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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

APPLICATION OF REDWOLF PRODUCTION, INC., 
FOR COMPULSORY POOLING, SAN JUAN COUNTY, 
NEW MEXICO 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner ''}:' 

December 16th, 19 9 9 ^1 

Santa Fe, New Mexico cn 
o 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , DAVID R. CATANACH, 

Hearing Examiner, on Thursday, December 16th, 1999, a t the 

New Mexico Energy, Minerals and Natural Resources 

Department, Porter H a l l , 2 04 0 South Pacheco, Santa Fe, New 

Mexico, Steven T. Eirenner, C e r t i f i e d Court Reporter No. 7 

f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

12:02 p.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

12,299. 

MR. CARROLL: A p p l i c a t i o n of Redwolf Production, 

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

EXAMINER CATANACH: C a l l f o r appearances i n t h i s 

case. 

MR. CARR:; May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan.. We represent Redwolf Producing, I n c . , 

i n t h i s matter. 

EXAMINER CATANACH: Okay, any a d d i t i o n a l 

appearances? 

There be:.ng none, Mr. Carr? 

MR. CARR: May i t please the Examiner, t h i s case 

was heard on December the 2nd. At t h a t time Scott H a l l , 

r e p r e s e n t i n g Energen, requested t h a t the case be continued. 

He objected t o the case being taken under advisement a t 

t h a t time, saying t h a t Energen had not had a reasonable 

o p p o r t u n i t y t o negot i a t e w i t h Red Wolf t h e i r p a r t i c i p a t i o n 

i n t h i s w e l l . 

The case was continued t o t h i s date t o a f f o r d Red 

Wolf and Energen an op p o r t u n i t y t o ne g o t i a t e . 

I have mcirked as E x h i b i t A j u s t a copy of the 
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si g n a t u r e page f r o n the j o i n t o p e rating agreement, showing 

t h a t i t has been s:.gned by Red Wolf and by Energen, and I ' d 

l i k e t o o f f e r E x h i b i t A and request t h a t the case be taken 

under advisement. 

EXAMINER CATANACH: E x h i b i t A w i l l be admitted as 

evidence i n t h i s case. 

And there; being nothing f u r t h e r , Case 12,299 w i l l 

be taken under advisement. 

MR. CARR: Thank you. 

EXAMINER CATANACH: And the l a s t hearing of the 

century f o r the D i v i s i o n i s hereby adjourned. 

(Thereupon, these proceedings were concluded a t 

12:03 p.m.) 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

10:22 a.m.: 

EXAMINER ASHLEY: The D i v i s i o n c a l l s Case 12,299. 

MR. CARROLL: A p p l i c a t i o n of Redwolf Production, 

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

EXAMINER ASHLEY: C a l l f o r appearances. 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan. We represent Redwolf Production, I n c . , 

and I have one witness. 

EXAMINER ASHLEY: A d d i t i o n a l appearances? 

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

rep r e s e n t i n g Maralex — t h a t ' s M-a-r-a-l-e-x -- Resources, 

I n c . , and I have one witness. 

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 - T o r g e r s o n law f i r m of Santa Fe appearing 

on behalf of Energen Resources Corporation, and I'm 

e n t e r i n g an appearance f o r the l i m i t e d purpose t o o b j e c t t o 

j u r i s d i c t i o n i n t h i s case. 

Energen Resources i s an i n t e r e s t owner i n the 

proposed d r i l l i n g u n i t , and n o t i c e has been provided t o 

Energen of the hearing. We reguest t h a t the A p p l i c a t i o n be 

dismissed or, a l t e r n a t i v e l y , continued t i l l the January 6th 

docket hearing. 

EXAMINER ASHLEY: Any a d d i t i o n a l appearances? 

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

MR. CARR: I n response t o Mr. H a l l ' s request f o r 

a d i s m i s s a l , our witness w i l l t e s t i f y t h a t they had a 

D i v i s i o n Order t i t l e o p inion prepared, t h a t the i n t e r e s t 

now h e l d by Energen was held by Minatome a t t h a t time. 

They have attempted t o provide n o t i c e t o Minatome, and i t 

was only very r e c e n t l y t h a t i t was discovered t h a t Energen 

had acquired the i n t e r e s t . At the time the t i t l e o p i n i o n 

was prepared, there was nothing of record t h a t would show 

t h a t the t i t l e , i n f c i c t , had been t r a n s f e r r e d t o Energen.. 

MR. CARROLL: What was the date of t h a t t i t l e ? 

MR. CARR: I don't know. We'd have t o pursue 

t h a t w i t h the witness. 

MR. CARROLL: Mr. H a l l , when d i d Energen acquire 

i t s i n t e r e s t ? 

MR. HALL: Mr. Examiner, Energen acquired the 

T o t a l i n t e r e s t on January 1, 1998, and n o t i c e of the 

a c q u i s i t i o n was f i l e d of record w i t h the County Clerk of 

San Juan County on January 22nd, 1999. 

There i s a — Document e n t r y i s Book 1274, page 

2 55 of the San Juan County Clerk's records. 

(Off the record) 

EXAMINER ASHLEY: We'll go ahead and hear the 

case today but then hold o f f on t a k i n g i t under advisement. 

MR. CARR: And i f a continuance i s necessary, we 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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c e r t a i n l y understand t h a t . We're working on best t i t l e 

i n f o r m a t i o n , and we thought we had the i n t e r e s t s . We were 

advised l a s t week t h a t Energen had acquired the i n t e r e s t . 

The prehearing statements were f i l e d i n t h i s matter. 

They've r a i s e d these issues. I'm not aware of them, and 

I'm s o r r y t h a t we have t o a i r them before you. Some of 

these probably could have been resolved between counsel 

before the hearing. 

EXAMINER ASHLEY: Mr. Carr, you sa i d t h e r e are 

prehearing statements t h a t --

MR. CARR: I said I don't — I d i d n ' t see them. 

I t ' s been — 

EXAMINER ASHLEY: Okay. 

MR. CARR: I f they were f i l e d , I'm not aware of 

them. I t doesn't mean they weren't f i l e d ; i t could be t h a t 

I'm not aware of them. 

And Mr. Ashley, I would also note a t the 

beginning t h a t we would request any of the p o r t i o n s of the 

case t h a t r e l a t e t o 4 0-acre of 160-acre spacing u n i t s . As 

the evidence w i l l show, the o b j e c t i v e here i s the F r u i t l a n d 

Coal. 

EXAMINER ASHLEY: Okay, say t h a t again? 

MR. CARR: The p o r t i o n s of the case t h a t r e l a t e 

t o 160-acre spacing or 40-acre spacing should be dismissed. 

Redwolf i s seeking p o o l i n g of the F r u i t l a n d Coal. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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EXAMINER ASHLEY: Okay, w i l l the witnesses please 

r i s e t o be sworn? 

MR. CARROLL: Mr. H a l l , are you going t o have a 

witness? 

MR. HALL: Say again? 

MR. CARROLL: Are you going t o have a witness? 

MR. HALL: No, I won't. 

(Thereupon, the witnesses were sworn.) 

EXAMINER ASHLEY: Mr. Carr? 

MR. CARR: May i t please the Examiner, a t t h i s 

time we would c a l l Dana Delventhal. 

EXAMINER ASHLEY: Okay. 

DANA L. DELVENTHAL, 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

her oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARR: 

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

A. My name i s Dana Delventhal. 

Q. Would you s p e l l your l a s t name? 

A. D-e-l-v-e-n-t-h-a-1. 

Q. Where do you reside? 

A. I reside i n Farmington, New Mexico. 

Q. By whom are you employed? 

A. Redwolf Production, Incorporated. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Q. And what i s your p o s i t i o n w i t h Redwolf? 

A. Vice president. 

Q. Have you pr e v i o u s l y t e s t i f i e d before t h i s 

D i v i s i o n ? 

A. Yes, I have. 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as an expert witness i n petroleum engineering 

accepted and made a matter of record? 

A. Yes, they were. 

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

t h i s case and the st a t u s of the lands involved? 

A. I am. 

Q. Have you made an engineering study of the area 

which i s the subject of the A p p l i c a t i o n ? 

A. I have. 

Q. Are you prepared t o share the r e s u l t s of t h a t 

study w i t h Mr. Ashley? 

A. I am. 

MR. CARR: We tender Ms. Delventhal as an expert 

witness i n petroleum engineering. 

EXAMINER ASHLEY: She i s so q u a l i f i e d . 

Q. (By Mr. Carr) Would you b r i e f l y s t a t e what 

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

A. Redwolf i s seeking an order p o o l i n g a l l the 

mineral i n t e r e s t s i n the B a s i n - F r u i t l a n d Coal f o r m a t i o n i n 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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the n o r t h h a l f of Section 36, Township 2 6 North, Range 13 

West, f o r the development of the B a s i n - F r u i t l a n d Coal Pool. 

Q. And what i s the name of the w e l l you propose t o 

d r i l l on t h i s spacing u n i t ? 

A. Our proposed w e l l i s the Bear Number 1, t o be 

loc a t e d i n the northeast quarter of the northeast q u a r t e r 

of the same s e c t i o n . 

Q. And t h a t w e l l i s now d r i l l i n g , i s i t not? 

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

Q. You had a lease e x p i r a t i o n December the 1st? 

A. We d i d , and subsequently — We've spud the w e l l 

November the 3 0th t o s a t i s f y the lease requirements. 

Q. Let's go t o what has been marked f o r 

i d e n t i f i c a t i o n as Redwolf E x h i b i t Number 1, and I ' d ask you 

t o i d e n t i f y t h a t and review i t f o r Mr. Ashley. 

A. E x h i b i t Number 1 shows a C-102 p l a t of the given 

acreage. This acreage, the n o r t h h a l f , i s comprised 

e n t i r e l y of f o u r s t a t e leases i n f i v e d i f f e r e n t t r a c t s of 

ownership. The w e l l i s being d r i l l e d on Tract Number 1, 

and the east h a l f of the northeast quarter i s Redwolf 

Production's mineral i n t e r e s t . 

The Attachment Number 2, E x h i b i t Number 2, w i l l 

show the d i f f e r e n c e s i n ownership f o r those o p e r a t i n g 

r i g h t s from those f i v e t r a c t s . 

Q. I f we look at E x h i b i t Number 2, the w e l l i s being 

STEVEN T. BRENNER, CCR 
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d r i l l e d on a t r a c t t h a t i s a 100-percent Redwolf 

Production, I n c . , t r a c t ; i s t h a t c o r r e c t ? 

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

Q. What i s the status of the acreage i n the n o r t h 

h a l f of Section 36? 

A. Again, a l l the acreage i s s t a t e leases, w i t h 

d i f f e r e n t v a r i a t i o n s of ownership. The c o m p i l a t i o n of a l l 

f i v e t r a c t s i s shown on E x h i b i t Number 2, and there's a 

t o t a l of 22 d i f f e r e n t o p e r a t i n g - r i g h t s owners w i t h i n t h a t 

320-acre area. 

To date, of those 22, we've go t t e n v o l u n t a r y 

j o i n d e r s from 15 of the owners, leaving 7 t h a t we have yet 

t o pool t h e i r i n t e r e s t s . 

Q. Now, you t e s t i f i e d t h a t the minerals are a l l 

s t a t e . I s the surface also state? 

A. The surface i s a l i t t l e b i t complicated. Most of 

the surface i s l e g a l l y s t a t e surface. However, through an 

agreement they've t r a n s f e r r e d t h e i r r i g h t s t o the Navajo 

T r i b e , through the Navajo A g r i c u l t u r a l Products I n d u s t r i e s , 

and t h e r e f o r e the Navajo Tribe has j u r i s d i c t i o n on surface 

disturbances. 

Q. What i s the s t a t u s of the e f f o r t t o o b t a i n r i g h t s 

of way from the Navajos t o a f f o r d access t o the w e l l ? 

A. I n order t o o b t a i n a p i p e l i n e r i g h t of way, i t 

w i l l r e q u i r e a t r i b a l approval. I t ' s a long and tedious 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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process which we began i n June of t h i s year. We are 

c u r r e n t l y s t i l l i n the process of a c q u i r i n g t h a t p i p e l i n e 

r i g h t of way. We a n t i c i p a t e i n the f i r s t h a l f of next year 

t h a t we w i l l be successful, but there's c e r t a i n l y no 

guarantee t o the time l i n e . 

Q. What percent of the working i n t e r e s t a t t h i s 

p o i n t i n time has v o l u n t a r i l y committed t o the well? 

A. C u r r e n t l y , there's 4 0.07 percent of the working 

i n t e r e s t t h a t ' s v o l u n t a r i l y committed t h e i r acreage. 

Q. Can you i d e n t i f y f o r me the i n t e r e s t owners who 

have not committed t h e i r i n t e r e s t ? 

A. To date there are 7 of the 2 2 owners t h a t are not 

committed. The f i r s t , Maralex Resources, w i t h a 57-percent 

i n t e r e s t . Second, T.J. Foster w i t h a .07-percent i n t e r e s t . 

T h i r d , Quasar Sciences, w i t h a .07-percent i n t e r e s t . 

Fourth, Minatome Corporation w i t h a 2.15-percent i n t e r e s t . 

Q. And t h a t ' s the i n t e r e s t t h a t now i s held by 

Energen? 

A. Correct. Roger B. Nielsen, w i t h a 0.2-percent 

i n t e r e s t . Robert Warren Umbach, w i t h a 0.16-percent 

i n t e r e s t . And George; W i l l i a m Umbach, w i t h a 0.16-percent 

i n t e r e s t . 

Q. Have you been able t o lo c a t e e i t h e r T.J. Foster 

or Quasar Sciences, Inc.? 

A. No, we have not. We have not been able t o f i n d 
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an address through county courthouse records, nor through 

an i n t e r n e t search. 

Q. But the other i n t e r e s t owners you have been able 

t o locate? 

A. Yes, we have, and we've given n o t i c e t o a l l of 

them of our A p p l i c a t i o n . 

Q. Would you review f o r Mr. Ashley the e f f o r t s t h a t 

you've made t o o b t a i n v o l u n t a r y j o i n d e r of a l l the working 

and mineral i n t e r e s t owners i n the proposed spacing u n i t ? 

A. For the Bear Number 1 w e l l , we proposed the w e l l 

i n A p r i l of t h i s year and sent c e r t i f i e d l e t t e r s t o the 22 

i n t e r e s t owners of record. 

Following t h a t l e t t e r , we received j o i n d e r s from 

t h r e e of the working i n t e r e s t owners: Dugan Production, 

Robert Bayless and Benson-Montin-Greer. We spoke w i t h both 

SG I n t e r e s t s and Maralex Resources several times i n May of 

t h i s year and got a q u a l i t a t i v e j o i n d e r from SG and no 

j o i n d e r from Maralex. 

I n November, November 5th, we sent a second round 

of l e t t e r s n o t i f y i n g the i n t e r e s t owners t h a t we would be 

seeking compulsory p o o l i n g t o consolidate the i n t e r e s t s . 

And f o l l o w i n g t h a t l e t t e r , SG I n t e r e s t s executed documents 

as w e l l as nine of the smaller i n t e r e s t s , which l e f t the 

seven uncommitted p a r t i e s . 

Q. I n a d d i t i o n t o your l e t t e r s , have you contacted 

STEVEN T. BRENNER, CCR 
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these i n d i v i d u a l s by telephone? 

A. I have spoken w i t h Maralex Resources several 

times. 

I have spoken w i t h Energen. They n o t i f i e d us 

l a s t week t h a t they had picked up the Minatome i n t e r e s t . I 

received a document Monday showing t h a t t r a n s f e r , and t h a t 

same day I sent them an AFE and operating agreement w i t h 

the w e l l proposal. 

Roger Nielsen and the Umbachs I had no contact 

w i t h and have heard nothing from them. 

Q. And Redwolf i s w i l l i n g t o continue n e g o t i a t i o n s 

w i t h any of the i n d i v i d u a l s who could be s u b j e c t t o 

p o o l i n g ; i s t h a t not correct? 

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

Q. The t i t l e i n f o r m a t i o n t h a t you were working o f f 

o f , the D i v i s i o n Order t i t l e o p i n i o n , what was the date on 

t h a t opinion? 

A. The t i t l e search was done i n October of 1998, 

apparently, a couple of months before they f i l e d w i t h the 

county records. 

Q. I s the A p r i l , 1999, e f f o r t the f i r s t time t h e r e 

has been discussions concerning the development of t h i s 

t r a c t i n the F r u i t l a n d Coal? 

A. Not e n t i r e l y . We purchased our lease, our s t a t e 

lease, i n December of 1994, and we proposed a w e l l i n 
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December of 1994 t o Maralex. Maralex, being the m a j o r i t y 

working i n t e r e s t owner, responded w i t h a request t h a t they 

d r i l l and operate the w e l l , and Redwolf agreed t o i t , I 

b e l i e v e , t o be a p a r t i c i p a t i n g p a r t y i n t h e i r w e l l . 

Over the years i t ' s j u s t never s o l i d i f i e d . With 

our lease deadline we f e l t r e q u i r e d , b a s i c a l l y , t o take the 

operations over ourselves and pursue the d r i l l i n g of the 

w e l l . 

Q. I n your opinion, have you made a g o o d - f a i t h 

e f f o r t t o l o c a t e a l l i n d i v i d u a l s and o b t a i n t h e i r v o l u n t a r y 

j o i n d e r i n the well? 

A. Yes,, we have. 

Q. I s E x h i b i t Number 3 copies of l e t t e r s from 

Redwolf t h a t r e f l e c t the e f f o r t s t o t r y and reach a 

v o l u n t a r y agreement f o r the development of these lands? 

A. That's c o r r e c t , i t ' s a co m p i l a t i o n of the A p r i l 

and November l e t t e r s , sent t o the n o n p a r t i c i p a t i n g p a r t i e s . 

I also included our correspondence w i t h Energen regarding 

t h e i r change, assumption of the Minatome i n t e r e s t . 

Q. Would you i d e n t i f y what has been marked Redwolf 

E x h i b i t Number 4? 

A. E x h i b i t Number 4 was an AFE prepared f o r the 

development w e l l , the Bear Number 1. T o t a l w e l l cost i s 

j u s t under $175,000. 

Q. I s t h a t the completed w e l l cost? 

STEVEN T. BRENNER, CCR 
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A. Correct. 

Q. Are these costs i n l i n e w i t h what i s charged by 

other operators f o r s;imilar w e l l s i n t h i s area? 

A. Yes, i t i s . 

Q. I s E x h i b i t Number 5 an a f f i d a v i t c o n f i r m i n g t h a t 

n o t i c e of today's hearing has been provided i n accordance 

w i t h O i l Conservation D i v i s i o n Rules? 

A. Yes. 

Q. And t h i s predated the i n f o r m a t i o n you have 

concerning the i n t e r e s t of Energen, c o r r e c t ? 

A. Correct. 

Q. So they were not n o t i f i e d by us of t h i s hearing? 

A. No, the assumption was s t i l l under the Minatome 

ownership. 

Q. Have you meide an estimate of the a d m i n i s t r a t i v e 

and overhead costs t o be i n c u r r e d w h i l e d r i l l i n g t h i s w e l l 

and also w h i l e producing i t , i f i t i s successful? 

A. We a n t i c i p a t e a $4000-per-month d r i l l i n g overhead 

r a t e and a $4 00-per-month operating overhead r a t e . 

Q. And what i s the source of these f i g u r e s ? 

A. I t ' s roughly based on the 1994 Ernst and Young 

survey. I t ' s a c t u a l l y less than the operating overhead. 

Q. And how would these f i g u r e s compare w i t h the 

overhead r a t e s proposed by Maralex back i n 1994? 

A. They're comparable. Maralex proposed, I b e l i e v e , 
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$450 per month operating overhead. 

Q. Do you recommend t h a t the $400-a-month and $4000-

a-month f i g u r e s be incorporated i n t o any order which 

r e s u l t s from t h i s hearing? 

A. I do. 

Q. Does Redwolf Production, I n c . , seek t o be 

designated operator of the well? 

A. We do. 

Q. Have you d r i l l e d other s i m i l a r w e l l s — 

A. Yes, we have. 

Q. — i n t h i s area, t o the F r u i t l a n d Coal? 

A. Yes,, we have. 

Q. Let's go t o what has been marked f o r 

i d e n t i f i c a t i o n as Redwolf E x h i b i t Number 6. I ' d ask you t o 

f i r s t i d e n t i f y t h i s and then review the i n f o r m a t i o n on the 

w e l l . 

A. C e r t a i n l y . E x h i b i t Number 6 i s a n i n e - s e c t i o n 

p l a t showing the acreage surrounding the Bear Number 1 

w e l l . I t ' s o u t l i n e d i n red i n Section 36. And as you can 

see, Section 3 6 i s the only s e c t i o n i n t h i s area t h a t the 

B a s i n - F r u i t l a n d Coal i s undeveloped i n . A l l of the 

surrounding s€ictions have f u l l development of the Basin 

F r u i t l a n d Coal. 

The operator and the w e l l name i s w r i t t e n i n 

black, and cumulative production f i g u r e s are given i n blue 
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f o r surrounding w e l l s . The cumulative p r o d u c t i o n f i g u r e s 

vary anywhere from about 15 m i l l i o n cubic f e e t t o a high of 

885 m i l l i o n cubic f e e t of gas produced. There's a la r g e 

v a r i a t i o n i n pro d u c t i . v i t y w i t h i n t h i s area. 

Q. So the — You w i l l encounter the F r u i t l a n d Coal 

a t t h i s l o c a t i o n ; i s t h a t not correct ? 

A. Short of an act of God, there w i l l be coal t h e r e , 

the question being whether i t i s commercially p r o d u c t i v e . 

Q. Okay, let's ; go t o E x h i b i t Number 7. Would you 

review t h a t , please? 

A. E x h i b i t Number 7 i s a pr e p a r a t i o n f o r a break­

even case on the F r u i t l a n d Coal i n t h a t area, w i t h the AFE 

cost of $174,000, which we f e e l i s f a i r and w i l l c e r t a i n l y 

be very near the a c t u a l w e l l cost. 

I t would r e q u i r e production i n the range of 373 

m i l l i o n cubic f e e t per day of gas produced t o be a break­

even case on economics. 

Q. And are the^re w e l l s i n the area t h a t w i l l not 

meet t h a t economic c u t o f f ? 

A. Yes, there are. There's fo u r d i r e c t o f f s e t s t h a t 

are w e l l below t h a t break-even economics. 

Q. And do you a n t i c i p a t e t h a t those w e l l s u l t i m a t e l y 

w i l l h i t t h a t p o i n t t o break even or --

A. One probably w i l l , the remainder probably w i l l 

not. 
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Q. Are you prepared t o make a recommendation as t o 

the r i s k penalty t h a t should be assessed against the 

nonconsenting i n t e r e s t owners? 

A. Yes, I am. 

Q. And what i s t h a t ? 

A. We request the 2 00-percent r i s k p e n a l t y . 

Q. And i s i t your testimony t h a t there's a chance 

t h a t a w e l l a t t h i s l o c a t i o n might not be a commercial 

success? 

A. There's a s i g n i f i c a n t chance t h a t the w e l l w i l l 

be noncommercial. 

Q. I n your opinion, w i l l the g r a n t i n g of t h i s 

A p p l i c a t i o n and the d r i l l i n g of t h i s w e l l be i n the best 

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

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 ? 

A. Yes,, s i r . 

Q. How soon — Well, Redwolf i s c u r r e n t l y d r i l l i n g 

the w e l l ; i s t h a t correct? 

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

Q. How long does i t take t o d r i l l the well? 

A. Hopefully f i v e days. We should TD the w e l l on 

Saturday. 

Q. And then what w i l l you do w i t h the well? 

A. We w i l l proceed w i t h the completion. 

Q. And pending surface problems, you w i l l be --

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 

20 

A. Once we ob t a i n the I n d i a n r i g h t of way f o r l a y i n g 

a p i p e l i n e , we w i l l connect the w e l l . 

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

compiled under your d i r e c t i o n ? 

A. Yes, s i r . 

MR. CARR: Mr. Ashley, a t t h i s time we would move 

the admission i n t o evidence of E x h i b i t s 1 through 7. 

EXAMINER ASHLEY: E x h i b i t s 1 through 7 w i l l be 

admitted as evidence a t t h i s time. 

Mr. Bruce? 

EXAMINATION 

BY MR. BRUCE: 

Q. Ms. Delventhal, on your E x h i b i t 4, the AFE, you 

show a commencement date, and you've already commenced the 

w e l l , and a completion date of February 1, 1999. Would 

t h a t date be the a n t i c i p a t e d date of t i e - i n t o a p i p e l i n e ? 

A. That i s our cu r r e n t estimate. We con t r a c t e d out 

a person t o walk the ri g h t - o f - w a y a c q u i s i t i o n through the 

Navajo T r i b e , and t h e i r c u r r e n t estimate i s t h a t we should 

rece i v e f i n a l approval i n January. Again, there's no 

guarantee, but t h a t i s our best estimate. 

Q. You said you w i l l TD the w e l l t h i s Saturday. 

When do you a n t i c i p a t e the w e l l w i l l be completed? 

A. By the end of December. 

Q. On your E x h i b i t 7, your economics, you are using 
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a f l a t r a t e of $1.75 per MCF f o r gas? 

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

Q. What i s the c u r r e n t p r i c e of gas i n t h i s area? 

A. Spot p r i c e s f o r the San Juan Basin are c u r r e n t l y 

around $2.00. That's per MMBTU. There's an 1100 BTU 

f a c t o r , adjusted i n t o the economics, and t h a t would b r i n g 

i t up cl o s e r t o $2.00. 

Q. And i f the gas p r i c e rose higher than the break­

even p o i n t , the t o t a l production f i g u r e would be lower, 

would i t not? 

A. True, and i f p r i c e s drop i t w i l l be higher. 

Q. What are your c u r r e n t operating costs? Not j u s t 

the overhead rates? 

A. The c u r r e n t estimate f o r economic purposes was a 

t o t a l of $800 — 

Q. Per month? 

A. -- per month. That's the $4 00 overhead, and then 

t h e r e i s an a d d i t i o n a l $400 estimated o p e r a t i n g costs. 

Q. One f i n a l question on the AFE: Does t h a t i n c l u d e 

cost f o r the r i g h t of way f o r the p i p e l i n e ? 

A. Yes, i t does. 

MR. BRUCE: Thank you. 

EXAMINER ASHLEY: Mr. Hall? 

MR. HALL: Mr. Examiner, w i t h o u t waiving 

o b j e c t i o n s , we would request t h a t the witness be made 
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a v a i l a b l e f o r f u r t h e r cross-examination a t the January 6th, 

2000, hearing, and we also request we be a f f o r d e d the 

o p p o r t u n i t y t o present our own d i r e c t testimony as may be 

appr o p r i a t e a t t h a t time. 

EXAMINER ASHLEY: Okay. I s t h a t agreeable w i t h 

you, Mr. Carr? 

MR. CARR: I would — I t h i n k Mr. Bruce has a 

witness t h a t he needs t o present. I n terms of c o n t i n u i n g 

the case, I would recommend t h a t the case be continued t o 

the 16th of December t o give us an o p p o r t u n i t y t o attempt 

t o work out an agreement w i t h Energen, and t h a t i f we are 

unable t o do so, t h a t we advise you and t h a t the case then 

be opened on the 6th of January. 

Since the w e l l i s d r i l l i n g , I would l i k e t o be 

able t o attempt t o get t h i s resolved i n two weeks. I f we 

cannot do t h a t , we, of course, have t o come back and a f f o r d 

Energen an op p o r t u n i t y t o present t h e i r testimony, so I'm 

not suggesting t h a t we're t r y i n g t o not do t h a t . But i f we 

couldn't work out an agreement w i t h i n the next two weeks, I 

would l i k e t o be able t o advise the D i v i s i o n a t t h a t time 

and have i t taken under advisement. I ' d s t i p u l a t e r i g h t 

now t h a t i f we're unable t o do t h a t , we would agree t o 

reopening the case January the 6th. 

MR. CARROLL: Has Energen been provided n o t i c e , 

once you found out the --
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THE WITNESS: Yes, Monday, I sent them — Well, I 

spoke t o them the week before and l e t them know t h a t we 

were going t o be at the December 2 docket and what our 

proposal was w i t h the Bear w e l l , and t h a t we were going t o 

be d r i l l i n g i t on November 30th. 

MR. CARROLL: So — 

THE WITNESS: The AFE and operating agreement 

were sent out Monday. 

MR. CARROLL: Did you provide them w i t h n o t i c e of 

the hearing? 

THE WITNESS: No. 

MR. CARR: No, we d i d not. I t was not discovered 

u n t i l a f t e r n o t i c e had been provided. 

EXAMINER ASHLEY: Say t h a t again? 

MR. CARR: Notice was not provided t o Energen. 

We d i d not discover t h e i r existence u n t i l l a s t week, and 

the n o t i c e went out approximately three weeks ago. 

EXAMINER ASHLEY: Notice of the hearing? 

MR. CARR: Yes. 

MR. HALL: To T o t a l Minatome, as opposed t o 

Energen. 

MR. CARR: Yes, i t was — Well, and we d i d n ' t 

have an address f o r Minatome. We had been unable t o lo c a t e 

them or get any response or get t h e i r m a i l picked up. 

MR. HALL: They're i n Par i s . 
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EXAMINER ASHLEY: Yeah. Mr. H a l l , do you want t o 

continue i t t o the 16th, and then y o u ' l l have time — 

MR. HALL: That would be agreeable t o us. I ' d 

simply p o i n t out t h a t t h a t i s s t i l l less than the 3 0 days 

t h a t i s customary f o r n e g o t i a t i o n s between p a r t i e s i n a 

po o l i n g proceeding, and I t h i n k we should reasonably expect 

t h a t w e ' l l be back here on January the 6th, but w e ' l l agree 

t o the continuance t o the 16th. 

EXAMINER ASHLEY: Okay. 

MR. CARR: And we would agree t h a t i f we can't 

reach an agreement q u i c k l y , I mean, t h a t they are e n t i t l e d 

t o t h a t amount of time, and we'd come back on the 6th. 

EXAMINER ASHLEY: W i l l you n o t i f y me — 

MR. CARR: Yes, we w i l l . 

EXAMINER ASHLEY: — of any k i n d of agreement? 

MR. CARR: Yes, we w i l l . 

EXAMINER ASHLEY: Okay. 

MR. CARR: We'll n o t i f y you i n e i t h e r event — 

EXAMINER ASHLEY: Okay. 

MR. CARR: -- where we stand p r i o r t o the hearing 

on the 16th. 

EXAMINER ASHLEY: And I ' l l make myself a v a i l a b l e 

d u r i n g t h a t hearing. 

MR. CARROLL: Mr. H a l l , Energen hasn't been 

provided w i t h n o t i c e of t h i s hearing, or o f f i c i a l — by 
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l e t t e r , r i g h t ? 

MR. HALL: That's c o r r e c t . 

MR. CARROLL: But we now know you have a c t u a l 

n o t i c e , so when d i d you r e c e i v e n o t i c e o f t h e h e a r i n g ? 

MR. HALL: I t ' s my u n d e r s t a n d i n g t h a t t h e r e was 

f u r t h e r c o n t a c t between Redwolf and Energen l a s t week. 

There i s a l e t t e r i n t h e f i l e , one o f t h e e x h i b i t s , showing 

a c o n t a c t from Energen's landman back t o Redwolf on 

November 2 4 t h . I suspect t h e r e may have been v e r b a l 

communications a day or so b e f o r e t h a t t i m e . 

EXAMINER ASHLEY: Are you r e f e r r i n g t o a l e t t e r 

t h a t was -- i t ' s p a r t o f t h e e x h i b i t s s u b m i t t e d today? 

MR. HALL: Yes. 

EXAMINER ASHLEY: Okay. 

MR. CARROLL: I c a n ' t f i n d t h a t . 

THE WITNESS: I t ' s i n t h e back o f — 

MR. CARR: Yeah, i t ' s i n c l u d e d — 

THE WITNESS: — t h e package --

MR. CARR: — i n E x h i b i t 3. 

THE WITNESS: — E x h i b i t 3. 

EXAMINER ASHLEY: Okay, E x h i b i t 3? Okay. 

THE WITNESS: As w e l l as our response. 

MR. CARROLL: W e l l , Mr. H a l l , does Energen s t i l l 

want t h e n o t i c e r e q u i r e d by our r u l e s , o r a r e you g o i n g t o 

waive t h a t n o t i c e ? 
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MR. HALL: We'll waive t h a t , because we want t o 

preserve the r i g h t t o cross-examine, i f necessary. 

EXAMINER ASHLEY: Okay. 

MR. CARROLL: A l l r i g h t . 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Ms. Delventhal, you mentioned a break-even f i g u r e 

of 373 m i l l i o n cubic feet? 

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

Q. And you said there are other w e l l s t h a t have not 

been economical? 

A. I f you look a t E x h i b i t Number 6 — 

Q. Okay. 

A. -- d i r e c t l y south, Section 1, Dugan Production 

has two w e l l s t h a t are r a t h e r marginal, as w e l l as i n 

Section Number 2. Both of those w e l l s are marginal. 

I n Section 35, the northeast i s a marginal w e l l , 

and Merrion has one d i r e c t l y n o r t h of t h a t t h a t would not 

meet t h a t c r i t e r i a . 

But the other w e l l s are t o the east and t o the 

south. There are some commercial-production economic 

ventures w i t h i n those sections. That's c e r t a i n l y why we're 

t r y i n g i n the northeast. 

Q. Do you know i f any of the other w e l l s on t h i s 

p l a t i n Section 6 were subject t o a compulsory p o o l i n g 

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 

27 

order? 

A. I do not know t h a t . 

EXAMINATION 

BY MR. CARROLL: 

Q. What p o r t i o n of the n o r t h h a l f of 3 6 are 

c o n t r o l l e d by the Navajos now? 

A. A c t u a l l y , a l l of i t . 

Q. The whole 320 acres? 

A. A l l of the surface, yeah. 

Q. You had no problems w i t h them a l l o w i n g the r i g on 

l o c a t i o n t o s t a r t d r i l l i n g ? 

A. We received NAPI approval f o r the w e l l l o c a t i o n 

and a r c h e o l o g i c a l clearance. We haven't received f i n a l 

approval f o r l o c a t i o n damages. That's l i k e l y t o occur i n 

January. We are granted lease r i g h t s t o b u i l d a l o c a t i o n 

and d r i l l under our s t a t e lease, and we're o p e r a t i n g under 

those r i g h t s . 

Q. And I take i t there hasn't been any development 

i n Section 36 due t o t h i s Navajo surface — 

A. Well, a c t u a l l y , i t extends i n t o the other 

sections as w e l l , so those people have coped w i t h the 

d i f f i c u l t i e s and been successful i n d r i l l i n g and completing 

t h e i r w e l l s . 

Q. Well, I asked i f t h i s s e c t i o n had been d r i l l e d . 

A l l the other sections around i t have been d r i l l e d up t o 
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that? 

A. I assume i t has t o do w i t h p o o l i n g minerals. 

Q. Who d i d the t i t l e o p i n i o n l a s t year? 

A. I t was done by Tommy Roberts out of Farmington, 

New Mexico. 

Q. And t h a t was i n October of 1998? 

A. Correct. 

Q. And you sent out n o t i c e of t h i s hearing i n 

November, 1999? 

A. No, our t i t l e was done i n October of 1998, we 

received our f i n a l t i t l e o pinion i n March, we mailed the 

l e t t e r s out i n A p r i l of t h i s year. 

Q. Well, the n o t i c e of t h i s hearing was provided 

i n — 

A. — i n November, r i g h t . 

Q. Right. And you — 

A. We attempted t o get j o i n d e r i n A p r i l , and we 

provided n o t i c e again i n November t o those p a r t i e s t h a t 

have not volunteered t h e i r acreage. 

Q. And you d i d n ' t ask f o r an update on the t i t l e 

opinion? 

A. Not since the t i t l e of October.. 

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

EXAMINER ASHLEY: I have nothing f u r t h e r . Thank 

you. 
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MR. CARR: That concludes our p r e s e n t a t i o n . 

EXAMINER ASHLEY: Mr. Bruce? 

MR. BRUCE: C a l l Mr. 0 1 Hare t o the stand. 

ALEXIS MICHAEL CHARE, 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

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

A. My f u l l name i s A l e x i s Michael O'Hare. 

Q. And where do you reside? 

A. I n Ignacio, Colorado. 

Q. What i s your occupation? 

A. I'm the president of Maralex Resources, I n c . 

Q. Do you also have a t e c h n i c a l degree? 

A. Yes, I have a bachelor of science i n petroleum 

engineering from New Mexico Tech. 

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

Di v i s i o n ? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as an expert petroleum 

engineer accepted as a matter of record? 

A. Yes, they were. 

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

r e l a t e d t o t h i s A p p l i c a t i o n ? 
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A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I tender Mr. O'Hare as 

an expert petroleum engineer. 

EXAMINER ASHLEY: Mr. O'Hare i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. O'Hare, up f r o n t l e t ' s 

discuss Maralex's p o s i t i o n i n t h i s case. F i r s t of a l l , you 

t h i n k t h i s i s going t o be a good w e l l , don't you? 

A. Yes, I do. 

Q. I t ' s what? Shallow, there's low op e r a t i n g costs, 

and you t h i n k i t ' s low r i s k ? 

A. Yes, I do. The coal i s the r e . We have d r i l l e d 

— or Maralex Resources d r i l l e d the m a j o r i t y of w e l l s t h a t 

are the b e t t e r performers i n t h i s area, and we were very 

e x c i t e d about t h i s l o c a t i o n i n i t i a l l y . And i n f a c t , the 

other l o c a t i o n i n Section 3 6 was also d r i l l e d by Maralex. 

Q. What i s your o b j e c t i o n , then, t o j o i n i n g i n the 

w e l l a t t h i s time? 

A. I n i t i a l l y we had two major o b j e c t i o n s . The f i r s t 

one was removed when the 160-acre forc e p o o l i n g was 

dismissed. And the second o b j e c t i o n i s the f a c t t h a t the 

w e l l i n the southwest quarter of Section 3 6 has been 

w a i t i n g on a p i p e l i n e connection f o r w e l l over three years 

now. And our sole remaining o b j e c t i o n on the w e l l i n the 

northeast quarter i s t h a t we don't t h i n k we can t i m e l y get 

approval f o r r i g h t of way t o get t h a t w e l l t i e d i n . 
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So we t h i n k i t w i l l be more than j u s t another 

month or two before the Navajo In d i a n T r i b e , at l e a s t i n 

our experience, grants r i g h t of way f o r t h a t t i e - i n , and we 

are not i n the p o s i t i o n t o sink a d d i t i o n a l money i n t o the 

ground and l e t i t s i t there f o r maybe years on end. 

Q. You mentioned a w e l l i n the southwest q u a r t e r of 

Section 36. You are awaiting a p i p e l i n e connection, 

p i p e l i n e approval, f o r a r i g h t of way from the Navajos a t 

t h i s time? 

A. That i s c o r r e c t . E x h i b i t Number 1, Maralex 

E x h i b i t Number 1, shows t h a t w e l l i n the southwest q u a r t e r 

of Section 36. I n i t i a l l y , our i n t e n t i o n was t o b u i l d a 

p i p e l i n e s t r a i g h t northeast of t h a t w e l l , up t o the w e l l i n 

the southwest quarter of Section 30, and as soon as t h a t 

r i g h t of way was approved, we would be proposing the w e l l 

i n the northeast quarter of Section 36. As I s a i d , t h a t 

a p p l i c a t i o n has been i n the works f o r a number of years, 

a c t u a l l y , and we s t i l l don't know when we w i l l r e c e i v e t h a t 

approval f o r t h a t r i g h t of way. 

Q. And t h a t w e l l has been d r i l l e d and completed? 

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

Q. The one t h a t has "WOPL" under i t ? 

A. Correct. 

Q. Okay. Let's get i n t o a l i t t l e b i t about r i s k i n 

t h i s area. Would you — you've already mentioned E x h i b i t 
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1. Could you i d e n t i f y t h a t a l i t t l e b i t f u r t h e r and t e l l 

the Examiner what t h a t shows? 

A. Yes, E x h i b i t 1 shows the e i g h t s e c t i o n s , 

i n c l u d i n g Section 3 6 and excluding Section 3 5 surrounding 

the proposed w e l l . The numbers shown on t h i s p l a t are the 

average d a i l y producing r a t e s f o r the month of September, 

1999, f o r each of those w e l l s . 

Q. Which of these does Maralex have an i n t e r e s t i n , 

i f you could --

A. Maralex has an i n t e r e s t i n both w e l l s i n Section 

26, the northeast quarter of 25, both w e l l s i n Section 30, 

and one w e l l i n the northeast quarter of Section 31, as 

w e l l as the southwest quarter of Section 36 and the 

proposed w e l l . 

Q. Okay, and you said you were in v o l v e d i n d r i l l i n g 

s e v e ral of these? 

A. We d r i l l e d a l l but the w e l l s i n Section 26, t h a t 

we have an i n t e r e s t i n . 

Q. Okay. And from Redwolf's e x h i b i t those were --

what? D r i l l e d by Merrion O i l and Gas? 

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

Q. Okay. Would you, r a t h e r than have me i n t e r r u p t 

you, go through your E x h i b i t s 2 through 5 and discuss 

p r o d u c t i o n from F r u i t l a n d Coal w e l l s i n t h i s area? 

A. E x h i b i t s 2 through 5 are h i s t o r i c a l p r o d u c t i o n 
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curves f o r w e l l s i n Sections 31, 3 0 and 25, d i r e c t l y 

o f f s e t t i n g the proposed w e l l . 

The f i r s t w e l l t h a t we d r i l l e d i n t h i s area was 

c a l l e d the Gallegos Federal 26-12-31 Number 1, and t h a t ' s 

shown as E x h i b i t Number 2. To date t h a t w e l l has cum'd 

nea r l y 400 m i l l i o n cubic f e e t of gas. Peak r a t e on t h a t 

w e l l was j u s t over 300 MCF per day. That w e l l never made 

much water. At the most, i t was maybe fou r b a r r e l s of 

water a day. And the w e l l has been d e c l i n i n g since then. 

This w e l l was d r i l l e d i n 1992 and completed i n 

1993 and put on production — The f i r s t sales was i n 

October of 1993. That w e l l a c t u a l l y paid out d u r i n g a 

p e r i o d of low gas p r i c e s i n less than two years. 

E x h i b i t Number 3 shows the second w e l l t h a t we 

d r i l l e d i n t h i s area, c a l l e d the Gallegos Federal 26-13-25 

Number 1 w e l l , i n the northeast quarter of Section 25. 

That w e l l i s c u r r e n t l y producing at an average d a i l y r a t e 

of 305 MCF per day. I t s t a r t e d o f f making a l i t t l e b i t 

more water than we saw on the 31-1, but i t ' s s t i l l q u i t e a 

b i t less than 30 b a r r e l s of water a day at i t s peak r a t e , 

and i t d e c l i n e d f a i r l y r a p i d l y t o where i t ' s c u r r e n t l y 

producing less than 10 b a r r e l s of water per day. 

That w e l l had a peak r a t e of somewhere around 325 

t o 335 MCF per day, and i s c u r r e n t l y on compression. I t 

has cum'd a t o t a l of more than h a l f a BCF of gas, and we 
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expect i t t o recover close t o a f u l l BCF of gas from t h a t 

w e l l b o r e . 

E x h i b i t Number 4 i s the Gallegos Federal 26-12-30 

Number 1 production h i s t o r y . This w e l l i s loc a t e d i n the 

northeast q u a r t e r of Section 30, and i t has, as of 

September anyway, produced an average d a i l y r a t e of 358 MCF 

per day. 

This w e l l i s on compression a l s o , and i t i s 

d e c l i n i n g i n production. But i t has cum'd over 400 m i l l i o n 

cubic f e e t of gas a day, and we a n t i c i p a t e i t s u l t i m a t e 

recovery w i l l be about .9 BCF of gas. This i s another w e l l 

t h a t paid out very g u i c k l y , i n less than t h r e e years a f t e r 

i t was f i r s t put on production. I n f a c t , i t ' s j u s t over 

t h r e e years of production now, but i t paid out i n less than 

t h r e e years. 

The l a s t w e l l shown, on E x h i b i t Number 5, the 

h i s t o r y i s f o r the Gallegos Federal 26-12-30 Number 2. 

That w e l l i s c u r r e n t l y producing 188 MCF per day on average 

f o r the month of September. That w e l l i s a l i t t l e b i t 

d i f f e r e n t from the other w e l l s , and i t i s s i m i l a r t o some 

problems t h a t we have experienced n o r t h of t h i s area i n our 

main body of the Gallegos Federal p r o j e c t i n t h a t t h e r e i s 

an o f f s e t t i n g P i c t u r e d C l i f f s producer t h a t appears t o be 

t a k i n g some of our F r u i t l a n d gas. So t h i s w e l l i s not as 

good a performer as the other w e l l s t h a t we looked a t , and 
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we had t o put i t on compression t o get our F r u i t l a n d gas 

back on l i n e a f t e r October of 1998, i n order t o draw the 

r e s e r v o i r pressure down low enough i n the F r u i t l a n d t o keep 

the PC w e l l from p u l l i n g our F r u i t l a n d gas out of the PC 

w e l l b o r e . 

Even so, i n less than three years — or about 

t h r e e years' time, t h i s w e l l has produced a cumulative 

t o t a l of about 164 m i l l i o n cubic f e e t of gas, and we 

p r o j e c t t h a t i t w i l l u l t i m a t e l y recover on the order of 700 

m i l l i o n cubic f e e t of gas. 

Q. So looking at the w e l l s you've described i n 

E x h i b i t s 2 through 5, a l l of those w e l l s w i l l be economic, 

w i l l they not? 

A. A l l of those w e l l s are c u r r e n t l y economic, yes. 

Q. Now, you have t h a t s h u t - i n w e l l i n the southwest 

q u a r t e r of Section 36. You said you completed t h a t w e l l 

based on what you've seen so f a r , and you're a w a i t i n g a 

p i p e l i n e connection. Do you a n t i c i p a t e t h a t w e l l being 

s i m i l a r i n c h a r a c t e r i s t i c s t o the other w e l l s you've j u s t 

discussed? 

A. Yes, we do. SG I n t e r e s t s i s the c u r r e n t operator 

of t h a t w e l l , and there has not been extensive t e s t i n g on 

t h a t w e l l t o determine what i t s u l t i m a t e p r o d u c t i o n p r o f i l e 

w i l l be, but i t does appear t h a t i t w i l l be a very nice 

commercial coalbed methane w e l l . 
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Q. And as you've said, these are — what? Shallow 

w e l l s w i t h low operating costs? 

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

Q. And there's no doubt t h a t the coal i s there? 

A. There i s no doubt the coal i s t h e r e . 

Q. And the proposed w e l l i s i n essence surrounded by 

commercial w e l l s , i s i t not? 

A. Yes, we f e e l t h a t the only way t h a t t h i s w e l l 

would not be a good commercial w e l l i s i f the coals are 

damaged durin g the completion technique. 

Q. Now, i n the economics run by Redwolf -- You saw 

t h i s e x h i b i t , d i d n ' t you, Mr. O'Hare — 

A. Yes, I d i d . 

Q. — where they used $1.75? Do you t h i n k t h a t ' s a 

proper p r i c e f o r gas at t h i s point? 

A. The c u r r e n t spot p r i c e f o r gas f o r the month of 

November i n the San Juan Basin i s $2.84 an MCF. I don't 

know what the December p r i c e i s a t t h i s time. I know i t i s 

less than t h a t , but I t h i n k $1.75 i s extremely 

conservative. 

Q. I f you use something l i k e $2.00 or $2.25 per MCF, 

the payout -- the break-even p o i n t would be s u b s t a n t i a l l y 

lower than t e s t i f i e d t o by Redwolf? 

A. Yes, and t h a t p r e s e n t a t i o n i s a l i t t l e b i t 

misleading from the standpoint t h a t F r u i t l a n d Coal w e l l s 
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generally wi l l start — and you can see i t on these 

E x h i b i t s 2 through 5 — a t lower r a t e s and i n c l i n e over 

time t o higher r a t e s . 

For instance, on E x h i b i t Number 3, the 25-1 

s t a r t e d a t a r a t e of about 40 MCF a day, and as I s a i d 

before, i t peaked a t a r a t e of w e l l over 3 50 MCF per day. 

So i t ' s k i n d of misleading t o say here i s a set 

r a t e t h a t we have t o have on a w e l l t o s t a r t w i t h i n order 

t o have a break-even p o i n t on i t . 

Q. Now, on your E x h i b i t 2 you said t h a t t h i s w e l l 

was d r i l l e d — what? I n 1992 or 1993? 

A. Correct, i n 1992. 

Q. And t h a t i t was economic, pa i d out i n a couple of 

years. What were the gas p r i c e s back then? 

A. They were much lower than they are now. 1994 gas 

p r i c e s were on the order of $1.10 t o $1.25 an MCF. 

Q. And the w e l l was s t i l l economic? 

A. Correct. 

Q. Based on your testimony, do you b e l i e v e t h a t i f a 

r i s k p e n a l t y i s assessed i t should be s u b s t a n t i a l l y lower 

than 2 00 percent? 

A. Yes, I do, and I t h i n k t h a t the f a c t t h a t Redwolf 

has already s t a r t e d d r i l l i n g the w e l l i n d i c a t e s t h a t the 

r i s k , i n t h e i r minds, i s r e l a t i v e l y low, coupled w i t h the 

f a c t t h a t they in t e n d t o spend the money t o complete the 
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w e l l even before they have a r i g h t of way t o t i e the w e l l 

i n on, t e l l s me t h a t they're very c o n f i d e n t , as we are, 

t h a t t h i s w i l l be a good commercial coalbed methane 

producer. 

Q. F i n a l l y , Mr. O'Hare, what i s E x h i b i t 6? 

A. E x h i b i t 6 i s a p l a t showing the ownership 

i n t e r e s t i n the w e l l , and t h i s was prepared more t o address 

the d i f f e r e n c e s between the 160-acre f o r c e p o o l i n g and the 

3 2 0-acre f o r c e p o o l i n g and the impact t h a t t h a t would have 

on Maralex. 

Q. Okay. So r e a l l y , a t t h i s p o i n t there's nothing 

you need t o go over on t h i s e x h i b i t ? 

A. I don't t h i n k so. 

Q. Mr. O'Hare, i f the A p p l i c a t i o n i s granted, i s i t 

your o p i n i o n t h a t a s u b s t a n t i a l l y reduced p e n a l t y should be 

assessed against any nonconsenting i n t e r e s t owners? 

A. Most d e f i n i t e l y , yes. 

Q. And were E x h i b i t s 1 through 6 prepared by you or 

under your d i r e c t i o n ? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I would move the 

admission of Maralex E x h i b i t s 1 through 6. 

EXAMINER ASHLEY: E x h i b i t s 1 through 6 w i l l be 

admitted as evidence a t t h i s time. 

Mr. Carr? 
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EXAMINATION 

BY MR. CARR: 

Q. Mr. O'Hare, the w e l l i n the south h a l f of 36, do 

you have a pumping u n i t on t h a t w e l l a t t h i s time? 

A. Again, SG I n t e r e s t s i s the operator, and I have 

not been out the r e t o look a t i t , so I don't know i f — 

Q. Do you know whether, i n t h i s area, t h a t ' s t y p i c a l 

t o have a pumping u n i t and compression on the wells? 

A. A l l of the w e l l s t h a t we completed, we d i d equip 

w i t h pumping u n i t s . We d i d not put compression on u n t i l a 

l a t e r p o i n t i n the l i f e of the w e l l . 

Q. Do you know whether or not $1.75 could be ap p l i e d 

t o your average f o r gas p r i c e s i n the San Juan Basin? 

A. I be l i e v e the cu r r e n t p r o j e c t i o n s are t h a t p r i c e s 

w i l l be in c r e a s i n g over the next f i v e years, not d e c l i n i n g . 

Q. Do you know what the average f o r the l a s t f i v e 

years would be? 

A. No, s i r , I don't. 

MR. CARR: That's a l l I have. Thank you. 

EXAMINER ASHLEY: Mr. Hall? 

MR. HALL: No questions. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Mr. O'Hare, do you have a suggested r i s k ? 

A. I'm aware of two previous cases t h a t the NMOCD 
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heard w i t h s i m i l a r circumstances where a w e l l had already 

been spudded or was already d r i l l e d a t the time of f o r c e 

p o o l i n g , and my understanding i s t h a t the r i s k assigned a t 

t h a t time, or the penalty assigned, was on the order of 10 

t o 15 percent i n both of those cases. 

MR. CARROLL: Do you have the c i t e s f o r those 

cases? 

MR. BRUCE: Yes, Mr. Examiner, Case Numbers 

10,345 and 10,346, and the Order Numbers are R-9581 and 

R-9584. 

Q. (By Examiner Ashley) And who operates the w e l l 

i n the southwest quarter of Section 36? 

A. SG I n t e r e s t s . 

Q. Looking a t your E x h i b i t Number 2, could you give 

me again what the d a i l y r a t e was f o r t h a t w e l l ? The Number 

1? 

A. The c u r r e n t rate? 

Q. Yes. 

A. I t ' s 142 MCF per day average f o r the month of 

September. 

EXAMINATION 

BY MR. CARROLL: 

Q. Mr. O'Hare, you mentioned t h a t t h e r e was a r i s k 

t h a t the coals would be damaged during the completion 

technique. How o f t e n does t h a t occur? 
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A. I'm not r e a l f a m i l i a r w i t h the Redwolf completion 

technique a t t h i s time. Most of the se r v i c e companies are 

recommending non-damaging f l u i d s , and so I t h i n k i t ' s much 

more r a r e now than i t was e a r l y on i n the l i f e of the 

F r u i t l a n d Coalbed methane play i n the San Juan Basin. 

Q. How o f t e n d i d i t occur e a r l i e r , p r i o r t o these 

f l u i d s being used? 

A. P r i o r t o 1990, i t was very frequent. 

MR. CARROLL: Okay, t h a t ' s a l l I have. 

EXAMINER ASHLEY: Anything e l s e , Mr. Carr? 

MR. CARR: I have j u s t a very b r i e f statement. 

EXAMINER ASHLEY: Okay. 

MR. CARR: And i f there are statements, I ' d l i k e 

t o go l a s t . 

EXAMINER ASHLEY: Okay. 

MR. BRUCE: I have j u s t a very s h o r t one. 

Mr. Examiner, I t h i n k the witness has already 

gone over i t . We believe the w e l l w i l l be d r i l l e d and 

completed even before the f o r c e p o o l i n g order i s issued. 

Based on the cases I've c i t e d , we t h i n k a low pen a l t y 

should be assessed against any nonconsenting i n t e r e s t 

owner, on the order of 10 t o 15 percent. 

Maralex i s aware t h a t i f the w e l l i s completed 

and Redwolf can't produce i t , t here i s c e r t a i n l y the time 

value of money, and perhaps an annual i n t e r e s t charge would 
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be f a i r too, or something equivalent t o t h a t , of 10 t o 15 

percent, j u s t t o make up f o r the l o s t value of t h a t money. 

But we b e l i e v e a very low penalty on produc t i o n should be 

assessed. 

Thank you. 

EXAMINER ASHLEY: Mr. Hall? 

MR. HALL: No statement, Mr. Examiner. 

MR. CARR: May i t please the Examiner, i n regard 

t o the concerns of Energen, j u s t t o confirm, we are 

requ e s t i n g t h a t the case be continued t o December the 16th, 

and i f we are unable t o reach an agreement w i t h Energen by 

t h a t date, we w i l l advise you and request t h a t the case be 

continued t o the f i r s t hearing i n January so t h a t Energen 

has an o p p o r t u n i t y t o present i t s case. 

As t o the concerns of Maralex, I t h i n k t h a t t h e r e 

i s no issue here i n t h i s case w i t h Maralex as t o whether or 

not a p o o l i n g order should be entered. C l e a r l y , Redwolf 

has the r i g h t t o d r i l l , they have proposed and are d r i l l i n g 

a w e l l , and no agreement has been reached f o r the v o l u n t a r y 

p a r t i c i p a t i o n of Maralex i n t h a t d r i l l i n g a c t i v i t y . 

Well, Maralex says i t ' s e x c i t e d about the w e l l , 

i t has the o p t i o n t o p a r t i c i p a t e , i t has decided not t o 

j o i n , and i t s t i l l may not j o i n . And the r e are surface 

issues which make t h i s unique, and a lease e x p i r a t i o n , 

which have d r i v e n t h i s t h i n g forward, and they've had t o 
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d r i l l the w e l l . 

I t h i n k i f you look a t the r i s k and you look a t 

the e x h i b i t s presented by Maralex and you compare them t o 

E x h i b i t Number 6 presented by Ms. Delventhal, you can see 

t h a t the data presented on the w e l l s which were commercial 

successes are i n the sections n o r t h and east of the 

proposed l o c a t i o n . And when you look a t Ms. Delventhal's 

testimony, when you go south and west of the l o c a t i o n , 

t h a t ' s where you h i t w e l l s t h a t are not a commercial 

success. 

Redwolf i s having t o go forward w i t h the w e l l . 

They're t a k i n g the r i s k f o r Maralex and f o r others, and 

they should be e n t i t l e d t o an appropriate r i s k p e n a l t y . 

EXAMINER ASHLEY: Okay, thank you. 

And t h i s case w i l l be continued t o December 16th. 

(Thereupon, these proceedings were concluded a t 

11:20 a.m.) 

* * * 
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