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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

APPLICATION OF CHI ENERGY, INC., FOR 
COMPULSORY POOLING, EDDY COUNTY, 
NEW MEXICO 

CASE NO. 13 ,248 

ORIGINAL 
REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: MICHAEL E. STOGNER, Hearing Examiner 

April 15th, 2004 Z ^ ^ n DivisioB 

Santa p•V a n c» Drive Santa Fe, New Mexico ^^87505 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , MICHAEL E. STOGNER, 

Hearing Examiner, on Thursday, A p r i l 15th, 2004, a t the New 

Mexico Energy, Minerals and Natural Resources Department, 

1220 South Saint Francis Drive, Room 102, Santa Fe, New 

Mexico, 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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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:55 a.m.: 

EXAMINER STOGNER: At t h i s time I ' l l c a l l Case 

Number 13,248. This i s the A p p l i c a t i o n of Chi Energy, 

I n c . , f o r compulsory p o o l i n g , Eddy County, New Mexico. 

C a l l f o r appearances. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe, 

rep r e s e n t i n g the Appli c a n t . I have one witness. 

EXAMINER STOGNER: Any other appearances? 

W i l l the witness please stand t o be sworn? 

(Thereupon, the witness was sworn.) 

JOHN OUALLS. 

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. BRUCE: 

Q. Would you please s t a t e your name and c i t y of 

residence f o r the record? 

A. John Quails, Midland, Texas. 

Q. Who do you work f o r and i n what capacity? 

A. Chi Energy, I n c . , landman. 

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

Di v i s i o n ? 

A. Yes, s i r . 

Q. And were your c r e d e n t i a l s as an expert landman 
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accepted as a matter of record? 

A. Yes, s i r . 

Q. And are you f a m i l i a r w i t h the land matters 

i n v o l v e d i n t h i s case? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, I tender Mr. Quails as 

an expert petroleum landman. 

EXAMINER STOGNER: Mr. Quails i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. Quails, b r i e f l y , what does 

Chi seek i n t h i s case? 

A. We seek an order p o o l i n g the south h a l f of 

Section 3, 22 South, 26 East, from the surface t o the base 

of the Morrow formation f o r a l l pools or o i l formations 

spaced on 320 acres. We also seek t o pool the southeast 

q u a r t e r f o r 160-acre u n i t spacing. 

Q. What i s E x h i b i t 1? 

A. E x h i b i t 1 i s a land p l a t o u t l i n i n g the proposed 

w e l l u n i t . The w e l l i s located a t an orthodox l o c a t i o n 660 

from the south and 660 from the east l i n e . 

Q. And what type of people do you seek t o pool i n 

t h i s w e l l u n i t ? 

A. We seek t o pool a number of unleased m i n e r a l 

owners. 

Q. Okay. R e f e r r i n g t o E x h i b i t 2, could you b r i e f l y 

describe the problem i n g e t t i n g the j o i n d e r of everyone i n 

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 

5 

the south h a l f of Section 3? 

A. E x h i b i t 2 i s a s u b d i v i s i o n p l a t of the south h a l f 

of Section 3. Most of the acreage i s r e s i d e n t i a l 

s u b d i v i s i o n s . There are approximately 105 t r a c t s of land, 

most of which are a few tenths of an acre i n s i z e . Many of 

these i n t e r e s t owners disappeared decades ago and could not 

be lo c a t e d . 

Q. What percentage of the south h a l f of Section 3 

has Chi leased? 

A. We obtained approximately 75 leases from the 

minera l owners, covering about 94 percent of the mineral 

i n t e r e s t . The remainder i s unleased. 

Q. I s E x h i b i t 3 a l i s t of the c u r r e n t l y unleased 

mi n e r a l owners? 

A. Yes. 

Q. And page 1 contains those f o r whom you had a 

cu r r e n t address? 

A. Yes. 

Q. And pages 2 and 3 are the ones who we have no 

address f o r or there i s no cu r r e n t v a l i d address? 

A. Yes. 

Q. Okay — 

EXAMINER STOGNER: Mr. — 

MR. BRUCE: Yes, s i r . 

EXAMINER STOGNER: — Bruce, give me a chance 

STEVEN T. BRENNER, CCR 
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t o — 

MR. BRUCE: Yeah. 

EXAMINER STOGNER: — look over these notes — 

MR. BRUCE: Sure. 

EXAMINER STOGNER: — here, r i g h t quick. 

Okay, Mr. Bruce, continue. I j u s t wanted t o — 

MR. BRUCE: Sure. And Mr. Examiner, i n going 

through t h i s l i s t , t h ere are a couple of d u p l i c a t i o n s . For 

instance, i f y o u ' l l n o t i c e on the f i r s t page of E x h i b i t 3, 

fo u r people down, there's Robert L. Graves and w i f e . And I 

also have them l i s t e d as no v a l i d address on page 2, about 

halfway down. The reason f o r t h a t i s , we d i d have t r o u b l e 

g e t t i n g i n touch w i t h him, and so I a c t u a l l y had him down 

as un l o c a t a b l e , as w e l l as l o c a t a b l e . As a matter of f a c t , 

he has received the A p p l i c a t i o n , and I spoke t o him about a 

week ago. 

But t h e r e are some du p l i c a t e s l i k e t h a t , j u s t 

because we d i d not — we had addresses t h a t we thought were 

good and addresses t h a t we thought were bad, so... 

EXAMINER STOGNER: So when I do see i t d u p l i c a t e d 

i n here, they're not two d i f f e r e n t p a r t i e s or two d i f f e r e n t 

people; they are the same — 

MR. BRUCE: They are the same. 

EXAMINER STOGNER: And i f there's an address such 

as t h i s one, they were located? 

STEVEN T. BRENNER, CCR 
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MR. BRUCE: Yes. 

EXAMINER STOGNER: Thank you. 

Q. (By Mr. Bruce) And approximately how many 

unleased i n t e r e s t s are th e r e , Mr. Quails? 

A. Approximately 40 unleased mineral i n t e r e s t s , I 

be l i e v e . 

Q. Now, i f leases are obtained from any of these 

people, w i l l you n o t i f y the D i v i s i o n ? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, I had — and you had 

requested t h i s — Let me take a step back. There i s a 

fo r c e p o o l i n g order on the south h a l f of 3 f o r the f i r s t 

w e l l i n the w e l l u n i t , which i s i n the southwest q u a r t e r — 

i n the southwest of the southwest of Section 3, and t h a t i s 

Order Number R-12,098. 

As p a r t of t h a t , I have promised t o get you, and 

I have been working on, a l i s t of i n t e r e s t ownership so you 

could see quar t e r s e c t i o n by quarter s e c t i o n , or qu a r t e r 

q u a r t e r s e c t i o n , or h a l f s e c t i o n , what the percentage 

i n t e r e s t s are. And I meant t o have t h a t ready f o r today, 

and i t ' s almost done. With your permission, i f I could 

submit t h a t a f t e r the hearing today? 

EXAMINER STOGNER: Okay, t h i s an e x i s t i n g f o r c e 

p o o l i n g case i n the south h a l f of t h i s Section 3 i n which 

you're here f o r today? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . Yes, s i r . But t h a t order d i d not 

provide f o r an i n f i l l w e l l . And so what I pl a n t o do i s t o 

submit a l i s t t o you, somewhat l i k e E x h i b i t 3 — and I w i l l 

mark i t as E x h i b i t 4 — l i s t i n g the percentage i n t e r e s t s of 

a l l these people. 

EXAMINER STOGNER: Thank you, s i r . 

Q. (By Mr. Bruce) Now, Mr. Quails, i n s o f a r as 

c o n t r o l of the w e l l u n i t , you mentioned t h a t you had about 

94 percent of the mineral i n t e r e s t leased i n the south h a l f 

of Section 3. But as f a r as working i n t e r e s t c o n t r o l , i s 

th e r e a d i f f e r e n t number than that? 

A. Yes, i t ' s approximately 96 percent. There was 

two mineral owners, Roy Barton and E.L. Latham, have now 

j o i n e d i n the w e l l as unleased owners, and they have signed 

an AFE and a JOA. 

Q. And they have approximately a combined 2-percent 

i n t e r e s t ? 

A. Yes. 

Q. Okay. Now, l e t ' s discuss the e f f o r t s of Chi t o 

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

i n t h i s w e l l . What steps d i d Chi take t o lease the south 

h a l f of Section 3? 

A. S t a r t i n g about two or thr e e years ago, T i e r r a O i l 

Company s t a r t e d l e a s i n g the south h a l f of Section 3. We 

checked the county records and the other a v a i l a b l e records 

STEVEN T. BRENNER, CCR 
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and leased those i n t e r e s t owners they could. I t also 

bought some of the minerals. T i e r r a has assigned the 

leases t o us or leased i t s i n t e r e s t t o us. 

Q. Now, was another round of l e a s i n g attempted more 

r e c e n t l y ? 

A. Yes. 

Q. And when d i d t h a t s t a r t ? 

A. S t a r t i n g i n November, 2003, we had T i e r r a contact 

the i n t e r e s t owners f o r whom we had obtained new addresses. 

Most people i n d i c a t e d they wanted t o lease t h e i r i n t e r e s t 

r a t h e r than j o i n i n the w e l l as working i n t e r e s t owners. 

Q. And I be l i e v e since then about what, 15 or 20 

leases were obtained from people? 

A. Yes, s i r , I bel i e v e t h a t ' s r i g h t . 

Q. Okay. O v e r a l l , what types of records were 

searched i n t r y i n g t o loca t e the i n t e r e s t owners? 

A. Records of the county c l e r k , county assessor, 

phone records and I n t e r n e t searches. 

Q. I b e l i e v e t h a t T i e r r a O i l Company also c a l l e d 

neighbors and asked what happened t o c e r t a i n of these 

people we could not locate? 

A. Yes, s i r . 

Q. Did Chi then, as a l a s t r e s o r t , send out proposal 

l e t t e r s t o the people f o r whom you had addresses? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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Q. And are those proposal l e t t e r s marked as E x h i b i t 

5? 

A. Yes, s i r . 

Q. I n your o p i n i o n , has Chi made a good f a i t h e f f o r t 

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

the w e l l who you could l o c a t e , or t o lease those i n t e r e s t 

owners? 

A. Yes. 

Q. What i s the cost of the well? And I r e f e r you t o 

E x h i b i t 6? 

A. E x h i b i t 6 i s a copy of the AFE f o r the w e l l . 

I t ' s an 11,900-foot t e s t w i t h an estimated dryhole cost of 

$939,495 and a completed w e l l cost of $1,442,655. 

Q. And are these costs i n l i n e w i t h the costs f o r 

other w e l l s d r i l l e d t o t h i s depth i n t h i s area of New 

Mexico? 

A. Yes. 

Q. Do you request t h a t Chi Operating, I n c . , be 

designated operator of the well? 

A. Yes. 

Q. And what recommendations do you have f o r overhead 

rates? 

A. We request $6000 a month be allowed f o r a 

d r i l l i n g w e l l and $600 a month be allowed f o r a producing 

w e l l . 

STEVEN T. BRENNER, CCR 
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Q. And are these amounts equal t o those normally 

charged by Chi and other operators i n t h i s area f o r w e l l s 

of t h i s depth? 

A. Yes. 

Q. Do you request t h a t t h i s r a t e be adjusted 

p e r i o d i c a l l y as provided by the COPAS accounting procedure? 

A. Yes, s i r . 

Q. And do you request the maximum cost-plus-200-

percent r i s k charge on any nonconsenting i n t e r e s t owners? 

A. Yes, s i r . 

Q. And f i n a l l y , were the i n t e r e s t owners f o r whom we 

had addresses n o t i f i e d of the hearing? 

A. Yes, s i r . 

Q. I s t h a t marked E x h i b i t 7? 

A. Yes. 

Q. Were E x h i b i t s 1 through 7 prepared by you or 

under your supervision or compiled from company business 

records? 

A. Yes, s i r . 

Q. And i s the g r a n t i n g of Chi's A p p l i c a t i o n i n the 

i n t e r e s t s of conservation and the prevention of waste? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I ' d move the admission 

of Chi E x h i b i t s 1 through 3 and 5 through 7, w i t h E x h i b i t 4 

t o be submitted l a t e r today. 

STEVEN T. BRENNER, CCR 
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EXAMINER STOGNER: E x h i b i t s 1 through 3 and 5 

through 7 w i l l be admitted i n t o evidence, and w e ' l l h o l d 

the record open pending the s u b m i t t a l of E x h i b i t Number 4. 

MR. BRUCE: And I have nothing f u r t h e r of t h i s 

witness. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Quails, on E x h i b i t Number 5 — 

A. Yes, s i r . 

Q. — okay, I have some A p r i l 15th l e t t e r s . That 

looks l i k e the f i r s t f i v e pages, f o u r pages; i s t h a t 

c o r r e c t ? 

A. A p r i l 15th? 

Q. I'm so r r y , February 15th. 

A. Yes, s i r . 

Q. Okay, and these l e t t e r s were t o and f o r which 

w e l l ? 

MR. BRUCE: Mr. Examiner — 

THE WITNESS: I may have those i n t h e r e . 

MR. BRUCE: — I — those were — I'm s o r r y , Mr. 

Examiner, I d i d n ' t even n o t i c e t h a t . Those were f o r the 

f i r s t w e l l , but I beli e v e some of those p a r t i e s have been 

leased — 

THE WITNESS: Yes, s i r . 

MR. BRUCE: — and t h e r e f o r e they should not have 

STEVEN T. BRENNER, CCR 
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been included i n t h i s packet. 

THE WITNESS: Right. 

EXAMINER STOGNER: Okay. Then why don't you 

examine him, and then we can j u s t mark them out? Leave 

them i n here, but — 

MR. BRUCE: Okay. 

EXAMINER STOGNER: — dele t e them or put a 

n o t a t i o n . So why don't you — 

Q. (By Mr. Bruce) Mr. Quails, the f i r s t f o u r pages 

of E x h i b i t 5 are f o r the a c t u a l — the WC 3 Well Number 2, 

which was the f i r s t w e l l over i n the southwest of the 

southwest; i s i t not? 

A. Yes, yes. 

Q. And those are i n a p p l i c a b l e t o t h i s w e l l ; i s t h a t 

c o r r e c t ? 

A. Yes, s i r . 

EXAMINER STOGNER: A l l - r i g h t y . So l e t me again 

r e f e r t o E x h i b i t Number 5, and then f l i p over t o March 1st. 

This was the f i r s t w r i t t e n communication w i t h the unleased 

p a r t i e s or the p a r t i e s t o be for c e pooled; i s t h a t c o r r e c t ? 

A. I be l i e v e T i e r r a had contacted them. I'm not 

sure i f T i e r r a had w r i t t e n them a l e t t e r . I don't have a 

copy of t h a t . That's the f i r s t l e t t e r I t h i n k I wrote t o 

them concerning t h i s w e l l . 

Q. So T i e r r a had approached them two years ago; i s 
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t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. And what's your understanding? Could you be a 

l i t t l e b i t more s p e c i f i c about what was done between March 

1st and two years ago on Tierra? Did they — Was i t a 

d i l i g e n t search, or d i d they back o f f of i t f o r a l i t t l e 

b i t ? You had mentioned t h a t there was a f l u r r y of a c t i v i t y 

two years ago and then another f l u r r y of a c t i v i t y . 

A. Right, we've been — there's been an ongoing — 

This has been a very tough t h i n g t o put together. There's 

been an ongoing conversation w i t h a l l these people, and 

they're t r y i n g t o f i n d addresses, t r y i n g t o f i n d the people 

t h a t a c t u a l l y own the minerals f o r the l a s t two years. 

T i e r r a went back, I b e l i e v e , s t a r t i n g i n 

November, and t r i e d t o release some of the people t h a t we 

found more addresses on, t h a t d i d n ' t j o i n i n the f i r s t 

w e l l , and I t h i n k they've made a d i l i g e n t e f f o r t t o t r y t o 

get everybody t h a t we could f i n d . I t ' s been very 

d i f f i c u l t . 

MR. BRUCE: And Mr. Examiner, a t l e a s t as t o the 

most recent batch of l e t t e r s regarding l e a s i n g i n the case 

f i l e f o r the other case, there i s an e x h i b i t i n t h e r e w i t h 

l e t t e r s from T i e r r a O i l Company seeking t o lease these 

people. 

EXAMINER STOGNER: Do you have t h a t case number? 

STEVEN T. BRENNER, CCR 
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MR. BRUCE: 13,193. I t was submitted as an 

e x h i b i t a t the hearing. 

EXAMINER STOGNER: I ' l l take a d m i n i s t r a t i v e 

n o t i c e on the f i l e i n Case 13,193, i n t o t h i s matter al s o . 

Q. (By Examiner Stogner) Did Chi buy out T i e r r a ? 

Was i t a merger? What's the r e l a t i o n s h i p ? 

A. They assigned t h e i r i n t e r e s t i n the leases t o us. 

Q. I s the r e a T i e r r a Resources s t i l l around? I s 

th e r e — 

A. Yes, they're i n San Antonio, based out of San 

Antonio. And they also p a r t i c i p a t e i n the w e l l . They took 

a working i n t e r e s t i n the f i r s t w e l l , a small percentage. 

Q. And what's the s t a t u s of the f i r s t w e l l ? Has i t 

been d r i l l e d ? I s i t completed? I s i t producing? 

A. I t has been d r i l l e d , pipe has been s e t . We are 

i n the process of g e t t i n g the p i p e l i n e r i g h t - o f - w a y put i n 

— or the p i p e l i n e r ight-of-way has been approved, we're i n 

the process of l a y i n g the p i p e l i n e r i g h t now. 

Q. Do you know the s t a t u s of the APD on t h i s w e l l , 

your proposed w e l l today? 

A. I don't have a copy of t h a t w i t h me. I b e l i e v e 

i t has been approved. I can get a copy of t h a t i f you need 

t h a t , s i r . 

EXAMINER STOGNER: Again, Mr. Bruce, you heard me 

ask Mr. K e l l a h i n e a r l i e r — 
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MR. BRUCE: Yes, s i r . 

EXAMINER STOGNER: — i f you can provide me 

through an e-mail the APD number, and i f you have a copy of 

the C-101, C-102. 

MR. BRUCE: Yes, s i r . 

Q. (By Examiner Stogner) The $6000/$600, t h a t was 

what was on the l a s t compulsory p o o l i n g order i n the south 

h a l f , t h a t Order R-12,098; i s t h a t r i g h t , Mr. Quails? 

A. Yes, s i r . 

Q. Were you the landman i n t h a t case? 

A. Yes, s i r . 

EXAMINER STOGNER: I have no other questions of 

Mr. Quails. You may be excused. 

Do you have anything f u r t h e r , Mr. Bruce? 

MR. BRUCE: No, s i r . 

EXAMINER STOGNER: One more time, anybody else 

have anything f u r t h e r i n Case 13,248? 

There being none, then t h i s matter w i l l be taken 

under advisement. I ' l l h o ld the record open, pending the 

issuance of E x h i b i t 4, Mr. Bruce. Thank you, s i r . 

Let's take a five-minute recess. 

(Thereupon, these proceedings were concluded a t 

9:15 a .m. ) 
v e b 8 r ! i b > ' 'hat the foregoing U 
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