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

10:07 a.m.: 

EXAMINER CATANACH: Okay, we've got a case on the 

docket today, Case Number 11,599, the A p p l i c a t i o n of 

Gillespie-Crow, Inc., f o r an allowable r e d u c t i o n i n Lea 

County, New Mexico. 

We have a motion t o dismiss the case f i l e d by Mr. 

Carr on behalf of several p a r t i e s , and i t ' s my 

understanding t h a t we are going t o hear the motion t h i s 

morning, only, and decide a f t e r we hear the arguments 

whether t o a c t u a l l y dismiss the case or t o dispose of i t by 

other means, continue i t or whatever. 

So a t t h i s p o i n t w e ' l l l e t Mr. Carr argue h i s 

Motion t o Dismiss. 

MR. CARR: May i t please the Examiner, I'm 

e n t e r i n g my appearance t h i s morning i n t h i s case f o r Yates 

Petroleum Corporation; Yates D r i l l i n g Company; Abo 

Petroleum Corporation; Myco I n d u s t r i e s , I n c . ; Rio Pecos 

Corporation; Pathfinder E x p l o r a t i o n Company; Cannon 

E x p l o r a t i o n Company; Hollyhock Corporation; Tara-Jon 

Corporation; L a r i o O i l and Gas Company; Pearson and 

Cochran; Hanley Petroleum, I n c . ; David Petroleum 

Corporation and Nearburg E x p l o r a t i o n Company, LLC. 

EXAMINER CATANACH: Okay. Before you proceed, 

Mr. Carr, I ' l l ask f o r other appearances i n t h i s motion 

STEVEN T. BRENNER, CCR 
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proceeding. 

MR. BRUCE: Mr. Examiner, Jim Bruce from the 

Hinkle law f i r m i n Santa Fe. I'm repre s e n t i n g t he 

App l i c a n t i n t h i s case, Gillespie-Crow, Inc. 

MR. HALL: Mr. Examiner, Scott H a l l from the 

M i l l e r , S t r a t v e r t , Torgerson and Schlenker law f i r m i n 

Santa Fe on behalf of Enserch E x p l o r a t i o n , I n c . 

EXAMINER CATANACH: Mr. H a l l , are you going t o 

make a pr e s e n t a t i o n t h i s morning? 

MR. HALL: No 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: Mr. Examiner, I'm Tom 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 K e l l a h i n , appearing 

on behalf of Chesapeake O i l Company. 

EXAMINER CATANACH: Mr. K e l l a h i n , are you going 

t o make a presentation? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: Okay. 

MR. CARROLL: Mr. Carr, so Nearburg's added t o 

t h i s l i s t ? 

MR. CARR: Nearburg i s added t o the l i s t . They 

c a l l e d yesterday afternoon and asked i f they could j o i n i n 

the motion. 

EXAMINER CATANACH: Okay, Mr. Carr, you may 

proceed. 
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MR. CARR: May i t please the Examiner, the 

e n t i t i e s I represent e i t h e r operate w e l l s or own working 

and r o y a l t y i n t e r e s t s i n the West Lovington-Strawn Pool 

area and they are a f f e c t e d by the A p p l i c a t i o n . 

I t h i n k i t ' s important i n the context of t h i s 

motion t o note i n i t i a l l y t h a t we're not j u s t t a l k i n g about 

r e s t r i c t i n g production i n the pool. 

The questions t h a t are before you are questions 

concerning operations. Who has the r i g h t t o make 

decisi o n s , decisions t r a d i t i o n a l l y vested i n the operator 

of p r o p e r t i e s i n t h i s r e s e r v o i r ? 

The questions t h a t are before you i n v o l v e 

p r o p e r t y r i g h t s and what t h i s D i v i s i o n can do and must do 

before i t takes operating r i g h t s from one owner and vests 

them i n another. 

This case involves questions about doing t h i n g s 

r i g h t , about a c t i n g i n accordance w i t h the s t a t u t e s and 

r u l e s which govern t h i s agency. 

I t ' s not so much a question about what Mr. 

G i l l e s p i e seeks or t h i n k s he needs t o do; i t ' s a question 

of how he•s going about i t and what impact t h i s approach 

has on the r i g h t s of other i n t e r e s t owners i n t h i s 

r e s e r v o i r . 

By way of background, and as I t h i n k you know, 

back i n November of 1994, Mr. G i l l e s p i e approached other 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

7 

i n t e r e s t owners i n t h i s f i e l d and proposed the formation of 

a u n i t . 

The r e s u l t of these n e g o t i a t i o n s was a hearing i n 

June of 1995 and the Order 10,499, which was entered l a s t 

August, a u t h o r i z i n g the formation of t h i s u n i t under the 

S t a t u t o r y U n i t i z a t i o n Act. 

At the time of t h a t hearing — and you were the 

Examiner a t t h a t time — you accepted the boundaries of the 

u n i t , the h o r i z o n t a l boundaries, as proposed by G i l l e s p i e -

Crow. You d i d t h a t because they were not r e a l l y 

challenged. I n f a c t , on cross-examination of Mr. Crow, Mr. 

K e l l a h i n marched Mr. Crow around the u n i t and e s t a b l i s h e d 

through the testimony of Mr. Crow t h a t t h i s area had been 

reasonably developed, t h a t the boundaries had been 

reasonably defined. You named Gillespie-Crow operator of 

t h i s u n i t . 

But i f you w i l l r e c a l l , a t t h a t time you i n 

essence r e j e c t e d the Gillespie-Crow i n t e r p r e t a t i o n of the 

v e r t i c a l i n t e r v a l . Snyder Ranches appeared, and they had 

t h e i r own i n t e r p r e t a t i o n of the v e r t i c a l l i m i t s of the 

r e s e r v o i r . You accepted those, the D i v i s i o n f i n d i n g t h a t 

Snyder Ranches 1 i n t e r p r e t a t i o n more ac c u r a t e l y honored 

subsurface w e l l data. 

The issue here today i s not the v e r t i c a l i n t e r v a l 

but, because of t h i s A p p l i c a t i o n , becomes the h o r i z o n t a l 
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extent of this unit. 

Recently Mr. G i l l e s p i e has t a l k e d t o c e r t a i n 

other operators i n the pool about the expansion of the 

u n i t . The response he has gotten has been poor, and so he 

f i l e s h i s A p p l i c a t i o n . 

And what does he seek? He seeks t o r e s t r i c t 

p r oduction from non-unit property i n the pool t o , and I 

quote, r a t e s equal t o the average producing r a t e from w e l l s 

i n the West Lovington-Strawn u n i t , r e s t r i c t everyone else 

t o what he decides t o produce. 

And he says he's doing t h i s because he i s , quote, 

i n the process of expanding the West Lovington Strawn u n i t 

t o i n clude c e r t a i n a d j o i n i n g acreage. He's i n the process, 

t r y i n g t o exclude c e r t a i n undefined acreage. 

I wasn't involved i n the f i r s t hearing, and when 

I s t a r t e d working on t h i s over the weekend, I thought I 

would come before you and say, Once pooled, shame on you; 

t w i c e pooled, shame on us. 

But t h i s i s n ' t r e a l l y funny because what you have 

i s the operator of t h i s u n i t , r e a l l y , i n the guise of t h i s 

A p p l i c a t i o n , attempting t o usurp the operating r i g h t s of 

others, and he i s r e a l l y asking t h i s D i v i s i o n t o abandon 

i t s r o l e , i t s r e g u l a t o r y r o l e as t h a t a p p l i e s t o the West 

Lovington-Strawn Pool. 

I t i s n ' t a question of r e s t r i c t i n g allowables. 
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The problem i s , and the question i s , whether or not 

G i l l e s p i e i s going t o be able t o make decisions f o r others 

over whom he has no r i g h t t o make t h a t d e c i s i o n unless he's 

operator. 

He's not here saying, Mr. Catanach, l e t ' s set a 

new allow a b l e , l e t ' s set a new depth bracket a l l o w a b l e . 

He's saying, l e t me decide what they can produce. And he 

does not have the r i g h t t o do t h a t . That's a d e c i s i o n t h a t 

i s reserved t o t h i s D i v i s i o n , and I submit you cannot pass 

t h a t a u t h o r i t y t o someone else. 

The motion t h a t we have f i l e d r a i s e s two basic 

issues. 

One i s , very simply, t h a t i f t h i s i s needed, 

th e r e i s a remedy i n our s t a t u t e s and i n the OCD r u l e s . 

And the second o b j e c t i o n i s t h a t what they seek 

i s vague and abs o l u t e l y unenforceable. 

Now, as we t h i n k of the West Lovington-Strawn 

Pool, we have t o accept the f a c t t h a t today i t i s operated 

under two sets of r u l e s . The D i v i s i o n sets spacing, sets 

allowables; and those of Mr. G i l l e s p i e w i t h i n the u n i t . 

And he has been given the r i g h t t o decide a t what r a t e 

w e l l s can be produced w i t h i n the u n i t and how allowables 

are t o be shared because he came t o you and he got t h a t 

a u t h o r i t y . 

And he came i n here w i t h experts who t e s t i f i e d 
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about what they intended to do i n the acreage outlined on 

t h i s e x h i b i t , and he said that the boundaries had been 

defined, and you agreed. And since that time he has 

operated the acreage w i t h i n the boundary. 

But now he wants to do things outside the u n i t . 

And since the time t h i s u n i t was formed, he has d r i l l e d 

a dditional wells outside the u n i t and he i s r e s t r i c t i n g 

production from those to equal what's going on i n the u n i t , 

over the protest of other interest owners i n those wells. 

I f however, that i s needed, i f r e s t r i c t i o n s on 

production are needed, there i s a remedy available, and 

that remedy i s the Statutory U n i t i z a t i o n Act. When that 

Act was adopted, the Legislature concluded th a t there were 

circumstances where, i n f a c t , a l l properties i n the pool 

needed to be operated by one person under one plan. Mr. 

Gillespie knows that. He formed the u n i t under tha t 

statute. 

But that statute contains very express provisions 

governing how a u n i t , once formed, can then be enlarged. 

And what you have before you here today i s an Application 

tha t ignores those statutory provisions. He's asking, i n 

fa c t , that a l l operational decisions be submitted t o him. 

Now, the requirements i n the Statutory 

U n i t i z a t i o n Act go far beyond j u s t the requirements i n the 

O i l and Gas Act that relate to prevention of waste and 

STEVEN T. BRENNER, CCR 
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p r o t e c t i o n of c o r r e l a t i v e r i g h t s . 

And there's a reason f o r t h a t , because when t h a t 

S t a t u t o r y U n i t i z a t i o n Act i s invoked, i t i n v o l v e s a t a k i n g 

of p r o p e r t y . The State i s asked t o invoke i t s p o l i c e power 

and t o take the r i g h t s of one person i n a p r o p e r t y and give 

i t t o another. 

And so they have very s p e c i f i c , very s t r i c t 

standards t h a t must be met before you do t h a t , and i t ' s t o 

p r o t e c t the r i g h t s of people l i k e the people I represent 

here today who are outside the u n i t . The Act says you must 

have c e r t a i n t h i n g s i n the a p p l i c a t i o n , t h e r e are very 

s p e c i f i c matters t h a t you must f i n d before you enter an 

order, and the order must contain very d e f i n i t e t h i n g s t h a t 

are r e q u i r e d by law. 

And i t goes beyond t h a t , and i t says i f other 

t h i n g s are needed over and above these — i t doesn't throw 

these requirements out — i f other t h i n g s are needed t o 

prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s , then you may 

do those also. But you must f o l l o w the Act. And t h i s 

A p p l i c a t i o n today circumvents t h a t Act. 

The remedy f o r Mr. G i l l e s p i e i s under t h a t 

s t a t u t e . And simply being i n the process of expanding the 

u n i t , whether they succeeded or not, i s not s u f f i c i e n t . I t 

i s n ' t an a l t e r n a t i v e t o these s t a t u t o r y requirements. I f 

he's going t o make these decisions f o r other operators, he 
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must gain t h a t r i g h t , and he must do i t through s t a t u t o r y 

procedures. And i t ' s because i f he doesn't, our r i g h t s are 

not p r o t e c t e d . 

We have a r i g h t , before you say we can't operate 

our w e l l s as we deem f i t under the statewide or under the 

poolwide depth bracket allowable but must do what Mr. 

G i l l e s p i e says, we have a r i g h t f i r s t t o come i n here and 

have Mr. G i l l e s p i e present g e o l o g i c a l data t h a t shows t h a t 

t h i s r e s e r v o i r extends t o the n o r t h where Hanley i s 

oper a t i n g , extends t o the northeast where David Petroleum 

i s l o c a t e d , extends o f f t o the east where Yates has 

pr o p e r t y i n t e r e s t s . 

And he must come i n here and he must show t h a t 

not only i s t h a t acreage i n communication w i t h the pool as 

he de f i n e d i t before, but he has t o show t h a t i n c l u s i o n i s 

necessary t o ca r r y on secondary-recovery operations, and he 

must show t h a t what he plans t o do i s f a i r , reasonable and 

e q u i t a b l e . 

When they were here a year ago, Mr. Catanach, you 

r e j e c t e d t h e i r i n t e r p r e t a t i o n of the v e r t i c a l i n t e r v a l . 

The h o r i z o n t a l extent of t h i s pool i s now the issue. And 

before you t e l l us we can't produce the depth bracket 

allowable set by the State i n t h i s pool, we t h i n k we have a 

r i g h t t o have Gillespie-Crow come i n and confirm how i t i s 

t h a t they i n t e r p r e t e d a zero-net-pay l i n e t h a t conveniently 
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made right-angle turns in the corners of his unit, 

corresponding t o the corners of the sections t h a t he owned. 

They said t h i s was the boundary, t h a t they could 

operate t h i s as a u n i t . And now they want t o t e l l us, t o 

the n o r t h , the northeast and the east, what we can do. 

Before you take our r i g h t t o operate our 

p r o p e r t i e s away, they have t o come i n and they have t o 

e x p l a i n t h i s l i n e . 

And i f y o u ' l l go back t o the order t h a t you 

entered i n t h a t case, you noted t h a t t h i s i n t e r p r e t a t i o n 

was based on 3-D seismic but they d i d not show i t . And 

before they come i n and expand i t and use t h a t as a v e h i c l e 

t o c o n t r o l what we do w i t h our property under your r u l e s , 

they've got t o show t h a t 3-D seismic. We have a r i g h t t o 

see i t and a r i g h t t o question i t . 

And t h a t ' s not the issue before you here today. 

That's the next round. But i t i s r e l e v a n t here today 

because we are e n t i t l e d t o t h a t k i n d of a review before you 

t e l l us we can't operate our property under the Rules. 

Now, there are very s p e c i f i c p r o v i s i o n s i n the 

S t a t u t o r y U n i t i z a t i o n Act governing expansion of the u n i t . 

And perhaps they drew i t a l i t t l e t i g h t when they put t h i s 

t o gether. I don't formulate u n i t s , as you know. But my 

experience i s t h a t when you put together a u n i t , you 

g e n e r a l l y allow some s o r t of a b u f f e r t o be sure you're 

STEVEN T. BRENNER, CCR 
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right. There's none here. 

Now, what happened i s , G i l l e s p i e h i m s e l f came 

r i g h t outside h i s u n i t and proved h i s i n t e r p r e t a t i o n wrong. 

But t h i s i s what they got the State t o fo r c e together under 

the Act, and now they have t o l i v e w i t h t h a t . Maybe 

they've set a t r a p f o r themselves. But the f a c t i s , next 

round we look a t t h i s u n i t t r e a t e d as one t r a c t , we t r e a t 

Hanley as a t r a c t , we t r e a t David Petroleum as a t r a c t , we 

t r e a t the property w i t h the Yates i n t e r e s t s i n i t as a 

t r a c t . 

And you w i l l have t o f i n d t h a t i n c l u s i o n of these 

p r o p e r t i e s i n t h i s u n i t w i l l be f a i r t o these people. And 

i f , as appears, the i n t e r e s t s i n , say, the east h a l f of 3 4 

under the u n i t plan only get o n e - f i f t h of what they get on 

stand-alone development, you can't t e l l us we can't produce 

t h a t u n t i l they come i n and show us t h a t i n c l u s i o n i s 

necessary and o n e - f i f t h of what we can get on a stand-alone 

basis i s f a i r . And t h a t ' s what we have t o come i n w i t h 

l a t e r . 

But today the question i s , are they t r y i n g t o 

circumvent t h i s s t a t u t e ? And we say c l e a r l y they are. 

Look a t the A p p l i c a t i o n i t s e l f , Mr. Catanach. 

What acreage do they want t o extend t h i s c o n t r o l to? Well, 

they say c e r t a i n a d j o i n i n g acreage. How can we come i n and 

defend when we don't know whether we are i n t h e i r d i v i n e 
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scheme or not? What's to be restricted? Oil? A l l fl u i d s ? 

The wells north make tremendous volumes of water. Before 

we can defend, we need to know that. 

W i l l what they propose work? Well, how am I 

going t o know, i f I'm operating an o f f s e t t i n g w e l l , what 

allowable l i m i t Mr. Gillespie has set f o r me now? I guess 

we have to c a l l and f i n d out. But unfortunately that i s 

not his r o l e , that's yours, and you can't pass i t t o him. 

And when I say i t ' s not j u s t about allowable 

l i m i t s , what they're asking i s r e a l l y authority t o control 

operations i n the pool, because David Petroleum doesn't 

know what they can do o f f s e t t i n g t h i s u n i t t o the 

northeast, although they've planned two wells, because 

under what Mr. Gillespie i s proposing we don't know how 

much we can produce. We don't know what the economics are 

going t o be f o r future development. 

And the only way we w i l l know i s t o , one, define 

who's going t o operate the property and then know what the 

allowable l i m i t s are. And you can't j u s t say, l i m i t 

everybody else t o what I want, what I decide i s best f o r 

the pool, because that's not the Gillespie function. 

I submit to you, Mr. Catanach, that the 

opposition from other owners to a plan to expand the u n i t 

i s not j u s t i f i c a t i o n f o r avoiding the statutory procedures 

tha t are available to expand t h i s u n i t . 
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I submit t o you t h a t i f t h i s D i v i s i o n i s t o 

continue t o reg u l a t e t h i s pool, t h i s A p p l i c a t i o n has got t o 

be dismissed, t h a t Mr. G i l l e s p i e and Mr. Crow have got t o 

be t o l d t o go back, t o do i t r i g h t , t o do i t i n a way t h a t 

i s c o n s i s t e n t w i t h s t a t u t e , t h a t i s c o n s i s t e n t w i t h r u l e , 

and do i t i n a way t h a t ' s going t o p r o t e c t the r i g h t s of 

other i n t e r e s t owners i n t h i s f i e l d . 

Because i f you don't dismiss i t and t e l l them t o 

go back, I submit you are abandoning your s t a t u t o r y d u t i e s , 

I submit t h a t you are t u r n i n g t h i s pool over t o the 

u n f e t t e r e d whim of Gillespie-Crow. You're not r e q u i r i n g 

them t o expand the u n i t , but you are i n essence doing j u s t 

t h a t . 

And then I could say t o you, Once pooled, shame 

on them; twice pooled, shame on us. 

EXAMINER CATANACH: Mr. Bruce? 

MR. BRUCE: Mr. Examiner I've got a sh o r t 

response and a long response. 

My short response i s , t h i s A p p l i c a t i o n was f i l e d 

t o prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s . I t ' s as 

simple as t h a t . We're not here today asking you t o abandon 

your r i g h t s and d u t i e s ; we're here today asking the 

D i v i s i o n t o exercise i t s r i g h t s and d u t i e s t o prevent 

waste. 

Mr. Examiner, I t h i n k you've had two or thre e 
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hearings regarding t h i s pool — w e l l , a c t u a l l y i n v o l v i n g — 

t h e r e have been two hearings on the pool r u l e s , t h e r e have 

been the u n i t i z a t i o n hearing, there's been the p o s i t i v e -

production-response hearing. And I know you know some of 

these background f a c t s , but I t h i n k I need t o mention some 

of them again. 

The West Lovington-Strawn Pool was discovered i n 

1992 by Charles G i l l e s p i e . Since then, 17 w e l l s have been 

d r i l l e d w i t h i n the pool, the e n t i r e pool. 

But we're not here today t o discuss the e n t i r e 

p ool. We're here today t o discuss the s p e c i f i c r e s e r v o i r , 

the s p e c i f i c Strawn p o r o s i t y pod included w i t h i n the West 

Lovington-Strawn u n i t . 

As you know, these Strawn o i l r e s e r v o i r s are 

u s u a l l y d i s c r e t e , l i m i t e d r e s e r v o i r s , which u s u a l l y c o n t a i n 

one, two, t h r e e , maybe fou r w e l l s . And a number of these 

d i s c r e t e p o r o s i t y pods might be contained w i t h i n the 

boundaries of a s i n g l e Strawn pool. 

That's the case i n t h i s West Lovington-Strawn 

Pool. We have the large Strawn p o r o s i t y pod included 

w i t h i n the u n i t . To the west there are some other w e l l s 

t h a t are i n a d i f f e r e n t p o r o s i t y pod, and we're not seeking 

t o a f f e c t those today. And there might be other p o r o s i t y 

pods out t h e r e ; we don't know. 

During the pe r i o d from mid-1992 t o e a r l y 1995, 
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eleven producing wells were d r i l l e d w i t h i n t h i s p a r t i c u l a r 

reservoir that Mr. Carr has shown up on t h i s map. These 

are the wells that are i n the West Lovington-Strawn u n i t . 

This i s the largest Strawn reservoir i n the state, with the 

possible exception of the Lusk-Strawn Pool, which i s also a 

large pod. 

In 1994, Gillespie-Crow started u n i t i z a t i o n 

discussions with interest owners, which culminated i n the 

u n i t i z a t i o n of t h i s pool i n October, 1995. I'd point out 

that u n i t i z a t i o n took well over a year, even though a l l 

working i n t e r e s t owners and about 90 percent of r o y a l t y 

i n t e r e s t owners agreed to u n i t i z a t i o n . I t took that long, 

even though people were prett y darn well i n agreement 

regarding u n i t i z a t i o n . Even Snyder Ranches, which came to 

hearing t o oppose the case, was r e a l l y seeking t o increase 

i t s p a r t i c i p a t i o n , which i t did. And u n i t i z a t i o n has 

benefitted Snyder Ranches. 

Now, at the time of u n i t i z a t i o n , yes, G i l l e s p i e -

Crow thought i t had included the en t i r e reservoir i n the 

u n i t . I t wished i t had. Subsequent d r i l l i n g proved that 

to be wrong. 

However, I would point out that f i r s t there's 

nothing wrong with u n i t i z i n g only a portion of a reservoir. 

The Statutory Unitization Act s p e c i f i c a l l y provides f o r 

that . 
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Second, the evidence presented i n Case 11,531, 

the positive-production-response case, proved t h a t 

u n i t i z a t i o n has prevented r e s e r v o i r damage and allowed 

a d d i t i o n a l o i l t o be recovered from t h i s p o o l . That's 

c r i t i c a l . And I t h i n k these f a c t s are necessary background 

t o why Gillespie-Crow f i l e d t h i s A p p l i c a t i o n . 

I n l a t e 1995, a f t e r u n i t i z a t i o n , Gillespie-Crow 

d r i l l e d the State "S" Well Number 1. I t ' s i n the west 

h a l f , southeast quarter, of Section 34. I ' l l get up i n a 

w h i l e and use t h i s map t o p o i n t out where some of these 

w e l l s are located. 

This immediately adjoins the u n i t , and t h i s w e l l 

i s d e f i n i t e l y i n pressure communication w i t h a l l w e l l s i n 

the West Lovington-Strawn u n i t . I have a handout here i n a 

minute I ' l l g ive t o you. I t i s capable of top allowable 

pr o d u c t i o n . 

I n e a r l y 1996, Hanley Petroleum, one of the 

Movants today, d r i l l e d i t s Chandler Number 1 w e l l . This 

w e l l i s also completed i n the same r e s e r v o i r as the West 

Lovington-Strawn u n i t . I t ' s only 330 f e e t n o r t h of the 

u n i t ' s boundary. 

Based on these completions, Gillespie-Crow has 

s t a r t e d discussions w i t h the working i n t e r e s t owners t o add 

a d d i t i o n a l acreage t o the u n i t . To date, these 

n e g o t i a t i o n s have not been successful, t o say the l e a s t . 
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Yates and the others have vociferously objected 

to u n i t i z a t i o n , and because of these disputes, i t could be 

a year or more before the u n i t i s expanded. 

Now, Mr. Carr said certain people have been 

i n v i t e d . Well, Hanley was not i n i t i a l l y i n v i t e d t o these 

discussions. At the time these discussions were i n i t i a t e d , 

the Hanley well was a t i g h t hole. I t had no information. 

Since th a t time, the logs have come out. We believe these 

show the Hanley well to be i n t h i s reservoir, and Hanley 

w i l l be i n v i t e d to the next meeting. 

But as a re s u l t of the time involved i n 

u n i t i z a t i o n , especially when you have these squabbling 

pa r t i e s , i t i s c r i t i c a l that the u n i t reservoir be 

protected from damage pending u n i t i z a t i o n , and tha t i s why 

t h i s Application was f i l e d . 

Now, l e t ' s go to the matters i n the motion. I 

believe there are some incorrect allegations i n the motion 

which I w i l l address shortly, but I w i l l address the main 

issue. 

That i s the assertion that the Application should 

be dismissed because Gillespie-Crow's sole remedy, sole 

remedy, i s to expand the u n i t under the Statutory 

U n i t i z a t i o n Act. 

Nothing could be further from the t r u t h . 

F i r s t , we a l l know the OCD's charge i s t o prevent 
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waste and protect correlative r i g h t s , and both of those 

p r i n c i p l e s are involved i n t h i s Application. 

I know I'm not a witness, Mr. Examiner, but I 

think we have to get int o some of these facts. What I've 

handed out i s bottomhole pressure h i s t o r y of the State "S" 

Well Number 1. When i t was completed i n September, 1995 — 

I'm not going to go through t h i s whole thing, but i t had a 

bottomhole pressure of 3286 p . s . i . 

A month ago i t s bottomhole pressure i s 3295 

p . s . i . The pressure has increased, even though i t ' s 

produced almost 60,000 barrels of o i l . How does tha t 

happen i f i t ' s not i n pressure communication with the West 

Lovington-Strawn reservoir? I t i s receiving pressure 

support from the gas-injection pressure-maintenance project 

f o r t h i s u n i t . 

Well, what's the ef f e c t of this? Well, number 

one, c e r t a i n l y , the interest owners i n the State "S" Well 

Number 1 are b e n e f i t t i n g from pressure maintenance without 

paying any of the u n i t costs. Well, big deal, you can say. 

And that's probably the minor part of t h i s issue. But — 

And also, the Hanley well i s b e n e f i t t i n g from pressure 

maintenance. 

But because of t h i s , because they are b e n e f i t t i n g 

and because the u n i t wells are only producing less than 2 00 

barrels a day, we think i t ' s only f a i r and i n the interests 
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of c o r r e l a t i v e r i g h t s t o produce the State "S" Well Number 

1 a t the same r a t e as the u n i t w e l l s . Why? t o prevent 

waste. 

Testimony i n Case 11,531 showed t h a t t h i s 

r e s e r v o i r had undergone r a p i d pressure d e c l i n e before 

u n i t i z a t i o n , from an i n i t i a l r e s e r v o i r pressure of about 

4400 p . s . i . down t o — I t h i n k a t the time of u n i t i z a t i o n , 

i t was down around 3000, 3100 p . s . i . 

As a r e s u l t of t h i s pressure d e c l i n e , G i l l e s p i e -

Crow had r e s t r i c t e d production i n a l l w e l l s f o r the year 

and a h a l f p r i o r t o u n i t i z a t i o n t o 100 b a r r e l s of o i l per 

day. A f t e r i n j e c t i o n began, production was increased, 

f i r s t t o 175 b a r r e l s a day, and then up t o about 2 00 

b a r r e l s a day when t h i s l a s t case was heard. 

During t h i s process, Gillespie-Crow has been 

attempting t o l e a r n the maximum amount of o i l which can be 

removed from the r e s e r v o i r each day and be able t o replace 

t h a t volume, the volume of the o i l removed, w i t h i n j e c t e d 

gas t o maintain a pressure which i s s u f f i c i e n t t o keep the 

o i l p roduction up without channeling or coning of gas i n t o 

the producing wellbores. 

I f l arge amounts of gas have t o be i n j e c t e d and 

i f the w e l l s s t a r t t o cone, the producing w e l l s w i l l gas 

out and large amounts of o i l w i l l be l e f t i n the ground. 

That i s waste, and t h a t i s what the D i v i s i o n should 
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prevent. 

Well, what i s the e f f e c t of these new wells? 

F i r s t , Mr. Examiner, f o r each b a r r e l of o i l produced, about 

2 MCF of gas must be i n j e c t e d . So f o r a top-a l l o w a b l e w e l l 

l i k e the State "S" Number 1, t h a t ' s about 900 MCF per day. 

For each b a r r e l of water produced, about another MCF of gas 

has t o be i n j e c t e d . 

The State "S" w e l l produces about 445 b a r r e l s a 

day. Reportedly Hanley's Chandler Number 1 produces 125 

b a r r e l s of o i l per day and about 3 00 b a r r e l s of water per 

day. 

The r e s u l t i s t h a t i f these w e l l s are allowed t o 

produce a t t h e i r capacity, Gillespie-Crow has t o i n j e c t 

another m i l l i o n and a h a l f cubic f e e t of gas per day i n t o 

t h a t u n i t ' s i n j e c t i o n w e l l i n order t o maintain pressures 

and prevent harm t o the r e s e r v o i r . Of course, Yates 

doesn't care, they're not paying f o r t h a t . 

There's another f a c t o r besides unregulated 

withdrawals which may cause coning, may cause waste. 

Gillespie-Crow has a compressor out there which cannot 

handle any a d d i t i o n a l volume. Why not get a bigger one? 

Well, f i r s t of a l l , i t takes time. You can't j u s t put a 

compressor on there anymore l i k e you used t o . You've got 

t o go out there and get environmental permits f o r 

emissions. That takes months t o get those permits from the 
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New Mexico Environment Department, 
What i f a d d i t i o n a l w e l l s are d r i l l e d ? Then 

you've got t o get a bigger compressor. What i f t h e r e are 

unregulated withdrawals? This causes a problem. I t w i l l 

cause waste. I t could cause premature gassing-out of 

producing w e l l s i n t h i s r e s e r v o i r . 

As i t i s , the u n i t w e l l s , which as of the l a s t 

hearing were producing approximately 200 b a r r e l s of o i l per 

day each, have had t h e i r production cut back a t t h i s time 

so t h a t production from the State "S" Number 1 and the 

Chandler Number 1 w i l l not adversely a f f e c t r e s e r v o i r 

performance. So i t has had a d i r e c t e f f e c t on the 

c o r r e l a t i v e r i g h t s of the i n t e r e s t owners i n the West 

Lovington-Strawn u n i t . 

The conclusion i s simply t h i s : I f p r o d u c t i o n i s 

not r e s t r i c t e d , the r e s e r v o i r may be harmed, causing waste, 

and furthermore the c o r r e l a t i v e r i g h t s of the u n i t owners 

are being adversely a f f e c t e d . 

Mr. Carr made comment t h a t these u n i t boundaries 

were formed j u s t t o b e n e f i t Gillespie-Crow. As you know 

from the hearings, the two main working i n t e r e s t owners i n 

t h i s u n i t are Gillespie-Crow and Enserch. 

Well, Gillespie-Crow i t s e l f , Charles G i l l e s p i e 

i n d i v i d u a l l y and Enserch own approximately 50 percent of 

the working i n t e r e s t i n the immediately o f f s e t t i n g acreage 
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t o the west, and t o the east they own anywhere from 50 t o 

100 percent of the working i n t e r e s t . They too are a f f e c t e d 

by t h i s proposed allowable r e s t r i c t i o n . They have more t o 

lose than anyone. But t h i s A p p l i c a t i o n i s necessary t o 

prevent r e s e r v o i r damage u n t i l the u n i t can be expanded. 

Next, i s t h i s A p p l i c a t i o n p e r m i s s i b l e under OCD 

rules? Yes. Rule 505 allows the OCD t o increase or reduce 

the allowable i n a pool. This A p p l i c a t i o n i s squarely 

w i t h i n the requirements of t h a t r u l e . Rule 505 does not 

s t a t e i t does not apply where a u n i t i z a t i o n i s being 

considered. I t can be applied a t any time. And we t h i n k 

the OCD can and should apply t h i s r u l e whenever necessary, 

as i n t h i s case, t o prevent waste. 

I s t h i s A p p l i c a t i o n authorized by the D i v i s i o n ' s 

general a u t h o r i t y t o prevent waste? Yes, and you need go 

no f u r t h e r than the Santa Fe E x p l o r a t i o n case, which Mr. 

Carr conveniently ignores. The Santa Fe E x p l o r a t i o n case 

reduced allowables i n a small d i s c r e t e p o o l , pending 

u n i t i z a t i o n by the p a r t i e s . 

Yes, t h i s case involved — the Santa Fe 

E x p l o r a t i o n case involved v o l u n t a r y u n i t i z a t i o n . But we 

t h i n k t h a t d i s t i n c t i o n i s meaningless. Production was 

r e s t r i c t e d i n t h a t pool, pending u n i t i z a t i o n , t o prevent 

i n j u r y t o neighboring p r o p e r t i e s and t o ensure t h a t each 

operator only use h i s f a i r share of r e s e r v o i r energy. 
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That's e x a c t l y what Gillespie-Crow i s asking the D i v i s i o n 

t o do i n t h i s case, t o r e s t r i c t production, t o prevent harm 

t o the r e s e r v o i r and t o prevent i n j u r y t o neighboring 

p r o p e r t i e s . 

There's a few f i n a l issues t o address. I t h i n k 

these are more pr o p e r l y f o r the hearing, but since Mr. Carr 

brought them up... 

How many w e l l s w i l l be a f f e c t e d by t h i s 

A p p l i c a t i o n ? At t h i s time, one, the State "S" Well Number 

1. What Gillespie-Crow seeks i s a r e s t r i c t i o n on o i l 

pro d u c t i o n from w e l l s a d j o i n i n g the u n i t which are 

completed i n the same r e s e r v o i r . The Hanley w e l l i s 

unaff e c t e d because i t ' s producing only 125 b a r r e l s of o i l 

per day, which i s less than the u n i t ' s a llowable. 

W i l l the State "S" Number 1 be affected? I 

suppose t o a c e r t a i n extent i t w i l l . But Gillespie-Crow 

and Enserch — I f o r g e t the exact percentage, but they own 

roughly h a l f of the working i n t e r e s t i n t h a t w e l l . When 

the r e was a t i t l e d ispute, they thought they owned about 80 

percent of the working i n t e r e s t i n t h a t w e l l , and t h a t came 

— t h a t was j u s t r e c e n t l y resolved i n t h a t w e l l . 

But l e t me give you some background on t h a t w e l l . 

I t was not — i t has not always been — I t has not always 

had i t s production r e s t r i c t e d . I t was produced f o r several 

months a t top allowable. S t a r t i n g i n e a r l y 1996, i t s 
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production was r e s t r i c t e d due t o the t i t l e issues I j u s t 

mentioned. More r e c e n t l y , i t s production has been 

increased back up t o the top allowable because of p r o t e s t s 

by Yates and other of Mr. Carr's c l i e n t s . 

As I noted, t h i s i s a t the expense of the 

i n t e r e s t owners i n the u n i t , because those w e l l s have had 

t h e i r production decreased concomitantly t o prevent 

r e s e r v o i r damage. 

I' d p o i n t out t h a t t h i s w e l l p a i d out some time 

ago, and even under the A p p l i c a t i o n as i t was envisioned a t 

the time, i t would s t i l l produce about 200 b a r r e l s of o i l 

per day, and t h a t ' s p r e t t y good production, e s p e c i a l l y when 

you don't have t o pay the u n i t costs. 

What acreage i s affected? Let me g i v e you some 

idea. Once again, we t h i n k t h i s i s something f o r hearing. 

I ' d f i r s t s t a r t o f f by saying, you remember Mr. K e l l a h i n 

here w i t h Mr. Squires, g e o l o g i s t . Yes, you accepted t h e i r 

geology. 

But i f y o u ' l l go back and look a t t h e i r map, 

t h e i r u n i t o u t l i n e wasn't any d i f f e r e n t than G i l l e s p i e -

Crow' s. There's some d i f f e r e n c e s i n the thicknesses over 

on the east side of the u n i t . There's a few other t h i n g s . 

There i s an o i l - w a t e r contact which Snyder Ranches agreed 

was a t the n o r t h edge of the u n i t . That w i l l mean t h a t 

much of t h i s acreage t o the n o r t h and northeast w i l l 
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probably be unaffected. 

What Gillespie-Crow envisions at t h i s time i s 

about a 40-acre r i n g surrounding the u n i t that may be 

affected. The reason I say "may be affected" i s , look, the 

Amerind West State Number 1, a dryhole r i g h t here, the u n i t 

w i l l not be expanded i n that area. Over here we've got the 

Bridge J u l i a Culp Number 2, a dryhole. That's how the u n i t 

can be expanded i n that d i r e c t i o n . To the north you've got 

the oil-water contact. We don't know but — This i s the 

u n i t f o r the Hanley we l l . I t ' s probably the only — I t was 

d r i l l e d r i g h t over here, 330 feet o f f the l i n e . I t w i l l 

probably be the only u n i t affected i n that d i r e c t i o n . 

What about down here? Well, we could add acreage 

to the south. This acreage r i g h t here i s 100-percent 

Charles Gillespie. They could have included i t the f i r s t 

go-around; they didn't. Over here, 100-percent Charles 

Gil l e s p i e . This t r a c t r i g h t here, Lot 6, Section 6, 

Gi l l e s p i e owned that 100 percent, and they l e t t h a t lease 

expire less than three weeks ago, because they didn't want 

to d r i l l on i t . I t ' s now owned by Snyder ranches. 

We think that the e f f e c t of t h i s Application i s 

very l i m i t e d , because we thought we had the reservoir 

adequately the f i r s t time. We were wrong, but we didn't 

think we did bad, considering that t h i s reef i s less than 

50 feet t h i c k and we're dealing with 11,500 feet under the 
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ground. Those things happen, and that's why the Statutory 

U n i t i z a t i o n Act does allow f o r expansion of u n i t s . 

I would r e i t e r a t e that the u n i t boundaries were 

not drawn to include only Gillespie-Crow and Enserch 

acreage. As I said, they own most of the adjoining 

acreage. I t doesn't hurt them to add i t i n . 

F i n a l l y , what rate w i l l the operators know to 

produce? Well, I think another issue to be decided at 

hearing and put on evidence at hearing. But we thi n k t h i s 

i s a non-issue. I suppose the Division could set a maximum 

rate, or i t could say the rate of the production from the 

u n i t . 

Is t h i s d i f f i c u l t to administer? No, there's 

only two operators i n t h i s reservoir, Gillespie-Crow and 

Hanley. This i s not hard to administer. They could give a 

monthly notice. Chances are, because of the acreage 

pos i t i o n of Enserch and Gillespie-Crow i n t h i s area, the 

only other operators who could be affected are probably 

going to be Gillespie-Crow. 

I didn't want to address these fac t u a l issues, 

but Yates seems to want Gillespie-Crow to present a l l i t s 

evidence with the Application. That's not how i t ' s done, 

but I thought I had to address some of these issues to show 

that t h i s i s not a d i f f i c u l t case. 

Clearly, the Division has the aut h o r i t y t o grant 
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t h i s A p p l i c a t i o n . This A p p l i c a t i o n i s necessary t o prevent 

breakthrough of gas i n t h i s r e s e r v o i r which would lead t o a 

re d u c t i o n i n recovered o i l , thereby causing waste. I t i s 

also necessary t o p r o t e c t the c o r r e l a t i v e r i g h t s of the 

u n i t owners. 

Moreover, the D i v i s i o n not only has the a u t h o r i t y 

t o hear t h i s case, we believe i t has the duty t o hear t h i s 

case, t o make a determination on the waste issue. 

Dismissing the case on t h i s motion w i l l be an a b d i c a t i o n of 

the D i v i s i o n ' s r e s p o n s i b i l i t y t o prevent waste i n t h i s 

p ool. As a r e s u l t , Gillespie-Crow requests t h a t t h i s 

motion be denied and t h i s case be set f o r the next Examiner 

hearing. 

One f i n a l t h i n g , Mr. Examiner, before I t u r n i t 

back t o Mr. Carr f o r h i s response. P h i l l i p s Petroleum 

Company, which i s a working i n t e r e s t owner i n the West 

Lovington-Strawn u n i t , submitted t h i s l e t t e r s t a t i n g t h a t 

i t supports Gillespie-Crow, Inc., i n t h i s A p p l i c a t i o n , and 

I would j u s t submit t h a t f o r the record. 

Thank you. 

MR. CARR: Mr. Catanach, may I respond? 

EXAMINER CATANACH: Yes. 

MR. CARR: I would note t h a t P h i l l i p s and Enserch 

have i n t e r e s t s w i t h i n the u n i t , and obviously they would 

l i k e t o r e s t r i c t others who they have — are concerned 
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about maybe perhaps i n t e r f e r i n g w i t h u n i t operations. 

I would note t h a t when yo don't have a defense t o 

a motion t o dismiss, you don't argue the issue; you argue 

something else. And t h a t ' s what's happened here today. 

The issue before you i n t h i s motion i s not a l l of 

the waste, c o r r e l a t i v e - r i g h t s issues t h a t Mr. Bruce has 

been wallowing i n . The issue i s , can you as an agency take 

away our operating r i g h t s and give them t o Gillespie-Crow? 

That's the issue. We're t a l k i n g about p r o p e r t y r i g h t s , 

we're t a l k i n g about whether or not they are p r o p e r l y before 

t h i s agency, simply saying, r e s t r i c t them t o what we decide 

we want t o produce. And so of course they go and say, you 

have general a u t h o r i t y t o prevent waste, t o p r o t e c t 

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

But l e t me t e l l you something. You look a t the 

O i l and Gas Act, you look at the s t a t u t e s which empowered 

you t o a c t , and you're going t o f i n d two places, o n l y two, 

where you may take my property r i g h t away and giv e i t t o 

Mr. Bruce. One i s compulsory p o o l i n g , one i s s t a t u t o r y 

u n i t i z a t i o n , and they have very s p e c i f i c requirements, the 

f i r s t of which, i n both cases, i s t h a t you give the other 

p a r t y n o t i c e and you t r y and work out a v o l u n t a r y 

agreement. By Mr. Bruce*s admission, t h a t d i d n ' t occur 

here. I'm going t o come back t o t h a t . 

But i n both of those s i t u a t i o n s t h e r e are very 
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s p e c i f i c requirements, and look a t the S t a t u t o r y 

U n i t i z a t i o n Act. I t says t o prevent waste, t o p r o t e c t 

c o r r e l a t i v e r i g h t s , you may do what needs t o be done, but 

you must f i r s t do what we r e q u i r e i n t h i s Act. You must 

f i n d i t i s j u s t , f a i r and reasonable t o extend. You must 

f i n d t h a t i t i s f a i r t o everyone outside. And you must 

f u l l y vest operations i n someone else. 

This i s a back-door way, and i t i s a r e s u l t of 

the f a c t t h a t when they decided they were wrong, a year 

ago, t h a t instead of doing i t r i g h t , they j u s t decided, 

w e l l , w e ' l l t r y and go i n and j u s t under the banner of 

general a u t h o r i t y c o r r e c t t h i s . 

But you can't do t h a t , you can't take our r i g h t s 

away w i t h o u t f o l l o w i n g the law, and t h a t ' s what they're 

asking you t o do. You may do more, but you simply cannot 

do l e s s . 

Whether or not there's pressure communication t o 

the n o r t h and whether or not i t extends only 4 0 — Mr. 

Bruce t e l l s us t h a t , but the A p p l i c a t i o n does not. And 

yes, those are t h i n g s t h a t are reserved f o r the next 

hearing. 

The question here i s procedural. Do you f o l l o w 

the r u l e s , do you f o l l o w the statutes? Or do you j u s t come 

i n and say, Yes, OCD, you can j u s t do j u s t about anything? 

And you stand up and you say, I t ' s been proven, look a t the 
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Santa Fe Exploration case; Mr. Carr conveniently overlooked 

t h a t . And y e t t h a t was a v o l u n t a r y u n i t , t h i s i s 

s t a t u t o r y . But t h a t i s a d i s t i n c t i o n t h a t i s meaningless 

t o Mr. Bruce. 

Well, I ' l l t e l l you why i t ' s not meaningless, 

because w i t h a s t a t u t o r y u n i t you take my r i g h t away, and 

i n a v o l u n t a r y u n i t I agree t o l e t him operate. That i s as 

fundamental a d i f f e r e n c e as comes before you i n any 

s i t u a t i o n , and i t renders the Santa Fe E x p l o r a t i o n case of 

no value i n t h i s proceeding. 

And t o go run a f t e r t h a t i s about as s i l l y as t o 

say you can prevent waste g e n e r a l l y , but f o r g e t the Act 

t h a t sets the requirements you must meet before you can 

take my property away. 

They have great plans, l i m i t e d e f f e c t , and i f 

they do, and i f t h a t ' s r i g h t , then the s t a t u t e s say, You 

come t o the people I represent f i r s t and t r y and work i t 

out before you come marching i n here. 

And then say, Oh, yes, w e l l , Rule 505 says the 

OCD may increase or reduce allowables i n a pool. You know, 

t h a t ' s r i g h t , and i f you were here today and we were 

l o o k i n g a t a change i n the depth bracket allowable f o r the 

pool and we were asking the OCD t o set the a l l o w a b l e , we'd 

agree t o t h a t , we'd come and we'd argue the case. 

But they're not asking t h a t . They're saying, 
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Forget your depth bracket allowable; I , Charlie Gillespie, 

w i l l set the allowable l i m i t . And Mr. Catanach, t h a t ' s 

wrong. You can't do t h a t . You can't do t h a t , you can't 

take our pro p e r t y away without f o l l o w i n g the s t a t u t e . And 

t o come i n here and run around under the general power t o 

prevent waste and ignore the s t a t u t e s which c r e a t e t h i s 

agency and empower you t o act leads you i n t o t e r r i b l e 

e r r o r . 

This A p p l i c a t i o n must be dismissed, they must be 

t o l d t o go back t o Midland and f o l l o w the law and do i t 

r i g h t . 

EXAMINER CATANACH: Did you want t o respond, Mr. 

Bruce? 

MR. BRUCE: No. 

EXAMINER CATANACH: Mr. H a l l , any statement? 

MR. HALL: No. 

EXAMINER CATANACH: Mr. K e l l a h i n , any statement? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: Let's take f i v e minutes, t e n 

minutes, and w e ' l l come back w i t h a r u l i n g on i t . 

MR. CARROLL: I have some questions. 

EXAMINER CATANACH: I guess we have some 

questions, gentlemen, i f you want t o . . . 

MR. CARROLL: Mr. Bruce, what i s the s t a t u s of 

the attempts t o obt a i n v o l u n t a r y u n i t i z a t i o n of t h i s 
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adjoining acreage? 

MR. BRUCE: They've held — I f o r g e t , two or 

thr e e working i n t e r e s t owners' meetings. 

MR. CARROLL: And then the response? 

MR. BRUCE: Yates — None of them want t o be 

u n i t i z e d . 

MR. CARROLL: None? 

MR. BRUCE: None. And they're c a l l i n g another 

meeting, I was j u s t informed today, i n a few weeks or a 

couple weeks. 

MR. CARROLL: And i s i t Gillespie-Crow•s i n t e n t 

t o seek s t a t u t o r y u n i t i z a t i o n ? 

MR. BRUCE: Yes, i t i s . 

MR. CARROLL: I f you ob t a i n what you're seeking 

f o r i n t h i s A p p l i c a t i o n , l i m i t i n g the a d j o i n i n g w e l l s ' 

p roduction, what i n c e n t i v e would you have, then, t o seek 

s t a t u t o r y u n i t i z a t i o n ? 

MR. BRUCE: We t h i n k there might be some 

a d d i t i o n a l acreage t h a t needs t o be added, r a t h e r than 

f i g h t i n g t h i s on a w e l l - b y - w e l l basis, you know. I mean, 

they're committed t o seeking u n i t i z a t i o n . They j u s t — but 

— I mean, you could make t h a t p a r t of the order, t h a t 

they're r e q u i r e d t o go forward w i t h i t . 

But they need time t o discuss these matters. I 

mean, l i k e I s a i d , nobody has agreed t o i t . The data I've 
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given you shows they're in pressure communication, but they 

s t i l l don't want t o be u n i t i z e d . I t takes a long time t o 

do t h i s . 

MR. CARROLL: So when can the D i v i s i o n a n t i c i p a t e 

the f i l i n g of an a p p l i c a t i o n f o r s t a t u t o r y u n i t i z a t i o n ? 

MR. BRUCE: Well, I can't give you t h a t r i g h t 

now, but i f necessary you can put a time l i m i t on t h i s 

p r oduction r e s t r i c t i o n t o make them come forward. 

But what they have been doing i s t r y i n g t o meet 

t o come t o terms w i t h these people, r a t h e r than face what 

we d i d the l a s t go-around, when Mr. Squires objected. And 

I t h i n k t h a t ' s required by the Act, t o make a g o o d - f a i t h 

e f f o r t t o v o l u n t a r i l y u n i t i z e before you s t a t u t o r i l y 

u n i t i z e . 

You also have t o — This i s s t a t e acreage 

in v o l v e d . We'll have t o go back t o the State Land O f f i c e , 

seek t h e i r approval. There i s f e d e r a l acreage i n t h i s 

u n i t . Well, no, I don't t h i n k there w i l l be any a d d i t i o n a l 

f e d e r a l acreage. But f o r an expanded u n i t , since t h e r e i s 

f e d e r a l acreage i n the e x i s t i n g u n i t , w e ' l l have t o go back 

t o t h a t . 

The i n t e n t i s not t o get t h i s and abandon 

u n i t i z a t i o n . The i n t e n t here i s t o prevent excessive 

withdrawals of r e s e r v o i r energy, pending t h e i r discussions 

w i t h the p a r t i e s on u n i t i z a t i o n . 
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MR. CARROLL: And what w e l l s again were — what 

w e l l s do you hope t o r e s t r i c t the production on? 

MR. BRUCE: I don't know which quarter s e c t i o n 

i t ' s i n . The State "S" Number 1 i n the west h a l f , 

southeast guarter of Section 34 i s the only w e l l a t t h i s 

time. 

This w e l l , the Hanley w e l l i n the — Section 28 

t o the n o r t h , would not be r e s t r i c t e d . 

MR. CARROLL: Would not? 

MR. BRUCE: Would not. But they do — But since 

t h a t i s a — since they've j u s t r e c e n t l y g o t ten the l o g 

data from t h a t w e l l , they do plan on seeking the 

u n i t i z a t i o n of t h a t acreage also, since i t i s w i t h i n the 

u n i t . I mean, since i t i s w i t h i n the u n i t ' s r e s e r v o i r . 

MR. CARROLL: The State "S" i s operated by 

Gillespie-Crow? 

MR. BRUCE: Gillespie-Crow. 

EXAMINER CATANACH: Gillespie-Crow operates the 

State "S" Well Number 1? 

MR. BRUCE: Yes, they do. 

EXAMINER CATANACH: But you're producing a t top 

allowable rates? 

MR. BRUCE: They informed me t h a t l a t e l a s t month 

they increased i t back up t o i t s top allowable r a t e , as an 

accommodation t o Yates and the others. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

38 

EXAMINER CATANACH: Pursuant t o any op e r a t i n g 

agreement i n place f o r t h a t w e l l , you can't v o l u n t a r i l y 

r e s t r i c t — you can't, as operator, r e s t r i c t p r o d u c t i o n 

from the well? 

MR. BRUCE: They are operator of the w e l l 

pursuant t o an operating agreement, but they d i d r e s t r i c t 

p r o d u c t i o n , and everyone else squawked, so they increased 

i t . 

MR. CARROLL: How many acres are i n the u n i t and 

how many acres are i n the pool? 

MR. BRUCE: My memory i s not t h a t good. I 

includes — 

MR. KELLAHIN: Let me see i f I've got i t here. 

MR. BRUCE: I t ' s about 1400 or 1500 acres i n 

the — 1458.95 acres i n the u n i t . The pool does not 

correspond t o the u n i t . The pool extends f u r t h e r t o the 

west because of some w e l l s d r i l l e d out t h e r e , both by 

G i l l e s p i e and by Amerind. 

MR. CARROLL: To the west? 

MR. BRUCE: To the west. And there's another 

w e l l — I t ' s a separate p o r o s i t y pod, and we don't seek t o 

a f f e c t t h a t . I t h i n k there's also a w e l l being d r i l l e d i n 

t h a t same separate p o r o s i t y pod now by Nearburg. 

MR. CARROLL: So what we're l o o k i n g a t i s the 

eastern — northeastern extent of the pool? 
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MR. BRUCE: Yeah, I f o r g o t t o b r i n g — I could 

have drawn i t on there, but — You have a magic marker? 

The pool extends t h i s way and i t comes down t h i s way, 

something l i k e t h a t . 

EXAMINER CATANACH: Okay. 

MR. BRUCE: And there are w e l l s — G i l l e s p i e has 

a w e l l over here, Amerind — I f o r g e t e x a c t l y where, but 

Amerind has a couple of w e l l s . And Nearburg has a w e l l 

permit, and I t h i n k they're d r i l l i n g i t r i g h t down t h e r e . 

MR. CARROLL: That's a l l I have. 

EXAMINER CATANACH: Mr. Bruce, the i n t e r e s t 

owners w i t h i n the e x i s t i n g u n i t , are they i n favor of 

expanding the u n i t ? 

MR. BRUCE: I believe the main i n t e r e s t — 

working i n t e r e s t owners t h a t we haven't approached, the — 

l i k e I sai d , the State of New Mexico, the State Land O f f i c e 

or the BLM, who are the two primary r o y a l t y owners, I t h i n k 

Snyder Ranches i s aware of i t , I t h i n k the State Land 

O f f i c e i s aware of i t , but the working i n t e r e s t owners i n 

the u n i t , Enserch and P h i l l i p s and G i l l e s p i e , who together 

are about 97 percent of the working i n t e r e s t , are i n favor 

of i t . 

EXAMINER CATANACH: So do you f e e l l i k e you have 

enough of the i n t e r e s t owners i n agreement t o i n i t i a t e 

s t a t u t o r y u n i t i z a t i o n proceedings? You have enough of the 
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75 percent of the cost-bearing interests committed at this 

p o i n t t o where you could go ahead w i t h the A p p l i c a t i o n ? 

MR. BRUCE: I can't say t h a t f o r sure, Mr. 

Examiner. Probably, but I can't say t h a t f o r sure. 

EXAMINER CATANACH: What you're w a i t i n g on i s , 

then, t o conduct f u r t h e r n e g o t i a t i o n s t o t r y and work out 

v o l u n t a r y settlements? 

MR. BRUCE: Agree on p a r t i c i p a t i o n f a c t o r s . 

EXAMINER CATANACH: This one p o r o s i t y pod we're 

t a l k i n g about, t h a t ' s b a s i c a l l y a pool by i t s e l f , I mean — 

MR. BRUCE: Yes. 

EXAMINER CATANACH: — the other two p o r o s i t y 

pods, they're not i n pressure communication — 

MR. BRUCE: They are not. 

EXAMINER CATANACH: — w i t h t h i s pool? 

MR. BRUCE: They are not i n pressure 

communication. 

EXAMINER CATANACH: So b a s i c a l l y what we're 

t a l k i n g about here i s a c t u a l l y a pool r e s t r i c t i n g the 

allowable w i t h i n t h i s one p a r t i c u l a r pod — 

MR. BRUCE: Within t h a t one. 

EXAMINER CATANACH: — which could be considered 

a pool — 

MR. BRUCE: Yes. 

EXAMINER CATANACH: — i f t h i n g s were a l i t t l e 
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different? 
MR. BRUCE: We n o t i f i e d everyone w i t h i n a m i l e of 

the — We n o t i f i e d a bunch of people j u s t because we were 

u n c e r t a i n of the n o t i c e requirements. We n o t i f i e d the 

working i n t e r e s t owners i n the u n i t , every one — every 

i n t e r e s t owner i n the State "S" Well Number 1 and a l l 

operators or lessees w i t h i n a mile of the pool. 

EXAMINER CATANACH: Do you know why your 

A p p l i c a t i o n maybe wasn't s t y l e d d i f f e r e n t l y t o where you 

d i d look a t the depth bracket allowable f o r the pool? Was 

there a reason t h a t i t wasn't s t y l e d l i k e t h a t ? 

MR. BRUCE: No. P a r t l y i t was my question — I 

mean, I consider t h i s a pool i n and of i t s e l f , but th e r e 

was no p a r t i c u l a r reason. Maybe i n a r t f u l wording. But I 

d i d n ' t want t o give the impression t h a t I was seeking t o 

r e s t r i c t production from those Amerind and Nearburg w e l l s 

t o the west. 

MR. CARR: Mr. Catanach, could I respond t o j u s t 

a couple of t h i n g s t h a t came up during t h a t question? 

I recognize the concern about the posture of the 

case. And as I said a t the beginning, our concern i s not 

w i t h what needs t o be done, but the procedures t h a t are 

being f o l l o w e d t o achieve those ends. 

And I would note t h a t i n regard t o the f a c t t h a t 

t h e r e have been meetings t o t r y t o come t o terms w i t h other 
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operators in the pool, the Hanley tract which Mr. Bruce has 

drawn on the operator, that's never even been contacted or 

brought i n t o these meetings. And time i s a problem. But 

i f we look at the information provided by Mr. Bruce on the 

State "S" Number 1, they've known since 9-24-95 when they 

got a bottomhole pressure t e s t on t h e i r w e l l over here that 

they had the problem. 

Now my corners are as round as — they're about 

l i k e his contour map. 

But i n any event, the problem i s that they've had 

eleven months to get t h i s thing going. And they say only 

one well i s affected, but David Petroleum Corporation 

r e a l l y has plans to hopefully t h i s year d r i l l o f f s e t t i n g 

the u n i t t o the northeast, and they don't know what t o do 

because they won't r e a l l y be able to r e l y on your rules, or 

r e a l l y anything else, i n terms of what t h e i r plans are. 

The Application remains vague. Mr. Bruce didn't 

want t o make Nearburg or Amerind think that they were being 

involved, but Nearburg ce r t a i n l y was concerned, because 

that's how i t ' s styled. 

And the fact of the matter i s , there i s a way to 

address t h i s , and i t ' s set by statute, and that's the 

Statutory U n i t i z a t i o n Act. And they need t o get on with 

t h a t , and then we'll discuss a l l these engineering and 

technical issues. But, to j u s t come i n with an Application 
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where they give n o t i c e t o everybody w i t h i n a m i l e , t h a t 

maybe only want t o a f f e c t an o f f s e t t i n g r i n g of 40s, the 

A p p l i c a t i o n i s vague, the procedure i s wrong, and i t must 

be dismissed. 

MR. BRUCE: Mr. Examiner, you know, we could 

reapply, r e s t y l e the A p p l i c a t i o n , seek t o have t h i s 

p a r t i c u l a r p o r o s i t y pod i d e n t i f i e d as the West Lovington-

Strawn Pool, and a l l those other p o r o s i t y pods out th e r e 

i d e n t i f i e d or r e - i d e n t i f i e d as separate pools, and then 

seek a poolwide allowable r e d u c t i o n . 

I t h i n k t h a t ' s form over substance. We'd s t i l l 

be asking f o r the same t h i n g . We'd come i n , i d e n t i f y t h a t 

p o o l , i d e n t i f y t h a t p o r o s i t y pod, and ask f o r e v e r y t h i n g 

w i t h i n a mil e t h a t ' s not i n a separate p o r o s i t y pod, t o 

have an allowable reduced t o and l e t the Commission — l e t 

the D i v i s i o n set the allowable, 200 b a r r e l s a day, 150 

b a r r e l s a day, 250 b a r r e l s a day. That's what we're asking 

f o r now. 

MR. CARR: We don't t h i n k i t ' s form over 

substance t o have you set a f i x e d allowable. That's 

d i f f e r e n t i n our judgment than having a competing 

o f f s e t t i n g operator t e l l us how much we can produce and 

change i t month by month a t h i s whim. We don't t h i n k 

t h a t ' s form over substance. 

EXAMINER CATANACH: A l l r i g h t , l e t ' s take a break 
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and we * 11... 

(Thereupon, a recess was taken a t 11:06 a.m.) 

(The f o l l o w i n g proceedings had a t 11:16 a.m.) 

EXAMINER CATANACH: Gentlemen, we t h i n k t h a t the 

issues i n t h i s case need t o be heard, the D i v i s i o n needs t o 

consider the waste issues and the c o r r e l a t i v e - r i g h t s issues 

t h a t are a t issue r i g h t now. 

We're a l i t t l e concerned w i t h the way the case i s 

s t y l e d . We're not sure t h a t the way t h a t i t ' s s t y l e d would 

s a t i s f y some procedural concerns. We would p o s s i b l y — We 

would suggest maybe amending the cu r r e n t A p p l i c a t i o n t o 

incl u d e some t h i n g s t h a t aren't i n the c u r r e n t 

advertisement, such as maybe the c r e a t i o n of a new pool f o r 

t h i s u n i t only, and then the — t a k i n g a look a t — t a k i n g 

a look a t the new pool r u l e s , i n c l u d i n g spacing and 

allowables f o r the pool. 

That's j u s t a suggestion, i f somehow we could 

improve the procedural aspects of the case. 

But i n essence, we do agree t h a t we would l i k e t o 

hear the case and, you know, address some of the 

c o r r e l a t i v e - r i g h t s and waste issues. 

So I would t h e r e f o r e deny Mr. Carr's Motion t o 

Dismiss the A p p l i c a t i o n a t t h i s time. But again, I would 

recommend t h a t the case may be re - a d v e r t i s e d i n a d i f f e r e n t 

f a s h i o n , and maybe — 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

45_ 

MR. BRUCE: Mr. Examiner, let me amend the 

A p p l i c a t i o n and continue the case u n t i l i t ' s amended and 

new n o t i c e i s given. 

EXAMINER CATANACH: Do you t h i n k maybe f o u r weeks 

would s a t i s f y t h a t , Mr. Bruce? 

MR. BRUCE: (Nods) 

EXAMINER CATANACH: We could get i t r e a d v e r t i s e d 

and r e n o t i c e d and do some of the t h i n g s t h a t maybe weren't 

done? 

MR. BRUCE: Yes. 

EXAMINER CATANACH: Okay, then w e ' l l go ahead and 

continue t h i s case, Case 11,599, t o the September 19th 

docket. 

MR. CARR: We w i l l be f i l i n g a subpoena, t h a t we 

may need t o discuss on the 19th, j u s t so they know. 

EXAMINER CATANACH: Okay. I b e l i e v e t h a t ' s a l l 

we have on t h i s docket, t h e r e f o r e t h i s docket i s 

dismissed — or adjourned. 

(Thereupon, these proceedings were concluded a t 

11:21 a.m.) 
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