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1 (8:23 a.m.) 

2 EXAMINER JONES: Okay. Let's go ahead and 

3 c a l l Case 14944, a p p l i c a t i o n of Apache Corporation f o r 

4 approval, r e t r o a c t i v e l y , f o r surface commingling and an 

5 exception t o the metering requirements of D i v i s i o n Rule 

6 19.15.12.10(C)(1) NMAC, Lea County, New Mexico. 

7 C a l l f o r appearances. 

8 MR. KELLAHIN: Mr. Examiner, I'm Tom 

9 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 

10 K e l l a h i n . We're i n a s s o c i a t i o n w i t h Mr. Ea r l DeBrine, 

11 of the Albuquerque law f i r m of Modrall. Together we're 

12 i n a s s o c i a t i o n t o represent Apache i n t h i s case. We 

13 have two witnesses t o be sworn. 

14 EXAMINER JONES: Any other appearances? 

15 And f o r the record, we have an o b j e c t i o n 

16 from the BLM. 

17 EXAMINER BROOKS: I t ' s an o b j e c t i o n . They 

18 d i d n ' t appear. They never do. 

19 EXAMINER JONES: /Any other appearances? 

20 W i l l the witnesses -- two witnesses please 

21 stand? 

22 And w i l l the court r e p o r t e r please swear 

23 the witnesses? 

24 (Ms. Hanson and Mr. M i l l s sworn.) 

25 EXAMINER BROOKS: When we get through w i t h 
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t h i s hearing, I ' l l convert i t i n t o my new r u l e book 

2 ( l a u g h t e r ) . 

3 EXAMINER JONES: Okay. 

4 MICHELLE HANSON, 

5 a f t e r having been p r e v i o u s l y sworn under oath, was 

6 questioned and t e s t i f i e d as f o l l o w s : 

7 DIRECT EXAMINATION 

8 BY MR. DEBRINE: 

9 Q. Can you s t a t e your name, please? 

10 A. Mich e l l e Hanson. |j 

11 
i 

Q. Ms. Hanson, who do you work for? . jl 

12 A. Apache Corporation. | 

13 Q. Could you describe f o r the Examiner your 

14 p o s i t i o n and your r e s p o n s i b i l i t i e s f o r Apache? 

15 A. I am a landman f o r Apache, and I've worked i n 

16 the New Mexico area since I became a landman w i t h Apache 

17 i n 2006. 

18 Q. What i s your educational background? 

19 A. I graduated from Oklahoma State U n i v e r s i t y w i t h 

20 a degree i n i n t e r n a t i o n a l business i n 2003. And I went 

21 t o work f o r Apache immediately, and they made me a 

22 landman i n 2006. 

23 Q. How many years has Apache been operating o i l 

1 
and gas w e l l s i n New Mexico? 

24 

Q. How many years has Apache been operating o i l 

1 
and gas w e l l s i n New Mexico? 

25 A. Since the mid-'90s. 
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1 Q. Have you ever provided land testimony i n years 

2 before t o the New Mexico O i l Conservation Divison and 

3 the New Mexico O i l Conservation Commission? 

4 A. I have. 

5 Q. Was your testimony accepted as an expert i n o i l 

6 and gas management? 

7 A. I t was. 

8 MR. DEBRINE: We would ask t h a t Ms. Hanson 

9 be accepted as an expert i n o i l and gas management. , 

10 EXAMINER JONES: So q u a l i f i e d . 

11 Q. (BY MR. DEBRINE) Ms. Hanson, were you 

12 responsible f o r preparing the a p p l i c a t i o n of Apache f o r 

13 the commingling t h a t we're seeking here today? 

14 A. I d i d help, yes. 

15 Q. And do you have t h a t i n f r o n t of you there? 

16 A. I do. 

17 MR. DEBRINE: Mr. Examiner, we prepared an 

18 e x h i b i t book, which c o n s i s t s of E x h i b i t s 1 through 8. 

19 Most of these were also e x h i b i t s t o Apache's 

20 a p p l i c a t i o n . Since t h i s i s not a contested hearing, 

21 we'd j u s t ask t h a t they be admitted and accepted i n t o 

22 evidence. And w e ' l l j u s t ask the witness t o r e f e r t o 

23 them as we go through the hearing today. 

24 EXAMINER JONES: E x h i b i t s 1 through 8 w i l l 

25 be accepted. 
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1 (Apache Corporation E x h i b i t s Numbers 

2 1 through 8 were o f f e r e d and admitted i n t o 

3 evidence.) 

4 Q. (BY MR. DEBRINE) What I ' d l i k e you t o do, 

5 Ms. Hanson, i s take the Examiner through the a p p l i c a t i o n 

6 and the e x h i b i t s . What i s E x h i b i t 1 i n the e x h i b i t 

7 book? 

8 A. E x h i b i t 1, i f you go ahead -- you both have a 

9 book -- i s E x h i b i t A t h a t was attached t o the 

10 a p p l i c a t i o n , and i t ' s a p l a t of Hawk B-l lease, which i s 

11 the lease t h a t we have brought here t o seek surface 

12 commingling approval. 

13 Just t o k i n d of p a i n t you a p i c t u r e , the 

14 Hawk B-l lease i s the yellow acreage, and a l l the normal 

15 w e l l s you see, what w e ' l l r e f e r t o as normal w e l l s , are 

16 j u s t the w e l l spots on the map. 

17 Y o u ' l l also see some b i g , large blue 

18 c i r c l e s around some of the w e l l s . These are what we 

19 w i l l r e f e r t o as l e a s e l i n e w e l l s . 

20 Q. What i s the d i s t i n c t i o n between the two? 

21 A. A normal lease w e l l , a l l of them have common 

22 i n t e r e s t ownership, working and revenue. With the 

23 l e a s e l i n e w e l l s , as you can see, they are l e a s e l i n e s . 

24 So they share production w i t h the o f f s e t leases. We 

25 have agreements i n place, p r o p e r t y w e l l agreements, w i t h 
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1 the BLM and communication agreements, where a p p l i c a b l e , 

2 w i t h the State of New Mexico t o d r a i n , so from the 

3 Hawk B-l lease and the o f f s e t lease. 

4 And you w i l l see three of those w e l l s . On 

5 the northwest corner of the map, y o u ' l l see the Hawk A 

6 lease, which i s also a f e d e r a l lease. Three of the 

7 w e l l s , three of the blue c i r c l e s , share between the Hawk 

8 B-l and the Hawk A lease production. Y o u ' l l see two 

9 w e l l s on the r i g h t . The northeast corner i s the 

10 Southland Royalty A Fee Lease. Those two w e l l s share 

11 between f e d e r a l land and fee land. To the south, you 

12 have one w e l l t h a t shares between our Hawk B-l lease and 

13 Chevron's s t a t e lease. 

14 Moving on from t h a t , you also see d i f f e r e n t 

15 colored c i r c l e s . You have a small red c i r c l e on the 

16 very l e f t - h a n d side, the Hawk B-l 55. I t ' s a smaller 

17 red c i r c l e . That i s a nonconsent w e l l . We own t h i s 

18 lease, 75 percent, and Chevron owns the other 25 

19 percent. We have a JOA i n place. They are nonconsent. 

20 They have d i f f e r e n t -- t h i s one i s d i f f e r e n t i n t e r e s t s . 

21 Then you have the two purple c i r c l e s . One, 

22 the smaller c i r c l e , i s a normal lease w e l l , but the two 

23 purple c i r c l e s are two Abo w e l l s . The bigger purple 

24 c i r c l e i s a l e a s e l i n e w e l l , and we have the BLM's new 

25 communitization agreement f o r t h a t w e l l i n place. 
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1 Y o u ' l l see two blue boxes i n u n i t l e t t e r K 

2 of Section 9. The two b a t t e r i e s -- we have the Hawk B-l 

3 b a t t e r y , as y o u ' l l see, has -- or services 32 of the 

4 w e l l s , the Grayburg-San Andres w e l l s . The Hawk Federal 

5 B-l services the two Abo w e l l s , i f t h a t makes sense. 

6 Please ask a question. I'm t r y i n g t o e x p l a i n i t . 

7 EX7AMINER JONES: Okay. Say i t one more 

8 time about which goes t o which. 

9 A. The Hawk B-l -- because w e ' l l be r e f e r r i n g t o 

10 both of them. And one of them we c a l l Hawk B - l ; the J 

11 other one -- they're both f e d e r a l , but one i s Hawk B-l 

12 and one i s Hawk Federal B - l . The Hawk B-l we -- tank 

13 b a t t e r y . There are two 500 o i l -- 500-gallon tank 

14 b a t t e r i e s . The 32 Grayburg-San Andres w e l l s feed i n t o 

15 t h a t , those two tank b a t t e r i e s . On the same l o c a t i o n 

16 are the other two tank b a t t e r i e s t h a t service the two 

17 Abo w e l l s . 

18 So the Abo, Grayburg and San Andres are not 

19 being commingled. The Grayburg and San Andres are being 

20 serviced. The TAbo i s going i n t o separate tank 

21 b a t t e r i e s . 

22 And we do have a f a c i l i t y diagram. That 

23 w i l l be shown l a t e r . I t ' s i n the back of the book, and 

24 C l i n t o n w i l l come up and discuss t h a t . 

25 Q. (BY MR. DEBRINE) Could you e x p l a i n f o r the 
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1 Examiner what Apache i s seeking through i t s a p p l i c a t i o n 

2 today? 

3 A. We are seeking r e t r o a c t i v e approval t o surface 

4 commingle the Grayburg and San Andres production from 

5 the normal w e l l s and the l e a s e l i n e w e l l s and a l l o c a t e 

6 bimonthly w e l l t e s t s t o each of these w e l l s . 

7 Q. How d i d Apache discover the issue w i t h regard 

8 f o r the need t o o b t a i n the D i v i s i o n ' s approval f o r the 

9 commingling of the w e l l s t h a t are subject of the 

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

11 A. Apache has grown through the years by 

12 a c q u i s i t i o n , w i t h several l a r g e a c q u i s i t i o n s . We d i d an 

13 i n t e r n a l review of a l l of our leases i n Lea County, 

14 New Mexico and Eddy County, and we i d e n t i f i e d those 

15 where we've had more than one pool being commingled i n t o 

16 a c e n t r a l tank b a t t e r y . Most of the leases t h a t we 

17 i d e n t i f i e d , t h a t we had those i n place, are a l l -- the 

18 i n t e r e s t ownership i s a l l the same. A l l we need t o do 

19 i s submit and get approval, because the p r i o r operators 

2 0 d i d not do t h a t . 

21 That's k i n d of the case here. We had a 

22 Grayburg and San /Andres w e l l being surface commingled 

23 when we acquired i t from Conoco i n 2000, but we j u s t 

24 kept doing t h a t . And w i t h t h i s i n t e r n a l review, we 

25 n o t i c e d t h a t there was nothing i n place t o be able t o do 
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1 t h a t . And we're l o o k i n g a t a l l of those leases and 

2 coming i n t o compliance. 

3 Q. And I t h i n k at the outset of the hearing, the 

4 Legal Examiner i n d i c a t e d t h a t the BLM had sent a no t i c e 

5 w i t h regard t o the a p p l i c a t i o n . P r i o r t o Apache's 

6 i n v e s t i g a t i o n , had the BLM ever objected t o the method 

7 of a l l o c a t i o n of production from any of the w e l l s on the 

8 Hawk B-l lease? 

9 A. No, they d i d not. No one has objected. This 

10 was our i n t e r n a l review. 

11 Q. What does Apache i n t e n d t o do once the D i v i s i o n 

12 approves -- i f the D i v i s i o n approves the surface 

13 commingling i n order t o address the concerns t h a t the 

14 BLM may have? 

15 A. What does the BLM --

16 Q. What does Apache i n t e n d t o do i n order t o 

17 address the concerns the BLM might have? 

18 A. Oh, I'm sorry. The BLM has a c t u a l l y 

19 requested -- I've been i n contact w i t h them. And a l o t 

20 of the i n f o r m a t i o n t h a t I put i n the a p p l i c a t i o n i s 

21 i n f o r m a t i o n t h a t they wanted, but they want i t on, I 

22 guess, t h e i r own form. They have requested t h a t 

23 i n f o r m a t i o n , and we have our departments working on t h a t 

24 r i g h t now. 

25 Q. Were you respons ib le f o r de te rmin ing the 
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1 ownership of the i n t e r e s t i n the w e l l s t h a t are the 

2 subject of the a p p l i c a t i o n ? 

3 A. Yes. 

4 Q. Did you prepare e x h i b i t s w i t h regard t o the 

5 ownership of the d i f f e r e n t categories of w e l l s t h a t are 

6 i n the e x h i b i t book? 

7 A. I d i d . And t h a t i s e x h i b i t -- I b e l i e v e i t 

8 s t a r t s w i t h E x h i b i t B. 

9 Q. I f you could j u s t go through the l i s t and 

10 e x p l a i n t o the Examiner what you d i d and the 

11 d i f f e r e n t -- what the e x h i b i t s c o n s i s t o f. 

12 A. Okay. I f you w i l l t u r n t o E x h i b i t B i n your 

13 book -- and s o r r y ; they go from alphabet t o numerical. 

14 E x h i b i t B shows a normal w e l l l i s t , and what we c a l l the 

15 normal w e l l s . A l l of them have i d e n t i c a l i n t e r e s t s . 

16 They're j u s t producing from e i t h e r the Grayburg or the 

17 San Andres. And these are not a l l the w e l l s , obviously. 

18 But there are 25 of them, and we l i s t them here w i t h 

19 t h e i r l o c a t i o n and the cur r e n t production and what date 

20 they s t a r t e d surface commingling. 

21 As you can see, the f i r s t two w e l l s they 

22 were commingling were 1950's vi n t a g e , when we 

23 acquired -- when we acquired ownership from Conoco. 

24 Some of them do have NSLs, which the approved copy of 

25 the order i s behind i t , behind t h i s e x h i b i t . Just keep 
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1 going. 

2 Q. Just e x p l a i n a l l the d i f f e r e n t e x h i b i t s 

3 c o n s i s t i n g of ownership --

4 A. Okay. Sure. 

5 And t h i s i s E x h i b i t B t o the a p p l i c a t i o n . 

6 I t ' s already labeled. This i s E x h i b i t B here. 

7 E x h i b i t C i s j u s t the ownership f o r the 

8 normal lease w e l l s . Like I said, Apache owns -- Apache 

9 r e a l l y owns 50 percent. They acquired an a d d i t i o n a l 25 

10 from BP, which i s now ZPZ. But 75 percent, and Chevron 

11 owns the other 25 percent. And the Hawk B-l lease i s 

12 a l l BLM. There i s no o v e r r i d e i n t h a t a c t u a l lease, no 

13 r o y a l t y owners. 

14 ' E x h i b i t D, which i s also E x h i b i t D of the 

15 a p p l i c a t i o n , i s the lease of our s i x -- s i x l e a s e l i n e 

16 w e l l s , plus one -- a c t u a l l y , s i x l e a s e l i n e w e l l s . And 

17 i t w i l l t e l l you -- i n the Comments area, I put i n the 

18 date of the cooperative w e l l agreement w i t h the BLM and 

19 the BLM f e d e r a l c o n t r a c t number, which i s the number we 

2 0 r e p o r t production under t o the BLM. 

21 And i t also shows the date t h a t these were 

22 f i r s t surface commingled and the d i f f e r e n t working 

23 i n t e r e s t owners [ s i c ] . 

24 I t also has, behind i t , copies of the 

25 NSL -- approved NSL orders, as w e l l as f o r one of the 
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1 l e a s e l i n e w e l l s , which i s a l e a s e l i n e w e l l between 

2 f e d e r a l and s t a t e lands. I t also has the approved 

3 communitization agreement w i t h the s t a t e . 

4 Moving on t o E x h i b i t E, i s the ownership of 

5 each of the l e a s e l i n e w e l l s . The f i r s t page w i l l show 

6 three of the w e l l s . They a l l share production between 

7 the Hawk A and the Hawk B-l lease. 

8 And i f you j u s t s c r o l l back through the 

9 pages, y o u ' l l come t o two more w e l l s . These are the 

10 w e l l s t h a t are commingled between the f e d e r a l and fee 

11 lease. 

12 And then at the very back i s the -- --

13 there i s one t h a t shows the ownership and the a l l o c a t i o n 

14 percentages between the two leases, between the Hawk B-l 

15 and the s t a t e lease. So each of the owners are set out 

16 f o r the lease i n d e t a i l . I t even l i s t s o v e r r i d i n g 

17 r o y a l t y owners where a p p l i c a b l e . 

18 Q. Ms. Hanson, you mentioned t h a t there were 

19 cooperative w e l l agreements between Apache and the BLM 

20 f o r a l l the l e a s e l i n e leases. 

21 A. Yes, s i r . 

22 Q. Could you e x p l a i n f o r the Examiner how those 

23 cooperative w e l l agreements work i n terms of the 

24 a l l o c a t i o n of production from the l e a s e l i n e wells? 

25 A. Okay. When you have a l e a s e l i n e w e l l , the 
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1 f i r s t step i s t o get your r e s e r v o i r engineer t o come up 

2 w i t h the drainage percentages. We have a set form t h a t 

3 the BLM recognized back i n 2004, 2007, which those w e l l s 

4 were d r i l l e d . We used t h a t form. And what i t sets out 

5 i s the drainage percentages between the Hawk B-l lease 

6 and the o f f s e t lease. So i f your w e l l was -- you know, 

7 i t would be 60/40, t o make i t easy, 60 percent Hawk B - l , 

8 40 percent the o f f s e t lease. And t h a t ' s what i t sets 

9 out, and i t t e l l s you how t o account f o r t h a t w e l l . You 

10 take the Hawk B-l ownership, and you p r o p o r t i o n a l l y 

11 reduce i t by the a l l o c a t i o n percentage. 

12 Q. Was i t Apache's understanding t h a t by e n t e r i n g 

13 i n the cooperative w e l l agreements, t h a t t h a t was 

14 o b t a i n i n g the consent of the BLM w i t h regard t o the 

15 a l l o c a t i o n of the commingling production concerning the 

16 wells? 

17 A. That was our understanding. 

18 Q. Has the BLM ever revoked any consent i t gave 

19 pursuant t o those i n any of your dealings w i t h them? 

20 ' A. No. 

21 Q. So the cooperative w e l l agreements are s t i l l i n 

22 place? 

23 A. Yes. 

24 Q. Were you respons ib le f o r n o t i f y i n g a l l the 

25 work ing i n t e r e s t owners t h a t are r e f l e c t e d i n E x h i b i t s B 
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1 through I? 

2 A. Yes. 

3 Q. I s there an e x h i b i t i n the book r e f l e c t i n g the 

4 i n t e r e s t t h a t was given t o the working i n t e r e s t owners? 

5 A. Yes. 

6 Q. And t h a t ' s E x h i b i t 5? 

7 A. Yes, s i r . 

8 Q. What does the n o t i c e c o n s i s t of? 

9 A. The n o t i c e a c t u a l l y had t h i s l e t t e r , plus the 

10 e n t i r e a p p l i c a t i o n f o r t h e i r review. 

11 Q. Did you receive any o b j e c t i o n s or approvals i n 

12 response t o the n o t i c e t h a t was -- J 

13 A. I d i d not receive any o b j e c t i o n s . I d i d 

14 receive three phone c a l l s from o v e r r i d i n g r o y a l t y 

15 i n t e r e s t owners. Two of them s a i d -- gave support. One 

16 a c t u a l l y wrote an e-mail i n support o f. 

17 Q. I s the e-mail support also r e f l e c t e d i n the 

18 e x h i b i t book? 

19 A. I t i s . 

2 0 Q. Cu r r e n t l y , as we stand here today, what i s the 

21 status of your dealings w i t h the BLM? 

22 A. Right now, we are -- they've sent us a 

23 request -- an order -- a w r i t t e n order t o get them 

24 a d d i t i o n a l i n f o r m a t i o n on t h i s lease, which the l a d i e s 

25 i n the f i e l d are p u t t i n g t h a t i n f o r m a t i o n together. 
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1 They are reviewing the p o l i c y of commingling -- when I 

2 say commingle, the lease commingling -- between the 

3 f e d e r a l and nonfederal lands, which i s what they had 

4 approved i n the cooperative w e l l agreement. But t h a t i s 

5 now p o l i c y t h a t they're reviewing, and I don't know what 

6 they're going t o do. 

7 Q. /And Apache understands t h a t once the D i v i s i o n 

8 acts, i t ' l l then deal w i t h the BLM people --

9 A. Absolutely. 

10 Q. -- and o b t a i n consent from the BLM? 

11 A. Abso l u t e l y . 

12 Q. Do you b e l i e v e t h a t the g r a n t i n g of Apache's 

13 a p p l i c a t i o n w i l l prevent waste and promote the 

14 conservation of minerals and resources? 

15 A. Yes. 

16 Q. What do you a n t i c i p a t e the b e n e f i t s from the 

17 approval of the commingling w i l l be? 

18 A. Well, C l i n t w i l l go i n t o d e t a i l of i t , but we 

19 have -- some of the l e a s e l i n e w e l l s , i f you are t o meter 

20 and not a l l o c a t e by w e l l t e s t , we have an a d d i t i o n a l 

21 cost t h a t goes i n t o t h a t , an operating cost, plus an 

22 a d d i t i o n a l u p - f r o n t expenditure. And three of those 

23 w e l l s might end up having t o be plugged. They're 

24 marginal producers as i t i s , and i f we had t o set 

25 metering f a c i l i t i e s , then t h a t w i l l be most l i k e l y 
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1 plugged. 

2 Q. Could you j u s t summarize f o r the Examiner what 

3 Apache i s asking the D i v i s i o n t o do? 

4 A. For the -- l i k e I sa i d , there i s Grayburg and 

5 San Andres, and then there i s Abo. We would l i k e 

6 approval, r e t r o a c t i v e l y , t o surface commingle the 

7 d i f f e r e n t pools, the Grayburg and San Andres, f o r the 32 

8 Hawk B-l w e l l s . That includes the l e a s e l i n e w e l l s , and 

9 a l l o c a t e by w e l l t e s t . 

10 And f o r the Abo, we would also l i k e t o 

11 . request, f o r f u t u r e w e l l s being added, t o be able t o 

12 surface commingle Grayburg-San Andres and a l l o c a t e by 

13 w e l l t e s t . 

14 On the Abo w e l l s , r i g h t now they're both 

15 being metered, but we would l i k e t o -- we need surface 

16 commingle requests f o r t h a t as w e l l , because we have a 

17 l e a s e l i n e w e l l , and we'd l i k e t o ask f o r f u t u r e approval 

18 i f we can add more Abo w e l l s t o a l l o c a t e by w e l l t e s t . 

19 Q. What i s the procedure Apache's c u r r e n t l y 

20 employing i n order t o t e s t and accurate l y account f o r 

21 the production f o r the w e l l s on the Hawk B-l l i s t ? 

22 A. As f a r as the monthly w e l l tests? 

23 Q. Yes. 

24 A. The process of i t ? 

25 Q. Sure. 
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1 A. Well, each w e l l i s t e s t e d a t l e a s t once a 

2 month, and t h a t w e l l t e s t i s then recorded and reported. 

3 And we use t h a t monthly w e l l t e s t t o a l l o c a t e . And I 

4 w i l l say, even though we are surface commingling and 

5 a l l o c a t i n g by w e l l t e s t , the s i x l e a s e l i n e w e l l s and the 

6 nonconsent w e l l s i n our system, they are separated. 

7 They are accounted f o r completely separately. They have 

8 t h e i r own i n t e r e s t , i n accordance w i t h the cooperative 

9 w e l l agreement. They're not a l l i n one. So we do 

10 account f o r them separately. 

11 Q. No f u r t h e r questions. 

12 EXAMINER JONES: Mr. Kellahin? 

13 MR. KELLAHIN: No, s i r . 

14 CROSS-EXAMINATION 

15 BY EXAMINER JONES: 

16 Q. Wow. So how f a r back do you want us t o go on 

17 t h i s ? What date? 

18 A. Well, l i k e I said, we had the two w e l l s t h a t we 

19 acquired from Conoco. One was Grayburg, and the other 

20 was San Andres. They were d r i l l e d i n the '50s. They 

21 never had anything i n place, and t h a t ' s what we -- we 

22 looked back and d i d n ' t see anything i n place. Well, we 

23 probably need t o get something. This was back i n -- we , 

1 
24 would l i k e t o go back t o 2002. Those were the f i r s t 
25 ones we d r i l l e d and cont inued t o do what Conoco had 
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1 done, and surface commingled. So the w e l l s -- the 

2 l e a s e l i n e w e l l s were d r i l l e d i n '04, and then we had a 

3 couple i n '07, and then the l a t e s t one i s 2010, I 

4 b e l i e v e . 

5 Q. Did Chevron get i n v o l v e d w i t h you on t h i s ? 

6 A. Uh-huh. They signed the cooperative w e l l 

7 agreement. A l l the working i n t e r e s t owners signed the 

8 communitization agreement, which was Cheveron, Apache, 

9 and BP, at t h a t time. 

10 Q. What about Chevron g e t t i n g i n v o lved w i t h t h i s 

11 proceeding here, or d i d they give you any feedback or 

12 advice or l e g a l advice? 

13 A. No. And they got a copy of i t . I wanted t o 

14 give them a c a l l t o see, you know, i f they had had any 

15 issues. Like I said, we d i d an i n t e r n a l review. They 

16 may not have reviewed, you know. I can't imagine they 

17 have approval i n place. 

18 Q. I n t h e i r OBO operations. 

19 A. I don't know. I don't know. Maybe they do. 

2 0 But i t ' s easy t o overlook when you acquire company a f t e r 

21 company i n these large a c q u i s i t i o n s . We've been going 

22 back through and t r y i n g t o see what we do have i n place 

23 and what we don't have i n place. 

24 Q. Those cooperative agreements -- l e a s e l i n e 

25 agreements, do they include s p e c i f i c a l l y saying they can 

. ; 
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1 use w e l l t e s t s ? 

2 A. No, not s p e c i f i c a l l y . I n E x h i b i t 6, there i s 

3 an a c t u a l copy of one, and i f you -- they a l l read the 

4 same, so i f you want t o go t o page 5, number e i g h t , 

5 "Measurement." I t ' s very vague. 

6 Q. Okay. Kind of leaves i t up t o what's most 

7 optimal i n the f i e l d s ? 

8 A. Uh-huh. I t says: "The method used s h a l l be 

9 checked f o r accuracy at l e a s t once a month." And i t 

10 says: "Gas separated from such o i l s h a l l be metered or 

11 determined from w e l l t e s t before d e l i v e r y . . . , " but 

12 t h a t ' s gas. As t o o i l , i t r e a l l y i s vague, and we j u s t 

13 d i d what we've been doing. 

14 Q. Okay. So Apache s t a r t e d here i n 2000; i s t h a t 

15 c o r r e c t --

16 A. Yes. 

17 Q. -- the Hawk B-l lease? 

18 A. Yes. 

19 Q. You s a i d something about you owned 50 percent 

20 before th a t ? 

21 A. We owned 50 percent at t h a t time, when we 

22 acquired operatorship. Then we acquired -- r e c e n t l y , we 

23 acquired BP's i n t e r e s t , and t h a t ' s ZPZ Delaware, a 

24 w holly owned s u b s i d i a r y of Apache. So, i n essence, 

25 Apache owns t h a t a d d i t i o n a l 25 percent, g i v i n g us 75 
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1 percent i n the lease. 

2 Q. And so t h a t by -- by t h a t a c t i o n , you became 

3 the operator? 

4 A. We became operator i n 20 00 by a c q u i r i n g 

5 Conoco 1s i n t e r e s t at 50 percent. We were operating 50 

6 percent back then. 

7 Q. Okay. 

8 A. Sorry f o r the confusion. 

9 Q. So these nonconsent w e l l s , i s t h a t handled by 

10 some s o r t of agreement w i t h them? 

11 A. JOA, J o i n t Operating Agreement. 

12 Q. Okay. 

13 A. Yes. 

14 Q. So those people have been n o t i c e d of t h i s ? 

15 A. Uh-huh. 

16 Q. But before t h a t , were they aware of -- do you 

17 know i f they were aware of what k i n d of t e s t i n g method 

18 was used? 

19 A. I t was Chevron t h a t went nonconsent i n t h a t one 

20 w e l l ; yeah, they know. 

21 Q. So the whole lease i s being used w e l l t e s t ; i s 

22 t h a t correct? 

23 A. Yes. 

24 Q. Or i s there any sepa ra t ion of w e l l s t h a t are 

25 con t inuous ly metered as a group versus the o ther wel l s? 
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A. No. C l i n t ' s going t o get i n t o t h a t . I hope 

2 h e ' l l go i n t o great d e t a i l . I'm sor r y . I can 

3 understand --

4 Q. And your l i m i t s on f u t u r e expansion, you 

5 wanted, i n your a p p l i c a t i o n , t o -- you had l i s t e d -- I 

6 want t o make sure the c r i t e r i a i s c o r r e c t on what you 

7 want f o r a d d i t i o n a l w e l l s t h a t are added or a d d i t i o n a l 

8 pools t h a t are completed. 

9 A. Correct. 

10 Q. You want i t t o be confined t o the Hawk B-l 

11 lease, f i r s t of a l l ? 

12 A. Yes. Yes. Absolutely. 

13 Q. And then there are a l o t of pools out here, 

14 t h a t I saw, but you're saying i t ' s j u s t --

15 A. Just Grayburg-San Andres. Our Bl i n e b r y t e s t 

16 and production on t h i s lease i s u n i t i z e d i n t o the west 

17 B l i n e b r y - D r i n k a r d u n i t . So j u s t Grayburg-San Andres and 

18 Abo. And the Abo has gone i n t o a tank b a t t e r y , so i t ' s 

19 not r e a l l y being commingled w i t h the Grayburg-San 

20 Andres. 

21 Q. So the Abo i s separate? 

22 A. Yes. Just Grayburg and San Andres are 

23 commingled i n t o the --

24 Q. So you always i n t e n d t o hold the Abo separate? 

25 A. Yes. But we would l i k e more w e l l s t o be able 
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1 t o add t o the -- whether i t ' s Grayburg or San Andres. 

2 Q. But not Abo? 

3 A. Or Abo i n t o t h a t tank, i f i t ' s d i f f e r e n t 

4 i n t e r e s t s . Plus, r i g h t now, the Number 69 and Number 70 

5 w e l l s are j u s t -- are the only two Abo w e l l s we have on 

6 t h i s lease. The normal lease w e l l has the same i n t e r e s t 

7 as a l l the other normal w e l l s . Then you have a 

8 l e a s e l i n e w e l l or metering t h a t l e a s e l i n e w e l l 

9 separately. Because of the i n t e r n a l review, we wanted 

10 t o meter t h a t at t h i s p o i n t , because r i g h t now we don't 

11 have surface commingle i n place --

12 Q. Oh, okay. 

13 A. -- f o r the Grayburg-San Andres. 

14 Q. You've got temporary f a c i l i t i e s or whatever? 

15 A. Right. Right. Apparently i t ' s two pools, the 

16 Grayburg-San Andres. You can't commingle unless you 

17 have a surface commingle i n place. You can't commingle 

18 more than one pool unless you have a surface commingle 

19 i n place. And since the 1950s, apparently Conoco was 

2 0 doing t h a t , and we continued. 

21 Q. Now, does the a l l o c a t i o n of the l e a s e l i n e 

22 w e l l s -- you sai d i t was a r e s e r v o i r c a l c u l a t i o n . I t 

23 wasn't a land spacing u n i t ? 

24 A. No. 

25 Q. So a percentage issue? 

J 
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1 A. No, i t was not. 

2 Q. And you guys have an e l e c t r o n i c l i s t of these 

3 32 w e l l s somewhere t h a t you could send --

4 A. Absolutely. 

5 Q. -- through your a t t o r n e y , maybe, t o us --

6 A. Okay. 

7 Q. -- t h a t would have a l l the specs, l i k e APIs and 

8 producing pools and th i n g s l i k e t hat? 

9 REDIRECT EXAMINATION 

10 BY MR. DEBRINE: 

11 Q. Ms. Hanson, when the -- when the NSL approval 

12 t o o b t a i n -- when was the D i v i s i o n apprised of the 

13 a l l o c a t i o n percentages i n those NSL agreements? 

14 A. The nonstandard l o c a t i o n , I do not b e l i e v e , 

15 have the a l l o c a t i o n s on them. 

16 Q. The percentage should be assigned? 

17 A. The percentages. I don't believe so i n the 

18 NSLs. 

19 Q. I thought they d i d . 

20 A. I n the communitization agreements --

21 Q. I f you wouldn't mind l o o k i n g through t h a t t o 

22 see whether t h a t ' s the case or not. 

23 A. Sure. 

24 Yeah, I ' v e done severa l o f these. Usua l ly 

25 the - - l i k e , i f i t ' s a coopera t ive w e l l agreement, i t 
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1 would be i n here. I f i t ' s a communitization agreement, 

2 s t a t e acreage i s invol v e d , i t would be i n there. 

3 Oh, okay. These are -- they're not i n 

4 every one of them. These are ones i f they -- i f they 

5 reference back t o a -- t h i s i s a s t a t e w e l l , a c t u a l l y . 

6 That's why i t ' s i n here. This i s a communitization 

7 agreement between the s t a t e and the f e d e r a l government. 

8 Q. So i f you look through the a d m i n i s t r a t i v e words 

9 concerning the nonstandard l o c a t i o n , i f there was, f o r 

10 instance, a s t a t e w e l l , then the a l l o c a t i o n was set 

11 f o r t h i n the order? 

12 A. I n the NSL and i n the communitization 

13 agreement. Because when I get a cooperative w e l l 

14 agreement f o r the BLM, t h a t ' s the only form t h a t they 

15 would recognize. The s t a t e d i d not recognize t h a t form, 

16 so we would have t o do a separate one f o r the 

17 communitization agreement f o r the s t a t e . They had the 

18 same a l l o c a t i o n s i n both. 

19 RECROSS EXAMINATION 

2 0 BY EXAMINER JONES: 

21 Q. I f you add w e l l s or pools or we l l s w i t h the Abo 

22 or Grayburg-San Andres i n the f e a t u r e , you wouldn't have 

23 anybody else t o n o t i f y anyway, would you, i f you get 

24 t h i s agreement, t h a t the people t h a t are i n place now 

25 are f i x e d and they would be n o t i f i e d i f a d d i t i o n a l w e l l s 
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1 were added? The a d d i t i o n a l w e l l s wouldn't have separate 

2 ownership; i s t h a t correct? 

3 A. Right. Right. Well, i f there are l e a s e l i n e 

4 w e l l s , then they would be n o t i f i e d . 

5 Q. Say t h a t again. 

6 A. I f there are l e a s e l i n e w e l l s , then they would 

7 be n o t i f i e d . I f i t ' s -- i f i t ' s a f u t u r e l e a s e l i n e 

8 w e l l . 

9 Q. Or a non --

10 A. Or a nonconsent w e l l , yeah, which would only be 

11 Chevron. 

12 Q. Okay. 

13 A. Yeah. 

14 Q. There are a l o t of other pools out here, but 

15 you're not going f o r them, and you're not asking f o r 

16 t h a t at t h i s time? 

17 A. Not at t h i s time. Huh-uh. We w i l l -- w e l l , 

18 B l i n e b r y - D r i n k a r d i s u n i t i z e d . The Abo i s going i n t o 

19 i t s own tanks. I f we do have another -- we would l i k e 

2 0 approval t o surface commingle another zone, but I 

21 wouldn't see what zone t h a t would be r i g h t now. 

22 Q. But you're asking t h a t we s p e c i f y i n the order 

23 t h a t the Abo would s t i l l remain separately metered? 

24 A. Yes. I t ' s going i n t o a d i f f e r e n t --

25 Q. And i t continuously w i l l be i n the future? 
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1 A. We would -- i f we'd add, we would l i k e t o be 

2 able t o a l l o c a t e by w e l l t e s t . I f we continue t o meter 

3 each w e l l t h a t we have -- r i g h t now, we're metering both 

4 the normal lease w e l l and the l e a s e l i n e w e l l , u n t i l we 

5 know how t h i s comes out. 

6 Q. Oh, I see. 

7 A. We would l i k e t o be able t o a l l o c a t e by w e l l 

8 t e s t , i f we are able t o , i f you approve i t . 

9 Q. And I'm asked i f you've been -- i t ' s d e f i n i t e l y 

10 been at l e a s t by w e l l t e s t . I s t h a t what you guys found 

11 out? 

12 A. Yes. Yes. 

13 EXAMINER JONES: David, do you have any 

14 questions? 

15 CROSS-EXAMINATION 

16 BY EXAMINER BROOKS: 

17 Q. Just the sta t u s of your dealings w i t h the BLM. 

18 You said they requested a d d i t i o n a l information? 

19 A. About the lease and production. 

2 0 Q. Yeah. They have not, then, given you any 

21 i n d i c a t i o n of what t h e i r -- what t h e i r a t t i t u d e r e a l l y 

22 i s toward t h i s ? 

23 A. They have t o l d me t h a t the d i f f e r e n t 

24 cooperative w e l l agreements allow f o r the commingling 

25 between f e d e r a l and nonfederal lands, and t h e i r new --
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1 a t l e a s t i n t h e i r s t r u c t u r a l memo -- I don't know i f 

2 i t ' s withdrawn or s t i l l t h e r e , but i t says you cannot do 

3 t h a t . So I do not know at t h i s p o i n t what they're going 

4 t o say. 

5 Q. Yeah. That was my understanding, t h a t they are 

6 saying: No more commingling between --

7 A. So I don't know. Are they going t o plug these 

8 wells? I don't know. 

9 MR. DEBRINE: Yeah. Mr. Examiner, I t h i n k 

10 i t ' s f a i r t o say t h a t the BLM's commingling p o l i c y i s 

11 s t i l l u n c e r t a i n . They came out w i t h an IM t h a t , 

12 e s s e n t i a l l y , w i l l p r o h i b i t commingling f e d e r a l 

13 pro d u c t i o n w i t h any other production. That IM expired 

14 by i t s own terms l a s t -- t h i s l a s t year, i n September, I 

15 b e l i e v e . And there was a meeting between i n d u s t r y 

16 groups and the BLM, and they agreed t h a t they would not 

17 implement t h a t IM. They're going t o propose some 

18 commingling p r o v i s i o n s i n the r e v i s i o n s t o Onshore Order 

19 Number 3, which they a n t i c i p a t e w i l l come out sometime 

20 i n 2013. And depending on whether you're t a l k i n g t o 

21 Carlsbad or Farrnington, you're going t o get a d i f f e r e n t 

22 answer on what the commingling issue i s . 

23 So we're hopeful t h a t we can -- t h a t we can 

24 s i t down w i t h the BLM and demonstrate t h a t i t ' s i n 

25 everyone's i n t e r e s t t o continue these -- these w e l l s , t o 
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continue production. I t ' s going t o maximize f e d e r a l 

2 r o y a l t i e s , and everybody w i l l b e n e f i t . /And w e ' l l o b t a i n 

3 t h a t approval once the D i v i s i o n acts. 

4 Q. (BY EXAMINER BROOKS) Other than t h e i r general 

5 compensation t o commingling f e d e r a l or nonfederal 

6 minerals, have they a r t i c u l a t e d any p a r t i c u l a r concerns 

7 w i t h r e l a t i o n t o t h i s p r o p e r t y t h a t you're aware? 

8 A. Okay. The f a c t t h a t we're commingling between 

9 f e d e r a l and nonfederal --

10 Q. Yeah. 

11 A. -- and not s e t t i n g i n d i v i d u a l meter 

12 f a c i l i t i e s --

13 Q. Right. 

14 A. -- f o r each w e l l . 

15 MR. DEBRINE: There's been no question 

16 r a i s e d w i t h regard t o the volumes t h a t have been 

17 accounted f o r or the accuracy of the method at t h i s 

18 p o i n t . 

19 EXAMINER BROOKS: Thank you. 

20 RECROSS EXAMINATION I 

21 BY EXAMINER JONES: 

22 Q. I t h i n k , by r u l e , the s t a t e approval i s 

23 contingent on the BLM approval. The only controversy 

24 w i t h the BLM i s the l e a s e l i n e w e l l s . I s there some j 

25 
"i 

language you would l i k e us t o put m there, t h a t 
, i 
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1 i n t e r n a l -- the "normal w e l l s " or -- we have t o put t h a t 

2 language i n anyway, but we could -- instead of a veto 

3 t o t a l l y of the whole t h i n g , i s what I'm saying. 

4 A. I was going t o say, c e r t a i n l y we need approval 

5 f o r the normal w e l l s as w e l l . 

6 MR. KELLAHIN: Mr. Examiner, our i n t e n t was 

7 t o ask your permission t o submit a d r a f t order f o r you, 

8 and we would address t h a t very question. 

9 EXAMINER JONES: Okay. Thank you. 

10 MR. DEBRINE: And we're asking you t o 

11 approve whatever the maximum your j u r i s d i c t i o n allows 

12 you t o do, recognizing t h a t there i s also the contingent 

13 on the BLM approval on some aspect of i t . 

14 EXAMINER JONES: Okay. 

15 Okay. Thank you, Ms. Hanson. 

16 THE WITNESS: Thank you. 

17 MR. KELLAHIN: Mr. Examiner, at t h i s time 

18 w e ' l l c a l l Mr. C l i n t o n M i l l s . 

19 CLINTON MILLS, 

20 a f t e r having been p r e v i o u s l y sworn under oath, was 

21 questioned and t e s t i f i e d as f o l l o w s : 

22 DIRECT EXAMINATION 

23 BY MR. KELLAHIN: 

24 Q. Mr. M i l l s , f o r the record, s i r , would you 

25 please s t a t e your name? 

: 
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1 A. C l i n t o n M i l l s . 

2 Q. And where are you employed? 

3 A. Apache Corporation. 

4 Q. And where do you reside? 

5 A. I work i n the Eunice, New Mexico o f f i c e . 

6 Q. What i s your general j o b d e s c r i p t i o n , 

7 Mr. M i l l s ? 

8 A. I'm the d i s t r i c t p roduction manager over the 

9 s t a t e of New Mexico. I have a l l the production 

10 operations. The only a c t i v i t y t h a t I'm not over would 

11 be the d r i l l i n g a c t i v i t i e s . 

12 Q. When we t a l k about the Hawk B-l b a t t e r i e s , both 

13 the f e d e r a l and the other one t h a t ' s captioned Hawk B - l , 

14 are those f a c i l i t i e s t h a t f a l l w i t h i n your area of 

15 r e s p o n s i b i l i t y ? 

16 A. Yes, they are. 

17 Q. How long have you been responsible f o r t h a t 

18 f a c i l i t y ? 

19 A. I n my curr e n t r o l e , I've been responsible f o r 

20 t h a t f a c i l i t y f o r three years. I've been working t h i s 

21 area o f f and on f o r about e i g h t years. 

22 Q. As p a r t of your p r e p a r a t i o n f o r t h i s hearing, 

23 have you reviewed the e x h i b i t book t h a t has been 

24 presented t o the D i v i s i o n and t o the Examiner? 

25 A. Yes, I have. 
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1 Q. I n s o f a r as there are t e c h n i c a l components t o 

2 the a p p l i c a t i o n , i s your p r e s e n t a t i o n today the most 

3 accurate and curr e n t r e p r e s e n t a t i o n of your data? 

4 A. Yes, i t i s . 

5 Q. Now, there w i l l be some changes between the 

6 a p p l i c a t i o n , E x h i b i t A, t h a t was f i l e d , and E x h i b i t K 

7 t h a t you and I are about t o t a l k about? 

8 A. Yes, s i r . 

9 Q. I n the f a c i l i t y i t s e l f , i s there day-to-day 

10 s t a f f i n g of t h a t f a c i l i t y so t h a t you have a way t o 

11 o b t a i n i n f o r m a t i o n from people on the ground? 

12 A. Yes. The f a c i l i t y i s automated. I n a d d i t i o n 

13 t o the automation, there i s a pumper t h a t goes by t h a t 

14 f a c i l i t y every day, r a i n or shine. There's also a 

15 measurement group t h a t i s responsible f o r ensuring a l l 

16 the meters on t h a t f a c i l i t y are accurate. There i s a 

17 mechanic t h a t i s c a l l e d i n t o a s s i s t the pumper i f there 

18 are any mechanical issues t h a t the pumper can't address 

19 himself. 

20 Q. When we discuss the po p u l a t i o n of w e l l s , what's 

21 the t o t a l p o p u l a t i o n of w e l l s we're t a l k i n g about? 

22 A. For the Grayburg-San Andres f a c i l i t y , there are 

23 32 w e l l s . For the Abo f a c i l i t y , there are two w e l l s . 

24 Q. Do you have dis p l a y s i n the book t h a t w i l l 

25 i l l u s t r a t e the c o n f i g u r a t i o n of the f a c i l i t i e s ? 
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Yes, we do. 

2 Q. I f y o u ' l l t u r n t o E x h i b i t Tab J. When we s t a r t 

3 w i t h E x h i b i t Tab J and the r e s t of the documentation, 

4 are these e x h i b i t s t h a t e i t h e r you have reviewed or t h a t 

5 were d i r e c t l y prepared by you? 

6 A. Yes, they are. 

7 MR. KELLAHIN: We tender Mr. M i l l s as an 

8 expert witness. 

9 EXAMINER JONES: So q u a l i f i e d . 

10 Q. (BY MR. KELLAHIN) Mr. M i l l s , behind E x h i b i t Tab 

11 J, there i s a f a c i l i t y summary. I don't want you t o 

12 read the summary. 

13 A. Okay. 

14 Q. But have you examined t h i s summary, and i s i t 

15 correct? 

16 A. Yes, I have, and i t i s c o r r e c t . 

17 Q. Once we've t a l k e d about the diagrams 

18 themselves, the Examiner can go back and look at the 

19 n a r r a t i v e , and between the two documents, then, 

20 rec o n s t r u c t what you're about t o t a l k about? 

21 A. Yes, he can. 

22 Q. I f y o u ' l l t u r n past t h a t summary then, there i s 

23 a series of d i s p l a y s . There are two s i n g l e pages, each 

24 s l i g h t l y d i f f e r e n t , and then there i s a separator tab, ) 

25 and then there i s a l a r g e r p i c t o r i a l . What does the 1 
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1 l a r g e r p i c t o r i a l represent? 

2 A. The l a r g e r p i c t o r i a l i s the way the --

3 Q. I t ' s a f o l d o u t map; i s i t not? 

4 A. Yes, i t ' s a f o l d o u t , the l a r g e r one here. I t ' s 

5 a t e c h n i c a l diagram of how the f a c i l i t y looks from a i r , 

6 but t r y i n g t o e x p l a i n i t o f f t h i s diagram would take us 

7 most of the afternoon probably. 

8 What's r e a l l y going on here i s , there are 

9 two completely separate f a c i l i t i e s . The only t h i n g t h a t 

10 they share i s the water tanks, and, of course, we j u s t 

11 s t o r e the water r i g h t before we dispose of i t . So 

12 t h a t ' s why we added, f o r lack of a b e t t e r word, the 

13 cartoon diagrams, t o e x p l a i n what's going on here. 

14 Q. Let's go back and do t h a t explanation. Let's 

15 s t a r t w i t h the f i r s t cartoon i n the book. 

16 A. Okay. 

17 Q. Let's make sure we understand which one we're 

18 l o o k i n g a t . 

19 A. The f i r s t one says, at the tope there, "Abo," 

20 which would be the Hawk B-l f e d e r a l b a t t e r y . This 

21 f a c i l i t y j u s t handles the production from two w e l l s . 

22 I t ' s the Hawk B-l 69 and 70. 

23 To walk you through the f a c i l i t y very 

24 b a s i c a l l y , the w e l l s are coming i n at the l e f t side i n t o 

25 a header system. The w e l l s are separated, and they each 
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1 go i n t o t h e i r own t e s t vessel. From t h a t t e s t vessel --

2 the t e s t vessels are a c t u a l l y a three-phase separator. 

3 We're breaking the gas o f f , which goes through a gas 

4 scrubber, and then i t ' s s o l d . The gas from each of the 

5 two w e l l s was commingled at the gas scrubber. P r i o r t o 

6 t h a t , they're each metered separately. The water goes 

7 t o the water tanks f o r d i s p o s a l . I t ' s also metered 

8 separately. The o i l goes t o the heater and then on t o 

9 the o i l tanks. 

10 So the production from these two w e l l s i s 

11 kept separate u n t i l a f t e r i t ' s a l l metered, a l l three 

12 phrases. 

13 Q. When we look a t t h i s b a t t e r y on the ground, 

14 where i s i t i n r e l a t i o n t o the second battery? 

15 A. I t ' s i n w i t h i t , f o r lack of b e t t e r words. 

16 This was an ol d e r f a c i l i t y t h a t was retrograded a couple 

17 of d i f f e r e n t times. And they s i t on top of each other. 

18 Q. When we look at t h i s p o p u l a t i o n of -- what was 

19 i t ? 34 wells? 

20 A. 32 w e l l s . 

21 Q. 32 w e l l s . What i s the average approximate 

22 d a i l y producing ranges f o r these wells? 

23 A. They produce anywhere from one b a r r e l a day up 

24 t o 40 b a r r e l s a day. 

25 Q. Have you examined the production curves of 
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1 these wells? 

2 A. Yes, I have. 

3 Q. Are we seeing s i m i l a r d e c l i n e curves f o r a l l of 

4 t h i s production? 

5 A. Yes, they're very s i m i l a r . 

6 Q. And i n order t o su s t a i n the a b i l i t y t o continue 

7 t o produce what I would c h a r a c t e r i z e as marginal w e l l s , 

8 do you need the f l e x i b i l i t y t o do t h i s monthly metering 

9 procedure t h a t you're seeking approval for? 

10 A. Yes, I do. 

11 Q. I n what circumstances would you suggest t h a t 

12 you must have an i n d i v i d u a l meter f o r each of the wells? 

13 A. I n what circumstances? 

14 Q. Yeah. What circumstances would cause you t o 

15 b e l i e v e t h a t you would need an i n d i v i d u a l meter? 

16 A. And we're s t i l l r e f e r r i n g t o the Abo f a c i l i t y , 

17 correct? 

18 Q. Yes, s i r . 

19 A. I f we were t o d r i l l a new w e l l t h a t was --

20 say i t made 500 b a r r e l s a day. This f a c i l i t y can't 

21 handle i t . Neither one of these f a c i l i t i e s can. So i f 

22 we were t o come i n t o a s i t u a t i o n l i k e t h a t or have an 

23 ESP w e l l t h a t produced a high volume of water, we would 

24 set i t up at a separate f a c i l i t y t o make sure t h a t i t 

25 was metered separately. 
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1 Because i f you b r i n g a high volume i n t o 

2 here ( i n d i c a t i n g ) , i t w i l l t u r n the vessels upside down. 

3 Meaning t h a t y o u ' l l end up w i t h water i n your o i l and 

4 o i l i n your water, and we j u s t can't handle t h a t . But 

5 as long as the production r a t e s are s i m i l a r , the 

6 a l l o c a t i o n method i s accurate. 

7 Q. Approximately where are we i n the l i f e of the 

8 producing l i f e of these wells? 

9 A. On the Abo f a c i l i t y , these are r e l a t i v e l y new 

10 w e l l s . 

11 Q. Do you foresee any o p p o r t u n i t y t h a t you would 

12 have t o redesign or abandon t h i s f a c i l i t y i n terms of 

13 how you're using i t i f you add a d d i t i o n a l wells? 

14 A. We could outgrow i t . I don't foresee t h a t 

15 happening any time soon. I b e l i e v e we can handle 

16 several other w e l l s w i t h t h i s one f a c i l i t y . 

17 Q. Well, l e t ' s look at the second diagram, and 

18 take us through t h i s second cartoon. This i s the one 

19 t h a t doesn't have the word " f e d e r a l " associated w i t h i t , 

2 0 although i t ' s a f e d e r a l property? 

21 A. Yes, s i r . Again, the only t h i n g t h a t you see 

22 on t h i s diagram t h a t was on the previous diagram i s the 

23 water tanks, which are the tanks i n the middle. 

24 What's going on here i s , you've got 32 

25 w e l l s coming i n . They're a l l coming i n i n the top, 
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1 r i g h t corner. That's a larg e header system. At t h a t 

2 header system, there w i l l be two w e l l s t h a t w i l l be 

3 d i v e r t e d i n t o the two t e s t separators. And those t e s t 

4 separators are three-phase separators as w e l l . So o i l , 

5 water and gas i s then metered o f f of those two w e l l s . 

6 From there, those t e s t separators dump the 

7 o i l i n t o the heater, the gas i n t o the gas scrubber and 

8 the water i n t o the water tanks. Eventually, the o i l 

9 ends up i n the o i l tanks, and then t h i s flows through a 

10 LACT u n i t . The gas, of course, ends up going through a 

11 sales s k i d , and i t ' s s o l d t o Targa. Now, t h a t ' s what 

12 happens w i t h the two w e l l s t h a t are being t e s t e d . 

13 Now, the other 3 0 w e l l s are dumped d i r e c t l y 

14 i n t o the f r e e water knockout, where the gas i s p u l l e d 

15 o f f the o i l and water. Some of the water's p u l l e d o f f , 

16 and then the r e s t of the o i l goes t o the heater. So 

17 t h a t production i s commingled from there, a l l the way 

18 through the f a c i l i t y . 

19 And then j u s t your basic -- as f a r as how 

20 the heaters f i r e , i t ' s p u l l i n g gas o f f of the gas 

21 scrubber. This f a c i l i t y i s f i r e d year round. We make 

22 enough volume of water here and the p a r a f f i n content's 

23 high enough t h a t we've got t o keep the o i l hot enough t o 

24 achieve [ s i c ] separation. 

25 Q. Based upon your experience w i t h your current 
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1 p o s i t i o n and your review of the documents of your 

2 company f o r periods of time t h a t were before you were 

3 responsible, i s there any i n d i c a t i o n t h a t there were 

4 problems associated w i t h the r e l i a b i l i t y of your 

5 measuring system? 

6 A. No, s i r , not at t h i s f a c i l i t y . 

7 Q. On a d a i l y basis, i f there was some k i n d of 

8 problem, what k i n d of problem would occur t h a t would 

9 a f f e c t your a b i l i t y t o a c c u r a t e l y meter and a l l o c a t e the 

10 production? 

11 A. Problems t h a t you can have w i t h t e s t vessels, 

12 you can have dumps t h a t freeze open or freeze closed. 

13 And when t h a t happens, you can, as I said before, send 

14 water down the o i l l i n e , o i l down the water l i n e . 

15 Meters can get t r a s h i n them and plug up. The way t h a t 

16 we monitor t h i s , the pumper's reviewing t h i s f a c i l i t y 

17 every day, and he's swabbing w e l l s i n and out of t e s t 

18 every day. And i f he gets a i r i n h i s t e s t -- meaning, 

19 the w e l l has been making f i v e b a r r e l s f o r the l a s t s i x 

20 months, and, a l l of a sudden, i t ' s saying i t ' s making no 

21 o i l whatsoever, j u s t making up water, h e ' l l know 

22 immediately he's got a problem w i t h t h i s f a c i l i t y . 

23 The meters themselves, we have a 

24 measurement group, both gas measurement and o i l and 

25 l i q u i d s measurements, and they're tasked w i t h proving 
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1 these meters; meaning, t e s t i n g them t o make sure t h a t 

2 they're accurate. The meters on both of these 

3 f a c i l i t i e s are proved or t e s t e d anywhere from monthly t o 

4 y e a r l y . 

5 Q. Are there any r e p o r t s t h a t you're aware of t h a t 

6 cause you concern about the accuracy or the r e l i a b i l i t y 

7 of the c a l i b r a t i o n of the meters? 

8 A. No, s i r . Speaking of the c a l i b r a t i o n , i f we 

9 have a meter, e i t h e r o i l or l i q u i d s -- excuse me -- gas 

10 or l i q u i d s , t h a t we're having t o prove a l l the time, 

11 w e ' l l replace i t . I t ' s too laborsome f o r our people t o 

12 have t o prove them monthly. Now, on your custody 

13 meters, those are proved anywhere from monthly t o 

14 q u a r t e r l y . 

15 Q. Let's t u r n now, Mr. M i l l s , t o the tab t h a t ' s 

16 marked E x h i b i t 7. I f y o u ' l l t u r n i n the book t o tab 7, 

17 there i s a summary here; i s there not? 

18 A. Yes, s i r . 

19 Q. Describe f o r the Examiner what you're t r y i n g t o 

20 convey w i t h t h i s i n f o r m a t i o n . 

21 A. This i s our t e s t i n g a l l o c a t i o n method. And 

22 when I say a l l o c a t i o n , I mean a l l o c a t i n g the t o t a l 

23 volume of o i l and gas so l d f o r the month back t o the 

24 i n d i v i d u a l w e l l s . What we're doing here i s , throughout 

25 the month, w e l l s are swabbed i n and out of t e s t , and 
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1 then those t e s t s are entered i n t o the system. I n any j 

2 one month, a w e l l could have anywhere from one t e s t t o 

3 three or four tests, depending on what's going on. \ 

4 Once those t e s t s are i n the system, w e ' l l j 

5 compare the sum of a l l those t e s t s versus the t o t a l j 

6 volume of o i l sold, and they should be very close. I f ! 

7 they're not very close, then w e ' l l go back and 

8 r e c a l i b r a t e our meters. But what we're using those j 

9 t e s t s f o r i s t o e s t a b l i s h percentages each month of what I 

10 each w e l l made, and t h a t ' s how we're a l l o c a t i n g the 

11 ownership of hydrocarbons back t o each w e l l . 

12 Q. Let's t u r n now t o E x h i b i t K. 

13 Before we t a l k about the pieces of E x h i b i t 

J 
14 K, you've represented on t h i s page a Conclusion Summary j 

15 w i t h regards t o the produc t i o n from the f a c i l i t y - - o r J 

16 f o r the w e l l s i n the f a c i l i t y , the p r o j e c t ? 

17 A. Yes, s i r . 

18 Q. What are your u l t i m a t e conclusions about the 

19 p r o j e c t i f you are now r e q u i r e d t o put i n d i v i d u a l meters | 

20 on each of the wells? | 

21 A. The basic conclusion, before we go through the I 

22 d e t a i l s , i s , I'm going t o have t o p l u g three w e l l s . And j 

23 those w e l l s are Numbers 35, 37 and 55. The reason we 
24 would have t o plug them i s because they're marginal 
25 w e l l s , and they can't s u s t a i n the cost of t e s t i n g them | 
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1 separately. 

2 When everyone r e f e r s t o metering w e l l s 

3 i n d i v i d u a l l y , i t ' s not j u s t a meter. I mean, we have t o 

4 set a whole t e s t vessel t o get those three flows t o 

5 separate, which i s the t e s t vessels i n the diagram. So 

6 t o set --we would e i t h e r set four-by-ten vessels or 

7 three-by-twelves. To set those, get them i n , w i t h a l l 

8 the meters, we're l o o k i n g at roughly $40,000 per w e l l . 

9 I n a d d i t i o n t o t h a t , u p - f r o n t c a p i t a l costs, we're 

10 l o o k i n g at $2,000 a year t o maintain t h a t equipment and 

11 t o ensure t h a t those meters are accurate. 

12 Q. Let's go through the d e t a i l s of how you got t o 

13 t h a t conclusion. 

14 A. Okay. 

15 Q. Are they set f o r t h on the f i r s t page of the 

16 p r i n t e d m a t e r i a l a f t e r E x h i b i t L e t t e r K? I s t h a t the 

17 summary? 

18 A. Yeah, the f i r s t page there w i t h the yellow 

19 s t r i p e s down i t , r i g h t behind the f i r s t one. 

20 Q. Describe f o r us the method t h a t you got t o your 

21 conclusions. 

22 A. Okay. These are economic runs f o r the seven 

23 w e l l s i n question. And the f i r s t set of the reserves, 

24 M PV (12), t h a t ' s what we have now. That's based o f f 

25 the c u r r e n t declines and graphs, which those are 
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1 i ncluded i n here as w e l l . The second set i s w i t h the 

2 a d d i t i o n a l $40,000 per w e l l , plus the $2,000 operating 

3 expense. 

4 When you compare one set t o the other, 

5 t h a t ' s how you get your conclusions on the f i r s t page. 

6 B a s i c a l l y , we're knocking the net present value down by 

7 $200,000, and we're c o s t i n g reserves. 

8 Q. So i f we look at t h i s page and we f i n d the 

9 h o r i z o n t a l black l i n e j u s t below the words " i n d i v i d u a l 

10 separation" -- do you see t h a t on the p r i n t e d sheet, the 

11 summary sheet? 

12 A. Oh, I'm i n the wrong book. 

13 Q. Come back. You see the black l i n e ? 

14 A. Yes. 

15 Q. Below t h a t , i t says "a lo s s . " 

16 A. Uh-huh. 

17 Q. That loss i s represented i n o i l , gas, NGLs and 

18 d o l l a r s and l i f e of the p r o j e c t ? 

19 A. Yes, s i r . 

2 0 Q. Those are your u l t i m a t e conclusions about the 

21 e f f e c t of what happens i f you were t o put meters on a l l 

22 of these wells? 

23 A. I t i s , but the t h i n g t h a t t h i s leaves out i s 

24 t h a t three of the w e l l s now become uneconomic. We 

25 wanted t o put i t i n here t h i s way j u s t t o show an 
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1 apples-to-apples comparison, but i n r e a l i t y , we're most 

2 l i k e l y going t o have t o plug three w e l l s . And i f you 

3 r e f e r t o t h a t l i t t l e spreadsheet w i t h the yellow l i n e s 

4 down i t 

5 Q. Well, l e t ' s do t h a t now. I f y o u ' l l t u r n the 

6 page, there i s the spreadsheet you're l o o k i n g a t , and 

7 i t ' s got the two yellow l i n e s , v e r t i c a l l i n e s , on i t . 

8 When you t a l k about i t , what are you representing here? 

9 A. What I'm r e f e r r i n g t o i s the three w e l l s t h a t 

10 have the lowest production, which would be the 35, the 

11 37 and 55. 

12 Q. Let's come back and i d e n t i f y these. These are 

13 what we c a l l the non-normal w e l l s , or are these the 

14 l e a s e l i n e wells? 

15 A. They're l e a s e l i n e w e l l s , and then --

16 Q. Plus the nonconsent? 

17 A. Plus the nonconsent w e l l s . 

18 Q. So t h i s i s the p o p u l a t i o n of w e l l s , excluding 

19 the nonconsent, f o r which the BLM has some concern? 

20 A. Yes. 

21 Q. Now, describe f o r us what you've got here. 

22 A. This i s where the conclusions on the previous 

23 page came from. Do you want me t o t a l k about plugging 

24 the three wells? 

25 Q. Yes, s i r . 
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1 A. I f we have t o put t h i s cost on these marginal 

2 w e l l s -- there are three of them t h a t w e ' l l probably 

3 plug, r a t h e r than have t o spend the money. I f you add 

4 up the hydrocarbons associated w i t h these three w e l l s 

5 and the net present value, you're l o o k i n g at 2 0,000 

6 b a r r e l s of o i l , 196,000,000 cubic f e e t and then an 

7 a d d i t i o n a l $532,000 net present value t h a t w i l l be l o s t 

8 j u s t because these w e l l s can't a f f o r d the a d d i t i o n a l 

9 expense. 

10 Q. I s i t your expert o p i n i o n t h a t we w i l l leave 

11 hydrocarbons unrecovered i n the r e s e r v o i r i f t h i s 

12 a p p l i c a t i o n i s not approved? 

13 A. Yes, i t i s . 

14 Q. W i l l we extend the l i f e of these producing 

15 w e l l s and recover hydrocarbons t h a t you would not 

16 otherwise recover i f i t i s approved? 

17 A. That i s my conclusion, yes. 

18 Q. W i l l the approval of t h i s a p p l i c a t i o n adversely 

19 a f f e c t any of the owners or t h e i r share? 

20 A. No, i t w i l l not. 

21 Q. Are you s a t i s f i e d t h a t t h i s method of 

22 a l l o c a t i o n and metering i s f a i r , reasonable and 

23 accurate? 

24 A. I'm s a t i s f i e d i t ' s f a i r , reasonable and 

25 accurate, much more s a t i s f i e d over the a l t e r n a t i v e . 
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1 Q. Let's t u r n t o the next package of i n f o r m a t i o n . 

2 We're s t i l l i n the same set of e x h i b i t s . There i s a 

3 se r i e s of production p l o t s ? 

4 A. Yes, s i r . 

5 Q. You have a se r i e s of p l o t s . These r e f e r , then, 

6 t o the same w e l l s t h a t are t a b u l a t e d on the page before? 

7 A. Yes. These are the same seven w e l l s , r e f e r r e d 

8 t o as l e a s e l i n e w e l l s , and the one nonconsent w e l l . 

9 Q. When we look at t h i s t a b u l a t i o n -- t h i s i s the 

10 c o l o r t a b u l a t i o n of production, and the f i r s t one we 

11 have here i s the Hawk B-l Number 33. I s t h a t what you 

12 have? 

13 A. Yes, s i r . 

14 Q. What i s p l o t t e d on t h i s display? 

15 A. This i s b a s i c a l l y the production p l o t since we 

16 d r i l l e d t h i s w e l l i n 2004. You've got a gas forecast 

17 and an o i l forecast b a s i c a l l y p r e d i c t i n g t h i s w e l l ' s 

18 performance throughout i t s l i f e . 

19 Q. Have you c a l c u l a t e d the percentage of decline 

20 on t h i s wellbore? 

21 A. Yes. This p a r t i c u l a r w e l l i s at 14 percent 

22 d e c l i n e . The range f o r t h i s lease i s between 8 percent 

23 and 16 percent. So t h i s i s a very t y p i c a l graph f o r 

24 t h i s lease. 

25 Q. Have you examined a l l o f the p r o d u c t i o n dec l ine 
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1 curves f o r a l l the w e l l s i n the p r o j e c t ? 

2 A. Yes, I have. 

3 Q. Do they have produ c t i o n p r o f i l e s such as we're 

4 representing here by the Hawk B-l 33 well? 

5 A. Yes, they do. 

6 Q. Are we i n the l i f e of these w e l l s i n such a way 

7 t h a t you would not be doing work-overs or something t o 

8 change the character of the producing rates of these 

9 wells? 

10 A. Yes. Throughout the l i f e of the w e l l , we might 

11 want t o do an a c i d j o b or a r e s t i m u l a t i o n or something 

12 l i k e t h a t . 

13 Q. I s there any of t h a t process t h a t would 

14 s u b s t a n t i a l l y a l t e r the accuracy of the methods of 

15 c a l c u l a t i o n f o r the d i s t r i b u t i o n of the production and 

16 revenues? 

17 A. Not s u b s t a n t i a l l y a l t e r , no. What we found 

18 w i t h these w e l l s i s , when we do a r e s t i m u l a t i o n , w e ' l l 

19 get a good bump i n production f o r two t o f i v e months, 

20 and then i t drops r i g h t back t o the same dec l i n e . The 

21 only way you can r e a l l y change the decline on i t i s t o 

22 move t o another zone. 

23 Q. When you look at the production p l o t , 

24 there's -- p e r i o d i c a l l y , there may be a day or so i n 

25 which the l i n e s drop down t o zero? 
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1 A. Yes, s i r . 

2 Q. What i s happening dur i n g those periods of time? 

3 A. This p a r t i c u l a r lease i s around the town of 

4 Eunice, and the gas p l a n t s i n t h a t area are around 60 

5 years o l d , and they're also maxed out. So from time t o 

6 time, we have t o shut i n the whole lease. So i n r e t u r n , 

7 you get a couple of low days of production. And when 

8 a l l the w e l l s shut i n , they do b u i l d up some gas 

9 pressure, so when we k i c k them on, they do f l u s h up a 

10 l i t t l e b i t . So t h i s e r r a t i c production you see through 

11 2011 and 2012 i s a l l due t o gas p l a n t s h u t t i n g s . 

12 Q. I s there anything about t h a t a c t i v i t y t h a t w i l l 

13 change your o p i n i o n about the r e l i a b i l i t y and the 

14 accuracy of your monthly d i s t r i b u t i o n and t e s t i n g ? 

15 A. No, there i s not. 

16 Q. Behind E x h i b i t Tab Number 8, i f you w i l l , 

17 Mr. M i l l s , there i s a s e r i e s of w r i t t e n paragraphs. One 

18 i s captioned "Cost Reduction." The next one says 

19 "Marginal Production." The l a s t one says "Prevention of 

20 Waste," and then f i n a l l y , "Future Wells." Have you 

21 examined each of those pages and t h e i r paragraphs? 

22 A. Yes, I have. 

23 Q. Do they a c c u r a t e l y represent your conclusions 

24 and b e l i e f s ? 

25 A. Yes, they do. 
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1 Q. Let's spend a moment and t a l k about what you 

2 in t e n d by t h i s concept of f u t u r e w e l l s being approved i n 

3 the p r o j e c t . I t may be h e l p f u l t o go back t o the 

4 o r i g i n a l layout of the p r o j e c t , which i s the f o l d o u t 

5 p l a t at the beginning of the book. Do you have one of 

6 those, Mr. M i l l s ? I s t h i s the large foldout? 

7 A. I've got one. 

8 Q. When you look at the large f o l d o u t , Mr. M i l l s , 

9 do you c u r r e n t l y have a w e l l i n t h i s p o p u l a t i o n f o r each 

10 of the 40-acre spacing u n i t s ? 

11 A. Yes, s i r . 

12 Q. So the o p p o r t u n i t y f o r f u t u r e w e l l s are w e l l s f 

13 t h a t would increase the de n s i t y w i t h i n the spacing u n i t ? j 

1 

14 A. That's c o r r e c t . 1 

15 Q. Describe f o r us what you in t e n d t o do by the 

16 adding of those w e l l s t o each of these two b a t t e r i e s ? | 

17 A. I f we were t o d r i l l an Abo w e l l , which i s the 

18 f a c i l i t y t h a t o n l y has the two w e l l s , i t would be nice 

19 t o be able t o t e s t the three w e l l s w i t h the two t e s t 

20 vessels and then a l l o c a t e based o f f of those 

21 percentages. I 

22 I f we d r i l l e d the Grayburg-San Andres 

23 w e l l s , we would b r i n g them i n t o the Grayburg-San Andres 

24 facility where we already have the 32 wells, and we \ 
25 would l i k e t o t e s t and a l l o c a t e as w e l l . 
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1 With new w e l l s , the production tends t o be 

2 higher and more e r r a t i c ; meaning t h a t they have a much 

3 steeper d e c l i n e . So when we do d r i l l new w e l l s , we make 

4 sure t o t e s t them more f r e q u e n t l y . We put them i n t e s t 

5 f o r 10 t o 12 days s t r a i g h t , and then w e ' l l go back and 

6 t e s t them every week t o make sure we know what t h a t w e l l 

7 i s doing. 

8 MR. KELLAHIN: Mr. Examiner, t h a t concludes 

9 my examination of Mr. M i l l s . 

10 EXAMINER JONES: Mr. DeBrine, do you have 

11 any questions? 

12 MR. DEBRINE: No, Mr. Examiner. 

13 CROSS-EXAMINATION 

14 BY EXAMINER JONES: 

15 Q. I s there a gas w e l l on t h i s lease, Hawk B - l . 

16 I s t h a t a gas well? 

17 A. Let me see. Most recent w e l l t e s t I have i s 

18 s i x b a r r e l s of o i l and 85 gas. So we've got i t 

19 c l a s s i f i e d as an o i l w e l l . 

20 MS. HANSON: I t i s an o i l w e l l . 

21 A. Oh, okay. I t j u s t showed up d i f f e r e n t l y due t o 

22 the mapping software. 

23 Q. (BY EXAMINER JONES) And why now i s there a --

24 there i s a Hawk Federal B-l b a t t e r y and a Hawk B-l 

25 b a t t e r y ? 

PAUL BACA PROFESSIONAL COURT REPORTERS 
ae603d5d-8f2a-4929-b732-3aeeb5b04e8c 



Page 51 
1 A. That's t o keep the Abo production separate from 

2 the Grayburg-San Andres. 

3 Q. Which one i s Abo? 

4 A. The f e d e r a l , which would be the one on the 

5 west. 

6 Q. Does your pumper keep h i s papers of the t e s t s 

7 and come i n and r e c o n c i l e , or does your automation 

8 system handle a l l that? 

9 A. This lease, we're c u r r e n t l y doing i t the o l d 

10 way, which means he p u l l s the t e s t d a i l y and manually 

11 enters them i n t o the computer i n the o f f i c e d a i l y . 

12 As f a r as t o r e c o n c i l e the t e s t s t o make 

13 sure they make sense, the pumpers review t h e i r own 

14 t e s t s , t y p i c a l l y , weekly. The foremen also review them 

15 monthly, and I review them monthly as w e l l . 

16 Q. What s o r t of percentage do you normally get out 

17 here between your -- i f you add up a l l your t e s t s versus 

18 your t o t a l lease production --

19 A. You mean f o r a t y p i c a l well? 

20 Q. For the -- f o r the whole t h i n g . I f you add up 

21 a l l your t e s t s -- l i k e i f you take a month p e r i o d or so 

22 and add up a l l your t e s t s versus your lease production, 

23 what -- what do you thi n k ? 

24 A. With the Abo f a c i l i t y , there are only two 

25 w e l l s . One makes s l i g h t l y more than the other, so the 
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1 a l l o c a t i o n i s going t o be something around 60 percent t o 

2 one w e l l , 40 percent t o the other w e l l . 

3 With the Grayburg-San Andres f a c i l i t y , 

4 there are 32 w e l l s , making anywhere from 1 b a r r e l t o 40 

5 b a r r e l s . So they're going t o get anywhere from 1/32nd, 

6 a l l the way up t o 20 percent or something. 

7 Q. Okay. But i f you -- i n other words, how 

8 accurate i s i t t o add up a l l the w e l l t e s t s versus 

9 measuring the t o t a l lease production? Are you g e t t i n g 

10 the 95-percent l e v e l or --

11 A. We tend t o be i n the 95 t o 110 percent. 

12 Q. Okay. Okay. Sounds good. 

13 A. And t h a t ' s the way we t r y t o balance i t . 

14 Q. Okay. Do you have pumping u n i t s on these 

15 wells? 

16 A. Yes, s i r . 

17 Q. Do you have load c e l l s on them and --

18 A. Load c e l l s , Sam c o n t r o l l e r s . The guys go by 

19 and have the u n i t s draw cards every day, make sure 

2 0 they're pumping e f f i c i e n t l y . 

21 Q. So b a s i c a l l y your automation system -- i t won't 

22 read the t e s t meter, but i t ' l l read the -- obviously, 

23 the sales meters and s t u f f ? 

24 A. Yes. Yes. And the f a c i l i t i e s themselves are 

25 automated, h i g h - l e v e l alarms, l o w - l e v e l alarms. So 
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1 anything t h a t goes on, the pumper w i l l get a -- h e ' l l 

2 get a phone c a l l f i r s t and then a t e x t on h i s c e l l 

3 phone. 

4 Q. Well, can you c o n t r o l i t from the o f f i c e ? Can 

5 you watch ev e r y t h i n g happening from the o f f i c e ? 

6 A. You can watch a l l the tank l e v e l s , the meters, 

7 the t e s t s t o see what's going on. C u r r e n t l y on t h i s 

8 f a c i l i t y , we cannot look at each pumping u n i t from the 

9 o f f i c e . 

10 Q. And are these two Abo w e l l s -- are they done on 

11 commingle w i t h Grayburg-San Andres? 

12 A. No, they are not. 

13 Q. So there are 32 GSA, and there are two Abo? 

14 A. So 34 t o t a l . 

15 Q. 34 t o t a l . 

16 And none of the w e l l s are done on 

17 commingle? 

18 A. Between the Grayburg and the San Andres. 

19 Q. Well, between -- between any pools, none of 

20 these w e l l s , you're t a l k i n g about? 

21 A. No. The Grayburg-San Andres --

22 MS. HANSON: Two of those, Grayburg-San 

23 Andres. 

24 A. Yeah. There are two Grayburg-San Andres t h a t 

25 are now commingled, but not w i t h the Abo. 
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1 Q. (BY EXAMINER JONES) Two separate pools, though. 

2 So they're commingled w i t h two separate pools -- at 

3 l e a s t two separate pools? 

4 A. Yes, s i r . 

5 Q. Well, t h a t ' l l come i n on your document t h a t you 

6 send i n ; h o p e f u l l y t h a t ' l l be on th e r e . 

7 MS. HANSON: Yes, s i r . 

8 Q. (BY EXAMINER JONES) And the types of meters 

9 t h a t you use nowadays? 

10 A. We've got mostly two-inch meters, some of them 

11 are thr e e - i n c h . We've got O r i f i c e t o t a l flows. We've 

12 also got -- t h a t ' s f o r the gas, O r i f i c e t o t a l flows. 

13 And then f o r the l i q u i d s , we've got t u r b i n e s t h a t are 

14 also t o t a l flows. And I have brands i f you want them. 

15 Q. No, t h a t ' s a l l r i g h t . 

16 A. They're i n d u s t r y standards. 

17 Q. Okay. But p a r a f f i n issues? 

18 A. Those are t h i n g s t h a t we watch f o r . We don't 

19 r e a l l y have much problem on t h i s f a c i l i t y . We've got a 

20 very good chemical man t h a t keeps an eye on a l l our 

21 s t u f f f o r us, and we r e a l l y haven't had any issues at 

22 the f a c i l i t y . 

23 Q. What i s your o i l g r a v i t y and gas g r a v i t y ? 

24 A. I don't have t h a t o f f the top of my head. We 

25 can provide t h a t . 
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But the d i f f e r e n c e between your -- there i s --

2 besides p a r a f f i n , there i s a b i g d i f f e r e n c e between o i l 

3 and water and g r a v i t y . So your separators work 

4 acc u r a t e l y --

5 A. Yes, they do. 

6 Q. -- p r e t t y accurately? 

7 A. Yes, they do. 

8 Q. And the gas, has t h a t got a l o t of i n e r t s i n 

9 i t , l i k e HCS? 

10 A. I t i s a sour f a c i l i t y , and we do do gas 

11 sampling t y p i c a l l y every two months t o see i f the 

12 composition i s changing. 

13 Q. But you s e l l i t a s - i s , r i g h t ? 

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

15 Q. You don't break down any gas? 

16 A. No. A l l we do i s run i t through a scrubber t o 

17 p u l l any l i q u i d s out of there so t h a t the gas company 

18 doesn't get mad at us. 

19 Q. And the sales p o i n t f o r the o i l here, i s 

20 t h a t -- i s a LACT u n i t on the battery? 

21 A. There i s a LACT u n i t on the Grayburg-San Andres 

22 f a c i l i t y The Abo f a c i l i t y i s trucked. And the gas 

23 sales p o i n t s are r i g h t there at the f a c i l i t y as w e l l , 

24 and, of course, they're separate, and they go t o 

25 Southern Union and Targa. 

PAUL BACA PROFESSIONAL COURT REPORTERS 
ae603d5d-8f2a-4929-b732-3aeeb5b04e8c 



1 
Page 56 

Q. We have t o s p e c i f y those i n our permits we 

2 w r i t e , so --

3 The cost of p u t t i n g the separator on 

4 there -- I know you've got your i n t a n g i b l e s , but as f a r 

5 as your -- you couldn't t r a n s f e r o l d separators from 

6 another lease l i k e do a m a t e r i a l t r a n s f e r ? 

7 A. I f we had them, we would. 

8 Q. Oh. 

9 A. We're a c t i v e l y d r i l l i n g . We've got s i x r i g s 

10 running i n the s t a t e of New Mexico. So I've strapped 

11 together every piece of o l d equipment I could f i n d , and 

12 now we're w a i t i n g on f a b r i c a t i o n shops. 

13 Q. So you have t o buy, b a s i c a l l y , new s t u f f ? 

14 A. Yes, s i r . 

15 Q. And pay f o r p u t t i n g i t i n and -- as f a r as 

16 charging i t o f f , you would charge i t t o the w e l l s t h a t 

17 are --

18 A. The i n d i v i d u a l w e l l s . 

19 Q. That are t a k i n g i t ? 

20 A. Yeah. We would do i t w i t h an AFE f o r each, 

21 i n d i v i d u a l w e l l , and then i t would be b i l l e d out 

22 according t o the ownership, however d i v e r s i f i e d t h a t i s . 

23 Q. So those l e a s e l i n e agreements are probably 

24 d i f f e r e n t cost centers? 

25 A. Yes. 
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1 Q. So they would be b i l l e d -- the owners would be 

2 b i l l e d ? 

3 A. T o t a l l y separate. 

4 Q. And you t h i n k the BLM1s -- what they would 

5 p r e f e r , obviously, i s continuous metering --

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

7 Q. -- between the d i v e r s e l y groups of wells? 

8 A. Yeah. They would p r e f e r us t o set i n d i v i d u a l 

9 vessels on a l l seven of these, I'm sure, but we can't 

10 a f f o r d t o do t h a t on three of them. 

11 Q. So there are seven d i f f e r e n t leaselines? 

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

13 EXAMINER JONES: I don't have any more 

14 questions. 

15 EXAMINER BROOKS: I don't b e l i e v e I have 

16 any questions. 

17 EXAMINER JONES: Okay. Any other? 

18 MR. KELLAHIN: Mr. Catanach [ s i c ] , t h a t 

19 concludes our pr e s e n t a t i o n . 

20 (Laughter.) 

21 EXAMINER BROOKS: W e ' l l take t h a t i n t o 

22 c o n s i d e r a t i o n . 

23 MR. KELLAHIN: He d i d n ' t remind me t h a t we 

24 had f i l e d a memorandum, t h a t was f i l e d on Tuesday. I 

25 w i l l get you copies o f t h a t . Mr. DeBrine had d r a f t e d 
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1 the memo t h a t d e a l t s p e c i f i c a l l y w i t h our p o s i t i o n 

2 concerning the BLM, t o give i t t o you as our research 

3 and conclusions, i f you desire t o consider i t . I f 

4 y o u ' l l give us permission, we w i l l send you a d r a f t 

5 order t h a t we be l i e v e complies w i t h what you can do and 

6 what we're asking t h a t you do do. 

7 And we're here t o stand f o r questions. 

8 EXAMINER JONES: Thanks a l o t , Mr. M i l l s . 

9 THE WITNESS: Thank you. 

10 EXAMINER JONES: With t h a t , w e ' l l take Case 

11 14944 under advisement. 

12 EXAMINER BROOKS: Yeah. By the way, i t i s 

13 14944, not 14994. 

14 (Case Number 14944 conclude, 9:35 a.m.) 

15 EXAMINER JONES: Let's take a two-minute 

16 recess. 

17 (Recess, 9:35 a.m.) 

18 

19 
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COUNTY OF BERNALILLO 
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