
testinmony. And it was not just this rule. [It's the
overall regulatory environment in New Mexico towards
the oil and gas industry that's just nade it nore
conduci ve and profitable to go el sewhere.

MR. Bl ERNOFF: M. Hanagan, you
mentioned in your direct testinmony that -- | think you
said there were two transactions that you knew about.

And | wasn't clear on whether those
wer e Manzano involved or not, that there were two
transactions that didn't cl ose because of the specter
of this rule. Did | get that right?

MR. HANAGAN: It -- it was because of
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the uncertainty of total financial assurance and --
and the cost of transferring what it was going to cost
to transfer a lot of those wells in there.

And then how many of those were going
to -- would fall under this rule. | -- 1 -- |I'"maware
of two transactions that did not close.

MR. BI ERNOFF: And were those
transactions that involved Manzano as a party?

MR. HANAGAN:. They were not.

MR. BI ERNOFF: \Who did they involve?
What transactions were they?

MR. HANAGAN: | can't. | -- | was
under a confidentiality agreenent when | reviewed.

MR. BI ERNOFF: Madam Hearing O ficer.

" mgoing to ask that M. Hanagan's testinony about
undi scl osed, unspecified transactions be disregarded.
There's no reliability here if we don't get details on
what these supposed transactions were.

THE HEARI NG OFFI CER:  Al'l right, thank
you, M. Biernoff. | believe the conm ssion can
certainly consider M. Hanagan's testinony and give it
the weight that is appropriate to give it. So |I'm not
going to dismss it, but they'll certainly be advised
as to weight.

BY MR. Bl ERNOFF:
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MR. BI ERNOFF. M. Hanagan, are you
i nvol ved in an ownership or managenent capacity, an
entity called Hanagan and Hanagan?

MR. HANAGAN: | -- well, indirectly.
It -- it was dissolved in back in the sixties or
seventi es.

MR. BI ERNOFF: Okay, so Hanagan and
Hanagan, that entity that was dissolved in the sixties
or seventies, that doesn't have any ongoi ng commerci al
I nterest as far as you know?

MR. HANAGAN: No, it was owned by ny
dad and ny uncle. And they never did business, and

they're both dead, and they did not do any busi ness

under Hanagan and Hanagan since, | think, the |ate
sixties, but without a doubt the last -- the late
seventi es.

MR. BI ERNOFF: Okay. And what about
Hanagan Petrol eum Corporation? |Is that an entity that
you're involved with in an ownershi p or managenent
capacity?

M5. TRIPP: Madam Hearing O ficer, |'m
going to object to this |ine of questioning.
M. Hanagan's here to testify about his role with
Manzano LLC and his personal know edge and

experiencing industry.
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We have haven't exam ned or attached
credibility of witnesses with any other witness that's
appeared in this rulemaking. | think it's inproper in
this venue.

MR. Bl ERNOFF: Madam Hearing O ficer,
there's nothing inproper about determ ning whether
this witness is involved, not only in the business
affairs of the conpany that Ms. Tripp cherry-picked to
have himtal k about, but also in other entities that
he may or may or may not be involved in.

I f he's not involved with them we can
nove on. But if he is involved with them the
conpl i ance problens, including failure to bond that
t hose conpani es have experienced is a suitable |ine of
I nqui ry.

THE HEARI NG OFFI CER: | agr ee,

Ms. Tripp.

Go ahead, M. Biernoff.
BY MR. Bl ERNOFF:

MR. Bl ERNOFF: M. Hanagan, | was
asking do you have any ownership or managenent
I nvol venment i n Hanagan Petrol eum Corporation or
Hanagan Petrol eum Conpany?

MR. HANAGAN: Hanagan Petrol eum

Corporation, |I'mthe president of.
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MR. BI ERNOFF: Okay. Okay. And does
Hanagan Petrol eum operate any wells in New Mexi co?

MR. HANAGAN: They do not.

MR. Bl ERNOFF: Ckay. And so therefore,
Hanagan Petrol eum has no reason at this point in tine
to post a bond with the G| Conservation Division; is
that right?

MR. HANAGAN:. They do not, but |
beli eve they have one.

MR. BI ERNOFF: Okay. Okay. Thank you
very nmuch, M. Hanagan.

THE HEARI NG OFFI CER:  All right. Thank
you, M. Biernoff.

Let's see, don't think we have

Ms. Nanasi .
M. Maxwell, do you have questions?
May have stepped away.
M. Rankin, do you have questions?
MR. MAXVEELL: No questions, thank you.
THE HEARI NG OFFI CER: Ckay, thank you,
M. Maxwel .

M. Rankin, do you have questions?
MR. RANKI N: Madam Hearing O ficer, |
don't have any questions of M. Hanagan. Thank you.

THE HEARI NG OFFI CER:  Ckay.
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this witness,

EOG is nonitoring.

M. Suazo, do you have questions?

MR. SUAZO. NMOGA has no questions for

Madam Hearing O ficer.
THE HEARI NG OFFI CER: Al |

Ms. Tripp. Do you have redirect?

Just one real

BY MS. TRI PP:

O | Conservation Division asked you sone questions

about the Vents Pressure Miintenance project, and |

j ust thought

cited that as an exanpl e of

vertical wel

and how are you acconplishing that?

your typical

M5. TRIPP:. Yes, Madam Hearing O ficer.

briefly.
REDI RECT EXAM NATI ON

So, M. Hanagan, M. Tremaine fromthe

it was interesting because obviously we

But what was the reason to repurpose,

pressure mai ntenance, water fl oodi ng,

anything |like that.

wel | was defi

were associated with it -- the Rag Mama and t he
Sodbuster -- were both high-water

hi gh-water cut wells. And their production was

MR. HANAGAN: Yeah, but so that -- that

nitely uneconomc. The two wells that

repur posing an old

Because it's not

produci ng wel | s,

ri ght,
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decr easi ng.

So it was a way to utilize the -- the
vents to both inject the water and -- and mmintain the
reservoir pressure, which -- which at the hearing
before the State OCD on -- on the project, we ended up
showi ng that -- that it did that indeed.

M5. TRIPP:. And so you've seen that
proj ect bear results, and in terns of increased
production, better quality for those wells. And in
ot her areas within New Mexico, sone conpanies are
usi ng that sanme approach; is that right?

MR. HANAGAN: You know, | -- | can't
speak to whet her other conpanies are. | know ot her
conpanies are using a simlar approach to do -- inject
their gas when -- when they have a plant go down or
sonet hi ng under the new net hane rul es.

You -- you know, you have to -- you'd
have to shut in wthin eight hours. So they have gone
to the trouble of converting sone wells into gas
i njection wells where they can put that gas straight
into the ground as opposed to shut themin.

M5. TRIPP. Okay. Al right. Thank
you. That's all the questions | have. | really
appreciate your tinme today.

MR. HANAGAN:. All right. Thanks.
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THE HEARI NG OFFI CER:  Thank you.

Thank you, Ms. Tripp.

Comm ssi oner Anmpomah, do you have
questions of M. Hanagan?

MR. AMPOVAH:  No. No, | do not.

THE HEARI NG OFFI CER:  Conmi ssi oner
Bl oont?

MR. BLOOM M. Hanagan, thank you so
much for your tinme today. | do not have any questions
for you. Thanks again.

THE HEARI NG OFFI CER: Okay. Chair
Chang.

MR. CHANG | don't have questions
either. Thank you.

THE HEARI NG OFFICER:  All right. |If
there's no reason not to excuse M. Hanagan.

Thank you very nuch, M. Hanagan.

MR. HANAGAN: Ckey doke. Thank you.

M5. TRIPP. And, Madam Hearing O ficer,
| PANM s next witness will be M. George Sharpe. And |
bel i eve he may be on the platform

THE HEARI NG OFFI CER:  All right, thank
you.

MR. SHARPE: And indeed, | am here.

THE HEARI NG OFFI CER: Great. Let's
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see.

MR. SHARPE: How do you like ny little
Christmas tree over there?

THE HEARI NG OFFI CER: Yes, we're going
to pin you here. M. Sharpe, would you spell your
first and | ast nanme pl ease?

MR. SHARPE: GE-OR GE S-H A-R-P-E

THE HEARI NG OFFI CER: Thank you.
VWHEREUPOQN,

GEORGE SHARPE
call ed as a witness and having been first duly sworn
to tell the truth, the whole truth, and nothing but
the truth, was exam ned and testified as follows:

THE HEARI NG OFFI CER: Thank you. Go
ahead, Ms. Tripp.

DI RECT EXAM NATI ON
BY MS. TRI PP:

M5. TRIPP: Thank you, M. Sharpe. So
you' ve already spelled your nanme for the conm ssion.
You submtted sonme direct testinony in this
rul emaki ng. Do you recall that?

MR. SHARPE: | do.

M5. TRIPP:. Okay. And do you adopt
that testinony today?

MR. SHARPE: There is a change. Wen
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initially made that testinony, | nade the comment that
the majority of Merrion's wells are marginal wells.

And the margi nal status | was using was
ki nd of an industry standard -- |IRS standard. WAs not
using the a thousand BOE in 180 days. W actually
only have two wells that are in that category.

M5. TRIPP:. Ckay. And so to the extent
t hat you have -- there's sone testinony you wll be
correcting it today while you testify in terns of
there's two marginal wells, there's --

MR. SHARPE: Two wells that are -- that
are -- would require the $150, 000 bondi ng.

M5. TRIPP. Thank you. And so can you

tell the -- introduce yourself to the comm ssion in
terms of -- of your education and experience?
MR. SHARPE: | -- born and raised in

Farm ngton, New Mexico. Went to Col orado School of
M nes, had a master's in petroleum engi neering, worked
for Chevron for close to ten years, and in 1990 cane
to work for Merrion GOl and Gas in Farm ngton and have
wor ked for Merrion for the [ast 35 years.

' mthe investnent manager for Merrion,
and |I'm an expert in econom c analysis and val uati ons,
primrily.

M5. TRIPP. And then can -- thank you.
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Can you explain a bit about Merrion G| and Gas and
their history with the state?

MR. SHARPE: Sure. J. Greg Merrion
started -- actually noved from M dl and to Farm ngton
in 1960 and nortgaged his house and drilled -- drilled
a well on sone famly owned mnerals and luckily it
hit.

Through the years he teanmed up wth
Robert Bayl ess. Robert L. Bayless. They were Merrion
and Bayl ess for many, many years. And -- and
eventually grew into Merrion Ol and Gas.

Merrion Ol and Gas, Merrion and
Bayl ess, Merrion Ol and Gas grew primarily through
the acquisition of marginal wells for major conpanies.
They did some drilling, but they would -- they would
buy marginal wells, create an acreage position, and
t hen maybe try to enhance that position.

The reality is -- is that Merrion Ol
and Gas would not be here today if the current rules
were in place through our history.

They may have been able to drill that
first well, but they wouldn't have been able to nake
any of those acquisitions fromthe |arger conpanies
woul dn't able to have been able to grow.

And in fact, we're still a very, very
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smal | conpany within New Mexico. W have -- when the
shal e plays cane into vogue, you know, our annua
budget won't drill nmore than one or two shale wells.

And so we -- we started buying m nerals
and ot her shale basins and started nost recently
I nvesting in non-operated drilling opportunities,
al so, in other basins.

There are opponents -- oil and gas
opponents -- who will argue that if Merrion Gl and
Gas had never been created or were gone today, the
State of New Mexico wouldn't even notice. Wuldn't
affect the production, you know, nore than a fraction
of a percent.

And it wouldn't -- wouldn't matter
what soever. That is -- that is true. It would not
make a difference necessarily to the state. But |
wanted -- | want to tal k about the -- the kind of a
citizen that Merrion Ol and Gas is and -- is there --
am | allowed to share ny screen?

MS. TRIPP: | believe.

Ms. Apodaca, does he have that ability?
The only caveat, M. Sharpe, is that we haven't
circul ated any exhibits, but if there's no
obj ections --

MR. SHARPE: | just want -- when T.
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Geg -- so T. Geg passed away, | don't know, 10, 15
years ago. T. Greg Merrion, who's ny peer, retired in
2022.

And when he retired, | kind of put a

summary of all the inpact that Merrion Ol and Gas has

had within the city of Farm ngton over the -- over the
| ast 20 to 30 years, and it's tens of mllions of
dol | ars.

T. G eg hinself has been involved in,

you know, dozens of boards. And so while the -- well,
the State of New Mexico m ght not -- not notice if
Merrion G| and Gas went away, | guarantee you the

city of Farm ngton would notice if Merrion GOl and Gas
went away.

Qur 20 enpl oyees would notice if
Merrion G| and Gas was not here. And the -- the
dozens and dozens of contractors that we use to work
on our wells would notice if Merrion G| and Gas
wasn't here.

And so, you know, that that is one of
the comments that |'ve seen fromthe proponents of the
rul e, you know, is that it's really, you know, not
going to have much in effect on the state.

Well, | beg to differ. There are --

there are | ots of people that it's going to affect.
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And so if -- | don't need to show those slides
necessarily, but I'd like to -- | wouldn't m nd
subm tting them as evi dence.

M5. TRIPP. Yes, M. Sharpe, | believe,
| believe even witnesses are allowed to submt public

comment. And so we can acconplish that in that

for mat .

In ternms of the wells that Merrion Q|
and Gas operates currently -- and I'"'msorry if |
m ssed it, and you already said it -- about how many

wel I s and what kind of depth wells are you operating?

MR. SHARPE: So Merrion GOl and Gas
operates just over a hundred wells in Womn ng,
Col orado, and New Mexico -- 66 of which are in New
Mexi co. We were in several hundred non-operated
wel l's, and again, have mnerals and -- and overrides
and ot hers.

But of the 66 wells that are in New
Mexi co, they are primarily marginal, by ny definition,
mar gi nal gas wel | s. Pictured Cliffs, Fruitland Coal,
Mesa Verde, and Dakota Sands.

The average -- our average well in New
Mexi co makes | ess than 20 MCF a day. O our -- of our
60 wells, 65 percent of our wells nade | ess than

$15,000 in net profit in 2024.
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And if those wells were required to
post the $150, 000 bond, which at this point not all of

themw ||l be required to do that, but they didn't have

to be, |I nean, they couldn't afford -- they couldn't
afford to pay a surety. You know, ten -- ten
percent -- a surety bond's going to cost you ten

percent per year. You know, they wouldn't afford it.

And again, you can say, "Well, you
aren't making much noney on those wells anyway; it's
not going to make a difference.” But those wells have
operating expenses of close to a mllion dollars a
year. They have pipeline expenses of $300,000 a year.
They pay royalties of $150,000 a year.

And so even though Merrion's not making
much noney, there are a |lot of people in a |lot of jobs
and a lot of things that are supported by those wells
that are barely getting by. And those wells are
I mportant to Merrion, and they're certainly inportant
to the people that work on those wells.

MS. TRIPP. And then in addition to
operating wells, does Merrion have a history of
pl uggi ng wells or any experience with that?

MR. SHARPE: Merrion has plugged a 144
wells across all states. We plug nore wells than

we -- we currently operate. We plug a handful of
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wells every year in various states. And again, we try
not to let our wells languish and try to either keep
t hem producing or plug them out.

M5. TRIPP. And I'mnot sure if you' ve
been attendi ng any of the testinony of the rul emaking.
We did see Merrion cited by Deputy Director Powell as
an exanple of a great operator in New Mexico.

But he highlighted one well for the
comm ssion to | ook at, which was the Farm ngton C Com
whi ch reported a really | ow production | ast year.

Have you had a chance to review that
wel |l specifically? Do you know anything about its
backgr ound?

MR. SHARPE: | do. The Farmi ngton C
Comwell was initially a Dakota well. It was plugged
back and conpleted in the Pictured Cliffs and
Frui tl and Coal .

The Pictured Ciffs and Fruitland Coal
zones have been depleted, and it is on our list to go
in and pull out or drill out the bridge plug and try
to go back to the Dakota, which was making 60 MCF a
day at the time it was -- it was reconpleted to the

Pictured Cliffs.

And so that's better -- that's better
t han our average well, you know. So now we definitely
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have plans to return that well to production and
t hrough, you know, it hasn't happened over the | ast
several years.

You know, prices look |ike they're
going to be up for a little bit and then, you know,
just like this |last year they' ve been bel ow t hree
again. So it's been very difficult in the price
envi ronnment .

We' re hopeful that 2026 will have
sustai ned prices high enough to, to justify a workover
on that well to get it back on.

M5. TRIPP. And when you tal k about the
factors that you' re considering in terns of how to

work over a well and when to do it, just, certainly,

Merrion's the operator for a well. But does Merrion
own a hundred percent of the interest in every Well it
oper at es.

MR. SHARPE: W -- we own an average of
50 percent of the interest -- working interest --
virtual connectivity interruption -- The Farm ngton C,
| believe we own a |larger piece of that. | don't know
off the top of ny head. W do have sone -- sone
partners in it, but we own 80 or 90 percent of the
Farm ngton C.

MS. TRI PP: And so the deci sions about
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whet her and when to work over is that decision subject
to any outside agreenents or contracts?
MR. SHARPE: Not -- not necessarily --
MS. TRI PP: O at 20 -- oh, go ahead.
MR. SHARPE: Well, they're -- they're
all under joint operating agreenents where we've got
to get approval from-- frompartners to do the work,
but if the partners don't approve it, we can take them

non-consent and do it oursel ves.

And so no, there's -- there's no
really, you know, there's -- it hadn't been the
partners that have kept us from-- fromgetting the
Farm ngton C back on production. [It's just been
economni cs.

MS. TRIPP:  Okay.

MR. SHARPE: Econom cs and budget and
timng.

M5. TRIPP: And then in terns of -- you
menti oned how many wells Merrion had plugged over its
career. Does the presence or the existence of a
pl uggi ng bond, does that notivate or affect your
deci sion whether to plug a well?

MR. SHARPE: No, at least it hadn't
before. | nean, we -- we have -- right now, we've got

st at ew de bonds, you know, and so whether we plug a

Page 252

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

well or don't plug a well or statew de bond, you know,
really doesn't change nuch.

It -- it is nmy understanding -- |I'm
not -- |I'mnot an expert on our bonds. | am aware of
our bonds.

M5. TRIPP. And to the extent, are you
famliar with the term"force pluggi ng" or where a
conpany would plug a well that it is not operating?

MR. SHARPE: Yeah, well, we are --

t hank you for bringing that up. W're in the mddle
of plugging a well right now.

Actually I think it -- it has been
pl ugged; we still have the surface rehabilitation to
do. But it was one of the M&M wells that was
or phaned, and we were in record title -- it's a
federal well -- and we were the 50 percent record
title hol der.

And so they've come to Merrion and --
and required us to plug it even though the other 50
percent record title holders is |ike 20 other
I ndividuals -- small individuals. And -- and many of
those aren't paying the bill

So Merrion's paying the full bill to
plug the well for MMM We don't have access to their

bondi ng that they had to cover their wells. And so
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yes, we have -- this is the first well that we've been
forced to plug. But we're -- we're very concerned
about being forced on other situations to do so.

MS. TRI PP: So, you know, we've heard a
| ot about orphan wells in New Mexico. Wuld you
consider there to be an orphan well problemor a
crisis affecting the industry at this nonent?

MR. SHARPE: No, | don't consider it.
|'"ve | ooked at the -- |1've | ooked at the |list of the
1800 wells that are on the -- the state's orphan well
list, and the vast majority of those are |egacy wells
t hat occurred, you know, well before the -- the
current regulatory environnment that has been, you
kKnow.

Again to the -- to the states, you
know, the state has really stepped up its conpliance
on wells that are shut in, either requiring themto be
T&A or be produced or whatever. And so they've stayed
on top of that.

And that is -- that is -- so the -- the
problemis -- | say the problem You know, | don't
think the problemis growing at any kind of a rate
t hat cannot be managed with the current bonding,
bondi ng set up.

And that the -- the industry, you know,

Page 254

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

t he, again, what the opponents of oil and gas, you
know, want to make sure that -- that the state doesn't
hold the bag, so to speak, for the cost of, you know,
pl uggi ng these orphan wells.

And that the industry ultimately
woul d -- would, you know, pay for the wells, and the
i ndustry is paying for their wells. The industry is
the state.

The industry contributes nore than $15
billion in 2024 to the State of New Mexico. And so to
the extent that the state, you know, has sone wells
that they're going to have to find noney to -- to
plug, it's comng fromthe oil and gas industry.

The second point is that the -- the oil
and gas conservation tax that was put in place
specifically to create noney --

MR. TREMAI NE: Obj ection, Madam Hearing
Oficer. 1've been letting M. Sharpe go on. But
this is well outside the scope of the proffered
testinmony. |I'mtrying not to object, but we're
getting far afield.

THE HEARI NG OFFI CER:  Yeah.

Sorry, Ms. Tripp, | think it is far
afi el d.

BY Ms. TRI PP:
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M5. TRIPP: So, M. Sharpe, to bring
you back to the proposed rule and the surety
requirements are you famliar with the increase in
financi al assurance?

MR. SHARPE: | am

MS. TRIPP: Okay. And in |ooking at
how is Merrion currently bonded? What kind of form do
you use?

MR. SHARPE: | -- | guess I'd like to
address the question as to whether that additional
surety is needed or not. And if -- if they use the
oil and gas conservation tax for its intended
pur poses - -

MR. TREMAI NE: Obj ecti on.

MR. SHARPE: Then use --

MR. TREMAI NE: Objection. Wtness is
trying to answer the question that | objected to and
whi ch was sust ai ned.

THE HEARI NG OFFI CER: Ri ght.

Ms. Tripp, you really --

MR. SHARPE: Ckay.

THE HEARI NG OFFI CER: He needs to stick
with his pre-trial testinony.

M5. TRIPP: Thank you, ma'am
BY Ms. TRI PP:
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M5. TRIPP. So howis Merrion currently
bonded? 1Is it a cash bond or a surety bond that
Merrion uses?

MR. SHARPE: So Merrion has $1.5
mllion in cash bonds in place in Col orado, Wom ng,

and New Mexico. We have $150, 000 nati onwi de bond

that's due to be rel eased because the -- the 1.5
mllion is a recent -- we've recently been required to
do that.

We have a small right of way danage
bond i n New Mexico, and we have bl anket New Mexi co
pl uggi ng bond, as well also a cash bond and a cd.

M5. TRIPP:. And so if this rule is
adopted and financial assurance is increased for
mar gi nal wells, do you anticipate an effect on
Merrion?

MR. SHARPE: | do anticipate an effect
on Merrion. You know, I, the first effect is that
we're going to have a hard tinme doing what we' ve done
t hrough our life, and that is to, you know, buy wells
t hat are uneconom c to nmmj or operators.

And -- and you know, that those --

t hose operators are -- are going to be -- either the
rules are going to prohibit it or because of the

threat of the rules, those operators are going to be
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reticent to -- to sell tous. So that's going to be a
maj or effect.

To the fact that we've got to, you
know, post $150,000 for our first two wells. Again,
that's a -- that's a cashfl ow i npact, and, you know,
negatively affects our ability to use that noney for,
you know, hel ping to grow our conpany.

M5. TRIPP. And then you've also
of fered sone testinony about plugging costs. And
we've already referred to the fact that Merrion has
plugged a ot of its wells and that Merrion's wells
are generally in the shall ower formations. And so
what ki nds of plugging costs does Merrion see?

MR. SHARPE: | just went through -- we
see plugging costs fromthe md-thirties to, | nean,
we have sone wells that we estimate are going to --
are -- are going to cost over a hundred thousand
dollars to plug.

But | just analyzed our average, |et

me -- I"'msorry -- let ne find that. So we have,
In -- in New Mexico, we have a 153 zones. So that --
that's a conpleted interval. So we have a | ot of

comm ngled wells, Gallup, Dakota Wells, or whatever.
And we -- we track each zone on its own.

The average plugging costs, we -- we

Page 258

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

account for the plugging costs and our internal

val uation reserves every year we plan on having to
plug those wells. Qur average estinmated cost is
$52, 000 for each of those zones.

And again, it ranges from $30, 000 --
| shkadi sh -- for shallow Pictured Cliffs, Mesa Verde
wells to, you know, 75, $80,000 for Mesa Verde, Dakota
Wel | s.

M5. TRIPP. Okay, thank you. Now, |et
me see. So you presented direct testinony, and then
there was an opportunity for other wi tnesses to
provide rebuttal. Have you reviewed any of that
rebuttal testinony as it pertains to your own?

MR. SHARPE: Remind nme. | -- | did the
one, but | can't -- it's not on the top of ny head
right now | think it was just the -- you tal ked
about the Farm ngton C Comwell. And | have revi ewed
it, but I don't -- it's not coming in off the top of
nmy head.

MS. TRIPP:. Sure. So M. Purvis took
I ssue with your testinony that responsi bl e operators
plug wells and that the proposed rul e changes were
unnecessary.

And he stated at Exhibit 74, page 7,

line 20, that this argunent is "pure opinion,
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subj ective, and anecdotal, and it's not a suitable
basis to deal with a nmulti-billion dollar risk."

Now, M. Sharpe, we've net severa
times, and you strike ne as sonebody who's interested
I n the data.

And so, since you submtted your direct
testinmony in response to the allegation that it was
pure opinion, subjective, and anecdotal, have you nade
any analysis of the data that's available in this
rul emaki ng?

MR. SHARPE: Thank you. | have. |
have -- |'ve |l ooked at the -- the plugging |list.

M5. FOX: QObjection, Madam Hearing

O ficer.

THE HEARI NG OFFI CER: Hol d on,
M . Shar pe.

Ms. Fox?

M5. FOX: M. Sharpe didn't submt
rebuttal. And if this is surrebuttal, then the

specific rebuttal testinony needs to be identified and
t hen responded to.

THE HEARI NG OFFI CER: Ms. Tripp, would
you pl ease identify the rebuttal testinony he's
respondi ng to?

M5. TRIPP. Yes, Madam Hearing O ficer,
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"Il repeat again the citation to M. Purvis
testinmony. That's Exhibit 74 -- Applicant's Exhibit
74, page 7, line 20.

THE HEARI NG OFFI CER: Thank you.

M5. TRIPP: Where M. Purvis states
that M. Sharpe's argunent is pure opinion subjective
and anecdotal and not a suitable basis to deal with a
multi-billion dollar risk.

THE HEARI NG OFFI CER:  All right.

MS. TRIPP: And so | think is that
sufficient?

THE HEARI NG OFFI CER:  Thank you. |If
that's what M. Sharpe is referring, yes.

M5. TRI PP:  Yes.

BY MS. TRI PP:

M5. TRIPP. Go ahead, M. Sharpe.
You're referring to the naster orphan, the spreadsheet
provi ded by OCD

MR. SHARPE: Yeah, the master orphan
spreadsheet and whet her you know who the bad actors
have been and whet her npbst operators are doi ng what
t hey need to do.

O the -- of the operators identified
on the master list, nmost of those have been out of

busi ness for years. They don't show up in Enverus.
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They aren't -- they don't exist. You know, the -- the
nost of the wells are | egacy wells that again have
been on the orphan list for years.

You know, haven't been plugged by the
state even though they have, you know, they're the
ones that have been negligent in -- in addressing that
I ssue and using the funds that are already avail abl e
to address that issue.

And | ess than a hundred, as far as |
can tell, of the wells actually have -- have been
added to the list in the |ast few years, indicating
t hat, you know, nost operators are not orphaning their
wel | s.

Most operators are -- are operating
their wells prudently and plugging their wells when
t hey need to be plugged.

M5. TRIPP: Ckay, thank you,

M. Sharpe. | don't have any further questions.

So | turn the w tness over.

THE HEARI NG OFFICER: All right. Thank
you very nuch.

Ms. Fox, do you have questions?

M5. FOX: Thank you Madam Heari ng
O ficer, just a couple.

CROSS EXAM NATI ON
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BY M5. FOX

M5. FOX: Hello, M. Sharpe. M nane
is Tannis Fox, and I'ma |lawer with Western
Envi ronmental Law Center, and | represent Applicants
in this proceeding.

MR. SHARPE: Hell 0?

M5. FOX: And | just have a couple --
can you hear me?

MR. SHARPE: | can.

MS. FOX: Oh, great. You began your
testinony stating that you had a correction to your
testi nony based on the fact that you had m sunderstood
the definition of marginal well in this proceedi ng;
correct?

MR. SHARPE: That is correct.

M5. FOX: And I'm | ooking at page 4 of
your written direct testinony. And what was the
mar gi nal well definition that you were relying upon
for your direct testinony?

MR. SHARPE: The I RS definition.

FOX: And -- I'msorry, go ahead.
SHARPE: The I RS definition.

» D D

FOX: And how does the I RS define
mar gi nal wel | ?

SHARPE: | believe it's | ess than

3
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15 BCE or | -- it's -- off the top of ny head, | -- |
don't know. Like, I don't renmenber exactly what I
used. And -- and | don't think I put a number of how
many wel |l s are margi nal .

| just said the vast majority are. And
at 20 MCF a day, whatever the IRS definition is, our
average well is definitely less than that narginal
anmount status.

M5. FOX: So the federal definition --
| RS definition -- is 15 BOE and the margi nal
definition, marginal well definition, for purposes of
this proceeding, is on average 2.7 BOE. And there's a
day operation, a day limtation too, as well.

The margi nal well definition being used
in this proceeding is significantly |lower than the
mar gi nal well definition you were originally using;
correct?

MR. SHARPE: | understand that.

MS. FOX: Yeah. But |I'mcorrect in
what | just asked you; right? 1It's significantly
| ower .

MR. SHARPE: Significantly.

M5. FOX: So then that testinony, Madam
Hearing O ficer, appears on page 4 going into page 5

of his testinony, just for the record.
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BY Ms. FOX:

M5. FOX: Because you esti mat
Merrion would need to finance an additi onal
mllion in bonding; correct?

MR. SHARPE: Had | been accur

M5. FOX: No, but that is what your

i ncorrect estimte was.
MR. SHARPE: That is -- that

I ncorrect estimte.

MS5. FOX: And what was the basis of
your m sunderstandi ng of what the definition of
mar gi nal well was for purposes of this proceedi ng?

MR. SHARPE: Just again, nmy own fault
being a -- lack of digging in and -- and trying to
clarify with the New Mexico O 1| and Gas attorneys

before, you know, and -- and not a full understandi ng

of the rule.

|'"d read summaries of the rule. | had
not read -- | -- | honestly still haven't read the
full rule word for word. |'ve read anal yses and

summaries of it.

M5. FOX: Sure. Now you said that

under st andi ng now what the definition is for
well, you said that Merrion has two marginal

its portfolio; correct?

ed that
$9. 45

ate, yes.

s ny

mar gi nal

wells in
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MR. SHARPE: Yes.

M5. FOX: So that would nean an
addi ti onal $300,000 in financial assurance that
Merrion would need to put up for those two margi nal
wel l's; correct?

MR. SHARPE: At this point in tine,
you're right.

M5. FOX: And then there's been
testinmony fromindustry witnesses in this proceedi ng
that the anmpbunt of nobney that you would actually --
that a conpany an operator -- would actually have to
put up for a particular bond is in the range of two to
t hree percent.

And so if let's just use three percent.
So if you had to put up a premium of three percent for
t he $300, 000, that would be an additional $9,000 per
year that Merrion would need to put up as a result of
I f the rules as proposed were adopted by this
comm ssi on; correct?

MR. SHARPE: That is not correct.
Surety bonds cost ten percent. O at |east they,
that's what was quoted to Merrion. So it would be
$30, 000 a year.

M5. FOX: Okay.

MR. SHARPE: For -- for the surety
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bond. But the -- the biggest deal is it'd be $15, 000
per year on top of those wells. That's just going to
make it that much harder to justify spending noney on
those wells and return theminto production.

M5. FOX: These wells are in
producti on.

MR. SHARPE: Return --

M5. FOX: Marginal wells, they're in
production; correct?

MR. SHARPE: Well, we produce a little

bit out the -- we still squeak a little bit of gas out
of the PC and the Fruitland Coal, but, | mean, it's
uneconomc. It needs to be reconpleted into the --
the -- we need to get the Dakota back on -- on the --

on the Farm ngton C Com in any case.

And the other well -- the other well
that is marginal has a punp unit that -- and |'m not
sure operations told me today it's either a punping
unit or downhol e problem but basically it's -- it's
producing by flowing a little bit of gas up the
casi ng.

M5. FOX: On one of your slides, |
believe that you said Merrion started in 1981; is that
correct?

MR. SHARPE: Merrion --
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M5. FOX: O maybe it was in your
testi nony.

MR. SHARPE: -- Ol and Gas was forned
in 1981 through Merrion and Bayl ess that had been
operating in Merrion Bayless. But basically
Merrion -- Merrion has been in business since 1960.

M5. FOX: And you said that if the
rul es as proposed here woul d've been an operation when
Merrion started, Merrion wouldn't have been able to
start; correct?

MR. SHARPE: W'd have, | mean, | think

J. Geg still would've been able to drill that first
well, but the -- their -- their nmethod of grow h,
their -- their niche, if you wll.

As is the niche of many snmall operators
has been to take the wells that are no | onger econonic
for majors to operate and to take those over and to
cut costs and to -- and to make those work again
with -- virtual connectivity interruption --

M5. FOX: Whoops, he cut out.
Conveni ent .

THE HEARI NG OFFI CER: M. Shar pe,
you're frozen.

MR. SHARPE: Are you back?

BY Ms. FOX
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M5. FOX: Oh yeah, yes. Yeah, you cut
out for a m nute.

So let ne -- so you're changi ng your
testinony then with respect to your testinony that
said that if the rules as proposed were in effect when
Merrion cane into business, Merrion wouldn't have cone
i nto business. You're changing that testinony;
correct?

M5. TRIPP: Objection. | think that
m sstates the answer.

MR. SHARPE: | nean, that -- | don't
whet her J. Greg would've -- | think he probably stil
woul d' ve conme up and drill that well, but would they,
you know, would we be here today? | don't think we'd
be here today. | guess that was ny point. | think --
| think we'd had to go away | ong before this.

M5. FOX: And when you say you're
referring to the rules as proposed, are you saying
that the rules as proposed with today's dollars a
hundred - -

If rules requiring bonding at $150, 000
in the 1960s woul d' ve been effect, that would' ve
affected either the business initiation or ongoing
operations or? |s that what you' re saying? Is that

your testinony?
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MR. SHARPE: Yes, it is.

M5. FOX: Is he cutting out again?
BY M5. FOX

MR. SHARPE: No, no. That is ny
testi nony.

M5. FOX: Okay. Oh, so your hypothesis
is that if the rules as proposed in the 1960s or 1981
proposed $150, 000 bond, Merrion wouldn't have cone
into effect or it would' ve changed its business
operations? |s that what you' re saying?

MR. SHARPE: It's not just the $150, 000

bond. It's the limtation on being able to transfer
wells or -- or convey wells or assign wells from | arge
operators to small independents.

M5. FOX: Okay. Thank you.

And then just one other point, Madam
Hearing Officer. M. Tripp said that she -- that they
woul d submt docunments from M. Sharpe as part of
public comment, but | think as a witness, if he is
going to present witten docunentation, he needed to
have done that through his testinony.

THE HEARI NG OFFI CER:  Yeah, | think,
Ms. Tripp, that there were deadlines even for fact
W t nesses here.

MS. TRIPP: Yes, nn'am Yes, Madam
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Hearing O ficer, | wasn't -- not himas a wtness.

THE HEARI NG OFFI CER: Okay, thank you.
Let's see. W& --

M5. FOX: Thank you, M. Sharpe.

THE HEARI NG OFFI CER:  Yes, Ms. Fox.

Thank you, M. Sharpe.

There will be other questions | believe
fromother parties, but we need a ten-m nute break
before the four o' clock public coment.

So, M. Sharpe, can you stay on the

platformfor a little bit |onger?

MR. SHARPE: | sure can. How |long --
like till 4:30? O | guess -- how | ong do public
comments go?

THE HEARI NG OFFICER: | don't believe

we're going to have a | ot of public comment today. |
had only one person actually sign up. There m ght be
soneone else, but it won't be very long. The
I nterruption.

MR. SHARPE: Ckay.

THE HEARI NG OFFI CER:  Thank you.

(OFf the record.)

THE HEARI NG OFFI CER: Let's cone back
fromthe break please. It is four o'clock. W

reached anot her public coment session. | believe |
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see soneone in the roomwho m ght be wanting to offer
public coment.

Yes, sir. Geat. Conme on up to the
w tness stand, if you would. And just a couple of
things. I'mgoing to ask you to spell your first and
| ast name for the transcript, ask you to swear or
affirmto tell the truth and then ask you to keep your
comments to about three m nutes.

So if you would spell your first and
| ast nane.

GLENN WALE: denn, GL-E-N-N, Wale,
WI-A-L-E
VWHEREUPON,

GLENN W ALE,

call ed as a witness and having been first duly sworn
to tell the truth, the whole truth, and nothi ng but
the truth, was exam ned and testified as foll ows:

THE HEARI NG OFFI CER:  Thank you. 1" 11
start your tine.

GLENN W ALE: Good afternoon,
Conmm ssioners. QO and gas is a boom and bust
I ndustry. Bust tines are devastating for the industry
and even worse for New Mexicans who rely on the
i ndustry for their livelihood.

We all know the big bust is com ng
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eventually. Either the hydrocarbon reserves will be
depl eted or new energy sources |ike renewabl es or
fusi on power will make hydrocarbons obsolete. The
devastation of that big final bust will drive many oi
and gas conpani es out of business.

Operators will walk away fromtheir
| eases and nass wi thout cleaning up. W already have
a case study fromthe big bust in the uranium
I ndustry. Qur state is struggling to fund the
billions of dollars required to renedi ate the damage
caused by that industry.

And that industry was nuch, nuch
smal l er than oil and gas. Today the state's
Legi sl ative Finance Conmm ttee believes that the
state's exposure for environnmental cleanup of oil and
gas wells is $1 billion.

By the time industry finally pulls out,
it could growto tens of billions. Building oil pads
and their access roads as well as extracting and
emtting toxic chemcals fromthe earth for profit is
a privilege that we, the people, grant to the oil and
gas operators.

I n exchange for this right, they nust
clean up their nmesses. They nust restore our | and,

water, and air to its natural state when they're done.
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Adults in this world are responsible for cleaning up
their nmesses, period.

If the industry policed its own nenbers
to do their part, then there would be no need for
assurance bonds. But industry has failed to act
responsi bly. This |leaves the state to finish the job.

| ndustry points out that they are taxed
to pay for reclamation. The |egislature should direct
all nmoney in the reclamation fund to be used for oi
and gas recl amati on.

However, the argunent that this would
provide sufficient funds for plugging wells is a red
herring. And the oil and gas industry knows that.
They know that reclamation funds al so cover the
cl eanup of environnmental damage caused by operators at
facilities that have no wells.

The taxes which go into the reclamtion
fund are also insufficient to cover those other
envi ronnental nesses caused by the industry. The
state needs sufficient funding to clean up both well
sites and non-well sites. W need sufficient
assurance, bonding, and the reclamation fund.

| do feel that one point made by
i ndustry is fair. | hope your rules will ensure that

pl ugged wells are inspected pronptly and bonds are
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rel eased pronptly after the inspection passes.

But | inplore you to pass responsible
energy policy, protect our |land, health, and future,
and financial stability. Increase the bonding
requi rements, especially the egregiously small bl anket
bondi ng requirenment, so New Mexi co has the resources
to cl ean up abandoned oil and gas sites. Thank you.

THE HEARI NG OFFI CER: Thank you,

M. Wale.

| don't see anyone else in the room at
this time. Let's turn to the platform Let's see.
We have Natalie Sommer, | believe.

Ms. Sommrer, can you unnute yourself?

M5. SOMWER: Yes, |'m here.

THE HEARI NG OFFI CER:  Hello. Wuld you
spell your first and | ast name pl ease?

M5. SOMMER: Yes. Natalie, N-A-T-A-L-
l-E, Somer, SS-OMME-R
VHEREUPON,

NATALI E SOVMVER,
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:

Thank you. |'Il start your tine.

M5. SOWER: Thank you.
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Good afternoon, conm ssioners. Thank
you for the opportunity to speak today and share ny
per spective.

My nanme is Natalie, and I"'ma |ifel ong
resi dent of New Mexico. |'ve spent a significant
portion of ny life recreating in the diverse
| andscapes of sout heastern New Mexi co where nmuch of
our state's oil and gas production takes place. |
know how special this region is.

The Perm an Basin's desert trails,
grassl and habitats, and vast network of |inestone
caves form a place where geol ogy, history, and human
experience neet. And it deserves protection equal to
its val ue.

That's why | support stronger oil and
gas bonding rules to ensure corporations, not
t axpayers, bear the cost of cleaning up after
drilling.

Ri ght now, New Mexico faces an
estimated 700 mllion to $1.6 billion in potenti al
wel | cleanup costs because current bonding |evels are
far too low. Covering only a small fraction of real
cl eanup expenses.

Wells left unplugged nake our

communi ties vulnerable to pollution, degrade the |ands

Page 276

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 waters that define our identity as New Mexicans,
and | eave our taxpayers responsible for the bill.

The Perm an Basin isn't just an oil
field. 1t's also hone to Carl sbad Caverns Nati onal
Park, Sitting Bull Falls, and Pecos River Valley, all
of which draw hundreds of thousands of visitors each
year .

When wells | eak or | andscapes are
scarred by neglect, it doesn't just harmw ldlife and
water quality. It harns |ocal economes, built on
clean air, clear skies, and natural beauty.

New Mexi co has al ready shown i nnovative
| eadership through the taxation and revenue
departnments award-w nning oil and gas conpliance tool,
whi ch has been recogni zed nationally for inproving
data transparency and accountability.

St rengt heni ng bondi ng rul es conpl enents
this investment. It ensures our commtnent to
responsi bility, extends beyond production tracking to
full cleanup, aligning with the state's val ues of
fairness and fiscal prudence.

If you drill, you clean it. That seens
| i ke common sense and basic fairness. Every
responsi bl e busi ness pays the true cost of operating

frominsurance to safety conpliance. GO and gas
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shoul dn't be different.

Bondi ng for clean up isn't a burden.
It's accountability. 1It's sinmply part of doing
busi ness responsibility -- responsibly. | urge the
O |1 Conservation Conmm ssion to adopt strong nodern
bondi ng rul es that protect our public |ands, our
heal th and the future of New Mexico's people and
econony. Thank you.

THE HEARI NG OFFI CER: Thank you,
Ms. Sommer .

| s there anyone el se on the platform
who'd |like to offer public comment in this session?
Qur next public coment session will be nine a.m on
Monday.

| f you can, raise your virtual hand.
If you have dialed in on a phone, you can raise your
virtual hand by pressing star five.

All right. In that case, thank you.
We will return to M. Sharpe and his questioning.

There you are.

MR. SHARPE: |'m here.

THE HEARI NG OFFI CER: Thank you very
much, M. Shar pe.

Let's see. Where did | -- | believe

it's M. Tremai ne? Yes?
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MR. TREMAINE: | believe it's where
we're at Madam Hearing O ficer. Thank you.

THE HEARI NG OFFI CER: Thank you.

CROSS EXAM NATI ON

BY MR, TREMAI NE:

MR. TREMAI NE: Good afternoon,
M. Sharpe. M nane is Jesse Tremaine. | amthe
| egal director for the Ol Conservation Division. |
do have a coupl e questions for you today.

MR. SHARPE: Thank you -- or sure.

MR. TREMAINE: All right, M. Sharpe,
did you hear M. Powell's testinony and rebuttal and
surrebuttal testinony the other day?

MR. SHARPE: | did not.

MR. TREMAINE: You did not. OCkay. At
t he begi nning of your testinony, you addressed the
confusing or conflicting definitions of marginal
wel I's, which you used in preparing your direct and
appropriately adjusted your testinony and your
assessnent of marginal wells; correct?

MR. SHARPE: Yes.

MR. TREMAI NE: Okay. So by your
assessnment and your revised testinony today, Merrion
has two wells which would fall into the proposed

definition of marginal well category; correct?
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VR.
MR.
cl ear here because yet, after that revision, when
of fering your concl usions,

reiterated a $945, 000 annual

correct?

VR.
no. | did-- 1 didn't show the slide. And Ms. Tripp
may have had -- Ms. Tripp may have had --

IMS.

SHARPE: Yes.
TREMAI NE: Okay.

SHARPE: On the --

t hose denonstratives or strike them

MR.

TRI PP; | believe we can a anend
We're not --
TREMAINE: |I'Ill just ask a

clarifying question.

BY MR. TREMAI NE

So,
under st andi ng of the marginal well category and

determ ning that you have two wells in margi nal wel

M. Sharpe, if wt

status, would you agree that Merrion,

that that rule went
provi de $300, 000 in financial
VR.
VR.
VR.

conversati ons.

into effect, Merrion would have to

SHARPE: That is my understandi ng.

TREMAI NE:  Ckay.

SHARPE: Based on the | at est

TREMAI NE:  Okay.

you showed a slide and

i npact to Merrion;

assur ance?

| just want to be

for the bonding,

h your revised

if at the tine

But that won't
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happen until 2028; correct?

MR. SHARPE: That is also ny
under st andi ng.

MR. TREMAINE: Okay. | want to ask you
just a coupl e questions because you responded to sone
surrebuttal comments and testinony about the Farm C
Com and | believe you had indicated that that well
had been plugged back to the Fruitland Coal; correct?

MR. SHARPE: Yeah, | believe both the
Fruitland and the PC are -- have been re have been
conpleted in it.

MR. TREMAI NE: COkay.

MR. SHARPE: Conm ngled right now.

MR. TREMAINE: And then you indicated
that Merrion's plan was to go in and drill out and do
a wor kover on that well; is that correct?

MR. SHARPE: That is the plan.

MR. TREMAINE: And how much do you

expect that drilling out and working over that well to
cost ?

MR. SHARPE: | don't have a -- | don't
have a -- an analysis of that. If | were to nake a
guess, | would think we could get it done for |ess

t han a hundred thousand.

MR. TREMAINE: Okay. So to plan for
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drilling out the plug and work over, you reasonably
have to expect the well to nake nobney after perform ng
t hat work; correct?

MR. SHARPE: Yes.

MR. TREMAINE: So is it your testinony
today that after drilling out that plug and perform ng
a workover, that you would reasonably expect that wel

woul d be unable to produce for nore than 180 days per

year ?

MR. SHARPE: No. | think it'll be on
production virtually all the tinme once we -- once we
drill out and get it on. The Dakota, when we

abandoned that zone and for the uphold reconpletion
was making 50 to 60 MCF a day. And that is -- that is
economni c.

MR. TREMAI NE: So based on your
wor kover plans and reasonabl e projections, once that's
conpl eted, that well would no longer fall into the
mar gi nal wel | proposed definition, would it?

MR. SHARPE: That's our hope.

MR. TREMAI NE: Thank you. So you
t al ked about the inpacts of financial assurance. And
we just clarified the $300, 000 financial assurance
i npact that would hit Merrion in 2028. Are you
testifying today that the prem uns on $300, 000 in
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additional FA in 2028 will be a hardship for Merrion?

MR. SHARPE: It'll be a hardship for
those wells. And the -- the owners and those wells.
| mean, the -- the wells have to pay the cost of it.

And it's going to be a significant increase in the
operating expense of those wells over a thousand
dol I ars a nont h.

MR. TREMAI NE: Okay. But so that's a
no as to Merrion as a whol e?

MR. SHARPE: As a whole, we can afford
the -- the $300,000. Merrion Ol and Gas is not in
debt. And -- and so we have, you know, sone
hor sepower left and -- and can deal with that -- that
obl i gati on.

It was ny direct testinony that there
are a nunber of operators who won't be able to do
that. That are either carrying debt. And the only
way they're going to come up with nore noney is to
borrow it.

And that those other -- many of those
operators are going to walk away. And this rule is
going to backfire, and it's going to dunp --

MR. TREMAINE: Well, M. Sharpe, I'm

aski ng you about -- ny question to you is about
Merrion. So I'lIl let those other operators testify on
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their own.

You tal ked about the force plugged M&M
well. | just want to ask you, do you dispute that if
Merrion is "force plugging" another operator's well,

t hat that neans that at | east one regulatory entity
had to pursue an enforcenent action related to the
wel | ?

MR. SHARPE: | would say yes. They --
t he BLM pursued an enforcenent action.

MR. TREMAI NE: COkay. Another question
on that. | believe you had indicated that Merrion was
a 50-percent record title holder in that well. Is it
common in record title arrangenents that record title
hol ders receive benefits from production and
devel opnent of wells in which they hold record title?

MR. SHARPE: No. Not in a -- no.
Operating rights own the -- actually own the wells and
drilled the wells. W, you know, on that |ease, we
never did own the PC rights, which is, | believe
that's a PC well

Qur operating rights are only as to
the -- fromthe base of the PC to the base of the
Dakot a. And on that |ease. And so -- but record
title is not depth-segregated, at least with the BLM

And so we had no econom c benefit in that well.
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MR. TREMAI NE: Thank you for that,
M. Sharpe. Do you agree that, you know, as an
operator, Merrion, that production reporting is an
| nportant requirenent for operators in New Mexico?

MR. SHARPE: Sur e.

MR. TREMAINE: And a failure to report
production is a violation of OCD rul es; correct?

MR. SHARPE: | woul d assune.

MR. TREMAINE: And a |ack of production
reporting occurring for over a year neans a well is
I nactive; correct?

MR. SHARPE: | woul d assune.

MR. TREMAI NE: Wbuld you di spute that
according to the, you know, nost I|i beral
i nterpretation of Exhibit 16, there are 599 separate
OGRI DS t hat have at | east one registered well
associ ated with thent

MR. SHARPE: | can't speak to that.

MR. TREMAI NE: Okay. Would you dispute
from OCD Surrebuttal Exhibit Nunber 3, that there are
113 operators who have not reported any production

si nce August of 2024?

MR. SHARPE: Again, | -- | cannot speak
tothat. | -- | really didn't listen to the, you
know, that testinony or see that -- see those
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exhi bits.

MR. TREMAI NE: Okay, thank you. Wuld
you dispute ny math that 113 of 599 is a little shy of
19 percent?

MR. SHARPE: Sounds -- sounds |i ke good
math to ne.

MR. TREMAINE: All right. You nade a
statenment during your testinony that orphan wells and
non- conmpliance of is concentrated in a small nunber of
bad actors. |Is that an accurate statenent?

MR. SHARPE: That is an accurate
st at enment .

MR. TREMAINE: Okay. |If 113 operators,
or approaching 19 percent of operators have portfolios
whi ch have failed to produce or failed to report
production in well over a year and are out of
conpliance is inactive wells, would you nmai ntain that
statenment that orphan wells are a problemof a few
sel ect bad actors?

MR. SHARPE: Well, the -- those wells

have not been orphaned yet. They have not been |eft

to the state. You know, those -- those operators are
still, I"massum ng that the operator -- the operators
on the orphan well |ist that you -- that OCD provided.

| couldn't find nost of those operators in Enverus.
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| nmean, and nobst of them |'ve never
heard of. And you know, they -- they went away so
| ong ago that they don't even show up in the -- in the
publ i ¢ dat abases.

And so in ternms of the, you know,
the -- the orphaned wells, and just because wells, you
know, production hadn't been reported, doesn't nean
that well has been the orphaned.

You know, again, | -- | maintained that
nost operators, as your statistics denonstrated, are

prudent operators.

And even the ones that -- that nmay not
have reported production, | think many of those stil
have, you know, they haven't -- they haven't

abandoned, they haven't wal ked away from you know,
fromall their wells

Now, again, in ny direct, one of ny
contention is as soon as you put this bonding
requi rement on those 130 sone --

MR. TREMAINE: Well, M. Sharpe, I'm
not asking you about that. |'m asking you about your
assertions that the orphan well problemis attributed
to a very small percentage of bad actors.

So are you testifying to the comm ssion

today that the al nost 19 percent of operators who have
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not reported production in over a year, which neans
their portfolios are 100 percent inactive and have to
be plugged pursuant to 19.15.25.8, are not of a
concern of becom ng orphaned?

MR. SHARPE: Well, hit them of $150, 000

bond, and they're darn sure going to cone -- becone
or phaned.

MR. TREMAINE: [|'Ill pass the w tness.
Thank you.

THE HEARI NG OFFI CER: All right. Thank
you, M. Tremai ne.

M. Biernoff.

MR. BI ERNOFF: Thank you, Madam Heari ng
O ficer.

CROSS EXAM NATI ON
BY MR. Bl ERNOFF:

MR. Bl ERNOFF: Good afternoon,

M. Sharpe. Ari Biernoff. [I'ma |lawer for the New
Mexico State Land Office and the Conm ssioner of
Publ i ¢ Lands.

Let's talk a little bit nore about the
pl uggi ng that Merrion undertook that you described in
your direct testinony and reviewed a little bit with
M. Tremaine just now.

Do | have this right? Merrion was one
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of the record title holders of a | ease, and there was
a well on that acreage operated by MMM So far so
good?

MR. SHARPE: Yep. Yes, sir.

MR. Bl ERNOFF: Okay. And why was it
that Merrion was called upon to plug that well?

MR. SHARPE: Because once the -- once

t he operator goes away and M&M went bankrupt, then

the -- the BLM goes to record title to require them
to -- to address that issue. W're still -- we're
still in the food chain in terns of liability.

MR. Bl ERNOFF: Okay. M&M went
bankrupt. Do you have any idea of how many wells MM

operated at the tinme that it went bankrupt?

MR. SHARPE: | don't, but they are in
your -- their -- M&Mis in the OCD |list of orphaned
wel | s.

MR. Bl ERNOFF: Was MM - -

MR. SHARPE: Actually, | can -- | can
gi ve you a nunber on that. Hang on a sec.

MR. Bl ERNOFF: Oh, okay. Yeah, if you
have it accessible, | -- 1'd be happy to hear it.

MR. SHARPE: Well, | -- all | knowis
that | say -- I'"'msorry, this is taking just a sec.
VWhy don't you go on with your questions, and |I'II| try
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to -- I'Il put that down while |I'm doing this.
MR. BI ERNOFF: That's fine. Thank you,
M. Sharpe. Did Merrion plug any other wells that
were operated by M&M that were on Merrion | ease
acreage other than the one that you've tal ked about?

MR. SHARPE: That is the only one that

we -- that is the only one that Merrion has been
affected by. W have been -- we -- we don't -- we
don't own any -- we did own the deep rights, but I

t hi nk those have been sol d.

We own no operating rights in that
| ease, yet we own the record title. So one of the, |
mean, one of our practices when we convey wells from
now on is to try to make sure that record title goes
with it so we're not |eft holding the bag.

MR. BI ERNOFF: Understood. And the
state systemis simlar in that regard to BLM Has
Merrion plugged other wells that were operated by
ot her conpani es aside from M&W?

MR. SHARPE: This is the first |I'm
awar e of.

MR. Bl ERNOFF: Okay. Wuld you
consider MM to be a bad operator or a non-conpliant
oper at or ?

MR. SHARPE: They're gone. They nust
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be. They -- they couldn't have been a very good
oper at or .

MR. BI ERNOFF: Do you know what
happened to the owner of MM

MR. SHARPE: | -- | have no idea.

MR. BI ERNOFF: Okay.

MR. SHARPE: W actually tried to buy a
bunch of their production a while back or 20 years ago
and -- and were not successful in being able to do
that. But |'ve never really dealt with themdirectly.
| dealt through an internmediary.

MR. Bl ERNOFF: Okay. Wuld it be
useful for your conpany --for Merrion -- in instances
where you're called upon as the record title holder to
pl ug a non-conpliant operator's wells to have access
to any bonds that that bad operator had on file with
the rel evant regul atory agency?

MR. SHARPE: |t would absolutely be
hel pful to have access to the bonds, but we do not.
And under the current rule, or -- or at |least the --
the way the current bonds are being done, we woul dn't
have - -

Even if they had $150, 000 bond on
there, you don't get access to that noney until you

plug the well. And so you've got to plug and fan the
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well, which is a twd-, three-year process, you know,
to get a fan before that bond is rel eased.

And so that's the other irony here, is
that the operator's got to cone up with a noney tw ce,
they got to bond it, then they got to plug the well
and then wait for their bond to be released. And --

MR. BI ERNOFF: Well, | appreciate the
additional detail, but nmy question was pretty narrow.
It was whether it would be beneficial for Merrion to
have access in this exanple to MMM s bonds if there --

MR. SHARPE: |f the rules could --
could allow that -- allow access to the bond noney to
plug the wells while you're plugging the wells, that
woul d be awesone.

MR. BI ERNOFF: Okay. Thank you very
much, M. Shar pe.

THE HEARI NG OFFI CER:  Thank you,

M. Biernoff.

Let's see, we don't have Ms. Nanasi .

M. Maxwel |, do you have questions of
M . Shar pe?

MR. MAXVEELL: | have no questi ons.
Thank you.

THE HEARI NG OFFI CER: Thank you.

M. Rankin?
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MR. RANKIN: No questions.

THE HEARI NG OFFI CER: Al |l right.
MR. RANKIN. Thank you very nuch.
THE HEARI NG OFFI CER: Thank you.

EOG i s nonitoring.

M. Suazo?

MR. SUAZO. No questions for this
W t ness.

THE HEARI NG OFFI CER:  All right.

And Ms. Tripp, do you have any
redirect?

M5. TRIPP. Very briefly, Madam Heari ng
O ficer. Just because there were a coupl e nunbers
t hrown around and | want to make sure that the
record' s clear.

REDI RECT EXAM NATI ON
BY MS. TRI PP:

M5. TRIPP: So, M. Sharpe, | think
we' ve established that Merrion has two marginal wells
that qualify as margi nal under the proposed rules. |Is
that right?

MR. SHARPE: Yes.

MS. TRIPP:. Okay. And the part --
which |'m showi ng you showi ng that nost of the wells

we operate make only 10,000 to 20,000 per year in
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profit. Any changes to that part of your testinony?

MR. SHARPE: No, 65 percent of our
wel I's make | ess than $15,000 a year.

MS. TRIPP: And so to the extent, we
al so tal ked about, so that's $300,000 in financi al
assurance for those two wells.

Merrion is cash-bonded. So even if
there was a 10 percent prem um you're not paying
$15, 000 a year on those wells. Wat does Merrion have
to do to put a cash bond down?

MR. SHARPE: Take nopney out of one
account and put it in one you can't touch. And so
we've chose to do that. You know, we're, luckily --
we're -- Merrion is lucky enough to have the cash to
be able to do that, let nme say that.

And, but nonet hel ess, that noney is --

I's out of circulation. The cost of that noney -- and
there is a cost of not -- not having access to your
noney, you know, that is affecting the -- wll affect

t he econom cs of those wells.

M5. TRIPP: And the anount of that
noney we're tal king about is not 15,000 per well.
We're tal king about $150,000 in cash that's set aside.

So total effect if this rule was

| npl enmented, would be that Merrion would need to post
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two separate $150, 000 bonds, which would nove 300, 000
of capital that you would otherw se allocate. |Is that
correct?

MR. SHARPE: That's ny under st andi ng.

M5. TRIPP:. Okay. Thank you. And then
you were asked a little bit about the percentage of
operators and the way you understand the rul es, even
If there are 20 percent -- we'll call them "bad
actors" in quotes.

Does the rule only target that 20
percent, or does the rule also affect the 80 percent
of responsi ble operators who plug their wells?

MR. SHARPE: It affects everybody.

"1l -- a hundred percent of the operators.

M5. TRIPP: Thank you.

No further questions, Madam Heari ng
Oficer. And actually --

THE HEARI NG OFFI CER:  Thank you.

M5. TRIPP. -- we will proffer -- |
forgot to proffer M. Hanagan's rebuttal testinony and
then M. Sharpe's direct testinony.

THE HEARING OFFICER: |'Il pause in the
event there are objections. All right, thank you.
They're admtted. Conm ssioner Anmpomah, do you have

questions?
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Bl oonf?

O ficer.

t oday.

opportunity.

second.

GLENN W ALE: No questions for ne
either, so thank you.

THE HEARI NG OFFI CER:  Ckay, thank you,
M. Chair.

If there's no reason not to excuse
M . Shar pe.

Thank you very nuch, M. Sharpe.

MR. SHARPE: W w fe says there are
several reasons not to excuse ne, but thank you.

wll take nmy --

(1 PANM Exhi bit 3 was marked for

i dentification and received into

evi dence.)

MR. AMPOVAH: No, | do not. Thank you.
THE HEARI NG OFFI CER:  Comm ssi oner

MR. BLOOM No questions, Madam Hearing

M. Sharpe, thank you for your tine

THE HEARI NG OFFI CER: Chair Chang.
MR. SHARPE: Thank you all for the

THE HEARI NG OFFI CER: Hol d on one
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THE HEARI NG OFFI CER:  All righty, so
we're going to recess here for the weekend, and see
you back --

MR. CLOUTI ER: Madam Hearing O ficer,
just one thing. I'mnot able to keep up with the
e-mails. M. Glstrap may be unavail able first thing
Monday nor ni ng.

And if that's the case, we'll switch
himand M. Wnchester in order, but 1'll let
everybody know over the weekend when | get it sorted
out .

THE HEARI NG OFFI CER: Thank you very
much for that, M. Cloutier.

So thank you all. Have a great
weekend. Happy Hal |l oween, and we'll see you Monday at
nine a. m

(Wher eupon, at 6:31 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;
that the proceedi ngs were recorded by ne and
thereafter reduced to typewiting by a qualified
transcriptionist; that said digital audio recording of
said proceedings are a true and accurate record to the
best of nmy 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 | amnot a relative or enpl oyee of

any counsel or attorney enployed by the parties

hereto, nor financially or otherwise interested in the

outcone of this action. _ff, :
#f’fz—hl_r-—--—- s = =
Novenber 14, 2025

GERALD ARAGON

Notary Public in and for the

State of New Mexico
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CERTI FI CATE OF TRANSCRI BER

|, PAMELA AHRENS, do hereby certify that
this transcript was prepared fromthe digital audio
recordi ng of the foregoing proceedi ng, that said
transcript is a true and accurate record of the
proceedi ngs to the best of ny know edge, skills, and
ability; that I amneither counsel for, related to,
nor enpl oyed by any of the parties to the action in
whi ch this was taken; and, further, that I amnot a
relative or enployee of any counsel or attorney
enpl oyed by the parties hereto, nor financially or

otherwi se interested in the outcome of this action.

Novenber 14, 2025 /;%zQQZ%zéZ%ww/’

PAMELA AHRENS
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