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1 the concerns of the atto r n e y f o r Kaiser-Francis, we 

2 bel i e v e t h a t the c a l c u l a t i o n s t h a t were made concerning 

3 t h i s w e l l were made w i t h a 30-year l i f e span. 

4 We would re q u i r e by order t h a t the permit --

5 the approval f o r t h i s w e l l w i l l expire 30 years from the 

6 date of f i r s t i n j e c t i o n . And then i t can come back t o 

7 the O i l Conservation Commission f o r r e - p e r m i t t i n g , i f 

8 necessary. 

9 For t h i s approval, Agave i s required t o 

10 re-enter and d r i l l out and plug c o r r e c t l y the f o l l o w i n g 

11 w e l l s : The Simms Number 1, the Government L Com Number 

12 2, the Government L Com Number 1, and the Smith Federal 

13 Number 1. I f , f o r any reason, Agave i s unable t o 

14 c o r r e c t l y plug those w e l l s , then they would need t o come 

15 back t o the Commission t o discuss t h a t problem. 

16 Mechanical i n t e g r i t y t e s t s w i l l be conducted 

17 p r i o r t o disposal and p r i o r t o f i r s t i n j e c t i o n . 

18 Subsurface s a f e t y valves w i l l be i n s t a l l e d , and the 

19 packers and tub i n g w i l l be c o r r o s i o n - r e s i s t a n t . 

20 The order w i l l be signed at the January 

21 Commission hearing, but both attorneys f o r both sides 

22 need t o submit t h e i r f i n d i n g s of f a c t and conclusions of 

23 law by January 9th. Thank you very much f o r your time. 

24 We are now done w i t h the docket f o r today, 

25 except f o r d e l i b e r a t i o n s on the r u l e s concerning 
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1 h o r i z o n t a l w e l l d r i l l i n g . I t i s Case 14744, the 

2 a p p l i c a t i o n of the O i l Conservation D i v i s i o n , Notice of 

3 Rulemaking concerning the repeal, adoption and amendments 

4 of r u l e s pursuant t o the O i l and Gas Act NMSA 1978, 

5 Sections 70-2-1 through 70-2-38. 

6 D e l i b e r a t i o n s on rulemaking are performed i n 

7 p u b l i c , as a p u b l i c discussion. And I t h i n k t h a t we need 

8 t o simply go through l i n e by l i n e and take i n t o account 

9 comments t h a t were received. However, the record was 

10 closed at the conclusion of the hearing, so the 

11 D i v i s i o n ' s supplemental a p p l i c a t i o n w i l l not be 

12 considered. Neither w i l l the motion t o s t r i k e by 

13 Jalapeno Corporation, which was a response t o the 

14 D i v i s i o n ' s supplemental a p p l i c a t i o n . 

15 There are m u l t i p l e issues t h a t need t o be 

16 considered, i n c l u d i n g d e f i n i t i o n s of p r o j e c t areas, 

17 compulsory p o o l i n g and w e l l spacing, the number of wells 

18 allowed w i t h i n the area. 

19 So why don't we s t a r t w i t h 19.15.14.8? I t had 

20 t o do w i t h the requirement f o r a permit f o r an approved 

21 permit t o d r i l l . 

22 Commissioners, are you on the same page as I 

23 am? 

24 COMMISSIONER BALCH: I believe so. 

25 COMMISSIONER DAWSON: I am. 
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1 CHAIRMAN BAILEY: Okay. Section A of 

2 19.15.14.8 had t o do w i t h the requirement f o r an approved 

3 a p p l i c a t i o n f o r permit t o d r i l l p r i o r t o commencing 

4 d r i l l i n g , deepening or re- e n t r y operations, and 

5 a d d i t i o n a l language f o r commencing an a d d i t i o n a l l a t e r a l , 

6 plugging a w e l l back t o a d i f f e r e n t pool, or completing 

7 or re-completing the w e l l i n an a d d i t i o n a l pool. 

8 Are we i n agreement t h a t those suggested 

9 changes should be adopted? 

10 COMMISSIONER BALCH: Are you r e f e r r i n g t o 

11 15.14.8 A, or A and B? 

12 CHAIRMAN BAILEY: We can do A and B at the 

13 same time, i f you'd l i k e . 

14 COMMISSIONER BALCH: I have a question on 

15 B ( l ) . 

16 CHAIRMAN BAILEY: Let's s t a r t w i t h A. Are 

17 you okay w i t h Section A? 

18 COMMISSIONER BALCH: I am f i n e w i t h 

19 Section A. 

20 COMMISSIONER DAWSON: I am also. 

21 CHAIRMAN BAILEY: Then we've adopted the 

22 recommended changes i n Section A. 

23 I n Section B, Commissioner Balch, what i s your 

24 concern? 

25 COMMISSIONER BALCH: I have a sense t h a t 

PAUL BACA PROFESSIONAL COURT REPORTERS 
42c86186-a1 fb-4735-bdb9-5f604bbf 1290 



Page 60 

1 we may have t o come back t o t h i s a f t e r we discuss 

2 compulsory p o o l i n g i n p r o j e c t areas l a t e r on. 

3 CHAIRMAN BAILEY: So we w i l l hold t h i s at 

4 r e s t u n t i l we have t o come back t o i t . 

5 Do you have any comment on t h a t , Commissioner 

6 Dawson? 

7 COMMISSIONER DAWSON: I don't. 

8 CHAIRMAN BAILEY: Then we go t o 15.16.7, 

9 d r i l l i n g and production, Section B, r e f e r r i n g t o the 

10 d e f i n i t i o n f o r a completed i n t e r v a l . Do e i t h e r of you 

11 have any comments on t h a t suggested change? 

12 COMMISSIONER BALCH: Just Section B? 

13 CHAIRMAN BAILEY: Yes, Items 1, 2 and 3. 

14 COMMISSIONER BALCH: The d e f i n i t i o n s I 

15 have no issue w i t h except f o r t h a t maybe a d e f i n i t i o n of 

16 p r o j e c t area needs t o be included. 

17 CHAIRMAN BAILEY: Well, why don't we wait 

18 u n t i l we get t o p r o j e c t area d e f i n i t i o n ? We can continue 

19 on t o 19.15.16.7, having t o do w i t h the d e f i n i t i o n of 

20 h o r i z o n t a l w e l l . Do e i t h e r of you have any comments on 

21 that? 

22 COMMISSIONER DAWSON: I don't. 

23 COMMISSIONER BALCH: Under Section E, 

24 " ' H o r i z o n t a l w e l l ' means a d i r e c t i o n a l wellbore w i t h one 

25 or more l a t e r a l s t h a t extend a minimum of 100 fe e t 
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1 h o r i z o n t a l l y i n the t a r g e t zone. A w e l l w i t h m u l t i p l e 

2 l a t e r a l s from a common wellbore i n the same or d i f f e r e n t 

3 t a r g e t zones or formations s h a l l be considered one w e l l , " 

4 there are some techniques f o r re-completion t h a t do d r i l l 

5 l a t e r a l s up t o several hundred f e e t from a wellbore using 

6 various techniques. They're ge n e r a l l y a general l a t e r a l . 

7 And i n my work w i t h those wells i n si m u l a t i o n , 

8 we t r e a t those as e x t r a deep p e r f o r a t i o n s , e f f e c t i v e l y 

9 increasing the drainage radius of a w e l l without 

10 n e c e s s a r i l y i t being a l a t e r a l . 

11 Do we need t o -- or do you t h i n k t h a t several 

12 l a t e r a l s j e t t e d out i n t o a formation i n t h a t manner would 

13 q u a l i f y as a h o r i z o n t a l w e l l under t h i s r u l e , or would i t 

14 be a re-completion technique? And i f i t i s a 

15 re-completion technique, do we have t o have language dn 

16 here t h a t d i f f e r e n t i a t e s those? 

17 CHAIRMAN BAILEY: My o f f - t h e - c u f f b e l i e f 

18 i s t h a t i f a j e t t e d p e r f o r a t i o n creates an i n t e r v a l t o be 

19 completed, then i t would be a l a t e r a l . 

20 COMMISSIONER BALCH: Right. These 

21 g e n e r a l l y do not form an i n t e r v a l t o be completed. I t 

22 would a c t u a l l y be the completion i t s e l f . 

23 CHAIRMAN BAILEY: I n t h a t case, without 

24 r e a l l y t h i n k i n g about i t too hard, I would simply c a l l 

25 t h a t , i f i t ' s not cased, i t i s simply a very deep 
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1 p e n e t r a t i o n f o r a p e r f o r a t i o n . I would not c a l l t h a t 

2 h o r i z o n t a l under t h i s d e f i n i t i o n . 

3 Commissioner Dawson, do you have an idea? 

4 COMMISSIONER DAWSON: I'm f i n e w i t h the 

5 d e f i n i t i o n . I t h i n k a h o r i z o n t a l w e l l i s j u s t -- a l l 

6 i t ' s r e a l l y saying i s i t ' s a w e l l w i t h 100 feet 

7 h o r i z o n t a l l y d r i l l e d . I mean t h a t doesn't — t o me, what 

8 you're d e s c r i b i n g i s more of m u l t i p l e p e r f o r a t i o n s w i t h i n 

9 a w e l l or a -- which t h a t ' s authorized now. I mean you 

10 could have two h o r i z o n t a l s o f f the same w e l l i n d i f f e r e n t 

11 pools, i f necessary. 

12 CHAIRMAN BAILEY: But there's no wellbore 

13 i n what you're d e s c r i b i n g , e i t h e r . 

14 COMMISSIONER BALCH: No, you would not put 

15 any t o o l s down t h a t . You might do an acid job, something 

16 l i k e t h a t . 

17 I guess my concern i s there's a minimum of 100 

18 f e e t h o r i z o n t a l l y . Does t h a t begin at the bottom of the 

19 radius of curvature, and does t h i s impact deviated wells 

20 i n general i f they exceed 100 f e e t from t h e i r surface 

21 l o c a t i o n ? 

22 CHAIRMAN BAILEY: I f they exceed 100 f e e t , 

23 they become a h o r i z o n t a l w e l l , according t o t h i s 

24 d e f i n i t i o n . 

25 COMMISSIONER BALCH: So i f i t ' s a deviated 
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1 w e l l , i n t e n t i o n a l or otherwise, t h a t has a small angle 

2 and touches down 100 fe e t or more from i t s surface 

3 l o c a t i o n , i t would be a h o r i z o n t a l well? 

4 CHAIRMAN BAILEY: Yes. 

5 COMMISSIONER BALCH: I s t h a t the i n t e n t , 

6 do you t h i n k , of the rule? 

7 CHAIRMAN BAILEY: I t h i n k so. 

8 COMMISSIONER BALCH: Okay. 

9 CHAIRMAN BAILEY: We're okay? 

10 COMMISSIONER DAWSON: I'm okay w i t h i t . 

11 CHAIRMAN BAILEY: So we w i l l adopt t h i s 

12 language f o r the d e f i n i t i o n of h o r i z o n t a l w e l l . I guess 

13 maybe we should read i t out as the f i n a l . 

14 "'Ho r i z o n t a l w e l l ' means a d i r e c t i o n a l 

15 wellbore w i t h one or more l a t e r a l s t h a t extend a minimum 

16 of 100 f e e t h o r i z o n t a l l y i n the t a r g e t zone. A w e l l w i t h 

17 m u l t i p l e l a t e r a l s from a common wellbore i n the same or 

18 d i f f e r e n t t a r g e t zones or formations s h a l l be considered 

19 one w e l l . " 

20 So now we come t o 15.16.7(K), which i s the 

21 d e f i n i t i o n f o r p r o j e c t area. 

22 MS. BADA: What about H? I s everyone okay 

23 w i t h H? 

24 CHAIRMAN BAILEY: Oh, which would be open 

25 hole? Okay. 
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1 "'Open hole' means t h a t p o r t i o n of a wellbore 

2 or l a t e r a l t h a t i s , 1, not cased, or 2, cased, but the 

3 casing i s not cemented i n place and i s not otherwise 

4 i s o l a t e d from the formation." 

5 I have no issue w i t h t h a t . 

6 COMMISSIONER DAWSON: I don't, e i t h e r . 

7 COMMISSIONER BALCH: No issues. 

8 CHAIRMAN BAILEY: So we w i l l adopt i t as 

9 proposed. 

10 Now we can go t o the d e f i n i t i o n of p r o j e c t 

11 area. I t sounds l i k e you have an opinion on t h a t , 

12 Dr. Balch. 

13 COMMISSIONER BALCH: I'm s t i l l reading 

14 Section I . 

15 COMMISSIONER DAWSON: What about I and J? 

16 CHAIRMAN BAILEY: Those would be deleted 

17 and replaced w i t h the new d e f i n i t i o n s f o r p r o j e c t area; 

18 i s t h a t correct? 

19 MS. BADA: No. 

20 COMMISSIONER DAWSON: The p o r t i o n s t h a t --

21 i t used t o be F, and now i t ' s I , and p o r t i o n s of I are 

22 crossed out. 

23 COMMISSIONER BALCH: With additions? 

24 COMMISSIONER DAWSON: Yes. 

25 CHAIRMAN BAILEY: Okay. So '"Penetration 

j 
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1 p o i n t ' means the beginning of the completed i n t e r v a l of a 

2 h o r i z o n t a l or other d i r e c t i o n a l w e l l or l a t e r a l , " i s the 

3 proposed language. 

4 Do e i t h e r of you have comments about that? 

5 COMMISSIONER BALCH: I believe t h a t 

6 d e f i n i t i o n i s okay. 

7 COMMISSIONER DAWSON: I t ' s f i n e w i t h me. 

8 CHAIRMAN BAILEY: I t ' s f i n e w i t h me. So 

9 we adopt the proposed language f o r p e n e t r a t i o n p o i n t . 

10 "'Producing area' means the p o r t i o n of a 

11 p r o j e c t area t h a t l i e s w i t h i n a window formed by p l o t t i n g 

12 the measured distance from the p r o j e c t area's outer 

13 boundaries, i n s i d e of a which a wellbore can be d r i l l e d 

14 and produced i n conformity w i t h the setback requirements 

15 from the outer boundary of a standard spacing u n i t f o r 

16 the a p p l i c a b l e pool." 

17 Do e i t h e r of you have comments on that? 

18 COMMISSIONER DAWSON: Looks good t o me. 

19 COMMISSIONER BALCH: Except f o r the use of 

20 the term, " p r o j e c t area," which we may not have f u l l y 

21 defined at t h i s p o i n t i n the document. 

22 CHAIRMAN BAILEY: True. 

23 MS. BADA: Project area i s already 

24 defined. I t h i n k the question i s whether you modify the 

25 d e f i n i t i o n . 
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COMMISSIONER BALCH: Right. 

2 CHAIRMAN BAILEY: So we leave t h i s as 

3 proposed u n t i l we get t o the next p o r t i o n , which i s 

4 p r o j e c t area? 

5 COMMISSIONER DAWSON: That's f i n e w i t h me. 

6 I f he wants t o maybe change the p r o j e c t area d e f i n i t i o n , 

7 maybe we should leave t h a t as i s u n t i l we've covered Item 

8 K. 

9 COMMISSIONER BALCH: I don't know t h a t i t 

10 needs t o be changed, but I t h i n k t h a t due d i l i g e n c e 

11 should be given t o the f i n d i n g s of both the ap p l i c a n t and 

12 opposing counsel t h a t we have i n f r o n t of us, Jalapeno 

13 and NMOCD. 

14 CHAIRMAN BAILEY: For the d e f i n i t i o n of 

15 p r o j e c t area? 

16 COMMISSIONER BALCH: Yes. 

17 CHAIRMAN BAILEY: Yes, abs o l u t e l y . So the 

18 proposed language f o r " p r o j e c t area" means an area the 

19 operator designates on Form C-102, w e l l l o c a t i o n and 

20 acreage d e d i c a t i o n p l a t , t h a t comprises, 1, one or more 

21 complete contiguous spacing u n i t s ( i n one section or i n 

22 more than one s e c t i o n ; or 2, an e n t i r e v o l u n t a r y or 

23 s t a t u t o r y u n i t f o r an approved enhanced recovery or 

24 pressure maintenance p r o j e c t , an approved s t a t e 

25 e x p l o r a t o r y u n i t , or a p a r t i c i p a t i n g area i n a fe d e r a l 
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1 u n i t . " 

2 During the hearing I had asked i f t h a t 

3 d e f i n i t i o n should read, "one or more complete contiguous 

4 spacing u n i t s i n one sec t i o n or i n more than one section 

5 t h a t are developed by the h o r i z o n t a l w e l l , " and Mr. Yates 

6 said he would be comfortable w i t h t h a t . 

7 COMMISSIONER DAWSON: I'm comfortable w i t h 

8 t h a t . 

9 CHAIRMAN BAILEY: To add t h a t language 

10 t h a t would r e q u i r e a p r o j e c t area t o have spacing u n i t s 

11 t h a t are a c t u a l l y developed by the w e l l , there was some 

12 question whether or not t h a t term should be "developed" 

13 or should be "penetrated by a w e l l . " 

14 Because w i t h the diagonal w e l l s , sometimes 

15 they j u s t cut a corner of the spacing u n i t and don't 

16 a c t u a l l y develop a f u l l .spacing u n i t . So t h a t ' s a 

17 co n s i d e r a t i o n . 

18 COMMISSIONER BALCH: And the term — t h i s 

19 i s a question f o r Commission Counsel. The term, " p r o j e c t 

20 area," was debated several times during the hearing about 

21 whether or not we could a c t u a l l y do something l i k e t h a t , 

22 define a new term. 

23 I f we define i t only i n these terms as b u i l t 

24 up of continuous spacing u n i t s , are we able t o make t h a t 

25 d e f i n i t i o n , do you believe? 
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1 MS. BADA: I don't see anything t h a t keeps 

2 you from adding t h a t d e f i n i t i o n . 

3 COMMISSIONER BALCH: As long as i t does 

4 not contain s t a t u t o r y a u t h o r i t y t h a t supersedes 

5 e x i s t i n g --

6 MS. BADA: As long as i t ' s based on your 

7 e x i s t i n g a u t h o r i t y f o r non-standard spacing u n i t s . 

8 COMMISSIONER BALCH: Then i n t h a t case, 

9 w i t h your a d d i t i o n on i t , I'm comfortable w i t h the 

10 d e f i n i t i o n of the term, " p r o j e c t area." 

11 CHAIRMAN BAILEY: Do you p r e f e r the term, 

12 "developed by the w e l l , " or do you p r e f e r the term, 

13 "penetrated by the well"? There's a world of d i f f e r e n c e . 

14 I t would be d i f f i c u l t , p o s s i b l y , t o determine 

15 i n a hearing i f a spacing u n i t i s f u l l y developed or i s 

16 simply a l i t t l e b i t developed. 

17 COMMISSIONER BALCH: Arguments were made, 

18 I t h i n k , by both sides t h a t i f you could, w i t h i n 

19 setbacks, develop the e n t i r e length of the h o r i z o n t a l 

20 w i t h i n the p r o j e c t area, t h a t would be an improvement 

21 over the way i t i s done now, where you can only — t h a t 

22 would allow you t o spread your w e l l outside of the area 

23 and have the bottom of the radius of curvature be w i t h i n 

24 the setback. 

25 CHAIRMAN BAILEY: Yes. 
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1 COMMISSIONER BALCH: I believe t h a t the 

2 term, "developed," would more c l o s e l y match t h a t i n t e n t . 

3 COMMISSIONER DAWSON: I would agree. 

4 Because i f you penetrate t h a t and you're not w i t h i n the 

5 setback area, you cannot develop i t . 

6 CHAIRMAN BAILEY: That's r i g h t . 

7 COMMISSIONER DAWSON: "Developed" sounds 

8 b e t t e r t o me. 

9 CHAIRMAN BAILEY: We are i n f u l l agreement 

10 t h a t the d e f i n i t i o n under 19.15.16.7(K), "'Project area' 

11 means an area the operator designates on Form C-102, w e l l 

12 l o c a t i o n and acreage d e d i c a t i o n p l a t t h a t comprises, 1, 

13 one or more complete, contiguous spacing u n i t s t h a t are 

14 developed by a h o r i z o n t a l w e l l i n one section or i n more 

15 than one s e c t i o n ; or 2, an e n t i r e v o l u n t a r y or s t a t u t o r y 

16 u n i t f o r an approved enhanced recovery or pressure 

17 maintenance p r o j e c t , an approved s t a t e e x p l o r a t o r y u n i t , 

18 or a p a r t i c i p a t i n g area i n a f e d e r a l u n i t , " we are good 

19 w i t h t h a t ? 

20 COMMISSIONER DAWSON: I'm good w i t h i t . 

21 COMMISSIONER BALCH: Yes. I believe t h a t 

22 would meet the r u l e . 

23 CHAIRMAN BAILEY: Okay. Let's go t o the 

24 next d e f i n i t i o n , 15.16.7(L). 

25 "'Standard p r o j e c t area' means a p r o j e c t area 
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1 t h a t , 1, i s described i n Paragraph (2) of Subsection K," 

2 t h a t we j u s t t a l k e d about, "of 19.15.16.7 NMAC; 2, 

3 consists of a s i n g l e spacing u n i t ; 3, consists of two or 

4 more spacing u n i t s w i t h i n a s i n g l e section t h a t 

5 c o l l e c t i v e l y comprise; (a) the e n t i r e section, a h a l f 

6 sec t i o n or h a l f - s e c t i o n e q u i v a l e n t , or a quarter s e c t i o n 

7 or q u a r t e r - s e c t i o n e q u i v a l e n t ; or (b) the north, south, 

8 east or west h a l f of a h a l f s e c t i o n or h a l f - s e c t i o n 

9 equivalent, or of a quarter s e c t i o n or a qu a r t e r - s e c t i o n 

10 e q u i v a l e n t ; or (4) consists of a combination of two or 

11 more otherwise standard p r o j e c t areas, i f the r e s u l t i n g 

12 area i s s u b s t a n t i a l l y . i n the form of a rectangle." 

13 I wouid l i k e t o add t o Number 4 there, 

14 "provided t h a t a p r o j e c t area consists of three 40-acre 

15 areas w i t h i n a s i n g l e s e c t i o n , " and excluding the f o u r t h , 

16 "would not be a standard p r o j e c t area." 

17 So i f three q u a r t e r / q u a r t e r s are p a r t of the 

18 proposed p r o j e c t area, t h a t would not be considered a 

19 standard p r o j e c t area. They would have t o include the 

20 f o u r t h , so t h a t we are not l e a v i n g an orphan spacing u n i t 

21 i n a se c t i o n . 

22 .. COMMISSIONER DAWSON: I don't know i f I 

23 l i k e t h a t . What happens i f somebody has a standard 

24 p r o j e c t area and they are d r i l l i n g on a 160-acre spacing 

25 u n i t and they encounter d r i l l i n g d i f f i c u l t i e s ? Does i t 

PAUL BACA PROFESSIONAL COURT REPORTERS 
42c86186-a1 fb-4735-bdb9-5f604bbf 1290 



1 
Page 71 

r e v e r t back t o j u s t where they had — maybe they only got 

2 across two of the 40-acre p o r t i o n s of t h a t p r o j e c t area 

3 and they came t o — they l o s t t h e i r hole or they had 

4 d i f f i c u l t i e s i n completing the l a t e r a l . Then would i t 

5 r e v e r t back t o j u s t those two 40-acre u n i t s , or would i t 

6 s t i l l be a 160-acre p r o j e c t area? So i f they wanted t o 

7 d r i l l an i n f i e l d i n t o a l l four spacing u n i t s --

8 CHAIRMAN BAILEY: A p r o j e c t area i s 

9 designated on a Form C-102 when a w e l l i s -- an 

10 a p p l i c a t i o n f o r a permit t o d r i l l i s submitted, and the 

11 APD i s approved, but the C-102 i s not approved. I t ' s 

12 separate. There's n e i t h e r approval nor disapproval. But 

13 a nonstandard.project area can be a d m i n i s t r a t i v e l y 

14 authorized by the Division.because they do nonstandard 

15 l o c a t i o n s a l l the time. 

16 COMMISSIONER DAWSON: So t h a t standard 

17 p r o j e c t area would then become a nonstandard p r o j e c t area 

18 i n the scenario t h a t I'm t a l k i n g about? 

19 CHAIRMAN BAILEY: Yes. 

20 COMMISSIONER DAWSON: That's f i n e . 

21 COMMISSIONER BALCH: I have a note based 

22 on the testimony of Mr. Brooks t h a t has an addendum t o 

23 t h a t paragraph such t h a t i t reads, "Consists of a 

24 combination of two or more otherwise standard p r o j e c t 

25 areas i f the r e s u l t i n g area i s s u b s t a n t i a l l y i n the form 
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1 of a rectangle and a l l spacing u n i t s are developed." 

2 CHAIRMAN BAILEY: And a l l spacing u n i t s 

3 are w i t h i n the section? 

4 COMMISSIONER BALCH: Within the p r o j e c t 

5 area, I b e l i e v e . 

6 CHAIRMAN BAILEY: Okay. 

7 COMMISSIONER BALCH: We're t a l k i n g about 

8 two p r o j e c t areas or more? Your concern i s about l e a v i n g 

9 orphan --

10 CHAIRMAN BAILEY: Yes. 

11 COMMISSIONER BALCH: — orphan leases 

12 w i t h i n a u n i t ? 

13 CHAIRMAN BAILEY: Orphan spacing u n i t s 

14 w i t h i n a s e c t i o n . 

15 COMMISSIONER BALCH: I believe Mr. Brooks' 

16 concern I be l i e v e was t h a t the p r o j e c t area would be 

17 defined. And then i f you include the orphan u n i t , then 

18 i t may not have a p o t e n t i a l t o be drained separately, 

19 under a separate --

20 CHAIRMAN BAILEY: Which makes i t an 

21 orphan. 

22 COMMISSIONER BALCH: Right. So i n c l u d i n g 

23 i t may not prevent i t from becoming an orphan i f the 

24 development of the p r o j e c t area does not have a wellbore 

25 t h a t accesses f l u i d s w i t h i n t h a t orphan u n i t . 
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1 CHAIRMAN BAILEY: Hum? 

2 COMMISSIONER DAWSON: That's the same 

3 question I asked. I believe t h a t would then go i n t o a 

4 nonstandard p r o j e c t area. The p r o r a t i o n u n i t would be --

5 say i t went through three quarter/quarters instead of 

6 four. Then the p r o r a t i o n u n i t f o r t h a t w e l l would only 

7 be the three q u a r t e r / q u a r t e r s . 

8 CHAIRMAN BAILEY: Because the f o u r t h i s 

9 not developed? 

10 COMMISSIONER DAWSON: Yeah. 

11 CHAIRMAN BAILEY: And i t i s a nonstandard 

12 p r o j e c t area? 

13 COMMISSION: Correct. 

14 COMMISSIONER BALCH: I f you're both 

15 comfortable, I'm going t o defer, because I'm not very 

16 versed i n u n i t i z a t i o n . 

17 CHAIRMAN BAILEY: Okay. So Section 4 

18 would read, "consists of a combination of two or more 

19 otherwise standard p r o j e c t areas i f the r e s u l t i n g area i s 

20 s u b s t a n t i a l l y i n the form of a rectan g l e , provided t h a t a 

21 p r o j e c t area of three 40-acre u n i t s w i t h i n a s i n g l e 

22 s e c t i o n and excluding the f o u r t h spacing u n i t would not 

23 be considered a standard p r o j e c t area." 

24 So they'd have t o go nonstandard or 

25 a d m i n i s t r a t i v e — 
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1 COMMISSIONER DAWSON: I don't know i f you 

2 need t o add t h a t . Because i f you go t o M, "'Nonstandard 

3 p r o j e c t ' means a p r o j e c t area t h a t i s not a standard 

4 p r o j e c t area." 

5 CHAIRMAN BAILEY: Yeah. But we're not 

6 saying t h a t l e a v i n g t h a t orphan i s considered 

7 nonstandard. Otherwise, they can say i t ' s standard 

8 because we have two or more spacing u n i t s here. 

9 COMMISSIONER DAWSON: Okay. 

10 COMMISSIONER BALCH: The way you explained 

11 i t make sense. 

12 CHAIRMAN BAILEY: Sh a l l we go t o Section 

13 M, which i s the d e f i n i t i o n of "nonstandard p r o j e c t area"? 

14 "Means a p r o j e c t area t h a t i s not a standard p r o j e c t 

15 area." Good enough? 

16 COMMISSIONER DAWSON: I'm going back t o 

17 your l a s t one on L. I'm sorry. When you add t h a t 

18 language, i f you look at L ( 3 ) , i t says, "consists of two 

19 or more spacing u n i t s . " So I don't know i f you need t o 

20 add t h a t . 

21 CHAIRMAN BAILEY: Yeah. But i f you d o n ' t , 

22 then t h e y ' l l say, "Three spacing u n i t s i s a standard 

23 p r o j e c t a rea ." And I ' m t r y i n g t o — 

24 COMMISSIONER DAWSON: Okay, you ' r e going 

25 f u r t h e r . Okay, a l l r i g h t . Tha t ' s f i n e w i t h me. That 
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1 sounds good t o me. 

2 CHAIRMAN BAILEY: Then we can go t o 

3 Section M. Do you a l l have problems w i t h the d e f i n i t i o n 

4 of a nonstandard p r o j e c t area? Are we good w i t h that? 

5 COMMISSIONER DAWSON: I'm good w i t h i t . 

6 COMMISSIONER BALCH: I'm good w i t h i t . 

7 MS. BADA: Are you okay w i t h the 

8 deletions? 

9 CHAIRMAN BAILEY: Of " p r o j e c t w e l l spacing 

10 u n i t , " yes. 

11 MS. BADA: V e r t i c a l wells? 

12 CHAIRMAN BAILEY: I'm good w i t h those two 

13 d e l e t i o n s . What about you two? 

14 COMMISSIONER DAWSON: I'm f i n e w i t h i t . 

15 COMMISSIONER BALCH: I'm f i n e , as w e l l . 

16 CHAIRMAN BAILEY: A l l r i g h t . Then Section 

17 ' N, "'Terminus' means the f a r t h e s t p o i n t a t t a i n e d along 

18 the wellbore or l a t e r a l . " Are you good w i t h a d d i t i o n of 

19 those words, "or l a t e r a l " ? 

20 COMMISSIONER BALCH: Yes. 

21 COMMISSIONER DAWSON: I'm f i n e . 

22 CHAIRMAN BAILEY: I am, too. We'll adopt 

23 t h a t . And then the d e l e t i o n of the o l d d e f i n i t i o n f o r 

24 v e r t i c a l w e l l , are you good w i t h d e l e t i o n ? 

25 COMMISSIONER BALCH: Do we need t o delete 
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1 t h a t d e f i n i t i o n f o r a v e r t i c a l well? 

2 COMMISSIONER DAWSON: I don't t h i n k you 

3 want t o delete i t . That's not t o say — I mean most 

4 wells being d r i l l e d today are h o r i z o n t a l s , but there's 

5 s t i l l people t h a t want v e r t i c a l wells out there. 

6 CHAIRMAN BAILEY: Let's look at the 

7 d e f i n i t i o n . "Means a w e l l t h a t does not have an 

8 i n t e n t i o n a l departure or course d e v i a t i o n from the 

9 v e r t i c a l . " I see no harm i n going e i t h e r way w i t h t h a t . 

10 COMMISSIONER BALCH: I t h i n k I a c t u a l l y 

11 l i k e l e a v i n g the d e f i n i t i o n i n . Because i f you do have a 

12 w e l l t h a t deviates u n i n t e n t i o n a l l y , i t doesn't then f a l l 

13 i n t o the problem of becoming defined as a h o r i z o n t a l w e l l 

14 under our d e f i n i t i o n of h o r i z o n t a l w e l l , whereas the 

1'5 l a t e r a l i s 100 fe e t from the surface. 

16 CHAIRMAN BAILEY: We have a d e f i n i t i o n f o r 

17 a deviated w e l l i n 16.7.C, which says, "'Deviated w e l l ' 

18 means a wellbore t h a t i s i n t e n t i o n a l l y deviated from 

19 v e r t i c a l but not w i t h an i n t e n t i o n a l azimuth." 

20 COMMISSIONER DAWSON: Well, you know, t h i s 

21 i s dealing w i t h h o r i z o n t a l w e l l s . I t doesn't have 

22 anything t o do -- now t h a t I t h i n k about t h i s , i t doesn't 

23 have anything t o do w i t h v e r t i c a l w e l l s . We're j u s t 

24 addressing h o r i z o n t a l w e l l s i n t h i s r u l e . 

25 MS. BADA: A c t u a l l y , no. 
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1 CHAIRMAN BAILEY: No. I t ' s a l l d r i l l i n g 

2 and production. 

3 COMMISSIONER BALCH: Since we have a 

4 d e f i n i t i o n f o r h o r i z o n t a l w e l l , d i r e c t i o n a l w e l l and 

5 deviated w e l l , i t doesn't h u r t t o have a d e f i n i t i o n of 

6 v e r t i c a l w e l l . 

7 MS. BADA: Do we know whether " v e r t i c a l 

8 w e l l " i s a c t u a l l y used i n the r e s t of the sections? 

9 Because i f i t ' s - n o t , you don't need t o define i t . 

10 CHAIRMAN BAILEY: Let's go ahead and 

11 delete i t . 

12 COMMISSIONER BALCH: Without an exhaustive 

13 reading of a l l the non-red m a t e r i a l , I'm not sure I can 

14 answer t h a t question. 

15 MS. BADA: Are you comfortable w i t h me 

16 doing a search, and i f i t ' s not used, t a k i n g i t out? 

17 CHAIRMAN BAILEY: Yes. 

18 COMMISSIONER BALCH: I'm f i n e w i t h t h a t . 

19 COMMISSIONER DAWSON: I'm comfortable w i t h 

20 t h a t . 

21 MS. BADA: I w i l l do t h a t . 

22 CHAIRMAN BAILEY: We're l e a v i n g the 

23 d e f i n i t i o n s . 

24 But I t h i n k i t would be a good idea, up a t the 

25 very t o p , where i t says, "15 .16 .7 , d e f i n i t i o n s , " t h a t we 
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include language t h a t says, " I n a d d i t i o n t o the 

2 d e f i n i t i o n s i n 19.15.2.7," so t h a t people who are 

3 searching f o r d e f i n i t i o n s r e a l i z e t h a t they could also go 

4 t o 2.7 t o f i n d some d e f i n i t i o n s t h a t they may be looking 

5 f o r . 

6 MS. BADA: Records won't allow you t o 

7 change your captions. So i f you want t o add t h a t , you 

8 w i l l need t o put i n a note below t h a t . 

9 CHAIRMAN BAILEY: Can we put i n a note 

10 below that? 

11 MS. BADA: Yes. You could say, "The 

12 f o l l o w i n g a d d i t i o n s apply t o the sections f o r other-

13 d e f i n i t i o n s . " 

1.4 CHAIRMAN BAILEY: So people aren't misled 

15 i n t o t h i n k i n g these are the only d e f i n i t i o n s t h a t could 

16 apply. 

17 A l l r i g h t . Then t h a t means t h a t we go t o 

18 19.15.16.14. Okay. Section B, the t i t l e adds the words, 

19 " d i r e c t i o n a l or h o r i z o n t a l wellbores." Or we could 

20 have — oh, the t i t l e of 19.15.16.14, the t i t l e would 

21 include some a d d i t i o n a l language. So i t would read, 

22 "Deviation t e s t s ; deviated, d i r e c t i o n a l and h o r i z o n t a l 

23 w e l l s . " Are you good w i t h that? 

24 COMMISSIONER DAWSON: I'm good w i t h i t . 

25 COMMISSIONER BALCH: Yes. 
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1 CHAIRMAN BAILEY: Then we go t o Section B, 

2 where we have a d d i t i o n a l language. The t i t l e of t h a t 

3 would be, " D i r e c t i o n a l or h o r i z o n t a l wellbores." We're 

4 good w i t h that? 

5 COMMISSIONER BALCH: Yes. 

6 COMMISSIONER DAWSON: I'm f i n e . 

7 CHAIRMAN BAILEY: Okay. And then we go 

8 down t o Section B(2), which has t o do w i t h unorthodox 

9 l o c a t i o n s . " I f a l l or pa r t of a d i r e c t i o n a l wellbore's 

10 completed i n t e r v a l i s p r o j e c t e d t o be outside of the 

11 producing area or i f any p o r t i o n of a d i r e c t i o n a l 

12 wellbore's completed i n t e r v a l , as d r i l l e d , i s located 

13 more than 50 f e e t from i t s p r o j e c t e d l o c a t i o n as 

14 i n d i c a t e d on Form C-102 f i l e d w i t h the a p p l i c a t i o n f o r 

15 permit t o d r i l l the w e l l and i s outside of the producing 

16 area, the w e l l ' s l o c a t i o n i s considered unorthodox. To 

17 obtain approval f o r the wel l ' s l o c a t i o n , the operator 

18 s h a l l f i l e a w r i t t e n a p p l i c a t i o n i n the Santa Fe O f f i c e 

19 of the D i v i s i o n i n accordance w i t h Subsection C of 

20 19.15.15.13 NMAC." 

21 So t h i s i s where we get i n t o the d e v i a t i o n of 

22 greater than 50 f e e t . Do e i t h e r of you have comments 

23 about tha t ? This would ensure t h a t unorthodox l o c a t i o n s 

24 would come through the Santa Fe O f f i c e f o r approval 

25 a d m i n i s t r a t i v e l y . 
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1 ' COMMISSIONER DAWSON: I'm f i n e w i t h i t . 

2 COMMISSIONER BALCH: Correct me i f I'm 

3 wrong. I don't know. This i s regarding a h o r i z o n t a l 

4 s e c t i o n t h a t i s completed w i t h pipe and then enters a pay 

5 area some distance down t h a t h o r i z o n t a l or l a t e r a l t r a c t ? 

6 CHAIRMAN BAILEY: That's my understanding. 

7 COMMISSIONER BALCH: I t h i n k i f t h a t --

8 t h a t occurrence would probably be r e l a t i v e l y small and 

9 would not add a d d i t i o n a l , excessive burden t o be looked 

10 at a d m i n i s t r a t i v e l y . I'm a l l r i g h t w i t h i t . 

11 CHAIRMAN BAILEY: Good. So we w i l l adopt 

12 B(2) . 

13 We could look a t B(3). "Allowables f o r 

14 p r o j e c t areas w i t h m u l t i p l e p r o r a t i o n u n i t s . The 

15 D i v i s i o n s h a l l assign t o a p r o j e c t area w i t h i n a prorated 

16 pool an allowable equal t o the ap p l i c a b l e u n i t allowable 

17 f o r the pool, m u l t i p l i e d by the number of standard 

18 spacing u n i t s or approved nonstandard spacing u n i t s t h a t 

19 a h o r i z o n t a l w e l l ' s or l a t e r a l ' s completed i n t e r v a l 

20 penetrates. I f a p r o j e c t area includes a spacing u n i t or 

21 smaller p r o j e c t area dedicated t o an e x i s t i n g wellbore, 

22 unless the operators of a l l wells i n the p r o j e c t area 

23 otherwise agree, the p r o j e c t area's allowable s h a l l be 

24 computed by deducting the a c t u a l production from the 

25 e x i s t i n g wellbore or wellbores from the t o t a l allowable 
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1 f o r the p r o j e c t area." 

2 COMMISSIONER BALCH: I have an addendum 

3 t h a t would immediately f o l l o w the t e r m i n a t i o n of t h a t 

4 l a s t sentence, "not t o exceed e x i s t i n g allowables f o r the 

5 wellbore or wellbores." 

6 CHAIRMAN BAILEY: Okay, which i s a b e t t e r 

7 place f o r p u t t i n g t h a t thought than I had. So yes, I 

8 t h i n k t h a t ' s — I agree w i t h t h a t . What do you say? 

9 COMMISSIONER DAWSON: Where are you 

10 l o o k i n g at now? 

11 COMMISSIONER BALCH: Where i t reads, "The 

12 p r o j e c t area's allowable s h a l l be computed by deducting 

13 the a c t u a l production from the e x i s t i n g wellbore or 

14 wellbores from the t o t a l allowable f o r the p r o j e c t area, 

15 not t o exceed e x i s t i n g allowables f o r the wellbore or 

16 wellbores." 

17 COMMISSIONER DAWSON: I'm f i n e w i t h t h a t . 

18 CHAIRMAN BAILEY: Okay. Because of -- i t 

19 uses the terminology, r i g h t a f t e r the crossed-out area, 

20 "an allowable equal t o the a p p l i c a b l e allowable f o r the 

21 pool, m u l t i p l i e d by the number of standard spacing u n i t s 

22 or approved nonstandard spacing u n i t s t h a t a h o r i z o n t a l 

23 w e l l ' s or l a t e r a l ' s completed i n t e r v a l penetrates." 

24 Didn't we t a l k about "develops," instead of "penetrates"? 

25 COMMISSIONER BALCH: Yes. 

PAUL BACA PROFESSIONAL COURT REPORTERS 
42c86186-a1 fb-4735-bdb9-5f604bbf 1290 



Page 82 

1 CHAIRMAN BAILEY: So t h a t word 

2 "penetrates" needs t o be changed t o "develops." 

3 COMMISSIONER BALCH: I n the f i n a l r u l e , 

4 t h a t may be another term t h a t you need t o search on. 

5 CHAIRMAN BAILEY: Um-hum. Because I don't 

6 believe there i s a d e f i n i t i o n f o r development of a 

7 spacing u n i t . 

8 COMMISSIONER DAWSON: Then I read above 

9 i t , and i t was already crossed out. I t goes i n t o saying 

10 "the completed i n t e r v a l develops or traverses." So 

11 should i t be -- on t h a t one and the one before t h a t we 

12 were t a l k i n g about, be "developed or traverses," or --

13 CHAIRMAN BAILEY: I f i t j u s t cuts the 

14 corner -- i f a diagonal w e l l j u s t cuts a corner, i t ' s not 

15 t r u l y developing the spacing u n i t . 

16 COMMISSIONER DAWSON: Take out 

17 "penetrates" and put "develops." 

18 COMMISSIONER BALCH: I t h i n k "develops" 

19 covers the i n t e n t . . 

20 CHAIRMAN BAILEY: So are we cl e a r on B(3)? 

21 COMMISSIONER BALCH: I am. 

22 COMMISSIONER DAWSON: I'm f i n e . 

23 Then we go t o 15.16.15.A, "Special r u l e s f o r 

24 h o r i z o n t a l w e l l s . " We do have comments from Jalapeno 

25 concerning consent requirements. 

; i . K . i . f , i : , S S : f e * . , . ; . - . i ^ V f ^ L : ^ it; 
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1 COMMISSIONER BALCH: I t does not appear 

2 there's any comments from the OCD on t h a t Section A. 

3 CHAIRMAN BAILEY: Well, we can't allow any 

4 proposed changes t h a t came i n a f t e r the hearing. 

5 COMMISSIONER BALCH: Right. I t doesn't 

6 look l i k e there's any. 

7 CHAIRMAN BAILEY: I t h i n k the comments are 

8 only from Jalapeno, as f a r as t h i s area. I'm looking at 

9 the packet t h a t ' s labeled, "Jalapeno Corporation and 

10 Harvey E. Yates Company's proposed f i n d i n g s of f a c t and 

11 conclusions of law." On page 16 he submitted some 

12 proposed language t h a t I t h i n k we need t o discuss before 

13 we adopt. 

14 His proposed language i n A ( l ) — the 

15 D i v i s i o n ' s proposed language f o r A ( l ) begins, 

16 " D i r e c t i o n a l and h o r i z o n t a l w e l l consent requirement. An 

17 operator s h a l l not f i l e an a p p l i c a t i o n f o r permit t o 

18 d r i l l nor commence d r i l l i n g of a h o r i z o n t a l or 

19 d i r e c t i o n a l w e l l u n t i l the operator has e i t h e r : .1, 

20 received the consent of at l e a s t one lessee or owner of 

21 an unleased mineral i n t e r e s t i n each t r a c t ( i n the t a r g e t 

22 pool or formation) i n which any p a r t of the well's 

23 completed i n t e r v a l w i l l be loca t e d . " 

24 Jalapeno suggests t h a t we add the language, 

25 "and i n which each t r a c t i s not dedicated t o an e x i s t i n g 
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1 operating agreement or communitization agreement covering 

2 a proposed geologic i n t e r v a l . " 

3 I've thought about t h a t long and hard and 

4 r e a l i z e d t h a t the language as presented would prevent the 

5 completed i n t e r v a l t o include a common u n i t , even w i t h a 

6 common u n i t agreement of a l l of the p a r t i e s . So I don't 

7 t h i n k i t i s i n anyone's best i n t e r e s t t o add language i n 

8 which i t excludes e x i s t i n g communitizations or u n i t 

9 agreements. 

10 COMMISSIONER DAWSON: I agree. 

11 COMMISSIONER BALCH: I'm not going t o 

12 imply the i n t e n t . I t h i n k t h a t the goal of t h a t 

13 statement i s t o prevent someone coming i n t o a p r o j e c t 

14 area and o v e r r i d i n g the e x i s t i n g agreements. 

15 CHAIRMAN BAILEY: Right. 

16 COMMISSIONER BALCH: And i f you t h i n k t h a t 

17 the r u l e , as w r i t t e n , without t h a t addendum, p r o t e c t s 

18 t h a t r i g h t of the previous i n t e r e s t s , then I'm a l l r i g h t 

19 w i t h the exc l u s i o n of the addendum. 

20 CHAIRMAN BAILEY: What causes me a problem 

21 i s t h a t f o r a minor owner of a mineral i n t e r e s t i n a 

22 spacing u n i t t o commit the e n t i r e spacing u n i t t h a t ' s 

23 already under a JOA doesn't seem, t o me, to be 

24 appropriate. 

25 COMMISSIONER BALCH: I agree w i t h t h a t 
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1 statement. 

2 COMMISSIONER DAWSON: I agree. 

3 CHAIRMAN BAILEY: So I have problems w i t h 

4 at l e a s t one lessee or owner w i t h i n a spacing u n i t who 

5 does not have the a u t h o r i t y . Because we s t i l l haven't 

6 t a l k e d about compulsory pooling, but t h a t ' s something 

7 w e ' l l be g e t t i n g t o . 

8 COMMISSIONER DAWSON: I agree. Because 

9 there could be a minimal i n t e r e s t owner, somebody t h a t 

10 has l i k e a h a l f percent there. 

11 COMMISSIONER BALCH: I t could be somebody 

12 i n the 25 percent t h a t d i d not i n i t i a l l y agree t o the 

13 e x i s t i n g p o o l i n g f o r u n i t i z a t i o n . 

14 CHAIRMAN BAILEY: Right, who's force ... ... 

15 pooled f o r t h a t spacing u n i t . 

16 COMMISSIONER BALCH: Now they can t r i g g e r 

17 a forced r e - p o o l i n g f o r a p r o j e c t area w i t h t h a t 

18 terminology. 

19 CHAIRMAN BAILEY: Um-hum. 

20 COMMISSIONER BALCH: So I t h i n k maybe I'm 

21 not c o r r e c t , but we need t o r e w r i t e or r e t h i n k t h a t 

22 e n t i r e Subsection 1. 

23 CHAIRMAN BAILEY: I agree. And th a t ' s why 

24 I t h i n k we could borrow language t h a t was proposed i n the 

25 lower Section 3 t h a t Jalapeno o f f e r e d i n t h e i r proposed 
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1 f i n d i n g s of f a c t and conclusions of law on page 16. 

2 Let's j u s t put Section 1 on hold f o r a second 

3 and look at Section 2. 

4 COMMISSIONER DAWSON: I want t o go back 

5 f o r a minute. On 1, there i s a m i s s p e l l i n g . I t should 

6 be "lessee," not "leesee." 

7 CHAIRMAN BAILEY: I see, yes. 

8 COMMISSIONER BALCH: I t should be 

9 1-e-s-s-e-e. 

10 CHAIRMAN BAILEY: Okay. 

11 COMMISSIONER BALCH: Jalapeno c o r r e c t s 

12 t h a t . 

13 CHAIRMAN BAILEY: Yes, they do. 

14 I f we look at Section 2, the compulsory 

15 poo l i n g question does come up. And the Jalapeno language 

16 w i t h the proposed language says, "obtain a compulsory 

17 p o o l i n g order from the D i v i s i o n which s h a l l not be 

18 a v a i l a b l e outside a s i n g l e p r o r a t i o n u n i t which would be 

19 r e q u i r e d of a v e r t i c a l w e l l d r i l l e d t o be the intended 

20 productive horizon at the same l o c a t i o n . " 

21 I do not agree w i t h h i s proposed a d d i t i o n a l 

22 language. 

23 COMMISSIONER BALCH: I t h i n k i t gives you 

24 a case again where a p o t e n t i a l m i n o r i t y landowner could 

25 c o n t r o l the compulsory p o o l i n g process. Whether we agree 
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1 or disagree w i t h compulsory p o o l i n g and the way i t ' s 

2 implemented, i t ' s not an e f f e c t i v e change. 

3 CHAIRMAN BAILEY: Mr. Dawson, do you agree 

4 t h a t we should not add the proposed language from 

5 Jalapeno? 

6 COMMISSIONER DAWSON: I agree. 

7 CHAIRMAN BAILEY: Okay. Then l e t ' s look 

8 at Section 3 of Section A. 

9 " I f an e x i s t i n g operating agreement or 

10 communitization agreement i s i n place which covers any 

11 p o r t i o n of the t a r g e t zone which prevents waste and i s 

12 f a i r t o r o y a l t y owners" -- I don't know how you're ever 

13 going t o enforce t h a t -- "the D i v i s i o n may not issue an 

14 order f o r compulsory p o o l i n g without o b t a i n i n g " — and 

15 t h i s i s the language I'm i n t e r e s t e d i n — "the consent of 

16 the working i n t e r e s t owner i s re q u i r e d t o amend the terms 

17 of the agreement. I n the absence of language i n the 

18 e x i s t i n g operating agreement which sets the percentage of 

19 ownership r e q u i r e d t o amend the operating agreement, the 

20 D i v i s i o n may consider compulsory p o o l i n g w i t h the concept 

21 or two or more p a r t i e s owning 75 percent of more of the 

22 working i n t e r e s t ownership governed by an e x i s t i n g 

23 operating agreement." 

24 What do you a l l t h i n k about that? 

25 COMMISSIONER BALCH: Again, I'm not 
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1 t e r r i b l y experienced i n t h i s area. 

2 COMMISSIONER DAWSON: I don't l i k e i t . 

3 Because some of these leases are so cut up, you may never 

4 be able t o reach 75 percent of the working i n t e r e s t 

5 owners, because there might be 50 people i n there t h a t 

6 only have 2 percent, t o d r i l l the w e l l . 

7 COMMISSIONER BALCH: But i s n ' t t h a t how 

8 i t ' s already being done f o r t r a d i t i o n a l development? 

9 Under the cur r e n t r u l e , you have t o have 75 percent f o r 

10 compulsory pooling? 

11 MS. BADA: No. 

12 COMMISSIONER DAWSON: You're t h i n k i n g of 

13 u n i t i z a t i o n . I t i s of u n i t s , but not on a 

14 communitization agreement. 

15 COMMISSIONER BALCH: What i s the 

16 d i f f e r e n c e between --

17 CHAIRMAN BAILEY: A u n i t and a 

18 communitization? 

19 COMMISSIONER BALCH: Yes. 

20 CHAIRMAN BAILEY: Communitizations 

21 t r a d i t i o n a l l y only cover spacing u n i t s , w e l l acreage 

22 dedicated t o a w e l l , where a u n i t covers a r e s e r v o i r w i t h 

23 p o s s i b l y m u l t i p l e w e l l s . 

24 COMMISSIONER BALCH: I t seems l i k e we have 

25 t o deal w i t h two cases r e a l l y , the f i r s t case being 
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1 completely new development, and the second case being a 

2 p r o j e c t area where there i s e x i s t i n g development under 

3 a l l of i t or some of i t . 

4 CHAIRMAN BAILEY: Yes. 

5 COMMISSIONER BALCH: There's r e a l l y only 

6 two cases t h a t we have t o understand. Probably some 

7 minimal language would be re q u i r e d f o r the f i r s t case 

8 t h a t would match e x i s t i n g p o o l i n g and u n i t i z a t i o n , 

9 communitization language. Unless t h a t already covers i t , 

10 we have t o s p e c i f i c a l l y p o i n t t o t h a t . 

11 CHAIRMAN BAILEY: That wasn't brought up. 

12 MS. BADA: I t h i n k i t was, because t h a t ' s 

13 why Jalapeno and Harvey Yates had concerns. 

14 CHAIRMAN BAILEY: About crossing through 

15 spacing u n i t s t h a t had e x i s t i n g JOAs? 

16 COMMISSIONER BALCH: That case was 

17 d e f i n i t e l y brought up. I guess my f i r s t question was 

18 whether, i n a completely new development area, which 

19 probably there's not very many of — 

20 CHAIRMAN BAILEY: There are p l e n t y . 

21 COMMISSIONER BALCH: -- do we need t o have 

22 s p e c i f i c language or p o i n t t o e x i s t i n g u n i t i z a t i o n , 

23 communitization and compulsory pooling? 

24 CHAIRMAN BAILEY: That's what we d i d i n 

25 the very f i r s t p a r t of our discussion today, which was 
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1 14.8.B, where a mineral owner's or lessee's consent i s 

2 requi r e d . Oh, t h i s i s the one we skipped over, i s n ' t i t ? 

3 Maybe now i s the appropriate time. 

4 Because you can't get an approved APD u n t i l 

5 the operator has the consent of at l e a s t one lessee or 

6 owner of an unleased mineral i n t e r e s t at the bottomhole 

7 l o c a t i o n or a compulsory p o o l i n g order from the D i v i s i o n . 

8 

9 COMMISSIONER BALCH: That appears l i k e i t 

10 might cover the f i r s t scenario. 

11 CHAIRMAN BAILEY: I t h i n k i t does. 

12 COMMISSIONER BALCH: And w i t h our 

13 agreement on the d e f i n i t i o n of p r o j e c t areas, I t h i n k 

14 t h a t ' s okay, too. 

15 CHAIRMAN BAILEY: To adopt? 

16 COMMISSIONER BALCH: Yes. 

17 CHAIRMAN BAILEY: Commissioner Dawson, do 

18 you adopt the proposed language f o r 14.8.B, as i t was 

19 presented t o us? 

20 COMMISSIONER DAWSON: I do. And I l i k e i t 

21 the way i t ' s w r i t t e n t here. I don't l i k e the 75 percent 

22 or more of the working i n t e r e s t ownership, because t h a t ' s 

23 an a d m i n i s t r a t i v e nightmare, t r y i n g t o approve those. 

24 CHAIRMAN BAILEY: Yes, i t i s . 

25 COMMISSIONER DAWSON: I don't l i k e t h a t . 
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1 COMMISSIONER BALCH: Then we have t o 

2 balance t h a t a d m i n i s t r a t i v e nightmare w i t h the p r o t e c t i o n 

3 of c o r r e l a t i v e r i g h t s . 

4 COMMISSIONER DAWSON: Then I t h i n k i f 

5 somebody wants t o do a communitization agreement, t h a t ' s 

6 j u s t going t o be -- i t w i l l become an a d m i n i s t r a t i v e 

7 nightmare f o r us and an a d m i n i s t r a t i v e nightmare f o r the 

8 operators applying f o r a communitization agreement t o get 

9 a l l those signatures and do a l l t h a t . 

10 And i t w i l l -- i t could preclude or i t could 

11 be -- i t w i l l be d i f f i c u l t f o r somebody, i f they have a 

12 lease t h a t ' s g e t t i n g ready t o expire and they have t o get 

13 a l l these signatures, 75 percent of the people t o agree 

14 t o i t . They w i l l never get t h e i r w e l l d r i l l e d because 

15 t h e y ' l l never be able t o get i t i n time before t h e i r 

16 lease expires. I don't l i k e t h a t language at a l l , t o 

17 t e l l you the t r u t h . 

18 COMMISSIONER BALCH: For current 

19 compulsory p o o l i n g , you're j u s t r e q u i r e d t o have 75 

20 percent of the mineral r i g h t s ? 

21 CHAIRMAN BAILEY: No. 

22 COMMISSIONER BALCH: What i s required? 

23 CHAIRMAN BAILEY: For compulsory pooling, 

24 i t comes t o the D i v i s i o n or the Commission f o r 

25 c o n s o l i d a t i o n of those mineral i n t e r e s t s i n order t o 
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1 d r i l l t h a t w e l l . And then the costs are a l l o c a t e d or 

2 p e n a l t i e s are assigned i f the company does not then 

3 choose t o p a r t i c i p a t e i n a w e l l . 

4 COMMISSIONER DAWSON: You have t o have the 

5 lessees of record of the leases involved i n the p r o r a t i o n 

6 u n i t . They have t o sign the communitization agreement. 

7 That's what you need now, the lessees of record. 

8 So i f somebody owns a f e d e r a l lease, say Yates 

9 owned a f e d e r a l lease, and they want t o pool 40 acres of 

10 t h a t f e d e r a l lease w i t h 40 acres of a s t a t e lease, i f 

11 i t ' s a s t a t e lease, f o r instance, a l l they need i s the 

12 signatures of the people t h a t own the BLM lease, the 

13- lessees of record, and the lessees of record of the s t a t e 

14 lease. 

15 When you get i n t o t h i s , you're g e t t i n g i n t o 

16 the working i n t e r e s t owners and a l l t h a t . I mean i t 

17 would be an a d m i n i s t r a t i v e nightmare t o do i t t h i s way. 

18 COMMISSIONER BALCH: So I t h i n k what we 

19 r e a l l y need t o do f o r Section A would be t o come up w i t h 

20 a r u l e t h a t meets the cur r e n t s t a t u t e but also p r o t e c t s 

21 the e x i s t i n g r i g h t s . 

22 CHAIRMAN BAILEY: Let's say we consider 

23 the language f o r A ( l ) , "received the consent of at l e a s t 

24 one lessee or owner of an unleased mineral i n t e r e s t i n 

25 each t r a c t ( i n the t a r g e t pool or formation) i n which any 
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1 p a r t of the w e l l ' s completed i n t e r v a l w i l l be located; 

2 or" — I l o s t i t . The consent of the working i n t e r e s t --

3 okay. 

. 4 We combine w i t h Number 3, " i f an e x i s t i n g 

5 operating agreement or communitization agreement i s i n 

6 place which covers any p o r t i o n of the t a r g e t zone, the 

7 D i v i s i o n may not issue an order f o r compulsory pooling 

8 wi t h o u t " — may not issue an order f o r --

9 MS. BADA: One i s n ' t dealing w i t h 

10 compulsory p o o l i n g . One i s dealing w i t h consent. 

11 CHAIRMAN BAILEY: Right. 

12 COMMISSIONER DAWSON: I t h i n k you should 

13 j u s t not even t h i n k about 2 and 3. 

14 CHAIRMAN BAILEY: Okay. So j u s t leave the 

15 proposed language of A ( l ) , leave the proposed language 

16 f o r A(2), and not include the proposed A(3) from 

17 Jalapeno? 

18 COMMISSIONER DAWSON: I agree. 

19 CHAIRMAN BAILEY: So leave i t as the 

20 D i v i s i o n proposed, 15.A(1) and (2)? 

21 COMMISSIONER DAWSON: Correct. 

22 CHAIRMAN BAILEY: What do you t h i n k , 

23 Commissioner Balch? 

24 COMMISSIONER BALCH: I f the two of you are 

25 convinced t h a t t h a t would p r o t e c t the r i g h t s of 
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1 p r e e x i s t i n g stakeholders, then I defer t o t h a t . 

2 COMMISSIONER DAWSON: Whenever you approve 

3 a compulsory poo l i n g order, what do you guys do when you 

4 approve a compulsory pooling order? 

5 CHAIRMAN BAILEY: I t comes to hearing. 

6 Arguments are given as t o why i t should be pooled, and 

7 normally p e n a l t i e s are assessed f o r operators who do not 

8, p a r t i c i p a t e . 

9 COMMISSIONER DAWSON: Okay. That's f i n e . 

10 I l i k e (1) and (2). I don't l i k e ( 3), though. 

11 CHAIRMAN BAILEY: I don't l i k e 3, but I am 

12 concerned about quarter/quarters t h a t may already be 

13 committed t o a communitization agreement t h a t may have 

14 been compulsory pooled and the pooled owner i s one of 

15 these minor i n t e r e s t s who agrees t o t h i s h o r i z o n t a l w e l l , 

16 and the r e s t of the pooled working i n t e r e s t s i n t h a t 

17 qua r t e r / q u a r t e r would then get compulsory pooled. Okay. 

18 Forget i t . I'm good. 

19 We are good f o r Sections (1) and (2) as 

20 proposed by the D i v i s i o n . 

21 COMMISSIONER BALCH: The reason t h i s was 

22 discussed and why Jalapeno, I presume, added t h i s 

23 language i s t h a t i f you have an e x i s t i n g compulsory pool 

24 t h a t u n d e r l i e s or i s included i n your p r o j e c t area and 

25 you're e s s e n t i a l l y r e - p o o l i n g w i t h the a p p l i c a t i o n f o r 
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1 the p r o j e c t area --

2 CHAIRMAN BAILEY: Urn-hum. 

3 COMMISSIONER BALCH: — but there may 

4 be -- I bel i e v e t h i s i s from the testimony of Harvey 

5 Yates -- e x i s t i n g c o n t r a c t s and operating agreements, et 

6 cetera, t h a t would then be superseded. 

7 CHAIRMAN BAILEY: Um-hum. 

8 COMMISSIONER BALCH: I don't know i f we 

9 can do t h a t . 

10 MS. BADA: You can do i t pursuant t o an 

11 order. The law has changed. 

12 COMMISSIONER BALCH: The current law 

13 allows you t o do that? 

14 MS. BADA: So you can do t h a t under 

15 compulsory po o l i n g . 

16 COMMISSIONER BALCH: I f you have two pools 

17 side by side, could you make them i n t o one pool? 

18 COMMISSIONER DAWSON: You could make the 

19 whole t h i n g a p r o j e c t area, i f you want t o . I've seen 

20 some 895-acre p r o j e c t areas. 

21 CHAIRMAN BAILEY: But we j u s t changed the 

22 d e f i n i t i o n t o say only t h a t spacing u n i t t h a t i s 

23 developed can be included i n a p r o j e c t area. And t h a t 

24 prevents what i s i n e f f e c t u n i t i z a t i o n , which i s being 

25 c a l l e d p r o j e c t areas now. Because w i t h the d e f i n i t i o n 
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1 t h a t we have adopted today, i t ' s only t h a t development — 

2 COMMISSIONER DAWSON: I n t h a t case, i t 

3 w i l l go t o u n i t i z a t i o n . So the case t h a t I'm des c r i b i n g , 

4 the 895-acre p r o j e c t area, would go t o a u n i t ? 

5 CHAIRMAN BAILEY: They would have t o be 

6 u n i t i z e d . 

7 COMMISSIONER DAWSON: What i f they have 

8 a — l e t ' s j u s t not -- maybe say — w e ' l l make i t 

9 simpler. They've got 640 acres i n t h a t s e c t i o n , and 

10 they've got 320, so they have a 960-acre p r o j e c t area. 

11 CHAIRMAN BAILEY: No, they don't. 

12, COMMISSIONER DAWSON: There's some 

13 e x i s t i n g ones out there. 

14 CHAIRMAN BAILEY: Yes, there are some out 

15 there. 

16 COMMISSIONER DAWSON: But i f somebody 

17 proposes a p r o j e c t area i n t h a t scenario, a 960-acre 

18 p r o j e c t area, and they propose t o d r i l l 660-acre w e l l s i n 

19 t h a t , couldn't t h a t be a -- I mean t h a t ' s how the one 

20 before was approved. 

21 CHAIRMAN BAILEY: With the d e f i n i t i o n we 

22 adopted today --

23 COMMISSIONER DAWSON: That would req u i r e a 

24 u n i t ? 

25 CHAIRMAN BAILEY: — i t would r equ i r e a 
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1 u n i t t o go beyond those spacing u n i t s t h a t are developed 

2 by the w e l l . 

3 COMMISSIONER DAWSON: I t would be easier 

4 t h a t way, too. Okay, t h a t ' s f i n e . And plus, the 

5 895-acre p r o j e c t area could become a 4,000-acre p r o j e c t 

6 area, and i t should be a u n i t . 

7 CHAIRMAN BAILEY: Um-hum. 

8 COMMISSIONER BALCH: So t h a t I completely 

9 understand t h i s , as f a r as I can understand t h i s , i f you 

10 have a p r o j e c t area being developed over an e x i s t i n g 

11 pool, what happens? 

12 CHAIRMAN BAILEY: .. APD comes i n f o r a w e l l , 

13 a h o r i z o n t a l w e l l , as our example. The C-108 comes i n 

14 i n d i c a t i n g a p r o j e c t area of, f o r example, the west h a l f 

15 of the west h a l f of one se c t i o n . That p r o j e c t area i s 

16 the west h a l f of the west h a l f . 

17 Before t h a t APD i s approved, e i t h e r those four 

18 qu a r t e r / q u a r t e r s are consolidated by communitization or 

19 by JOA or by compulsory p o o l i n g . That's what — 

20 COMMISSIONER DAWSON: I f i t ' s a l l one 

21 lease, there's no compulsory poo l i n g required. But i f 

22 i t ' s two or more leases w i t h i n t h a t p r o r a t i o n u n i t , then 

23 y o u ' l l have t o do compulsory po o l i n g . 

24 COMMISSIONER BALCH: So e s s e n t i a l l y , 

25 e x i s t i n g r u l e s w i l l apply? 
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1 CHAIRMAN BAILEY: Yes. 

2 COMMISSIONER BALCH: I'm comfortable w i t h 

3 t h a t . I f the e x i s t i n g r u l e s w i l l be changed, t h a t ' s a 

4 matter f o r another hearing. 

5 CHAIRMAN BAILEY: Well, we can now adopt 

6 15.16.15.A(1) and (2) as proposed by the D i v i s i o n . And 

7 none of the comments suggested by Jalapeno are 

8 incorporated i n t o t h i s s e c t i o n ; correct? 

9 COMMISSIONER BALCH: Right. 

10 COMMISSIONER DAWSON: Yes. 

11 CHAIRMAN BAILEY: Okay. So then we go t o 

12 proposed Section B, which has t o do w i t h w e l l d e d i c a t i o n 

13 and acreage p l a t . 

14 " I f the p r o j e c t area t o be dedicated t o a 

15 h o r i z o n t a l w e l l includes one or more spacing u n i t s t h a t 

16 the wellbore w i l l not penetrate, the operator s h a l l f i l e 

17 w i t h the a p p l i c a t i o n f o r permit t o d r i l l two w e l l 

18 d e d i c a t i o n and acreage p l a t s on Form C-102, one of which 

19 s h a l l d e p i c t the outer boundaries of the p r o j e c t area, 

20 and the other of which s h a l l d e p i c t the spacing u n i t or 

21 u n i t s the wellbore w i l l penetrate." 

22 Because of the d e f i n i t i o n of p r o j e c t area t h a t 

23 we have adopted, I believe t h a t t h a t e n t i r e Section B 

24 should be not adopted or deleted from our d r a f t here 

25 because we are not al l o w i n g outer boundaries and inner 
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1 boundaries. We're saying the p r o j e c t area has t o have 

2 spacing u n i t s a c t u a l l y developed by a w e l l and not 

3 i n c l u d i n g extraneous spacing u n i t s . 

4 COMMISSIONER DAWSON: I t h i n k you can 

5 s t r i k e t h a t as kind of saying they don't need t o f i l e a 

6 C-102. 

7 COMMISSIONER BALCH: Would t h i s scenario 

8 allow you t o develop a h o r i z o n t a l w e l l l i k e t h i s , using 

9 j u s t those four q u a r t e r / q u a r t e r sections? And i f so, 

10 wouldn't you be i n f r i n g i n g on the r i g h t s f o r these i f 

11 they're not nec e s s a r i l y included i n the p r o j e c t area? 

12 CHAIRMAN BAILEY: You're showing me a 

13 d e p i c t i o n of a sec t i o n — f o r the court r e p o r t e r , I'm 

14 saying t h i s out loud — w i t h a diagonal w e l l which goes 

15 from the northeast t o the northeast t o the southwest of 

16 the southwest d i r e c t i o n a l l y through the e n t i r e s e c t i o n . 

17 And you're asking i f , f o r instance, the northwest quarter 

18 would be p a r t of a p r o j e c t area. 

19 I'm saying no, t h a t -- according t o your 

20 drawing, which shows the h o r i z o n t a l w e l l going through 

21 the northeast of the northeast, the southwest of the 

22 northeast, the northeast of the southwest and the 

23 southwest of the southwest, t h a t the northwest quarter of 

24 t h a t s e c t i o n should not be i n t h i s p r o j e c t area because 

25 i t ' s not being developed. 
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1 COMMISSIONER BALCH: What about the 

2 northwest of the southeast? 

3 COMMISSIONER DAWSON: They don't u s u a l l y 

4 approve d i a g o n a l l y - d r i l l e d w e l l s l i k e t h a t . I t ' s u s u a l l y 

5 rectangular. 

6 CHAIRMAN BAILEY: And they have come as 

7 nonstandard p r o j e c t areas. 

8 COMMISSIONER DAWSON: So there have been 

9 some t h a t --

10 CHAIRMAN BAILEY: There have been those. 

11 COMMISSIONER BALCH: Geologically, i t ' s 

12 p r e t t y easy t o t h i n k of a case where you would want t o 

13 d r i l l a h o r i z o n t a l w e l l along the azimuth of the 

14 s t r u c t u r e , and the s t r u c t u r e doesn't nece s s a r i l y f a l l i n 

15 the land g r i d . 

16 CHAIRMAN BAILEY: I f you're i n c l u d i n g the 

17 northwest of the northeast, t h a t q u a r t e r / q u a r t e r i s not 

18 c o n t r i b u t i n g t o t h a t w e l l i n any way. 

19 COMMISSIONER BALCH: Except f o r the 

20 production would be coming — 

21 CHAIRMAN BAILEY: But i t ' s not being 

22 developed by t h a t w e l l . 

23 MS. BADA: Is i t being drained by t h a t 

24 well? 

25 COMMISSIONER BALCH: I t ' s being d ra ined . 

PAUL BACA PROFESSIONAL COURT REPORTERS 
42C86186-a1 fb-4735-bdb9-5f604bbf1290 



Page 101 

1 The northwest of the northeast, the southwest of the 

2 northeast, the southeast of the northwest, and the 

3 northwest of the southwest, the southeast of the 

4 southwest, and the northwest of the southeast would a l l 

5 be p o t e n t i a l l y drained by t h a t w e l l . 

6 CHAIRMAN BAILEY: Which brings us back t o 

7 whether or not we are saying "developed" or "traversed." 

8 Because there i s the o p p o r t u n i t y f o r development of t h a t 

9 e n t i r e n o r t h h a l f of the n o r t h h a l f t o be developed by an 

10 a d d i t i o n a l h o r i z o n t a l w e l l . 

11 COMMISSIONER BALCH: What i f , however, 

12 there's e x i s t i n g v e r t i c a l w e l l s i n those subsections t h a t 

13 I've described? 

14 CHAIRMAN BAILEY: We are coming t o a 

15 question t h a t we need t o t a l k about p r e t t y soon 

16 concerning the l i m i t a t i o n on the number of w e l l s . I f we 

17 need t o t a l k about pool r u l e s , t h a t ' s Section D of 

18 15.16.15. 

19 COMMISSIONER BALCH: Should we perhaps 

20 move t o t h a t section? 

21 CHAIRMAN BAILEY: Okay. The proposed 

22 language of 19.15.16.15.E, i s , "Pool r u l e s . Provision of 

23 statewide r u l e s or s p e c i a l pool orders i n e f f e c t on the 

24 e f f e c t i v e date of t h i s amendment t h a t l i m i t the number of 

25 wells t h a t may simultaneously produce from the p o r t i o n of 
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1 a pool or area u n d e r l y i n g a spacing u n i t , or a p a r t i c u l a r 

2 p o r t i o n of a spacing u n i t , do not apply t o h o r i z o n t a l 

3 w e l l s . Without l i m i t a t i o n of any r i g h t or remedy, an 

4 owner or operator of a t r a c t i n the same pool as a 

5 p r o j e c t area, t h a t i s not included i n the p r o j e c t area, 

6 who contends t h a t a h o r i z o n t a l w e l l i n the p r o j e c t area 

7 i s i m p a i r i n g or w i l l impair the owner's or operator's 

8 c o r r e l a t i v e r i g h t s may f i l e an a p p l i c a t i o n w i t h the 

9 D i v i s i o n . The D i v i s i o n , a f t e r n o t i c e and hearing, may 

10 grant such r e l i e f as i t determines to be necessary and 

11 app r o p r i a t e , i n c l u d i n g , but not l i m i t e d t o , imposing a 

12 l i m i t a t i o n on the r a t e or amount of production from the 

13 p r o j e c t area." 

14 This paragraph does away w i t h l i m i t a t i o n s on 

15 the number of wells w i t h i n a spacing u n i t . 

16 COMMISSIONER BALCH: E s s e n t i a l l y r e p l a c i n g 

17 t h a t w i t h p r o r a t i o n as a s o l u t i o n . 

18 COMMISSIONER DAWSON: The diagram t h a t 

19 he's d e p i c t i n g , t h a t would be a nonstandard l o c a t i o n 

20 anyway, wouldn't i t ? 

21 CHAIRMAN BAILEY: That would be a 

22 nonstandard p r o j e c t area. 

23 COMMISSIONER DAWSON: Nonstandard 

24 p r o r a t i o n u n i t , too; r i g h t ? 

25 CHAIRMAN BAILEY: Yeah, i t would. 
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1 COMMISSIONER DAWSON: They'd have t o f i l e 

2 f o r a nonstandard p r o r a t i o n u n i t or nonstandard l o c a t i o n . 

3 CHAIRMAN BAILEY: Doesn't t h i s paragraph 

4 p r e t t y much do away w i t h p r o r a t i o n u n i t s , without 

5 l i m i t a t i o n t o the number of we l l s which may be d r i l l e d 

6 w i t h i n a section? 

7 COMMISSIONER BALCH: And i t does away w i t h 

8 the-'number -- a l i m i t a t i o n on the number of h o r i z o n t a l 

9 w e l l s . Presumably, you can d r i l l an i n f i n i t e number of 

10 h o r i z o n t a l w e l l s . I t h i n k the e x i s t i n g rules f o r 

11 v e r t i c a l w e l l s would s t i l l apply. 

12 And the r e l i e f from an e x i s t i n g or subsequent 

13 v e r t i c a l w e l l i n an o f f s e t s e c t i o n which i s being drained 

14 but i s not part of a p r o j e c t area would only be a 

15 p r o r a t i o n . That would help i f you already have an 

16 e x i s t i n g w e l l and you d r i l l e d a new w e l l and you would 

17 simply not have the reserves. 

18 CHAIRMAN BAILEY: And i f you have m u l t i p l e 

19 h o r i z o n t a l w e l l s going through a spacing u n i t , t h a t ' s 

20 going t o a f f e c t the v e r t i c a l w e l l ' s production. 

21 MS. BADA: I f i t ' s i n the same pool. 

22 CHAIRMAN BAILEY: Right. 

23 COMMISSIONER BALCH: I t h i n k the reason 

24 f o r t h a t i n c l u s i o n of t h i s paragraph r e a l l y i s t h a t 

25 e x i s t i n g r u l e , or the reason we're looking at t h i s at a l l 
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1 i s based on the development of v e r t i c a l wells on regular 

2 spacing, whereas h o r i z o n t a l w e l l s have a d i f f e r e n t l o g i c 

3 i n spacing and l o c a t i o n and d i r e c t i o n of those wellbores 

4 t h a t do not meet t h a t same c r i t e r i a . 

5 CHAIRMAN BAILEY: Correct. 

6 COMMISSIONER BALCH: I f we adopt t h a t 

7 Section E, what does t h a t do t o the e x i s t i n g r u l e s 

8 regarding v e r t i c a l w e l l s and l i m i t a t i o n s ? 

9 CHAIRMAN BAILEY: I t does not change t h a t . 

10 COMMISSIONER BALCH: Are you l e f t w i t h a 

11 s i t u a t i o n where your p r e e x i s t i n g v e r t i c a l w e l l may get 

12 r e l i e f e i t h e r through p r o r a t i o n or allowables i n a 

13 h o r i z o n t a l w e l l , but any subsequent v e r t i c a l w e l l t h a t 

14 you d r i l l i n the gap between h o r i z o n t a l w e l l s would be at 

15 r i s k ? 

16 CHAIRMAN BAILEY: Um-hum. 

17 COMMISSIONER BALCH: I have no idea about 

18 how f u t u r e — i f we can consider f u t u r e production. I 

19 t h i n k the p r e e x i s t i n g production i s adequately pro t e c t e d 

20 w i t h t h i s , although there may be hearings, too. 

21 CHAIRMAN BAILEY: C l e a r l y , production f o r 

22 e s t a b l i s h e d v e r t i c a l w e l l s w i l l be h i g h l y impacted by 

23 h o r i z o n t a l wells going through the same spacing u n i t , 

24 p a r t i c u l a r l y i f there are an u n l i m i t e d number of 

25 h o r i z o n t a l wells going through the same spacing u n i t . 

PAUL BACA PROFESSIONAL COURT REPORTERS 
42c86186-a1 fb-4735-bdb9-5f604bbf1290 



Page 105 

1 COMMISSIONER BALCH: We say, " u n l i m i t e d . " 

2 P r a c t i c a l i t y would provide a l i m i t a t i o n . 

3 CHAIRMAN BAILEY: P r a c t i c a l i t y ? 

4 COMMISSIONER BALCH: Economics. 

5 CHAIRMAN BAILEY: What I'm seeing i s t h a t 

6 operators can run two h o r i z o n t a l w e l l s w i t h i n a stand-up 

7 or lay-down 160 800 fe e t apart from each other, more or 

8 les s . 

9 COMMISSIONER BALCH: Replacing the 

10 p o t e n t i a l f o r ei g h t v e r t i c a l wells? 

11 CHAIRMAN BAILEY: Um-hum. 

12 COMMISSIONER BALCH: Which i s more 

13 e f f i c i e n t , of course --

14 CHAIRMAN BAILEY: Of course. 

15 COMMISSIONER BALCH: — and may prevent 

16 waste because of t h a t e f f i c i e n c y . 

17 CHAIRMAN BAILEY: That's r i g h t . 

18 COMMISSIONER BALCH: Do you t h i n k we can 

19 do th a t ? 

2 0 MS. BADA: I d o n ' t know. Tha t ' s not the 

21 issue t h a t ' s being r a i s e d . 

22 COMMISSIONER BALCH: Are we a l lowed to 

23 b r i n g up our own issues? 

24 MS. BADA: I f you have enough evidence on 

25 the record t o do something about i t . 
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1 COMMISSIONER BALCH: I believe t h i s s o r t 

2 of drawing was presented as testimony. 

3 CHAIRMAN BAILEY: I t ' s one of the e x h i b i t s 

4 from David Brooks. 

5 COMMISSIONER BALCH: So i n t h a t sense, we 

6 do have some evidence. 

7 MS. BADA: I t ' s whether you have enough 

8 evidence, i f you choose t o r e w r i t e i t . 

9 COMMISSIONER BALCH: I f we chose t o 

10 r e w r i t e i t , how would t h a t be approached? 

11 CHAIRMAN BAILEY: What i s your concern? 

12 Want do you want t o rewr i t e ? 

13 COMMISSIONER BALCH: I want t o make sure 

14 we don't w r i t e something t h a t ' s not — t h a t w i l l v i o l a t e 

15 p r e e x i s t i n g r u l e s . 

16 CHAIRMAN BAILEY: I t h i n k adoption of t h i s 

17 paragraph would not v i o l a t e p r e e x i s t i n g r u l e s which were 

18 developed f o r v e r t i c a l w e l l s . 

19 MS. BADA: I t h i n k the r e a l question i s , 

20 do you t h i n k the D i v i s i o n i s going t o adequately p r o t e c t 

21 w e l l s t h a t are there i f they're i n the same pool? 

22 CHAIRMAN BAILEY: Does i t adequately 

23 p r o t e c t , i s t h a t what you were saying? 

24 MS. BADA: Yeah. 

25 CHAIRMAN BAILEY: Scott, what do you 
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1 t h i n k ? 

2 COMMISSIONER BALCH: Maybe I should phrase 

3 i t one more way. I f you develop i n t h i s fashion, you 

4 could, i n theory, w i t h t h a t s e c t i o n and some of the 

5 previous discussion we've had, have mineral leases f o r 

6 four q u a r t e r / q u a r t e r sections, again, d r a i n i n g those four 

7 qu a r t e r / q u a r t e r sections and p o r t i o n s of the s i x other 

8 ones. 

9 CHAIRMAN BAILEY: Which provides an 

10 o p p o r t u n i t y f o r p r o t e c t i o n of c o r r e l a t i v e r i g h t s by 

11 operators t o d r i l l t h e i r own w e l l s . 

12 COMMISSIONER BALCH: V e r t i c a l and/or 

13 h o r i z o n t a l ? 

14 CHATRMAN BAILEY: E i t h e r way. 

15 COMMISSIONER BALCH: This paragraph does 

16 defend e x i s t i n g v e r t i c a l w e l l s . Whether a new v e r t i c a l 

17 w e l l i s d r i l l e d i n defense of t h e i r mineral r i g h t s , how 

18 would t h a t be a f f e c t e d by p r o r a t i o n , or would i t be 

19 a f f e c t e d by pr o r a t i o n ? 

20 CHAIRMAN BAILEY: I t would go under the 

21 pool r u l e s , and the pool r u l e s determine the spacing 

22 acreage f o r v e r t i c a l w e l l s . 

23 COMMISSIONER BALCH: I don't t h i n k there's 

24 anything p a r t i c u l a r l y i n t h i s s e c t i o n on u n l i m i t e d number 

25 of h o r i z o n t a l w e l l s i n any d i r e c t i o n or azimuth t o allow 
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1 t h i s s o r t of development. I f there were e x i s t i n g 

2 v e r t i c a l w e l l s , you could b a s i c a l l y d r i l l through them, 

3 through a l l those sections. 

4 CHAIRMAN BAILEY: Um-hum. And we could 

5 approve a p r o j e c t area f o r those spacing u n i t s t h a t 

6 are -- and here we go back t o traversed or developed. 

7 COMMISSIONER BALCH: I t h i n k traversed, 

8 you're t a l k i n g about a l l o w i n g them only t o complete 

9 c e r t a i n i n t e r v a l s of t h e i r h o r i z o n t a l ? 

10 CHAIRMAN BAILEY: No. They would complete 

11 the e n t i r e t h i n g . I t ' s j u s t what acreage i s dedicated t o 

12 a p r o j e c t area? 

13 COMMISSIONER BALCH: I see. And t h a t ' s 

14 the i n f o r m a t i o n t h a t would be used f o r p r o r a t i o n or 

15 allotment f o r a p r e e x i s t i n g v e r t i c a l well? 

16 CHAIRMAN BAILEY: Right. 

17 COMMISSIONER BALCH: For a subsequent 

18 v e r t i c a l w e l l -- I'm sorry i f t h i s i s t a k i n g me a while 

19 t o understand. 

20 CHAIRMAN BAILEY: This i s not very simple. 

21 I t ' s extremely complex. 

22 COMMISSIONER BALCH: I do t h i n k the 

23 e x i s t i n g v e r t i c a l w e l l s are protected. I wonder about 

24 subsequent v e r t i c a l w e l l s developed near h o r i z o n t a l s t h a t 

25 are not along standard spacing u n i t s . And maybe t o most 
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1 e f f e c t i v e l y d r a i n the r e s e r v o i r t h a t i s contained w i t h i n 

2 t h i s s e c t i o n , t h a t you would want t o have a combination 

3 of h o r i z o n t a l and v e r t i c a l w e l l s . 

4 CHAIRMAN BAILEY: Um-hum. 

5 COMMISSIONER BALCH: They may not a l l have 

6 the same -- I guess they would a l l have t o be i n the same 

7 pool. But we come back t o what i f there's an e x i s t i n g 

8 pool covering the southeast quarter? 

9 Or i n t h i s case, then you add i n a h o r i z o n t a l 

10 w e l l t h a t passes by the northwest quarter -- northwest 

11 quarter s e c t i o n of the southeast quarter, you'd have t o 

12 re-pool. 

13 COMMISSIONER DAWSON: I f the lessee of 

14 record or the operator i n t h a t southeast quarter has a 

15 problem w i t h i t , they can come t o hearing. 

16 MS. BADA: I t h i n k your f u t u r e v e r t i c a l 

17 wells are covered by D(2). 

18 COMMISSIONER DAWSON: Plus they can't 

19 produce over the allowable i n any of those 

20 q u a r t e r / q u a r t e r s . 

21 COMMISSIONER BALCH: Maybe i t comes back 

22 down t o compulsory re-pooling? 

23 CHAIRMAN BAILEY: And then we have 

24 overlapping d e d i c a t i o n f o r w e l l s , which i s a nightmare 

25 f o r databases t o deal w i t h . 
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1 COMMISSIONER DAWSON: That's going t o 

2 be -- something t h a t he's de s c r i b i n g w i l l probably not be 

3 approved i n a nonstandard l o c a t i o n or a nonstandard 

4 p r o r a t i o n u n i t i f they come across the problems you're 

5 e x p l a i n i n g . 

6 COMMISSIONER BALCH: That may c o n t r i b u t e 

7 t o waste. 

8 CHAIRMAN BAILEY: You b r i n g up a very 

9 important p o i n t f o r g u i d e l i n e s on when t o not approve a 

10 nonstandard p r o r a t i o n u n i t — a nonstandard p r o j e c t area, 

11 t h a t ' s what I mean. 

12 COMMISSIONER DAWSON: What you're 

13 e x p l a i n i n g there w i l l come t o argument when they apply 

14 f o r a nonstandard l o c a t i o n or a nonstandard p r o r a t i o n 

15 u n i t . I f the OCD f e e l s t h a t t h a t ' s not f a i r and 

16 equitable t o both operators, i t won't be approved. 

17 CHAIRMAN BAILEY: And t h a t should be 

18 included as pa r t of our d e l i b e r a t i o n here today w i t h 

19 d i r e c t i o n t o the D i v i s i o n t h a t i n t h i s circumstance, a 

20 nonstandard p r o j e c t area should not be approved i f i t 

21 comes t o an a d m i n i s t r a t i v e a p p l i c a t i o n . That's what 

22 you're saying? 

23 COMMISSIONER DAWSON: Only i f i t impairs 

24 the c o r r e l a t i v e r i g h t s of the o f f s e t operators or o f f s e t 

25 w e l l s . 
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1 CHAIRMAN BAILEY: Okay. So have we 

2 resolved proposed Paragraph E concerning pool r u l e s and 

3 the number of wells or the u n l i m i t e d number of h o r i z o n t a l 

4 wells w i t h i n a p r o j e c t area? 

5 COMMISSIONER DAWSON: That's f i n e w i t h me 

6 because they can only produce up t o the allowable w i t h i n 

7 the 40 acres or w i t h i n t h a t p r o r a t i o n u n i t anyway. 

8 They're not going t o d r i l l -- you can kind of 

9 read t h i s as an u n l i m i t e d number of wells t h a t they can 

10 put i n t o t h a t p r o j e c t area. But once they get t o the 

11 allowable, they can't d r i l l any more wells anyway. 

12 COMMISSIONER BALCH: Or produce the 

13 h o r i z o n t a l w e l l s . 

14 COMMISSIONER DAWSON: They may have t o 

15 c u r t a i l production on the h o r i z o n t a l s i f they're 

16 producing above the allowable. 

17 CHAIRMAN BAILEY: So we're i n agreement t o 

18 adopt t h i s paragraph on pool rules? 

19 COMMISSIONER BALCH: I'm not convinced 

20 t h a t i t ' s p e r f e c t . But I t h i n k i f we t r y t o impose 

21 l i m i t a t i o n s on h o r i z o n t a l s w e l l s , then we w i l l impact the 

22 waste. We may produce waste. 

23 CHAIRMAN BAILEY: I agree. 

24 Commissioner Dawson, do you want t o approve? 

25 COMMISSIONER DAWSON: I t h i n k the way i t ' s 
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1 w r i t t e n , as I review i t f u r t h e r , they have the r i g h t t o 

2 f i l e an a p p l i c a t i o n of opp o s i t i o n w i t h the D i v i s i o n i f 

3 they f e e l t h e i r c o r r e l a t i v e r i g h t s are impaired. 

4 CHAIRMAN BAILEY: That takes us back now 

5 t o proposed p o r t i o n Number B, which t a l k s about a p r o j e c t 

6 area which would have outer boundaries and inner 

7 boundaries and spacing u n i t s t h a t are not penetrated by a 

8 wellbore. 

9 I t h i n k by the adoption of the d e f i n i t i o n t h a t 

10 we have f o r p r o j e c t area, t h a t we would not have two w e l l 

11 d e d i c a t i o n and acreage p l a t s f o r Form C-102 f o r outer 

12 boundaries and other — which would depict the spacing 

13 u n i t or u n i t s the w e l l could penetrate, because t h a t ' s 

14 not p a r t of the p r o j e c t area. 

15 COMMISSIONER BALCH: I s t h i s paragraph 

16 addressing the s i t u a t i o n where you would have your 

17 surface l o c a t i o n on one lease -- or not on the lease t h a t 

18 they're a c t u a l l y going t o produce, but your h o r i z o n t a l 

19 p o r t i o n of the wellbore i s e n t i r e l y contained w i t h i n the 

20 p r o j e c t area? 

21 CHAIRMAN BAILEY: No. I t h i n k t h i s goes 

22 back t o what t h e i r o r i g i n a l d e f i n i t i o n of p r o j e c t area 

23 was t h a t d i d not include the l i m i t a t i o n t h a t we imposed 

24 by saying t h a t a p r o j e c t area had t o mean -- t h a t i t 

25 included an area of one or more complete, contiguous 
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1 spacing u n i t s t h a t are developed by the h o r i z o n t a l w e l l . 

2 Without the language t h a t we adopt, does t h i s 

3 paragraph make sense? Because without the language we 

4 adopted, p r o j e c t areas can be 870 acres. Well, they can 

5 be 870 acres i f you have one w e l l now. 

6 MS. BADA: E s s e n t i a l l y , i t ' s addressing 

7 what's shown i n OCD E x h i b i t 9. 

8 CHAIRMAN BAILEY: Commissioner Balch? 

9 COMMISSIONER BALCH: I t h i n k t h a t ' s what 

10 we discussed. So w i t h our change t o the d e f i n i t i o n of 

11 p r o j e c t area, then Section B would no longer be 

12 necessary. 

13 CHAIRMAN BAILEY: Right. So s h a l l we 

14 s t r i k e proposed Section B? Because i t ' s not necessary, 

15 given t h a t we have l i m i t e d the d e f i n i t i o n of " p r o j e c t 

16 area." 

17 COMMISSIONER DAWSON: I t h i n k you can 

18 s t r i k e i t . I t ' s the same t h i n g t o me. They sound the 

19 same t o me. 

20 CHAIRMAN BAILEY: I t h i n k t h i s was based 

21 on the o r i g i n a l d e f i n i t i o n . And we have, by l i m i t i n g the 

22 d e f i n i t i o n , removed the necessity of t h i s paragraph. 

23 COMMISSIONER DAWSON: I t h i n k you're 

24 r i g h t . The d e f i n i t i o n does e l i m i n a t e t h a t paragraph. 

25 CHAIRMAN BAILEY: A l l r i g h t . Let's take a 
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1 10-minute break. 

2 (A recess was taken.) 

3 CHAIRMAN BAILEY: We're back on the record 

4 now. We have j u s t deleted proposed Paragraph B of 

5 19.15.16.15, and so obviously a l l succeeding paragraphs 

6 w i l l need t o be re-numbered. 

7 Sh a l l we go t o the next se c t i o n , which i s 

8 setbacks? Which says, " H o r i z o n t a l wells d r i l l e d i n 

9 p r o j e c t areas as defined i n Subsection I of 19.15.16.15 

10 NMAC s h a l l have setbacks from the outer boundaries of the 

11 p r o j e c t area the same as i f the w e l l were d r i l l e d i n a 

12 s i n g l e spacing u n i t f o r the pool. Subject t o the 

13 p r o v i s i o n s of Paragraph 2 of Subsection A" -- i s what I'm 

14 having put i n here; l e t ' s see i f t h a t ' s c o r r e c t -- "of 

15 19.15.16.14, Paragraph 2, every p o i n t of the completed 

16 i n t e r v a l must meet the minimum setback requirements from 

17 the outer boundaries of the p r o j e c t area, or an exception 

18 must be approved f o r a nonstandard l o c a t i o n . " 

19 Subject t o the p r o v i s i o n s of Paragraph A or B? 

20 MS. BADA: That's l i k e 14, so 14 B(2) i s 

21 unorthodox l o c a t i o n s . 

22 CHAIRMAN BAILEY: I t t a l k s about minimum 

23 setbacks. 

24 MS. BADA: A(2) was excessive d e v i a t i o n . 

25 CHAIRMAN BAILEY: I t seems l i k e i t should 
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1 be B then, c o r r e c t , "of 19.15.16.14 NMAC, every p o i n t of 

2 the completed i n t e r v a l must meet the minimum setback 

3 requirements from the outer boundaries of the p r o j e c t 

4 area," which we have now deleted "from the outer 

5 boundaries" -- no, we haven't -- "or an exception must be 

6 approved f o r a nonstandard l o c a t i o n ; 3, no i n t e r n a l 

7 setbacks are re q u i r e d w i t h i n the p r o j e c t area; 4, a 

8 h o r i z o n t a l w e l l ' s surface l o c a t i o n may be outside the 

9 setbacks or outside the p r o j e c t area, provided t h a t the 

10 completed i n t e r v a l i s e n t i r e l y w i t h i n the p r o j e c t area 

11 and complies w i t h the a p p l i c a b l e setback requirements." 

12 Do you have concerns there? 

13 COMMISSIONER BALCH: For a change, I do 

14 not have any concerns. 

15 CHAIRMAN BAILEY: Commissioner Dawson, do 

16 you have any concerns there? 

17 COMMISSIONER DAWSON: No. 

18 CHAIRMAN BAILEY: Okay. The only t h i n g t o 

19 suggest there i s t h a t t h i s paragraph i s re-numbered t o B, 

20 and then the f o l l o w i n g s e c t i o n i s re-numbered t o C: 

21 " E x i s t i n g and subsequent w e l l s i n p r o j e c t areas. 

22 E x i s t i n g w e l l s i n spacing u n i t s or p r o j e c t areas t h a t are 

23 included i n a newly designated p r o j e c t area remain 

24 dedicated t o t h e i r e x i s t i n g spacing u n i t s or p r o j e c t 

25 areas and are not p a r t of the new p r o j e c t area unless 
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1 otherwise agreed by a l l working i n t e r e s t owners i n the 

2 new p r o j e c t area. 

3 "Subject t o the terms of any appl i c a b l e j o i n t 

4 operating agreement, subsequent wells w i t h a completed 

5 i n t e r v a l i n a h o r i z o n t a l w e l l ' s p r o j e c t area may be 

6 d r i l l e d only w i t h the approval of a l l working i n t e r e s t 

7 owners i n the p r o j e c t area, or by order of the D i v i s i o n 

8 a f t e r n o t i c e t o a l l working i n t e r e s t owners i n the 

9 p r o j e c t area and o p p o r t u n i t y f o r a hearing." 

10 Do you have any issues w i t h t h i s section? 

11 COMMISSIONER BALCH: Does the use of 

12 "approval of a l l working i n t e r e s t owners i n the p r o j e c t 

13 area" give r i s e t o the same issues t h a t Commissioner 

14 Dawson was concerned about e a r l i e r w i t h i t becoming 

15 impossible i n some cases t o achieve t h a t agreement? 

16 CHAIRMAN BAILEY: I f i t does, then i t can 

17 go by order of the D i v i s i o n a f t e r n o t i c e and hearing. So 

18 there i s a process here i f i t becomes impossible t o get 

19 a l l working i n t e r e s t owners. 

20 COMMISSIONER BALCH: P o t e n t i a l l y 

21 compulsory p r o j e c t areas? 

22 CHAIRMAN BAILEY: Yes. 

23 COMMISSIONER BALCH: I t seems t o cover the 
24 need. 

25 CHAIRMAN BAILEY: So are you okay w i t h 
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1 t h a t ? 

2 COMMISSIONER BALCH: I believe I'm a l l 

3 r i g h t w i t h i t . 

4 CHAIRMAN BAILEY: Commissioner Dawson? 

5 COMMISSIONER DAWSON: " C ( l ) , E x i s t i n g 

6 w e l l s , spacing u n i t s or p r o j e c t areas are included i n a 

7 newly-designated p r o j e c t area remain dedicated t o t h e i r 

8 e x i s t i n g spacing u n i t s or p r o j e c t areas and are not p a r t 

9 of the new p r o j e c t area." And then you go on t o say, 

10 "unless otherwise agreed by a l l working i n t e r e s t owners 

11 i n the new p r o j e c t area." 

12 Doesn't t h a t go back t o having them a l l agree 

13 t o the new p r o j e c t area again? 

14 COMMISSIONER BALCH: I t h i n k i t ' s the "by 

15 the order of the D i v i s i o n " p a r t t h a t f i x e s i t . I f they 

16 can't agree, the D i v i s i o n can re-assign the p r o j e c t area. 

17 CHAIRMAN BAILEY: We can go back t o the 

18 n o t i c e and the o p p o r t u n i t y f o r hearing. 

19 MS. BADA: That's dealing w i t h subsequent 

20 w e l l s . That's not deali n g w i t h e x i s t i n g w e l l s . Because 

21 (1) deals w i t h e x i s t i n g w e l l s , (2) deals w i t h — 

22 CHAIRMAN BAILEY: And the new p r o j e c t area 

23 does not d i s t u r b e x i s t i n g w e l l s . 

24 MS. BADA: And I don't t h i n k t h a t you 

25 would want t o . 
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1 COMMISSIONER DAWSON: But are the working 

2 i n t e r e s t owners going t o be -- they may be d i f f e r e n t i n 

3 both p r o j e c t areas. 

4 CHAIRMAN BAILEY: And the new p r o j e c t area 

5 working i n t e r e s t owners are the ones who need t o approve 

6 changing the p r o j e c t area i n accordance w i t h e x i s t i n g --

7 so o l d ones are not incorporated i n t o new ones unless the 

8 new owners agree t o i t . 

9 COMMISSIONER BALCH: That makes less sense 

10 when I read i t . 

11 CHAIRMAN BAILEY: So you have a v e r t i c a l 

12 w e l l dedicated t o 40 acres. You have a new p r o j e c t area 

13 f o r the west h a l f of the west h a l f . The e x i s t i n g 

14 v e r t i c a l w e l l i s not a u t o m a t i c a l l y included i n t o the new 

15 160-acre p r o j e c t area unless the new p r o j e c t area working 

16 i n t e r e s t owners agree t o i t . 

17 COMMISSIONER BALCH: Unless a l l of the 

18 working i n t e r e s t owners agree t o i t . A l l of the new --

19 CHAIRMAN BAILEY: A l l of the new p r o j e c t 

20 area working i n t e r e s t owners agree t o i t . 

21 COMMISSIONER BALCH: What i f they don't 

22 agree? 

23 COMMISSIONER DAWSON: Shouldn ' t i t go back 

24 to the lessee, i n s t ead o f the working i n t e r e s t owners, 

25 the consent o f a t l e a s t one lessee or owner i n the new 
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1 p r o j e c t area? I t h i n k " a l l working i n t e r e s t owners," | 

2 . anywhere you put t h a t i n there, t h a t ' s going t o create 

3 a d m i n i s t r a t i v e nightmares. 

4 COMMISSIONER BALCH: I guess I'm t r y i n g t o 

5 determine the i n t e n t of t h i s . 

6 MS. BADA: B a s i c a l l y , i t l e t s e x i s t i n g j 

7 wells be. \ 

8 COMMISSIONER BALCH: Not neces s a r i l y . I t 

9 l e t s e x i s t i n g w e l l s be, unless the new p r o j e c t area and 

10 people want the e x i s t i n g w e l l included i n t h e i r new 
j 

11 p r o j e c t area, which seems backwards, unless I'm reading { 

12 t h a t completely wrong. j 
t 

13 
i 

MS. BADA: I t h i n k i t could use some } 

14 j 
c l a r i f i c a t i o n on whether you want a l l working i n t e r e s t s 

15 i n the e x i s t i n g spacing u n i t or p r o j e c t area and the new 

16 ones, also. , So e s s e n t i a l l y everybody, which would make i 

17 more sense. 

18 COMMISSIONER DAWSON: What i f p a r t of the j 

19 working i n t e r e s t owners don't want t o be inv o l v e d w i t h j 

20 the new wells? 

21 COMMISSIONER BALCH: Then i t would stand j 

22 as a p r e e x i s t i n g u n i t or p r o j e c t area. 

23 CHAIRMAN BAILEY: Which then brings up the ] 

24 compulsory p o o l i n g question. i 

25 COMMISSIONER BALCH: Which i s not included 
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1 i n t h a t paragraph. I t ' s included i n the second 

2 paragraph. And I t h i n k also, i t comes t o the crux of the 

3 issue f o r Jalapeno and i f they don't want t o be force 

4 pool i n t o somebody's p r o j e c t area, necessarily. 

5 I t h i n k i f you want t o go i n the d i r e c t i o n of 

6 completely p r o t e c t i n g e x i s t i n g agreements and operations, 

7 you would change what i s now C(l) t o say, "unless 

8 otherwise agreed by a l l working i n t e r e s t owners i n the 

9 p r e e x i s t i n g " --

10 MS. BADA: And new. Because what i f the 

11 new ones don't want — 

12 COMMISSIONER BALCH: And new. And i f they 

13 can't agree, then i t j u s t stays. But --

14 COMMISSIONER DAWSON: I t already says, 

15 " e x i s t i n g , " above i t . 

16 MS. BADA: Couldn't we say, " i n both"? 

17 COMMISSIONER BALCH: "Both" would be less 

18 wordy. 

19 CHAIRMAN BAILEY: So i t would say, "unless 

20 otherwise agreed t o by a l l working i n t e r e s t owners i n 

21 both p r o j e c t areas"? 

22 COMMISSIONER BALCH: Does t h a t read more 

23 sensibly from a d e f e n s i b l y l e g a l p o s i t i o n ? 

24 MS. BADA: I t h i n k the question i s i f you 

25 understand i t , i t probably reads b e t t e r , as long as i t ' s 
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1 c l e a r . 

2 COMMISSIONER BALCH: So my i n t e r p r e t a t i o n 

3 of the way i t now reads i s p r e e x i s t i n g u n i t s or p r o j e c t 

4 areas would have the a b i l i t y t o preserve t h e i r 

5 p r e e x i s t i n g u n i t s ' or p r o j e c t areas' impact. 

6 CHAIRMAN BAILEY: Unless they're 

7 compulsory pooled. 

8 MS. BADA: Which t h a t does not address. 

•9 CHAIRMAN BAILEY: No. But t h a t would come 

10 i n t o play i n the l a t e r paragraph. 

11 MS. BADA: Assuming t h a t i t could be under 

12 the s t a t u t e . 

13 CHAIRMAN BAILEY: Within the section? 

14 MS. BADA: Right. 

15 CHAIRMAN BAILEY: Are you comfortable w i t h 

16 i n c l u d i n g , "unless otherwise agreed t o by a l l working 

17 i n t e r e s t owners i n both p r o j e c t areas"? 

18 COMMISSIONER DAWSON: What i f there are 

19 d i f f e r e n t i n t e r e s t owners i n both p r o j e c t areas? 

20 COMMISSIONER BALCH: You would have two 

21 separate groups of people t h a t would have t o come t o an 

22 agreement. 

23 COMMISSIONER DAWSON: But I t h i n k instead 

24 of "both," put " e x i s t i n g and new." Same t h i n g , I guess, 

25 e i t h e r way. 
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COMMISSIONER BALCH: We already described 

2 i n the paragraph the two separate p r o j e c t areas, so we 

3 can say "both." 

4 CHAIRMAN BAILEY: Okay. So we go t o 

5 Section 2 of --

6 MS. BADA: Unless you t h i n k there might be 

7 three. 

8 COMMISSIONER BALCH: Then I guess you 

9 should say, " i n new and e x i s t i n g p r o j e c t areas." 

10 CHAIRMAN BAILEY: Um-hum. Then we go t o 

11 Paragraph 2 of Section C, "Subject t o the terms of any 

12 a p p l i c a b l e j o i n t operating agreement, subsequent wells 

13 w i t h a completed i n t e r v a l i n a h o r i z o n t a l w e l l ' s p r o j e c t 

14 area may be d r i l l e d only w i t h the approval of a l l working 

15 i n t e r e s t owners i n the p r o j e c t area, or by order of the 

16 D i v i s i o n a f t e r n o t i c e t o a l l working i n t e r e s t owners i n 

17 the p r o j e c t area and o p p o r t u n i t y f o r hearing," which 

18 takes care of --

19 COMMISSIONER DAWSON: The one above i t , 

20 I'm s t i l l having t r o u b l e w i t h t h a t " e x i s t i n g . " Because 

21 the " e x i s t i n g , " I mean you're — they could be d i f f e r e n t 

22 owners. 

23 MS. BADA: They could. 

24 COMMISSIONER DAWSON: So I t h i n k I ' d j u s t 

25 take o f f "both," or, " e x i s t i n g and new." I would j u s t 
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1 keep i t as i t i s w r i t t e n , "owners i n the new p r o j e c t 

2 area," 

3 COMMISSIONER BALCH: Then you can 

4 p o t e n t i a l l y v i o l a t e the c o r r e l a t i v e r i g h t of the e x i s t i n g 

5 p r o j e c t area or u n i t t h a t was there before by f o r c i n g 

6 them t o be a par t of the new p r o j e c t area or not, at the 

7 whims of the new p r o j e c t area or i n t e r e s t owners. 

8 COMMISSIONER DAWSON: They may be t o t a l l y 

9 d i f f e r e n t , though. 

10 COMMISSIONER BALCH: They probably w i l l 

11 be. 

12 MS. BADA: They're l i k e l y t o be. 

13 COMMISSIONER DAWSON: So how i s somebody 

14 t h a t ' s i n an e x i s t i n g p r o j e c t area going t o be able t o 

15 agree t o a new p r o j e c t area t h a t ' s being proposed when 

16 they don't have any i n t e r e s t i n i t ? 

17 CHAIRMAN BAILEY: They would — okay. I 

18 t h i n k i t ' s easier i f we t a l k about west half/west h a l f . 

19 Somebody owns the t h i r d quarter of the stand-up p r o j e c t 

20 area. Okay? The new owners want t o d r i l l a h o r i z o n t a l 

21 w e l l t h a t goes south t o nor t h through the e n t i r e west 

22 h a l f of the west h a l f . The working i n t e r e s t owner i n 

23 Unit L e t t e r E, the southwest of the northwest, already 

24 has a v e r t i c a l w e l l . 

25 So t h i s paragraph i s saying t h a t unless he 
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1 agrees t o j o i n i n g t h i s p r o j e c t area, then t h i s h o r i z o n t a l 

2 w e l l p r o j e c t area would have t o compulsory pool him, I 

3 t h i n k . That's my i n t e r p r e t a t i o n of t h i s . So i f he 

4 does — i f the new p r o j e c t area wants to go the f u l l 160 

5 acres, the working i n t e r e s t owners -- the new working 

6 i n t e r e s t owners i n t h a t p r o j e c t area — i t ' s a very 

7 confusing paragraph. 

8 MS. BADA: So the r e s t are allowable? 

9 COMMISSIONER BALCH: I f they opted out of 

10 the new p r o j e c t area, then the allowables or p r o r a t i o n 

11 would come i n t o play. I t must be confusing, because I 

12 t h i n k I f i n a l l y understand i t . 

13 CHAIRMAN BAILEY: I thought I knew what i t 

14 said a while ago. What's your i n t e r p r e t a t i o n ? 

15 COMMISSIONER BALCH: I t h i n k what i t does, 

16 w i t h our a d d i t i o n of "new and e x i s t i n g p r o j e c t area" at 

17 the end, i t allows the e x i s t i n g u n i t s and/or p r o j e c t 

18 areas t o opt out. And then the remedy f o r impairment of 

19 t h e i r r i g h t s would be i n p r o r a t i o n or allowables, as we 

20 defined elsewhere. 

21 However, they do have the opt i o n t o opt i n , 

22 but only i f both e x i s t i n g and new p a r t i e s or p r o j e c t 

23 areas want t o have t h a t r e l a t i o n s h i p . I t h i n k without 

24 t h a t s o r t of language — and maybe i t can be c l a r i f i e d a 

25 l i t t l e b i t — we run the r i s k of i n t r u d i n g on p r e e x i s t i n g 
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1 c ontracts and agreements. 

2 CHAIRMAN BAILEY: So t h i s makes sense t o 

3 you, and you see i t as a necessary paragraph? 

4 COMMISSIONER BALCH: Let's see i f Cheryl 

5 can convince me. 

6 MS. BADA: I agree w i t h you. So I t h i n k 

7 what might help i s i f you look at the e x h i b i t . 

8 COMMISSIONER BALCH: We're looking at OCD 

9 E x h i b i t 10, the E f f e c t of Applying Simultaneous 

10 '" Dedication of the Rules, Basin F r u i t l a n d Coal. Here's 

11 our e x i s t i n g w e l l i n the southeast quarter. 

12 COMMISSIONER DAWSON: That doesn't 

13 penetrate the southeast quarter. 

14 CHAIRMAN BAILEY: Okay. So t h i s has t o do 

15 w i t h the simultaneous d e d i c a t i o n t h a t an e x i s t i n g 

16 v e r t i c a l w e l l would not be impaired, and the maximum 

17 length of a h o r i z o n t a l w e l l would have t o have 

18 simultaneous d e d i c a t i o n i n order t o enter i n t o the 

19 e x i s t i n g --

20 COMMISSIONER BALCH: B a s i c a l l y , t h i s 

21 operator, owner or u n i t would not have t o j o i n t h i s 

22 p r o j e c t area unless they wanted t o . And then i n t h a t 

23 case, both t h i s p a r t y -- a l l i n t e r e s t owners i n t h i s 

24 p a r t y and a l l i n t e r e s t owners i n the p r o j e c t area would 

25 have t o agree t h a t t h a t i s the best s o l u t i o n . 
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1 I t h i n k t h a t t h a t preserves or pr o t e c t s us 

2 from i n a d v e r t e n t l y v i o l a t i n g p r e e x i s t i n g contracts and 

3 agreements. 

4 CHAIRMAN BAILEY: Do we add "new and 

5 e x i s t i n g " ? 

6 MS. BADA: I t h i n k you would c l a r i f y t h a t 

7 you don't need both of t h e i r agreement. 

8 COMMISSIONER BALCH: So "new and 

9 e x i s t i n g " ? 

10 MS. BADA: I t h i n k i t would c l a r i f y i t . 

11 CHAIRMAN BAILEY: Okay. 

12 MS. BADA: I t h i n k the i n t e n t was by 

13 saying, " a l l , " they meant everyone. 

14 COMMISSIONER BALCH: And there could be 

15 more. There could be several d i f f e r e n t u n i t s or p r o j e c t 

16 areas invo l v e d , so --

17 COMMISSIONER DAWSON: I t h i n k j u s t leave 

18 i t "new p r o j e c t area," the more I t h i n k about i t . 

19 Because i t ' s kind of l i k e Harvey Yates' argument. They'd 

20 have t o come t o him t o get permission. 

21 COMMISSIONER BALCH: This doesn't prevent 

22 the formation of a new p r o j e c t area at a l l . 

23 COMMISSIONER DAWSON: But you have t o have 

24 agreement from the e x i s t i n g — 

25 COMMISSIONER BALCH: Only i f you want t o 
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1 combine the e x i s t i n g u n i t or p r o j e c t area i n t o the new 

2 p r o j e c t area, you need permission from a l l p a r t i e s , w i t h 

3 the way t h i s i s w r i t t e n . 

4 MS. BADA: A l l Commissioner Balch i s 

5 suggesting i s t h a t we c l a r i f y t h a t when we're t a l k i n g 

6 about working i n t e r e s t owners. I t ' s the working i n t e r e s t 

7 owners out of both of those p r o j e c t areas, the new one 

8 and the one t h a t ' s e x i s t i n g . 

9 CHAIRMAN BAILEY: Es p e c i a l l y Paragraph 2 

10 t h a t says, "Subject t o the terms of any appl i c a b l e j o i n t 

11 operating agreement, subsequent w e l l s w i t h a completed 

12 i n t e r v a l i n a h o r i z o n t a l w e l l ' s p r o j e c t area may be 

13 d r i l l e d only w i t h the approval of a l l working i n t e r e s t 

14 owners i n the p r o j e c t area or by order of the D i v i s i o n 

15 a f t e r n o t i c e t o a l l working i n t e r e s t owners i n the 

16 p r o j e c t area and op p o r t u n i t y f o r hearing." 

17 COMMISSIONER BALCH: So i f you don't have 

18 Paragraph 1, you could impair the r i g h t s of the owner t o 

19 subsequently go a f t e r t h e i r minerals. 

20 CHAIRMAN BAILEY: So we should leave i t as 

21 w r i t t e n , " i n the new p r o j e c t area"? 

22 COMMISSIONER BALCH: I s t i l l read t h a t as 

23 p o t e n t i a l l y having the new p r o j e c t area able t o override 

24 the e x i s t i n g u n i t or o l d p r o j e c t area, e f f e c t i v e l y force 

25 pooling, compulsory pooling, without the Di v i s i o n ' s 
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1 • involvement. 

2 I f a l l the -- I t h i n k the i n t e n t i s the same, 

3 but I t h i n k we have t o have language i n there 

4 t h a t --

5 CHAIRMAN BAILEY: That p r o t e c t s — 

6 COMMISSIONER BALCH: — t h a t p r o t e c t s the 

7 e x i s t i n g owners. I t h i n k t h a t can be accomplished by 

8 saying, " a l l working i n t e r e s t owners i n the new and any 

9 e x i s t i n g p r o j e c t a r e a ( s ) . " Because Number 2 i s r e a l l y 

10 where the new p r o j e c t area would gain t h a t power. 

11 " CHAIRMAN BAILEY: Okay. I t ' s very 

12 confusing. 

13 COMMISSIONER BALCH: Can you suggest less 

14 confusing terminology? 

15 MS. BADA: I would suggest what you've 

16 suggested, so --

17 CHAIRMAN BAILEY: To include the language, 

18 "new and e x i s t i n g p r o j e c t areas"? 

19 MS. BADA: The only other t h i n g you might 

20 do i s j u s t stop at "working i n t e r e s t owners." But then 

21 t h a t begs the question of which ones. 

22 COMMISSIONER DAWSON: To me, i t ' s wording 

23 t h a t says i f they have an e x i s t i n g spacing u n i t and 

24 somebody comes i n there and they want t o d r i l l through 

25 t h e i r spacing u n i t , the person t h a t ' s d r i l l i n g through 

-.,;;;&:^ti:B&:>*^^ 
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1 t h e i r spacing u n i t has t o have agreement w i t h a l l the 

2 i n t e r e s t owners t o do so. And i f you put, " e x i s t i n g , " 

3 then they have t o have an agreement of the person of the 

4 spacing u n i t t h a t they're p e n e t r a t i n g . 

5 COMMISSIONER BALCH: Which I t h i n k i s 

6 a c t u a l l y the i n t e n t . You want t o have permission of the 

7 e x i s t i n g --

8 COMMISSIONER DAWSON: What i f they say, " I 

9 don't want you t o d r i l l on my u n i t " ? 

10 COMMISSIONER BALCH: They already have an 

11 e x i s t i n g operating agreement and u n i t and have the f i r s t 

12 r i g h t . 

13 CHAIRMAN BAILEY: Unless they then go t o 

14 compulsory p o o l i n g . 

15 MS. BADA: Then there's the question of 

16 whether you can compulsory pool and have two we l l s i n the 

17 same --

18 COMMISSIONER BALCH: Hopefully, t h a t w i l l 

19 be resolved at a D i v i s i o n hearing. 

20 CHAIRMAN BAILEY: And Paragraph 2 doesn't 

21 even say, "compulsory p o o l i n g . " I t j u s t says, "go t o 

22 hearing." 

23 COMMISSIONER BALCH: Which reserves the 

24 r i g h t o f compulsory p o o l i n g f o r the D i v i s i o n , which i s 
25 where i t belongs . 
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1 . CHAIRMAN BAILEY: Right, or not. 

2 COMMISSIONER BALCH: Or not. 

3 COMMISSIONER DAWSON: So why don't you 

4 j u s t s t r i k e 1 and leave 2? 

5 MS. BADA: No. Because then you have 

6 nothing saying what you do about e x i s t i n g w e l l s . 

7 COMMISSIONER DAWSON: I f you go down t o F, 

8 "Compulsory p o o l i n g , the p r o v i s i o n s , " blah, blah, blah, 

9 "regarding compulsory poo l i n g and the proposal of 

10 a d d i t i o n a l w e l l s i n compulsory pooling u n i t s s h a l l apply 

11 t o h o r i z o n t a l w e l l s and compulsory pooled p r o j e c t areas." 

12 CHAIRMAN BAILEY: Unless we s t r i k e t h a t 

13 a l t o g e t h e r . 

14 COMMISSIONER BALCH: Which has been 

15 suggested by the OCD, but not by Jalapeno. I t ' s r e a l l y 

16 j u s t a statement. I t h i n k the removal of t h a t statement 

17 does not remove the e f f e c t of t h a t statement. 

18 CHAIRMAN BAILEY: I would l i k e t o see 

19 removal of t h a t paragraph on compulsory p o o l i n g , which 

20 was proposed Section F, t o remove compulsory poo l i n g 

21 language at t h i s p o i n t . 

22 COMMISSIONER BALCH: I don't t h i n k i t ' s 

23 necessary. 

24 CHAIRMAN BAILEY: Scott, how do you f e e l 

25 about removing t h a t compulsory p o o l i n g paragraph? 
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COMMISSIONER DAWSON: I t h i n k we maybe ! 
! 

2 
• 

ought t o .leave i t , maybe leave a l l of C the way i t i s . 1 

3 That's what I t h i n k . 

4 CHAIRMAN BAILEY: So you do not want t o 

5 add "new and e x i s t i n g " ? 

6 COMMISSIONER DAWSON: No. 

7 

8 

MS. BADA: As much as I l i k e consensus, i f 

j 
you can't agree, you can the make motions t o decide which j 

9 
i 

way t o go. j 

10 CHAIRMAN BAILEY: At t h i s p o i n t we can say j 
; 

11 
i 

t h a t the m a j o r i t y of the Commission? 1 

12 COMMISSIONER BALCH: We would have t o make | 
j 

13 a motion. Someone would have t o make a motion t o adopt j 

14 paragraph — j 

15 MS. BADA: To adopt or amend whatever ) 

16 you're proposing. ; 

17 COMMISSIONER BALCH: I would p r e f e r t h a t I 

18 have another round at t r y i n g t o convince Scott t h a t . 

19 CHAIRMAN BAILEY: Okay. Sh a l l we come 
: 

20 
'! 

back t o i t then, a f t e r we've had a chance f o r i t t o gel j 

21 around i n our head? 

22 COMMISSIONER BALCH: I'm okay w i t h t h a t . j 

23 CHAIRMAN BAILEY: Let's come back t o t h i s 

24 paragraph. 

25 COMMISSIONER DAWSON: That's f i n e . 
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1 CHAIRMAN BAILEY: Then we go down t o the 

2 compulsory p o o l i n g paragraph. "The provisions of 

3 19.15.13 NMAC regarding compulsory pooling and proposal 

4 of a d d i t i o n a l w e l l s i n compulsory pooled u n i t s s h a l l 

5 apply t o h o r i z o n t a l wells and compulsory pooled p r o j e c t 

6 areas." That i s amending 19.15.13 NMAC — no, 

7 i t ' s not. I t ' s j u s t s t a t i n g t h a t t h a t p r o v i s i o n of Rule 

8 13 does apply. I t h i n k we should delete t h a t paragraph. 

9 COMMISSIONER BALCH: The OCD's f i n d i n g s 

10 say, "The proposed Rule 19.15.16.15.F, compulsory 

11 p o o l i n g , s h a l l be deleted or amended to remove any 

12 suggestion t h a t a l l p r o j e c t areas are subject t o 

13 compulsory p o o l i n g . " 

14 COMMISSIONER DAWSON: Do you have t h a t i n 

15 f r o n t of you? 

16 CHAIRMAN BAILEY: And t h a t was the 

17 D i v i s i o n ' s proposed f i n d i n g s of f a c t s and conclusions of 

18 law, page 5 --

19 COMMISSIONER BALCH: Paragraph 27. 

20 CHAIRMAN BAILEY: — should be deleted t o 

21 remove any suggestion t h a t a l l p r o j e c t areas are subject 

22 t o compulsory p o o l i n g . I agree w i t h t h a t . 

23 COMMISSIONER BALCH: I t h i n k removing i t 

24 doesn't remove the f a c t t h a t they are subject t o 

25 compulsory p o o l i n g . I t doesn't add anything and may add 
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1 confusion. 

2 MS. BADA: Some may be subject t o 

3 compulsory p o o l i n g , some may not be. 

4 COMMISSIONER DAWSON: To me, th a t sounds 

5 l i k e compulsory pooling should apply t o h o r i z o n t a l w e l l s . 

6 MS. BADA: I f a l l the other requirements 

7 of compulsory pooling are met. 

8 COMMISSIONER BALCH: I f we don't s t r i k e 

9 i t , we somehow add some c l a r i f y i n g language. 

10 CHAIRMAN BAILEY: But not a l l p r o j e c t 

11 areas are subject t o compulsory p o o l i n g . And the way 

12 t h i s i s w r i t t e n , t h a t applies t o a l l h o r i z o n t a l w e l l s . 

13 COMMISSIONER DAWSON: The compulsory 

14 p o o l i n g r u l e s must not be amended whatsoever. 

15 COMMISSIONER BALCH: Does t h a t paragraph 

16 bother you? 

17 MS. BADA: I t h i n k t h a t paragraph i s 

18 unnecessary. 

19 CHAIRMAN BAILEY: Commissioner Dawson, i f 

20 we keep the l a s t paragraph of t h i s s e c t i o n , which was 

21 o r i g i n a l l y numbered as Section H, "Consolidation of 

22 p r o j e c t area," I t h i n k t h a t paragraph removes the 

23 necessity of having t h i s paragraph on compulsory pooling. 

24 COMMISSIONER DAWSON: You t h i n k t h a t 

25 covers t h i s one? 
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1 CHAIRMAN BAILEY: I t h i n k i t covers i t 

2 very w e l l . 

3 COMMISSIONER BALCH: That's much of the 

4 language I would have suggested adding. So I guess I'm 

5 i n agreement, as w e l l , w i t h the f i x i n g of the typo i n . 

6 t h a t Paragraph H. 

7 COMMISSIONER DAWSON: I guess you could 

8 s t r i k e t h a t , yeah. 

9 CHAIRMAN BAILEY: So w e ' l l s t r i k e 

10 o r i g i n a l l y proposed Paragraph F, "compulsory p o o l i n g " ; i s 

11 t h a t correct? 

12 COMMISSIONER DAWSON: Yeah, because the 

13 heading i s " E x i s t i n g and subsequent w e l l s . " 

14 CHAIRMAN BAILEY: Which then re-numbers 

15 the subsequent paragraph, which was o r i g i n a l l y G, 

16 "Formation of p r o j e c t areas" now becomes E, because we 

17 have e l i m i n a t e d two paragraphs up above i t . 

18 So lo o k i n g at the newly numbered Paragraph E, 

19 "Formation of p r o j e c t areas: (1) Except as provided i n 

20 paragraphs (2) and (3) of Subsection G," which now 

21 becomes E, "of 19.15.16.15 NMAC, a p r o j e c t area may be 

22 formed by f i l i n g a Form C-102 desig n a t i n g the proposed 

23 p r o j e c t area, and simultaneously m a i l i n g or d e l i v e r i n g a 

24 copy th e r e o f t o the New Mexico State Land O f f i c e i f " — 

25 there's the typo, " i f the proposed p r o j e c t area includes 
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1 s t a t e t r u s t lands. Before designating a nonstandard 

2 p r o j e c t area, the operator s h a l l give 20 days' not i c e by 

3 C e r t i f i e d M a i l , r e t u r n r e c e i p t requested, t o a f f e c t e d 

4 . persons as defined i f Subparagraph (a) of Paragraph (2) 

5 of Subsection A of 19.15.4.12 NMAC i n a l l spacing u n i t s 

6 t h a t , (a) are excluded from the p r o j e c t area, i f the 

7 p r o j e c t area would be a standard p r o j e c t area, except f o r 

8 the exclusion of one spacing u n i t ; or (b) a d j o i n the 

9 p r o j e c t area i n a l l other cases." 

10 Are you good w i t h paragraphs (1) and (2) of 

11 newly re-numbered Section E, formation of p r o j e c t areas? 

12 COMMISSIONER BALCH: My only note i s t o 

13 r e p a i r the typo t h a t you already observed. 

14 COMMISSIONER DAWSON: You might want t o 

15 put, i n "New Mexico s t a t e land o f f i c e , put the "s t a t e 

16 land o f f i c e " i n c a p i t a l l e t t e r s . 

17 MS. BADA: I t won't allow you, when you go 

18 f i l e i t i n the s t a t e records and archives. 

19 COMMISSIONER BALCH: Why i s that? 

20 MS. BADA: A l l names, unless they're a 

21 name of an i n d i v i d u a l , are lower case. I t ' s t h e i r 

22 d r a f t i n g standards. 

23 COMMISSIONER BALCH: Clear as mud. 

24 CHAIRMAN BAILEY: I would suggest t h a t 
25 because we are r e q u i r i n g n o t i c e , t h a t we a c t u a l l y say 
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1 what t h a t n o t i c e should include and adding a paragraph 3 

2 t h a t says, "The n o t i c e s h a l l s t a t e t h a t a f f e c t e d persons 

3 may p r o t e s t the designation of a nonstandard p r o j e c t area 

4 by m a i l i n g a p r o t e s t t o the operator w i t h i n 20 days a f t e r 

5 r e c e i p t of the n o t i c e . " 

6 That gives a time l i m i t f o r p r o t e s t . I t 

7 provides i n f o r m a t i o n t o a f f e c t e d persons t o ex p l a i n how 

8 t o go about p r o t e s t i n g the designation. 

9 COMMISSIONER BALCH: Are you s t r i k i n g the 

10 e x i s t i n g (3) and r e p l a c i n g i t w i t h what you j u s t 

11 described? 

12 CHAIRMAN BAILEY: Yes. And adding --

13 s t r i k i n g the f i r s t complete sentence, adding what I j u s t 

14 read, and then saying, "The D i v i s i o n s h a l l promptly set 

15 the matter f o r hearing. Unless otherwise authorized by 

16 the D i v i s i o n , the operator s h a l l not commence d r i l l i n g i n 

17 the proposed nonstandard p r o j e c t area u n t i l the p r o t e s t 

18 has been determined by D i v i s i o n order." 

19 So I'm maintaining the 20-day time l i m i t f o r 

20 p r o t e s t , but adding language t h a t i n d i c a t e s what t h a t 

21 n o t i c e t o a f f e c t e d persons should say so t h a t they are 

22 b e t t e r made aware of how t o p r o t e s t . 

23 COMMISSIONER BALCH: Repeat i t . 

24 CHAIRMAN BAILEY: " ( 3 ) , The n o t i c e s h a l l 

25 s t a t e t h a t a f f e c t e d persons may p r o t e s t the designation 
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1 of a nonstandard p r o j e c t area by m a i l i n g a p r o t e s t t o the 

2 operator w i t h i n 20 days a f t e r r e c e i p t of the n o t i c e . The 

3 D i v i s i o n s h a l l promptly set the matter f o r hearing. 

4 Unless otherwise authorized by the D i v i s i o n , the operator 

5 s h a l l not commence d r i l l i n g i n the proposed nonstandard 

6 p r o j e c t area u n t i l the p r o t e s t has been determined by 

7 D i v i s i o n order." 

8 COMMISSIONER BALCH: So promptly --

9 CHAIRMAN BAILEY: — i s a very vague term. 

10 COMMISSIONER BALCH: I f the D i v i s i o n i s 

11 very busy, promptly could be a long p e r i o d of time. 

12 CHAIRMAN BAILEY: True. Just as we had t o 

13 delay the docketing of so many cases t o be heard 

14 yesterday and today because the dockets were already 

15 f u l l . And t h i s would take i n t o account t h a t kind of 

16 s i t u a t i o n where dockets may already be f u l l . 

17 COMMISSIONER BALCH: Does "promptly" 

18 l e g a l l y bind i n any way t o a s p e c i f i c time period? 

19 MS. BADA: I guess my question i s t h a t 

20 the r u l e doesn't say what happens i f they don't. 

21 COMMISSIONER BALCH: You can't say, 

22 "should promptly." 

23 CHAIRMAN BAILEY: "Shall promptly." 

24 COMMISSIONER DAWSON: "May." 

25 MS. BADA: I t one of those t h i n g s where 
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1 i t ' s a d i r e c t i o n w i t h no penalty. 

2 CHAIRMAN BAILEY: So we could j u s t say, 

3 "The D i v i s i o n s h a l l set the matter f o r hearing." 

4 MS. BADA: Yes. 

5 CHAIRMAN BAILEY: Okay. Cool. 

6 COMMISSIONER BALCH: I t h i n k we're i n 

7 agreement w i t h a l l of Section E, except (4). 

8 Scott, t h a t t h a t ' s your section. 

9 COMMISSIONER DAWSON: We're going t o (4)? 

10 I s t h a t where you are? 

11 CHAIRMAN BAILEY: Sure. Four says, "No 

12 p r o j e c t 'area may be designated t h a t l i e s p a r t l y w i t h i n 

13 and p a r t l y outside of a s t a t e e x p l o r a t o r y u n i t or a 

14 f e d e r a l e x p l o r a t o r y u n i t or p a r t i c i p a t i n g area i f the 

15 p r o j e c t area includes s t a t e t r u s t lands without the 

16 consent of the Commissioner of Public Lands." 

17 MS. BADA: I have one question. Do we 

18 want t o say w i t h i n 20 days a f t e r r e c e i p t of the n o t i c e or 

19 20 days a f t e r the m a i l i n g of the notice? What i f 

20 somebody doesn't go p i c k i t up f o r three months? 

21 CHAIRMAN BAILEY: Within 20 days of the 

22 m a i l i n g of the n o t i c e . 

23 So Scott, are you okay w i t h paragraph (4)? 

24 COMMISSIONER DAWSON: I'm f i n e w i t h i t . 

25 CHAIRMAN BAILEY: A l l r i g h t . We can adopt 

PAUL BACA PROFESSIONAL COURT REPORTERS 
42c86186-a1 fb-4735-bdb9-5f604bbf 1290 



Page 139 

1 Paragraph ( 4 ) . 

2 That takes us t o "Consolidation of p r o j e c t 

3 area. I f a h o r i z o n t a l w e l l i s dedicated t o a p r o j e c t 

4 area i n which there i s more than one owner of any 

5 i n t e r e s t i n the mineral e s t a t e , the operator of the 

6 h o r i z o n t a l w e l l s h a l l cause the p r o j e c t area t o be 

7 consolidated by vo l u n t a r y agreement," and I would l i k e t o 

8 add, "or i f a p p l i c a b l e , compulsory pooling before the 

9 D i v i s i o n may approve a request f o r Form C-104 f o r the 

10 h o r i z o n t a l w e l l . " 

11 COMMISSIONER BALCH: There was language 

12 suggested by both the OCD and the Jalapeno f i n d i n g s also 

13 on t h i s s e c t i o n . 

14 MS. BADA: Do we want the person 

15 p r o t e s t i n g n o t i f y i n g the operator, or do we want them 

16 n o t i f y i n g the Division? 

17 CHAIRMAN BAILEY: That was a question. 

18 But I don't t h i n k the D i v i s i o n needs t o be-burdened w i t h 

19 the a d d i t i o n a l keeping t r a c k of green cards and 

20 everything else. 

21 MS. BADA: Should we then say — shouldn't 

22 we leave the language t h a t says, "the operator s h a l l 

23 promptly n o t i f y the D i v i s i o n of the p r o t e s t , and the 

24 D i v i s i o n s h a l l " — 

25 CHAIRMAN BAILEY: Oh, yes. 
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1 COMMISSIONER BALCH: No vagueness about 

2 t h a t promptness. 

3 MS. BADA: We could give them, a time 

4 l i m i t , i f you want. 

5 CHAIRMAN BAILEY: Because i t i s vague, 

6 w i t h i n what, seven days? 

7 MS. BADA: Business days? 

8 CHAIRMAN BAILEY: Yes. How does t h a t 

9 sound t o you? 

10 COMMISSIONER DAWSON: That's f i n e . 

11 CHAIRMAN BAILEY: Okay. Now the OCD 

12 f i n d i n g s of f a c t and conclusions of law on page 5, number 

13 28 suggest the a d d i t i o n of the language, " i f a p p l i c a b l e , 

14 before "compulsory p o o l i n g , " and then Statute 70-2-18, 

15 which was referenced i h Jalapeno's. 

16 Commissioner Balch? 

17 COMMISSIONER BALCH: That was Section 4 

18 t h a t had the Jalapeno m o d i f i c a t i o n . I t looks l i k e i t ' s 

19 an addendum. I t appears t o be out of place. Page 18 of 

20 Jalapeno's f i n d i n g s -- I'm sorr y . This i s something we 

21 already agreed on. I was t r y i n g t o keep t r a c k of 

22 Jalapeno's m o d i f i c a t i o n s and l o s t t r a c k of the l e t t e r i n g . 

23 COMMISSIONER DAWSON: Page 18? 

24 COMMISSIONER BALCH: Yes. 

25 CHAIRMAN BAILEY: And we agreed not t o use 
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1 t h e i r language on Paragraph (4) on page 18 of Jalapeno 

2 and Yates 1 proposed f i n d i n g s of f a c t and conclusions of 

3 law. 

4 COMMISSIONER DAWSON: We decided not t o do 

5 that? 

6 CHAIRMAN BAILEY: Yes. 

7 COMMISSIONER DAWSON: That 75 percent? 

8 CHAIRMAN BAILEY: Yes. 

9 COMMISSIONER BALCH: That's the same 

10 language they use i n another s e c t i o n , as w e l l . I agree 

11 .that t h a t language does not add t o t h a t section. 

12 CHAIRMAN BAILEY: So 15.16.15, which used 

13 t o be H, but now becomes F, do we agree w i t h t h a t 

14 language? Or do we want t o include the language, "or, i f 

15 a p p l i c a b l e , f o r compulsory pooling"? 

16 COMMISSIONER BALCH: I l i k e the a d d i t i o n 

17 of "or, i f a p p l i c a b l e , " f o r the same reason t h a t we 

18 argued t h a t Section F should be st r u c k . 

19 CHAIRMAN BAILEY: I agree w i t h you there. 

20 Commissioner Dawson, do you a agree? 

21 COMMISSIONER DAWSON: Yes, t h a t ' s f i n e . 

22 CHAIRMAN BAILEY: Then we have now adopted 

23 t h a t paragraph. We need t o go back — because the r e s t 

24 of the subsequent paragraphs i n my copy here are j u s t 

25 re-numbering of t o p i c s . There doesn't appear t o be 
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1 a d d i t i o n a l language or d e l e t i o n of language. 

2 So I believe i t ' s time t o go back and catch up 

3 w i t h t h i n g s t h a t we skipped before. 

4 Commissioner Balch, you wanted t o skip 

5 19.15.14.8.B? 

6 COMMISSIONER BALCH: Yes, u n t i l we had 

7 c l a r i f i e d the chronology regarding p r o j e c t areas. 

8 CHAIRMAN BAILEY: Yes. So how do you f e e l 

9 about t h a t language now? 

10 COMMISSIONER BALCH: I believe i t i s f i n e . 

11 I t ' s OCD E x h i b i t 3, page 1, i f you're looking f o r t h a t 

12 one. 

13 COMMISSIONER DAWSON: That's f i n e . 

14 CHAIRMAN BAILEY: So we have adopted 

15 Sections A and B as prOpOsed f o r 19.15.14.8. 

16 We then go t o the d e f i n i t i o n f o r completed 

17 i n t e r v a l t h a t we skipped a while ago, which was 

18 19.15.16.7.B. 

19 Commissioner Balch, you had some questions or 

20 you wanted t o t h i n k about that? 

21 COMMISSIONER BALCH: I be l i e v e the 

22 i n c l u s i o n of "the u n i n t e n t i o n a l , " then the v e r t i c a l w e l l 

23 d e f i n i t i o n t h a t we l e f t r e p a i r s my problem w i t h t h a t 

24 se c t i o n . So I'm okay w i t h i t now. 

25 CHAIRMAN BAILEY: Commissioner Dawson? 
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1 COMMISSIONER DAWSON: That's f i n e . 

2 CHAIRMAN BAILEY: With t h a t , we have now 

3 adopted 19.15.16.7.B as proposed. 

4 Were we i n agreement f o r 19.15.16.7.E, the 

5 d e f i n i t i o n f o r h o r i z o n t a l well? 

6 COMMISSIONER DAWSON: Can we go back up a 

7 l i t t l e b i t ? Didn't you have something t o add underneath 

8 the d e f i n i t i o n s , i n a d d i t i o n t o the --

9 CHAIRMAN BAILEY: Yes. To put i n under 

10 the heading d e f i n i t i o n s , " i n a d d i t i o n t o the d e f i n i t i o n s 

11 i n 19.15.2.7." 

12 COMMISSIONER BALCH: That was going t o be 

13 added as a note. 

14 MS. BADA: I t h i n k we would probably want 

15 t o put i t r i g h t above A. Say, "These d e f i n i t i o n s apply 

16 t o t h i s p a r t i f there are other a d d i t i o n s i n 19.15.2.7 

17 t h a t also apply." 

18 CHAIRMAN BAILEY: Okay. So back t o 

19 Section E, the d e f i n i t i o n of h o r i z o n t a l w e l l . Were we i n 

20 agreement w i t h t h a t ? 

21 COMMISSIONER DAWSON: Yes. 

22 COMMISSIONER BALCH: Yes. 

23 CHAIRMAN BAILEY: Okay. On t o 

24 19.15.16.7.K. We changed t h a t t o include the language 

25 K ( l ) t o read, "One or more complete, contiguous spacing 
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1 u n i t s t h a t are developed by the h o r i z o n t a l w e l l i n one 

2 section or i n more than one s e c t i o n . " 

3 Are we i n agreement w i t h t h a t a d d i t i o n t o the 

4 proposed language? 

5 COMMISSIONER BALCH: Yes. 

6 COMMISSIONER DAWSON: Yes. 

7 CHAIRMAN BAILEY: Okay. 19.15.16.7.L, the 

8 d e f i n i t i o n f o r standard p r o j e c t area. We included the 

9 language i n Number 4 so t h a t i t would read, "consists of 

10 a combination of two or more otherwise standard p r o j e c t 

11 areas i f the r e s u l t i n g area i s s u b s t a n t i a l l y i n the form 

12 of a rectangle, provided t h a t a p r o j e c t area of three 

13 40-acre spacing u n i t s w i t h i n a s i n g l e s e c t i o n , and 

14 excluding the f o u r t h , would not be a standard p r o j e c t 

15 area." 

16 And we agreed t o adopt t h a t modified Section 

17 L; correct? 

18 COMMISSIONER BALCH: Yes. 

19 COMMISSIONER DAWSON: Yes. 

20 CHAIRMAN BAILEY: 19.15.16.14.B (2) . 

21 Before we leave the d e f i n i t i o n s , we are not going t o 

22 delete the d e f i n i t i o n f o r v e r t i c a l w e l l t h a t was 

23 proposed. We w i l l leave t h a t d e f i n i t i o n i n ; correct? 

24 MS. BADA: Do you want t o leave i t i n t h a t 

25 i f i t ' s not used elsewhere, the term " v e r t i c a l w e l l " i s 
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1 not used? 

2 CHAIRMAN BAILEY: No, I don't t h i n k . i t ' s 

3 necessary. So you w i l l do a search? 

4 MS. BADA: Yes. 

5 CHAIRMAN BAILEY: Okay. Back t o 

6 19.15.16.14. 

7 MS. BADA: I have one question before we 

8 leave d e f i n i t i o n s . You're okay w i t h d e l e t i n g H, 7.H? 

9 CHAIRMAN BAILEY: Oh, yes. Because we 

10 have replaced i t , and d e l e t i n g the o l d d e f i n i t i o n of 

11 " p r o j e c t area" and r e p l a c i n g i t w i t h the language we j u s t 

12 discussed. 

13 Now t o 15.16.14.B. And we agreed w i t h the 

14 language i n t h a t proposed section? 

15 COMMISSIONER DAWSON: Yes. 

16 COMMISSIONER BALCH: Yes. 

17 CHAIRMAN BAILEY: Okay. B(3) we d i d 

18 change t h a t t o read, "Allowables f o r p r o j e c t areas w i t h 

19 m u l t i p l e p r o r a t i o n u n i t s . The D i v i s i o n s h a l l assign a 

20 p r o j e c t area w i t h i n a prora t e d pool an allowable equal t o 

21 the a p p l i c a b l e u n i t allowance f o r the pool m u l t i p l i e d by 

22 the number of standard spacing u n i t s or approved 

23 nonstandard spacing u n i t s t h a t a h o r i z o n t a l w e l l ' s or 

24 l a t e r a l ' s completed i n t e r v a l develops." 

25 COMMISSIONER DAWSON: Yes. 
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COMMISSIONER BALCH: You were going t o do 

2 a search on "penetrates"? 

3 MS. BADA: Right. 

4 CHAIRMAN BAILEY: " I f a p r o j e c t area 

5 includes a spacing u n i t or smaller p r o j e c t area dedicated i 

1 
6 t o an e x i s t i n g wellbore, unless the operators of a l l ] 

7 

8 

w e l l s i n the p r o j e c t area otherwise agree, the p r o j e c t 

area's allowable s h a l l be computed by deducting the 

9 a c t u a l production from the e x i s t i n g wellbore or wellbores 

10 from the t o t a l allowable f o r the p r o j e c t area, not t o 

11 exceed e x i s t i n g allowables f o r the wellbore or 

12 wellbores." 

13 MS. BADA: We say, "or above," so I'11 do 

14 i t c o n s i s t e n t l y . 

15 CHAIRMAN BAILEY: Okay. Are we okay with \ 

16 t h a t s e c t i o n now? ! 

17 COMMISSIONER DAWSON: Wellbore or 

18 wellbores? 

19 MS. BADA: Yes. j 

20 COMMISSIONER BALCH: Yes. j 

21 CHAIRMAN BAILEY: Then we go t o 

22 19.15.16.15.A. I be l i e v e we agreed t o maintain — t o 

23 adopt the language of t h a t proposed Section A ( l ) and (2)? 

24 COMMISSIONER. BALCH: Yes. 

25 COMMISSIONER DAWSON: Yes. Except f o r j 
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1 j u s t c o r r e c t t h a t lessee, instead of leesee. 

2 CHAIRMAN BAILEY: Correct the typo. But 

3 t o delete proposed Paragraph B concerning w e l l d e d i c a t i o n 

4 and acreage p l a t , t o re-number "setbacks" t o become 

5 paragraph B, which may necessitate a change i n the 

6 c i t a t i o n of the r e g u l a t i o n s i n Paragraph 2. 

7 MS. BADA: No, because they're r e f e r r i n g 

8 t o Section 14. 

9 CHAIRMAN BAILEY: Okay. Then f o r 

10 re-numbered paragraph C, " E x i s t i n g and subsequent we l l s 

11 i n p r o j e c t areas," Commissioner Dawson, I t h i n k t h i s i s 

12 where we needed t o --

13 COMMISSIONER DAWSON: I s t i l l don't t h i n k 

14 we should put " e x i s t i n g " i n there. But you guys can 

15 ov e r r i d e me, i f you want, i f you guys want " e x i s t i n g . " 

16 Because I t h i n k you're going back t o asking 

17 approval of somebody t h a t has a v e r t i c a l w e l l on your 

18 p r o j e c t area on maybe a 40-acre p r o r a t i o n u n i t . 

19 COMMISSIONER BALCH: I t h i n k t h a t ' s 

20 e x a c t l y what i t ' s intended t o do. Maybe t h i n k i n g about 

21 i t v e r t i c a l l y , i n stead of a e r i a l l y , might help. Because 

22 you may have a p o r t i o n of a p r e e x i s t i n g pool t h a t ' s being 

23 produced v e r t i c a l l y t h a t ' s not going t o be produced by 

24 the new p r o j e c t area, and t h a t owner may want t o i s o l a t e 

25 t h a t production from t h a t new p r o j e c t area. 
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1 And the way the language i s w r i t t e n now, I 

2 t h i n k i t i m p l i e s t h a t the new p r o j e c t area can force the 

3 o l d u n i t or p r o j e c t area t o j o i n t h e i r s without going 

4 through an OCD hearing or process. I t h i n k i f we do 

5 t h a t , we run a f o u l of the F i f t h Amendment, according t o 

6 Mr. Yates, who's probably more w e l l versed on law than I 

7 am. 

8 Because you may have e x i s t i n g contracts or 

9 agreements t h a t are involved w i t h t h a t p r e e x i s t i n g u n i t 

10 or p r o j e c t area t h a t would then be negated by a non-OCD 

11 forced p o o l i n g . I n f a c t , I'm not even sure i f the OCD 

12 could go back and force pool i t anyway. 

13 MS. BADA: I'm not sure i f they could, 

14 because you already have an e x i s t i n g w e l l . E s s e n t i a l l y 

15 there's the p o t e n t i a l i f you force t h a t w e l l i n there, 

16 they may not -- you're t a k i n g something from them. 

17 COMMISSIONER DAWSON: Should we put some 

18 language i n there t h a t they can be compulsory pooled or 

19 something or --

20 MS. BADA: I don't t h i n k you want t o say 

21 t h a t . 

22 COMMISSIONER BALCH: There 's a l ready an 

23 i m p l i c a t i o n o f t h a t i n the compulsory p o o l i n g s t a t u t e ; 

24 r i g h t ? 

25 MS. BADA: Yes. 
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1 COMMISSIONER BALCH: Same reason we took 

2 out s e c t i o n -- what used t o be F. B a s i c a l l y , i t ' s 

3 already covered. And i f there's something wrong w i t h 

4 t h a t s t a t u t e , t h a t would have t o be addressed elsewhere. 

5 I t h i n k what we're doing w i t h the change of 

6 the language i s saying i f there's already an e x i s t i n g 

7 u n i t , everybody has t o agree t o b a s i c a l l y dissolve t h a t 

8 u n i t and make i t p a r t of the new u n i t or the new p r o j e c t 

9 area. 

10 MS. BADA: I f you have an e x i s t i n g w e l l , 

11 then you can't force them i n unless they agree. 

12 CHAIRMAN BAILEY: I'm i n favor of t h a t . 

13 So I move t h a t we add the language t o read, " E x i s t i n g 

14 we l l s i n spacing u n i t s or p r o j e c t areas t h a t are included 

15 i n a newly-designated p r o j e c t area remain dedicated t o 

16 t h e i r e x i s t i n g spacing u n i t s or p r o j e c t areas and are not 

17 p a r t of the new p r o j e c t area, unless otherwise agreed t o 

18 by a l l working i n t e r e s t owners i n the new and e x i s t i n g 

19 p r o j e c t areas." 

20 COMMISSIONER BALCH: I second t h a t 

21 i n c l u s i o n as worded. 

22 CHAIRMAN BAILEY: A l l those i n favor, say 

23 aye. A l l those opposed, say nay. 

24 COMMISSIONER DAWSON: Nay. 

25 CHAIRMAN BAILEY: So the m a j o r i t y of the 
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1 Commission adopts newly re-numbered Section C ( l ) and (2 ) . 

2 Then re-numbered Section D, "pool r u l e s , " I 

3 bel i e v e we a l l agreed t o adopt t h a t ; i s t h a t correct? 

4 COMMISSIONER BALCH: Yes. 

5 COMMISSIONER DAWSON: Um-hum. 

6 CHAIRMAN BAILEY: Then we discussed and 

7 agreed t o delete the proposed Paragraph F, "compulsory 

8 p o o l i n g , " because i t ' s covered i n other another area t h a t 

9 we f e e l b e t t e r about. 

10 So are we agreeing t h a t we are d e l e t i n g the 

11 o r i g i n a l l y proposed Number F compulsory pooling 

12 paragraph? 

13 COMMISSIONER BALCH: Yes. 

14 COMMISSIONER DAWSON: Yes, because i t was 

15 addressed under --

16 COMMISSIONER BALCH: Newly labeled F. 

17 COMMISSIONER DAWSON: Yeah, okay. 

18 CHAIRMAN BAILEY: So Formation of Project 

19 Areas i s re-numbered as Paragraph E. And Paragraph E ( l ) , 

20 the c i t a t i o n may need t o be corrected. 

21 MS. BADA:' Yes. 

22 CHAIRMAN BAILEY: And then Paragraph (3) 

23 would say, "The n o t i c e s h a l l s t a t e t h a t a f f e c t e d persons 

24 may p r o t e s t the designation of a nonstandard p r o j e c t area 

25 by m a i l i n g a p r o t e s t t o the operator w i t h i n 20 days a f t e r 
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1 r e c e i p t of the n o t i c e . The D i v i s i o n s h a l l set the matter 

2 f o r hearing. Unless authorized by the D i v i s i o n , the 

3 operator s h a l l not commence d r i l l i n g i n the proposed 

4 nonstandard p r o j e c t area u n t i l the p r o t e s t has been 

5 determined by D i v i s i o n order." 

6 And then Section 4, we kept as proposed. So 

7 f o r Section E, "Formation of Project Areas," do we adopt 

8 t h a t language as modified? 

9 MS. BADA: I have questions on ( 3 ) . One, 

10 do you want i t t o be 20 days a f t e r r e c e i p t , and i s there 

11 going t o be some way t o confirm t h a t , or do you want i t 

12 t o be 20 days a f t e r mailing? 

13 CHAIRMAN BAILEY: Twenty days a f t e r 

14 m a i l i n g . 

15 MS. BADAi And you also want t o keep t h a t 

16 the operator s h a l l n o t i f y the D i v i s i o n i f they receive a 

17 protest? 

18 COMMISSIONER BALCH: I n a case l i k e t h a t , 

19 i s i t t y p i c a l f o r people t o use C e r t i f i e d Mail? 

20 MS. BADA: I t i s , but some people refuse 

21 i t . 

22 COMMISSIONER BALCH: So you c a n ' t r e a l l y 

23 s t i p u l a t e t h a t . 

24 MS. BADA: But you can say i t has t o be 

25 c e r t i f i e d , but you need t o g ive them an out i f somebody 
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1 won't sign f o r i t . 

2 CHAIRMAN BAILEY: Then paragraph 

3 re-numbered t o F, "Consolidation of Project Area," we 

4 agreed t o i n s e r t the language, "or, i f a p p l i c a b l e , " 

5 before " f o r compulsory pool i n g before the D i v i s i o n " ; i s 

6 t h a t co r r e c t ? 

7 COMMISSIONER DAWSON: Yes. 

8 COMMISSIONER BALCH: Yes. 

9 CHAIRMAN BAILEY: And then t h a t 

10 necessitates re-numbering of the f o l l o w i n g sections of 

11 the rule.. And I beli e v e t h a t completes our d e l i b e r a t i o n s 

12 f o r amendment of re g u l a t i o n s proposed i n Case 14744. 

13 I s there other business before the Commission? 

14 Yes? I see someone i n the audience. Please 

15 i d e n t i f y y o u r s e l f . 

16 MR. FORT: P a t r i c k Fort, and I represent 

17 Jalapeno Corporation. The only t h i n g t h a t I'm not too --

18 i n terms of your d e l i b e r a t i o n s , you d i d not cover page 18 

19 of our f i n d i n g s of f a c t . We had another proposal t h a t we 

20 submitted. 

21 COMMISSIONER DAWSON: We d i d cover t h a t . 

22 MR. FORT: You did? 

23 COMMISSIONER BALCH: Yes, we d i d . 

24 MS. BADA: I t h i n k he may be r e f e r r i n g t o 

25 page 19. 
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1 CHAIRMAN BAILEY: I n response t o your 

2 statement --

3 COMMISSIONER BALCH: The i n c l u s i o n of 

4 Section I . 

5 CHAIRMAN BAILEY: Right. I bel i e v e t h a t 

6 t h i s case does not address compulsory pooling, and t h a t 

7 t h i s language proposed i n Jalapeno's proposed f i n d i n g s of 

8 f a c t and conclusions of law on page 19 i s not pr o p e r l y 

9 addressed i n t h i s hearing. 

10 COMMISSIONER BALCH: I would agree t h a t 

11 compulsory p o o l i n g and r i s k charges probably ought t o be 

12 looked a t . But t h i s i s not the venue, and evidence was 

13 not s p e c i f i c a l l y asked f o r or received i n regard t o t h a t . 

14 CHAIRMAN BAILEY: I f and when — or when 

15 we review the compulsory pooling r e g u l a t i o n s , we can take 

16 t h a t i n t o account at t h a t time. 

17 I s t h a t your agreement, too? 

18 COMMISSIONER DAWSON: Yes. 

19 CHAIRMAN BAILEY: Then t h a t does conclude 

20 our d e l i b e r a t i o n s . I s there any other business before 

21 the Commission? Then do I hear a motion t o adjourn? 

22 COMMISSIONER BALCH: Do we need t o allow 

23 p u b l i c comment? 

24 MS. BADA: No. 

25 CHAIRMAN BAILEY: Do I hear a motion t o 
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2 COMMISSIONER DAWSON: I w i l l motion to 

3 adj ourn 

4 COMMISSIONER BALCH: I ' l l second. 

5 CHAIRMAN BAILEY: A l l those i n favor , say 

6 aye. 

7 

8 

Thank you very much. 

(The hearing was adjourned at 4:35 p.m.) 
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