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APPROVAL OF SURFACE COMMINGLING OF 
PRODUCTION FROM WELLS OPERATED BY TWO 
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REPORTER'S TRANSCRIPT OF PROCEEDINGS 
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BEFORE: DAVID R. CATANACH, Hearing Examiner 

June 13th, 2002 

Santa Fe, New Mexico 

co 
cn 

This matter came on f o r hearing before t h e New 

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

Hearing Examiner, on Thursday, June 13th, 2002, a t th e New 

Mexico Energy, Minerals and Nat u r a l Resources Department, 

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

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

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

8:18 a.m.: 

EXAMINER CATANACH: C a l l the hearing t o order 

t h i s morning f o r Docket Number 17-02. I w i l l c a l l t he 

continuances and dismissals a t t h i s time. 

(Off the record) 

EXAMINER CATANACH: Case 12,874, which i s the 

A p p l i c a t i o n of Concho O i l and Gas Corporation and Nearburg 

Producing Company f o r approval of surface commingling of 

pro d u c t i o n from w e l l s operated by two d i f f e r e n t operators, 

Eddy County, New Mexico. 

I w i l l c a l l f o r appearances i n t h i s case. 

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

re p r e s e n t i n g the A p p l i c a n t s . I have t h r e e witnesses t o be 

sworn, probably only present two of them. 

EXAMINER CATANACH: Okay. There are no 

a d d i t i o n a l appearances i n t h i s case. I w i l l ask the 

witnesses t o please stand up t o be sworn i n . 

(Thereupon, the witnesses were sworn.) 

MICHAEL M. GRAY, 

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

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

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

STEVEN T. BRENNER, CCR 
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A. Michael M. Gray. 

Q. Where do you reside? 

A. Midland, Texas. 

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

A. Concho O i l and Gas Corporation as a senior 

landman. 

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

Di v i s i o n ? 

A. Yes. 

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

accepted as a matter of record? 

A. Yes. 

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

i n v o l v e d i n t h i s A p p l i c a t i o n ? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I tender Mr. Gray as an 

expert petroleum landman. 

EXAMINER CATANACH: Mr. Gray i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. Gray, what i s E x h i b i t 1? 

A. E x h i b i t 1 i s a l o c a t o r map d e p i c t i n g the w e l l 

l o c a t i o n s and u n i t s of the thr e e w e l l s t h a t we wish t o 

commingle, do the surface commingling w i t h . 

Q. Okay. Now, a l l three of these w e l l s were 

Nearburg w e l l s , were they not — 

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

STEVEN T. BRENNER, CCR 
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Q. — Nearburg-operated wells? 

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

Q. Which two of these w e l l s w i l l become or have 

become Concho wells? 

A. The w e l l i n Section 3 of 16 South, 28, and the 

w e l l i n the west h a l f of Section 11 of 16 South, 28, w i l l 

be Concho-operated w e l l s . 

Q. And Nearburg i s r e t a i n i n g the Section 10 w e l l ? 

A. And Nearburg i s r e t a i n i n g the east h a l f of 

Section 10, yes. 

Q. Okay. For f u t u r e reference, and w e ' l l get i n t o 

t h i s i n a minute, what do the two arrows depict? 

A. The arrows and the c i r c l e s beneath the arrows 

represent l o c a t i o n s t h a t Concho i s c u r r e n t l y a p p l y i n g 

f o r — has f i l e d a p p l i c a t i o n s t o d r i l l or w i l l be f i l i n g 

a p p l i c a t i o n s t o d r i l l two a d d i t i o n a l w e l l s on these 

lands — 

Q. Okay. 

A. — or o f f s e t t i n g these lands. 

Q. And w e ' l l get back t o t h a t i n a minute. 

What i s E x h i b i t 2? 

A. E x h i b i t 2 i s an order by the OCD g r a n t i n g 

Nearburg Producing Company the r i g h t t o surface commingle 

the gas from the three subject w e l l s . 

Q. And what i s E x h i b i t 3? 
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A. E x h i b i t 3 i s an a p p l i c a t i o n f i l e d w i t h t h e Bureau 

of Land Management, which was approved by the Bureau of 

Land Management f o r the commingling of the gas from the 

t h r e e s u b j e c t w e l l s by Nearburg Producing Company. 

Q. Okay. Next, what i s E x h i b i t 4? 

A. E x h i b i t 4 i s an approval by the Bureau of Land 

Management, approving the commingling of the gas from the 

t h r e e s u b j e c t w e l l s between the two d i f f e r e n t o p erators, 

Nearburg Producing Company and Concho O i l and Gas 

Corporation. 

Q. Okay, so t h i s i s the approval from the BLM t h a t 

we're al s o seeking from the OCD; i s t h a t c o r r e c t ? 

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

Q. Okay. Now, the approval i s the f i r s t page. I s 

the r e s t of i t j u s t the packet submitted t o the BLM seeking 

approval? 

A. Yes, the cover page i s the approved sundry 

a p p l i c a t i o n t o the BLM, and the attachments are the 

t r a n s m i t t a l l e t t e r and copies of the a p p l i c a t i o n which was 

submitted t o them. 

Q. Okay. Now, was n o t i c e of t h i s A p p l i c a t i o n given 

t o a l l i n t e r e s t owners i n the th r e e wells? 

A. Yes, i t was. 

Q. So working, r o y a l t y and o v e r r i d i n g r o y a l t y 

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

Q. Okay. And E x h i b i t 5 i s your a f f i d a v i t of n o t i c e 

concerning the n o t i c e given t o the i n t e r e s t owners? 

A. Yes. 

Q. Okay. Now, l e t ' s get i n t o a l i t t l e b i t more of 

the reason why Concho and Nearburg are seeking t h i s 

approval. What i s E x h i b i t 6? 

A. E x h i b i t 6 i s a monthly p r o d u c t i o n summary from 

Nearburg Producing Company, the c u r r e n t operator of the 

t h r e e w e l l s , s e t t i n g f o r t h the monthly p r o d u c t i o n r a t e s 

from those w e l l s . 

Q. Okay, and I t h i n k w e ' l l have another e x h i b i t on 

t h a t s h o r t l y , but what i s the approximate producing r a t e s 

of t he two w e l l s t h a t Concho i s t a k i n g over operations of? 

A. Between the two w e l l s — the p r o d u c t i o n between 

the Crow F l a t s 3 Federal Number 1 w e l l and the Crow F l a t s 

11 Federal Com Number 1 w e l l i s a combined 25 MCF, plus or 

minus. 

Q. Okay, so the w e l l s are marginal r i g h t now? 

A. They do 10 t o 15 MCF apiece, yes — 

Q. Okay — 

A. — per day. 

Q. — now, i f t h i s approval i s n ' t granted, w i l l 

those w e l l s have t o be then shut in? 

A. Yes, once — I t ' s my understanding t h a t b a r r i n g 
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approval by the OCD t o commingle these w e l l s , these w e l l s 

would have t o be shut i n , pending the c o n s t r u c t i o n of a 

p i p e l i n e by Concho O i l and Gas Corp. 

Q. Now, what would be the approximate cost of 

b u i l d i n g a p i p e l i n e r i g h t now, j u s t f o r these two wells? 

A. Our engineers estimate t h a t t o l a y a s t e e l l i n e 

from the Crow F l a t s 11 through past the Crow F l a t s Number 3 

t o the Duke sales p o i n t would be about — t h a t ' s a surface 

l i n e — would be about $58,000. 

Q. Okay. And 25 MCF a day j u s t doesn't support t h a t 

cost? 

A. Yes, s i r , the economics don't j u s t i f y b u i l d i n g 

t h a t l i n e . 

Q. Okay. Ba r r i n g f u r t h e r development, i t would be 

uneconomic t o b u i l d a p i p e l i n e j u s t f o r these two well s ? 

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

Q. Okay. And i f they're shut i n , of course, then 

t h e r e i s no income a t a l l t o the i n t e r e s t owners? 

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

Q. So there's r e a l l y no b e n e f i t i n s h u t t i n g i n the 

wells ? 

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

Q. Now, regarding the approval t h a t you're seeking, 

r e f e r r i n g back t o E x h i b i t 1, Concho does have f u t u r e 

development plans, do they not? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r , E x h i b i t 1 depicted the two l o c a t i o n s 

t h a t we i n t e n d t o d r i l l j u s t as soon as we can get permits 

f o r them. 

Q. And assuming you make a good w e l l out t h e r e , 

would Concho a t t h a t time b u i l d i t s own p i p e l i n e ? 

A. Yes, s i r , i f we f i n d s i g n i f i c a n t gas r a t e s out of 

one or both of those w e l l s we would c o n s t r u c t our own 

p i p e l i n e . 

Q. Okay, so assuming t h a t occurs, you don't view the 

approval you're seeking today as a permanent s i t u a t i o n ? 

A. Not unless we d r i l l a couple of dry holes out 

t h e r e . 

Q. Right, r i g h t . You would hope you would make a 

good w e l l and b u i l d your own f a c i l i t i e s , a t which time the 

order t h a t we hope i s issued i n t h i s case w i l l become 

unnecessary? 

A. Yes. 

Q. And a t such time, would you n o t i f y the D i v i s i o n ? 

A. Yes. 

Q. Were E x h i b i t s 1 through 6 prepared by you, under 

your d i r e c t i o n or compiled from company business records? 

A. Yes. 

Q. And i n your o p i n i o n , i s 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 i n the i n t e r e s t s of conservation and the 

p r e v e n t i o n of waste? 

STEVEN T. BRENNER, CCR 
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A. Yes. 

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

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

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

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Okay, Mr. Gray, you guys own the w e l l i n Section 

3, which i s the Crow F l a t s 3 Federal Number 1? 

A. And the w e l l i n Section 11, which i s the Crow 

F l a t s 11 Federal Com Number 1. 

Q. Okay. And the w e l l i n Section 3 — On your 

E x h i b i t 1, you have an o u t l i n e i n each of those s e c t i o n s . 

I s t h a t the dedicated acreage — 

A. Yes, s i r , those are the u n i t s . 

Q. Okay. And those are f e d e r a l — I t ' s a l l f e d e r a l 

leases? 

A. They're a l l f e d e r a l leases. 

Q. Are a l l three of them f e d e r a l leases? 

A. There's more than one lease, but a l l t h r e e u n i t s 

are 100 percent f e d e r a l . 

Q. I n Section 10 also? 

A. Yes. 

Q. Okay. And how many i n t e r e s t owners are t h e r e i n 

these t h r e e u n i t s ? I s there q u i t e a few or... 

STEVEN T. BRENNER, CCR 
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A. There are — l e t me go — I've got a l i s t of 

them, can you bear w i t h me a second? 

Q. Sure. 

A. There's approximately 32 i n t e r e s t owners. 

Q. And t h a t includes a l l t h r e e sections? 

A. Yes. 

Q. Okay. Now, you d i d n o t i f y a l l the i n t e r e s t 

owners i n Sections — i n the u n i t s i n Sections 3, 10 and 

11, r i g h t ? 

A. A c t u a l l y , Mr. Catanach, I j u s t r e a l i z e d as we 

were speaking, t h e r e i s a s t a t e t r a c t i n the southwest 

q u a r t e r of Section 11, and we neglected t o n o t i c e t he 

State. 

Q. Southwest quarter of Section 11. Okay, t h a t 

would be included i n t h a t p r o r a t i o n u n i t ? 

A. Yes. 

EXAMINER CATANACH: Okay. I t appears t o me t h a t 

y o u ' l l probably have t o — 

MR. BRUCE: — r e n o t i f y . 

EXAMINER CATANACH: — r e n o t i f y the Land O f f i c e 

and t r y and o b t a i n t h e i r approval. 

Q. (By Examiner Catanach) Have you had any 

discussions w i t h any of these i n t e r e s t owners, Mr. Gray? 

A. No. 

Q. As f a r as you know, none of the i n t e r e s t owners 

STEVEN T. BRENNER, CCR 
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have any o b j e c t i o n t o the proposed commingling? 

A. Not t o my knowledge. I have — Excuse me, Mr. 

Catanach, I have had discussions w i t h Les Babyak a t the 

Bureau of Land Management, and of course we have h i s 

approval i n hand, so... 

Q. Okay. They don't have any problem w i t h i t , 

o b v i o u s l y . 

Now, you guys are planning on d r i l l i n g an 

a d d i t i o n a l w e l l i n Section 14, i t looks l i k e ? 

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

Q. You're not asking a t t h i s p o i n t t h a t t h a t acreage 

be inc l u d e d i n the commingling? 

A. No. 

Q. Okay. How about the proposed w e l l i n Section 3? 

I s t h a t going t o be — 

A. I t ' s our a n t i c i p a t i o n , obviously, since we're 

pl a n n i n g on d r i l l i n g t h a t w e l l , t h a t w e ' l l f i n d volumes 

s u f f i c i e n t t o j u s t i f y b u i l d i n g our own l i n e i n t h i s area. 

I t i s p o s s i b l e , I suppose, i f e i t h e r one of the 

w e l l s are severely p r o d u c t i o n - l i m i t e d , t h a t we could 

p o s s i b l y come back t o the D i v i s i o n and ask f o r a d d i t i o n a l 

commingling. But i f the w e l l s have a s i g n i f i c a n t 

d e l i v e r a b i l i t y , w e ' l l b u i l d our own l i n e i n t h i s area. 

Q. Do you guys — do you know how much you would 

need, how much production you'd need t o j u s t i f y b u i l d i n g a 

STEVEN T. BRENNER, CCR 
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p i p e l i n e ? 

A. I don't have an answer f o r t h a t . 

Q. And a l l of these w e l l s produce from the same gas 

p o o l ; i s t h a t your understanding? 

A. Yes, they a l l produce from the same Morrow Gas 

Pool. I b e l i e v e i t ' s the Diamond Mound. 

Q. To your knowledge, i s the Nearburg w e l l — i s 

t h a t a marginal well? 

A. No, s i r , t h a t w e l l i s doing, I t h i n k , about 300 

t o 400 MCF a day. 

Q. And your two w e l l s average — What d i d you say, 

10 t o 15 MCF per day? 

A. Yes, each. 

Q. Okay. Now, t h i s order t h a t we issued t o 

Nearburg, t h a t covered the three w e l l s , r i g h t ? 

A. Yes. 

Q. Okay. The BLM — I assume t h a t the BLM approved 

the a l l o c a t i o n method t h a t you propose t o — t h a t you're 

going t o propose today here; i s t h a t — 

A. Y o u ' l l have t o look a t the A p p l i c a t i o n and see 

what k i n d of d e t a i l I gave them. 

Q. As f a r as you know, you're proposing the same 

method — 

A. Yes, i n f a c t , you and I spoke e a r l i e r . The BLM's 

i n i t i a l response was t h a t because they had already approved 

STEVEN T. BRENNER, CCR 
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the commingling, t h a t they d i d n ' t t h i n k t h a t they r e a l l y 

needed t o approve i t again because of the operator 

s i t u a t i o n . But I t h i n k Mr. Babyak d i d t h a t t o help t h i s 

case along, I t h i n k . 

Q. Okay. 

A. Y o u ' l l f i n d on E x h i b i t 3 the o r i g i n a l Nearburg 

a p p l i c a t i o n t o the BLM — 

Q. Uh-huh. 

A. — which I t h i n k sets f o r t h i n more d e t a i l t he 

answer t o your a l l o c a t i o n question. 

Q. You don't propose t o change anything up from the 

o r i g i n a l Nearburg setup; i s t h a t — 

A. No, s i r . 

EXAMINER CATANACH: Okay. 

EXAMINATION 

BY MR. JONES: 

Q. Mr. Gray, j u s t f o r my own i n f o r m a t i o n , these 

f e d e r a l leases have a preceding, sometimes, NMNM on them? 

A. Yes. 

Q. Why i s th a t ? 

A. That's simply the Bureau of Land Management 

s e r i a l number f o r the lease, and i t ' s — There's a 

h i s t o r i c a l reason f o r the alph a b e t i c p r e f i x , but I'm not 

sure what i t i s . 

Q. So i t i s a v a l i d — I t ' s not j u s t supposed t o 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 

16 

NM? 

A. Well, a c t u a l l y , I t h i n k the h i s t o r i c a l reason i s , 

the BLM i n the past had d i s t r i c t o f f i c e s w i t h i n the New 

Mexico — they had s u b d i s t r i c t s w i t h i n the New Mexico area, 

and t h e r e used t o be a Las Cruces D i s t r i c t and a Carlsbad 

D i s t r i c t , and those p r e f i x e s — the Las Cruces D i s t r i c t , 

f o r instance, was LC. You s t i l l see those on maps 

oc c a s i o n a l l y . 

Q. Yeah. 

A. And now t h a t there's no s u b d i s t r i c t s , i t ' s j u s t 

NM, so... 

MR. BRUCE: Mr. Jones, i f i t says NMNM i t ' s 

handled out of the New Mexico BLM O f f i c e and i t ' s a New 

Mexico lease. I f i t ' s NMOK i t ' s handled out of t h i s o f f i c e 

but i t ' s an Oklahoma lease. And the o f f i c e here handles 

Oklahoma, Texas and I t h i n k Kansas. 

So t h e r e are d i f f e r e n t s e r i a l numbers based on 

the s t a t e . But the d i g i t s — or the l e t t e r s 3 and 4 

designate which s t a t e the lease i s i n . 

MR. JONES: I s t h a t the Albuquerque o f f i c e ? 

MR. BRUCE: Santa Fe. 

MR. JONES: Santa Fe. 

EXAMINER CATANACH: Okay, we have no t h i n g f u r t h e r 

of t h i s witness, he may be excused. 

MR. BRUCE: Thank you. 
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TIM GREEN, 

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

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

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

residence f o r the record? 

A. Tim Green, Midland, Texas. 

Q. Who do you work f o r ? 

A. Nearburg Producing Company. 

Q. What i s your j o b at Nearburg? 

A. I'm the gas marketing manager. 

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

D i v i s i o n ? 

A. No, s i r . 

Q. Could you summarize f o r the Examiner your 

ed u c a t i o n a l and employment background and then maybe t e l l 

him a l i t t l e b i t about what your j o b a t Nearburg 

encompasses? 

A. Okay. My educational background i s , I have a 

four-year bachelor degree i n business a d m i n i s t r a t i o n 

management. I worked f o r Adobe O i l and Gas and Santa Fe 

Energy Resources f o r about 19 years, got bought out by 

Devon, went t o work f o r Nearburg i n June a year ago, and I 

have been i n the gas-marketing end of the business f o r 
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about 12 years now. 

Q. And when you say gas marketing, can you giv e a 

b e t t e r idea, or j u s t i n b r i e f what t h a t e n t a i l s ? 

A. B a s i c a l l y what we do on the producing side as a 

gas marketer i s , we hook w e l l s up. We get p i p e l i n e s l a i d 

or get purchasers t o la y p i p e l i n e s t o hook our w e l l s up and 

make arrangements t o market our gas or gather our gas t o a 

market. 

Q. And as p a r t of t h a t , i s i t important f o r you t o 

know what Nearburg's w e l l s make and how t h a t p r o d u c t i o n i s 

all o c a t e d ? 

A. Yes, s i r , a b s o l u t e l y . I'm k i n d of c o n t r o l l e d by 

a l l o c a t i o n , however we a l l o c a t e our w e l l s . I was the one 

t h a t i n s t i g a t e d the commingling agreement and wrote the 

l e t t e r s f o r i t and a l l t h a t s t u f f , so... 

Q. And are you f a m i l i a r w i t h the a l l o c a t i o n of 

pro d u c t i o n f o r the w e l l s we're here f o r today and w i t h the 

a p p l i c a t i o n f o r the surface commingling? 

A. Yes, s i r . 

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

an expert i n gas marketing. 

EXAMINER CATANACH: Mr. Green i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. Green, could you i d e n t i f y 

E x h i b i t 7 f o r the Examiner? 

A. Yes, s i r , E x h i b i t 7 i s j u s t your p i p e l i n e map 
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where we've got the Crow F l a t s 11 hooked up t o the Crow 

F l a t s 10 and then on t o the Crow F l a t s 3, up t o the Duke 

sales meter up i n the l e f t - h a n d corner. I t ' s j u s t those 

t h r e e w e l l s hooked up t o t h a t gas p i p e l i n e , d e l i v e r e d i n t o 

t h a t sales meter. 

Q. Next th r e e pages are simply schematics prepared 

r e g a r d i n g the hookups of each one? 

A. Yeah, j u s t — These are j u s t wellhead diagrams 

t h a t the engineers put together, t h a t ' s r e q u i r e d by the BLM 

when you f i l e these t h i n g s . 

Q. And what's the f i n a l page? 

A. F i n a l page i s j u s t a hand drawing by one of the 

engineers of what you see on the f r o n t page. 

Q. Okay, i t j u s t gives an idea of how t h i n g s are set 

up f o r these t h r e e w e l l s ; i s t h a t c o r r e c t ? 

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

Q. Would you i d e n t i f y E x h i b i t 8 f o r the Examiner and 

t e l l him how the gas i s a l l o c a t e d and maybe go i n t o a 

l i t t l e b i t on the production from these wells? 

A. Okay, I prepared t h i s , what I c a l l the a l l o c a t i o n 

procedures and t i m e l i n e s f o r these t h r e e w e l l s , you know. 

And you had a question a w h i l e ago, i s i t going 

t o be done v i r t u a l l y the same way i t was before? I t ' s 

going t o be done e x a c t l y the same way, I'm j u s t going t o 

have Concho as the operator of two of the other w e l l s , but 
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we're going t o do the same a l l o c a t i o n a l l the way t o 

revenue. 

And these three w e l l s , as he's t o l d you before, 

two of the w e l l s are producing about 25 MCF a day, one 

about 10 and one about 15. Our w e l l produces about 3 00 a 

day. This c o n t r a c t t h a t we d i d p r e v i o u s l y , you know, we 

used a l l the w e l l s and a l l the volumes t o get the best 

c o n t r a c t we could f o r a l l three w e l l s , t o make a l l of them 

economic. And we b u i l t the p i p e l i n e , the working i n t e r e s t 

owner, t o the sales meter and spent the money t o do t h a t so 

we could have a good c o n t r a c t here. 

And I k i n d of s p e l l e d out i n t h i s l i t t l e l e t t e r 

how we i n t e n d t o do t h i n g s . We've got the t h r e e w e l l s , you 

know, a l l the w e l l s are going t o be metered a t the wellhead 

and we're going t o get i n t e g r a t i o n on those wellhead 

meters, which we're doing now, okay. And then we're going 

t o take the Duke sales meter i n t e g r a t i o n t h a t they sent us, 

which — t h a t d e t a i l i s f o l l o w i n g along w i t h t h i s l e t t e r 

here. 

Q. Okay, the pages a f t e r page 1 are the d e t a i l — 

A. Right. 

Q. — t h a t supports t h i s time l i n e ? 

A. Right, s i r — 

Q. Okay. 

A. -- based — we've got the i n t e g r a t i o n from the 
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wellhead on the f i r s t page, then you have the Duke sales 

meter, which I t h i n k he's got i t marked i n ye l l o w on the 

t h i r d page. And t h a t ' s the t o t a l volume a t the sales 

meter. And a l l we're doing i s , we're t a k i n g t he 

i n t e g r a t i o n from the wellheads, and we're p r o r a t a 

a l l o c a t i n g t h a t sales meter volume back t o each w e l l 

e q u a l l y , based on t h a t . 

And then we supply those volumes t o Duke, and 

then subsequently Duke puts t h a t i n t o t h e i r system and 

creates a statement f o r each w e l l . And of course, t he 

revenue w i l l be attached t o those volumes based on the 

c o n t r a c t , which i s the same f o r each w e l l . 

Q. Now, w i l l the data t h a t you get f o r the two 

Concho w e l l s then be supplied t o Concho so t h a t they can 

pay t h e i r i n t e r e s t owners? 

A. Yes, s i r , i t w i l l be, on a t i m e l y b asis. 

Q. Okay. Somewhere i n here, I d i d n ' t — I f o r g e t 

which e x h i b i t — Mr. Gray had an estimate from h i s engineer 

on t h e p i p e l i n e cost of about $58,000. Nearburg's o r i g i n a l 

p i p e l i n e cost was a l i t t l e b i t higher than t h a t , was i t 

not? 

A. Yes, s i r , i t was, because we b u r i e d some pipe 

from one w e l l — what, the 3 t o the 11, we b u r i e d l i k e a 

3-inch s t e e l l i n e o r i g i n a l l y , and our engineer d i d the 

estimate on a l l the pipe from the w e l l t o the g a t h e r i n g 
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system up t o the sales meter, you know, and he d i d an 

estimate on t h a t . I t was $92,000. 

Q. $92,000. 

A. Yes, s i r . 

Q. So c e r t a i n l y , even w i t h the $58,000, i t would 

be — t h a t would be a conservative estimate? 

A. Based on our engineer's estimate, yes, s i r . 

Q. So i f i t was higher, i t would make i t even more 

uneconomic t o b u i l d the p i p e l i n e j u s t f o r these two 

marginal wells? 

A. Yes, s i r . Yes, s i r . Plus, I t h i n k an important 

p o i n t here i s , t h i s c o n t r a c t was done by p u t t i n g volumes 

to g e t h e r . You know, I mean, i f you'd have went out and 

t r i e d t o get a c o n t r a c t f o r 25 MCF a day, t h i s c o n t r a c t 

wouldn't have been t h i s good. I t ' s l i k e a 84 84 c o n t r a c t , 

t h a t ' s the bottom of the c o n t r a c t . 

You know, i f these guys had t o b u i l d a l i n e , they 

had t o set a separate meter, they could probably stay under 

the c o n t r a c t . But i n a l l of those c o n t r a c t s , e s p e c i a l l y 

Duke c o n t r a c t s , they have a volume requirement. And i f you 

get under a c e r t a i n volume, t h a t c o n t r a c t drops down t o 

l i k e 50 percent. So you're going t o lose a l o t of value i f 

you had t o set another meter t h e r e . 

Q. So i n other words, the more gas you have 

a v a i l a b l e t o s e l l , the b e t t e r a p r i c e — 
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A. Most of the time i t ' s over 450 or 600 MCF a 

month. I f you're not over t h a t 600 MCF a month, you go 

under t h a t low-volume payment. 

Q. Okay. Now, as you sa i d , what we're proposing 

here today, the gas w i l l be metered and a l l o c a t e d t o each 

w e l l as i t ' s been done f o r some time now? 

A. Yes, s i r . 

Q. There w i l l be no change? 

A. No, s i r . 

Q. And based on what you've seen, w i l l t he gas f o r 

the two Concho w e l l s and f o r the one Nearburg w e l l be 

a c c u r a t e l y measured and a l l o c a t e d t o each w e l l ? 

A. Yes, s i r . 

Q. I n your o p i n i o n , 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 be i n the i n t e r e s t of conservation and the 

pr e v e n t i o n of waste? 

A. Yes, s i r . 

Q. And were E x h i b i t s 7 and 8 prepared by you, under 

your s u p e r v i s i o n , or compiled from company business 

records? 

A. They were prepared by me or someone t h a t works 

under me. 

Q. Okay. One f i n a l t h i n g , when I was going through 

the e x h i b i t — or the n o t i f i c a t i o n l i s t , Mr. Green, about 

h a l f the p a r t i e s were care of Nearburg. Are they i n t e r n a l 
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Nearburg partners? 

A. Yeah, i n t e r n a l i n v e s t o r s , yes, s i r . 

Q. Okay. So i f you j u s t group those under Nearburg, 

then there's about a dozen and a h a l f i n t e r e s t owners? 

A. I b e l i e v e t h a t ' s c o r r e c t . 

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

admission of E x h i b i t s 7 and 8. 

EXAMINER CATANACH: E x h i b i t s 7 and 8 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Green, j u s t t o make sure I understand, the 

volumes from the a l l o c a t i o n meters -- Well, l e t ' s see, a l l 

t h r e e o f the w e l l s have a l l o c a t i o n meters; i s t h a t c o r r e c t ? 

A. Yes, s i r , every one of them have a wellhead meter 

t h a t ' s i n t e g r a t e d monthly. 

Q. Okay. I s there any l i q u i d s t h a t ' s associated 

w i t h these wells? 

A. We s e l l t h i s as dry gas — Excuse me, I'm s o r r y , 

yes, t h e r e i s l i q u i d s — 

Q. So they're separated — 

A. — I take t h a t back. 

Q. — a t the w e l l — 

A. No, we put i t a l l i n t h a t sales meter t o g e t h e r , 

i t ' s d e l i v e r e d t o the p l a n t , and the l i q u i d s are e x t r a c t e d 
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a t the p l a n t . But i t ' s a l l o c a t e d based on t h a t sales meter 

volume. Does t h a t make sense? 

B a s i c a l l y a l l three w e l l s go down t h i s l i n e , 

t h e y ' r e d e l i v e r e d t o the meter, you know, based on t h e i r 

BTU a n a l y s i s , the l i q u i d s a t the p l a n t are a l l o c a t e d back 

t o a l l the meters. This i s one of them. So t h e y ' r e 

a l l o c a t e d e q u a l l y t o the w e l l s , i s what I'm t e l l i n g you, 

based on t h e i r BTU a n a l y s i s . 

Q. Yeah. Do you t h i n k t h a t ' s accurate? 

A. Yes, s i r . We do t h i s i n m u l t i p l e cases. 

Q. Okay. So then each of the a l l o c a t i o n meters i s 

i n t e g r a t e d every month, or t h a t volume i s determined every 

month; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. And then the sales meter volume i s determined at 

the same time? 

A. Yes, s i r . 

Q. And t h a t ' s simply whatever the a l l o c a t i o n meter 

shows. I s t h e r e any d i f f e r e n c e , u s u a l l y , between the sales 

meter and the t h r e e a l l o c a t i o n meters? 

A. I f you add up the t h r e e a l l o c a t i o n meters, yes, 

t here's always going t o be a d i f f e r e n c e i n measurement. 

You know, two percent i s always allowed between two meters, 

much less t h r e e meters added up t o one meter. 

You've got an EFM meter on the Duke sales p o i n t . 
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I t h i n k i f you looked a t A p r i l volumes, a c t u a l l y Duke sales 

meter volumes were higher than those t h r e e added up, which 

i s good. 

Q. Okay. 

A. But I mean as f a r as the w e l l s g e t t i n g t h e i r p ro 

r a t a share, you know, t h a t ' s , you know, b a s i c a l l y j u s t 

t a k i n g one w e l l , d i v i d i n g i t i n t o the t o t a l of t h r e e and 

m u l t i p l y i n g i t times the sales meters. 

Q. Okay. I s there any problem w i t h the low-volume 

w e l l s g e t t i n g the gas i n t o the p i p e l i n e , given the f a c t 

t h a t you have a higher producing well? I s t h e r e any 

pressure d i f f e r e n t i a l ? 

A. No, t h i s i s a low-pressure l i n e , so they can a l l 

produce i n t o i t . 

Q. So they can a l l produce, regardless of the 

volumes? 

A. (Nods) 

Q. Okay. And the way I understand i t , Duke pays 

Nearburg f o r the t o t a l sales volume? 

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

Q. And then you disburse yours t o Concho, t h e i r 

share? 

A. Yeah, w e ' l l j u s t disburse — Duke w i l l disburse 

100 percent f o r those two w e l l s t o us, w e ' l l i n t u r n j u s t 

r e - d isburse i t t o Concho a t 100 percent. And then 
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t h e y ' l l --

Q. And then they — Concho pays the r o y a l t y — 

A. R o y a l t i e s , t a x and ev e r y t h i n g t h a t t h e y ' r e 

r e s p o n s i b l e f o r . 

Q. And they w i l l r e p o r t — Y o u ' l l r e p o r t your w e l l , 

and t h e y ' l l r e p o r t t h e i r two w e l l s — 

A. Yes, s i r . 

Q. — t o the D i v i s i o n ? 

A. Yes, s i r . And w e ' l l f u r n i s h any i n f o r m a t i o n i n a 

t i m e l y manner t o them, as I've put down here on these 

t i m e l i n e s , so t h a t they may be able t o do t h a t . And we've 

looked a t a l l those t i m e l i n e s , and there's not a problem 

w i t h i t . 

Q. Now, does Duke — I'm r e a l l y not as f a m i l i a r as I 

should be w i t h the r u l e s regarding t r a n s p o r t e r s . Does Duke 

have t o f i l e a form w i t h us, a t r a n s p o r t e r r e p o r t or — 

A. We were discussing t h a t yesterday. They do f i l e , 

and I'm not sure i f i t ' s based on the PUN number or how 

they base t h a t , but they f i l e something f o r t h e i r p l a n t — 

anything t h a t goes t o t h e i r p l a n t , they have t o f i l e 

volumes back t o some meter l e v e l . So I'm going t o say yes, 

they do. 

Q. Well, I ' l l have t o research t h a t and t a l k t o 

somebody w i t h the D i v i s i o n t o see e x a c t l y what Duke f i l e s 

and whether or not t h i s presents any problems w i t h regards 
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t o t h a t . I can't see why i t would, but we w i l l check on 

t h a t . 

A. Probably need t o ask Neesie t h a t question because 

they have t a l k e d t o Duke, t h e i r p r o d u c t i o n r e p o r t i n g person 

has t a l k e d t o Duke, and they've asked them i f t h e r e would 

be a problem, and she can probably answer t h a t question 

b e t t e r than I can. 

Q. Who i s t h i s ? 

A. I'm s o r r y , Angela. 

Q. Okay. 

MR. BRUCE: I t was the t h i r d witness we swore i n , 

who i s Concho's gas marketer, Mr. Examiner. 

EXAMINER CATANACH: Okay. Do you have anything, 

Mr. Jones? 

MR. JONES: A couple. 

EXAMINER CATANACH: Okay, go ahead. 

EXAMINATION 

BY MR. JONES: 

Q. Mr. Green, does Nearburg own any i n t e r e s t i n 

Concho? 

A. No, s i r , not t h a t I know of. 

Q. Or vice-versa? 

A. I'm not high up t o know — be p r i v y enough t o 

t h a t , because our owner i s a p r i v a t e owner. I mean, he — 

You know, what h i s p r i v a t e businesses are, I don't know. 
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But not as f a r as I know. 

Q. Okay. And these a l l o c a t i o n meters, are they i n t o 

Concho's o f f i c e and Nearburg's o f f i c e , or who reads these 

meters? I s i t Nearburg people t h a t read the meters? 

A. Well, we have a t h i r d - p a r t y i n t e g r a t o r , you know. 

These are ch a r t meters, so we send the ch a r t s i n t o a 

t h i r d - p a r t y i n t e g r a t o r . 

Q. So they're Barton charts? 

A. Right, they're j u s t — and of course the Duke 

meter i s an EFM meter, e l e c t r o n i c f l o w meter. 

MR. JONES: Okay, t h a t was my question. 

EXAMINER CATANACH: Okay, I t h i n k t h a t ' s a l l we 

have. 

MR. BRUCE: Mr. Examiner, I d i d not pl a n on 

c a l l i n g a t h i r d witness, but she does have some knowledge 

about your question about Duke, and we can put her on f o r 

t h a t . 

EXAMINER CATANACH: Okay, l e t ' s do i t . 

ANGELA D. TERRELL, 

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. BRUCE: 

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

f o r t h e record? 
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A. Angela Denise T e r r e l l , Midland, Texas. 

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

A. I'm d i r e c t o r of o i l and gas marketing f o r Concho 

O i l and Gas Corp. 

Q. Rather than go through the expert witness s t u f f , 

since we're j u s t asking a s p e c i f i c question here, has 

Concho had contact w i t h Duke about any problems reg a r d i n g 

what we're seeking here today? 

A. Yes, T e r r i Stathem, our r e g u l a t o r y a n a l y s t , had 

spoken w i t h the Duke Energy a n a l y s t , and they s a i d as long 

as we were able t o get approval, they would not have a 

problem doing the r e p o r t i n g the way t h a t we wanted t o do 

i t , having two operators go through one sales p o i n t . 

Q. Now, Ms. T e r r e l l , your j o b a t Concho i s 

eq u i v a l e n t t o Mr. Green's a t Nearburg, i s i t not? 

A. Yes. 

Q. And based on what you've seen, w i l l Concho's 

volumes be ac c u r a t e l y metered and reported? 

A. Yes. 

EXAMINER CATANACH: Okay. What I ' l l probably end 

up doing i s checking w i t h people here, our computer people, 

t o see i f there's any k i n d of problem. I don't know i f 

t h e r e might be, but... 

MR. BRUCE: I s a l l of t h a t f i l e d e l e c t r o n i c a l l y , 

those t r a n s p o r t e r reports? 
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EXAMINER CATANACH: Probably. But I ' l l check on 

t h a t , and i f t h e r e i s some k i n d of problem we may have t o 

get back together. 

Anyway — We're going t o have t o continue t he 

case anyway, I suspect, t o allow you time t o conta c t the 

Land O f f i c e . 

MR. BRUCE: I ' l l take care of t h a t . 

EXAMINER CATANACH: And I guess — S h a l l we 

continue i t f o r f o u r weeks, and t h a t would g i v e me the 

o p p o r t u n i t y t o t a l k w i t h our people? I f there's any 

problem, I would come back t o you a t t h a t time and advise 

you of t h a t . 

MR. GRAY: David, i f we can go ahead and get a 

waiver from the State — I say a waiver, e s s e n t i a l l y an 

approval l e t t e r — would t h a t — 

EXAMINER CATANACH: From the Land O f f i c e ? 

MR. GRAY: Yes, uh-huh. 

EXAMINER CATANACH: Yeah, t h a t would be f i n e , 

except t h a t i f we continue the case f o r f o u r weeks, i t ' s 

not going t o do you any good t o get a waiver, because w e ' l l 

s t i l l have t o c a l l the case i n fo u r weeks. Do you want t o 

t r y f o r two weeks and t r y and get a waiver? 

MR. BRUCE: Yeah, l e t ' s do t h a t , and i f necessary 

I ' l l — We'll do both, w e ' l l t r y t o get a waiver and 

w e ' l l — but l e t ' s continue i t f o r two weeks. 
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EXAMINER CATANACH: Okay. A l l r i g h t , w e ' l l do i t 

t h a t way then. And i f you can get something from them j u s t 

l e t me know. And y o u ' l l probably not have t o be present 

two weeks from now, you guys probably won't have t o show 

up. We'll j u s t c a l l the case. So w e ' l l do i t t h a t way. 

Anything e l s e , Mr. Bruce? 

MR. BRUCE: Nothing f u r t h e r . 

EXAMINER CATANACH: Okay, t h e r e being n o t h i n g 

f u r t h e r i n t h i s case, Case Number 12,874 w i l l be continued 

t o t h e June 27th hearing. 

And th e r e being nothing f u r t h e r on t h i s docket, 

t h i s hearing i s adjourned. 

(Thereupon, these proceedings were concluded a t 

8:57 a.m.) 

* * * 

Exams;-.,-,- : • •• f.f }•-., 
heard by :r-:. on 

Oft C-wrvnfton (5rv^ :« 
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