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1 EXAMINER MORROW: C a l l Case 10112. 

2 MR. STOVALL: A p p l i c a t i o n of Maralex 

3 Resources, I n c . , f o r compulsory p o o l i n g , San Juan 

4 County, New Mexico. 

5 EXAMINER MORROW: Any appearances? 

6 MR. O'HARE: My name i s Mickey O'Hare. I'm 

7 r e p r e s e n t i n g the A p p l i c a n t . 

8 EXAMINER MORROW: A l l r i g h t . Mr. O'Hare, I 

9 would p o i n t out t h i s was an a d m i n i s t r a t i v e 

10 a p p l i c a t i o n , and the op e r a t o r had requested a 

11 2 0 0 - p e r c e n t - r i s k p e n a l t y , which i s hig h e r than i s 

12 u s u a l l y a u t h o r i z e d i n t h i s f i e l d . 

13 This case was a d v e r t i s e d w i t h t h e 

14 Division-recommended 156 percent p e n a l t y . 

15 So w i t h t h a t background, you may go ahead 

16 and proceed, s i r . 

17 MR. O'HARE: Thank you. I've come t o 

18 p r o v i d e a l i t t l e more evidence and t e s t i m o n y t o 

19 support the 200 percent nonconsent p e n a l t y , f o r both 

20 Case 10112 and Case 10113, and recommend t h a t they be 

21 comb i n e d . 

22 EXAMINER MORROW: A l l r i g h t , w e ' l l c a l l 

23 Case 10113 . 

24 MR. STOVALL: A p p l i c a t i o n of Maralex 

25 Resources, I n c . , f o r compulsory p o o l i n g , San Juan 
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1 County, New Mexico. 

2 EXAMINER MORROW: What was your name a g a i n , 

3 s i r ? 

4 MR. O'HARE: Mickey O'Hare. 

5 EXAMINER MORROW: A l l r i g h t , go ahead, Mr. 

6 0 1 Hare. 

7 MR. O'HARE: I haven't p r e v i o u s l y t e s t i f i e d 

8 b e f o r e the D i v i s i o n and would l i k e t o q u a l i f y myself 

9 as an exp e r t w i t n e s s under the d i s c i p l i n e of petroleum 

10 eng inee r i n g . 

11 EXAMINER MORROW: Go ahead, s i r . 

12 THE WITNESS: I rec e i v e d a Bachelor of 

13 Science degree from the New Mexico I n s t i t u t e of Mining 

14 and Technology and went t o work f o r Amoco P r o d u c t i o n 

15 Company i n t h e i r Four Corners D i s t r i c t i n Farmington, 

16 New Mexico, i n 1981, where I became i n v o l v e d i n t h e i r 

17 very e a r l y a ttempts at coal bed methane p r o d u c t i o n , 

18 e x p l o r a t i o n and development. I worked i n Farmington 

19 f o r f o u r y e a r s , and d r i l l e d and completed some of the 

20 e a r l y w e l l s i n the Cedar H i l l F i e l d , as w e l l as t h e 

21 f i r s t w e l l s t h a t Amoco d r i l l e d i n the Piance Basin and 

22 the Raton Basin. I also d r i l l e d the f i r s t 

23 Amoco-operated c o a l bed methane w e l l s i n the I g n a c i o 

24 area of Colorado. 

25 I n 1985 I was t r a n s f e r r e d t o t h e i r Denver 
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1 o f f i c e where I was assigned t o the r e s e r v o i r group, 

2 and p a r t i c i p a t e d i n t h e i r e a r l y attempts at r e s e r v o i r 

3 s i m u l a t i o n of the Cedar H i l l F i e l d . 

4 I j o i n e d the N a t i o n a l Cooperative R e f i n e r y 

5 A s s o c i a t i o n i n January of 1987, where I was a d i s t r i c t 

6 engineer over t h e i r Four Corners and Midland 

7 D i s t r i c t s . Under my d i r e c t i o n and s u p e r v i s i o n and 

8 recommendations, NCRA developed t h e i r I g n a c i o 

9 F r u i t l a n d Coal bed methane reserves under two separate 

10 I n d i a n l e a s e s , Southern Ute I n d i a n t r i b a l l e a s e s . 

11 I n January of t h i s year I l e f t NCRA and 

12 co-founded Maralex Resources, I n c o r p o r a t e d , and 

13 c u r r e n t l y serve as p r e s i d e n t of the company. I am a 

14 R e g i s t e r e d P r o f e s s i o n a l Engineer i n the s t a t e of 

15 Colorado. 

16 EXAMINER MORROW: We accept your 

17 q u a l i f i c a t i o n s . 

18 THE WITNESS: Thank you. Do I need t o be 

19 sworn in? 

20 EXAMINER MORROW: Yes, you need t o be sworn 

21 i n . 

2 2 A. M. "MICKEY" O'HARE, P.E. 

23 The wi t n e s s h e r e i n , a f t e r having been f i r s t d u l y sworn 

24 upon h i s o a t h , t e s t i f i e d as f o l l o w s : 

25 THE WITNESS: As you s t a t e d , Mr. Examiner, 
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1 we d i d r e c e i v e a l e t t e r from the D i v i s i o n s t a t i n g t h a t 

2 the precedent had been set f o r 156 percent r i s k 

3 p e n a l t y f o r the F r u i t l a n d Coal Bed Methane p r o d u c t i o n 

4 from the San Juan Basin. The pri m a r y t h r u s t of our 

5 argument today i s going t o be t h a t t h a t 156 p e r c e n t , 

6 or any set r i s k p e n a l t y a p p l i e d across the b a s i n , i s 

7 not e q u i t a b l e as i t does not p r o v i d e comparable 

8 economics i n terms of payouts, r a t e of r e t u r n s , and 

9 present worth at 15. 

10 I have prepared E x h i b i t #10 t o hel p c l a r i f y 

11 t h a t p o s i t i o n and i l l u s t r a t e i t . This e x h i b i t shows 

12 t h a t the economics from one area of the San Juan Basin 

13 v a r i e s very d r a s t i c a l l y t o the next area of the San 

14 Juan Basin. Our l i t t l e p r o j e c t happens t o be i n an 

15 area of the basin t h a t i s not as e c o n o m i c a l l y 

16 a t t r a c t i v e as c e r t a i n o t h e r areas i n the b a s i n . 

17 The Cedar H i l l F i e l d c u r r e n t l y can be 

18 developed at c a p i t a l costs of about $400,000. I n i t i a l 

19 o p e r a t i n g c o s t s i n t h a t f i e l d c u r r e n t l y run about 

20 $2,500 per month. On low end, i n i t i a l r a t e s from t h a t 

21 f i e l d w i l l average about 500 Mcf a day, and we have 

22 shown a peak r a t e of a m i l l i o n a day. There have been 

23 some w e l l s i n the f i e l d t h a t have produced up t o two 

24 m i l l i o n c u b i c f e e t of gas a day. 

25 The payouts, using those numbers, i s about 
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1 11.9 months. The present worth at 15, di s c o u n t e d 15 

2 p e r c e n t , i s about $310,000, and t h a t i s assuming a 

3 r i s k p e n a l t y of 156 p e r c e n t . A f t e r t h a t - - i n o t h er 

4 words, a f t e r the o p e r a t o r o b t a i n s t h a t r e t u r n on 

5 investment of 156 p e r c e n t , he no longer has any 

6 i n t e r e s t i n the w e l l . Those economics r e s u l t i n an 

7 i n t e r n a l r a t e of r e t u r n of 56.9 p e r c e n t . 

8 Going t o Mer i d i a n ' s 30-6 U n i t , c a p i t a l 

9 costs can run as h i g h as $800,000 i n c l u d i n g d i s p o s a l 

10 and compression c o s t s . I n i t i a l o p e r a t i n g c o s t s are as 

11 h i g h , i n f a c t sometimes hi g h e r than $3,500 a month, 

12 but t h e i r i n i t i a l r a t e s , again on the low end, average 

13 somewhere around two m i l l i o n cubic f e e t of gas a day, 

14 and we're showing a low-end peak r a t e of four m i l l i o n 

15 a day. Again, t h e r e are w e l l s i n t h a t u n i t t h a t are 

16 pr o d u c i n g i n excess of 20 m i l l i o n cubic f e e t of gas a 

17 day. 

18 The payout f o r what we've shown here i s , a 

19 low-case average w e l l , i s o n l y 9.4 months; disc o u n t e d 

20 present worth at 15 percent i s $666,000. Again, 

21 assuming a r i s k p e n a l t y of 156 perc e n t and no i n t e r e s t 

22 i n the w e l l a f t e r t h a t r e t u r n on investment has been 

23 garnered by the o p e r a t o r . The i n t e r n a l r a t e of r e t u r n 

24 f o r t h a t same p r o j e c t , i n d i v i d u a l w e l l i n t h a t 

25 p r o j e c t , i s b e t t e r than 66 p e r c e n t . 
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1 I n the I g n a c i o area of Colorado, we're 

2 l o o k i n g at again c a p i t a l costs on the order of 

3 $800,000, i n c l u d i n g a deep d i s p o s a l w e l l and 

4 compression c o s t s . Operating c o s t s i n i t i a l l y are 

5 about $2,500 a month; i n i t i a l r a t e s are about 500 Mcf 

6 a day and peak r a t e s may be as good as a m i l l i o n cubic 

7 f e e t of gas a day. The p a y o f f f o r t h a t p r o j e c t i s 

8 about 30.7 months. Discounted present worth at 15 

9 percent i s $333,000, and the i n t e r n a l r a t e of r e t u r n 

10 i s about 28 p e r c e n t . 

11 For our Aztec area p r o j e c t , we have 

12 p r o j e c t e d c a p i t a l c o s t s of $236,000. This i s assuming 

13 t h a t the w e l l s produce e s s e n t i a l l y dry and t h a t they 

14 do not have t o be compressed t o get i n t o the 

15 low-pressure l i n e systems i n the area. Our o p e r a t i n g 

16 c o s t s are lower than the other areas at $1,200 a 

17 month, but our i n i t i a l r a t e s are a l s o s i g n i f i c a n t l y 

18 lower than the other areas. We're l o o k i n g at what we 

19 consider an o p t i m i s t i c r a t e of 100 Mcf a day w i t h a 

20 peak r a t e of 200 a day. That generates a payout of 44 

21 months, a di s c o u n t e d present worth at 15 percent of 

22 $50,000 and an i n t e r n a l r a t e of r e t u r n of almost 21 

23 percent . 

24 Now, t h i s t a b l e was prepared more f o r 

25 comparison sake than t o gi v e an a c t u a l r e p r e s e n t a t i o n 
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1 of averages from these d i f f e r e n t areas. I n oth e r 

2 words, we may have new w e l l s t h a t we haven't taken 

3 i n t o account here t h a t c o u l d s i g n i f i c a n t l y a l t e r t he 

4 r a t e s and the economics t h a t we've shown here. But 

5 the p o i n t i s t h a t the 156-percent p e n a l t y assessed 

6 across the b a s i n does not generate an e q u i t a b l e 

7 economic s i t u a t i o n f o r our area of the b a s i n . 

8 The oth e r p o i n t I want t o make i s t h a t none 

9 of these economics are r i s k e d , so what we're saying i n 

10 the Aztec area i s even though we're showing a 

11 20-percent i n t e r n a l r a t e of r e t u r n , i f you apply a 

12 r i s k f a c t o r t o t h a t , we may be l o o k i n g at as low as a 

13 10 percent r a t e of r e t u r n . 

14 E x h i b i t 11 shows the p r o j e c t e d economics we 

15 have f o r the w e l l i n the southwest q u a r t e r of Se c t i o n 

16 17. There i s a typo on t h i s page c a l l i n g i t the P r i c e 

17 No. 1. I t would a c t u a l l y be the P r i c e No. 2 w e l l . 

18 These economics assume t h a t the r i s k 

19 p e n a l t y i s what Maralex had reque s t e d , 200 p e r c e n t . 

20 Again, i t uses the i n i t i a l r a t e of 100 Mcf a day and 

21 peak r a t e of 200 a day; a gas p r i c e of $1.50 per Mcf, 

22 and i t a l s o assumes t h a t the i n t e r e s t t h a t Maralex 

23 owns i n the area was t i e d up throu g h a farmout 

24 agreement, so i t does i n c l u d e the terms of t h a t 

25 farmout agreement. 
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1 This r e s u l t s i n a payout of 44 months, 

2 d i s c o u n t e d p r e s e n t worth at 15 percent of $67,000; and 

3 i n t e r n a l r a t e of r e t u r n of 20.9 p e r c e n t . Again, t h e r e 

4 i s another typo here. That should be 2.0 f o r t h a t 

5 r e t u r n on investment r a t h e r the 2.9 shown, t o come up 

6 w i t h the 200-percent r i s k p e n a l t y . 

7 The a d d i t i o n a l assumptions made t o generate 

8 these economics i n c l u d e the $1,200 per month o p e r a t i n g 

9 costs i n i t i a l l y w i t h those c o s t s decreasing t o $700 

10 per month a f t e r the t h i r d year and then e s c a l a t i n g at 

11 a r a t e of f i v e percent per year t h e r e a f t e r . Again, 

12 t h e r e has been no r i s k f a c t o r i n c o r p o r a t e d i n these 

13 economics. 

14 What we're saying i s t h a t the immediate 

15 o f f s e t t o t h i s w e l l i s c a l l e d the Simmons No. 1 i n the 

16 northwest q u a r t e r of S e c t i o n 17 operated by M e r i d i a n . 

17 I n our a p p l i c a t i o n f o r compulsory p o o l i n g we noted 

18 t h a t t h a t w e l l i s c u r r e n t l y producing about 65 Mcf a 

19 day, and we are basing our p r o j e c t i o n s on an 

20 assumption t h a t we can improve those r a t e s t o 100 Mcf 

21 a day thr o u g h proper t r e a t m e n t techniques i n t h e 

22 F r u i t l a n d Coal zone. 

23 EXAMINATION 

24 BY EXAMINER MORROW: 

25 Q. What i n t e r e s t do you have i n these two? 
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1 What i s your working i n t e r e s t i n these two? 

2 A. We w i l l have about 38 percent of these two 

3 w e l l b o r e s . Some of t h a t was a c t u a l l y purchased 

4 o u t r i g h t and the remainder was thr o u g h farmout 

5 agreements, but i t was a small i n t e r e s t t h a t was 

6 purchased. 

7 Q. I n the 10112, you had an e i t h e r / o r 

8 p r o p o s a l . How would you pla n t o s o r t out the cost i n 

9 t h a t o p e r a t i o n ? 

10 A. The f i r s t t h i n g we had planned on doing was 

11 going i n t o t h a t B r i m h a l l No. 1 w e l l , p u l l i n g the 

12 t u b i n g and runni n g a casing i n s p e c t i o n l o g and a 

13 cement bond l o g t o determine the c o n d i t i o n of the 

14 w e l l b o r e . And those c o s t s have not been i n c l u d e d i n 

15 the $235,750 t h a t we had AFE'd t o the p a r t n e r s . So 

16 those would be a d d i t i o n a l c o s t s . 

17 I f the w e l l b o r e i s i n a usable s t a t e , then 

18 we would be able t o i n c l u d e those costs i n the AFE f o r 

19 the r e c o m p l e t i o n a t t e m p t . 

20 Q. The $235,000 i s f o r the recompletion? 

21 A. $235,000 i s f o r the d r i l l i n g of a new w e l l . 

22 The r e c o m p l e t i o n a t t e m p t , I b e l i e v e , was $140,000. 

23 Q. You proposed a l l t h i s at once? You pl a n t o 

24 propose i t , f i r s t g i v e them an o p p o r t u n i t y t o 

25 p a r t i c i p a t e i n the r e c o m p l e t i o n , and t h e n — 
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1 A. We gave them an and/or type of p r o p o s a l , 

2 a l l the p a r t n e r s i n here, and e s s e n t i a l l y everybody 

3 came back and s a i d the r i s k i s hi g h enough t o warrant 

4 not doing a n y t h i n g , a p p a r e n t l y . 

5 Q. Are these two w e l l s i n the Aztec area? 

6 A. That's r i g h t . They're r i g h t o u t s i d e the 

7 town of Aztec. 

8 EXAMINER STOGNER: Mike, you reviewed 

9 these. Do you have q u e s t i o n s t o ask? 

10 MR. STOGNER: I do not have any q u e s t i o n s 

11 on E x h i b i t s 10 or 11. 

12 EXAMINER MORROW: Anythin g f u r t h e r , s i r ? 

13 Or, Bob, you may have some ques t i o n s ? 

14 MR. STOVALL: No, I don't have any 

15 q u e s t i o n s . 

16 MR. O'HARE: That's the end of our 

17 t e st imony. 

18 EXAMINER MORROW: Cases 10112 and 10113 

19 w i l l be taken under advisement. 

20 (Thereupon, the proceedings concluded.) 

21 

22 

23 

24 

25 
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