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MR. WARNELL: Okay. I t ' s 9:30. Let's go back on the 

record. Our next case i s Case No. 14189, A p p l i c a t i o n of the 

New Mexico O i l Conservation D i v i s i o n f o r a Compliance Order 

against AmeriCo Energy Resources, LLC, Eddy and Lea County, New 

Mexico. 

C a l l f o r appearances. 

MR. SWAZO: Sonny Swazo on beh a l f of the OCD. 

MS. MUNDS-DRY: Ocean Munds-Dry w i t h the law f i r m o f 

Holland and Hart here r e p r e s e n t i n g AmeriCo t h i s morning. I 

have one witness. 

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

re p r e s e n t i n g Celero Energy I I , LP. I have no witnesses. 

MR. WARNELL: Very w e l l . We w i l l swear i n both 

witnesses at the time same. I f the witnesses w i l l please stand 

and s t a t e your name and be sworn i n . 

MR. SANCHEZ: Daniel Sanchez. 

MR. NOSRATI: Oscar N o s r a t i . 

MR. WARNELL: Mr. Swazo, you may begin. 

MR. SWAZO: Mr. Hearing Examiner, I'm j u s t going t o 

give a b r i e f i n t r o d u c t i o n . 

This case i s f o r 12 i n a c t i v e w e l l s , and one of those 

w e l l s does r e q u i r e an a d d i t i o n a l f i n a n c i a l assurance under OCD 

r u l e s . Please bear w i t h me. I'm s t a r t i n g t o come down w i t h a 

cold , so I may be a l i t t l e soft-spoken. I f you need me t o 

speak up, j u s t t e l l me. 
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For over three-and-a-half years, OCD has t r i e d t o 

work w i t h AmeriCo t o get i t t o address i t s i n a c t i v e w e l l s . I n 

May of 2005, OCD d i d an ACO w i t h operator t o address 11 

i n a c t i v e w e l l s . Six of those w e l l s are the s u b j e c t of t h i s 

case, and those w e l l s were acquired i n March of 2004. Operator 

f a i l e d t o meet the c o n d i t i o n s of the ACOI. 

I n March 2006, OCD d i d another ACOI w i t h the operator 

f o r the same s i x w e l l s . Operator f a i l e d t o meet the c o n d i t i o n s 

of the ACOI again. Operator's excuse each time was t h a t i t was 

having d i f f i c u l t i e s o b t a i n i n g a r i g . OCD d i d the second ACOI 

w i t h operator a f t e r operator assured OCD i t now had access t o a 

r i g and could b r i n g the w e l l s i n t o compliance w i t h i n a sho r t 

time p e r i o d . 

Operator s a i d i t would be able t o b r i n g a l l s i x w e l l s 

i n t o compliance w i t h i n a s i x - t o eight-month p e r i o d . And t h i s 

was i n March 2006. None of the s i x w e l l s have been brought 

i n t o compliance. And since then, operator has acquired 

a d d i t i o n a l w e l l s which operator has not produced since 

a c q u i r i n g them, and these are the remaining s i x w e l l s i n t h i s 

case . 

We are asking f o r an order r e q u i r i n g operator t o 

r e t u r n the w e l l s t o compliance w i t h Rule 201 by a date c e r t a i n , 

and i f operator does not r e t u r n the w e l l s t o compliance by t h a t 

set date, then we are asking f o r the a u t h o r i t y t o plug and 

abandon the w e l l s and f o r f e i t the a p p l i c a b l e f i n a n c i a l 
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assurance. 

One of the w e l l s i s i n need of a d d i t i o n a l f i n a n c i a l 

assurance. OCD Rule 101 r e q u i r e s a State or fee w e l l i n a c t i v e 

f o r more than two years t o be covered by a s i n g l e w e l l 

f i n a n c i a l assurance. The State T Devonian B No. 009 i s t h a t 

w e l l . We are asking f o r an order r e q u i r i n g operator t o post 

the r e q u i r e d f i n a n c i a l assurance. Operator needs t o post the 

a d d i t i o n a l f i n a n c i a l assurance even i f the w e l l i s placed on 

OCD-approved temporary abandonment s t a t u s or plugged but not 

released. Operator could a v o i d having t o post the a d d i t i o n a l 

f i n a n c i a l assurance by simply r e t u r n i n g the w e l l t o p r o d u c t i o n . 

And a t t h i s time, the amount of the r e q u i r e d 

a d d i t i o n a l f i n a n c i a l assurance i s $17,800. I've given you an 

e x h i b i t packet. E x h i b i t No. 1 i s my A f f i d a v i t of Notice of 

p u b l i c a t i o n i n t h i s case, and E x h i b i t No. 2 i s the a f f i d a v i t of 

f i n a n c i a l assurance concerning the f i n a n c i a l assurance s t a t u s 

of AmeriCo. 

And w i t h t h a t s a i d , I ' d l i k e t o go ahead and begin my 

case, 

MR. WARNELL: You may begin. 

MR. SANCHEZ 

a f t e r having been f i r s t d u l y sworn under oath, 

was questioned and t e s t i f i e d as f o l l o w s : 
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DIRECT EXAMINATION 

BY MR. SWAZO: 

Q. Would you please s t a t e your name f o r the record? 

A. Daniel Sanchez. 

Q. And Mr. Sanchez, w i t h whom are you employed? 

A. The O i l Conservation D i v i s i o n . 

Q. And what i s your t i t l e ? 

A. Compliance and Enforcement Manager. 

Q. And as Compliance and Enforcement Manager, you 

oversee enforcement and compliance e f f o r t s w i t h i n the State of 

New Mexico? 

A. Yes, I do. 

Q. And t h a t includes the i n a c t i v e w e l l Agreed 

Compliance Order or ACOI program? 

A. Yes. 

Q. Are you f a m i l i a r w i t h Rule 201? 

A. Yes, I am. 

Q. What are the general requirements of Rule 201? 

A. Wells i n a c t i v e f o r more than a year plus 90 days 

must be plugged or TA'd, or they can be put back i n t o 

p r o d u c t i o n and i n t o i n j e c t i o n . 

Q. Are you f a m i l i a r w i t h Rule 101? 

A. Yes. 

Q. And what are the general requirements of t h a t 

r u l e ? 
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A. A State or fee w e l l i n a c t i v e f o r more than two 

years and not plugged and released must be covered by a s i n g l e 

w e l l f i n a n c i a l assurance, even i f the w e l l i s covered by a 

blan k e t f i n a n c i a l assurance and even i f t h a t w e l l i s on 

approved TA s t a t u s . 

Q. So under the r u l e , even i f a w e l l i s plugged, but 

i t has not been released, the operator would s t i l l be r e q u i r e d 

t o post the a d d i t i o n a l f i n a n c i a l assurance? 

A. Yes. 

Q. And when would t h a t f i n a n c i a l assurance be 

released? 

A. Well, when the remediation of the s i t e has been 

completed and been t u r n e d loose by the D i s t r i c t o f f i c e . 

Q. And an operator -- another way t h a t an operator 

can avoid the f i n a n c i a l assurance requirements i s by r e t u r n i n g 

the w e l l t o production? 

A. Yes. 

Q. Would you please i d e n t i f y E x h i b i t No. 3? 

A. E x h i b i t No. 3 i s the w e l l l i s t f o r AmeriCo Energy 

Resources, and i t shows t h a t they c u r r e n t l y operate 86 w e l l s i n 

New Mexico. 

Q. And when was the date of t h i s l i s t ? When was 

t h i s l i s t generated? 

A. On September 30th, 2008. 

Q. Have you checked the l i s t since then? 
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1 A. Yes . 

2 Q. Does AmeriCo s t i l l operate the same number of 

3 wells? 

4 A. Yes, i t does. 

5 Q. And does the l i s t show the date of l a s t r e p o r t e d 

6 i n j e c t i o n or p roduction? 

7 A. Yes, i t does. 

8 Q. And t h i s l i s t i s a v a i l a b l e t o the p u b l i c ? 

9 A. Yes, i t i s . 

10 Q. And would you i d e n t i f y E x h i b i t No. 4? 

11 A. E x h i b i t No. 4 i s the i n a c t i v e w e l l l i s t f o r 

12 AmeriCo, and i t shows c u r r e n t l y 12 i n a c t i v e w e l l s out of 86. 

13 Q. And when was t h i s l i s t generated? 

14 A. This one was generated yesterday, 

15 October 29th, 2008 . 

16 Q • And what's the c r i t e r i a f o r being on t h i s l i s t ? 

17 A. When a w e l l has been i n a c t i v e f o r more than a 

18 year plus 90 days . 

19 Q - And t h i s l i s t a l s o shows the date of l a s t 

20 rep o r t e d p r o d u c t i o n or i n j e c t i o n ? 

21 A. Yes, i t does. 

22 Q. What i s E x h i b i t No. 5? 

23 A. E x h i b i t No. 5 i s the i n a c t i v e w e l l a d d i t i o n a l 

24 f i n a n c i a l assurance r e p o r t f o r AmeriCo Energy. 

25 Q. And t h i s r e p o r t shows the w e l l s t h a t are i n or 
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out of compliance w i t h the f i n a n c i a l assurance requirements? 

A. Yes, i t does. 

Q. And what does i t show w i t h regard t o AmeriCo? 

A. They have one w e l l r i g h t now t h a t ' s out of 

compliance and t h a t ' s the State T Devonian 009, and i t shows 

t h a t they owe $17,800 a d d i t i o n a l f i n a n c i a l assurance on t h a t 

w e l l . 

Q. Now, w i t h regard t o E x h i b i t No. 4 and E x h i b i t 

No. 5, both of those e x h i b i t s are a v a i l a b l e t o the p u b l i c ? 

A. Yes, they are. 

Q. And the c r i t e r i a f o r being on the f i n a n c i a l 

assurance r e p o r t ? 

A. I s when a State or fee w e l l has been i n a c t i v e f o r 

more than two years, even i f t h a t i n a c t i v i t y i s on approved TA 

s t a t u s . 

Q. Would you please i d e n t i f y E x h i b i t No. 6? 

A. E x h i b i t No. 6 i s an Agreed Compliance Order. 

This was ACOI #70 t h a t was made between the OCD and AmeriCo 

Energy Resources. 

Q. And i f you look a t the back page, who signed i t 

on AmeriCo*s b e h a l f , and what day was i t signed? 

A. I t was signed by Mr. Oscar N o s r a t i , co-manager, 

and was signed on A p r i l 28th, 2005. 

Q. And who signed i t on be h a l f of OCD and on what 

date? 
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A. I t was signed on May 27th, 2005, by Mark Fesmire, 

the OCD D i r e c t o r . 

Q. And how many w e l l s were covered under t h i s ACOI? 

A. Eleven. 

Q. And s i x of those wells, are the w e l l s t h a t are the 

subj e c t of t h i s a p p l i c a t i o n ? 

A. Yes. Those s i x were the B C Dickinson A - l 

No. 001, the B C Dickinson A - l No. 002, the B C Dickinson D 

No. 005, Lee Whitman A No. 001, Lee Whitman B No. 007, and the 

W T Mann A No. 002. 

Q. Now, under t h i s Agreed Compliance Order, what was 

the r a t e o f compliance f o r AmeriCo? 

A. They were t o r e t u r n one w e l l back t o compliance 

each month over an 11-month p e r i o d . 

Q. When was t h a t t o begin? 

A. May 1st, 2005. 

Q. And when was i t t o end? 

A. March 31st, 2006. 

Q. Does the Agreed Compliance Order e x p l a i n how 

AmeriCo can -- how a w e l l can be brought back i n t o compliance? 

A. Yes, i t d i d . 

Q. And does the Agreed Compliance Order r e q u i r e the 

f i l i n g of a compliance r e p o r t ? 

A. Yes. I n t h i s case, i t r e q u i r e d a monthly r e p o r t 

t o be f i l e d w i t h the d i s t r i c t o f f i c e . 
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Q. And d i d the Agreed Compliance Order prov i d e f o r a 

pe n a l t y i n case AmeriCo d i d not meet the c o n d i t i o n s of the 

Agreed Compliance Order? 

A. Yes, i t d i d , and t h a t was $1,000 f o r each w e l l 

t h a t they d i d n ' t b r i n g back i n t o compliance under the 

agreement. 

Q. Do you know when those -- the s i x w e l l s t h a t you 

j u s t t e s t i f i e d about, d i d you happen t o know the dates when 

AmeriCo acquired those wells? 

A. They acquired them i n 2004, March of 2004. 

Q. Would you please i d e n t i f y E x h i b i t No.7? 

A. E x h i b i t No. 7 was a l e t t e r w r i t t e n by one of our 

at t o r n e y s , G a i l MacQuesten, to AmeriCo and was thanking AmeriCo 

f o r e n t e r i n g i n t o the Agreed Compliance Order. 

Q. And t h i s l e t t e r i n d i c a t e s t h a t AmeriCo was being 

provided w i t h a copy of the executed Agreed Compliance Order? 

A. Yes. 

Q. Does i t say anything r e g a r d i n g why the OCD began 

the ACOI program? 

A. Yes, i t does. Part of t h a t l e t t e r reads: "We 

hope t h a t the process of e n t e r i n g i n t o these Agreed Compliance 

Orders on w e l l s t h a t are c u r r e n t l y out of compliance w i l l 

encourage operators t o be aware of the s t a t u s of a l l t h e i r 

w e l l s so they can keep other w e l l s from f a l l i n g out of 

compliance." 
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Q. What about the sentence before t h a t ? Does i t 

giv e any f u r t h e r i n s i g h t i n t o the ACOI program as we l l ? 

A. Yes, i t does. "The O i l Conservation D i v i s i o n 

began i t s program of Agreed Compliance Orders on i n a c t i v e w e l l s 

t o b r i n g the issue of i n a c t i v e w e l l s i n New Mexico t o the 

a t t e n t i o n of operators and o b t a i n t h e i r cooperation i n s o l v i n g 

the problem." 

Q. So t h i s was simply reminding the operator t o 

monitor h i s w e l l s so as t o prevent them from f a l l i n g i n t o 

non-compliance? 

A. Yes. 

Q. And would you i d e n t i f y E x h i b i t No. 8? Well, I'm 

so r r y . Let me i n t e r r u p t you. 

Did AmeriCo s u c c e s s f u l l y complete t h i s ACOI? 

A. No, they d i d not. 

Q. What happened? 

A. They contacted the OCD and s a i d they were having 

problems o b t a i n i n g a r i g t o a c t u a l l y s t a r t the pluggings, and 

they asked i f we would be w i l l i n g t o amend the Agreed 

Compliance Order and extend the time. 

Q. When d i d t h i s occur? 

A. This was i n , I b e l i e v e , January of '05 --

December of '05. 

Q. Had AmeriCo submitted compliance r e p o r t s up t o 

t h a t time? 
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A. No, they d i d not. 

Q. Did AmeriCo give any i n d i c a t i o n what i t would be 

w i l l i n g t o do t o come i n t o compliance? 

A. Yes. At the time they contacted the OCD t o 

request an amendment t o the o r i g i n a l Agreed Compliance Order, 

they s t a t e d t h a t they had access t o a r i g f i n a l l y and t h a t they 

could p o s s i b l y get the w e l l s done w i t h i n a s i x - t o eight-month 

p e r i o d , so the OCD agreed t o amend the Agreed Compliance Order. 

Q. And the February 3rd -- E x h i b i t No. 8. Would you 

i d e n t i f y t h a t ? 

A. Yes. This i s a l e t t e r t o AmeriCo again from G a i l 

MacQuesten e x p l a i n i n g the OCD's w i l l i n g n e s s t o enter i n t o 

another agreement. 

Q. And i n t h i s l e t t e r , does i t also mention t h a t OCD 

also was sending a d r a f t amended ACOI t o AmeriCo f o r i t s 

review? 

A. Yes, i t d i d . 

Q. Does the l e t t e r e x p l a i n what AmeriCo would have 

t o do t o show i t s s i n c e r i t y t o comply w i t h the amended ACOI? 

A. Yes. I t d i d r e q u i r e AmeriCo t o pay a $2,000 

pe n a l t y on the Agree Compliance Order t h a t i t d i d not f u l f i l l , 

and i t gave a time frame of Ju l y 31st, 2006, t o b r i n g seven 

w e l l s back i n t o compliance. 

Q. And t h i s p e n a l t y amount, was t h i s the o r i g i n a l 

p e n a l t y OCD considered f o r non-compliance w i t h the f a i l u r e t o 
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1 comply w i t h the p r i o r ACOI? 

2 A. No. A c t u a l l y , i t would have been $4,000, i f my 

3 memory serves me r i g h t , but i t was brought down. 

4 Q. So the OCD a c t u a l l y reduced the penalty? 

5 A. Yes . 

6 Q. Does the l e t t e r e x p l a i n why the p e n a l t y was 

7 reduced? 

8 A. B a s i c a l l y , i t was t h a t AmeriCo made the e f f o r t of 

9 c o n t a c t i n g the OCD and e x p l a i n i n g what t h e i r problem was and 

10 why they were unable t o make t h a t compliance order deadline. 

11 Q. Does i t also s t a t e t h a t they had a pl a n f o r 

12 compliance? 

13 A. Yes . 

14 Q. Did OCD e v e n t u a l l y enter i n t o another ACOI w i t h 

15 AmeriCo? 

16 A. Yes . 

17 Q • And i s t h a t ACOI E x h i b i t No. 9? 

18 A. Yes, i t i s . 

19 Q. Who was i t signed by and on what date? 

20 A. This one was also signed by Mr. Oscar N o s r a t i on 

21 March 24th, 2006. 

22 Q. And Mark Fesmire signed i t on be h a l f of the OCD 

23 on March 31st? 

24 A. Yes, t h a t ' s c o r r e c t . 

25 Q. Does the ACOI i n c l u d e f i n d i n g s t h a t describe what 
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l e d t o t h i s new ACOI? 

A. Yes, i t does. 

Q. And where i s t h a t i n f o r m a t i o n ? 

A. Under the Findings Section under No. 5 and No. 7. 

I t b a s i c a l l y describes what happened. 

Q. What about Findings No. 4? 

A. Number 4 as w e l l . Number 4 s t a t e s : "On May 

27, 2005, the OCD executed agreed compliance order ACO 01-05-70 

w i t h the ope r a t o r " -- and i t gets i n t o a l i t t l e b i t more of the 

i n f o r m a t i o n of what happened i n the , you know, from the Agreed 

Compliance Order. 

Q. And what about Findings No. 6? 

A. Number 6 says t h a t the f o l l o w i n g w e l l s o r i g i n a l l y 

covered by the agreement remain out of compliance w i t h 

Rule 201, t h a t i s , the seven w e l l s t h a t would be r e q u i r e d t o be 

brought back i n t o compliance by AmeriCo. 

Q. And what does t h i s ACOI s t a t e concerning the 

compliance r e p o r t f o r the p r i o r ACOI? 

A. I t reminds AmeriCo t h a t r e p o r t s must be turned 

i n , and i t also set a date f o r another compliance r e p o r t under 

the new or the amended Agreed Compliance Order. 

Q. I'm not sure e x a c t l y i f you understood my 

question. But what does i t s t a t e w i t h regard t o the compliance 

r e p o r t f o r the p r i o r ACOI? 

A. Okay. That the compliance r e p o r t s were not 
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t u r n e d i n as r e q u i r e d by the o r i g i n a l Agreed Compliance Order. 

Q. What was the r a t e of compliance under t h i s Agreed 

Compliance Order? 

A. This one r e q u i r e d AmeriCo t o b r i n g three more 

w e l l s i n t o compliance w i t h i n a six-month p e r i o d . Are you 

t a l k i n g about the amended one or the c u r r e n t one? 

Q. The amended ACOI. 

A. I t was t h r e e . And i f they met the goals of t h a t 

f i r s t s i x months, then an extension would be granted f o r the 

f i n a l f o u r w e l l s . 

Q. And what was the compliance deadline f o r those 

t h r e e wells? 

A. September 25th, 2006. 

Q. You had t e s t i f i e d e a r l i e r t h a t when the OCD sent 

AmeriCo a d r a f t amended ACOI, t h a t OCD was asking AmeriCo t o 

b r i n g a l l of t h e i r w e l l s i n t o compliance by J u l y 31st, 2006? 

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

Q. This amended ACOI a c t u a l l y extends the deadline? 

A. Yes. We gave them two more months. 

Q. And a c t u a l l y reduced the number of w e l l s t h a t 

they would have t o b r i n g i n t o compliance? 

A. That's c o r r e c t . We wanted t o a c t u a l l y see them 

succeed i n t h i s Agreed Compliance Order. And given the 

i n f o r m a t i o n t h a t they had given us, t h a t they already had a r i g 

a v a i l a b l e , we b e l i e v e d t h a t t h a t was a f a i r amount of time t o 
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b r i n g those w e l l s i n t o compliance. 

Q. And i f AmeriCo would have met t h e i r compliance 

goal by the September 25th, 2006, deadl i n e , what would OCD have 

done i n t h i s case? 

A. We would have extended the Agreed Compliance 

Order f o r another s i x months and r e q u i r e d the f i n a l f o u r w e l l s 

t o be brought back i n t o compliance d u r i n g t h a t time. 

Q. And the deadline f o r t h a t was? 

A. I b e l i e v e i t was March 25th, 2007. 

Q. So u n l i k e the previous d r a f t amended ACOI which 

gave AmeriCo u n t i l J u l y 31st, 2006, t o b r i n g a l l seven of the 

w e l l s i n t o compliance, under t h i s ACOI, they were given u n t i l 

March 25th, 2007, t o b r i n g a l l of the w e l l s i n t o compliance? 

A. No, September 25th, 2006. Well, yeah — I'm 

so r r y , March 25th, 2007, f o r a l l seven w e l l s i f they would have 

met the f i r s t six-month requirement. 

Q. Does the l e t t e r e x p l a i n -- I mean, does the 

Agreed Compliance Order r e q u i r e the f i l i n g of compliance 

reports? 

A. Yes, i t does. 

Q. And does i t e x p l a i n how t h a t i s t o happen? 

A. Yes. B a s i c a l l y when the w e l l s are brought i n t o 

compliance on September 25th, 2006, they are t o f i l e t h a t 

r e p o r t w i t h Santa Fe s t a t i n g what was done t o b r i n g those t h r e e 

w e l l s i n t o compliance. 
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Q. And again, I'm not e x a c t l y sure e x a c t l y i f I 

asked t h i s q u e s tion, but why e x a c t l y was AmeriCo given t h i s 

ACOI? 

A. The amended ACOI? 

Q. Yeah. 

A. They were unable t o meet the requirement f o r the 

f i r s t Agreed Compliance Order, which was one w e l l per month of 

the monthly r e p o r t i n g requirements. The OCD changed t h e i r 

format some time a f t e r t h a t . I t was a l i t t l e more d i f f i c u l t 

f o r operators t o b r i n g w e l l s i n t h a t r a t e . So we spoke w i t h 

AmeriCo and asked what they f e l t comfortable w i t h b r i n g i n g 

those w e l l s back i n t o compliance. Around t h a t same time, we 

had changed up the way we wrote the Agreed Compliance Orders t o 

make six-month r e p o r t i n g periods as opposed t o monthly 

r e p o r t i n g p e r i o d s . 

Q. Again, I don't t h i n k you understood my question . 

Does the ACOI give grounds as f a r as why t h i s ACOI was being 

extended t o AmeriCo? 

A. Yes, i t d i d . 

Q. And what i s i t ? 

A. That w e l l , f o r one, they d i d n ' t meet the 

requirement of the f i r s t Agreed Compliance Order, but they d i d 

make an e f f o r t t o come t o the OCD and e x p l a i n why they were 

unable t o meet those requirements. 

Q. Doesn't Findings Paragraph No. 7 s t a t e t h a t 
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AmeriCo represented t h a t i t had a r i g ? 

A. Yes. I thought I had mentioned t h a t b e f o r e . But 

p a r t of t h a t was t h a t AmeriCo t o l d the OCD t h a t they had the 

r i g a v a i l a b l e now, c u r r e n t l y a t t h a t time, t o b r i n g the other 

w e l l s back i n t o compliance. We f e l t t h a t since t h e r e was a r i g 

a v a i l a b l e , we weren't going t o run i n t o the same problem again 

w i t h r i g a v a i l a b i l i t y . 

Q. Does the OCD give operators time t o t h i n k about 

the ACOIs t h a t they're o f f e r e d and t o si g n the ACOIs? 

A. Yes. A d r a f t i s sent t o the ope r a t o r . They're 

asked t o review i t and make any changes they t h i n k are 

necessary and then r e t u r n i t w i t h those changes, i f t h e r e are 

any, and we move forward from t h e r e . 

Q. Does the ACOI e x p l a i n what would happen i f 

operator allows a d d i t i o n a l w e l l s t o become i n a c t i v e ? 

A. Yes, i t does. 

Q. And what does i t s t a t e ? 

A. When other w e l l s -- i t t r i e s t o warn an operator 

t o keep up w i t h t h e i r w e l l s and not l e t them become i n a c t i v e , 

but t h a t those w e l l s would not be allowed i n the next f i l i n g 

p e r i o d i f they were unable t o make the requirements of the 

f i r s t six-month p e r i o d . 

Q. Does i t warrant p o s s i b l e enforcement a c t i o n s f o r 

those wells? 

A. Yes, i t does. 
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Q. Would you i d e n t i f y E x h i b i t No. 10? 

A. E x h i b i t No. 10 i s a l e t t e r , again from G a i l 

MacQuesten, t o AmeriCo thanking them f o r the r e t u r n i n g of the 

$2,000 p e n a l t y and l a y i n g out requirements of the amended 

Agreed Compliance Order. 

Q. And t h i s l e t t e r accompanies the f i n a l ACOI t h a t ' s 

sent t o the operator? 

A. Yes, i t does. 

Q. Does i t mention -- does i t say -- does i t say 

what AmeriCo should do w i t h i t s w e l l s i n general? 

A. Yes. Near the bottom i t s t a t e s : "AmeriCo works 

t o f u l f i l l i t s o b l i g a t i o n s under the amended order; i t should 

als o monitor the s t a t u s of i t s o t her w e l l s t o ensure t h a t w e l l s 

do not remain i n a c t i v e f o r a p e r i o d exceeding 15 months." 

Q. Would you i d e n t i f y E x h i b i t No. 11 and e x p l a i n 

what t h i s i s ? 

A. E x h i b i t No. 11 i s a courtesy l e t t e r t h a t i s sent 

i s month or two ahead of the deadline of an Agreed Compliance 

Order, and i t ' s sent j u s t t o l e t the operator know t h a t time i s 

running out on t h a t six-month p e r i o d . 

Q. And does i t e x p l a i n how a compliance r e p o r t can 

be f i l e d or should be f i l e d ? 

A. Yes, i t does. 

Q. I n e a r l i e r documents, I've seen mention of an OCD 

o n l i n e or OCD web-based compliance r e p o r t i n g system. Did t h a t 
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ever happen? 

A. No. That s t i l l has not happened. 

Q. Does t h i s l e t t e r i n f o r m o perator t h a t t h a t never 

happened? 

A. Yes, i t does. 

Q. Does i t i n f o r m operator what i t can do t o s t i l l 

be i n compliance and f i l e the compliance r e p o r t w i t h the OCD? 

A. Yeah. I t informs them t o send the r e p o r t t o 

myself by e-mail or by m a i l . 

Q. And i d e n t i f y E x h i b i t No. 12. 

A. E x h i b i t No. 12 was an e-mail sent by Don Gray of 

AmeriCo t o me. And t h i s was sent the day a f t e r the end of t h a t 

Agreed Compliance Order, t h a t f i s t six-month p e r i o d the Agreed 

Compliance Order was due, and i t was r e q u e s t i n g a waiver of the 

p e n a l t i e s and an amendment t o the order extending t h a t f i r s t 

six-month p e r i o d a f t e r October 13th, 2006. 

Q. So i f I understand you c o r r e c t l y , t h i s l e t t e r i s 

req u e s t i n g u n t i l October 13, 2006, t o b r i n g those three w e l l s 

t h a t were supposed t o be brought i n t o compliance by 

September 25h, 2006? 

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

Q. And what i s the reason t h a t AmeriCo gives f o r i t s 

f a i l u r e not t o comply? 

A. That they were unable t o o b t a i n a r i g t o do the 

work, and they f i n a l l y were able t o a c t u a l l y get a r i g about a 
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week before t h a t compliance r e p o r t -- or before the end of the 

Agreed Compliance Order deadline. 

Q. Does the e-mail i n d i c a t e whether they were able 

t o work on any we l l s ? 

A. Yeah, they had been working on two of the w e l l s 

at the time t h a t they got the r i g , which was s t i l l j u s t a week 

before the end of the deadline of t h a t amended order. 

Q. And were one of those w e l l s the w e l l which i s the 

subj e c t of t h i s case? 

A. Yes. 

Q. Does the l e t t e r i n d i c a t e whether they would be 

working on other w e l l s ? 

A. Yes. They f e l t t h a t they c o u l d have the three 

w e l l s t h a t were r e q u i r e d i n the f i r s t six-month p e r i o d done 

before October 13th. And then they asked t h a t we amend the 

Agreed Compliance Order t o the March 25th, 2007, date so they 

could complete the ot h e r w e l l s . 

Q. And does i t s t a t e whether AmeriCo f i l e d the 

necessary paperwork f o r these wells? 

A. No, they d i d not. 

Q. And r e q u i r i n g the paperwork t o be f i l e d by the 

compliance deadline, t h a t ' s a c o n d i t i o n o f these ACOIs? 

A. Yes, i t i s . 

Q. And d i d you respond t o AmeriCo's request? 

A. Yes, I d i d . 
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Q. And i s t h a t E x h i b i t No. 13? 

A. Yes, i t i s . 

Q. And could you e x p l a i n t h i s document? 

A. I t was a l e t t e r t o AmeriCo l e t t i n g them know t h a t 

we would not be extending the Agreed Compliance Order, t h a t the 

reason being they d i d not meet the deadline. I d i d n ' t receive 

a n y t h i n g u n t i l the day a f t e r the deadl i n e . They had o r i g i n a l l y 

expressed t o us t h a t they had a r i g a v a i l a b l e e a r l y on i n t h a t 

agreement and t h a t wouldn't be a problem. We weren't t o l d 

about the r i g a v a i l a b i l i t y u n t i l a f t e r the six-month p e r i o d was 

alre a d y completed. 

Q. Now, the p r i o r e x h i b i t t h a t we saw, the e-mail 

from Mr. Gray, t h a t was also a request f o r a waiver of 

p e n a l t i e s ? Did you respond i n t h i s l e t t e r t o AmeriCo's request 

f o r a waiver of p e n a l t i e s as we l l ? 

A. Yes, we d i d . We would d e c l i n e t o waive the 

p e n a l t i e s . 

Q. I n t h i s l e t t e r , you mention s e v e r a l reasons why 

the OCD was not going t o o f f e r AmeriCo another ACOI or waive 

the p e n a l t i e s , c o r r e c t ? 

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

Q. One of the reasons i s t h a t they d i d not f i l e 

compliance r e p o r t s f o r e i t h e r ACOI? 

A. Yes. 

Q. And the compliance r e p o r t i n t h i s case was f i l e d 
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l a t e ? 

A. Yes. 

Q. No paperwork had been f i l e d ? 

A. None. 

Q. No w e l l s had been r e t u r n e d t o compliance f o r t h i s 

ACOI? 

A. No. 

Q. They had p l e n t y o f time t o b r i n g the w e l l s i n t o 

compliance? 

A. Yes, they d i d . 

Q. You also mentioned t h a t i t d i d not appear t o you 

t h a t AmeriCo seemed t o understand what was r e q u i r e d t o b r i n g a 

w e l l i n t o compliance under the terms of the ACOI. 

A. Yes, t h a t ' s c o r r e c t . 

Q. Can you e x p l a i n t h a t ? 

A. Yes. I t looked l i k e from the l e t t e r , the e-mail 

I got, t h a t they performed an MIT on two of those w e l l s , and 

they f e l t t h a t was s u f f i c i e n t . We had exp l a i n e d i n the Agreed 

Compliance Order and i n the l e t t e r s previous t o t h a t what was 

r e q u i r e d f o r an MIT was f o r the w e l l t o be put under temporary 

abandonment s t a t u s , was t o complete the MIT and have i t 

witnessed by the d i s t r i c t o f f i c e , and have the a p p r o p r i a t e 

paperwork f i l e d w i t h the d i s t r i c t o f f i c e p r i o r t o the deadline 

on the Agreed Compliance Order. 

Q. And the d i s t r i c t o f f i c e would have t o approve the 
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TA status? 

A. Yes. 

Q. Would you i d e n t i f y E x h i b i t 14? 

A. E x h i b i t 14 i s the a p p l i c a t i o n f o r hearing by the 

OCD against AmeriCo Energy on the p e n a l t y issued from t h a t 

Agreed Compliance Order. 

Q. Would you i d e n t i f y E x h i b i t No. 15? 

A. E x h i b i t 15 i s a l e t t e r from AmeriCo Energy 

Resources dated November 10, 2006, t o myself, and i t ' s 

e x p l a i n i n g what they t h i n k they can do and the reasons f o r what 

happened on not meeting those deadlines on the Agreed 

Compliance Order, and i t d e a l t w i t h some issues they have w i t h 

the co-owner of those w e l l s , Platinum Energy. 

Q. And t h i s l e t t e r was sent t o you from Mr. Nos r a t i ? 

A. Yes, i t was. 

Q. And t h i s was a response t o your October 16th 

l e t t e r ? 

A. Yes. 

Q. And does i t i n d i c a t e whether w e l l s -- whether 

AmeriCo would be able t o b r i n g some w e l l s i n t o compliance? 

A. Yes, i t does. I t t a l k s about t h a t t h r e e of them 

should be e l i g i b l e f o r temporary abandonment s t a t u s , the 

Dickinson A - l No. 001, the Dickinson B No. 005 and the Whitman 

B No. 007. They were s u c c e s s f u l l y r e t u r n e d t o p r o d u c t i o n , 

although t h e r e was another one t h a t was r e t u r n e d t o p r o d u c t i o n , 
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and j u s t an update on a couple of other w e l l s t h a t they were 

working on. 

Q. And some of those w e l l s are the s u b j e c t of t h i s 

compliance a c t i o n ? 

A. Yes. 

Q. Would you i d e n t i f y E x h i b i t No. 16? 

A. E x h i b i t No. 16 i s another l e t t e r . This one was 

from AmeriCo Energy Resources dated September 18th, 2006, and 

t h i s was t o Ms. MacQuesten, and i t was e x p l a i n i n g t h a t they 

had -- they were sending i n the check f o r $3,000 t h a t was the 

p e n a l t y from the Agreed Compliance Order. 

Q. Does the l e t t e r s t a t e what AmeriCo has done w i t h 

respect t o the well s ? 

A. Yes. They have completed i t s t e s t i n g on 

s u b s t a n t i a l l y a l l of the a f f e c t e d w e l l s and i s c o n s i d e r i n g the 

f e a s i b i l i t y of conducting f u r t h e r operations i n an e f f o r t t o 

b r i n g them back i n t o p r o d u c t i o n . 

Q. And the date of t h i s l e t t e r i s December 

18th, 2006? 

A. Yes. 

Q. Would you i d e n t i f y E x h i b i t No. 17? 

A. E x h i b i t No. 17 i s the OCD order, Order 

No. R-12685. This was issued on the 27th of December, 2006, 

and t h i s was the l e t t e r s t a t i n g t h a t AmeriCo was r e q u i r e d t o 

pay the $3,000 p e n a l t y . 
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Q. So AmeriCo's request t o have the p e n a l t i e s waived 

a c t u a l l y proceeded t o h e a r i n g before the OCD? 

A. Yes. 

Q. Did you t e s t i f y a t the hearing? 

A. Yes, I d i d . 

Q. And was AmeriCo -- d i d AmeriCo appear a t the 

hearing? 

A. No, they d i d not. 

Q. And would you i d e n t i f y E x h i b i t No. 18? 

A. E x h i b i t No. 18 i s a l e t t e r dated February 21, 

2008, t o Ms. Ocean Munds-Dry, AmeriCo's a t t o r n e y , and t h i s was 

from G a i l MacQuesten. And i t was a l e t t e r t h a n k i n g her and 

Mr. N o s r a t i f o r meeting w i t h Ms. MacQuesten, myself and you, 

and t a l k i n g about the MIT issue. 

Q. S p e c i f i c a l l y what? 

A. What was r e q u i r e d . S p e c i f i c a l l y , what was 

re q u i r e d t o put a w e l l on temporary abandonment s t a t u s and 

proper paperwork t h a t would be r e q u i r e d t o be f i l e d w i t h the 

MIT t e s t s — 

Q. I'm sorry? 

A. Mainly t h a t ' s what the meeting was about. 

Q. During t h i s meeting, d i d OCD e x p l a i n t h i s t o Mr. 

Nosr a t i ? 

A. Yes, we d i d . 

Q. And i d e n t i f y E x h i b i t No. 19. 
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A. E x h i b i t No. 19 i s a l e t t e r of v i o l a t i o n issued on 

March 4th, 2008, f o r the Lee Whitman A No. 001 w e l l . I t ' s 

s t i l l l i s t e d as an i n a c t i v e w e l l , i d l e w e l l . 

Q. And ACO — i t c i t e s ACO-70. I s t h a t the ACOI 

t h a t we're t a l k i n g about i n t h i s case? 

A. This was the o r i g i n a l Agreed Compliance Order. 

The amendment was ACOI 70-8, I b e l i e v e . 

Q. And i d e n t i f y E x h i b i t No. 20. 

A. E x h i b i t No. 20 was another l e t t e r of v i o l a t i o n . 

This was issued on March 11, 2008, f o r the B C Dickinson D 

No. 005, and i t also t a l k s about the Agreed Compliance 

Order 70, and the w e l l s t a t u s was unchanged, showing i t was 

s t i l l i n a c t i v e . 

Q. Now, the r e are s i x a d d i t i o n a l w e l l s -- w e l l , i n 

a d d i t i o n t o the w e l l s t h a t were covered under t h i s ACOI, there 

are s i x a d d i t i o n a l w e l l s t h a t are the sub j e c t of t h i s 

proceeding. Do you happen t o know the date t h a t AmeriCo 

acquired those wells? 

A. Yes. According t o t h e i r change of operator, the 

State T Devonian No. 009 w e l l was obtained from Platinum 

E x p l o r a t i o n , and t h a t was i n February of '07. And the other 

w e l l s , a l l of them, East Shugart w e l l s u n i t s No. 2, 3, 7 and 

22, were purchased from M e r i t Energy Company, and t h a t was i n 

October of 2006. 

Q. Mr. Sanchez, what e x a c t l y are you re q u e s t i n g i n 

500 
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t h i s case? 

A. What we're asking f o r i s an order w i t h a date 

c e r t a i n , and what we're r e q u e s t i n g i s May 1st of 2009, t o b r i n g 

these 12 w e l l s i n t o compliance and f o r the order also t o s t a t e 

t h a t the a d d i t i o n a l f i n a n c i a l assurance on t h a t one w e l l 

brought up on the non-compliance r e p o r t be p a i d , and t h a t was 

i n the amount of $17,800 or t h a t w e l l be brought back i n t o 

p r o d u c t i o n . And have an order t o a l l o w the OCD t o pl u g those 

w e l l s i f t h a t deadline i s not met, and t o be able t o recover 

t h a t f i n a n c i a l assurance on those w e l l s -- the a p p l i c a b l e 

f i n a n c i a l f o r those w e l l s . 

Q. So l e t me see i f I understand t h i s c o r r e c t l y : 

You're asking f o r an order r e q u i r i n g AmeriCo t o b r i n g the 12 

i n a c t i v e w e l l s i n compliance w i t h Rule 201 by May 1st, 2009? 

A. Yes. 

Q. And i f they don't b r i n g the w e l l s i n t o compliance 

by t h a t date, you're asking f o r a u t h o r i z a t i o n t o pl u g and 

abandon the w e l l s and f o r f e i t the a p p l i c a b l e f i n a n c i a l 

assurance? 

A. Yes. 

Q. And w i t h regard t o the f i n a n c i a l assurance, 

you're asking t h a t i t be posted immediately? 

A. Yes, the a d d i t i o n a l f i n a n c i a l assurance be posted 

immediately. 

Q. Do you have anything e l s e t h a t you would l i k e t o 
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s t a t e ? 

A. Just t h a t I f e e l t h a t we've worked w i t h AmeriCo, 

and I t h i n k we've shown t h a t through the testimony on sev e r a l 

occasions, and we've given them q u i t e a b i t of leeway, and 

we've explained t o them i n d e t a i l what's r e q u i r e d when you 

ente r i n t o an Agreed Compliance Order f o r i n a c t i v e w e l l s . And 

I b e l i e v e t h a t t h e y ' r e capable of meeting the May 1st deadline 

t h a t we're r e q u e s t i n g . 

They've already submitted some paperwork t o the 

d i s t r i c t o f f i c e w i t h i n t e n t t o TA some of these w e l l s . So we 

don't f e e l t h a t i t ' s an undue burden t o meet the other w e l l s on 

t h a t l i s t i f these w e l l s a c t u a l l y get the TA s t a t u s approved. 

Q. Let me ask you one f i n a l q u e s t i o n , since you 

brought i t up: The documents t h a t AmeriCo has f i l e d , were 

those f i l e d b e fore or a f t e r the a p p l i c a t i o n i n t h i s case was 

f i l e d ? 

A. A f t e r the a p p l i c a t i o n . 

MR. SWAZO: I don't have any other questions. 

MR. WARNELL: Ms. Munds-Dry, would you l i k e t o cross? 

MS. MUNDS-DRY: I have j u s t a few questions, 

Mr. Sanchez. 

CROSS-EXAMINATION 

BY MS. MUNDS-DRY: 

Q. You sa i d something I j u s t found i n t e r e s t i n g , more 

than anything. You were t a l k i n g about the change t h a t happened 
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between — I t h i n k i t ' s OCD E x h i b i t 6, which i s the f i r s t ACOI, 

and then the amended ACOI, which I t h i n k i s your E x h i b i t No. 9. 

You explained t h e r e was a change i n the format of how the 

D i v i s i o n went from e s s e n t i a l l y having t o comply monthly t o a 

six-month p e r i o d . Why was the change i n s t i t u t e d by the 

D i v i s i o n ? 

A. The monthly r e p o r t i n g seemed a l i t t l e b i t onerous 

a t the time, I guess. I t made i t ea s i e r f o r an operator t o 

keep t r a c k over the six-month p e r i o d on those w e l l s and j u s t t o 

submit one r e p o r t i n s t e a d of being burdened w i t h a monthly 

r e p o r t t h a t on each one of those w e l l s they would be b r i n g i n g 

back i n t o compliance. 

Q. Were you f i n d i n g t h a t a l o t of operators were 

having challenges complying w i t h the monthly r e p o r t i n g ? 

A. We had j u s t r e a l l y s t a r t e d the program, so we 

d i d n ' t have a l o t of Agreed Compliance Orders out t h e r e , so we 

were t r y i n g t o r e f i n e i t and make i t a l i t t l e b i t e a s i e r . 

Q. Sure. Could you t u r n t o E x h i b i t No. 9, which i s 

the amended ACOI? 

A. Okay. 

Q. On Findings No. 5, AmeriCo d i d b r i n g some w e l l s 

i n t o compliance? 

A. Yes, they d i d . 

Q. They brought f o u r w e l l s i n t o compliance, but they 

were supposed t o b r i n g nine i n t o compliance, which they d i d not 
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do, c o r r e c t ? 

A. Eleven w e l l s . 

Q. Eleven w e l l s , okay. Thank you. On 

E x h i b i t No. 16, Mr. Sanchez, I don't know i f you're going t o 

know the answer t o t h i s q u e s t i o n , but i t looks l i k e 

E x h i b i t No. 16 t h a t ' s dated December 18th, 2006, and then 

E x h i b i t 17 -- I'm s o r r y . E x h i b i t No. 18 i s dated 

February 21st, 2008. Were t h e r e any contacts w i t h AmeriCo 

between 2006 and 2008 from the D i v i s i o n t h a t you're aware of? 

A. Not t h a t I'm aware of at t h i s time. 

Q. That's a l l the questions I have. Thank you, 

Mr. Sanchez. 

REDIRECT EXAMINATION 

BY MR. SWAZO: 

Q. I j u s t have a few questions, Mr. Sanchez. Did 

AmeriCo ever mention t h a t the monthly r e p o r t i n g requirement was 

too much of a problem f o r them? 

A. That I don't remember -- i f t h a t was one of the 

issues a t the time, but i t was something t h a t we had been 

l o o k i n g a t anyway. 

Q. I s i t mentioned a t a l l i n these E x h i b i t s ? 

A. No, i t i s n ' t . 

Q. Did they ever f i l e a compliance r e p o r t --

A. No. 

Q. -- f o r t h a t p a r t i c u l a r ACOI? 
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A. No, not t h a t I r e c a l l . 

Q. And Ms. Munds-Dry had asked you about c o n t a c t 

w i t h AmeriCo between December 18th, 2006, and February 

28, 2007. Didn't the OCD have c o n t a c t w i t h AmeriCo r e g a r d i n g 

c o m p l i a n c e - r e l a t e d matters? 

A. Just o f f the top of my head, I don't remember. 

There may have been. I j u s t don't remember r i g h t now. 

Q. Okay. What about the remediation case? 

A. Okay. Other than Agreed Compliance Order on 

i n a c t i v e w e l l s ? 

Q. Well compliance-related matters, period? 

A. Yeah, there was. There was a remediation case 

somewhere i n t h e r e . I don't remember e x a c t l y what dates those 

were, though. 

Q. Do you r e c a l l i f OCD ever, d u r i n g t h i s p e r i o d , i f 

OCD ever t a l k e d t o AmeriCo about i t s i n a c t i v e w e l l issues? 

A. I'm sure we d i d , but I can't give you dates when 

t h a t happened. 

MR. SWAZO: I don't have any other questions? 

MR. WARNELL: Okay. Mr. Bruce, do you have any 

questions? 

MR. BRUCE: I have no questions. 

MR. WARNELL: Mr. Brooks? 

MR. BROOKS: No questions. 

MR. WARNELL: Mr. Ezeanyim? 
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MR. EZEANYIM: No questions. 

MR. WARNELL: I have no questions. You may step 

down. Do you have a second witness? 

MR. SWAZO: That's my only w i t n e s s . At t h i s time, 

I ' d l i k e t o move f o r admission of my e x h i b i t s , E x h i b i t s 1 

through 20. 

MR. WARNELL: E x h i b i t s 1 through 20 w i l l be admitted. 

MS. MUNDS-DRY: Mr. Examiner, I have an o b j e c t i o n t o 

E x h i b i t No. 2. We've had t h i s issue b e f o r e . I t ' s an a f f i d a v i t 

of Dorothy P h i l l i p s , and i t ' s hearsay. I know Ms. P h i l l i p s t o 

be an honest woman, but I also know t h a t she works i n t h i s 

b u i l d i n g , and I ' d p r e f e r t h a t we have a chance t o cross-examine 

her r a t h e r than have her a f f i d a v i t submitted as testimony. 

MR. SWAZO: Mr. Hearing Examiner --

MR. BROOKS: I'm s o r r y . Go ahead. 

MR. SWAZO: Mr. Hearing Examiner, t h i s i s the f i r s t 

I've heard about t h i s . There was no w r i t t e n o b j e c t i o n 

submitted i n response t o the pre-hearing statement. This has 

been common p r a c t i c e , and i f Ms. P h i l l i p s i s a v a i l a b l e now, I ' d 

be more than happy t o go ahead and c a l l her t o the stand. 

That's my response. 

MR. BROOKS: Does AmeriCo take issue w i t h anything 

t h a t ' s i n t h i s a f f i d a v i t ? Are there are d i s p u t e d f a c t s ? 

MS. MUNDS-DRY: I haven't reviewed i t r e a l c l o s e l y . 

I t ' s p r e t t y long w i t h attachments, Mr. Brooks. 
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i n f o r m a t i o n t h a t AmeriCo should have i n i t s own records. 

MS. MUNDS-DRY: Well, the attachments, maybe, but the 

a f f i d a v i t from Ms. P h i l l i p s i s s t i l l hearsay. 

MR. BROOKS: Well, the a f f i d a v i t i s hearsay, but at 

the same time, the D i v i s i o n has the a u t h o r i t y t o accept hearsay 

evidence w i t h i n the d i s c r e t i o n of the Examiners. And f u r t h e r , 

most of i t i s simply i d e n t i f y i n g OCD documents of which we can 

take a d m i n i s t r a t i v e n o t i c e . 

I'm going t o o v e r r u l e t h i s o b j e c t i o n i n t h i s 

i n s t a nce. And w e ' l l announce i n the f u t u r e t h a t i f -- w e ' l l 

t r y t o communicate t h i s t o as many -- we've got two of our 

reg u l a r a t t o r n e y s here -- w e ' l l t r y t o communicate t h i s t o as 

many as we can as q u i c k l y as we can. 

I f the p r e - h e a r i n g statement s t a t e s t h a t a witness i s 

to appear by a f f i d a v i t , and i f a person has an o b j e c t i o n t o 

t h a t procedure, they need t o f i l e t h a t w i t h the D i v i s i o n i n 

w r i t i n g p r i o r t o the he a r i n g . We have no problem w i t h c a l l i n g 

the witnesses i f there are matters t h a t are l e g i t i m a t e l y 

d isputed, but we do not want t o waste hearing time i n having 

witnesses cross-examined about matters t h a t are not i n d i s p u t e . 

So t h a t w i l l be the D i v i s i o n ' s p o l i c y i n the f u t u r e . 

But f o r the time being, w e ' l l o v e r r u l e t h i s o b j e c t i o n . Thank 

you. 

MR. WARNELL: So w e ' l l accept E x h i b i t s 1 through 20. 
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1 [ A p p l i c a n t ' s E x h i b i t s 1 through 20 admi t t e d i n t o 

2 evidence.] 

3 MR . WARNELL: And you have no other witnesses? 

4 MR . SWAZO: I have no other witnesses. 

5 MR . WARNELL: Ms. Munds-Dry? 

6 MS . MUNDS-DRY: We'd l i k e t o c a l l Mr. N o s r a t i . 

7 OSCAR NOSRATI 

8 a f t e r having been f i r s t d u l y sworn under oath, 

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

10 DIRECT EXAMINATION 

11 BY MS. MUNDS -DRY: 

12 Q. Would you please s t a t e your name f o r the record? 

13 A. Oscar N o s r a t i . 

14 Q. And by whom are employed, Mr. No s r a t i ? 

15 A. AmeriCo Energy Resources, LLC. 

16 Q • And what i s your p o s i t i o n w i t h AmeriCo? 

17 A. Vice p r e s i d e n t of op e r a t i o n s . 

18 Q. Mr. N o s r a t i , are you f a m i l i a r w i t h the 

19 a p p l i c a t i o n t h a t ' s been f i l e d by the D i v i s i o n i n t h i s case? 

20 A. Yes . 

21 Q. Would you please t u r n t o the packet of e x h i b i t s I 

22 b e l i e v e you have i n f r o n t of you? 

23 A. E x h i b i t 1? 

24 Q. Yes. You're aware t h a t t h e r e are 12 w e l l s t h a t 

25 are the sub j e c t of t h i s a p p l i c a t i o n ? 
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A. Correct. 

Q. And what i s E x h i b i t No. 1? Could you please 

i d e n t i f y t h i s f o r the Examiners? 

A. I t ' s form C-103 f i l e d by AmeriCo t o procedure t o 

take care of East Shugart U n i t No. 7 w e l l brought back i n t o 

compliance. 

Q. And what are AmeriCo's plans f o r t h i s w e l l ? 

A. This i s a s h u t - i n producer w e l l and I t h i n k have 

a hole i n the t u b i n g , so we are proposing t o cool the w e l l and 

f i x the hole i n the t u b i n g and put i t back i n t o p r o d u c t i o n . 

Q. And what i s the second page of E x h i b i t No. 1, the 

page r i g h t behind the one you j u s t read from? 

A. I t ' s another form C-103 f o r East Shugart 

U n i t No. 22. 

Q. And what are AmeriCo's plans f o r t h i s w e l l ? 

A. This i s an i n j e c t o r i n the East Shugart f i e l d , 

and we're p l a n n i n g -- I b e l i e v e t h i s one has a hole i n the 

t u b i n g as w e l l . So we're proposing p u l l the w e l l and f i x the 

problem and then t e s t the casing and packer and put i t back i n 

op e r a t i o n . 

Q. This i s an i n j e c t o r w e l l ? 

A. Yes. 

Q. And t e l l me the t i m i n g f o r both of these w e l l s 

t h a t are p a r t of E x h i b i t No. 1. How long do you t h i n k i t w i l l 

take t o get a r i g t o the No. 7 Shugart w e l l ? 
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A. Well, No. 7, as we speak, a r i g moved on i t day 

before yesterday. And they probably should be done w i t h i t 

today. Probably put i t i n t o o p e r a t i o n by tomorrow. And then 

t h a t r i g w i l l move t o East Shugart No. 22 and get t h a t 

completed probably by -- I ' l l say mid-next week we should be 

done w i t h No. 22, i f e v e r y t h i n g goes okay. 

Q. And these two w e l l s are not s u b j e c t of E x h i b i t 

No. 1, but since we're t a l k i n g about the Shugart f i e l d , t e l l me 

the s t a t u s of the East Shugart No. 2 w e l l ? 

A. Okay. East Shugart No. 2 w e l l , t h a t was another 

i n j e c t o r w e l l t h a t I guess f o r some reason we d i d n ' t know t h a t 

t h a t was out of the compliance. But t h a t i s an i n j e c t o r , so we 

went on and t e s t e d i t t o make sure we have i n t e g r i t y i n the 

casing and o p e r a t i o n i s i n compliance w i t h OCD requirement, so 

t h a t one d i d pass the t e s t , and i t was witnessed by the OCD 

r e p r e s e n t a t i v e . So t h a t one i s i n o p e r a t i o n w i t h compliance. 

And then we were scheduling t o t e s t the No. 3. I t 

looks l i k e the r e p r e s e n t a t i v e was out of town, but they wanted 

t o witness i t . They d i d n ' t want t o j u s t p r o v i d e them a c h a r t . 

So we're i n the process of scheduling t h a t t o get t h a t t e s t e d 

so i t w i l l be i n compliance w i t h OCD requirement. 

Q. And i s your plan also t o b r i n g t h a t w e l l back 

i n t o production? 

A. Yes, but back on i n j e c t i o n . 

Q. Okay. Would you please t u r n t o what's been 
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marked as AmeriCo E x h i b i t No. 2, and i d e n t i f y t h i s f o r the 

Examiners ? 

A. E x h i b i t No. 2? Okay. I'm s o r r y . 

Q. The l a b e l s are hard t o f i n d . 

A. Yes. This i s another form, C-103, f i l e d w i t h the 

OCD f o r Lee Whitman A No. 001 t o -- procedure t o b r i n g i t back 

i n t o compliance. 

Q. And what are your plans f o r t h i s w e l l ? I t looks 

l i k e you are p l a n n i n g t o t e m p o r a r i l y abandon i t ? 

A. Yes. We're t r y i n g t o o b t a i n a TA s t a t u s on t h i s 

w e l l . And as we had approved C-103 we moved on the w e l l -- I 

don't remember e x a c t l y -- sometime l a s t week, and we t e s t e d i t . 

We cleaned i t and went over and put a br i d g e p l u g above the 

highest f o r m a t i o n , about 100-foot or so, and t e s t e d and i t 

seemed l i k e i t i n d i c a t e d t h a t there was a pressure drop. And 

t h a t was done by wire l i n e . 

So we moved a r i g on i t two days ago. And we have 

l o c a t e d the problem where i t ' s l e a k i n g . And as we speak, they 

are squeezing t h a t leak w i t h the cement and, h o p e f u l l y by 

tomorrow or Monday, i t should be brought back i n t o compliance 

and show the casing i n t e g r i t y and then schedule a witness t e s t 

by an OCD r e p r e s e n t a t i v e . 

Q. Okay. And what does the next page of 

E x h i b i t No. 2 show? 

A. I t ' s another C-103 f o r Lee Whitman B No. 007. 
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I t ' s another s h u t - i n w e l l , and we f i l e d the procedure and 

obtained approval. And r i g h t a f t e r we f i n i s h the Lee Whitman 

No. 001, we're going t o move the r i g t o Lee Whitman No. 007. 

And we're going t o , I guess, prove t h a t casing i n t e g r i t y and 

a f t e r witness t e s t i n g and make sure i t i s i n compliance, and 

we're going t o put t h i s w e l l back i n t o p r o d u c t i o n , i n s t a l l a 

submersible, an e l e c t r i c a l submersible pump, and put i t back 

i n t o p r o d u c t i o n . 

Q. Okay. Mr. N o s r a t i , could you then t u r n t o what's 

been marked as AmeriCo E x h i b i t No. 3 and review t h i s f o r the 

Examiners? 

A. Yes. I t ' s another form C-103 f o r B C Dickinson 

No. 005 w e l l , which was f i l e d a procedure t o place a cast i r o n 

b r i d g e p l u g i n the w e l l above the hig h e s t f o r m a t i o n and prove 

the casing i n t e g r i t y and then t e s t i t . And then, I guess, 

witness t e s t i t w i t h OCD. And t h i s was done, I b e l i e v e , l a s t 

week, and OCD witnessed i t , and i t passed the t e s t . So i t 

should be i n compliance. We f i l e d the ch a r t s and e v e r y t h i n g 

w i t h the OCD. 

Q. Okay. And the next page of E x h i b i t No. 3? 

A. Form C-103 f o r B C Dickinson, A - l No. 1 w e l l . 

This was another s h u t - i n w e l l t h a t we f i l e d the procedure t o 

place a cement p l u g above the hi g h e s t f o r m a t i o n and then t e s t 

i t and p u l l the casing i n t e g r i t y and o b t a i n the TA s t a t u s . And 

t h i s procedure was f o l l o w e d and performed and passed the t e s t , 
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and we submitted the c h a r t . And so t h i s one should be i n 

compliance w i t h the OCD requirements. 

Q. Mr. N o s r a t i , I b e l i e v e you s a i d t h i s f o r the 

No. 005 as w e l l , but I j u s t wanted t o make sure I heard you. 

Did you say the MIT t e s t and c h a r t was submitted t o the 

D i v i s i o n , as f a r as you know? 

A. Yes, c o r r e c t . Yes, i t has. 

Q. Okay. And would you please t u r n t o the next 

document -- there's a c t u a l l y a set of documents here t h a t deal 

w i t h the next w e l l -- and review t h i s f o r the Examiners? 

A. Well, t h i s was -- I guess, the f i r s t page i s a 

l e t t e r we r e c e i v e d from OCD i n response t o C-103 we f i l e d 

f o r B C Dickinson A 1 No. 002 w e l l . This i s a s h u t - i n w e l l 

w i t h q u i t e a b i t of f i s h i n i t w i t h t u b i n g , cable, and ESP 

pumps and so on. 

I b e l i e v e we were r e q u e s t i n g t h a t we go above the 

f i s h and place a b r i d g e p l u g and t e s t the — and prove the 

casing i n t e g r i t y and TA i t . OCD denied t h a t , and they s a i d 

t h a t we have t o go t r y and make an e f f o r t and remove the f i s h 

as deep as we can get t o the top of the f o r m a t i o n then put a 

b r i d g e p l u g , and then t r y t o prove the case i n t e g r i t y . 

So since then, we have r e v i s e d i t and f i l e d another 

C-103 t o comply w i t h t h e i r request. And t h a t ' s what we're 

plann i n g t o do r i g h t now. 

Q. Mr. N o s r a t i , I'm s o r r y t o i n t e r r u p t you. The 
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second page i s a copy of the C-103 t h a t was denied by the 

d i s t r i c t o f f i c e ? 

A. Yes. 

Q. And then the t h i r d page i s the C-103 t h a t you've 

now submitted as i n s t r u c t e d by Mr. H i l l ? 

A. Yes. Yes, ma'am. 

Q. And you're w a i t i n g on approval o f t h i s C-103? 

A. Yes. And behind t h a t i s an AFE t h a t we have 

prepared. Because i n a l l these w e l l s , we have a p a r t n e r , which 

i s -- we don't know who the p a r t n e r i s on t h i s one y e t . We're 

t r y i n g t o f i n d them because there's been so much -- t h i s f i e l d 

has been changed several hands t h a t 50 percent was s o l d i n 

2006. Since then, there have been many d i f f e r e n t p l a y e r s . 

I guess the l a s t one being Celero, which they have 

p a r t of i t , but not a l l of i t . So t h a t ' s been p a r t of the 

problem, r e a l l y , w i t h the issue w i t h these w e l l s , because of 

d i f f e r e n t p a r t n e r s not being present and p u t t i n g us i n a 

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

Q. Why has i t been a challenge f o r you t o keep t r a c k 

of a l l the partners? 

A. I'm sorry? 

Q. Why has i t been a challenge f o r you t o keep t r a c k 

of who the c u r r e n t p a r t n e r i s? 

A. Well, when we s o l d the 50 percent t o Platinum, we 

turned over the op e r a t o r s h i p on two f i e l d s , and the agreement 
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was they were supposed t o rework each one of these s h u t - i n 

w e l l s and put back i n p r o d u c t i o n every 60 days. And as they 

f i n i s h e d them, then we turn e d over the other f i e l d s , or w e l l s , 

u n t i l they get them a l l done. 

And Platinum, I guess, ran i n t o f i n a n c i a l 

d i f f i c u l t i e s , and they q u i t communicating, they q u i t doing 

anything. For nine months, we couldn't even get any k i n d of 

i n f o r m a t i o n from them. And f i n a l l y we s t a r t e d proceeding 

l e g a l l y a f t e r s e v e r a l months. We got the o p e r a t o r s h i p of some 

of the w e l l s t h a t they had back. But then a company by the 

name of Devonian Partners t h a t formed, j u s t took over ownership 

of p a r t of Platinum's o b l i g a t i o n s . 

But they, themselves, d i d n ' t want t o p a r t i c i p a t e i n 

e v e r y t h i n g because i t seemed l i k e t h a t wasn't a r e a l company. 

I t was j u s t an e n t i t y t r y i n g t o clean up some of the mess. But 

th e r e was a l o t of i n v e s t o r s i n v o l v e d , i n c l u d i n g Lehman 

Brothers and some o t h e r s . So I guess they were t r y i n g t o 

minimize t h e i r l i a b i l i t i e s . 

So as we s t a r t e d working, g i v i n g them the AFE, t r y i n g 

t o b r i n g these w e l l s back i n t o compliance, e i t h e r put them on 

pr o d u c t i o n or p l u g them, they p a r t i c i p a t e d i n a couple of AFEs, 

which one of them i s here, I b e l i e v e -- you can see i t on the 

State T No. 009 -- and then they d i d not p a r t i c i p a t e i n the 

r e s t of them. And t h a t , again, put f u r t h e r f i n a n c i a l burden on 

us. And then f i n a l l y about a couple of months ago, they 
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n o t i f i e d us t h a t they have s o l d the f i e l d t o some other 

companies, one of them being Celero; other ones we have not 

received the n o t i c e . 

So because of a l l t h i s , i t has been k i n d of d i f f i c u l t 

t o keep up who's what and then even the p a r t n e r s , when we 

i d e n t i f i e d some of them, i t looks l i k e they don't want t o come 

up t o the t a b l e and take care of t h e i r f i n a n c i a l o b l i g a t i o n s . 

Q. Okay. Mr. N o s r a t i , would you t u r n , then, t o 

E x h i b i t No. 4 and review t h i s w i t h the Examiner? 

A. Yes, ma'am. This i s another form C-103 we f i l e d 

w i t h OCD f o r the State T No. 007, and was approved t o b r i n g 

t h i s w e l l back i n t o compliance. Would you l i k e me t o go i n t o 

d e t a i l what we need t o do? 

Q. What are your plans f o r t h i s w e l l , u l t i m a t e l y ? 

A. This w e l l ended up a l i t t l e b i t more complicated 

w e l l . I t has f i s h i n i t , and I b e l i e v e i t has p o s s i b l y -- i t 

could be a casing problem because there's a l i n e r i n i t . So 

our plan f o r t h i s w e l l i s t o attempt t o remove a l l the f i s h and 

clean the w e l l and prove the casing i n t e g r i t y . I f there's a 

problem, c o r r e c t i t , and then put i t back i n t o p r o d u c t i o n . 

Q. Okay. What i s the second page on E x h i b i t No. 4? 

A. I t ' s the w e l l bore diagram of the w e l l as i t 

e x i s t s today. And behind t h a t i s a l e t t e r and AFE t h a t has 

been sent t o our p a r t n e r s , which i n t h i s case i s Celero, f o r 

them t o approve t h i s because they are a 50 percent p a r t n e r on 
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t h i s w e l l . 

Q. Has Celero approved t h i s AFE? 

A. They have not responded y e t . 

Q. Okay. Let's then t u r n t o E x h i b i t No. 5. 

A. E x h i b i t No. 5 i s another form C-103 f o r State T 

Devonian Well No. 009. We f i l e d t h i s r e c e n t l y because t h i s 

w e l l -- we s t a r t e d working on t h i s w e l l back i n February of 

2008. There i s a C-103 behind the one t h a t I j u s t mentioned 

t h a t we f i l e d and got okayed and s t a r t e d working on i t . And we 

worked on t h i s w e l l about -- I don't know e x a c t l y -- p o s s i b l y 

two months, because Platinum l e f t f i s h i n i t and d i d n ' t take 

care of i t w i t h o l d t u b i n g and so on. 

And we worked on i t over two months, and there's an 

AFE and workover r e p o r t t h a t shows the l a s t f o u r or f i v e days 

of the f i n a l days of the work, and we have spent over $439,000 

on t h i s w e l l i n t r y i n g t o f i s h the equipment out of the w e l l . 

We d i d not succeed. So a f t e r -- I don't know -- two months and 

$440-some thousand, our p a r t n e r s and us decided t h a t we're not 

going t o be able t o r e t r i e v e the equipment and f i s h i t . So we 

gave up. 

And r i g h t now we're p l a n n i n g t o go and put a b r i d g e 

p l u g above the f i s h , which i s about 11,000 -- I b e l i e v e , 

11,000-plus, close t o 12,000 f e e t -- and TA the w e l l . 

Q. And i f you would r e f e r t o the workover r e p o r t s , 

and behind t h a t i s your l e t t e r t o the working i n t e r e s t owners 
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w i t h the AFEs ? 

A. Yes. 

Q. For the c u r r e n t work you're p l a n n i n g t o do? 

A. This i s f o r the c u r r e n t work and the c u r r e n t 

C-103 t h a t we f i l e d w i t h the OCD. And t h i s i s the work t h a t 

we're proposing t o do and go put a b r i d g e plug and TA the w e l l , 

TA the Devonian p a r t . There's s t i l l p o t e n t i a l f o r Wolfcamp 

f o r m a t i o n , which we're s t u d y i n g t h a t p o s s i b l y come back --

a f t e r t h a t study i s f i n i s h e d , p o s s i b l y put back on p r o d u c t i o n 

on Wolfcamp. 

But a t t h i s p o i n t , we j u s t want t o TA the w e l l and 

prove t h a t t here's casing i n t e g r i t y and there's no p o l l u t i o n or 

communication. 

Q. Who are your p a r t n e r or p a r t n e r s i n t h i s well? 

A. For Devonian f o r m a t i o n I b e l i e v e i s Celero. 

Q. And have they approved t h i s AFE? 

A. No, not ye t . 

Q. Okay. Let's t u r n t o the f i n a l E x h i b i t No. 6. 

Please i d e n t i f y t h i s f o r the Examiners. 

A. E x h i b i t No. 6 i s form C-103 f o r W T Mann A Well 

No. 002. We f i l e d t h i s back on October 6th w i t h the OCD and 

got approval. And we performed the work and set a cast i r o n 

b r i d g e p l u g and t e s t e d i t , and i t passed. And then 

subsequently was witnessed by OCD r e p r e s e n t a t i v e . And we have 

a c h a r t i n i t , so i t i s i n compliance r i g h t now. 
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Q. Mr. N o s r a t i , now t h a t we've marched through each 

of the w e l l s t h a t are the s u b j e c t o f the a p p l i c a t i o n , how many 

w e l l s i n t o t a l have you been able t o b r i n g back i n t o compliance 

at t h i s p o i n t ? 

A. I b e l i e v e we have brought back f i v e of them at 

t h i s p o i n t . 

Q. And --

A. And then we have reworked two of them at t h i s 

p o i n t , and one of them, I b e l i e v e , should be okay. We j u s t 

need t o schedule the witness t e s t . 

Q. So you r e a l l y have two problem w e l l s on t h i s l i s t 

t h a t may take a l i t t l e longer? 

A. Yes. The State T No. 007 and Lee Whitman -- I'm 

so r r y . The B C Dickinson 1-A 002, those are the two 

problematic w e l l s t h a t might take us -- I don't know. I t 

r e a l l y depends on the f i s h . You know, l i k e No. 009 took us two 

months. But I don't see we can a f f o r d t o spend t h a t much time. 

We'll see how i t i s . Probably a couple weeks each, I would 

say, minimum. 

Q. Mr. N o s r a t i , Mr. Sanchez asked f o r a date t o be 

i n compliance or they would have the power t o pl u g these w e l l s . 

They asked f o r a date of May 1st, 2009. Do you foresee any 

problems i n complying w i t h t h a t date? 

A. No, ma'am. 

Q. Also a s u b j e c t of t h i s a p p l i c a t i o n i s f i n a n c i a l 
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assurance on the, I b e l i e v e , the State T Devonian B No. 009. 

Do you pl a n t o come i n t o compliance w i t h t h a t request as w e l l ? 

A. We're going t o come i n t o compliance w i t h OCD 

requirement f o r t h a t w e l l , but i f I understand, I b e l i e v e 

Mr. Sanchez was asking t h a t even i f we ask f o r a TA s t a t u s , we 

have t o put a d d i t i o n a l bond; i s t h a t what i t i s ? 

Q. I b e l i e v e t h a t ' s c o r r e c t . 

A. I guess i f t h a t ' s the requirement, then w e ' l l 

comply w i t h i t . 

Q. Okay. 

MS. MUNDS-DRY: I b e l i e v e t h a t ' s a l l the questions I 

have f o r Mr. N o s r a t i . Pass the witness. 

MR. WARNELL: Okay. Mr. Swazo? 

CROSS-EXAMINATION 

BY MR. SWAZO: 

Q. Mr. N o s r a t i , you sa i d f i v e w e l l s are i n 

compliance w i t h Rule 201? 

A. Yes, s i r . 

Q. But i f you look a t OCD E x h i b i t No. 4, which i s 

the i n a c t i v e w e l l l i s t f o r AmeriCo Energy Resources, i t s t i l l 

shows the same 12 w e l l s t h a t were p a r t of the o r i g i n a l 

a p p l i c a t i o n . So i t shows t h a t there's been no change i n e i t h e r 

w e l l ' s s tatus? 

A. When was t h a t E x h i b i t 4 taken? 

Q. I t was -- t h i s l i s t i s from yesterday, October 
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29th, 2008. 

A. Well --

Q. None of the w e l l s have f a l l e n o f f the i n a c t i v e 

w e l l l i s t . 

A. Well, I don't know what's OCD procedure i s as f a r 

as the t i m i n g t o , you know, p o s t i n g w e l l s i n compliance, but we 

submitted a C-103, and they approved i t according t o the 

procedure. We went on and d i d t h i s , and a f t e r the work was 

done, we scheduled a witness t e s t by OCD r e p r e s e n t a t i v e , and 

they came and witnessed i t , and we had a c h a r t . And I b e l i e v e 

we have a c h a r t here t o show you proof t h a t the w e l l s passed 

the t e s t . And t h a t ' s a l l we have t o do. 

I don't know what else we need t o do t o get them o f f 

the l i s t . I f there's a procedure we're missing, i f there's 

something we haven't done, I ' l l be g l a d t o take care of i t . 

But t h a t ' s e x a c t l y -- we went according t o approved procedure, 

and we d i d the work, and we demonstrated t h a t the w e l l has 

i n t e g r i t y . We placed a b r i d g e p l u g where i t was i n d i c a t e d , and 

i t should be complied w i t h a l l the requirements. 

Q. These f i v e w e l l s t h a t you're t a l k i n g about, are 

those w e l l s t h a t AmeriCo intends t o place on TA s t a t u s , 

temporary abandonment status? 

A. Yes. Well, I'm s o r r y . The t h r e e i s i n TA 

s t a t u s , and one of them -- the 003 i s i n the Denton f i e l d . The 

B C Dickinson 1-A 001, B C Dickinson, D No. 005, and W T Mann 
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No. 002. Those are the t h r e e w e l l s i n Denton f i e l d t h a t have 

been passed the t e s t and requirement f o r a TA s t a t u s , and we 

have complied w i t h i t . And t h a t should be a l l i n compliance 

f o r TA s t a t u s . 

Q. And what about the other two we l l s ? 

A. The other two w e l l s are i n Shugart f i e l d . 

Q. I s i t AmeriCo's i n t e n t i o n t o place those w e l l s on 

TA status? 

A. No, no. The other two w e l l s i n Shugart f i e l d 

i s -- they are placed i n o p e r a t i o n . They are not on TA s t a t u s . 

We are not req u e s t i n g TA s t a t u s on them. 

Q. Have you f i l e d p r o d u c t i o n r e p o r t s f o r those two 

wells? 

A. Well, we j u s t d i d t h i s work, so, yes, they w i l l 

be f i l e d as r e q u i r e d i n subsequent months and shown t h a t they 

are a c t i v e . But we had t o f i r s t prove t h a t casing has 

i n t e g r i t y because they i n j e c t the w e l l s , and they want us t o 

t e s t behind the packer and make sure the casing has no leaks, 

and then we can place i t back i n t o p r o d u c t i o n , and t h a t ' s what 

we have done. 

Q. And are you f a m i l i a r w i t h OCD r u l e s w i t h regard 

to r e t u r n i n g a w e l l t o p r o d u c t i o n or i n j e c t i o n ? 

A. I t h i n k I am. 

Q. And do you know t h a t under OCD r u l e s t h a t p a r t of 

the requirement f o r r e t u r n i n g a w e l l t o p r o d u c t i o n or i n j e c t i o n 

PAUL BACA PROFESSIONAL COURT REPORTERS 

500 4th Street, NW, Suite 105, Albuquerque, NM 87102 



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 

52 

i s the f i l i n g of a C-115 p r o d u c t i o n r e p o r t ? 

A. Yes. 

Q. And have C-115s been f i l e d f o r these two wells? 

A. Well, no. I don't t h i n k we have because we j u s t 

d i d the t e s t , so we j u s t passed i t . So we do i t every month. 

I don't know i f we can do i t middle of the month. We j u s t 

s t a r t e d . For example, i t j u s t happened r e c e n t l y i n October. 

When we f i l e October r e p o r t , then we're going t o show t h a t 

these are a c t i v e i n j e c t o r s or producers, whichever the case may 

be and prove the i n j e c t i o n volume and p r o d u c t i o n volume. 

Q. Mr. N o s r a t i , have you f i l e d the subsequent 

C-103 -- the C-103 i n d i c a t i n g the s u b j e c t w e l l -- a subsequent 

r e p o r t which would have been f i l e d on the C-103 f o r the TA'd 

wells? 

A. Yes, s i r , we have. 

Q. And have you received OCD approval p l a c i n g these 

w e l l s on TA status? 

A. No, s i r , we have not. 

Q. Are you aware t h a t u n t i l t h a t ' s done, these w e l l s 

are not i n compliance w i t h OCD Rule 201? 

A. Yes, s i r . That i s t r u e . But i n our mind, I 

guess, i s t h a t we've done e v e r y t h i n g . I t ' s j u s t a matter of 

time h o p e f u l l y t h a t we get approval because we've done e x a c t l y 

what was r e q u i r e d and d i d i t according t o the proper procedure. 

Q. And you were provided w i t h a copy of the 
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a p p l i c a t i o n l a s t month, c o r r e c t ? 

A. For these w e l l s ? 

Q. For t h i s case? 

A. Yes. Yes, s i r . 

Q. And the a p p l i c a t i o n i d e n t i f i e s the 

complia n c e - r e l a t e d issues t h a t -- the reason why we're here 

today, c o r r e c t ? 

A. Yes. 

Q. And one of the compli a n c e - r e l a t e d issues i s the 

a d d i t i o n a l f i n a n c i a l assurance f o r the -- I t h i n k i t ' s the 

State T Devonian No. 009 we l l ? 

A. Yes. 

Q. The f i n a n c i a l assurance has not been f i l e d as of 

today. Why i s t h a t ? 

A. I guess because we f e l t l i k e i f we're going -- we 

have a bl a n k e t bond w i t h the OCD f o r a l l our w e l l s t h a t operate 

i n New Mexico. And f u r t h e r , we f e l t l i k e we're going t o 

demonstrate t h a t t h i s w e l l i s , you know -- perform a l l the 

r e q u i r e d work t o put on TA s t a t u s . I thought t h a t i t might be 

because of t h a t , and t h e r e shouldn't be an a d d i t i o n a l f i n a n c i a l 

requirement. 

Q. But are you -- I'm s o r r y t o i n t e r r u p t . 

A. No. I'm j u s t saying t h a t today I f i n d out t h a t 

t h a t i s not the case, even i f we prove t h a t w e l l i s i n 

compliance w i t h the OCD requirement as a TA w e l l , we s t i l l have 
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t o come up w i t h a d d i t i o n a l f i n a n c i a l assurance. 

Q. But don't you know t h a t under OCD r u l e s , a 

blan k e t bond i s not enough once a w e l l becomes i n a c t i v e a f t e r 

two year? 

A. No, s i r . I wasn't aware of t h a t . 

Q. And d i d n ' t AmeriCo f i l e i n d i v i d u a l f i n a n c i a l 

assurances f o r i t s other i n a c t i v e wells? 

A. I guess we f i l e d i t as we were r e q u i r e d . We 

never requested t o f i l e a d d i t i o n a l or i n d i v i d u a l f i n a n c i a l 

assurance f o r t h i s w e l l , unless we got t h i s n o t i c e . Otherwise, 

we would have t o comply w i t h i t . 

Q. And what i s your i n t e n t w i t h regard t o p o s t i n g 

the f i n a n c i a l assurance f o r t h i s w e l l ? 

A. We w i l l d e f i n i t e l y take care o f i t and provide 

the f i n a n c i a l assurance as soon as I get back t o Houston and 

get the paperwork on i t . 

Q. Now, f o r over three-and-a-half years, we've been 

working w i t h -- a t t e m p t i n g t o work w i t h AmeriCo t o t r y t o get 

at l e a s t s i x of the w e l l s i n t o compliance, and they haven't 

been brought i n t o compliance. Why the delay? 

A. Well, I r e a l l y a p p r e c i a t e OCD working w i t h us, 

but i f you went through your e x h i b i t s , you n o t i c e t h a t the 

problem t h a t we had and the e x p l a n a t i o n t h a t we gave, when we 

signed the f i r s t one, we had problem w i t h a r i g . And when we 

signed the second one, t h a t was the time t h a t we s o l d 

- . 
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50 percent of the f i e l d t o Platinum. And p a r t of t h a t 

agreement was t h a t Platinum had two r i g s working i n the f i e l d , 

and they were going t o take these w e l l s and put them on 

p r o d u c t i o n every 60 days. 

And so t h a t was the reason we gave, and we assured 

OCD t h a t because they assured us t h a t t h a t ' s what they were 

going t o do. And we f e l t t h a t h o p e f u l l y w i t h i n the s i x months, 

we should have the m a j o r i t y of these w e l l s taken care of or a t 

l e a s t most of i t . And Platinum d i d s t a r t and worked on two 

w e l l s , State T No. 009 and Mann — W T Mann No. 002. 

But then somewhere i n e a r l y 2006, which we weren't 

aware of i t u n t i l s i x or e i g h t months l a t e r , they ran i n t o 

f i n a n c i a l t r o u b l e , and t h a t r e a l l y c reated a b i g problem. We 

d i d not have the o p e r a t o r s h i p of t h i s f i e l d , which was the 

State T and Mann, and they weren't responding t o us. They 

d i d n ' t want t o r e t u r n o p e r a t o r s h i p t o us. So we had a b i g 

l e g a l b a t t l e . I t ' s s t i l l going on. We s t i l l -- Platinum owes 

us over $4 m i l l i o n t h a t we have spent on t h i s f i e l d , and 

o b l i g a t i o n s t h a t they have and they have not taken care of i t . 

So i t was j u s t one of those u n f o r t u n a t e deals f o r us 

t h a t we had a p a r t n e r t h a t d i d not do what they were supposed 

t o and not even came back and t r y t o give us o p e r a t o r s h i p . We 

had t o go t o c o u r t and spend a l o t of money t o even get the 

op e r a t o r s h i p back t o be able t o take care of these w e l l s . And 

as soon as we d i d , we s t a r t e d working on i t , and we have the 
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documentation t o prove t h a t , t h a t we s t a r t e d working on t h i s . 

But we had a l s o a p a r t n e r i n here too, t h a t when you're a 50 

percent p a r t n e r , you can't j u s t go and do t h i n g s on your own. 

You have t o get the other people's approval. 

And t h a t wasn't a r e a l company, so t h a t c r e a t e d a 

challenge. As soon as we got an agreement on a couple of w e l l s 

t o s t a r t working on i t , then they s t a r t e d non-consenting other 

w e l l s . And by the time we get a program togeth e r or 

f i n a n c i a l l y make a d e c i s i o n t o go ahead and do i t ourselves, 

then the f i e l d s o l d again, and we have another p a r t n e r t o deal 

w i t h . One of them we s t i l l don't know what i t i s . 

So these are some of the problems t h a t r e a l l y i t j u s t 

c r eated a stumbling block t o us t o take on our o b l i g a t i o n s the 

way we l i k e t o . But i f you look a t i t -- on the Shugart f i e l d , 

we had 18 w e l l s -- I don't remember -- back i n e a r l y t h i s year 

t h a t t h e r e was s h u t - i n . They were s h u t - i n w e l l s . We brought 

every one of those, I b e l i e v e , except two of them back i n t o 

compliance w i t h i n a two- or three-month p e r i o d , because t h a t 

was our f i e l d and we were the o n l y -- w e l l , we were the major 

owner i n t h a t f i e l d , and we had a f u l l o b l i g a t i o n . So we went 

on and d i d i t . 

So we t r y t o take care of our o b l i g a t i o n s s e r i o u s l y 

and take care of i t , but sometimes j u s t -- u n f o r t u n a t e l y , we 

can't do i t as we wish. 

Q. Well, the date of the second Agreed Compliance 
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Order was March 2006. But according t o these documents, the 

f i r s t time there's even a mention of a p a r t n e r s h i p issue i s the 

November 10, 2006, l e t t e r t h a t you sent t o us which was 

a f t e r --

A. I t was 2006 or 5? 

Q. Well, i t ' s E x h i b i t 15, and i t ' s dated November 

10, 2006, and t h a t p e r i o d would have been a f t e r the second ACOI 

had already e x p i r e d . 

A. Honestly, I don't remember the exact date, but I 

b e l i e v e Platinum came i n the p i c t u r e i n 2006 e a r l y . And t h a t 

was the time t h a t we were s t a r t i n g s i g n i n g the second Agree 

Compliance Order and t r y i n g t o take care of them. 

Q. I ' l l a l s o d i r e c t your a t t e n t i o n t o e x h i b i t -- OCD 

E x h i b i t No. 9, page 3. 

A. E x h i b i t No. 9, page 3? Yes, s i r . 

Q. Conclusion No. 3, i t s t a t e s : "As operator of the 

w e l l s i d e n t i f i e d i n Findings Paragraph No. 6, operator i s 

res p o n s i b l e f o r b r i n g i n g those w e l l s i n t o compliance w i t h 

Rule 201." And t h i s i s the document t h a t you signed, r i g h t ? 

A. I b e l i e v e so. 

Q. So i t was AmeriCo's r e s p o n s i b i l i t y t o make sure 

t h a t the w e l l s were brought i n t o compliance by the compliance 

deadline? 

A. Well, again, yes. As an operator, we know t h a t ' s 

our o b l i g a t i o n . But when you have 50 percent p a r t n e r , you have 
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to get t h e i r consent as w e l l . And the work t h a t , you know, i s 

going t o cost two, t h r e e hundred, h a l f a m i l l i o n d o l l a r s , you 

can't j u s t do as you wish. So we had t o get agreements from 

our p a r t n e r s t o do the work t h a t needed t o be done. And some 

of t h i s work i s not r e a l l y cheap and j u s t go do the work, some 

of them r e q u i r e s a tremendous amount of work t o f i s h i t and 

b r i n g them i n t o compliance. 

Q. And a l o t of the -- w e l l , the e x h i b i t s t h a t you 

presented, these documents were f i l e d a f t e r t h i s a p p l i c a t i o n 

had been f i l e d . 

A. Yes. 

Q. And your testimony today i s t h a t you can have a l l 

12 w e l l s i n t o compliance by the May 1st, 2009 deadline? 

A. Yes, s i r . 

MR. SWAZO: I have no f u r t h e r q u e s t i o n s . 

MR. WARNELL: Thank you, Mr. Swazo. Mr. Bruce? 

MR. BRUCE: No questions, Mr. Examiner. 

MR. WARNELL: Mr. Brooks? 

MR. BROOKS: No questions. 

MR. WARNELL: Mr. Ezeanyim? 

MR. EZEANYIM: No questions. 

EXAMINATION 

BY MR. WARNELL: 

Q. Mr. N o s r a t i , i s i t your understanding -- who's 

the operator of these 12 w e l l s we've been t a l k i n g about here 
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t h i s morning? 

A. AmeriCo Energy Resources r i g h t now, s i r . 

Q. Your company? 

A. Yes, s i r . 

Q. A l l r i g h t . And we're t a l k i n g b a s i c a l l y about two 

f i e l d s , the Shugart f i e l d and the Denton f i e l d ? 

A. Yes, s i r . 

Q. And these w e l l s were d r i l l e d back i n the mid-50s, 

I b e l i e v e ? 

A. I b e l i e v e the Denton f i e l d s are mid-50s. 

Honestly, I don't remember the v i n t a g e on the Shugart f i e l d . 

Q. Would you guess t h a t the Shugart f i e l d i s o l d e r 

or newer? 

A. Poss i b l y newer. I t ' s a shallower f i e l d , too. 

Those are about -- we produce them from 3,000 t o 4500. Denton 

i s deep, as deep as 12,000 p l u s . 

Q. Okay. And you say you have a r i g out working on 

two w e l l s r i g h t now? 

A. Yes, s i r . 

Q. Which r i g do you have under c o n t r a c t ? 

A. Rig company? 

Q. Yes. 

A. I b e l i e v e -- don't quote me -- I ' l l be g l a d t o 

c a l l the f i e l d the get the i n f o r m a t i o n . But, I b e l i e v e , Fever 

Rig i s working i n both the f i e l d s , Denton and the Shugart 

PAUL BACA PROFESSIONAL COURT REPORTERS 

500 4th S t r e e t , NW, Su i t e 105, Albuquerque, NM 87102 



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 

60 

f i e l d . 

Q. Could you v e r i f y t h a t , please, and l e t 

Ms. Munds-Dry know? 

A. Sure. I ' l l be g l a d t o . Right a f t e r I can c a l l 

and get you both of them. Who should I give t he i n f o r m a t i o n ? 

Q. Your counselor. 

A. Okay. 

Q. And you t e s t i f i e d t h a t now t h a t you're aware o f 

an a d d i t i o n a l bond of $17,800 on one p a r t i c u l a r w e l l --

A. Yes, s i r . 

Q. -- t h a t y o u ' l l take care of t h a t i n shor t order? 

A. Yes, s i r . We w i l l take care of t h a t immediately. 

MR. WARNELL: I have no f u r t h e r q uestions. Are we 

f i n i s h e d w i t h the witness? 

MS. MUNDS-DRY: I b e l i e v e so. I ' d l i k e t o move the 

admission of E x h i b i t s 1 through 6 i n t o evidence. 

MR. WARNELL: We w i l l accept E x h i b i t s 1 through 6, i f 

ther e are no o b j e c t i o n s . 

[Respondent's E x h i b i t s 1 through 6 admitted i n t o 

evidence.] 

MR. WARNELL: You may step down. Thank you very 

much. 

And do you wish t o close? 

MS. MUNDS-DRY: I don't have an y t h i n g . Mr. Swazo 

might. 
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MR. SWAZO: I have n o t h i n g t h a t hasn't already been 

s a i d . 

MR. BRUCE: I j u s t have a b r i e f statement, j u s t so 

you know why i n the heck I'm here, Mr. Examiner. 

MR. WARNELL: Very good. 

MR. BRUCE: Mr. Examiner, Celero Energy r e c e n t l y 

acquired working i n t e r e s t i n f i v e of the w e l l s , the B C 

Dickinson D No. 005, the Lee Whitman A No. 001, the State T No. 

007, State T Devonian B No. 009, and W T Mann A No. 002. 

I t j u s t acquired these working i n t e r e s t s s e v e r a l 

weeks ago, and i t became aware o f t h i s case, and i t ' s here 

because i t supports the e f f o r t s of AmeriCo Energy t o b r i n g 

these w e l l s back i n t o compliance. I was informed yesterday 

t h a t the AFEs t h a t AmeriCo Energy has submitted t o Celero have 

been signed, so they should be forwarded back t o Mr. N o s r a t i 

s h o r t l y . 

And we do not want these w e l l s plugged. These -- i f 

you look at these Denton w e l l s , they are i n an area where they 

immediately a d j o i n acreage where Cimarex Energy has d r i l l e d a 

number o f h o r i z o n t a l Wolfcamp w e l l s and i s s t i l l d r i l l i n g 

h o r i z o n t a l Wolfcamp w e l l s . So t h e r e may be value i n doing t h a t 

even i n the o l d e r developed p a r t s of the Wolfcamp, Denton 

Wolfcamp p o o l , so c e r t a i n l y supports the e f f o r t s of AmeriCo i n 

t h i s case. 

Thank you. 
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MR. WARNELL: I f there's n o t h i n g e l s e , then w e ' l l 

take Case No. 14189 under advisement. 

And we w i l l break f o r lunch and be back here a t 1:15. 

* * * 

i 4® hersfc-y earn"fy ihe*i ?h<e foregofrtg is 
a cc,1"! ••; ;-c ' •" ot rh:r pr-xced'ngs fo 
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