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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION^ "f " ": " 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

APPLICATION OF CONOCO, INC. 

ORIGINAL 
REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

A p r i l 6th, 1995 

Santa Fe, New Mexico 

This matter came on f o r hearing before the O i l 

Conservation D i v i s i o n on Thursday, A p r i l 6 th, 1995, a t the 

New Mexico Energy, Minerals and Natural Resources 

Department, Porter H a l l , 2040 South Pacheco, Santa Fe, New 

Mexico, before Steven T. Brenner, C e r t i f i e d Court Reporter 

No. 7 f o r the State of New Mexico. 
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A p r i l 6 t h , 1995 
Examiner Hearing 
CASE NO. 11,240 
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APPLICANT'S WITNESSES: 

JERRY HOOVER 
Di r e c t Examination by Mr. K e l l a h i n 
Examination by Examiner Catanach 
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E X H I B I T S 

I d e n t i f i e d Admitted 

E x h i b i t 1 9 22 
E x h i b i t 2 16 22 
E x h i b i t 3 15 22 

E x h i b i t 4 15 2 2 
E x h i b i t 5 15 22 
E x h i b i t 6 17 22 
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A P P E A R A N C E S 

FOR THE DIVISION: 

RAND L. CARROLL 
Attorney a t Law 
Legal Counsel t o the D i v i s i o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

FOR THE APPLICANT: 

KELLAHIN & KELLAHIN 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
By: W. THOMAS KELLAHIN 

FOR SOUTHWEST ROYALTY, INC.: 

KEMP, SMITH, DUNCAN & HAMMOND 
P.O. Box 1276 
Albuquerque, New Mexico 87103-12 76 
By: PAUL A. COOTER 

FOR YATES PETROLEUM CORPORATION: 

LOSEE, CARSON, HAAS & CARROLL, P. A. 
300 American Home B u i l d i n g 
Post O f f i c e Drawer 239 
A r t e s i a , New Mexico 88211-0239 
By: ERNEST L. CARROLL 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

10:40 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l go ahead 

and c a l l Case 11,240, which i s the A p p l i c a t i o n of Conoco, 

In c . , t o reopen Case Numbers 10,471 and 10,560 t o vacate 

the compulsory p o o l i n g p r o v i s i o n s of Order Number R-9673-A 

and f o r the c r e a t i o n of two nonstandard 8 0-acre spacing and 

p r o r a t i o n u n i t s , i n c l u d i n g the assignment of ap p r o p r i a t e 

allowables, Eddy County, New Mexico. 

Are there appearances i n t h i s case? 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of Conoco, Inc. 

I have one witness t o be sworn. 

EXAMINER CATANACH: A d d i t i o n a l appearances? 

MR. COOTER: Paul Cooter w i t h the Kemp Smith f i r m 

i n Albuquerque, appearing i n t h i s case on behalf of 

Southwest Royalties i n Midland. 

EXAMINER CATANACH: Anybody else? 

MR. KELLAHIN: Mr. Examiner, the record should 

also r e f l e c t the con t i n u i n g appearance of Ernest C a r r o l l , 

a t t o r n e y of record f o r Yates Petroleum Corporation i n t h i s 

matter. 

EXAMINER CATANACH: Okay. 

W i l l the witness please stand t o be sworn i n a t 
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t h i s time? 

(Thereupon, the witness was sworn.) 

MR. KELLAHIN: Mr. Examiner, there's some 

p r e l i m i n a r y matters t o have you address before I present 

Mr. Hoover's testimony. 

By way of i n t r o d u c t i o n t o those p r e l i m i n a r y 

matters, we are back before you pursuant t o the terms and 

c o n d i t i o n s of D i v i s i o n Order R-9673-A, a copy of which i s 

before you among the Conoco e x h i b i t s . They may have been 

st a p l e d together so t h a t the Pooling Order, 9673, appears 

f i r s t , f o l l o w e d by the subsequent order t h a t ' s denominated 

as 9673-A. 

You w i l l remember t h a t you were the Examiner i n 

both of the p r i o r cases. We're de a l i n g w i t h the North 

Dagger Draw-Upper Pennsylvanian O i l Pool. That pool i s 

spaced on 160-acre o i l spacing, but i t ' s very common t o 

have m u l t i p l e w e l l s i n the North Dagger Draw spacing u n i t s . 

I n f a c t , a great many of those spacing u n i t s have th r e e and 

f o u r w e l l s w i t h i n a s i n g l e spacing u n i t . 

The D i v i s i o n and Southwest R o y a l t i e s , as w e l l as 

Conoco, recognized a unique problem i n t h i s p a r t i c u l a r 

spacing u n i t . I t ' s the northeast quarter of Section 17. 

The Order r e f e r s t o the chronology of events. 

We are back before you today concerning how t o 

f u r t h e r operate t h a t 160 acres. You l e f t unresolved a t the 
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l a s t hearing whether or not i t was going t o be a p p r o p r i a t e 

t o subdivide the spacing u n i t and t o create two nonstandard 

80-acre spacing u n i t s , one operated by Conoco i n the n o r t h 

h a l f of t h a t 160, and the other operated by Southwest f o r 

the south h a l f . 

I n d r a f t i n g the Order t h a t the D i v i s i o n f i n a l l y 

issued, i f y o u ' l l look a t Ordering P r o v i s i o n 16, i t i s 

f u r t h e r subdivided. Ordering Paragraph (16), then, deals 

w i t h the t o p i c s t h a t we are going t o address today. 

I n b r i n g i n g t h i s matter back t o you, I f i l e d an 

A p p l i c a t i o n t h a t contains two items f o r which Mr. Cooter, 

r e p r e s e n t i n g Southwest Royalty, has r a i s e d some concerns. 

He and I have discussed h i s concerns, and I concede t o h i s 

p o i n t of view on two items, and the record should r e f l e c t 

t h a t w h i l e Conoco asked t o have Case 10,471 reopened, i n 

f a c t , p r o c e d u r a l l y i t ' s unnecessary t o reopen t h a t case. 

And so we would ask you t o delete our request t o reopen 

Case 10,471. 

For your i n f o r m a t i o n , t h a t was a f o r c e - p o o l i n g 

case f i l e d by Conoco f o r t h i s same acreage, and as a r e s u l t 

of the settlement among the p a r t i e s i t was no longer 

r e q u i r e d . 

Case 10,560 d e a l t w i t h compulsory p o o l i n g f o r the 

160 acres w i t h Southwest Royalty as the — Have I 

misspoken, Paul? I t h i n k I've got these numbers reversed. 
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MR. COOTER: You've got them reversed. 

MR. KELLAHIN: I've got the numbers reversed, Mr. 

Examiner, I apologize. The case we're t r y i n g t o not reopen 

i s 10,560. That was the Conoco po o l i n g a p p l i c a t i o n . 

Case 10,471 i s the p o o l i n g order obtained by 

Southwest Royalty, and i n f i l i n g the a p p l i c a t i o n w i t h 

Conoco, we asked t o vacate the p o o l i n g p r o v i s i o n s under 

t h a t case, which are incorporated i n Order R-9673. We d i d 

so i n the b e l i e f t h a t f o r Conoco's operat i o n , a p o o l i n g 

order was not necessary. We have subsequently obtained the 

agreement of Southwest Royalty, and we have subsequently 

acquired the i n t e r e s t of Scarlet Nunes. 

Mr. Cooter reminds me t h a t i n h i s o p i n i o n he 

beli e v e s the p o o l i n g p r o v i s i o n s are appropriate i n s o f a r as 

i t deals w i t h the w e l l s operated by Southwest, because 

th e r e are s t i l l unresolved remaining issues w i t h Yates 

Petroleum. 

I have agreed t o withdraw from our A p p l i c a t i o n 

the request t o vacate the p o o l i n g p r o v i s i o n s of Order 9673. 

We would ask t h a t you leave a l l those p r o v i s i o n s i n place. 

The end r e s u l t of t h a t i s t h a t we're d e a l i n g w i t h 

Paragraph (16) and the subdivisions of t h a t paragraph, and 

those are the issues t h a t Mr. Hoover i s prepared t o discuss 

w i t h you t h i s morning. 

Having sai d t h a t , I would f o r m a l l y move a t t h i s 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

8 

p o i n t t o vacate our request t o reopen Case 10,560 and t o 

withdraw our request t o vacate the compulsory p o o l i n g 

p r o v i s i o n s of Order 9673. 

EXAMINER CATANACH: I guess, Mr. K e l l a h i n , i t 

would be appropriate j u s t t o dismiss those requests? 

MR. KELLAHIN: Yes, s i r . 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: That would leave on the t a b l e , 

then, our request t o create two nonstandard 80-acre spacing 

u n i t s , i n c l u d i n g the assignment of an appr o p r i a t e allowable 

and the — addressing the other issues under Ordering 

Paragraph (16). 

A l l r i g h t , s i r ? We're ready t o present Mr. 

Hoover. 

JERRY HOOVER. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 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 : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, s i r , would you please s t a t e your 

name and occupation? 

A. I'm J e r r y Hoover. I'm a petroleum engineer w i t h 

Conoco, Incorporated. 

Q. On p r i o r occasions, Mr. Hoover, have you 

t e s t i f i e d as a petroleum engineer before the D i v i s i o n ? 
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A. Yes, I have. 

Q. And where do you re s i d e , s i r ? 

A. I n Midland, Texas. 

Q. Were you involved on behalf of your company w i t h 

the f a c t s and in f o r m a t i o n w i t h regards t o the compulsory 

p o o l i n g case t h a t was docketed by the D i v i s i o n as Case 

10,471, r e s u l t i n g i n the issuance of the p o o l i n g orders 

t h a t d e a l t w i t h the t o p i c s t h a t we've described t h i s 

morning? 

A. Yes, I was. 

Q. I n a d d i t i o n , are you the r e g u l a t o r y c o o r d i n a t o r 

f o r your company t h a t deals w i t h matters before the O i l 

Conservation D i v i s i o n , i n c l u d i n g the subject matter of the 

items l i s t e d i n t h i s p o o l i n g order? 

A. Yes, I am. 

MR. KELLAHIN: We tender Mr. Hoover as an expert 

witness. 

EXAMINER CATANACH: Mr. Hoover i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Mr. Hoover, l e t me have you 

d i r e c t your a t t e n t i o n t o what we've marked as Conoco 

E x h i b i t 1, and f o r purposes of the record l e t ' s have you 

i d e n t i f y t h i s p l a t and then l e t me ask you some questions 

about i t . 

A. This i s a p l a t p r i m a r i l y of Section 17, Township 

19 South, Range 25 East, Eddy County. 

STEVEN T. BRENNER, CCR 
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We have o u t l i n e d the 160-acre standard spacing 

u n i t t h a t we're deal i n g w i t h i n t h i s case. 

We have i n d i c a t e d Conoco's preference t o d i v i d e 

t h i s i n t o two 80-acre spacing u n i t s , the n o r t h h a l f t o be 

operated by Conoco, the south h a l f t o be operated by 

Southwest R o y a l t i e s . 

Q. To the best of your knowledge, does t h i s d i s p l a y 

show the approximate l o c a t i o n and the s t a t u s of the w e l l s 

t h a t are c u r r e n t l y d r i l l e d or w e l l l o c a t i o n s proposed i n 

what i s i d e n t i f i e d as the North Dagger Draw-Upper 

Pennsylvanian Pool? 

A. Yes, i t does. 

Q. Back i n A p r i l of 1992, when Examiner Catanach was 

f i r s t d e a l i n g w i t h the t o p i c of compulsory p o o l i n g i n the 

northeast quarter of Section 17, what i f any w e l l s e x i s t e d 

w i t h regards t o t h i s p a r t i c u l a r pool? 

A. At t h a t time, the w e l l labeled as J u l i e Com 

Number 2 had been d r i l l e d . I t was cased but uncompleted a t 

t h a t time. There was only a proposal by Southwest t o d r i l l 

the Dagger IA. 

The w e l l l i s t e d as J u l i e Com 1, which i s a 

p r e v i o u s l y plugged w e l l i n the Cisco, was t h e r e . 

Q. The J u l i e Com 1, during the course of the 

r e l e v a n t p e r i o d w i t h regards t o these a p p l i c a t i o n s , was 

a n t i c i p a t e d t o be a sa l t w a t e r disposal well? 

STEVEN T. BRENNER, CCR 
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A. That's c o r r e c t . 

Q. Was t h a t ever u t i l i z e d f o r t h a t purpose? 

A. Yes. 

Q. As a r e s u l t of a settlement between Conoco and 

Southwest Royalty, what was contemplated i n t h a t settlement 

concerning the operatorship of the northeast q u a r t e r of 

Section 17? 

A. Conoco and Southwest both agreed t h a t Conoco 

would take over operation of the J u l i e Com Number 2 w e l l , 

t h a t Conoco would f i n i s h the completion of t h a t w e l l i n the 

Cisco formation and t h a t we would operate the nor t h e r n 80 

acres of t h i s u n i t . 

Q. What was t o happen w i t h the south 80 acres of 

t h i s u n i t ? 

A. Southwest was t o continue w i t h i t s d r i l l i n g of 

the Dagger Number IA w e l l . Conoco went nonconsent i n t h a t 

w e l l and also consented t o the operatorship of t h a t w e l l by 

Southwest R o y a l t i e s . 

Q. What do you propose t o do a t t h i s p o i n t ? 

A. That i s s t i l l the arrangement t h a t Conoco would 

l i k e t o proceed w i t h . 

Q. I n order t o accomplish t h a t arrangement w i t h the 

O i l Conservation D i v i s i o n , Order R-967 3-A, i n Paragraph 

(16), contemplated t h a t Southwest and Conoco would come 

back before the D i v i s i o n and e x p l a i n how t o re s o l v e these 
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issues t h a t were r a i s e d a t the e a r l i e r hearing. 

I f y o u ' l l go down the l i s t w i t h me, describe f o r 

me what i n your opinion i s an appropriate s o l u t i o n f o r each 

of the items shown w i t h i n t h a t p a r t i c u l a r Order. 

A. A l l r i g h t , r e f e r r i n g t o s u b t i t l e (a) under 

Paragraph (16), speaking of the p o o l i n g concerning the 

northeast quarter of Section 17 i n regards t o the J u l i e 

Well Number 2, as w e ' l l discover i n a f u t u r e s u b d i v i s i o n , 

t h a t i s no longer needed by Conoco. Conoco now c o n t r o l s 

a l l the i n t e r e s t s i n the n o r t h 80 acres, which we propose 

t o operate. 

Q. That, however, i s not t o d i s t u r b any of the 

p o o l i n g p r o v i s i o n s w i t h regards t o any other w e l l t h a t has 

been d r i l l e d i n the spacing u n i t ? 

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

Q. A l l r i g h t , l e t ' s t u r n b r i e f l y t o subparagraph (b) 

of (16). That r e q u i r e d what? 

A. This was the assignment of an a p p r o p r i a t e 

allowable between the Conoco-operated w e l l J u l i e Com Number 

2 and the proposed Dagger Draw Well IA by Southwest 

R o y a l t i e s . 

Q. A l l r i g h t . I n order t o address t h a t issue, l e t 

me subdivide i t f o r you. 

The d i s t r i b u t i o n of allowable, i s t h a t an issue 

separate and apart from the d i s t r i b u t i o n of proceeds among 

STEVEN T. BRENNER, CCR 
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the working i n t e r e s t and r o y a l t y owners, as w e l l as 

ove r r i d e s i n the spacing u n i t ? 

A. Yes, I believe i t i s . 

Q. A l l r i g h t . So when we come t o the issue of how 

the i n t e r e s t s are being handled, t h a t i s t o be handled by 

the companies, based upon ownership w i t h i n the spacing 

u n i t s ? 

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

Q. A l l r i g h t . What was the problem t h a t the 

Examiner was t r y i n g t o w r e s t l e w i t h concerning the 

a l l o c a t i o n of allowables on a 160-acre basis f o r what i s 

now c a l l e d the J u l i e Com Number 2? 

A. Any type of s p l i t i n the allowable, which would 

have been reported t o the 160 spacing u n i t , would have 

r e q u i r e d monitoring of some type of a suboperatorship 

arrangement, which I don't t h i n k anybody i s set up t o 

handle. 

Q. As you understand the D i v i s i o n ' s r e g u l a t o r y 

scheme, i t i s not possible f o r them t o t r a c k a 

suboperatorship, i f you w i l l , i n the North Dagger Draw i f 

we were t o subdivide the spacing u n i t ? 

A. No, we understand t h a t ' s not p r a c t i c a l . 

Q. A l l r i g h t , the p r a c t i c a l s o l u t i o n i s , you 

understand the r e g u l a t o r y scheme i s t o simply designate 

t h i s spacing u n i t as two separate nonstandard p r o r a t i o n 
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u n i t s c o n s i s t i n g of 80 acres each? 

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

Q. A l l r i g h t . I f the D i v i s i o n does t h a t , then, we 

can designate Conoco as the operator of the n o r t h h a l f , and 

Southwest the operator of the south h a l f ? 

A. Yes. 

Q. We'll come back t o how we handle the allowable i n 

a moment. 

I f y o u ' l l look a t sub ( c ) , do you have an op i n i o n 

as t o whether or not i t i s appropriate t o subdivide the 

e x i s t i n g spacing u n i t i n t o two nonstandard p r o r a t i o n u n i t s ? 

A. Our opinion i s t h a t t h i s i s the most p r a c t i c a l 

s o l u t i o n t o the issue. 

Q. I n order t o remove any r e g u l a t o r y g l i t c h i n the 

paperwork, i s i t appropriate t o make i t r e t r o a c t i v e as of 

the date of f i r s t production of whatever w e l l i s 

appropriate? 

A. I b e l i e v e t h a t would remove any complications 

t h a t might occur. 

Q. Let's go down t o sub (d) and have you address 

t h a t issue. 

A. At the time of the hearing, we s t i l l had an 

outstanding i n t e r e s t owner i n t h i s quarter s e c t i o n t h a t 

n e i t h e r Conoco nor Southwest Royalties had been able t o 

l o c a t e . That was the p a r t y of Martha L. S c a r l e t Nunes. We 
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had l o s t t r a c k of her somewhere back i n 1984 and had not 

been able t o contact her since t h a t time. 

So she was a p a r t y t o the p o o l i n g order, both i n 

the Southwest cases and i n the o r i g i n a l case t h a t Conoco 

f i l e d . 

Subsequent t o t h i s hearing, Conoco was able t o 

l o c a t e S c a r l e t Nunes and has purchased a l l of her i n t e r e s t 

i n t h i s n o r t h h a l f of Section 17. 

Q. Do you have documents t h a t are i d e n t i f i e d as 

proposed e x h i b i t s t h a t support your conclusion? 

A. Yes, we do. I f you'd look a t E x h i b i t 4, E x h i b i t 

4 i s a l e t t e r from Conoco t o S c a r l e t Nunes e x p l a i n i n g the 

s i t u a t i o n , agreeing t o purchase a l l of her i n t e r e s t s i n the 

n o r t h h a l f of Section 17, t e l l i n g her what the s i t u a t i o n 

was, t h a t we had not been able t o l o c a t e her, t h a t she had 

accrued a debt against her p a r t i c i p a t i o n i n other w e l l s , 

and o f f e r i n g t o f o r g i v e a l l of t h a t debt, p l u s pay her the 

sum of $17,500 f o r her remaining i n t e r e s t . 

Q. Was t h a t t r a n s a c t i o n completed? 

A. I t was, and t h a t ' s shown here as E x h i b i t 5, which 

i s the assignment of her i n t e r e s t t o Conoco i n t h a t n o r t h 

h a l f of Section 17. 

Q. A l l r i g h t , s i r . To go back, E x h i b i t s 2 and 3, 

then, t h a t have been skipped a t t h i s p o i n t , would you 

i d e n t i f y them f o r the record? 
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A. A l l r i g h t . E x h i b i t 2 i s the order t h a t t he 

D i v i s i o n issued on Conoco's po o l i n g a p p l i c a t i o n , Case 

10,560, and f o l l o w i n g the a c q u i r i n g of S c a r l e t Nunes's 

i n t e r e s t s Conoco no longer had any outstanding i n t e r e s t i n 

i t s w e l l , the J u l i e Com 2. And so we requested the 

d i s m i s s a l of t h a t case, which t h i s E x h i b i t 2 i n d i c a t e s was 

done. 

Q. A l l r i g h t , l e t ' s go back, then, t o the r e s t of 

the subparagraphs of (16). 

Following Nunes, subparagraph (e) r e q u i r e s a 

f u r t h e r determination of what, s i r ? 

A. Determination of operatorship. I n a d d i t i o n t o 

the s p l i t t i n g i n t o two nonstandard p r o r a t i o n u n i t s being 

the p r a c t i c a l s o l u t i o n , as Conoco and Southwest both had 

agreed, the designation of operator — Conoco as the 

operator of the n o r t h h a l f , and Southwest as the operator 

of the south h a l f , appeared t o be the s o l u t i o n t o our 

problem. 

Q. A l l r i g h t , s i r . Subparagraph ( f ) addresses what 

concern? 

A. This order t h a t we're reading from, 9673-A, shows 

d e d i c a t i o n of the e n t i r e 160. 

I would assume t h a t there would need t o be an 

amendment t o t h i s , d e d i c a t i n g the south h a l f of t h i s 

q u a r t e r s e c t i o n as being dedicated t o Southwest Royalty's 
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w e l l . 

Q. A l l r i g h t , s i r . And subparagraph (g)? 

A. ( g ) , yes, t h i s deals, again, d e f i n i t e l y w i t h the 

c r e a t i o n of two nonstandard 80-acre spacing p r o r a t i o n 

u n i t s , and t h a t i s our request. 

Q. A l l r i g h t , s i r , l e t ' s go back t o the hard 

question and see i f we have an answer, and t h a t i s how t o 

handle the assignment of the allowable. 

Let's s t a r t a t the p o i n t t o have you summarize 

f o r us what Conoco and Southwest had agreed t o do among the 

two companies. 

A. Southwest and Conoco had agreed t o work w i t h each 

other i n a v a r i a b l e s p l i t of the allowable, depending on 

the c a p a c i t i e s of the w e l l s t h a t we operated on each of the 

80-acre t r a c t s . 

When we came t o hearing, i t became obvious t h a t 

was not going t o be a workable s i t u a t i o n w i t h i n t he State's 

mechanism of accounting f o r allowables, p r o d u c t i o n . 

Q. Have you prepared a proposed assignment of 

allowable and submitted i t i n w r i t i n g f o r the Examiner's 

consideration? 

A. Yes, I have. That's E x h i b i t 6. 

Q. Let's have you go through the steps of the 

process, and then l e t ' s t a l k about how we implement i t 

w i t h i n the l i m i t a t i o n s of the D i v i s i o n ' s r e g u l a t o r y system 
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f o r managing production from t h i s pool. 

A. A l l r i g h t . 

Q. F i r s t of a l l , i s the summary you have provided 

f o r us c o n s i s t e n t w i t h your settlement agreement, as you 

understand i t , between Conoco and Southwest on t h i s t o p i c ? 

A. Yes, I believe i t i s . 

Q. Take us through your proposed assignment. 

A. A l l r i g h t . F i r s t of a l l , the assumptions behind 

t h i s a l l o c a t i o n p r i n c i p l e . I t ' s based, of course, on the 

standard 160-acre p r o r a t i o n u n i t , f o r the North Dagger 

Draw-Upper Penn Pool, and a 700-barrel-per-day allowable 

f o r t h a t standard u n i t . 

I t also assumes t h a t t h i s standard u n i t w i l l be 

s p l i t i n t o two 80-acre nonstandard p r o r a t i o n u n i t s , 

c o n s i s t i n g of n o r t h h a l f and south h a l f . 

Now, based on those assumptions, we would propose 

one scenario, which i s where we c u r r e n t l y are. That's 

number one. Both of the 80-acre nonstandard p r o r a t i o n 

u n i t s a t t h i s p o i n t are not capable of producing i n excess 

of one h a l f of the standard allowable. So an even s p l i t , 

50 percent, 350 b a r r e l s per day f o r each of those, i s 

c e r t a i n l y a p r a c t i c a l s o l u t i o n t o t h a t . 

Q. How i s i t probable t h a t t h a t circumstance might 

change? 

A. I f e i t h e r p a r t y were t o d r i l l an a d d i t i o n a l w e l l 
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or were t o do remedial work which made s i g n i f i c a n t 

increases i n production, i t i s c e r t a i n l y p o s s i b l e t h a t one 

of the 80-acre t r a c t s , or both, might be capable of 

producing more than one h a l f of the allowable. 

Q. Does Conoco have plans t o d r i l l an a d d i t i o n a l 

w e l l i n t h e i r proposed nonstandard 80-acre spacing u n i t 

t h a t might e v e n t u a l l y be dedicated as a producing 

Cisco/Canyon w e l l i n t h i s p a r t i c u l a r pool? 

A. Conoco has proposed another w e l l i n U n i t A, which 

was shown as the open c i r c l e on the p l a t we looked a t , 

E x h i b i t 1. 

Q. And p a r t of the approval f o r d r i l l i n g t h a t w e l l 

i s the subject of the next case on the Examiner's docket, 

which i s Case 11,241? 

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

Q. I f a d d i t i o n a l capacity t o produce the allowable 

i s obtained i n e i t h e r one or both of the nonstandard 80's, 

what i s contemplated between the p a r t i e s as o c c u r r i n g 

concerning the allowable? 

A. Discussions t h a t Conoco and Southwest Royalty 

have had j u s t r e c e n t l y , both are i n agreement t h a t should 

one p a r t y or the other, subsequent t o t h i s agreement, f i n d 

themselves able t o produce more than one h a l f of the 

allowable, w h i l e the other p a r t y cannot u t i l i z e h a l f of the 

al l o w a b l e , t h a t we both would l i k e t o have some way of 
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a d j u s t i n g t h i s so t h a t we could — e i t h e r p a r t y could take 

advantage of t h a t . 

Southwest Royalties has i n t e r e s t s i n the w e l l s 

t h a t Conoco operates, as w e l l as the ones they operate. 

Q. The subsequent p o r t i o n s of E x h i b i t 6, then, 

describe how t o execute a s h i f t or a sharing of the 

allowable as various events occur? 

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

Q. How do you suggest t h a t the D i v i s i o n handle the 

p o t e n t i a l t o have the allowable t r a n s f e r r e d between the two 

nonstandard spacing u n i t s ? 

A. From our recent meeting w i t h Southwest, I b e l i e v e 

t h a t Conoco and Southwest can come t o a mutual agreement 

should t h i s occur, because i t ' s of i n t e r e s t t o both of us. 

And we would l i k e t o suggest t h a t i f both 

companies f i n d t h a t the other p a r t y has need of more of the 

allowable than h a l f and i t ' s not being u t i l i z e d by the 

other u n i t , t h a t i f we can come together i n agreement, we 

would l i k e t o be able t o take t h a t t o the D i s t r i c t O f f i c e 

and be able t o a d m i n i s t r a t i v e l y s h i f t the d i v i s i o n of the 

allowable. 

Q. I n order t o implement t h a t s o l u t i o n , what i s your 

o p i n i o n of the f o l l o w i n g o p t i o n : That the Examiner would 

approve the two nonstandard p r o r a t i o n u n i t s , t h a t he would 

i n i t i a l l y assign an allowable f o r o i l of 350 b a r r e l s of o i l 
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a day per 80-acre GPU, and t h a t — d i r e c t the combined 

t o t a l of those two nonstandard u n i t s s h a l l not exceed 7 00 

b a r r e l s of o i l a day? 

A. Yes. 

Q. And t h a t the o p p o r t u n i t y t o over- or underproduce 

the two nonstandard u n i t s , so long as the combined t o t a l 

doesn't exceed 700 b a r r e l s a day, be delegated t o the 

D i v i s i o n ' s area supervisor t o monitor the compliance of 

t h i s s o l u t i o n t h a t the p a r t i e s have agreed upon? What i s 

your o p i n i o n about t h a t option? 

A. We f e e l l i k e t h a t would be the most e q u i t a b l e 

s o l u t i o n t o t h i s . 

Q. How might t h a t p r o t e c t the c o r r e l a t i v e r i g h t s of 

a l l the other o f f s e t t i n g spacing u n i t s , which are standard 

spacing u n i t s ? 

A. Well, t h a t c e r t a i n l y would be l i m i t i n g the 160-

acre t r a c t , making sure t h a t i t d i d not produce more than 

i t s 700 b a r r e l s per day t h a t ' s a l l o t t e d t o the other 160-

acre t r a c t s around i t . 

Q. What p r o t e c t i o n of c o r r e l a t i v e r i g h t s does i t 

a f f o r d t o the i n t e r e s t owners w i t h i n t h i s o r i g i n a l 160-acre 

spacing u n i t ? 

A. Well, I t h i n k i t accounts f o r changing c a p a c i t i e s 

between the two 80-acre nonstandard p r o r a t i o n u n i t s . 

I f one f i n d s t h a t they can d r i l l another w e l l , 
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they can access more pay than perhaps the other u n i t can 

access, i t ' s not denied the process of producing t h a t 

a d d i t i o n a l reserve. 

Q. I s t h i s problem a unique occurrence w i t h i n t h i s 

p a r t i c u l a r spacing u n i t f o r production from the North 

Dagger Draw-Upper Penn Pool? 

A. Yes, I bel i e v e i t i s . 

Q. Are you aware of any other occurrence where we 

have t h i s k i n d of problem t o resolve? 

A. No, I'm not. 

MR. KELLAHIN: That concludes my examination of 

Mr. Hoover. 

We move the i n t r o d u c t i o n of Conoco E x h i b i t s 1 

through 6. 

EXAMINER CATANACH: E x h i b i t s 1 through 6 w i l l be 

admitted as evidence. 

Mr. Cooter, do you have any questions of t h i s 

witness? 

MR. COOTER: I have no questions of t h i s witness. 

I do have a comment t o make t h a t I thought Mr. — 

t h a t Southwest Royalties concurs completely w i t h what i s 

proposed. 

I n d i v i d u a l l y , I would commend Mr. K e l l a h i n f o r 

s t a t i n g i t f a r b e t t e r than I would have. 

EXAMINER CATANACH: Thank you, Mr. Cooter. 
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EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hoover, how does t h i s c u r r e n t proposal of 

e s t a b l i s h i n g nonstandard spacing u n i t s — how does t h a t 

a f f e c t any of the previous po o l i n g orders, as f a r as you 

can t e l l ? Or how does i t a f f e c t the i n t e r e s t owners w i t h i n 

the spacing u n i t s ? 

A. I don't see any d i r e c t e f f e c t on the i n t e r e s t 

owners. I t would a f f e c t the pool i n g Order, t h i s 9673-A of 

Southwest Royalty's, because i t c a l l s f o r the d e d i c a t i o n of 

the f u l l 160. 

Q. I t ' s my understanding Southwest does have an 

i n t e r e s t i n the J u l i e Com Number 2? 

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

Q. Conoco does not have an i n t e r e s t i n the Dagger 

IA? 

A. That's r i g h t . Well, we went nonconsent i n t h a t 

w e l l . 

Q. You went nonconsent under the p o o l i n g agreement? 

Under the f o r c e - p o o l i n g order? 

A. That was an agreement we reached w i t h them 

outsid e of the po o l i n g order. 

MR. KELLAHIN: Mr. Examiner, Conoco went 

nonconsent under the pool i n g p r o v i s i o n s f o r what i s 

i d e n t i f i e d now as the Dagger IA. We s t i l l have an 
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i n t e r e s t . 

THE WITNESS: Yes. 

MR. KELLAHIN: I'm not sure t h a t payout has been 

achieved, and so — 

THE WITNESS: We come back i n a f t e r payout. 

Q. (By Examiner Catanach) I see. 

Mr. Hoover, are Conoco and Southwest the only 

i n t e r e s t owners i n the J u l i e Com 2? 

A. That's c o r r e c t now, since we've purchased S c a r l e t 

Nunes 1s i n t e r e s t . 

Q. Okay. Do you have any knowledge of whether the 

Nunes i n t e r e s t was acquired by Southwest? 

A. Conoco acquired a l l of her i n t e r e s t s i n the n o r t h 

h a l f of Section 17. 

Q. I see. Do you have any knowledge as t o the 

i n t e r e s t ownership i n the Dagger IA? 

A. I cannot t e l l you about t h a t . I know t h a t t h e r e 

were some d i f f e r e n t i n v e s t o r s , Southwest P r o j e c t , f o r t h a t 

w e l l . But t h a t would be a s p l i t - o u t i n t h e i r p o r t i o n of 

the i n t e r e s t s , not i n Conoco's. 

Q. W i l l t h i s proposed s p l i t of these — of t h i s 

p r o r a t i o n u n i t , w i l l i t have any k i n d of adverse e f f e c t on 

any i n t e r e s t owner i n t h i s acreage? 

A. I cannot see t h a t i t would. 

Q. Two main issues we're deal i n g w i t h i s whether or 
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not t o e s t a b l i s h the nonstandard spacing u n i t and how t o 

a l l o c a t e the allowables — 

A. Yes. 

Q. — t o the spacing u n i t . 

You're proposing t h a t we i n i t i a l l y assign these 

w e l l s an allowable of 350 b a r r e l s a day, and t h a t be 

adjusted — you be able t o take t h a t t o the D i s t r i c t O f f i c e 

t o a d j u s t t h a t 

I s t h i s on some ki n d of a f i x e d time i n t e r v a l ? 

Once every s i x months or once a year or something? 

A. I wouldn't propose t h a t they n e c e s s a r i l y change 

t h a t o f t e n . There might be a s i g n i f i c a n t change w i t h the 

d r i l l i n g of a new w e l l or w i t h a major workover. 

Once t h a t type of s h i f t i s made, I don't 

a n t i c i p a t e — I wouldn't a n t i c i p a t e t h a t happening more 

than once or twice i n the l i f e of the p r o j e c t , I would 

t h i n k . I don't t h i n k we're t a l k i n g about a r e a l o f t e n 

occurrence. 

Q. Mr. Hoover, the J u l i e Well Number 2 was d r i l l e d 

i n 1992; i s t h a t correct? 

A. J u l i e Com 2, yes. 

Q. And completed i n 1992? 

A. Completion was probably e a r l y 1993. I t was a f t e r 

the hearing. 

Q. Mr. Hoover, do you have i n f o r m a t i o n as t o when 
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the Dagger Draw A Well Number 1 was d r i l l e d and/or 

completed? 

A. I do not have the dates on t h a t w i t h me. 

MR. KELLAHIN: We can provide those t o you, Mr. 

Examiner. 

Q. (By Examiner Catanach) Do you have — not 

anything s p e c i f i c , but do you have a general i n d i c a t i o n 

when t h a t w e l l might have been d r i l l e d ? 

A. 1*11 j u s t have t o look t h a t up. I don't know. 

Q. Okay. Have — Do you know i f both w e l l s have 

been producing since they've been d r i l l e d ? 

A. They have been producing, yes. 

Q. Have they been producing on a s p l i t - a l l o w a b l e -

type s i t u a t i o n ? 

A. Neither w e l l has been capable of producing more 

than h a l f of the allowable, so r e a l l y i t has not been an 

issue t o t h i s p o i n t . 

But t h a t ' s the assumption t h a t Conoco and 

Southwest were working upon, was a 50-percent s p l i t . 

Q. Mr. Hoover, are you f a m i l i a r w i t h the p r o v i s i o n s 

of Ordering Paragraph Number (17) of R-9673-A? 

A. Yes. 

Q. What i s your understanding of t h a t o r d e r i n g 

paragraph? 

A. My understanding was t h a t once the two w e l l s were 
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completed and s u f f i c i e n t t e s t i n g had been done, we would 

come back and resolve t h i s issue. 

Q. Do you know i f the completion of the Dagger Draw 

A Well Number 1 was less than 90 days ago? 

A. No, i t has not been less than 90 days. 

Q. I s i t your understanding t h a t under the 

p r o v i s i o n s of t h a t o rdering paragraph, t h a t f o l l o w i n g — 

not more than 90 days f o l l o w i n g f i r s t p r oduction from the 

Dagger Draw A Well Number 1, t h a t both w e l l s would 

e f f e c t i v e l y not even have an allowable? 

A. That's c e r t a i n l y a p o t e n t i a l i n t e r p r e t a t i o n of 

t h i s . 

EXAMINER CATANACH: Okay. Mr. K e l l a h i n , I t h i n k 

we need some more i n f o r m a t i o n subsequent t o the hearing. 

MR. KELLAHIN: Yes, s i r . 

EXAMINER CATANACH: I f you can, some completion 

dates f o r the Dagger Draw A Number 1, and probably a c t u a l 

p r o d u c t i o n f i g u r e s from the time the w e l l s were completed 

and producing up u n t i l the present time. 

MR. KELLAHIN: I should have thought t o do t h a t , 

Mr. Examiner, and i t ' s not a v a i l a b l e on the ONGARD system 

y e t , so we w i l l have both Southwest and Conoco provide the 

completion r e p o r t s plus the t a b u l a t i o n of monthly 

production f o r the hydrocarbons produced from both w e l l s . 

Q. (By Examiner Catanach) Mr. Hoover, how was t h i s 
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discovered, t h a t i t was a good idea t o b r i n g t h i s back i n 

f o r hearing? 

A. This was discovered on the f i l i n g of a separate 

case by Conoco t o d r i l l an a d d i t i o n a l w e l l i n U n i t A of 

Section 17. 

Q. The subject of the next case? 

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

MR. KELLAHIN: Mr. Examiner, f o r your 

i n f o r m a t i o n , Mr. Stogner brought t o my a t t e n t i o n when we 

f i l e d the a p p l i c a t i o n f o r the J u l i e Com w e l l , back i n 

February, he reminded me t h a t we had neglected t o att e n d t o 

the remaining unresolved issues i n t h i s Order. And having 

been reminded then, Mr. Hoover and I immediately got a f t e r 

i t . 

We apologize f o r not doing i t sooner. We have no 

excuse, we simply d i d n ' t do i t . I t was overlooked, and we 

apologize. 

EXAMINER CATANACH: Okay. I s there anything you 

would l i k e t o add, Mr. K e l l a h i n , or Mr. Cooter, t o t h i s ? 

MR. COOTER: I f I may, a couple of your questions 

presented a problem. 

One i s t h a t subsequent t o the d r i l l i n g of — the 

completion of the f i r s t w e l l up i n the n o r t h h a l f of the 

quart e r s e c t i o n , Southwest Royalty's d r i l l i n g of the Dagger 

Draw w e l l s t o the south h a l f of t h a t q u a r t e r s e c t i o n , 
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Conoco and Yates resolved t h e i r d i f f e r e n c e s , as were f i r s t 

mentioned i n t h a t p r i o r hearing. 

And pursuant t o the terms of t h a t s ettlement, 

Conoco assigned h a l f - i n t e r e s t i n the Yates leases back t o 

Yates. Their d i f f e r e n c e s concerned — put i n quotes, 

payout, and then, i f payout had occurred, i n quotes, when? 

They amicably resolved t h a t and took care of the 

problem by reassigning h a l f - i n t e r e s t i n those Yates leases 

t o Yates. That was e f f e c t i v e A p r i l 1 of 1993, a f t e r both 

of these w e l l s had been d r i l l e d and completed. 

From one of your questions, I may have made the 

wrong infer e n c e , but the ownership under the q u a r t e r 

s e c t i o n remains as i t was and i s unaffected by what the 

p a r t i e s seek a t t h i s time. 

You asked a question about the p r a c t i c a l aspect 

of m o n i t o r i n g the D i v i s i o n of a s i n g l e a l l o w a b l e , should 

circumstances a r i s e i n the f u t u r e . 

I don't know t h a t t h a t would have t o be done on 

any p a r t i c u l a r time basis, but i f the p a r t i e s , by the 

d r i l l i n g of a second w e l l by Conoco, reworking of the w e l l 

by Southwest R o y a l t i e s , encounters a problem where t h e i r 

r e s p e c t i v e w e l l or w e l l s can produce i n excess — together, 

c o n s i d e r i n g them together, produce i n excess of a standard 

allowable t h a t remains a t 700 b a r r e l s , or i f i t ' s changed 

i n some way, then I t h i n k t h a t i s the time t h a t the two 
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p a r t i e s , both Southwest Royalties and Conoco, seek t o go 

back t o the D i s t r i c t O f f i c e and provide t h a t . . . 

As an example, i f Conoco d r i l l s i t s second w e l l 

and the two w e l l s together can produce 500 b a r r e l s per day, 

and the Southwest w e l l can only produce 2 00 b a r r e l s per 

day, t h a t ' s when I t h i n k t h a t — when those circumstances 

a r i s e , t h a t they seek t o go t o your D i s t r i c t O f f i c e , t o 

a l e r t or t o o b t a i n permission t o d i v i d e t h a t 700 allowable 

i n a way d i f f e r e n t than the 350 b a r r e l s t o each. 

On the other hand, i f through t h e i r j o i n t a c t i o n 

both p a r t i e s can produce from t h e i r w e l l or w e l l s i n excess 

o f , when considered together, 700 b a r r e l s , and each one 

considered separately can produce more than 350 b a r r e l s , 

then t h a t l i m i t , I t h i n k , comes onto i t , as I understand 

the agreement. 

Q. (By Examiner Catanach) Mr. Hoover, under the 

terms of t h i s agreement, of the allowable agreement, would 

Conoco and Southwest have t o agree on how the allowable 

would be s p l i t before you went t o the D i s t r i c t O f f i c e ? 

A. I t h i n k i f we d i d n ' t , i t would be very d i f f i c u l t 

t o r e s o l v e a t t h a t l e v e l . 

EXAMINER CATANACH: Okay. I t h i n k t h a t ' s a l l I 

have, Mr. K e l l a h i n . 

MR. KELLAHIN: A l l r i g h t , s i r . I n a d d i t i o n t o 

the completion r e p o r t s and the production data f o r each of 
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the w e l l s , i s there anything else i n terms of data you 

would l i k e us t o submit? 

EXAMINER CATANACH: I don't t h i n k so. I t h i n k 

t h a t ' s a l l I ' l l probably need. 

MR. KELLAHIN: A l l r i g h t , s i r . 

EXAMINER CATANACH: There being nothing f u r t h e r 

i n t h i s case, Case 10,240 w i l l be taken under advisement. 

Tom, can you send i n a rough order on t h i s ? 

MR. KELLAHIN: Yes, s i r . 

(Thereupon, these proceedings were concluded a t 

11:28 a.m.) 
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