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HEARING EXAMINER: We c a l l Case No. 14271, t h e 

2 A p p l i c a t i o n o f Vanguard Permian, LLC f o r a non s t a n d a r d gas 

3 s p a c i n g and p r o r a t i o n u n i t and an un o r t h o d o x gas w e l l 

4 l o c a t i o n , Lea County, New Mexico. 

5 C a l l f o r appearances. 

6 MR. BRUCE: Mr. Examiner, J i m Bruce o f Santa Fe 

7 r e p r e s e n t i n g t h e a p p l i c a n t . I have one w i t n e s s . 

8 MR. BLISS: Brad B l i s s . I ' l l be r e p r e s e n t i n g 

9 m y s e l f and my company. 

10 HEARING EXAMINER: And what i s t h e name o f yo u r 

11 company? 

12 MR. BLISS: Techsys Resources, LLC o f Houston, 

13 Texas. 

14 HEARING EXAMINER: Okay. And t h a t ' s s p e l l e d 

15 d i f f e r e n t l y f r o m t h e way Texas i s n o r m a l l y , i s t h a t r i g h t ? 

16 Would you s p e l l i t f o r t h e rec o r d ? 

17 MR. BLISS: Techsys i s s p e l l e d T-e-c-h-s-y-s 

18 Resources, LLC. 

19 HEARING EXAMINER: Okay. Would t h e w i t n e s s 

20 p l e a s e s t a n d t o be sworn? S t a t e y o u r name. 

21 MR. PENCE: Douglas B r i t t Pence. 

22 HEARING EXAMINER: Okay, you may t a k e t h e s t a n d , 

23 u n l e s s Mr. Bruce has an opening statement? 

24 MR. BRUCE: No, I don't . 

25 
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1 DOUGLAS BRITT PENCE, 

2 the witness herein, a f t e r f i r s t being duly sworn 

3 upon h i s oath was examined and t e s t i f i e d as f o l l o w s : 

4 DIRECT EXAMINATION 

5 BY MR. BRUCE: 

6 Q. Mr. Pence, where do you reside? 

7 A. Houston, Texas. 

8 Q. And who do you work f o r ? 

9 A. Vanguard Natural Resources. 

10 Q. And what i s the r e l a t i o n s h i p between Vanguard 

11 Natural Resources and Vanguard Permian, LLC? 

12 A. Vanguard Natural Resources i s the sole owner of 

13 Vanguard Permian, LLC. 

14 Q. And i s Vanguard Permian, LLC the operator of the 

15 Vanguard N a t u r a l Resources wells? 

16 A. Yes. 

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

18 D i v i s i o n ? 

19 A. No. 

20 Q. Would you please summarize your educational and 

21 employment background f o r the Examiner? 

22 A. Okay. I'm working at Vanguard Natural Resource 

23 as Vice President of Engineering, which I -- f o r the l a s t 

24 couple years. P r i o r t o t h a t I was working f o r --

25 Q. Let's s t a r t out w i t h , where d i d you go t o 
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1 college? 

2 A. I graduated i n 1983 from Texas A&M w i t h a BS i n 

3 C i v i l Engineering, and s t a r t e d work a f t e r graduating w i t h 

4 the Superior O i l Company and worked f o r them f o r a year. 

5 And then Mobile bought Superior and I worked at Mobile as 

6 a production engineer, c i v i l engineer, r e s e r v o i r engineer 

7 from '85 t o '91. At t h a t time I l e f t Mobile and went t o 

8 work at G r e e n h i l l Petroleum and worked as a senior 

9 r e s e r v o i r engineer. 

10 Q. Did your area of r e s p o n s i b i l i t y at G r e e n h i l l 

11 encompass some of the areas of Lea County t h a t we're 

12 t a l k i n g about today? 

13 A. Yes. At G r e e n h i l l Petroleum, my area of 

14 r e s p o n s i b i l i t y was the Permian Basin. Most of our 

15 production was i n the Farmington/Lovington area where we 

16 operated some water f l o o d s . 

17 And then i n '97, G r e e n h i l l Petroleum was bought 

18 by Mesa, and at t h a t time I went t o work f o r Anadarko. 

19 I ' d been there f o r ten years. I then l e f t Anadarko two 

2 0 years ago t o work at Vanguard Natural Resources. 

21 Q. And i n a l l of those companies, you've been 

22 employed as a production engineer, r e s e r v o i r engineer, and 

23 petroleum engineer? 
24 A. Yes. Most of the time i n r e s e r v o i r and 

25 engineering-type r e s p o n s i b i l i t i e s and management. 
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1 Q. Okay. And your area of r e s p o n s i b i l i t y at 

2 Vanguard includes t h i s area of southeast New Mexico? 

3 A. Yes, s i r . 

4 Q. And are you f a m i l i a r w i t h the engineering 

5 matters r e l a t e d t o t h i s a p p l i c a t i o n ? 

6 A. Yes, s i r . 

7 MR. BRUCE: Mr. Examiner, I tender Mr. Pence as 

8 an expert petroleum engineer. 

9 HEARING EXAMINER: Any objection? 

10 MR. BLISS: No. 

11 HEARING EXAMINER: He i s so q u a l i f i e d . 

12 Q. Mr. Pence, have you assembled a package of 

13 e x h i b i t s w i t h respect t o the a p p l i c a t i o n today? 

14 A. Yes, s i r . 

15 Q. And i s t h a t marked as E x h i b i t 1? 

16 A. Yes, s i r . 

17 MR. BRUCE: Mr. Examiner, although I t h i n k i n 

18 some of the packages there might be some pages t h a t are 

19 turned upside down. We have numbered the pages. 

20 Q. R e f e r r i n g t o Page 2, Mr. Pence, j u s t b r i e f l y 

21 s t a t e what Vanguard seeks w i t h respect t o t h i s case. 

22 A. Okay, what we're seeking i s the OCD's approval 

2 3 f o r a nonstandard gas spacing and p r o r a t i o n u n i t i n the 

24 Queen formation, Byers-Queen gas pool, comprised of the 

25 n o r t h h a l f of the northeast quarter of Section 32, 
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1 Township 18, Range 3 8 East. 

2 And an unorthodox gas w e l l l o c a t i o n i n the Queen 

3 formation f o r the State A Well No. 7 l o c a t e d 760 f e e t from 

4 the n o r t h l i n e and 500 f e e t from the east l i n e of 

5 Section 32. 

6 MR. BRUCE: And Mr. Examiner, the Byers-Queen 

7 gas pool i s an o l d gas pool t h a t was j u s t developed on the 

8 D i v i s i o n ' s statewide 460 acres spacing. 

9 Q. Please t u r n t o Page 3 and discuss the contents 

10 f o r the Examiner. 

11 A. Okay. These are the two key w e l l s t h a t w e ' l l 

12 probably be t a l k i n g about f o r most of today, i n essence. 

13 The State A No. 7 i s the w e l l t h a t we operate at the 

14 l o c a t i o n as described before also shown on the l i t t l e map 

15 t o the r i g h t where i t has 760 f e e t from the n o r t h l i n e and 

16 500 f e e t from the east l i n e of Section 32 t h a t our --

17 Vanguard's w e l l p e r f o r a t i n g the Queen and the p e r f o r a t i o n 

18 as shown on the e x h i b i t . 

19 We frac'ed the w e l l w i t h 60,000 pounds of grade 

2 0 sand. And so t h a t f r a c job was performed i n June of 2 008. 

21 The w e l l t h a t Techsys operates i s shown on the map, and 

2 2 i t ' s 33 0 f e e t from our acreage shown on the map. 

23 And I wanted t o p o i n t out, too, t h a t the 
24 distance between the No. 4 and the No. 7 i s approximately 

1 
25 3,570 f e e t . I t ' s almost -- roughly about a h a l f a m i l e . | 
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1 And i t ' s p e r f o r a t e d i n the Queen. 

2 And No. 4 i s a r e l a t i v e l y o l d w e l l . 1947, I 

3 b e l i e v e , i s when i t was d r i l l e d . And a l o t of h i s t o r y 

4 th e r e . 

5 There's a l o t of commingling between zones, so 

6 I'm not sure e x a c t l y how much production over the e n t i r e 

7 time has come out of the Queen. But what we do know from 

8 the records i s as of May of 2000, i t was r e p e r f o r a t e d and 

9 completed i n the Queen and st i m u l a t e d . 

10 What I'm going t o t a l k about through t h i s packet 

11 f o r t h a t w e l l i s j u s t saying from t h a t p o i n t forward, how 

12 much gas i s coming out of the Queen from t h a t w e l l . 

13 MR. BRUCE: Before you go on Mr. Pence, 

14 Mr. Examiner, I would ask the D i v i s i o n t o take 

15 a d m i n i s t r a t i v e n o t i c e of t h i s w e l l f i l e . I only brought 

16 one copy w i t h me, but i f you look at the w e l l f i l e , there 

17 i s an acreage p l a t from the D i v i s i o n ' s w e l l f i l e from 1953 

18 showing t h a t i t was completed i n the Byers-Queen pool. 

19 Now, as Mr. Pence said, he's only been lo o k i n g 

2 0 at production since 2000 or so. But I have -- apparently 

21 from the D i v i s i o n ' s f i l e , i t has produced from the Queen 

22 f o r q u i t e some time. 

23 HEARING EXAMINER: Any o b j e c t i o n t o t a k i n g 

24 a d m i n i s t r a t i v e n o t i c e of the contents of the w e l l f i l e ? 

25 MR. BLISS: I have no o b j e c t i o n . 
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1 HEARING EXAMINER: We w i l l do so then. 

2 Q. Now, one other item on t h i s map, you have 

3 h i g h l i g h t e d the n o r t h h a l f northeast of Section 32. I s 

4 t h a t a s i n g l e State of New Mexico leased land? 

5 A. Yes. 

6 Q. And i s Vanguard the sole owner of the operating 

7 r i g h t s i n that? 

8 A. Yes, we have 100 percent of the working 

9 i n t e r e s t . 

10 Q. Now, there was acreage -- you proposed t o 

11 exclude acreage from the w e l l u n i t , the south h a l f 

12 northeast quarter of Section 32. I s t h a t a separate State 

13 of New Mexico lease? 

14 A. To the best of my knowledge, there i s -- State 

15 of New Mexico and Occidental i s the operator f o r t h a t . 

16 Q. Okay, so i t ' s a separate s t a t e lease and 

17 Occidental Petroleum i s the operator of that? 

18 A. Yes. 

19 Q. Okay. Do you have anything else on Page 3, 

20 Mr. Pence? 

21 A. No, j u s t -- I guess some of the other operators 

22 around us we have -- Occidental i s t o the east of the 

23 shaded acreage, and t o the no r t h , Texland -- not 

24 Techsys -- i s the operator t o the n o r t h of us. 

25 Q. Well, l e t ' s get i n t o t h a t . Texland i s t o the 
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1 n o r t h i n Section 29, corre c t ? 

2 A. Yes. 

3 Q. Have you received n o t i c e of a s i m i l a r 

4 a p p l i c a t i o n t o t h i s one from Texland? 

5 A. Yes, I received i t roughly three weeks ago. And 

6 I n o t i c e d t o complete i n the Byers-Queen, o f f s e t t i n g our 

7 acreage i n the w e l l at an unorthodox l o c a t i o n 33 0 f e e t 

8 from our acreage. And i t 1 s more located t o the west end 

9 of our acreage, roughly about the same distance as Grimes 

10 No. 4 would be t o our No. 7 w e l l . 

11 And so Vanguard has no i n t e n t i o n of o b j e c t i n g t o 

12 t h a t proposal f o r a couple of reasons. We're going t o get 

13 i n t o d e t a i l s here soon. 

14 F i r s t of a l l , Vanguard does not b e l i e v e t h a t 

15 Texland's w e l l i s going t o impact our w e l l f o r the same 

16 reason t h a t we don't t h i n k t h a t our w e l l i s going t o 

17 impact Techsys' No. 4 w e l l . They're both about the same 

18 distance. 

19 And secondly, Vanguard has no i n t e n t i o n of 

20 d r i l l i n g i n t h a t w e s t e r l y p o r t i o n of our acreage because 

21 the Grimes No. 4 has already b e n e f i t e d by d r a i n i n g some of 

22 our acreage i n t h a t area and we don't f e e l t h a t i t ' s 

23 economical t o d r i l l i n t h a t area. 

24 Q. Okay. Let's move on t o Page 4 of the e x h i b i t . 

25 What i s that? 
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1 A. This i s a s t r u c t u r a l map and i t ' s on the top of 

2 the Queen-Byers sand. I t ' s not the top of the Queen but 

3 where the sand p i c k t h a t has been picked c o n s i s t e n t l y f o r 

4 the w e l l s t h a t are shown here. 

5 The subsea depths, which j u s t happens t o be very 

6 close t o our subsea zero here, shows the w e l l data t h a t we 

7 used i n c r e a t i n g t h i s map. And you can see t h a t the 

8 No. 7, i t shows t h a t i t ' s 32 f e e t above subsea, and the 

9 Grimes Well No. 4 i s above subsea. So our w e l l s are 

10 e s s e n t i a l l y a l i t t l e higher. 

11 This r e s e r v o i r i s a d e p l e t i o n - d r i e d r e s e r v o i r , 

12 i t i s not a water-dried r e s e r v o i r . And so t h a t ' s --

13 t h a t ' s what the c o n f l i c t i s shown here on the s t r u c t u r a l 

14 map. 

15 Q. Okay. What does Page 5 r e f l e c t ? 

16 A. Okay, Page 5 shows the volumetric c a l c u l a t i o n s 

17 t h a t was performed on the drainage of the State A No. 7. 

18 The assumptions are shown f i r s t w i t h the gas g r a v i t y of 

19 .74. 

20 The n i t r o g e n content of 10.1 percent, t h a t ' s 
21 r e l a t i v e l y high, but t h a t ' s what the gas analysis shows, 

22 which i s -- you know, the Queen has a tendency t o have 

23 some n i t r o g e n . 

24 I n i t i a l formation pressure, we're e s t i m a t i n g i t j 

25 t o be 1,650. Reservoir temperature, 100 degrees ! 
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1 Fahrenheit. 

2 Water s a t u r a t i o n estimated t o be 20 percent. We 

3 don't produce any water and I'm not aware of any water 

4 being produced from the Byers-Queen. 

5 The pay using 8 percent c r o s s p l o t p o r o s i t y 

6 c u t o f f i n our w e l l i s 34 f e e t . And t h a t ' s based on l o g 

7 c a l c u l a t i o n s . And average p o r o s i t y of pay over t h a t 34 

8 f e e t i s 10.7 percent. That's based on l o g c a l c u l a t i o n s . 

9 So those are the assumptions t h a t were behind -- t h a t were 

10 included i n the c a l c u l a t i o n of the drainage. 

11 I n a d d i t i o n t o t h a t , we c a l c u l a t e d the -- or 

12 Vanguard has c a l c u l a t e d the estimated u l t i m a t e recovery 

13 f o r the No. 7 t o be 181 m i l l i o n standard cubic f e e t . And 

14 we're e s t i m a t i n g 75 percent recovery f a c t o r . 

15 Using those assumptions, the c a l c u l a t e d drainage 

16 i s 14.5 acres. And the c a l c u l a t e d drainage radius i s 448 

17 f e e t . And so over on the l i t t l e map t o the r i g h t i s an 

18 approximate drainage area of the State A No. 7. And 

19 what's i l l u s t r a t e d i s t h a t we don't a n t i c i p a t e t o --

20 Vanguard doesn't a n t i c i p a t e t o d r a i n any gas o f f of our --

21 other than what's on our lease. 

22 Q. Okay, so you would have no a f f e c t on the Techsys 

23 well? 

24 A. Correct. 

25 Q. And you would have no a f f e c t on the o f f s e t s who 

i 
. — _ _ — , —: ; : . _ .̂„ _ —: : ————————————_____—. jl 
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1 the w e l l encroaches t o the east? 

2 A. Correct. 

3 Q. And you would also have no a f f e c t on the 

4 i n t e r e s t owners, the State and Occidental i n the south 

5 h a l f northeast quarter? 

6 A. That's r i g h t , c o r r e c t . 

7 Q. What i s Page 6? 

8 A. Page 6 i s a very s i m i l a r approach t o c a l c u l a t i n g 

9 the volumetrics f o r the Grimes No. 4. The assumptions we 

10 used, Vanguard used the same gas an a l y s i s , pressure, 

11 temperature, pay, p o r o s i t y values t h a t we d i d on the 

12 No. 7. That's because we d i d n ' t have the data t o work 

13 w i t h . 

14 The o l d w e l l , you know, we j u s t d i d n ' t have the 

15 contemporary logs t o do the exact same a n a l y s i s , so we 

16 j u s t assumed the same type of parameters. The d i f f e r e n c e 

17 i s going t o be on the EUR. 

18 The EUR f o r the Grimes No. 4 i s 513 m i l l i o n 

19 standard cubic f e e t . And again, t h a t ' s based on 

20 production from May 2000 going forward. And again, 75 

21 percent recovery f a c t o r and c a l c u l a t e d drainage area i s 

22 40.6 acres, which i s 750 radius around the w e l l . 

23 And i f you go over and look at the map on the 

24 r i g h t , there's an approximate drainage c i r c l e around 

25 No. 4, and you can see t h a t they are b e n e f i t i n g from the 
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1 gas on our lease by -- they have drained o f f -- they are 

2 and w i l l d r a i n gas o f f of Vanguard's piece. 

3 Q. And assuming there was Queen gas produ c t i o n 

4 before 2000, t h i s drainage area would be l a r g e r ? 

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

6 Q. What i s Page 7? 

7 A. Okay, Page 7 i s the w e l l bore diagram of State A 

8 No. 7. And i t shows t h a t --

9 Q. Go i n t o a l i t t l e b i t of the h i s t o r y of t h i s w e l l 

10 and how i t was d r i l l e d and how you acquired i t . 

11 A. Okay. Vanguard acquired t h i s w e l l , among 

12 others, from Apache. We closed i n January of 2008, and we 

13 took over operations i n March of 2008. 

14 When we took over operations, d u r i n g the process 

15 of g e t t i n g bonds, we had t o get s p e c i a l bonds f o r 

16 temporary abandoned w e l l s , which State A No. 7 was a 

17 t e m p o r a r i l y abandoned w e l l . 

18 B a s i c a l l y , the w e l l bore diagram, we picked i t 

19 up and i t looks l i k e the exact same t h i n g as t h i s except 

20 i t d i d not have the Queen p e r f i n i t . So i t had a 

21 c a s t - i r o n bridge plug i n i t and i t was t e m p o r a r i l y 

22 abandoned. 

23 During the process of t a l k i n g t o D i s t r i c t 1 

24 personnel, the supervisor, he said t h a t one of h i s goals 

25 was, he wanted t o reduce the number of 2A w e l l s on h i s 
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1 l i s t . P r e t t y admirable goal. 

2 Now, t h i s i s something t h a t we f e e l l i k e there's 

3 some o p p o r t u n i t y t o recomplete and we were encouraged t o 

4 -- you know, get i t done. So we proceeded t o evaluate 

5 t h a t o p p o r t u n i t y t o recomplete t h i s w e l l t o the Queen. 

6 And then there was a -- there was some 

7 miscommunication. We were outsourcing our r e g u l a t o r y work 

8 t o a consultant i n Hobbs t h a t -- He was working not only 

9 on g e t t i n g a permit f o r t h i s w e l l , but he was also working 

10 on g e t t i n g a permit f o r three other w e l l s we ended up 

11 d r i l l i n g i n the Lovington area. 

12 And he thought we -- he t o l d us t h a t he had 

13 completed the permit process and i t was approved and i t 

14 was ready t o recomplete t h i s w e l l . And so we recompleted 

15 the w e l l i n June -- e a r l y June of 2008 and began producing 

16 the w e l l June 15, 2008. 

17 And we fol l o w e d up w i t h the sundries and the 

18 completion r e p o r t s i n e a r l y August and we d i d n ' t receive a 

19 -- you know, we d i d n ' t receive n o t i f i c a t i o n t h a t , you 

20 know, i t was a l l f i n a l i z e d . 

21 So we followed up i n l a t e August t o f i n d out, 

22 you know, hey, d i d we get a l l the paperwork done? And we 
23 found out, f i r s t we need a permit. So we d i d not have a 

24 permit. 

25 A n d so t a l k i n g t o C h r i s W i l l i a m s , t h e s u p e r v i s o r 
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1 of D i s t r i c t 1, we said, "Okay, what do we do?" He said, 

2 "What you need t o do i s , get the permit f i r s t and then the 

3 r e s t can be recorded." 

4 And so t h a t ' s when we contacted Jim Bruce t o 

5 represent us i n g e t t i n g a permit f o r producing t h i s w e l l 

6 and completing t h i s w e l l . 

7 And so we contacted you, Bruce, September 2, 

8 2008, and then i t was p r o t e s t e d . He made n o t i c e . I t was 

9 p r o t e s t e d by Techsys, and there have been some delays, and 

10 so here we are today. 

11 So t h a t ' s k i n d of a c h r o n o l o g i c a l h i s t o r y of 

12 what's happened t o t h i s w e l l . 

13 Q. But the long and short i s i t has been produced 

14 even though you d i d n ' t have the proper permits? 

15 A. That's r i g h t . 

16 Q. Just as a p r a c t i c a l matter based upon the data 

17 t h a t you have, has anyone been harmed by the production of 

18 t h i s well? 

19 A. No. And t h a t ' s i l l u s t r a t e d i n some of previous 

20 e x h i b i t s . We f e e l l i k e t h a t , you know, the production i s 

21 not impacting Techsys, or anyone else f o r t h a t matter, and 

22 so, you know, there should not be any i n t e r f e r e n c e or 

23 impact t o Techsys. 

24 Q. Let's move on w i t h your e x h i b i t s . We've got 

25 remaining Pages 8 through 18. Are those e s s e n t i a l l y 

PAUL BACA PROFESSIONAL COURT REPORTERS 
f 1 d7fft>1 -0dff-4a27-a1 f7-9a58aa63b5b0 



Page 17 

1 backup data f o r the i n i t i a l p a r t of your E x h i b i t 1? 

2 A. Yes. And I can h i g h l i g h t --

3 Q. Just very b r i e f l y . 

4 A. - - s o t h a t we don't get bogged down. But i n 

5 No. 8, t h a t ' s j u s t a gas ana l y s i s from the State A 7 t h a t 

6 shows the 10 percent n i t r o g e n and the r e s t . 

7 Going t o Page No. 9 -- a c t u a l l y , 9 through 13 i s 

8 a copy of the State A 7 l o g , and t h i s f i r s t page i s j u s t 

9 the header w i t h the i n f o r m a t i o n about the State A 7 l o g . 

10 I t ' s a p o r o s i t y l o g which we used t o determine pay. 

11 And i f you go t o Page 10, i t shows t h a t the --

12 you know, the header f o r the p o r o s i t y l o g . And what we 

13 used f o r a c u t o f f was an 8 percent c u t o f f on the p o r o s i t y 

14 c r o s s p l o t , which i s -- you know, c r o s s p l o t of the neutron 

15 d e n s i t y l o g . 

16 Moving on t o Page 11, t h a t j u s t shows the top of 

17 the Queen p i t . And going on t o Page 12, you should s t a r t 

18 seeing some -- I colored up what i s considered pay using 

19 t h a t c u t o f f , and i t also shows where the p e r f s are. And 

20 we're i n c l u d i n g a l l the pay i n the c a l c u l a t i o n t h a t i s 

21 h i g h l i g h t e d i n red. This w e l l was frac'ed and the 

22 c a l c u l a t e d f r a c i s w i t h i n what i s considered pay. 

23 And then No. 13 i s j u s t showing the bottom h a l f 

24 of the l o g t h a t -- i t shows a d d i t i o n a l pay at the top of 

25 t h a t l o g . So t h a t ' s the State A 7 e x h i b i t . 
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1 Page 14 i s a copy of the Techsys Grimes No. 4. 

2 And i t ' s showing a date of September 27, 1947, and i t 

3 shows the p e r f s f o r t h a t l o g . 

4 And you can see a l o t of the logs don't -- That 

5 was the reason why we couldn't use the same methodology t o 

6 c a l c u l a t e pay i n the drainage c a l c u l a t i o n s f o r the w e l l , 

7 we j u s t used our numbers o f f of our l o g . 

8 Moving on t o Page 15, t h a t shows the production 

9 f o r the State A No. 7. I t began producing June 15th, and 

10 i t i s c u r r e n t l y producing 76 MCF a day. 

11 HEARING EXAMINER: I t h i n k there's a discrepancy 

12 between the page numbers t h a t I have and what you have, 

13 because i t appears t h a t from what I have, Pages 12 through 

14 15 are a l l working on the State A w e l l , and i t looks l i k e 

15 the log from the Grimes w e l l i s on Page 16, and then the 

16 pages are 17 and 18. 

17 MR. BRUCE: Mr. Examiner, i f I could reclaim 

18 t h a t and give you t h i s . 

19 THE WITNESS: Okay, Page 15. 

2 0 HEARING EXAMINER: Page 15, okay. 

21 A. I t should be a production l o g f o r State A 7. 

22 And i t ' s c u r r e n t l y producing 76 MCF a day. I t ' s cum'ed 33 

23 m i l l i o n standard cubic f e e t . And the c a l c u l a t e d EUR based 

24 on the reported gas shown there i s 181 m i l l i o n standard 

25 cubic f e e t . 
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1 And i f your eyes are good enough, you can see 

2 some of the assumptions on the production p l o t . We're 

3 using an abandonment r a t e of 50 MCF a month. So you're 

4 t a l k i n g about, you know, a couple MCF, r e a l l y , less than 2 

5 MCF a day, which i s -- w i t h p r i c e s at where they are 

6 today, t h a t ' s p r e t t y aggressive. So the EUR may be 

7 a c t u a l l y a l i t t l e less than what i s shown here. 

8 And the number of years from today, you're 

9 l o o k i n g at 47 years of p r o j e c t i o n f o r t h i s w e l l . So 

10 t h a t ' s f a i r l y aggressive, but i t ' s j u s t showing t h a t --

11 you know, you could a c t u a l l y i f -- you adjusted some 

12 parameters, you could probably come up w i t h less EUR which 

13 would r e s u l t i n less drainage. 

14 Moving on t o Page 16, t h a t ' s the production p l o t 

15 of the Grimes No. 4, and i t i s c u r r e n t l y producing 58 

16 MCF -- as l e a s t t h a t ' s what the average i s f o r 2008. 

17 Because you can see i t looks l i k e there's some loading 

18 o c c u r r i n g i n the w e l l . And so they're having t o blow i t 

19 down p e r i o d i c a l l y , i s what I'm assuming. 

20 But the cum since 2000 i s 193 m i l l i o n . EUR 

21 c a l c u l a t e d i s 513 m i l l i o n . And I ' d also l i k e t o note on 

22 t h i s t h a t i f you look at the production i n the l a t t e r p a r t 

23 of 2008, there's no i n d i c a t i o n of any i n t e r f e r e n c e from 

24 the State A 7 when i t was brought on production. 

25 And then moving on t o Page 17, t h i s i s a 
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1 v o l u m e t r i c c a l c u l a t i o n t h a t was used f o r the State A 7 J 

2 t h a t -- What I used t o b a s i c a l l y back i n t o the 14.58 

3 acres. I t shows on the top p a r t a l l the assumptions t h a t | 
I 

4 are used, and then on the bottom p a r t of the t a b l e i t j u s t | 
i 

5 shows what the -- from the i n i t i a l r e s e r v o i r pressure down j 

6 t o 100 percent pressure d e p l e t i o n , what the D f a c t o r , the 

7 BCG, the gas i n place and the volumetric u n i t recoveries 

8 and the volumetric recovery on the BCF. 

9 And t o r e a l l y -- t o back i n t o t h a t acreage 

10 number, you take your EUR, d i v i d e i t by the 75 percent j 

11 recovery f a c t o r t o get a gas-in-place number t h a t you're j 

12 c o n t a c t i n g , and then you would d i v i d e i t by the i n i t i a l | 

13 BCG, which i s 132.9 standard cubic f o o t , r e s e r v o i r cubic j 

14 foot shown on this table in the top row, divide it by your \ 

15 pay, your p o r o s i t y , your gas s a t u r a t i o n , and then also by j 

16 the 43,560 t o get i t converted over t o acres. i 

17 This i s showing a l o t more numbers than probably 

18 what i s r e a l l y needed, but -- The reason why I used a { 

19 spreadsheet i s because i t c a l c u l a t e s t h a t BCG a l o t j 

20 easier. The D f a c t o r can sometimes be d i f f i c u l t t o come 

21 up w i t h , but t h i s had i t a l l b u i l t i n . So t h i s shows how 

22 the State A 7 a r r i v e d at the 14.5 acres. ! 

23 And then on the final page, Page 18 of \ 

24 E x h i b i t 1, shows t h a t the Grimes No. 4 c a l c u l a t e s t o 40.9 

2 5 acres using the same methodology. ' 
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1 Q. Mr. Pence, do you see any harm t o any o f f s e t 

2 operator or i n t e r e s t owner from the g r a n t i n g of Vanguard's 

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

4 A. No, s i r . 

5 Q. Was E x h i b i t 1 prepared by you or under your 

6 supervision? 

7 A. Yes, s i r . 

8 Q. And i n your o p i n i o n , i s the g r a n t i n g of t h i s 

9 a p p l i c a t i o n i n the i n t e r e s t of conservation and the 

10 prevention of waste? 

11 A. Yes, s i r . I f t h i s w e l l i s not produced, then 

12 there w i l l be reserves l o s t . 

13 MR. BRUCE: Mr. Examiner, I hand you as E x h i b i t 

14 2 simply my n o t i c e a f f i d a v i t t o Techsys. A number of 

15 people were n o t i f i e d of the 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 . 

16 Techsys i s the only one t h a t objected, so Techsys i s the 

17 only one I n o t i f i e d of the a p p l i c a t i o n . 

18 HEARING EXAMINER: Okay. 

19 MR. BRUCE: The l e t t e r was returned unclaimed, 

2 0 but obviously, Techsys knows of the hearing. 

21 HEARING EXAMINER: Yes, I beli e v e any defect 

22 n o t i c e i s waived when the p a r t y appears. 

23 MR. BRUCE: I move the admission of Vanguard's 

24 E x h i b i t s 1 and 2. 

2 5 HEARING EXAMINER: Any o b j e c t i o n t o the 
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1 e x h i b i t s ? 

2 MR. BLISS: No, s i r , no o b j e c t i o n . 

3 HEARING EXAMINER: E x h i b i t s 1 and 2 are 

4 admitted. 

5 MR. BRUCE: There i s one issue before Mr. B l i s s 

6 begins. Mr. Examiner, I — you know, the only p a r t y t h a t 

7 entered an appearance i s Techsys, which i s a l i m i t e d 

8 l i a b i l i t y company, and I do not b e l i e v e Mr. B l i s s i s an 

9 atto r n e y . 

10 I t h i n k under New Mexico law, a c o r p o r a t i o n or a 

11 company, a separate e n t i t y has t o be represented by an 

12 at t o r n e y . So. 

13 HEARING EXAMINER: Well, t h a t i s t r u e i n a 

14 courthouse. I t h i n k we've got i t f a i r l y w e l l e s t a b l i s h e d , 

15 though, t h a t we do not apply t h a t r u l e i n the O i l 

16 Conservation D i v i s i o n despite a 1958 Attorney General 

17 op i n i o n suggestion t h a t we should. So I w i l l o v e r r u l e the 

18 o b j e c t i o n . Mr. B l i s s , do you wish t o question the 

19 witness? 

20 MR. BLISS: Yes, s i r . 

21 HEARING EXAMINER: You may proceed. 

22 CROSS-EXAMINATION 

23 BY MR. BLISS: 

24 Q. Mr. Pence, reading o f f of the a p p l i c a t i o n t h a t 

25 was f i l e d , can you read back t o the Examiner and myself 
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1 what the reasons are f o r wanting the 16 0 acre nonstandard 

2 spacing? Or i f you know i t by heart, t e l l me what the 

3 reasons are, please? 

4 A. I s t h a t an e x h i b i t or --

5 Q . I guess my question i s , are one of the reasons 

6 t h a t Vanguard i s presenting t o convince the Examiner t h a t 

7 Vanguard should get 160 acre spacing i n the Byers pool? 

8 A. Well, the -- as presented, the drainage area of 

9 State A No. 7 i s less than 15 acres. I t ' s not going t o 

10 impact any acreage o f f of our lease. We have 80 acres. 

11 So t h a t ' s why we're -- you know, we're recommending an 80 

12 acre exception. 

13 Q. Okay. From the a p p l i c a t i o n t h a t I'm r e f e r r i n g 

14 t o here, Mr. Examiner, the f i r s t reasons stated, 

15 number one, i s t h a t the a p p l i c a n t desires t o produce the 

16 w e l l on a leasehold basis. That's the only reason 

17 presented. 

18 And Paragraph 2 f o l l o w i n g t h a t , there's a 

19 statement t h a t says t h a t the w e l l i s capable of producing 

20 less than 200 MCF per day. And then i t goes i n t o more 

21 statements about the Byers-Queen gas pool. I t was 

22 pr o r a t e d at one time. 

23 And then I t h i n k Mr. Bruce attached t o the 

24 a p p l i c a t i o n some e x h i b i t s t a l k i n g about p r o r a t i o n was 

25 terminated, and references a Paragraph 8, and then goes 
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1 on. But there's no r e a l reason there. And I guess I 

2 would l i k e t o get some c l a r i f i c a t i o n from Vanguard 

3 t e c h n i c a l l y why -- what does t h i s mean? 

4 MR. BRUCE: And i f I could i n t e r j e c t , 

5 Mr. Examiner, I take what -- what I've been given. And I 

6 t h i n k Mr. Pence j u s t s t a t e d they wanted t o produce i t on a 

7 leasehold basis. 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 s are not 

8 ne c e s s a r i l y as t e c h n i c a l as presented i n a hearing. 

9 MR. BLISS: I guess my question here i s , I don't 

10 understand -- you know. The r e g u l a t i o n s , the r u l e s t h a t I 

11 see say t h a t you need t o provide the reasons t h a t you're 

12 asking f o r the nonstandard spacing. 

13 And here f o l l o w i n g your l e t t e r , i t says the 

14' reasons the a p p l i c a n t i s f i l i n g f o r t h i s nonstandard are 

15 the f o l l o w i n g . One i s t h e i r desire t o produce on a 

16 leasehold basis. Which i s s e l f - e x p l a n a t o r y . 

17 The second one says t h a t because the -- i t 

18 doesn't even say because, i t j u s t says the State w e l l i s 

19 capable of producing less than 200 MCF per day. 

20 MR. BRUCE: I t ' s not a p r o l i f i c w e l l , which I 

21 t h i n k Mr. Pence t e s t i f i e d about. 

22 HEARING EXAMINER: What i s the question? 

23 Q. Okay, the f a c t t h a t t h i s w e l l i n your o p i n i o n i s 

24 not a p r o l i f i c -- ah. How does t h a t a f f e c t -- or how i s 

25 t h a t reason f o r wanting t o change the rules? 
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1 A. F i r s t of a l l , we're not t r y i n g t o change the 

2 r u l e s , we're j u s t asking f o r an exception t o the r u l e f o r 

3 t h i s w e l l . 

4 Q. Okay. Well, I ' l l move on. So the reasons are 

5 as explained i n the l e t t e r and the a d d i t i o n a l reason t h a t 

6 the drainage area i s less than 15 acres? 

7 A. Right. 

8 Q. Okay. As f a r as e x h i b i t s go and your 

9 c a l c u l a t i o n s , s t a r t i n g w i t h , I guess, Page 4, the 

10 s t r u c t u r e , you make the case t h a t the No. 7 w e l l i s up 32 

11 f e e t versus the No. 4, 25 f e e t . So they're o f f 7 f e e t of 

12 d i f f e r e n c e ? 

13 A. Right. 

14 Q. Over h a l f a mile? 

15 A. Right. 

16 Q. Okay. So t h a t ' s the slope. And from the 

17 previous one, you said your top p o r t i o n was 36.24? 

18 A. Yes, 36.24 r i g h t . 

19 Q. Okay. Thank you. On Page No. 5 on the 

20 c a l c u l a t i o n s , d i d you c a l c u l a t e these y o u r s e l f or d i d go 

21 t o an outside engineering firm? 

22 A. No, I c a l c u l a t e d these myself. 

23 Q. Can you t e l l me what s c i e n t i f i c evidence or what 

24 h i s t o r i c a l data you used i n order t o determine 1650 PSI 

25 i n i t i a l formation pressure? 
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1 A. I t ' s estimated based -- as shown on the e x h i b i t , 

2 i t ' s based on a .45 PSI per f o o t . So i t ' s an estimate. 

3 And the 4.5 i s approximately equivalent t o applying a 

4 water pressure g r a d i e n t . For shallow r e s e r v o i r s , i t ' s a 

5 reasonable estimate. So i f you take the 36 plus f e e t 

6 there times .45, you should get p r e t t y close t o 1650. 

7 Q. Let's go t o the numbers. B a s i c a l l y , the 

8 c a l c u l a t i o n s on No. 4 and No. 7 are based on assumptions, 

9 r i g h t ? 

10 A. That's r i g h t , there are some assumptions. 

11 Q. They are assumptions. So based on your 

12 knowledge and experience of the Byers-Queen pool; i s t h a t 

13 correct? 

14 A. Yes. 

15 Q. Okay. Have you reviewed any of the d r i l l i n g 

16 i n f o r m a t i o n from the other w e l l s or from l o o k i n g i n t o any 

17 g e o l o g i c a l s t r u c t u r a l maps, w e l l logs from any of the 

18 other w e l l s , have you looked at gas analysis from any of 

19 the other w e l l s t o b a s i c a l l y say -- and looking at 

20 p o r o s i t y t o b a s i c a l l y support your c a l c u l a t i o n s ? 

21 A. Most of the assumptions were based on the 

22 i n f o r m a t i o n from the State A No. 7, because we d i d not 

23 have access t o the data i n other areas. So i t ' s j u s t --

24 so i t ' s p r i m a r i l y the State A 7 w i t h l i m i t e d i n f o r m a t i o n 

2 5 through some l o g data and what was recorded i n -- you 
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1 know, from some of the other o f f s e t w e l l s . 

2 Q. Okay. With respect t o upslope, i f -- w i t h 

3 upslope, you mean higher -- t h a t doesn't mean t h a t the gas 

4 from the No. 4 would migrate towards your well? 

5 A. I f you're -- a l l t h i n g s being equal, i f you're 

6 up depth, gas would have a tendency t o -- you know, 

7 a c t u a l l y go toward the No. 4. You have -- because of the 

8 gr a d i e n t . You know, you have -- I f you're higher up on 

9 s t r u c t u r e and you got a w e l l t h a t ' s lower on s t r u c t u r e 

10 whether -- and everything being equal, you're going t o 

11 have pressure gradient of the gas, r a t h e r small, because 

12 i t ' s gas and gas doesn't have a l o t of d e n s i t y t o i t . 

13 Q. And i t w i l l favor the higher? 

14 A. No, i t would a c t u a l l y favor the lower w e l l . The 

15 other t h i n g , too, as f a r as gas, m i g r a t i o n , f l u i d f l o w goes 

16 from high pressure t o low pressure. So the No. 4 has been 

17 producing longer, i t ' s drained more, i t ' s got a l a r g e r 

18 cum, i t has a lower bottom-hole pressure. 

19 There's a pressure sink there. So there's going 

2 0 t o be -- there would be more of a tendency f o r gas t o go 

21 toward a low pressure p o i n t than i t would be t o a high 

22 pressure. I n f a c t , i t ' s p h y s i c a l l y impossible t o go i n 

23 the opposite d i r e c t i o n . 

24 Q. Okay. I understand t h a t . Thank you. Did 

25 Vanguard attempt t o t r y t o o b t a i n 160 acre spacing u n i t s ? 
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1 A. No, we d i d n ' t . 

2 Q. Did not? So d i d you not encounter any 

3 o b s t r u c t i o n s or any obstacles whatsoever t h a t would have 

4 impeded your a b i l i t y t o get 16 0 acre spacing? 

5 A. We recognized from the way the w e l l was 

6 producing t h a t i t was going t o d r a i n a small area. And so 

7 we went through the process of n o t i f y i n g o f f s e t operators 

8 t h a t we wanted an exception t o the 160 acre f i e l d r u l e . 

9 Q. But I guess my question i s , d i d you receive any 

10 o b j e c t i o n s , any reasons whatsoever p h y s i c a l l y or from any 

11 other operator -- i s there anything g e o l o g i c a l l y or 

12 anything else t h a t warrants not o b t a i n i n g the 16 0 acre 

13 spacing t h a t the r u l e s c u r r e n t l y have on t h i s pool? 

14 A. No. Techsys i s the only was the sole 

15 p r o t e s t o r and --

16 Q. Can I make a comment on that? 

17 A. Okay. 

18 Q. Techsys i s not o b j e c t i n g t o Vanguard o b t a i n i n g a 

19 160 acre lease at a l l . And i f Vanguard would o b t a i n a 160 

2 0 acre lease, i t ' s i n your p r e r o g a t i v e t o move forward w i t h 

21 your lease. So my question, I t h i n k you answered very 

2 2 w e l l , thank you. 

2 3 When you look at a r e s e r v o i r and you look at a 

24 r e s e r v o i r ' s energy -- And you said t h a t t h i s r e s e r v o i r i s 

25 a d e p l e t i o n - d r i v e n r e s e r v o i r ? 
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1 A. Right. 

2 Q. I s the r e s e r v o i r energy a f u n c t i o n of volume? 

3 A. Energy? What times are you t a l k i n g about 

4 energy? 

5 Q. Does r e s e r v o i r energy go up or down as the 

6 volume changes? As the volume i n the r e s e r v o i r changes, 

7 does t h a t e f f e c t the amount of energy d r i v i n g the 

8 r e s e r v o i r ? 

9 A. At a p o i n t i n time, i t depends on -- There's a 

10 number of f a c t o r s i n v o l v e d as f a r as -- I f you're t a l k i n g 

11 about the energy of the flo w of gas, produces gas, you 

12 have -- i t has t o -- you know, pressure --

13 Q. Pressure w i t h i n i d e a l gas laws i s d i r e c t l y --

14 A. Well, yes, the pressure of your r e s e r v o i r , 

15 the -- i t has t o do -- r e a l l y , i t has t o do w i t h the d e l t a 

16 pressure, the pressure i n the r e s e r v o i r and your pressure 

17 i n your w e l l bore and how much -- you know. That's one 

18 piece of determining how much gas you're going t o be able 

19 t o produce. There i s a -- i t does depend -- size might 

2 0 come i n t o where -- how f a r out your -- what you're 

21 producing across, but i t --

22 Q. I'm j u s t t a l k i n g i n i t s c l e a r e s t and simplest 

23 form because --

24 A. I t h i n k what might help f o r you t o understand i s 

25 t h a t t h i s i s a very low p e r m e a b i l i t y l o g . So i t i s very 

! 
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1 d i f f i c u l t t o produce economically a long way away from 

2 your w e l l bore, because you have a pressured gradient from 

3 the -- you know, the t i p of what you're impacting t o your 

4 w e l l bore. And w i t h the very lower perm l i k e what we see 

5 i n the Queen, you -- And you j u s t don't get the -- you 

6 can't push the gas through t h a t low permeable rod, i t ' s 

7 not l i k e a p i p e l i n e . 

8 MR. WARNELL: I t h i n k we're g e t t i n g beyond --

9 you know, i n the i n t e r e s t of time. I appreciate t h a t and 

10 maybe you could help me on t h a t l a t e r , but I do have q u i t e 

11 a -- my background i s i n engineering, so i t ' s --

12 THE WITNESS: Okay, t h a t wasn't my --

13 HEARING EXAMINER: Okay, we need t o t a l k one at 

14 a time because i t makes i t very d i f f i c u l t f o r the court 

15 r e p o r t e r t o get everything down. 

16 Q. Are you aware t h a t there are c u r r e n t l y f i v e 

17 w e l l s producing i n the Byers-Queen, a l l w i t h i n a h a l f mile 

18 radius c i r c l e , and then by p u t t i n g the No. 7 w e l l on l i n e 

19 would put a s i x t h w e l l a l l w i t h i n a one-half acre radius 

20 w i t h the center of t h a t c i r c l e being Techsys Resources 

21 No. 4 well? 

22 HEARING EXAMINER: I t h i n k you might have 

23 misspoken. You mean a one mile radius, don't you? You 

24 s a i d one acre. 

25 MR. BLISS: I'm sorr y , I d i d misspeak. 
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1 Q. I f you take a one-half mile radius c i r c l e w i t h 

2 the center at the Techsys Well No. 4, there are c u r r e n t l y 

3 f i v e w e l l s already producing i n the Byers-Queen. I f you 

4 add State No. 7, t h a t would make i t s i x because i t ' s 

5 w i t h i n i n a h a l f mile r a d i u s . 

6 And Texland, as you are aware of, i s l o o k i n g t o 

7 do the same t h i n g even c l o s e r t o us than you are. That 

8 puts seven w e l l s -- a l l seven w e l l s a l l w i t h i n a h a l f mile 

9 radius of each other. I j u s t wondered i f you were aware 

10 of t h a t density? 

11 A. I know there are other Byers w e l l s producing, 

12 but I haven't s i t down t o see how close the d e n s i t y 

13 spacing i s . 

14 Q. I d i d n ' t know i f you were aware of t h a t or 

15 j u s t . . . Have you looked at the h i s t o r i c a l data from the 

16 other -- the No. 4 w e l l , I t h i n k you touched on i t , and 

17 the No. 1 w e l l , which i s due west of the No. 4, the Occi 

18 w e l l , which i s southeast of your w e l l , which i s a l l p a r t 

19 of the o r i g i n a l development of Byers-Queen. 

20 Are you aware t h a t those three w e l l s have each, 

21 p r i o r t o 1960, co n s e r v a t i v e l y saying -- and t h i s i s i n the 

22 Commission's records -- have each produced --No. 1 has 

23 produced over 5 BCF, and No. 4 has produced over 4 BCF, 

24 and State A and the Occi w e l l have produced over 5 BCF, 

25 and these production r a t e s , these large production rates 
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1 are -- I d i d n ' t know i f you were aware of t h a t and i f i t 

2 can be t h a t t h a t doesn't support the data t h a t these are 

3 such t i g h t -- t h i s r e s e r v o i r i s so t i g h t t h a t you can only 

4 extend out 500 fe e t and produce i n such a small area. 

5 And as you po i n t e d out, the No. 4 w e l l , I don't 

6 know -- as you've done c a l c u l a t i o n here, I can't argue 

7 whether they are r i g h t or wrong, but I can say, you know, 

8 we've been producing the No. 4 w e l l f o r e i g h t years w i t h 

9 very l i t t l e d e c l i n e . I t ' s probably not even w i t h -- you 

10 know, i t ' s s c i e n t i f i c a l l y i n s i g n i f i c a n t . The No. 1 w e l l 

11 t o the west of us has been producing since 1996, I 

12 b e l i e v e . 

13 HEARING EXAMINER: Excuse me, Mr. B l i s s , do you 

14 have a question f o r the witness? 

15 Q. My question i s , are you aware of these other 

16 w e l l s and t h e i r what tend t o be h i s t o r i c a l data supporting 

17 very good flow c o n d i t i o n s , I would say, i n layman terms? 

18 A. What Vanguard looked at p r i m a r i l y was No. 4, and 

19 i t was unclear how much production might have been 

2 0 produced p r i o r t o 2 000, t h a t we j u s t couldn't -- you know. 

21 We could have taken a guess, but we decided t o take a 

22 r e a l l y conservative approach, i f you w i l l , and go from May 

23 2 000 forward. 

24 And i f I was unaware of the -- t h a t the 

25 Grimes No. 1 and the Grimes No. 4 are producing both from 
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1 the same 160 acre p r o r a t i o n u n i t . So... I thought So 

2 you a l l -- I guess Techsys received not only an unorthodox 

3 l o c a t i o n but also an exception t o the 160 acre f i e l d 

4 r u l e s . 

5 Q. My f i n a l f i n a l question, when you d i d your 

6 c a l c u l a t i o n s and you t r y t o q u a n t i f y r a t e w e l l recovery, 

7 d i d you take i n t o account i n any of your c a l c u l a t i o n s the 

8 element -- or the f a c t o r of time? 

9 A. I n the EUR, there i s a forecast of the 

10 production and -- you know, the production r a t e over time 

11 i s a volume. So I guess there's time there. 

12 Q. So the drainage area i s independent of time, i s 

13 t h a t what you're saying? 

14 A. No. I thought I said the production -- the EUR 

15 i s the way -- The way the reserves are c a l c u l a t e d i s 

16 depending on the amount of time. You got a r a t e over a 

17 p e r i o d of time, i s volume. So -- I mean, t o answer your 

18 question, time i s included because of the EUR. 

19 Q. Okay. That's a l l the questions I have. 

20 HEARING EXAMINER: Okay. Mr. B l i s s asked you 

21 about the reasons f o r requesting t h i s nonstandard u n i t , 

22 and he was reading, I take i t , from your a p p l i c a t i o n . 

23 And the f i r s t reason given was the c o n f i g u r a t i o n 

24 of the ownership, r i g h t ? That you owned the n o r t h h a l f of 

25 the northeast quarter and you do not own the south h a l f of I 

PAUL BACA PROFESSIONAL COURT REPORTERS 
f1 d7ffb1 -0dff-4a27-a1f7-9a58aa63b5b0 



Page 34 

1 the southeast quarter, Vanguard? 

2 THE WITNESS: That's c o r r e c t . 

3 HEARING EXAMINER: I t would be i m p l i c i t i n t h a t 

4 reasoning t h a t Occi would also be e n t i t l e d t o an 80 acre 

5 u n i t c o n s i s t i n g of the south h a l f of the northeast 

6 quarter, would i t not? 

7 THE WITNESS: Yes. 

8 HEARING EXAMINER: So i f you fol l o w e d t h a t 

9 l o g i c , then you would have t o grant a nonstandard u n i t 

10 whenever the ownership was -- d i d not correspond t o the 

11 prescribed spacing p a t t e r n , c o r r e c t , i f t h a t were a reason 

12 f o r g r a n t i n g a nonstandard u n i t . 

13 THE WITNESS: Okay, yes. 

14 HEARING EXAMINER: Okay. I'm being a l i t t l e b i t 

15 argumentative here, which I u s u a l l y chastise attorneys f o r 

16 being. So b a s i c a l l y , the case you're making here i n your 

17 c a l c u l a t i o n s i s t h a t you're saying t h a t you w i l l not d r a i n 

18 outside t h a t 80 acre u n i t , correct? 

19 THE WITNESS: That's c o r r e c t . 

2 0 HEARING EXAMINER: Okay. That's what I thought. 

21 I r e a l l y don't have any other questions. Mr. Warnell? 

22 MR. WARNELL: I j u s t have, I t h i n k , one 

23 question. On Page 7, the w e l l diagram, I believe you 

24 mentioned t h a t you purchased t h a t w e l l i n March of --

25 THE WITNESS: Well, we closed on the a c q u i s i t i o n 

PAUL BACA PROFESSIONAL COURT REPORTERS 
f 1 d7ffi>1 -0dff-4a27-a 1 f7-9a58aa63b5t>0 



Page 35 

1 w i t h Apache i n January of 2008. We took over the 

2 operations i n March of 2008. 

3 MR. WARNELL: So when d i d you d r i l l the well? 

4 THE WITNESS: We d i d not d r i l l t h i s w e l l . I t 

5 was d r i l l e d by -- w e l l , back i n 2002, I be l i e v e . I t ' s on 

6 the l o g header. 

7 MR. WARNELL: Yeah, I thought I saw t h a t on 

8 there. Okay. I have no other questions. 

9 HEARING EXAMINER: Okay. Mr. Bruce? 

10 REDIRECT EXAMINATION 

11 BY MR. BRUCE: 

12 Q. Mr. Pence, also, when you went and d i d the work 

13 reworking the w e l l or completing i t , Vanguard d i d t h a t by 

14 i t s e l f and spent a l l of i t s own money on t h a t 

15 recompletion, correct? 

16 A. Yes, s i r . 

17 Q. And i t took the r i s k i n v o l ved i n t h a t 

18 recompletion? 

19 A. Yes, s i r . 

20 Q. And i f you had spent money and hadn't gotten a 

21 completion i n the Queen, you wouldn't be here today? 

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

23 Q. And you wouldn't have asked Occi t o share i n 

24 t h a t f a i l e d venture? 

25 A. Yes, s i r . 
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1 Q. Would i t be -- j u s t l o o k i n g at today i f you had 

2 t o go out and d r i l l a. new Queen w e l l i n the northeast 

3 quarter of Section 32, i n your o p i n i o n , would i t be 

4 economical? 

5 A. No, s i r . 

6 Q. 483 MCF reserves? 

7 A. No, s i r . 

8 Q. And I d i d n ' t q u i t e catch what Mr. B l i s s was 

9 t a l k i n g about w i t h respect t o the Grimes No. 4 about 

10 producing s u b s t a n t i a l amount of gas even before 2000? 

11 A. I ' l l be honest w i t h you, i t was unclear t o me. 

12 I t was more -- I thought t h a t Mr. B l i s s was -- I know he 

13 was c l e a r l y s t a t i n g the No. 1, which i s i n the same 160 

14 acre qu a r t e r there, had produced a s i g n i f i c a n t amount, but 

15 I wasn't sure about how much gas had been produced by the 

16 No. 4. 

17 Q. I f i t had produced s u b s t a n t i a l l y more gas from 

18 the Queen, the No. 4 w e l l , t h a t drainage area would extend 

19 even f u r t h e r i n t o your acreage, would i t not? 

2 0 A. Yes. 

21 MR. BRUCE: That's a l l I have, Mr. Examiner. 

22 HEARING EXAMINER: Well, apparently Texland 

23 t h i n k s i t ' s worthwhile t o d r i l l a new Queen w e l l not f a r 

24 from here, correct? I understand they had proposed one. 

25 THE WITNESS: Oh, Texland. They're planning t o 
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1 recomplete a w e l l , yes. 

2 HEARING EXAMINER: Okay. I t ' s a recompletion, 

3 i t ' s not a new d r i l l ? 

4 THE WITNESS: That's r i g h t . 

5 HEARING EXAMINER: Okay. Thank you. That's a l l 

6 I have. The witness may step down. Does t h a t conclude 

7 your p r e s e n t a t i o n i n c h i e f ? 

8 MR. BRUCE: Yes, s i r . 

9 HEARING EXAMINER: Okay, Mr. B l i s s , you may --

10 Do you wish t o t e s t i f y ? 

11 MR. BLISS: Yes, s i r . 

12 HEARING EXAMINER: Okay, I d i d not get you 

13 sworn. Please stand and be sworn. 

14 (Note: The court r e p o r t e r placed Mr. B l i s s 

15 under oath.) 

16 HEARING EXAMINER: Okay. And I see no reason t o 

17 make you pi c k up a l l your documents and move over here 

18 unless the court r e p o r t e r f e e l s i t ' s necessary. So you 

19 may present your testimony from your seat. 

20 MR. BLISS: Thank you. I ' d l i k e t o hand out 

21 some e x h i b i t s . 

22 HEARING EXAMINER: Very good. 

23 MR. BLISS: I'd begin my testimony w i t h a couple 

24 of o b j e c t i o n s . My o b j e c t i o n as owner and operator of the 

25 16 0 acre due west of Vanguard i s based on, Vanguard has 
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1 not acquired a 160 acre spacing u n i t , which i s what the 

2 Byers-Queen gas f i e l d c u r r e n t l y has on the s t a t e r u l e s , t o 

3 my understanding. 

4 They also have f a i l e d t o provide s u f f i c i e n t 

5 reasoning t o warrant, i n my op i n i o n , the Commission's 

6 approval t o grant them the nonstandard spacing. 

7 The reasons t h a t they have given are they don't 

8 t h i n k t h a t they w i l l d r a i n the No. 4 w e l l . They desire t o 

9 produce on a leasehold basis, and then they give an 

10 i n d i s c e r n i b l e reason about -- something about not being 

11 able -- t h a t t h e i r w e l l i s unable t o produce more than 200 

12 MCF a day and references some p r o r a t i o n r u l e s . 

13 Those reasons t o me are weak at best. 

14 E s s e n t i a l l y what we have here -- I ' d b e t t e r j u s t t e l l the 

15 s t o r y . The testimony we have here, we have four 

16 operators. And i f you look at E x h i b i t A and you look at 

17 a l l the black dots on here, a l l the black dots on here 

18 except f o r f i v e c u r r e n t l y are o i l producing p r o p e r t i e s 

19 t h a t -- I f you look at the green s t a t i o n l i n e t h a t k i n d of 

20 o u t l i n e s the e n t i r e Queen -- Byers-Queen per the 

21 commission's d e f i n i t i o n of what the pool extent i s , a l l 

22 those black dots on there are o i l operators. 

23 And i t ' s very c l e a r and I t h i n k i t ' s obvious t o 

24 everybody why an o i l operator who has a tem p o r a r i l y dry 

25 o i l w e l l would l i k e t o come up and produce on t h e i r 40 
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1 acre spacing and take ownership of the gas. 

2 But I would argue, and I could give some reasons 

3 here soon why I t h i n k t h a t ' s a detriment t o the State of 

4 New Mexico and the people, as w e l l as any e n t r e p r e n e u r i a l -

5 d r i v e n gas operator who i s competing on the r u l e s t h a t the 

6 Commission has provided t h a t the gas t h a t other operators 

7 are attempting t o develop and produce i n t h i s Byers-Queen 

8 gas pool, they should operate under the same r u l e s . 

9 I f you allow -- I don't understand. They 

10 haven't given any reason why they t h i n k -- You know, i t ' s 

11 c l e a r why an o i l operator ought t o be able t o produce a 

12 gas pool on 4 0 acre spacings. And as you can see, the 

13 a p p l i c a t i o n s are very quick. 

14 Texland, as soon as they got the a p p l i c a t i o n 

15 from Vanguard, turned around and thought, "What a great 

16 idea. We'll do the same t h i n g . We'll f i n d an o l d 

17 abandoned o i l w e l l , w e ' l l j u s t p e r f o r a t e some holes, and 

18 w e ' l l produce the gas pool reserves." 

19 Texland thought i t was such a good idea they 

20 took the exact word-for-word a p p l i c a t i o n t h a t Mr. Bruce 

21 f i l e d and j u s t switched out t h e i r names. They d i d n ' t even 

22 go t o the -- I t ' s so easy f o r them t o now go and say, 

23 "Wow, what a great o p p o r t u n i t y , " you know. 

24 For some odd reason which Vanguard has not 

25 demonstrated here, f o r some reason, the Byers-Queen f i e l d 
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1 now needs t o be t r e a t e d as a o i l f i e l d f o r some reason. 

2 HEARING EXAMINER: Let me i n t e r r u p t you. Has 

3 Texland also f i l e d f o r a nonstandard u n i t ? 

4 MR. BLISS: Yes, s i r , they sure have. Exactly 

5 the same word f o r word as -- i t ' s the exact same 

6 a p p l i c a t i o n document t h a t Vanguard d i d . And I know 

7 Vanguard and Texland have a c t u a l l y t a l k e d t o each other 

8 about mutually not wanting t o obj e c t t o the other's i f the 

9 previous d i d n ' t o b j e c t t o them. So I know t h a t . I've 

10 been t o l d t h a t . 

11 So bottom l i n e , i t ' s a bad idea i f you're a gas 

12 developer. And I t h i n k i t ' s a bad idea f o r the State of 

13 New Mexico. And here's why. I put The reason I'm 

14 here -- I'm not an o i l or gas producer but my dad i s . 

15 He's 80 years o l d . He couldn't be here today f o r h e a l t h 

16 reasons. 

17 But I was r a i s e d i n Hobbs, New Mexico f i v e miles 

18 from t h i s area. My dad worked f o r Gulf. This used t o be 

19 a Gulf lease. The reason we know the WD Grimes No. 1 and 

20 the No. 4 and the o l d Occi w e l l produced so many BCF a day 

21 i s because Gulf operated those w e l l s and they used t h a t 

22 w e l l -- they used t h a t gas f o r t h e i r camps, and they ended 

23 up using t h a t t o d r i v e the gas engines t o d r i v e a l l the 

24 o i l pumps i n the area. 

25 He knows t h a t l i k e the back of h i s hand. My 
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1 dads knows -- he knows eve r y t h i n g about t h a t . And t h a t ' s 

2 why I say i t ' s h i s t o r i c a l l y -- the h i s t o r i c a l data 

3 disputes c l e a r l y t h a t these p o r o s i t y f i g u r e s -- And these 

4 are t i g h t holes t h a t you can only extend out t o c e r t a i n 

5 areas. 

6 And the bottom l i n e i s , I t h i n k the -- I make 

7 testimony here based on h i s t o r i c a l data of a l l the 

8 production of the w e l l s t h a t are out ther e , t h a t 

9 Byers-Queen i s a common r e s e r v o i r , i s a common r e s e r v o i r 

10 w i t h common r e s e r v o i r energy. 

11 And so on t h a t , I t h i n k t h a t any of these o i l 

12 operators t h a t desire t o produce out of t h a t are a c t u a l l y 

13 producing from the same r e s e r v o i r as everybody else t h a t 

14 has been there t h a t i s t r y i n g t o do t h a t . 

15 MR. BRUCE: Mr. Examiner, I would have t o object 

16 i f he's t e s t i f y i n g on r e s e r v o i r engineering matters 

17 because he's not a r e s e r v o i r engineer or a petroleum 

18 engineer. 

19 HEARING EXAMINER: Do you have any t r a i n i n g i n 

20 petroleum engineering, Mr. Blis s ? 

21 MR. BLISS: No t r a i n i n g other than the f a c t t h a t 

22 I've developed and operated t h i s w e l l and I've known i t 

23 i n t i m a t e l y f o r e i g h t years. Plus I stu d i e d t h i s w e l l f o r 

24 two years, and I studied the Byers-Queen f o r two years 

25 p r i o r t o i t t o be able t o convince i n v e s t o r s t h a t i t was 
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1 worth t h e i r time and t h e i r r i s k and t h e i r money t o go 

2 a f t e r the reserves on t h i s p a r t i c u l a r f i e l d . 

3 So the only t r a i n i n g I have i s s p e c i f i c t o the 

4 Byers-Queen gas f i e l d . And i t was taught t o me by my 

5 f a t h e r who i s a petroleum engineer w i t h 35 years 

6 experience. And the only reason he couldn't be here today 

7 i s he had t o go t o Lubbock f o r medical reasons. 

8 HEARING EXAMINER: Well, I w i l l o v e r rule the 

9 o b j e c t i o n and consider the witness's q u a l i f i c a t i o n s as 

10 going t o c r e d i b i l i t y r a t h e r than a d m i s s i b i l i t y . You may 

11 continue. 

12 MR. BLISS: Thank you. Before I go on i n t h i s 

13 statement of record, Vanguard has admitted here today, 

14 they are c u r r e n t l y producing t h e i r No. 7 w e l l from the 

15 Byers-Queen, which from my reading of the r u l e s v i o l a t e s 

16 Rule No. 19.15.15.11B, which says t h a t they have t o o b t a i n 

17 a permit. I t says, 

18 "For nonstandard spacing u n i t s , 

19 an operator s h a l l not produce a w e l l t h a t 

2 0 does not have the re q u i r e d amount of 

21 acreage dedicated t o a pool or p r o r a t i o n 

22 f o r which i t has completed u n t i l the 

23 D i v i s i o n has formed and dedicated the 

24 standard spacing u n i t f o r the w e l l or 

25 approved a nonstandard spacing u n i t . " 
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1 And i f the Commission agrees t h a t t h a t i s a 

2 v i o l a t i o n of the r u l e , I would ask t h a t the Commission ask 

3 Vanguard t o stop immediately producing u n t i l the 

4 Commission r u l e s otherwise on the matter. 

5 The next p o i n t I have here i s t h a t Vanguard 

6 seems t o make -- presenting -- i m p l y i n g t h a t because t h i s 

7 i s a depleted gas f i e l d , t h a t 160 acre spacing i s no long 

8 merited. I argue -- t o t a l l y disagree w i t h t h a t . I argue 

9 i t ' s j u s t the opposite. 

10 Because small e n t r e p r e n e u r i a l companies l i k e me 

11 would not and could not get f i n a n c i n g t o buy 160 acres. 

12 Had we only known t h a t every w e l l operator out there on a 

13 40 acre spacing, whether a producing or an abandoned w e l l 

14 bore p e n e t r a t i n g t o the Queen could f o r $100,000 and no 

15 e f f o r t go a f t e r a lease -- the sweat e q u i t y of going out 

16 there and g e t t i n g a 160 acre spacing, can punch a hole 

17 i n t o the same r e s e r v o i r . 

18 And I ' d argue t h a t according t o the d e f i n i t i o n s 

19 given i n the State's r u l e s f o r c o r r e l a t i v e r i g h t s , which 

2 0 are, 

21 " C o r r e l a t i v e r i g h t s means the 

22 o p p o r t u n i t y a f f o r d e d as f a r as i t i s 

23 p r a c t i c a l t o do so t o the owner of each 

24 property i n a pool t o produce without 

25 waste the owner's j u s t and equ i t a b l e 
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1 share of the o i l or gas i n the pool, 

2 being an amount so f a r as can be p r a c t -

3 i c a l l y determined and so f a r as can be 

4 p r a c t i c a l l y obtained w i t h o u t waste 

5 s u b s t a n t i a l l y i n the p r o p o r t i o n t h a t the 

6 q u a n t i t y of recoverable o i l or gas under 

7 the p r o p e r t y bears t o the t o t a l recoverable 

8 o i l or gas i n the pool and f o r the purpose 

9 t o use the owner's j u s t and e q u i t a b l e share 

10 of the r e s e r v o i r energy." 

11 This t a l k s t o r e s e r v o i r energy and i t t a l k s t o 

12 f a i r and e q u i t a b l e share of the pool, which i s 

13 c o n t r a d i c t o r y t o the n o t i o n t h a t we're only -- our 160 

14 acres are r e s t r a i n e d . At l e a s t t h i s doesn't say we're 

15 r e s t r a i n e d by the l i n e s on the map. I t doesn't say t h a t 

16 at a l l . And so I argue t h a t f o r them -- w e l l , t h a t ' s 

17 enough on t h a t . 

18 My next p o i n t , the 160 acres standing spacing 

19 r u l e i s important t o us. I t also has c e r t a i n l y withstood 

2 0 the t e s t of time. You've probably heard i t hundreds of 

21 thousands of times, challenges by one guy saying i t ' s a 

22 good idea and the other guy saying i t ' s a bad idea. | 

23 Presumably, a l l l e g a l , t e c h n i c a l , p h y s i c a l , 

24 commercial issues and matters, i n c l u d i n g property r i g h t s , 

25 o i l operators' c o r r e l a t i v e r i g h t s , o i l versus gas I 
| 
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1 operators, waste prevention and conservation of o i l and 

2 gas have a l l been thrown at you i n the past. 

3 The f a c t t h a t i t has withstood the t e s t of time, 

4 I t h i n k , i s p r e t t y good testimony t o the f a c t t h a t no 

5 matter what t h e i r engineering claims are, no matter what 

6 an o i l producer says i s the r e s t r i c t i o n , i t doesn't r u l e 

7 away the f a c t t h a t the -- t h a t the r u l e should be thrown 

8 out. Not f o r a d e s i r e , not due t o drainage and not due t o 

9 some unclear 200 MCF per day i n a b i l i t y of t h i s w e l l t o 

10 produce. 

11 So I t h i n k the 160 acres should stay f o r a l l 

12 operators. Vanguard has not provided any reason why they 

13 could not do 160 acre spacing. They haven't t r i e d . 160 

14 acres spacing was nonexistent when I came i n t o t h i s . 

15 As you pointed out, the w e l l t o the l e f t of us 

16 was already producing. I went t o them, I went t o the guy 

17 t o the south of us, and I went t o everybody out there, and 

18 spent many days over i n Chevron's o f f i c e and arguing and 

19 p r o v i d i n g cases and paying f o r the 160 a c q u i s i t i o n so t h a t 

2 0 I could stay w i t h i n the r u l e s . 

21 There's nothing preventing them from doing the 

22 same t h i n g . And i f they do get the 160 acres, then the 

23 case i s closed, i n my opinion. I have no o b j e c t i o n . 

24 Vanguard has said i n Mr. Pence's testimony t h a t 

25 there i s no p h y s i c a l waste -- w e l l , I don't know i f t h a t 
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1 was h i s exact words, but he said t h e i r d r i l l i n g the w e l l 

2 does not produce waste. I guess t h a t ' s subject matter f o r 

3 debate. 

4 I f I was a developer, I cannot go and get more 

5 investment d o l l a r s t o produce my 160 acres i f I'm 

6 competing against o i l operators out there on 40 acre 

7 spacing. That, I would never have been able, l i k e I said, 

8 make t h i s deal, put t h i s deal together i f every black dot 

9 on here could a c t u a l l y produce based on the reasons t h a t 

10 Vanguard i s g i v i n g . 

11 That would have l e f t over h a l f a b i l l i o n cubic 

12 f e e t of gas i n the ground because I wouldn't be able t o 

13 produce t h i s . No other operator besides HRC t o the west 

14 of us, no other operator, gas or o i l , t h i n k the 

15 Byers-Queen i s worthy of t h e i r investment d o l l a r s . 

16 Vanguard doesn't t h i n k i t ' s worthy of i t , 

17 Texland doesn't t h i n k i t ' s worthy of i t . They've t o l d me 

18 t h a t . I t i s also demonstrated by the f a c t t h a t no one 

19 else has punched a hole i n there. 

2 0 The only people t h a t are going t o punch holes i n 

21 here are the people -- are very small e n t r e p r e n e u r i a l guys 

22 t h a t f e e l l i k e they have a very good understanding of t h i s 

23 p a r t i c u l a r pool. There's probably hundreds of these pools 

24 out there i n the s t a t e . I don't know. 

25 I f the s t a t e -- i f a l l the s i m i l a r gas b i l l s 
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1 allow the o i l operators t o produce on 40 acre spacing and 

2 j u s t come up-hole whenever t h e i r w e l l goes dry -- t h e i r 

3 o i l w e l l goes dry and grab gas out of the other pool 

4 without f o l l o w i n g the r u l e s , then t h a t e l i m i n a t e s 

5 comp e t i t i o n and i t d r i e s out the l i t t l e guy. 

6 Vanguard has not proven t h a t t h e i r w e l l i s n ' t i n 

7 the same geologic s t r a t a and we aren't sharing the same 

8 r e s e r v o i r energy of the other w e l l s . 

9 With t h a t , I ' d l i k e t o go r e a l q u i c k l y t o 

10 E x h i b i t B. The shaded area i n gray i s the Byers-Queen gas 

11 f i e l d . This i s coming o f f of the State's o n l i n e data 

12 base. The legend down the r e , the blocks i n green are 

13 Texland o i l leases. The red ones are Vanguard's leases. 

14 The yell o w i s my 160 acre gas lease. And the two blue 40 

15 acre t r a c t s are Occi's. 

16 The f i v e red dots t h a t are a l l red are c u r r e n t l y 

17 producing. Texland already has done what they've asked t o 

18 do, which we weren't aware o f . Texland has come up and 

19 produced i n the Byers-Queen o l d o i l w e l l s over those two 

2 0 red dots. 

21 HEARING EXAMINER: Let me i n t e r r u p t you j u s t a 

22 minute. That red dot t h a t ' s on the Occi acreage, i s t h a t 

23 a w e l l t h a t ' s completed i n the Byers-Queen? 

24 MR. BLISS: Yes, s i r . That's one of the 

25 o r i g i n a l Byers-Queen w e l l s t h a t Occi came up -- Occi holds 
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1 the o i l lease, but they.came up on t h i s w e l l . 

2 HEARING EXAMINER: And i s t h a t c u r r e n t l y 

3 producing? 

4 MR. BLISS: Yes, s i r , i t sure i s . 

5 HEARING EXAMINER: Okay. Continue. 

6 MR. BLISS: They are. And t h a t ' s w i t h i n 16 0 

7 acres, as you can see. HRC, the red dot t o the l e f t of 

8 us, i s producing. But we s t i l l have the 160 acres. 

9 Vanguard, i f you look at the l i t t l e black dot t o 

10 the east of the No. 7, Texland i s j u s t r i g h t o f f 

11 c a t t y - c o r n e r j u s t a l i t t l e b i t t o the northeast of the 

12 No. 4. The No. 4 i s i n the c i r c l e , t h a t a l l - b l a c k dot, 

13 t h a t ' s the No. 4 w e l l . That c i r c l e i s a h a l f mile radius 

14 c i r c l e . 

15 A l l f i v e w e l l s r i g h t now -- i t ' s very dense. 

16 A l l f i v e w e l l s producing i n the whole Byers-Queen f i e l d 

17 are a l l producing w i t h i n t h a t h a l f mile radius. Vanguard 

18 wants t o produce i n there as w e l l . Texland also now wants 

19 t o drop another w e l l i n there as w e l l . The only reason, I 

20 b e l i e v e , i s because those are dry o i l w e l l s . 

21 HEARING EXAMINER: I s there a w e l l i n the n o r t h 

22 h a l f of the -- you don't have s e c t i o n numbers on here. 

23 MR. BLISS: Yes, I do. There are se c t i o n 

24 numbers on here. Nos. 29, 30, 31, and 32. 

25 HEARING EXAMINER: Okay, yeah. I s there a w e l l 
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1 i n the n o r t h h a l f of the southeast quarter of Section 29, 

2 i s there a Byers-Queen w e l l i n that? 

3 MR. BLISS: Not y e t . 

4 HEARING EXAMINER: That would be the other h a l f 

5 of the u n i t i n which Texland i s --

6 MR. BLISS: To my knowledge, there are not any 

7 out there at t h i s p o i n t . 

8 HEARING EXAMINER: Okay. Go ahead. 

9 MR. BLISS: So the reason I t h i n k t h i s s l i d e i s 

10 important i s t h i s shows a very densely produced area and 

11 t h a t there are p l e n t y of operators t h a t are a c t i v e l y and 

12 p r u d e n t l y t r y i n g t o recover the reserves i n the 

13 Byers-Queen and t h a t there i s n ' t any waste going t o occur 

14 i n t h i s f i e l d . 

15 And i f you -- again, going back t o the 160 acre 

16 space -- And there had t o be some rhyme or reason 

17 t e c h n i c a l l y and p h y s i c a l l y t o say t h a t gas spacings need 

18 t o be 160 acres. I t can't be t h a t i f you go w e l l by w e l l 

19 and j u s t say, hey, guys, a w e l l can only d r a i n 400 fe e t 

20 and t h e r e f o r e -- because j u s t -- I t seems t o me t h a t -- so 

21 i f you look at t h i s at a higher l e v e l than what they are 

22 doing, you say, look at the 160 acre spacings, i f you look 

23 at Section 32, Occi i s already covering the upper h a l f of 

24 Section -- w e l l , the northeast quarter, and HRC, another 

25 operator and myself, are covering the northwest quarter. 
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1 And so, i f you're l o o k i n g at i t i n terms of 160 

2 acres and there's already -- there i s n ' t waste, those 

3 w e l l s being there, they're already producing. 

4 E x h i b i t C i s j u s t a snapshot p i c t u r e of Lea 

5 County, but b a s i c a l l y i t shows the Byers-Queen and how 

6 small i t i s . I t ' s a very small gas d r i l l i n g . 

7 E x h i b i t D i s a p a r t i a l p r i n t o u t of the State's 

8 data base of a l l the e x i s t i n g gas pools i n the whole s t a t e 

9 of New Mexico. And I d i d n ' t p r i n t i t out because i t -- I 

10 p r i n t e d out f i v e pages, but i n order t o capture a l l the 

11 pools, there's 3 0 pages. So I j u s t gave you a snapshot. 

12 And the f o u r t h page of t h i s e x h i b i t includes the 

13 Byers-Queen, and i t ' s h i g h l i g h t e d a l i t t l e b i t i n gray, 

14 and i t shows 160 acre standard spacing. But the reason I 

15 put t h i s i n here, there are 1,800 gas pools on the New 

16 Mexico O i l Conservation D i v i s i o n ' s data base here. I t 

17 takes 30 pages. None of those are less than 160 acre 

18 spacing t h a t I could f i n d on t h a t l i s t . 

19 And I don't t h i n k there's any m e r i t f o r making 

2 0 the Byers-Queen less than 16 0 acre spacing. I don't t h i n k 

21 Vanguard has proven w i t h any compelling reason or even at 

22 a l l why we should not s t i c k t o the 160 acre spacing. 

23 The next e x h i b i t , E x h i b i t E -- I apologize f o r 

24 the q u a l i t y of i t -- again shows i n black, t h a t ' s the 

25 Byers-Queen reserve per the Conservation D i v i s i o n ' s data 
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1 base. Vanguard has f i v e w e l l bores already. What I l i s t 

2 there, you can see one, two, three, f o u r , f i v e , they 

3 already have f i v e w e l l bores t h a t penetrate the Queen and 

4 they're a l l on 40 acre -- held by 40 acre spacing. 

5 They're o i l w e l l s . But they a l l penetrate the Queen, the 

6 Byers-Queen. 

7 And I t h i n k the precedent here i s t e r r i b l e , t h a t 

8 -- you know. And i f you look at Texland, i t has 33 w e l l s 

9 i n t h a t Queen area, but they're o i l w e l l s . And then 

10 they've got two gas w e l l s . But i f the precedent goes 

11 forward where these o i l operators can whenever they want 

12 f o r l i t t l e d o l l a r s and no r i s k -- They d i d not t a r g e t the 

13 Queen, they d i d not t a r g e t the Byers-Queen, they d i d no 

14 a n a l y s i s , they d i d no r i s k assessment. 

15 They d i d n ' t come t o the Byers-Queen f o r the 

16 Byers-Queen, they came i n f o r the o i l . And i f i t ' s 

17 allowed f o r a l l o i l operators t o come up-hole, you'd have 

18 the p o t e n t i a l here f o r 3 8 more penetrations of popping 

19 holes i n t o the Queen. And t o say t h a t doesn't harm the 

2 0 gas producers i n the Queen i s wrong and based on 

21 self-evidence. 

22 E x h i b i t F shows a l l the producing w e l l s r i g h t 

23 now i n the Byers-Queen. I have not been able t o f i n d data 
24 on the attempted o i l and gas, but at l e a s t on the State's 

25 w e l l l o g , they show t h a t these are a c t i v e w e l l s i n the 
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1 Byers-Queen gas f i e l d . I f Vanguard i s allowed t o proceed, 

2 they w i l l be added t o t h a t l i s t . 

3 The next e x h i b i t , E x h i b i t G, i s a l i s t of a l l 

4 the w e l l bores, proving simply t h a t Vanguard -- Each one 

5 i s b a s i c a l l y -- I'm sorry, I d i d n ' t have time t o h i g h l i g h t 

6 i t . 

7 I f you go down the Section column, which i s the 

8 f i f t h column of E x h i b i t G, you look b a s i c a l l y f o r the ones 

9 i n Sections 32 or 29, those are the ones t h a t Vanguard has 

10 40 acre o i l w e l l s on, but they a l l penetrate the Queen, 

11 the Byers-Queen. 

12 So, I can sum and you and give conclusions now, 

13 or do I do t h a t at a l a t e r time? 

14 HEARING EXAMINER: Well, whatever you want t o 

15 do, a c t u a l l y , i s okay. 

16 MR. BLISS: I could j u s t w a i t and then j u s t 

17 conclude at the end. 

18 HEARING EXAMINER: Okay. Does t h a t conclude 

19 your testimony? 

20 MR. BLISS: Yes, i t does, unless anybody would 

21 l i k e t o ask me any questions. 

2 2 HEARING EXAMINER: Okay. Do you tender your 

23 e x h i b i t s ? 

24 MR. BLISS: Yes, s i r , I ' d l i k e t o . 

2 5 HEARING EXAMINER: Okay. Any objections? 
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1 MR. BRUCE: No, s i r . 

2 HEARING EXAMINER: E x h i b i t s A through F w i l l be 

3 admitted. Do you wish t o question the witness? 

4 CRO S S-EXAMINATION 

5 BY MR. BRUCE: 

6 Q. Mr. B l i s s , your testimony was geared toward the 

7 nonstandard u n i t . Do you objec t t o the unorthodox 

8 l o c a t i o n ? 

9 A. The unorthodox l o c a t i o n ? 

10 HEARING EXAMINER: Yeah. The w e l l i s 500 f e e t 

11 from the east l i n e , whereas the pool r u l e s would r e q u i r e 

12 a p p l i c a b l e -- spacing r u l e s would r e q u i r e at l e a s t 660 

13 f e e t from the east l i n e of Section 32. 

14 A. I f i t i s 160 acre spacing, then I have no 

15 o b j e c t i o n t o the unorthodox l o c a t i o n . 

16 Q. Looking at your E x h i b i t B, Mr. B l i s s , what 

17 you're showing me -- Let's t u r n f i r s t t o your acreage --

18 I s the Grimes No. 1 s t i l l producing? 

19 A. Yes, s i r . 

20 Q. And so i s the Grimes No. 4? 

21 A. Yes, s i r . 

22 Q. What i s the footage l o c a t i o n of the Grimes No. 1 

23 w e l l , do you r e c a l l ? 

24 A. I don't understand footage l o c a t i o n . 

25 Q. How many f e e t from the n o r t h l i n e of Section 32 
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1 and how many f e e t from the west l i n e ? 

2 A. I don't have t h a t i n f o r m a t i o n w i t h me. I t ' s 

3 supposed t o be represented on the -- I n f a c t , i f you look 

4 at E x h i b i t No. 1, I could p o i n t t o i t . And I could p o i n t 

5 t o the No. 4 i f anybody wants me t o . 

6 Q. Well, t h a t ' s okay. What I'm g e t t i n g at Mr. 

7 And so the No. 1 w e l l i s producing, and the No. 4 w e l l i s 

8 producing? 

9 A. Yes, s i r . 

10 Q. On your lease. So you, i n essence, have two 

11 w e l l s on 160 acres, or one per 80 acre? 

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

13 Q. And i t also looks -- I know t h a t Grimes No. 4 i s 

14 unorthodox, 33 0 f e e t from the n o r t h l i n e , and I bel i e v e 

15 2,310 f e e t from the west l i n e of the sec t i o n . That's an 

16 unorthodox l o c a t i o n , i s i t not? These Queen w e l l s are 

17 supposed t o be 660 f e e t i n a quarter s e c t i o n . 

18 A. I t i s an unorthodox i n the r u l e s of the Queen, 

19 yes. 

20 Q. And i t looks l i k e the Grimes No. 4 i s also an 

21 unorthodox l o c a t i o n . I t looks l i k e i t ' s 330 f e e t from the 

22 west l i n e of the se c t i o n . 

23 A. Yes, i t i s . And I can speak t o the No. 4, not 

24 the No. 1, but I can say t h a t No. 4, nobody objected when 

25 we ap p l i e d f o r the 160 acre spacing. 
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1 Q. Okay. So what you d i d , even though the r u l e s 

2 ask f o r 660 f e e t out f o r the quarter s e c t i o n l i n e , you 

3 asked f o r an exception t o the r u l e f o r the No. 4 well? 

4 A. To the unorthodox l o c a t i o n r u l e , yes. 

5 S p e c i f i c a l l y , yes. 

6 Q. So you're not changing the r u l e s i n the 

7 Byers-Queen pool, you j u s t asked f o r an exception t o the 

8 rules? 

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

10 Q. I s n ' t t h a t what Vanguard i s doing, asking f o r an 

11 exception t o the rules? 

12 A. They're asking f o r a s p e c i f i c a l l y d i f f e r e n t 

13 exception. There's more --

14 Q. Well, now, wai t a minute. You sai d there's 

15 going t o be 160 acre u n i t s , but you've got two w e l l s f o r 

16 160 acres. What's the d i f f e r e n c e between two w e l l s on 160 

17 acres and having an 80 acre u n i t f o r one w e l l i n the Queen 

18 pool? 

19 A. I t h i n k you're mixing i t and I t h i n k I heard 

20 e a r l i e r maybe -- Are you saying t h a t p r o r a t i o n i n g and 

21 spacing are the same t h i n g , i s t h a t what you're --

22 Q. No, there's no p r o r a t i o n i n g i n t h i s pool. I'm 

23 going t o w e l l spacing. I'm j u s t asking you as a p r a c t i c a l 

24 matter, what i s the d i f f e r e n c e between having two Queen 

25 w e l l s on your u n i t and a l l o w i n g Vanguard t o have an 80 
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1 acre t r a c t w i t h one w e l l on there as a p r a c t i c a l matter? 

2 A. Can you repeat the question? Are you t r y i n g t o 

3 make a d i s t i n c t i o n based on l e g a l m e r i t , or are you 

4 t r y i n g --

5 Q. I'm saying what i s the d i f f e r e n c e between --

6 A. I understand what you're --

7 (Note: The court r e p o r t e r i n t e r r u p t e d the 

8 proceedings due t o m u l t i p l e speakers.) 

9 Q. I'm j u s t saying, you have two w e l l s per 160 

10 acres on your t r a c t , c o r r e c t , two producing Queen wells? 

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

12 Q. So you have the f u n c t i o n a l equivalent of one 

13 w e l l per 80 acres, correct? 

14 A. No, I disagree w i t h t h a t . 

15 Q. Okay. 

16 A. You're l o o k i n g at a map and I don't t h i n k 

17 t h a t --

18 Q. And -- Okay --

19 A. You're l o o k i n g --

2 0 HEARING EXAMINER: Excuse me. You can go ahead 

21 w i t h your question. I t h i n k he's f i n i s h e d h i s answer. 

2 2 Q. And then the same t h i n g t o the n o r t h on 

23 Texland's lease i n the southwest quarter Section 29, they 

24 have, according t o your records, two we l l s on a 160 acre 

25 u n i t ? 
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1 A. They don't have a 160 acre u n i t . They don't 

2 have the 160 acre lease. 

3 Q. You show -- I'm lo o k i n g at the southwest 

4 quarter -- E x h i b i t B. Please bear w i t h me. Section 29, 

5 the southwest qua r t e r . 

6 A. This has one w e l l i n 40 acres. 

7 Q. That's not what your p l a t shows. The southwest 

8 quarter of Section 2 9 i s shown t o have two Queen w e l l s on 

9 i t . 

10 A. I'm not f o l l o w i n g i t . And i f you have a 

11 s p e c i f i c question, please ask i t . 

12 Q. I mean -- That's the question. You're 

13 complaining t h a t -- Mr. B l i s s , you're complaining t h a t 

14 Vanguard should have 160 acres dedicated t o i t s w e l l , but 

15 you show a c t u a l l y the northwest quarter of Section 32 your 

16 acreage, 160 acres, and the southwest quarter of Section 

17 29, Texland's acreage, and even the northeast quarter of 

18 Section 32 which belongs t o Vanguard and Occi, each of 

19 them has two Queen w e l l s on a quarter s e c t i o n . 

20 I f t h a t ' s the case, how are you being adversely 

21 a f f e c t e d by Vanguard's well? 

22 A. Well, I understand where you're going, but t h a t 

23 has no m e r i t . And the reason i t doesn't i s simply because 

24 i f Vanguard had a 160 acre lease, I don't care i f they had 

25 12 w e l l s i n there, you guys are welcome t o do t h a t . 
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1 Q. Now, do you r e a l i z e t h a t under D i v i s i o n r u l e s , 

2 you can have one w e l l -- and t h i s i s what we're seeking an 

3 exception t o -- you can have one gas w e l l f o r 160 acres, 

4 do you know that? 

5 A. Unless the Commission agrees not t o allow i t t o 

6 happen, which i s the case, now -- p o i n t --

7 Q. So i n other words, you got an exception not only 

8 f o r an unorthodox l o c a t i o n , you got an exception t o the 

9 r u l e s t o allow two gas w e l l s on your w e l l u n i t . 

10 A. The simple --

11 Q. I s t h a t correct? 

12 A. You're p u t t i n g words i n my mouth t h a t I don't 

13 agree w i t h . The simple --

14 HEARING EXAMINER: Well, I b e l i e v e t h a t ' s a yes 

15 or no question, i s i t not? I was wondering about the same 

16 t h i n g myself. Do you have a simultaneous d e d i c a t i o n 

17 exception p e r m i t t i n g two w e l l s i n the northwest quarter of 

18 Section 32? 

19 MR. BLISS: I would have t o look. But we went 

20 through the process and we d i d not -- We went t o the 

21 Commission, j u s t as Vanguard went t o the Commission. 

2 2 Nobody objected and the Commission granted us whatever we 

23 have. 

24 And you're r i g h t . And I don't care -- I guess 

2 5 my p o i n t i s , I'm y i e l d i n g t o the Commission. I don't have 
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1 the -- You know, I'm not t r y i n g t o make a claim here of --

2 The only d i f f e r e n c e between what I have i n comparison t o 

3 what you guys have i s , I have no one o b j e c t i n g t o what I 

4 d i d , but now I'm o b j e c t i n g t o what you are doing f o r the 

5 reasons I have given. And i t ' s up t o the Commission --

6 Q. Could you provide us a f t e r the hearing w i t h , 

7 number one, the unorthodox l o c a t i o n order f o r the Grimes 

8 No. 4 w e l l ; number two, the unorthodox l o c a t i o n order f o r 

9 the Grimes No. 1 w e l l ; and number thr e e , could you provide 

10 us w i t h the D i v i s i o n ' s order approving two w e l l s on your 

11 w e l l u n i t ? 

12 A. The d e t a i l s , I --

13 Q. Just the order numbers. Could you do t h a t f o r 

14 me, please? 

15 A. That, I don't know. I can give you what we were 

16 given when we got the permit. 

17 Q. What cumulative production f i g u r e s d i d you give 

18 f o r the Grimes No. 1 and the Grimes No. 4? 

19 A. The o r i g i n a l w e l l s t h a t were produced here, they 

20 were a l l over 4 m i l l i o n cubic f e e t , I ' d estimate, up u n t i l 

21 about 1960. Then Chevron shut them a l l i n . They weren't 

22 s e l l i n g gas. 

23 Q. Do you t h i n k t h a t t h a t production has drained 

24 reserves -- at such an orthodox l o c a t i o n has drained 

25 reserves from Vanguard's acreage and from Occi's acreage 
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1 and from Texland's acreage? 

2 A. I don't have an opi n i o n on t h a t . What I do | 

3 t h i n k , though, i s i t demonstrates the h y d r a u l i c capacity j 

4 of the formation. ! 

5 Q. So i t ' s okay f o r you, f o r Techsys t o get 

6 exceptions t o the D i v i s i o n ' s r u l e s regarding unorthodox I 

7 l o c a t i o n s and f o r number of w e l l s per w e l l u n i t , but i t ' s 

8 not okay for Vanguard to seek a single exception to the \ 

9 acreage requirement? I s t h a t your basic opinion? j 

10 A. The -- I don't have an opi n i o n on t h a t . I ' l l 

11 leave t h a t t o the Commission t o decide. j 

12 MR. BRUCE: Mr. Examiner, I don't t h i n k I have j 

13 anymore questions of Mr. B l i s s . I would -- and I maybe j 

14 have a couple c l o s i n g comments, but I would l i k e t o be j 

15 able t o -- I always have t r o u b l e d i g g i n g up the NSP and 

16 NSL orders f o r a p a r t i c u l a r w e l l o f f the D i v i s i o n ' s i 

17 website. I 

18 HEARING EXAMINER: I do too. J 

19 MR. BRUCE: And I would l i k e t o r e q u i r e j 

20 Mr. B l i s s t o provide the unorthodox l o c a t i o n orders f o r 

21 the No. 1 w e l l and the No. 4 w e l l , and any order t h a t j 

22 approved two w e l l s on the northwest q u a r t e r of Section 32. j 

23 HEARING EXAMINER: Well, it's a reasonable \ 

24 request i f he has them i n h i s f i l e . At the same time, you j 

25 probably have -- as d i f f i c u l t as i t i s f o r you t o f i n d j 
» 

j 
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1 them i n the D i v i s i o n ' s records, i t ' s probably easier f o r 

2 you than i t i s f o r Mr. B l i s s . Might be easier f o r you 

3 than i t i s f o r me because of your many, many years of 

4 experience i n doing t h a t . 

5 MR. BRUCE: I w i l l look f o r those myself also. 

6 And I would also -- One other t h i n g , because I don't want 

7 t o b r i n g Mr. Pence back up t o the stand, but I t h i n k he 

8 looked at the data and I looked at the data and we don't 

9 have any knowledge of an Occi producing Queen gas w e l l i n 

10 the south h a l f northeast of Section 32. 

11 HEARING EXAMINER: I was going t o ask you about 

12 t h a t , because i t would seem t h a t i f there i s such a w e l l , 

13 i t would presumably be dedicated t o the northeast quarter 

14 u n i t , and i t would r a i s e the issue t h a t -- What you 

15 probably should have i s you and Occi j o i n t l y requesting 

16 two --

17 MR. BRUCE: That's what I would do on Vanguard's 

18 behalf i f t h a t i s , indeed, the case. 

19 MR. BLISS: I have a p r i n t o u t of the production. 

2 0 Not w i t h me here, but I can -- I mean, i t ' s easy t o f i n d . 

21 Just look up the w e l l by name and y o u ' l l see i t . 

22 MR. BRUCE: And perhaps the confusion i s , t h a t 

23 i s a w e l l dedicated t o the --

24 HEARING EXAMINER: Well, yeah, i f i t ' s not 

25 producing from Byers-Queen, i t wouldn't be r e l e v a n t , of 
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1 course. 

2 MR. BRUCE: But I w i l l look at t h a t and --

3 MR. BLISS: I f you r e f e r t o t h i s E x h i b i t F, 

4 there's an Occidental w e l l which references i t on there 

5 and i t shows i t . 

6 MR. BRUCE: Yeah. I ' l l double check t h a t also, 

7 Mr. Examiner. 

8 HEARING EXAMINER: I w i l l also, because t h a t i s 

9 a very r e l e v a n t issue. And I t h i n k you -- Would a l l 

10 p a r t i e s agree t h a t we can take i n t o account whatever the 

11 w e l l f i l e shows w i t h regard t o an Occi w e l l --

12 MR. BRUCE: Yes, s i r . 

13 HEARING EXAMINER: We'll take a d m i n i s t r a t i v e 

14 n o t i c e of what the OCD's w e l l f i l e s show? 

15 MR. BRUCE: Yes, s i r . 

16 HEARING EXAMINER: Okay. Very good. I t h i n k 

17 then w e ' l l close the testimony. You i n d i c a t e d you had 

18 some c l o s i n g arguments, and Mr. B l i s s i n d i c a t e d t h a t he 

19 d i d also. 

20 I do have one issue, though, t h a t -- Mr. B l i s s 

21 r a i s e d the issue, and I t h i n k t h i s i s a v a l i d issue, t h a t 

22 the testimony seemed t o i n d i c a t e t h a t t h i s w e l l i s 

23 producing c u r r e n t l y even though i t does not have a 

24 permit -- d i d not have a nonstandard u n i t or u n i t 

25 dedicated t o i t ; i s t h a t correct? 
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1 MR. BRUCE: That i s c o r r e c t . And my w i t n e s s has 

2 i n f o r m e d he would comply w i t h whatever t h e D i v i s i o n so 

3 r e q u i r e s . 

4 HEARING EXAMINER: Okay. I w i l l have t o d e f e r 

5 t h a t m a t t e r t o t h e D i r e c t o r . I'm j u s t a H e a r i n g Examiner 

6 and I'm n o t g o i n g t o make o r d e r s f r o m t h e bench. I w i l l 

7 r e p o r t t h a t s i t u a t i o n t o t h e D i r e c t o r and t h e D i r e c t o r 

8 w i l l t a k e whatever a c t i o n he f e e l s i s a p p r o p r i a t e . 

9 Okay, you may make your c l o s i n g comments. 

10 MR. BRUCE: I would ask t h a t Mr. B l i s s go f i r s t . 

11 HEARING EXAMINER: W e l l , i f we were i n c o u r t , I 

12 would t h i n k t h a t t h e movants would have t o go f i r s t . But 

13 i f Mr. B l i s s has n o t o b j e c t i o n s g o i n g f i r s t --

14 MR. BLISS: I would p r e f e r he go f i r s t . 

15 HEARING EXAMINER: Then t h e o t h e r s i d e o f t h a t 

16 i s , he g e t s a chance t o respond. 

17 MR. BLISS: Okay. W e l l , I'm n o t a lawyer. 

18 HEARING EXAMINER: W e l l -- Okay, you may go 

19 ahead. 

2 0 MR. BRUCE: Mr. Examiner, as I t h i n k Mr. Pence 

21 s a i d , we're n o t s e e k i n g t o change t h e r u l e s , we are 

22 s e e k i n g an e x c e p t i o n t o t h e r u l e s . And t h e f a c t o f t h e 

23 m a t t e r i s , t h e r e a re a t l e a s t t h r e e e x c e p t i o n s t o t h e 

24 r u l e s t h a t Techsys has g o t t e n o r s h o u l d have g o t t e n w i t h 

25 r e s p e c t t o i t s own w e l l u n i t . 
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1 We f a i l t o see the d i f f e r e n c e between g e t t i n g an 

2 exception f o r the number of w e l l s on a u n i t -- two w e l l s 

3 on a w e l l u n i t as opposed t o seeking an 80 acre w e l l u n i t . 

4 I n s o f a r as the data goes, I t h i n k the data i s 

5 i n c o n t r o v e r t i b l e t h a t Vanguard's w e l l i s only going t o 

6 d r a i n about 14 or 15 acres, has no adverse e f f e c t on 

7 anyone. 

8 The case p r i o r t o t h i s i s F r u i t l a n d Coal Gas --

9 which thank God I'm not extremely i n v o l v e d i n anymore, 

10 but, you know, t h a t pool -- t h a t spacing i n e f f e c t has 

11 gone down over the years -- and not t h a t many years --

12 from 320 acres t o 160 acres. And now you have any number 

13 of operators who are seeking t o -- although the w e l l u n i t 

14 remains the same, they're seeking i n f i l l d r i l l i n g , j u s t as 

15 what was done w i t h the Grimes No. 1 and the Grimes No. 4 

16 w e l l s . 

17 There's nothing wrong w i t h t h a t . I t ' s p e r f e c t l y 

18 l e g i t i m a t e . The s t a t u t e s and the r u l e s allow nonstandard 

19 u n i t s and allow an operator l i k e Vanguard t o apply f o r a 

2 0 nonstandard u n i t . 

21 The t h i n g i s , i f what --As Mr. Pence t e s t i f i e d , 

22 he only went back t o the year 2000 t o look at production. 

23 Mr. B l i s s i s t a l k i n g about four and f i v e BCF w e l l s , f o r 

24 c r y i n g out loud, from wells t h a t are severely encroaching 

25 on Vanguard's acreage, yeah, d e p l e t i o n has occurred, and 

PAUL BACA PROFESSIONAL COURT REPORTERS 
f 1 d7ffb1 -0dff-4a27-a 1 f7-9a58aa63b5b0 



Page 65 

1 perhaps t h a t ' s the very best reason t o grant a nonstandard 

2 u n i t . 

3 There's j u s t not t h a t much l e f t anymore. And as 

4 Mr. Pence t e s t i f i e d , no one's going t o d r i l l a w e l l here 

5 f o r a cum of 180 u n i t s CF, i t ' s j u s t not -- I t ' s j u s t 

6 r i d i c u l o u s t o do so. And despite the r u l e s exceptions 

7 t h a t Techsys has gotten, i f there was anyone adversely 

8 a f f e c t e d , i t would be Occi -- a l l of the northeast q u a r t e r 

9 of State acreage -- but i t would be Occi's as operator of 

10 the south h a l f northeast q u a r t e r . 

11 They apparently don't care. They were n o t i f i e d 

12 not only as an o f f s e t operator of the a d m i n i s t r a t i v e 

13 a p p l i c a t i o n , but they were n o t i f i e d as the working 

14 i n t e r e s t owner i n the south h a l f northeast quarter. 

15 And f i n a l l y , the t h i n g on c o r r e l a t i v e r i g h t s . 

16 Well, you know, c o r r e l a t i v e r i g h t s i s the o p p o r t u n i t y t o 

17 produce the reserves under your acreage, the o p p o r t u n i t y . 

18 Vanguard purchased t h i s w e l l j u s t a year ago then 

19 immediately took steps t o b r i n g the w e l l out of TA st a t u s 

2 0 and recompleted the w e l l . 

21 I t took the o p p o r t u n i t y t o produce t h a t t o --

22 spent i t s own money t o take the o p p o r t u n i t y t o t r y t o 

23 produce the reserves. 

24 We j u s t f a i l t o see how Techsys i s harmed by 

25 t h i s a p p l i c a t i o n . No one i s harmed by t h i s a p p l i c a t i o n . 
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1 And we would ask t h a t the case be granted w i t h the proviso 

2 t h a t i f there i s another Queen w e l l i n t h i s w e l l u n i t , I 

3 would get together w i t h the l o c a l Occi attorneys and seek 

4 t o amend the a p p l i c a t i o n . 

5 HEARING EXAMINER: Okay. Thank you. Mr. B l i s s ? 

6 MR. BLISS: Yes. I ' d l i k e t o say t h a t 160 acre 

7 spacing i s more than j u s t words on paper. I mean, i t has, 

8 again, p h y s i c a l -- I t ' s withstood the t e s t of time against 

9 a l l arguments, p h y s i c a l , g e o l o g i c a l . I t has withstood the 

10 t e s t of time of commercial and economic competition. 

11 And t o reduce and change t h a t t o -- f o r the 

12 Byers-Queen on the n o t i o n t h a t the Byers-Queen, nobody was 

13 producing i n t o i t , as they make a p o i n t t h a t ' s the reason 

14 we should do t h a t , I would c o n t r a d i c t t h a t , completely 

15 disagree w i t h i t and say no, there are people l i k e myself 

16 t h a t w i l l produce and w i l l b e n e f i t the State of New Mexico 

17 by producing w e l l s as long as the r u l e s are known and as 

18 long as the o i l operators can't come up and a l l of a 

19 sudden j u s t s t a r t producing gas under t h e i r o i l acreage. 

20 Which i s what they have. Not the gas acreage, 

21 because they have not even t r i e d t o o b t a i n the gas 

22 acreage, okay? How -- Okay. 

23 Mr. Bruce also -- I disagree w i t h the comment 

24 t h a t he said c o r r e l a t i v e r i g h t s give you the -- I t h i n k , 

25 quote, "give you the r i g h t t o produce under your acreage." 
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1 The d e f i n i t i o n here b a s i c a l l y says -- i t doesn't say 

2 "under your acreage." And I t h i n k a b i g p a r t of the fla w 

3 here t h a t Vanguard and Mr. Bruce are presenting here, i s 

4 they're l o o k i n g at l i n e s on a paper. 

5 Nobody has proven t h a t -- They t r e a t the 

6 r e s e r v o i r and w e l l recovery around t h e i r w e l l bore l i k e a 

7 c y l i n d e r , l i k e a p e r f e c t c y l i n d e r . They can only -- i t ' s 

8 going t o extend out 500 f e e t . 

9 But they have not done the research t o f i g u r e 

10 out what the r e a l d e l i n e a t i o n on t h i s pool i s . They don't 

11 have any idea whether or not t h a t a l l of t h e i r 181 

12 cumulative recovery might come from a narrow s l i v e r . They 

13 might be out on a peninsula, who knows? They have not 

14 looked at i t . You know why? Because they made a claim. 

15 They don't care about t h i s gas f i e l d . They 

16 don't care -- I t ' s i s n ' t economical t o them. So they 

17 don't know what t h i s pool -- I t ' s not a c y l i n d e r . I can 

18 t e l l you t h a t one t h i n g they're wrong about, i t ' s not a 

19 500 f o o t radius p e r f e c t c y l i n d e r 35 f e e t high t h a t they're 

20 recovering from, i t i s a h i g h l y porous, h i g h l y productive 

21 reserve demonstrated by the recoveries of the four or f i v e 

22 BCF a day on the w e l l . 

23 Now, con t r a r y t o t h e i r idea t h a t t h i s i s a t i g h t 

24 hole, o n l y 14 1/2 acres, I'm not a petroleum engineer, but 

25 they have not demonstrated the case t h a t t h i s i s a p e r f e c t 
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1 c y l i n d e r and t h a t i t can only h i t t h a t 14 1/2 acres. 

2 They haven't t a l k e d about the element of time 

3 and they haven't -- And i f you look at E x h i b i t B again, I 

4 t h i n k t h a t h i s t o r i c a l data w i l l d e f i n i t e l y prove t h a t t h i s 

5 i s a common r e s e r v o i r , very simple, no o b s t r u c t i o n s , t h a t 

6 they're competing f o r the same energy t h a t we're competing 

7 f o r , and t h a t a l l the other operators are competing f o r . 

8 And by competing f o r the same energy t h a t -- I f 

9 you put seven w e l l s i n a h a l f mile radius c i r c l e , you 

10 deplete the -- Your volume e x t r a c t i o n i s going t o me more 

11 than i f you had f i v e w e l l s i n there. 

12 So how are we harmed? When we go from having a 

13 o n e - f i f t h i n t e r e s t i n the c o r r e l a t i v e r i g h t s d e f i n i t i o n of 

14 our e q u i t a b l e share of the r e s e r v o i r energy, we go from 

15 o n e - f i f t h -- i f they're approved, we go t o one-sixth. 

16 That's a 16 percent loss i n our equ i t a b l e share i f i t ' s 

17 allowed. And when Texland goes i n there, we go from 

18 o n e - f i f t h t o one-seventh. So we drop 30 percent -- our 

19 e q u i t a b l e share w i l l go down 30 percent. 

20 And again, you lose the a b i l i t y f o r companies 

21 l i k e myself t o -- t o take on -- We love these depleted 

22 f i e l d s , and I t h i n k we've b e n e f i t e d the State of New 

23 Mexico by being a prudent operator and going a f t e r t h i s . 

24 And yeah, we may not know a l l the r u l e s , we may 

25 not know a l l the engineering t h a t t h i s gentleman has 
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1 given, but we know one t h i n g , nobody else would have been 

2 i n t h i s f i e l d t r y i n g t o get the gas out of t h i s f i e l d l i k e 

3 we have unless we have the economic j u s t i f i c a t i o n of a 

4 c e r t a i n spacing t o j u s t i f y the economics. 

5 And w i t h t h a t , I Like I said, I ' d j u s t l i k e 

6 t o make a l i t t l e statement, you know. Me t a l k i n g t o the 

7 Commission r i g h t now i s l i k e me going t o Jacques Cousteau 

8 and t e l l i n g him, "Salt water i s s a l t y . " I mean, I r e a l l y 

9 don't have the experience t o do i t . 

10 So I look t o the Commission t o whatever d e c i s i o n 

11 t h a t you t h i n k i s f a i r . But I also would l i k e t o say t h a t 

12 the i m p l i c a t i o n s t h a t I t h i n k go here, since they have not 

13 demonstrated t h a t Byers-Queen i s a t e r r i b l e gas f i e l d t h a t 

14 i s d i f f e r e n t from a l l 1,800, I t h i n k the i m p l i c a t i o n here 

15 of a l l o w i n g spacing changes on these types of reasons 

16 should also apply t o every other operator i n every other 

17 gas pool out there equally. 

18 And don't t r e a t the Byers-Queen on these notions 

19 t h a t i t ' s a -- because i t ' s so bad and because we got 

20 imprudent operators and because of a l l these other reasons 

21 t h a t they t r y t o make claims f o r , please t r e a t i t as i f i t 

22 i s an important r e s e r v o i r and i t ' s also t h a t the 

23 i m p l i c a t i o n s of your decisions should also apply t o 

24 Exxon's more p r o l i f i c 160 acres of gas pool out there. 

25 I t h i n k i t should be equal. I don't understand 
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1 why they don't give any d i s t i n c t i o n s why t h i s gas pool on 

2 the r u l e s should be t r e a t e d d i f f e r e n t l y . And I would l i k e 

3 t o y i e l d t o the Commission t o keep t h a t i n mind when 

4 you're l o o k i n g at t h i s . 

5 And w i t h t h a t , I do appreciate the time, and I 

6 apologize f o r the i n e f f i c i e n c i e s of my p r e s e n t a t i o n and 

7 lack of l e g a l wherewithal. But w i t h t h a t , I conclude my 

8 testimony. 

9 HEARING EXAMINER: Any r e b u t t a l , Mr. Bruce? 

10 MR. BRUCE: I guess what I don't understand i s 

11 -- I guess what Techsys i s saying, i s once i t gets i t s 

12 w e l l e s t a b l i s h e d , no one i s allowed t o complete against 

13 i t . That's the bottom l i n e of i t s p r e s e n t a t i o n . 

14 One other matter, Mr. Examiner. No one objected 

15 t o the unorthodox l o c a t i o n p o r t i o n of the a p p l i c a t i o n , and 

16 I don't know i f i t could be r e f e r r e d back t o the 

17 a d m i n i s t r a t i v e docket or simply an i n t e r i m order issued. 

18 HEARING EXAMINER: I t h i n k i t would be 

19 incorporated i n t o whatever order we issue. I n order t o 

20 make the w e l l a l a w f u l w e l l a t t h i s time, you would have 

21 t o have both the NSL and the NSP -- Of course you could 

22 always -- unless you want t o e l e c t t o dedicate i t t o a 

23 standard u n i t . I f you choose t o do t h a t , then n o t i f y us 

24 and w e ' l l j u s t dismiss the case and issue an 
25 a d m i n i s t r a t i v e nonstandard l o c a t i o n . But otherwise, w e ' l l 
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1 j u s t r u l e on both i n the same order, would seem t o be the 

2 most e f f i c i e n t way t o do i t . 

3 MR. BRUCE: Okay. 

4 MR. BLISS: Well, since he put words i n my 

5 mouth, can I have r e b u t t a l ? 

6 HEARING EXAMINER: Well, I t h i n k a l l he said 

7 was, wasn't i t , t h a t -- I t h i n k the answer t o t h a t i s no. 

8 Because i f we l e t every a t t o r n e y have s u r r e b u t t a l , we 

9 would never get through w i t h a case. 

10 But I t h i n k a l l he said was t h a t you d i d n ' t 

11 o b j e c t t o the nonstandard l o c a t i o n , and then I heard you 

12 say e x a c t l y t h a t . So i f you're modifying t h a t , l e t me 

13 know. 

14 MR. BLISS: That wasn't what he said, though. I 

15 mean, I'm okay w i t h t h a t , but he also sai d t h a t Techsys 

16 Resources i s of the opinio n t h a t now t h a t we have our w e l l 

17 i n the ground, t h a t we don't want any other competition 

18 out there? That's a b s o l u t e l y not the case. Competition 

19 i s great on the l e v e l of a f a i r p l a y i n g f i e l d . 

20 HEARING EXAMINER: Well, as I heard J u s t i c e 

21 G r e e n h i l l , the Chief J u s t i c e of the Supreme Court say t o 

22 an at t o r n e y one time, "The Court advises you t h a t your 

23 t ime i s up . " f fo hereby certify that the foregofog (« 
a compile record of the proceedings in 

2 4 Case No. 14271 w i l ^ ^ , , t s a k e n h u n d ^ 
, , . . n , . beard .by rue on .— , . —^ 

25 and t h i s docket w i l l s tand ad journed . 

I QU CortssrvcHo-ri revision 
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