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STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 
S t a t e Land O f f i c e B u i l d i n g 

Santa Fe, New Mexico 

11 September 1985 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n o f Chama Petroleum Com- CASE 
pany f o r compulsory p o o l i n g , Eddy 8703 
County, New Mexico. 

BEFORE: G i l b e r t P. Quintana, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the O i l Conservation J e f f T a y l o r 
D i v i s i o n : Legal Counsel t o the D i v i s i o n 

O i l Conservation D i v i s i o n 
S t a t e Land O f f i c e Bldg. 
Santa Fe, New Mexico 87501 

For the A p p l i c a n t : W i l l i a m F. Carr 
A t t o r n e y a t Law 
CAMPBELL & BLACK P. A. 
P. O. Box 2208 
Santa Fe, New Mexico 87501 
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MARK NEARBURG 

D i r e c t Examina t ion by Mr. Carr 

Cross Examina t i on by Mr. Quintana 

E X H I B I T S 

Chama E x h i b i t One, P l a t 

Chama E x h i b i t Two, L i s t 

Chama E x h i b i t Three, AFE 

Chama E x h i b i t Four, Correspondence 

Chama E x h i b i t F i v e , L e t t e r s 
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MR. QUINTANA: We'll c a l l the 

l a s t case o f the day, Case 8703. 

MR. CARR: Mr. Examiner, my name 

i s W i l l i a m F. Carr, w i t h t h e law f i r m Campbell and Black, P. 

A., o f Santa Fe, appearing on b e h a l f o f the A p p l i c a n t , Chama 

Petroleum Company. 

I have one witn e s s who needs t o 

be sworn. 

(Witness sworn.) 

MARK NEARBURG, 

being c a l l e d as a w i t n e s s and being d u l y sworn upon h i s 

oath , t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q Would you s t a t e your f u l l name and place 

of residence? 

A I'm Mark K. Nearburg, D a l l a s , Texas. 

Q Mr. Nearburg, by whom are you employed 

and i n what c a p a c i t y ? 

A I'm employed by Chama Petroleum Company. 

:: manage the land aspects o f the business and oversee the 



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 

4 

f i n a n c i a l operations. 

Q Now, how would you describe Chama Petro­

leum Company? 

A Chama Petroleum Company i s a family-owned 

company, consisting of my brother and myself. We're a small 

independent o i l and gas operator. 

Q And you are one of the owners of the com­

pany? 

A Yes. 

Q Have you previously t e s t i f i e d before t h i s 

Commission and had your c r e d e n t i a l s as a landman accepted 

and made a matter of record? 

A Yes. 

Q Are you f a m i l i a r w i t h the a p p l i c a t i o n 

f i l e d i n t h i s case on behalf of Chama? 

A Yes, I am. 

Q And are you f a m i l i a r w i t h the subject 

area? 

A Yes. 

Q Are the witness' q u a l i f i c a t i o n s accep­

table? 

MR. QUINTANA: Did you say you 

have experience as a landman and you are a part owner of the 

company? 

A Yes. 
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MR. QUINTANA: Did you say you 

had t e s t i f i e d b e f o r e ? 

A Yes . 

MR. QUINTANA: Yes, h i s q u a l i ­

f i c a t i o n s are ac c e p t a b l e . 

Q W i l l you b r i e f l y s t a t e what Chama seeks 

w i t h t h i s a p p l i c a t i o n ? 

A Chama Petroleum Company seeks an ord e r 

f o r compulsory p o o l i n g i n Eddy County, t o pool a l l m i n e r a l 

i n t e r e s t s from t he s u r f a c e t o the base o f the G l o r i e t a Yeso 

f o r m a t i o n u n d e r l y i n g the northwest q u a r t e r southeast q u a r t e r 

o f S e c t i o n 4, Township 19 South, Range 26 East, Eddy County, 

New Mexico, t o be d e d i c a t e d t o the Bogart Well No. 1, l o ­

cated 1980 f e e t from t he south and east l i n e s o f Se c t i o n 4. 

We'd a l s o l i k e t h e Commission t o consider 

the c o s t o f d r i l l i n g and co m p l e t i n g t he w e l l , t h e a l l o c a t i o n 

o f t h e co s t s t h e r e f o r e , as w e l l as o p e r a t i n g c o s t s and char­

ges f o r s u p e r v i s i o n , d e s i g n a t i o n o f Chama Petroleum Company 

as t he o p e r a t o r o f the w e l l and a charge f o r t he r i s k i n v o l ­

ved i n d r i l l i n g s a i d w e l l . 

Q Mr. Nearburg, have you prepared c e r t a i n 

e x h i b i t s f o r i n t r o d u c t i o n i n t h i s case? 

A Yes. 

Q Would you r e f e r t o what has been marked 

f o r i d e n t i f i c a t i o n as Chama E x h i b i t Number One, i d e n t i f y 
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t h i s , and review i t f o r Mr. Quintana? 

A This i s a land map showing the s u b j e c t 

p r o r a t i o n u n i t c o l o r e d i n y e l l o w . The s u b j e c t w e l l i s i n d i ­

cated by the orange t r i a n g l e . 

Q Does i t show the ownership i n the gene r a l 

area? 

A No, the ownership i n the general area, 

s p e c i f i c a l l y the p r o r a t i o n u n i t , i s E x h i b i t Number Two. 

Q What i s the p r i m a r y o b j e c t i v e i n the p r o ­

posed w e l l ? 

A The G l o r i e t a Yeso o i l p r o d u c t i o n . 

Q Would you now go t o Chama E x h i b i t Number 

Two, i d e n t i f y t h i s and review i t f o r Mr. Quintana? 

A This i s an ownership breakdown f o r the 

p r o r a i t o n u n i t , l i s t i n g t h e l e s s o r s , the m i n e r a l i n t e r e s t 

they have i n the p r o r a t i o n u n i t , the lease s t a t u s o f the 

l e s s o r s , and the r o y a l t y r a t e s on the leases i n e f f e c t . 

Q And why we are here today i s seeking an 

order p o o l i n g t h e i n t e r e s t o f the t h r e e i n t e r e s t owners who 

are i n d i c a t e d on E x h i b i t Two as unleased. 

A That i s c o r r e c t . 

Q What percent o f the acreage i n the p r o r a ­

t i o n u n i t has been v o l u n t a r i l y committed t o the s u b j e c t 

w e l l ? 

A 83.3 p e r c e n t . 
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Q A l l r i g h t , Mr. Nearburg, would you now go 

t o E x h i b i t Number Three and i d e n t i f y t h a t and review i t , 

please? 

A E x h i b i t Number Three i s an AFE f o r the 

proposed w e l l . 

The c o s t t o casi n g p o i n t i s $112,855. 

The c o m p l e t i o n c o s t s are $188,375; completed w e l l c o s t s , 

$301,230. 

Q Are these c o s t s i n l i n e w i t h what's being 

charged by o t h e r o p e r a t o r s i n the area f o r s i m i l a r w e l l s ? 

A Yes, they a r e . They're based on d i s c u s ­

sions w i t h those o p e r a t o r s . 

Q And who i n p a r t i c u l a r have you been t a l k ­

i n g t o and r e l y i n g on t h e i r f i g u r e s ? 

A Ralph Nix and t h e i r engineers, who we've 

had d i s c u s s i o n s w i t h , and i t i s a l s o based on our o p e r a t i o n s 

o f t he w e l l i n S e c t i o n 5 i n the Yeso G l o r i e t a f o r m a t i o n . 

Q Would you please summarize f o r the Exam­

i n e r the e f f o r t s t h a t have been made by Chama t o l o c a t e and 

o b t a i n the v o l u n t a r y j o i n d e r o f a l l i n t e r e s t owners i n the 

proposed spacing u n i t ? 

A Okay. I would r e f e r t h e D i v i s i o n t o Ex­

h i b i t Number Four, which are correspondence, l e t t e r s between 

the v a r i o u s p a r t i e s , Chama and the people we are seeking t o 

f o r c e p o o l . 
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Rather than read each l e t t e r , I w i l l r e ­

view b r i e f l y what we've done and the Commission can go t o 

the l e t t e r s i f they need f u r t h e r i n f o r m a t i o n . 

We s t a r t e d working on t h i s p rospect i n 

1982. I n 1983 I co n t a c t e d the t h r e e i n t e r e s t owners. They 

were — p r e f e r r e d t o w a i t u n t i l we were ready t o d r i l l t o 

make any k i n d o f an agreement. 

I c o n t a c t e d them again t h i s summer and 

the long and s h o r t o f i t i s we have n o t reached agreement. 

Q How do your o f f e r s compare w i t h the 

leases t h a t you've a c t u a l l y be able t o o b t a i n w i t h o t h e r i n ­

t e r e s t owners i n the spacing u n i t ? 

A The o t h e r i n t e r e s t owners i n the u n i t 

have p r o v i d e d leases t h a t we f e e l enable us and j u s t i f y t h e 

d r i l l i n g o f the w e l l . 

The i n t e r e s t owners we are seeking t o 

f o r c e pool we f e e l are being unreasonable i n t h e i r demands 

and lease terms and I would l i k e t o p o i n t out t o the Commis­

si o n t h a t s p e c i f i c a l l y one o f the leases from the F i r s t 

N a t i o n a l Bank o f Lubbock i s a 3 / l 6 t h s r o y a l t y lease from 

t h e i r T r u s t Department, and i t i s based on the f a c t t h a t 

they have e x i s t i n g p r o d u c t i o n i n t h e area and th e y r e a l i z e 

the r i s k i n v o l v e d i n d r i l l i n g these w e l l s and they have made 

us a lease t h a t we accept and the o t h e r gentleman, as you 

w i l l see i n your l e t t e r s , requested q u a r t e r r o y a l t y leases 
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l i m i t i n g the p r o r a t i o n u n i t s and l i m i t e d t o 100 f e e t below 

t o t a l depth d r i l l e d , and as you read t he l e t t e r s , y o u ' l l see 

what the problems are t h a t were encountered w i t h those 

terms. 

Q So i n essence, t he bottom l i n e i s you 

have not been able t o reach v o l u n t a r y agreement f o r develop­

ment o f t h i s spacing u n i t . 

A No. 

Q I n your o p i n i o n has Chama made a good 

f a i t h e f f o r t t o o b t a i n t h e i r j o i n d e r ? 

A A b s o l u t e l y . 

Q And Chama has d r i l l e d o t h e r G l o r i e t a Yeso 

w e l l s i n the immediate area? 

A Yes. 

Q And where are they? Are they -- how 

close? 

A There's a w e l l i n the northwest q u a r t e r 

southwest q u a r t e r o f S e c t i o n 5 o f 19 South, 26 East, approx­

i m a t e l y one m i l e west o f t h i s l o c a t i o n . 

Q Now you have r e f e r r e d t o E x h i b i t Number 

Four. Would you now i d e n t i f y E x h i b i t Number Five f o r the 

Examiner? 

A E x h i b i t Number Five are n o t i c e s o f f o r c e d 

p o o l i n g mailed t o the v a r i o u s i n t e r e s t s t h a t we are p o o l i n g 

h e r e . 
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Q And have r e t u r n receipts been received 

from each of the i n d i v i d u a l s who are the subject of today's 

pooling hearing? 

A Yes, they have. 

Q And are those attached to E x h i b i t Number 

Five? 

A Yes. 

Q Are you prepared t o make a recommendation 

to Mr. Quintana as t o the r i s k f a c t o r that should be asses­

sed against these i n d i v i d u a l s ? 

A Yes, we are. 

We f e e l t h a t the p o s s i b i l i t i e s of making 

a w e l l here, i t i s a high r i s k s i t u a t i o n ; there i s no guar­

antee. There's a very good p o s s i b i l i t y we w i l l d r i l l e i t h e r 

a dry hole or a marginal w e l l , based on problems i n the 

operations of these types of w e l l s , and I ' l l go i n t o those, 

i f you l i k e . 

Q I t h i n k i f you would at t h i s time, 

please. 

A Yes. We f e e l t h a t the primary r i s k i s 

that we are stepping out from known production. We can show 

the Commission t h a t as v/e do come south from e x i s t i n g pro­

duction north of us, the wells do r a d i c a l l y decrease and 

are h i g h l y v a r i a b l e i n t h e i r production rates. 

We f e e l t h a t we know tha t without a s a l t 
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water d i s p o s a l w e l l development cannot take place i n t h i s 

area, and I can g i v e you some s p e c i f i c examples, i f you 

l i k e , o f o p e r a t o r s w i t h w e l l s t h a t are shut i n because o f 

the h i g h volumes o f water t h a t you produce w i t h the o i l . 

A l s o , the c o r r o s i v e n e s s and the poor 

q u a l i t y o f the water make o p e r a t i o n s d i f f i c u l t . You can 

have a l o t o f workovers. 

V7e a l s o f e e l one t h i n g t h a t ' s very impor­

t a n t i s the v a r i a t i o n i n t h e w e l l q u a l i t y even w i t h s i m i l a r 

c o m p l e t i o n techniques from w e l l t o w e l l . 

Q I f t h e r e are a l l o f these problems, why 

i s Chama going forward w i t h development? 

A We f e e l i n t h i s area you cannot look a t 

one w e l l and decide t h a t i t ' s an econmic, v i a b l e v e n t u r e . 

You have t o lo o k a t a s i t u a t i o n where you might d r i l l t wenty 

or t h i r t y w e l l s over t i m e , r e a c h i n g some economics o f scale 

and having a s a l t water d i s p o s a l w e l l enables you t o keep 

your o p e r a t i n g c o s t s down enough t h a t these w e l l s can p r o ­

duce enough o i l t o be p r o f i t a b l e , b u t you don't know u n t i l 

a f t e r you've produced a w e l l f o r q u i t e a w h i l e a f t e r you've 

completed i t . There are s i g n i f i c a n t drops i n the p r o d u c t i o n 

r a t e s from t he i n i t i a l p o t e n t i a l s t o s t a b i l i z e d f l o w r a t e s . 

Q Do you b e l i e v e t h e r e ' s a chance you could 

d r i l l a w e l l i n t h i s area t h a t wouldn't be a commercial suc­

cess? 
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A Yes, i n terms o f an economic q u e s t i o n , 

you could d r i l l a w e l l and have p r o d u c t i o n b u t again i t 

could be a v e r y m a r g i n a l or not an economic v e n t u r e . 

Q Do you have lease e x p i r a t i o n s i n the 

area? 

A Yes, v/e do. We would request t h a t t h e 

Commission e x p e d i t e t h i s o rder on t h i s h e a r i n g . We have an 

October 2nd e x p i r a t i o n date on the t r a c t t h a t we propose t o 

d r i l l . V/e would have come t o the Commission sooner i f we 

had not thought t h a t agreement would be reached w i t h these 

p a r t i e s . Now, we have the lease r e t u r n e d we mailed t o the 

p a r t i e s ; i t d i d not come back the way t h a t we had intended 

f o r the agreement t o be reached between us, and so now we're 

here and we're under a ve r y t i g h t time l i m i t . 

I would l i k e t o p o i n t out t h a t when i t 

was apparent we would not reach agreement I mailed AFE's and 

i n the l e t t e r t o these t h r e e people on September 3rd or 4 t h 

— l e t me s t a r t over. 

When we r e a l i z e d we'd be a t the f o r c e d 

p o o l i n g we sent AFE's and No t i c e s o f Force P o o l i n g t o these 

p a r t i e s . They were r e c e i v e d on September 3rd and 4 t h by 

these p a r t i e s and I have r e t u r n r e c e i p t s i n D a l l a s I can 

pr o v i d e you, i f you'd l i k e . 

And we would l i k e t o ask the Commission 

to e x p e d i t e t h i s o rder so t h a t we're not f o r c e d i n t o a p o s i -
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t i o n o f d r i l l i n g t h i s w e l l w i t h o u t a l l the i n t e r e s t i n c l u d e d 

i n the u n i t . I t o n l y takes about a week t o d r i l l these 

w e l l s , so we would a p p r e c i a t e an e x p e d i t i o u s o r d e r . 

Q Mr. Nearburg, have you an e s t i m a t e o f 

overhead and a d m i n i s t r a t i v e c o s t s w h i l e d r i l l i n g the w e l l 

and a l s o w h i l e producing i t i f , i n f a c t , i t i s s u c c e s s f u l ? 

A Yes. We propose an overhead r a t e f o r 

d r i l l i n g o f $3500 and a monthly o p e r a t i n g overhead o f $380. 

Q Are these f i g u r e s i n l i n e w i t h what's 

being charged by o t h e r o p e r a t o r s i n the area? 

A Yes, t h e y a r e . 

Q Do you recommend t h a t these f i g u r e s be 

i n c o r p o r a t e d i n t o the o r d e r which r e s u l t s from today's 

hearing? 

A Yes. 

Q Does Chama Petroleum Company seek t o be 

designated o p e r a t o r o f t h e proposed w e l l ? 

A Yes. 

Q I n your o p i n i o n , Mr. Nearburg, w i l l 

g r a n t i n g t h i s a p p l i c a t i o n be i n the b e s t i n t e r e s t o f 

c o n s e r v a t i o n , the p r e v e n t i o n o f waste, and the p r o t e c t i o n o f 

c o r r e l a t i v e r i g h t s ? 

A Yes. 

Q Were E x h i b i t s One through Five prepared 

by you or compiled under your d i r e c t i o n and s u p e r v i s i o n ? 
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A Yes. 

MR. CARR: At t h i s t i m e , Mr. 

Quintana, we would o f f e r i n t o evidence Chama E x h i b i t s One 

throu g h F i v e . 

MR. QUINTANA: E x h i b i t s One 

through Five w i l l be entered as evidence i n Case R703. 

MR. CARR: I have n o t h i n g f u r ­

t h e r on d i r e c t o f Mr. Nearburg. 

CROSS EXAMINATION 

BY MR. QUINTANA: 

Q Mr. Nearburg, t he term o f the o p e r a t i n g 

agreement t h a t you requested, o r no, excuse me, not the 

o p e r a t i n g agreement, l e a s i n g o f the p o r t i o n s o f the -- o f 

the p r o p e r t y t h a t hasn't been leased, were your o f f e r s i n 

l i n e w i t h what o t h e r people had been o f f e r e d i n the area? 

A We made a b e t t e r o f f e r than most — w e l l , 

n o t , o f course, t h a t ' s always a h i g h l y c o n f i d e n t i a l area, 

but I've worked t he records i n t h i s area f o r , w e l l , s ince 

1981, working t h i s land and a d j o i n i n g t r a c t s , and you w i l l 

see v e r y few leases over 3 / l 6 t h s . 

I would l i k e t o p o i n t out t h a t we have 

accepted a 1/4 r o y a l t y l e a s e . Y o u ' l l n o t i c e t h a t we agreed 

t o accept t he 1/4 r o y a l t y l e a s e , however, we d i d not f e e l 

t h a t b e ing -- gi v e n t he land s t a t u s which was the way the 
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t r a c t i s -- see, t h i s i s a 60-acre m i n e r a l i n t e r e s t , and 

they wanted t o l i m i t us t o the p r o r a t i o n u n i t . 

We have had o t h e r people, such as Mar­

s h a l l and Winston, j u s t f o r example, g i v e us l / 4 r o y a l t y 

leases not l i m i t e d t o the p r o r a t i o n u n i t , and they have ex­

p e r i e n c e i n t h i s area and they understood t h a t you d i d have 

t o have f l e x i b i l i t y t o develop, which we f e l t t h a t we were 

not being allowed here. 

Q And then the o t h e r people t h a t d i d not 

agree, t h e y were ask i n g f o r terms way above what o t h e r 

people had been accepting? 

A I'm confused on the nouns i n your ques­

t i o n . The o t h e r people would be --

Q W e l l , t h e r e was t h r e e people i n v o l v e d 

t h a t d i d not v o l u n t a r i l y agree. 

A R i g h t , a l l o f those t h r e e people are r e p ­

resented by F. H. M i l l s , J r . — 

Q Okay. 

A — r i g h t . 

Q That's where I was mixed up. 

A A l l r i g h t . 

Q I see. 

A We d i d send — a l l o f the n o t i c e s were 

sent t o the i n d i v i d u a l s , though, so t h a t t h e r e was no chance 

t h a t one o f them would not know t h a t t he h e a r i n g was being 
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held. 

MR. QUINTANA: I don't have any­

t h i n g f u r t h e r o f the w i t n e s s . 

A n y t h i n g f u r t h e r i n Case 8703? 

I f n o t . Case 8703 w i l l be taken 

under advisement and the w i t n e s s may be excused. 

I ' l l t r y and e x p e d i t e t h i s o r ­

der. I ' l l t r y and get i t out f o r you. 

MR. NEARBURG: Thank you, very 

mu ch, 

said' 

here r e a l quick, 

MR. QUINTANA: October 2nd, you 

MR. NEARBURG: Yes. 

MR. QUINTANA: That's coming up 

MR. NEARBURG: R i g h t . 

MR. QUINTANA: This h e a r i n g f o r 

Docket Number 27-85 i s hereby adjourned 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY CERTIFY tha t 

the foregoing Transcript of Hearing before the O i l Conserva­

t i o n D i v i s i o n was reported by me; th a t the said t r a n s c r i p t 

i s a f u l l , t r u e , and correc t record of the hearing, prepared 

by me to the best of my a b i l i t y . 

I do r.c , ., ce ., hat the foregoing is 
a compile record of the proceedings In 
the fcxarr.lner hearing of Case No. fl7Q^i 
heard by me on £ & T ~ U 19&ft_. 
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