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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 APPLICATION OF FOUR STAR 
OIL AND GAS COMPANY FOR AN UNORTHODOX 
GAS WELL LOCATION, SAN JUAN COUNTY, 
NEW MEXICO 

CASE NO. 1 2 , 8 8 4 

ORIGiNA! 
REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

June 27th, 2002 

Santa Fe, New Mexico 

This matter came on f o r hearing before the Ne&? 
-• > 

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

Hearing Examiner, on Thursday, June 27th, 2002, a t the New 

Mexico Energy, Minerals and Natural 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 

11:28 a.m.: 

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

12,844, the A p p l i c a t i o n of Four Star O i l and Gas Company 

f o r an unorthodox gas w e l l l o c a t i o n , San Juan County, New 

Mexico. 

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. I'm w i t h the Santa Fe o f f i c e of Holland 

and Hart, L.L.P. We represent Four Star O i l and Gas 

Company, and I have one witness. 

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

Okay, would the witness please stand t o be sworn 

in? 

(Thereupon, the witness was sworn.) 

JACK T. SCHMID. JR.. 

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. CARR: 

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

please? 

A. Jack Thomas Schmid, J r . 

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

A. I t ' s S-c-h-m-i-d. 

STEVEN T. BRENNER, CCR 
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Q. Mr. Schmid, where do you reside? 

A. I r e s i d e i n Houston, Texas. 

Q. By whom are you employed? 

A. By Chevron USA, Inc. 

Q. What i s your r e l a t i o n s h i p t o Four Star O i l and 

Gas Company? 

A. Four Star O i l and Gas Company was a s u b s i d i a r y 

company of Texaco, Inc., p r i o r t o the merger, and w i t h the 

— of course, you r e c a l l t h a t Chevron and Texaco merged 

e f f e c t i v e October 1st of l a s t year. I t ' s now a s u b s i d i a r y 

company of Chevron USA, Inc., e f f e c t i v e May 1st of t h i s 

year, and so I perform services f o r Four Star O i l and Gas, 

who i s s t i l l our operating e n t i t y i n the San Juan Basin 

area. 

Q. But you are employed by Chevron? 

A. I am employed by Chevron, t h a t ' s c o r r e c t . 

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

Mexico O i l Conservation D i v i s i o n ? 

A. No, I have not. 

Q. Could you review f o r Mr. Catanach your 

educational background? 

A. C e r t a i n l y . I have a bachelor of science i n 

mechanical engineering from Texas A&M U n i v e r s i t y i n 1978. 

I'm a r e g i s t e r e d p r o f e s s i o n a l engineer i n the State of 

Texas. I also have a doctor of jurisprudence degree from 

STEVEN T. BRENNER, CCR 
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South Texas College of Law i n Houston, i n 1984 and am 

li c e n s e d t o p r a c t i c e law i n the State of Texas. 

Q. Could you review your employment h i s t o r y f o r the 

Examiner? 

A. C e r t a i n l y . I s t a r t e d work as an o f f s h o r e 

d r i l l i n g engineer f o r ARCO O i l and Gas i n Houston. I've 

had several engineering assignments, both i n r e s e r v o i r and 

operations engineering. 

Then worked f o r a few other companies t h e r e i n 

Houston als o , Wanoco O i l and Gas Company; Samedan O i l , 

r e s e r v o i r engineering, production engineering and had 

vari o u s other engineering assignments t h e r e ; p r a c t i c e d law 

f o r a year i n 19 87 and then went t o work f o r Chevron i n 

1988 as a land attorney. I had several l a n d / l e g a l 

assignments w i t h i n Chevron. 

Most r e c e n t l y I've been overseas w i t h Caltex, an 

a f f i l i a t e company of Chevron/Texaco i n Indonesia, as a 

c o n t r a c t s p e c i a l i s t . Just r e p a t r i a t e d here, back t o 

Houston, i n January of t h i s year. 

Q. Are you f a m i l i a r w i t h the Four Star New Mexico 

State 3 2 Well Number 2? 

A. Yes, I am f a m i l i a r w i t h i t . 

Q. And 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 on behalf of Four Star? 

A. Yes, I am. 

STEVEN T. BRENNER, CCR 
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Q. Have you reviewed the records of Chevron and Four 

Star concerning the d r i l l i n g of t h i s w e ll? 

A. Yes, I have reviewed the records. 

MR. CARR: Mr. Catanach, we tender Mr. Schmid as 

an expert witness i n engineering and petroleum land 

matters. 

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

Mr. Carr. 

Q. (By Mr. Carr) Could you b r i e f l y summarize f o r us 

what i t i s t h a t Four Star seeks w i t h t h i s hearing? 

A. Four Star i s seeking exception t o Rule 7 of the 

s p e c i a l r u l e s and r e g u l a t i o n s f o r the B a s i n - F r u i t l a n d Coal 

Gas Pool, and s p e c i f i c a l l y we're seeking exception f o r our 

o f f - p a t t e r n l o c a t i o n f o r our New Mexico State 32 Well 

Number 2. 

Q. Could you i d e n t i f y what's been marked as E x h i b i t 

Number? 

A. E x h i b i t Number 1 i s the s p e c i a l r u l e s and 

r e g u l a t i o n s f o r the B a s i n - F r u i t l a n d Gas Pool. 

Q. Could you j u s t summarize f o r us what these r u l e s 

r e q u i r e i n terms of w e l l l o c a t i o n ? 

A. S p e c i f i c a l l y i n Rule 7, the p e r t i n e n t p r o v i s i o n 

t h e r e i s t h a t f o r a nonstandard w e l l l o c a t i o n i t must be 

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

of the governmental s e c t i o n . 

STEVEN T. BRENNER, CCR 
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Q. At t h i s time — and what we have i s a w e l l t h a t 

was d r i l l e d i n the northwest quarter? 

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

Q. I t ' s standard as t o the setbacks from the outer 

boundary, but i t i s i n the wrong qu a r t e r s e c t i o n ; i s t h a t 

c o r r e c t ? 

A. Right, the l o c a t i o n of the w e l l complies w i t h the 

standard setback requirements of the r u l e . 

Q. And what i s t h a t w e l l l o c a t i o n ? 

A. I t ' s located 905 f e e t from the n o r t h l i n e , and 

i t ' s l o c a t e d 830 f e e t from the west l i n e of Section 32, 

Township 3 0 North, Range 11 West. 

Q. Let's go t o what has been marked as E x h i b i t 

Number 2, and I would ask you t o i d e n t i f y t h a t and review 

i t f o r Mr. Catanach. 

A. C e r t a i n l y . E x h i b i t Number 2 shows our s u b j e c t 

w e l l , the l o c a t i o n r i g h t i n the center w i t h the b i g dot 

th e r e . I t ' s our New Mexico State 3 2 Number 2 w e l l . I t 

shows t h a t i t i s i n a west-half spacing u n i t . I t ' s a 

standup u n i t comprising 3 21.32 acres. And i t a l s o shows 

the o f f s e t working i n t e r e s t owners surrounding the s u b j e c t 

spacing u n i t . 

Q. Would you i d e n t i f y E x h i b i t Number 3? 

A. E x h i b i t Number 3 i s the r e g u l a t o r y f i l i n g s f o r — 

the w e l l records f o r our New Mexico State 3 2 Number 2 w e l l . 

STEVEN T. BRENNER, CCR 
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Q. Would you r e f e r t o these and, using these, 

provide us w i t h a general h i s t o r y of the w e l l ? 

A. C e r t a i n l y . The w e l l was d r i l l e d — I t h i n k i t 

was spud on June 21st of 2 001, and i n compliance w i t h our 

a p p l i c a t i o n f o r permit t o d r i l l i t was approved by the 

D i s t r i c t O f f i c e on May 10th of 2001. I t ' s noted t h a t the 

w e l l i s i n the wrong quarter s e c t i o n . 

The w e l l was completed i n March of 2002, of t h i s 

year. I t was placed on production, I b e l i e v e , i n l a t e 

March of 2 002. 

We'd also note t h a t the C-104 was also approved. 

We subsequently received a c a l l from C h a r l i e 

P e r r i n on or about A p r i l 17th t o shut i n the w e l l . The 

w e l l was shut i n on t h a t day and has remained shut i n up 

u n t i l today. 

Q. And because of h i s c a l l , we f i l e d t he 

A p p l i c a t i o n --

A. Right, the next step was f i l e an A p p l i c a t i o n f o r 

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

Q. Now, Mr. Schmid, you i n h e r i t e d t h i s problem, d i d 

you not? 

A. Yes, I d i d . 

Q. And were you pe r s o n a l l y i n v o l v e d w i t h t h i s matter 

a t the time the w e l l was d r i l l e d ? 

A. No, I was not even i n the country a t t h a t time. 

STEVEN T. BRENNER, CCR 
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Q. And when d i d you f i r s t become i n v o l v e d w i t h t h i s 

matter? 

A. I f i r s t became involved w i t h t h i s matter on A p r i l 

17th when we received a c a l l from C h a r l i e P e r r i n up t h e r e . 

The f i e l d o f f i c e i n Farmington n o t i f i e d the Houston o f f i c e , 

and I was a l e r t e d t o the p o t e n t i a l problem. 

Q. This problem, however, does f a l l w i t h i n your 

general area of r e s p o n s i b i l i t y now i n Chevron, does i t not? 

A. Yes, i t does. 

Q. And t h a t ' s why you're here? 

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

Q. Could you review f o r the Examiner what you have 

been able t o put together and what your understanding i s as 

t o why t h i s w e l l may not have been d r i l l e d i n the proper 

q u a r t e r section? And you may want t o r e f e r t o E x h i b i t 4 as 

you discusss the — 

A. Yeah, l e t ' s look at E x h i b i t 4. I t ' s a 

to p o g r a p h i c a l map, i s going t o help us a l i t t l e b i t . We 

can't f i n d much of a paper t r a i l between the merger and the 

i n t e g r a t i o n of the companies, the c l o s i n g down of our 

Denver o f f i c e and moving f i l e s and people l e a v i n g the 

company. I t ' s been very d i f f i c u l t t o e s t a b l i s h a paper 

t r a i l on e x a c t l y what happened. 

Eiut we've come together as a team, we've looked 

a t s e veral areas t h a t we t h i n k the reasons f o r d r i l l i n g i n 

STEVEN T. BRENNER, CCR 
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the northwest quarter were t h a t the southwest q u a r t e r had a 

very rugged t e r r a i n . There was a r i d g e along the — k i n d 

of going east or westerly d i r e c t i o n i n the south, t h a t j u s t 

was extremely rocky. There was a peak down t h e r e . I had 

my operations superintendent d r i v e out t o the l o c a t i o n 

maybe thr e e weeks ago and j u s t r e p o r t back what he found, 

and t h a t was h i s f i n d i n g , t h a t there was a peak and t h e r e 

was a b i g ledge around there t h a t would have been very 

d i f f i c u l t t o b u i l d a l o c a t i o n . 

The other two reasons we b e l i e v e t h a t we went t o 

the northwest quarter was, there was a BLM p o l i c y i n e f f e c t 

— a t l e a s t a t the time t h i s w e l l was d r i l l e d , and I 

b e l i e v e i t ' s s t i l l i n e f f e c t — t h a t l i m i t e d new road being 

b u i l t t o 3 00 f e e t i n length. And i f we had b u i l t a 

l o c a t i o n i n the southwest q u a r t e r , the road l o c a t i o n would 

have exceeded the 300-foot l i m i t . 

So we had a road l o c a t i o n , or a road nearby, i n 

the n o r t h s e c t i o n , so we b u i l t a smaller, s h o r t e r - l e n g t h 

road and came i n t o the northwest q u a r t e r from the n o r t h of 

t h i s s e c t i o n . 

Q. Now, t h a t ' s the best you've been able t o piece 

t h i s t o g e t h e r ; i s n ' t t h a t r i g h t ? 

A. That's c o r r e c t . We don't know e x a c t l y what 

happened, i t ' s j u s t our best reasons, l o o k i n g back on i t . 

We're somewhat spec u l a t i n g , but they are l o g i c a l reasons 

STEVEN T. BRENNER, CCR 
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and they seem t o be aligned w i t h the reasoning a t the time. 

Q. You do know t h i s i s a mistake? 

A. This i s j u s t a f l a t - o u t mistake, we're very 

embarrassed by i t , and we're t r y i n g t o get a l l the c o r r e c t 

approvals t o go f u r t h e r . 

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 t h i s A p p l i c a t i o n has been provided by c e r t i f i e d 

m a i l t o the o f f s e t owners i d e n t i f i e d on the p l a t which i s 

E x h i b i t 2? 

A. Right, E x h i b i t 5 i s the a f f i d a v i t , n o t i c e 

a f f i d a v i t , and the copies of the l e t t e r s are attached, and 

i t a lso l i s t s a l l the o f f s e t working i n t e r e s t owners. 

Q. And then your ownership r e p o r t i s also attached 

t o c o n f i r m t h a t you have attempted t o i d e n t i f y every o f f s e t 

owner who could be a f f e c t e d by the A p p l i c a t i o n ? 

A. Right, we d i d . 

Q. I n your opinion, w i l l approval of t h i s 

A p p l i c a t i o n impair the c o r r e l a t i v e r i g h t s of any — 

A. No, I don't t h i n k i t w i l l . No o f f s e t operators 

have objected, and no one's going t o be denied the 

o p p o r t u n i t y t o produce t h e i r f a i r share of gas from the gas 

po o l . 

Q. I n your opinion, w i l l approval of the A p p l i c a t i o n 

prevent waste? 

A. Yes, s i r , i t w i l l . The w e l l i s c u r r e n t l y shut i n 

STEVEN T. BRENNER, CCR 
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and i t i s a commercially producible w e l l , so as soon as we 

get i t put back on l i n e , yes. 

Q. Were E x h i b i t s 1 through 5 e i t h e r prepared by you 

or have you reviewed them and can you t e s t i f y as t o t h e i r 

accuracy? 

A. That i s c o r r e c t , I have e i t h e r reviewed or 

prepared those e x h i b i t s . 

MR. CARR: Mr. Catanach, a t t h i s time we'd move 

the admission i n t o evidence of Four Star E x h i b i t s 1 through 

5. 

EXAMINER CATANACH: E x h i b i t s 1 through 5 w i l l be 

admitted as evidence. 

MR. CARR: That concludes my examination of Mr. 

Schmid. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Schmid, I'm lo o k i n g a t your E x h i b i t 2, and 

you show the o f f s e t operators and/or i n t e r e s t owners, I 

assume. You don't show i f there's any o f f s e t w e l l s . Are 

th e r e , i n f a c t , o f f s e t B a s i n - F r u i t l a n d Coal w e l l s i n t h i s 

area? 

A. I was not able t o get t h a t i n f o r m a t i o n , I j u s t 

don ' t know., 

Q. Now, t h i s d r i l l i n g permit t h a t you submitted t o 

the Aztec o f f i c e of the D i v i s i o n , i t was signed by — i t 

STEVEN T. BRENNER, CCR 
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looks l i k e — I'm not sure i f t h a t ' s Steve Hayden's 

si g n a t u r e . 

MR. CARR: Yes, s i r , i t i s . 

Q. (By Examiner Catanach) As f a r as you know, were 

th e r e any c o n d i t i o n s of approval t h a t we placed on t h a t 

d r i l l i n g permit? 

A. At the bottom of t h a t permit was stamped a "Hold 

C-104 f o r . . . " and the i n i t i a l s "NSL" a t the bottom of the 

page. 

Q. So we d i d catch t h a t , and we knew i t was an NSL 

anyway? 

A. Yeah. 

Q. Okay. Does Mr. Archibeque s t i l l work i n t h a t 

area up there? 

A. Mr. Archibeque departed the company i n May of 

t h i s year. 

Q. I s i t your testimony t h a t the l o c a t i o n w i t h i n the 

southwest quarter of Section 3 2 would not have been 

f e a s i b l e ? 

A. I t wouldn't have been p r a c t i c a l . I guess i t was 

po s s i b l e , but the topography of the area looked l i k e i t was 

going t o be a d i f f i c u l t l o c a t i o n t o b u i l d , along w i t h the 

road access, were going t o be the two primary issues t h a t 

were going t o be d i f f i c u l t t o overcome. 

Q. Mr. Schmid, as f a r as you know, i s t h i s i n the 

STEVEN T. BRENNER, CCR 
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area t h a t i s going t o be proposed t o be inclu d e d i n the 

i n f i l l B a s i n - F r u i t l a n d Coal? 

A. I t ' s my understanding i t i s , but I may stand 

c o r r e c t e d on t h a t . 

Q. So i f t h a t r u l e i s , i n f a c t , passed or approved 

l a t e r on t h i s summer, t h i s r e a l l y won't have an e f f e c t ? 

A. That's my understanding, t h a t ' s c o r r e c t . 

MR. CARR: And Mr. Catanach, I can co n f i r m i t i s 

i n the area covered by the hearing t h a t ' s scheduled f o r the 

9th of J u l y . 

Q. (By Examiner Catanach) And do you know what t h i s 

w e l l i s c u r r e n t l y producing a t , or capable of producing? 

A. My petroleum engineer t o l d me i t came on l i n e 

about 250,000 a day, i t was a good w e l l . I t was, of 

course, unloading the water as i t was coming on, so we're 

r e a l anxious t o get i t back on produ c t i o n . 

Q. And when was i t shut in? 

A. A p r i l 17th i s what our records show, the day we 

received the c a l l from Charlie P e r r i n . 

EXAMINER CATANACH: I have no f u r t h e r questions. 

MR. CARR: Mr. Catanach, we t a l k e d about the 

change i n the pool r u l e s , but we were concerned t h a t i f 

t h a t should bog down because i f th e r e i s o p p o s i t i o n t o 

c e r t a i n p o r t i o n s of the A p p l i c a t i o n t h a t have been set f o r 

some time, and so t h a t i s the reason we were concerned 
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about g e t t i n g t h i s case t o you as q u i c k l y as p o s s i b l e , not 

j u s t being t i e d i n t o t h a t l a r g e r matter. 

EXAMINER CATANACH: Mr. Carr, j u s t one other 

t h i n g . Could I get you t o submit a map t h a t does show the 

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

MR. CARR: We can. We discussed t h a t l a s t n i g h t , 

and w e ' l l be happy t o provide t h a t t o you. 

THE WITNESS: C e r t a i n l y . 

EXAMINER CATANACH: Thank you. Anything f u r t h e r ? 

There being nothing f u r t h e r i n t h i s case, Case 

12,884 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

11:43 a.m.) 

rk -k ie 
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